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Abstract

Summury: This article is devoted to analyze the current condition of elaboration of regional investment
projects at the present-day stage of economic reforms being led in Uzbekistan. Article sets forward proposals
on working out prospective and present-day programs on inviting international financial institutions, foreign
financial and insurance organizations and donor countries in order to implement with them investment
projects of high importance for Uzbekistan. Practical recommendations on working out the mechanisms for
implementation and efficiency assessment of investment projects, investment projects portfolio revolving to
choose high priority investments were also suggested.
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Main part

Overall review of investment processes development in Uzbekistan and economy of the regions, and

inviting investments in entrepreneurial activity.

Today enactment of a variety of regulations aimed at boosting investment climate attractiveness
of the regions and intensifying investment processes is ensuring the growth of the country’s investment
potential and increase of foreign investments year after year, and thus, the growth of county’s macroeconomic
indicators, including, its gross domestic product volume.

During the period of 2005-2013 in Uzbekistan, gross domestic product has increased at least 8.5
percent every year. Compared to the year of 2000, GDP volume grew by 2.9-fold, industrial production
increased by 2.6-fold, volume of investments in the economy increased by 3.4-fold, particularly, volume of

foreign direct investments increased by 20-fold.

Small business sector, being a significant part of country’s economy, is serving as a main source in
supplying domestic market with necessary goods and services. Small business not only bridges some gaps in
the economy, but also plays a vital role in diversification and development of the economy at a stable paces.

zbekistan is attaching great importance
to building an institutional and market

infrastructure which supports the development
of small businesses and private enterprises.

Since 2012, for the purpose of radical
reduction of government intervention in the
activity of business entities, 80 procedures
related to various kind of permissions, as
well as, licensing requirement of 15 types of
entrepreneurship activities have been cancelled,;
also, number of financial statement submitting
forms and periods of submitting them have been
reduced by 1.5-fold. In addition, new regulations
introduced as of January 1, 2013, which canceled
65 statistical report forms and 6 tax report
forms, and decreased the number of periods for
submitting these reports by more than 2-fold.

Prospects of creating investment climate that
promote investment attracting in economies of
the regions, including, in small businesses.

Uzbekistan established an economic and
legal base aimed at organizing investment

I

processes and investment activity as per the
market economy principles. But an investment
climate, which promotes investment attracting
in the economy of the regions, including, in
small businesses, has not been fully created yet.
This requires working out effective strategies
aimed at boosting the volume of investments to
be invited in the economy of the regions.

In this view, development of investment
activity of small businesses plays an important
role in attaining key objectives directed to stable
development of production potential of the
regions’ economy based on the priority directions
of innovative renovation.

Primary purpose of research activities
in this topic is to study and determine the
conditions and factors which opening the
doors to development of investment activity
of small enterprises in the present-day context,
as well as, to determine the real prospects of
investment cooperation between small and
large enterprises.
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International experience and theoretical and
research conclusions confirm that entrepreneurial
activity is the power that eliminate problems in the
economy, and investment policy serves as its main
source and factor. In turn, flexibility of production
for market conditions, import substitution and
export-orientedness of production is ensured by
coordination of investment policy directions, fields,
and sources. Rational investment policy increases
labor and capital productivity, opens doors to
satisfying the needs of consumers with high quality
products.

Analyses on tendencies in inviting investments in
entrepreneurial activity.

Results of our research studies indicate that
after setting regional policy on small business
development, often, it will be possible to get the
results of implementation of this policy only after a
long time, when it has been late to change something.

Therefore, we think that it is necessary to
model various variants by means of economic and
mathematical models in order to avoid negative
consequences of made decisions.

Many models are built on a basis of reflecting
small enterprises in the form of R. Stone’s production
function (Leontyevskiy function):

P(t) = min {F(t)/a, C(t)/b, L(t)/0}

here P(t) — production of goods and services by
small enterprises (in physical volume);

F(t) — fixed assets, C(t) — current capital, L(t) —
labor resources;

a, b, 0 — expenditure rate of related production
factors per production unit P(t) (soums);

t — time (simulation step).

Reflecting a small enterprise in this way is
convenient; moreover, production function also
includes the employment as its structural component.
But, in practice, it is impossible to build models for
every established enterprise. Because it requires
huge volumes of useless date and calculations. In
modeling the regional level decision making, taking
regional small business sector as a single object
makes good results. For this, it is necessary to use
simulation modeling methods.

As a typical problem to be solved in process of
supporting small businesses in a region, we can take
the issue of financing some small enterprises chosen
in a particular sector in a context of limited financial
resources. In general, this model looks like as follows:

PR = Y rev, -INR-NR (2)

i=1

n=q+k+1+. +m,here(3)

q, k, I,..., m — number of enterprises per investment
direction.

