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[MOpsIOK LMTHPOBAHNS ABTOPORB B CTATHSIX CJIEYET NPaBIIaM « IHKarckoro pyKoBoACTsa 110
CODIONEHNIO CTiIs, 15-0e nananue (Yukaro, CILA, 2003 r.)

Bee craThi B KypHaJie COepXaT PYCCKHH MepeBojl Te3HCoB.

DIVERSITY = THE KAZAKHSTAN CASE STUDY

PATRICK Low KIM CHENG' AND ALMA ALPEISSOVA™

The key focus of the paper is fo examine the impact of diversity in business in Kazakhstan. Using
focus groups, this research seeks to examine the value of diversity and iis effects in Kazakhstan; its
purpose is 1o analyze the possible opportunities, benefits and, if any, negatives or downsides Jor
companies that diversity can bring.

KYJILTYPHAS H 3THUIECKASA PABHOPO/JIHOCTh: CHTYAIIHA B
KA3AXCTAHE

TIATPHK JIOoy KM YEHD W AJIMA AJIBITEHCOBA

Jarpas pabota CTABYT OCHOBHOH HENBH MPOZHATHIHPOBATh BIAMHAHHC ITHHYECKOH W KyJHTYPHOH
PAIHOPOAHOCTH  KasaxcTanckoro ofuiectsa Ha kasaxcrancinii Guamec. Menonsays dokyc-rpymnsl,
JAMHOE WCCACHOBAHME [AET OUEHKY pasHopOJHOCTH W ee Bananuio B Kasaxcrade] wapaly ¢
BOSMOKHBIMH  TIEPCTIEKTHBAMH M BLITOMAMH, pabora Takwe jmet NoApoGHBI AHWIHI BOIMOKHOID
HErATHBHOID OTp@KeHHA [0/106HOH pasHopoaHOCTH B paboTe KaJaXCTAHCKHX KOMITIHHI.

INTRODUCTION

Throughout history, religious heterogeneity is said to have existed in Kazakhstan
in great part due to the Great Silk Road: “together with Buddhism, Nestorian,
Christianity, Zoroastarianism and Manicheism was diffused, and in the seventh
to tenth centuries, Christian churches were opened in many towns of Southern
Kazakhstan and Semireche.” (George 2001, 4). Additionally, the Kazakhstani
society is naturally diverse; there are about 132 nationalities (ibid., 3).
Kazakhstan's 14.951 million people (Groman 2002) come from many different
cultures. 50 percent of them are Kazakhs, 40 percent Russians, Ukrainians and
other Slavs while the remaining 10% consist of perhaps 100 others including the
Germans, the Uighurs and the Koreans. Besides, there are four groups of
Cossacks in Kazakhstan — the Semirek, Uralsk, Orenburg and Siberian (George,
2001, 134-135).

Roy (2000, 135), in fact, observed that the “Kazakh society is more complex
and less monolithic than that in other countries of Transoxiania. Its ethnic
diversity, the size of the country, the scale of Russification, the existence of a
private sector and a high degree of urbanization make it harder to achieve
political and policing control than in Turkmenistan. (Moreover,) this diversity is
reflected in the (political and) cultural domain...” Diversity in Kazakhstan in the
Soviet period (Alash Orda), may be a misleading term as the country “has
undergone the highest degree of Russification” (Roy 2000, 191) with the Soviet
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Union then having the goal of assimilating Turkic and some other ethnic groups
For the most part, pre-independence cultural  lile in Kazakhstan  was
indistinguishable from that elsewhere in the Soviet Union. Many Kazakh
practices that lost their original meanings are assuming value as symbols of post-
Soviet national identity (Curtis 1996).

In such a milieu, a need arises for greater awareness of managing diversity
effectively. Managing diversity can be defined as “having an acute awareness ol
characteristics common to a culture, race, gender, age, or sexual preferences,
while at the same time managing employees with these characteristics as
individuals” (Mondy and Noe 1996, 39). To this definition, these researchers
would also add that of working together and reaping the benefits of working or
synergizing as a team.

THE OBJECTIVE OF THE STUDY

This paper reports the findings of the focus groups on diversity in the workforce
for companies in Kazakhstan as well as analysing the possible opportunities,
benefits and, if any, negatives for both for corporations and the country that
diversity can bring,

LITERATURE REVIEW

In Low's study (2002), he distinguishes multiculturalism from diversity. He
argues that the value of diversity is more than the value of multiculturalism. The
languages and cultures of the existing members of the society create
multiculturalism. But diversity has extra dimensions, chiefly that of the varying
ages, gender, physical abilities and skills — and in particular, the presence of
foreign talents, giving the organization or nation a plural or cosmopolitan
outlook and mentality.

Diversity can be described as an inclusive behavior, that is, diversity fosters
treating members of minorities in the same ways as the more dominant group in
the society is treated. Diversity “respects and accommodates differences” (Stone
2002, 699), Here, multiple perspectives are encouraged and the society taps into
the talents and contributions of all involved (Kogod 1998).