INV D inv; (1)
=1

All investments are directed to financing
small enterprises (equation 1). Profits from
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investments (equation 2) equals to the amount of
money resources returned from each enterprise,
minus invested investments, minus non-return of
investments. Finally, regional investment policy
(equation 3) is determined by allocating the number
of enterprises for per investment direction. If an
average number of employees of the enterprises in
each investment direction is known, we can assess
an additional labor market capacity emerging as a
result of implementation of programs on supporting
small businesses. , ) i
o ;r/+;rj+...+;r/ @

The modeling principles that reflected by the 1-4
equations indicated above were used in modeling
the results of various region-wide measures taken
to develop small business sector. The first model is
a simulation model for the development of tourism
sector in the regions of Uzbekistan.

Main elements constituting the tourism sector
are the following systems:

Accommodation system - major part of this
system 1is, usually, consisted of hotels, and this
complex also includes some small family pensionates
and rented private houses;

- catering system— it includes big restaurants,
small cafeterias, fast food points (tents), retail stores
selling ice-cream, bakery and other products;

- transportation system — presently, private sector
is dominating in this system, and they are providing
passenger transportation services by automobiles,
minibuses, and even by large buses;

- entertainment services system — small artistic
troupes, attractions, private art galleries, museums
play a big role in this system;

- retail sales system — in this system, retails sales
are run mostly by small enterprises and private
entrepreneurs in majority of the regions;

- souvenirs complex — it includes folk crafts and
souvenir goods producing enterprises. Services, such
as laundry, dry-cleaning etc., which don’t directly
relate to tourism, but make profit from it, are
modeled separately.

Analyses on industry-specific and region-specific
features of inviting investments in entrepreneurial
activity.

During this research studies, we determined
the correlation between the indicators reflecting
the investment and economic activity results of an
enterprise.

Regression equation is statistically important
in our studies. Because determination coefficient
has 45.6 % value (table 1), and it reflects a
close relationship between dependent variables
(investments) and independent variables (profit,
average number of workers, arable land areas,
production expenditures, fixed assets):

¥V=2169.7+1.8X3+55.1X2+0.04X6 (5)
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Parameters of regression equation show a direct
proportional relationship of production factors which
lead to growth of investments.

As volume of investments per farm business
increases, amount of workforce wages and main
indicators of production in an enterprise also will
increase.

One of the important indicators to be used in the
assessment of investments efficiency is a recovery of
production costs. In addition, as we study investment
attractiveness of agricultural enterprises, we
determined that several production indicators have a
great influence on the activity of enterprises.

We determined that area of agricultural lands,
value of material current assets per hectare, number
of workers per 100 hectares of agricultural land,
amount of average yearly salary of workers have
an influence on productivity of a small business’s
activity.

Increase of agricultural land areas at all types
agricultural enterprises has a positive effect on
productivity of agricultural business, but this growth
rate is not the same at all enterprises. As land areas
increase by 100 ha, recovery of production costs in
farms increases by 0.01 thousand uzbek soums. We
can see that in a regression equation and coefficient
of correlation. Regression equation for livestock
farming units looks like as follows: ¥=0.563+0.0001x,
linear coefficient value (R=0.492), correlation ratio
is moderate. Regression equation for arable farming
units is ¥=0.920+0.0001x, the linear coefficient
value (R=0.552), and correlation ratio is moderate.

When we studied the dependency of recovery
amount of production costs on the number of
workers per ha land area, it is determined that if the
number of workers per 100 ha land area increases by
1 worker, recovery of production costs increases by
0.208 thousand soums. And the regression equation
for this looks like as follows:

¥=0.180+0.208x and R=0.844
(correlation ratio is high).
Table 1.
Multifactorial correlation and regression
analyses of the dependency of investments on
several selected indicators

Parameters Value of  Standard Statistical Level of
parameters error error reliance

F ¢ %6957 102213 [2.122 0.0348

coefficient

X1-X2 1. 7863 0.3683 4.85 0

X3-V1 55.067 6.192 8.894 0

X4-45 0.037 0.120 0.311 0.05

Determination coefficient (D) = 45.65%.
Explanations of reference characters:

V1 — investments, mln. uzbek soums;

X1 — fixed assets, mln. uzbek soums;

X2 — average yearly number of workers, quantity;
X3 — planted acres, ha;

X4 — production costs, mln uzbek soums;

X5- profits, mln. uzbek soums.
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Correlation ratio between recovery of costs and
investments is high R=0.855 and the regression
equation will be as follows:

V=0.231 + 0.217x (6)

If volume of investments per 100 ha land areas
increase by thousand uzbek soums, recovery of
production costs increases by 0.237 uzbek soums.

In the process of this research studies, we studied
the investment inviting processes in entrepreneurial
activity in a region, and also discovered several
aspects of labor market by analyzing the distribution
of employment level. Thus, small business is a
complicated social and economic institution, and it
should be studied at a full scale. For this purpose,
we will build an integral indicator that reflects a
development level of entrepreneurship in the regions.

The indicators reflecting the development level of
small business in the regions serve as a data base to
be used in building this integral indicator.

- number of small enterprises registered in a
region (SE);

- employment of population in small business
sector (EP). This index, at the same time, includes
three indicators, accounting of which is maintained
at the state statistics: number of workers in SE,
number of workers having a second job in SE, and
number of workers employed in SE on a contract
basis;

- volume of production (goods and services)
produced by SE (Pr);

- volume of investments in small business (In).

We assume that all indicators have equal influence
on the development level of small business in a
region, and thus, these indicators will be included
into integral indicator with the assumption that
all of these indicators carry an equal weight. The
formula for calculation of the integral indicator that
reflect the development level of small business in the
region will look like as follows:

. SE; EP; Pr; In;
j’.ﬁ'm =/maxSE + maxEP 4 maxPr  maxln) /4 =
= (SE“ - E}:i - PI: - I?’IJ-) (7)
SBdev . . . .
here I; — an integral indicator reflecting

a development level of entrepreneurship in the j
region, 1 <j < 85;

SE, EP, Pr, In - normed values of the indicators.

Table 6 shows the calculation results about
regions and leaders in regional development of small
business. Tashkent city has an absolute leadership
in small business development level, and its integral
indicator value is 0.863. But while Tashkent city
had a maximal value in all four indicators in 2012
(T = 145k ®20121), now Tashkent region has been ahead
of Tashkent city in production turnover (I =g, 3¢
0,368).
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In the meantime, Tashkent region also secured
the second place in the overall ranking, outstripping
Andijan region (I = £ 0.363).

As was previous periods, Tashkent city is still
ahead of the other regions in the ranking by the value
of integral indicator that reflect a development level
of small business, but the value of this difference has
been decreased a bit, up to 0,495, since 2012 (that
was 0.602 in 2012).

The top ten of the ranking was secured by the
regions in which big cities are located. This situation
is explained by the following facts: firstly, there is
usually huge demand for goods and services produced
in big cities, and this creates favorable conditions for
the development of small business sector; secondly,
an infrastructure for supporting small business
functions more efficiently in city areas.

Now we discuss how much small business
sector contributes to the development of the
regions and we will compare the regions by the
volume of this contribution. For this purpose, we
will use the same method which we already used
to analyze development level of small businesses
in the regions when we built the integral
indicator. We will use the following indicators
to build an integral indicator that indicates the
contribution of small enterprises to development
of the regions:

- number of small enterprises per 1000 population
of a region;

- share of employees employed in small business
sector within the total number of employed
population in a region;

- share of small business sector turnover within
the total turnover of enterprises in a region;

- share of investments in fixed assets of small
enterprises within the total volume of investments
invested in a region.

The formula for calculation of the integral
indicator that reflects the contribution of small
enterprises to development of a region will look like
the one we saw above:

ASBturn,

SBeont SBnum, AShEmp, : ASBin,
I/ = (maxSBnum + ‘maxAShEmp + MaXASBturn 4 S ASBin ) / 4 =

(8)

here I — an integral indicator reflecting the
contribution of small businesses for development of
the j region, 1 <j < 85;

_ (SBnum, + ZShEmp/ + ASBturn; + ASBin, ) / 4
b

SBnum; AShEmp, + ASBturn; 4 ASBin; _ changed

(normed) values of the indicators.

Contribution of small businesses in Uzbekistan to
the economic growth of the country in 2007 was as
follows: at average, the number of small enterprises
per 1000 population was 12.9 and 51.3% of able-
bodied population employed in small business sector,
turnover of small business sector made up 31%
of the total volume of the country’s turnover, but
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investments in small business sector made up only
3.9%.
Table 2.
Integral indicators showing the development
level of small business sector in the regions
and the contribution of small businesses to
development of the regions

Territories Year of 2012
and regions [ Development level of Contribution of
entrepreneurial activity | small businesses to
in a region development of a
region
s |Place| Place | iplace| Place
I inthe |1 in the
territory territory
Tashkentoooe | | 0742 |1 |-
territory
Fergana, o |5 |- 0.628 |2 |-
territory
Zarafshan oo |5 | 0.603 |3
territory
Southern )., |5 | 0.602 |4 |-
territory
Mirzachul g o9 |, | 0.596 |5 |-
territory
L o w e 1
Amudarya0.234 |6 - 0.427 |6 |-
territory
Tashkent city] 0.863 |1 |1 0588 [2 |1
Andijan,qo |5 | 0622 |1 |1
region
INavoiy region| 0.338 4 2 0.329 |7 2
Tashkentyog |y |y 0321 |8 |2
region
Ferganagong lg |3 03059 |2
region
Namangan  qeq |5 |9 0252 [11 |3
region
Samarkand ;0o 17 |3 0317 [10 |3
region
Bukhara, . Ig |4 0359 [3 |1
region
Kashkadarya o1 1g |4 0358 [4 |1
region
Khorezm,ee 119 |1 0251 [12 |1
region
Surkhandaryg  nos |11 |5 0250 [13 |2
region
Djizzakho, 0o lis |9 0357 |5 |1
region
Sirdaryag. |13 |1 0356 [6 |2
region
Karakalpall ) oo 1, |5 0249 [14 |2
Republic.

Table 2 shows the ranking of the regions
made based on calculations of integral indicator
that describes contribution of small enterprises
to economic development of the regions in
2007 and 2012: The secured places of the regions in
the ranking in 2012 coincide with the ones secured
by the regions in 2007.

Tashkent and Fergana territories led the ranking
in contribution of small businesses to development

/
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of the regions. 1" = 0.742 (0.659 in 2007), this
value came from as follows: the number of small
enterprises per 1000 population of Tashkent territory
was 17.7 (144 in 2007), and this indicator for
Tashkent city was 19.5; percentage of able-bodied
population employed in these small enterprises was
74.7% (70,3% in Tashkent city); turnover of small
enterprises made up 52.2% of the total volume of
territory’s turnover (48,1% in Tashkent region); only
12% of the total investments invested in fixed assets
was directed to small enterprises (14% in Tashkent
region).

Zarafshan territory secured one of the leading places
in the ranking in contribution (share within the total
volume of production turnover) of small enterprises to
the production in the territory (I#+" = 0.603).

Conclusions

It is necessary to define an investment policy
of small enterprises in the regions based on the
following principles:

1. Directing investments primarily to economic
sectors that have a competitive advantage
(competitive advantage in production costs,
competitive advantage coming from production of
rare and not readily available goods which have a
high demand in domestic and world markets).

2. Implementing  structural reforms in the
economic complexes of the regions and economic
sectors.

3. Directing investments goal-orientedly. Today
investments should be directed to restructuration of
the regional economies, production in real sector of
the economy, building a market infrastructure.

4. Priority of investing in innovative technologies.
This enables to boost profits, improve the conditions
of extended reproduction, rebuild the structure
of regional enterprises on the basis of innovative
industry, as well as, to enhance competitiveness of
produced goods.

5. Investing in human capital. Because it is
impossible to create and use modern innovative
technologies without highly skilled workforce.

6. Market relations require development of market
infrastructure (banks, sales and hotel complexes,
exchange houses etc.).

Studies of international experience indicate
that the most important factors that open doors to
cooperation between large and small enterprises in
the context of modern innovative economy are as
follows:

* High level of specialization of small business
enterprises, and their active innovative activity
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(because competition in each market segment forces
them to enhance their activeness of innovative
activity);

» endeavor of business entities to minimize
transactional costs and extend market prospects by
building a flexible technological and sales chain;

* endeavor of big firms to introduce innovative
technologies in their activity by means of small
innovator firms;

* existence of special institutions cooperating and
intermediating in innovations, as well as, existence
of efficient financial credit technologies that support
venture entrepreneurship;

* existence of goal-oriented state measures that
stimulate stable relations of big firms with small
enterprises in production and cooperation;

* efficient distribution of authority and resources
among central, regional and local government bodies
for supporting small business sector.

These principles should be reflected on the new
strategy of the state (above all, on the related goal-
oriented programs, regulatory measures in budgetary
and tax matters) for supporting small business sector.

In our opinion, it is necessary to take the following
countrywide measures to boost the efficiency of using
domestic resources for financing regional investment
projects:

* implementation of investment projects where
return of capital investments is fast, reduction of
energy and material consumption in industrial
production;

« stimulation of private capital participation in
financing the construction of industrial facilities,
supporting the emergence and development of small
enterprises;

« intensification of establishment of industrial
enterprises, radical reduction of the number of
facilities in the economy, construction of which is

incomplete;
* assessment of  industrial enterprises’
performance, calculation of profitability level,

dynamically analyzing economic indicators;

e provision of more free access to data and
information related to investment activity,
monitoring development of national production;

 promoting economic entities to carry out their
activities without restrictions for etc.

As a final conclusion, it is important to point
out that we can solve many issues associated with
building a developed market economy in Uzbekistan
by boosting investment potential of the regions and
efficiently implementing investment projects.