Indeed, diversity in the workplace reflects diversity in the larger environment
and a Kazakhstani manager is someone who endeavors to work effectively in a
diverse cultural environment. The challenge of cultural diversity to corporate
leadership is the ability to empathize, cooperate and work together with other
cultures from the big picture view of overall smooth operations, high
productivity and great satisfaction. Success or failure depends very much on the
degree to which people who have different needs and ways of doing things work
together.

Over the years, even during the Soviet times, there has, in fact, been greater
participation of women in the workforce in the Republic of Kazakhstan, and this
clearly contributes to the value and practice of diversity here. Whether they are
“a desire for mental stimulation, communication, personal development and a

sense of Independence” (Kay 1997, 91-92), these are the commonly ¢ xpressed as
to why women wish to carry on working, irrespective of their family
circumstnnees,

METHODOLOGY

The research was conducted by the researchers using a focus group methodology
to systematically question individuals simultaneously, in a formal and informal
settings and in which the researchers acted as moderators.

“Focus  groups are normally associated with a phenomenological
methodology. They are used to gather data relating to the feelings and opinions
of a group of people who are involved in a common situation”, (Hussey and
Hussey 1997, 155). An acceptable group size may be between 8 to 12
participants, a group size of fewer than 6 participants may not have group
dynamics to work well and more than 12 may have difficulty in group conirol
(Burns and Bush 2000, 241). In this research, a total of two focus groups were
held. The first group consisted of 9 persons from the business world including
two business owners, while the second focus group consisted of 8 persons, also
from the business and corporate world including a Human Resource Manager.
Business and corporate people were selected because the research is interested in
the value and impact of diversity on companies and corporate world; they were
picked from people whom the researchers know or referrals from the researchers’
contacts. The researchers also ensured that there was a good mix of people
within the focus groups — males, females, and people of varying ages and from
various business sectors. The focus groups officially started on 28 April 2004 and
ended on 21 May 2004.

The two researchers prepared a list of questions for the focus groups (see
Figure 1). This list of questions was also pilot-tested to ensure clarity of the
questions asked, and that the focus group members understood the questions.
Though the focus groups were held in English, a Russian version of the
questions was prepared and put on standby in case there was any need for the
Russian equivalent; the researchers can then dish out the required Russian
question(s).

FIGURE 1, LIST OF QUESTIONS

experiences for the focus group members):

nd_or_similarity_of]
Let's introduce ourselves; get to know each other, Do please make ourselves comfortable with each
other,

What is your opinion on diversity and Kazakhstan?

Is the value of diversity practiced in Kazakhstan? If so, why? If not, why not?

What do you think about the position of women in Kazakhstani companies”




What are your views on the fact that women help 1o “boost the labor force” as weli_ ns giving
“women the possibility of achieving financial independence through waged work” (Akiner 1997,
275)?

What are your views aboul expatriates in Kazakhstani companies or foreigners in Kazakhstan?

What are your views on the fact that Kazakhstan has been "a melting pot” ((icorgc 2.“.(“‘ 125),
having “religious heterogeneity” (ibid., 4) and “tolerant of the religious beliefs of its citizens and
vigitors” (Almaty International Women's Club 1999, 93)?

In your opinion, what benefits diversity brings?
What do you see, if any, the negatives or downside diversity brings?

Closing question: What are other final comments you wish to offer on diversity?

FINDINGS

In these findings, as suggested by Krueger (1994), instead of just referring to
numbers and frequency of comments, the researchers also considered the use of
qualifiers such as: “the prevalent feeling was that”, “a few participants strongly
felt” or even “most participants agreed”.

All focus groups — consisting of 8 males (4 Kazaks, 1 Russians, 3 Koreans)
and 9 females (3 Kazaks, 4 Russians, 1 Tartars, 1 Uighurs) — highlighted that
there was a glass ceiling that separated women from top management position:s,
In part, the groups strongly felt that this was, in part, attributed to the Islamic
influence and the fact that Kazakhstani society was a masculine society.
However, increasingly, “more women are contributing to household incomes
and the economy as a whole.” ‘

The majority, 82.3 per cent of the focus groups however indicated that, “it is
difficult for women or the ethnic minorities to get promotions to top positions in
the civil service” while 58.8 per cent of the focus groups spoke of “a problem for
women to do business as most businessmen discuss business issues in sauna or
bath-houses”; women were in fact kept out of such business opportunity
discussions. Given the fact that 50 per cent of Kazakhstan’s population consists
of women (the ratio of women to men: 52: 48) (Agency of Statistics of the
Republic of Kazakhstan 2003), this lack of equity or equal opportunity for
women only shows that Kazakhstan is under-utilizing its workforce, business and
leadership potential which may not be advantageous to the country’s economy;
more so when one considers that the Republic, having a land area of 2.7 million
square kilometers, is indeed sparsely populated (Agency of Statistics of the
Republic of Kazakhstan 2003). Nonetheless, both focus groups reported _1h:-|l
diversity was much valued in Kazakhstan. They highlighted that “the
Kazakhstani peoples are open to outsiders”, “look at our history, we have been
open” and one group specifically highlighted that so long as “these foreigners are
competent, Kazakhstani companies is willing to take them in and our companies
will benefit”. However, the focus groups reported that the acceptance of the
foreigners depended on “the locals’ level of education and the cities they lived” —
in some cities such as Almaty and Astana, the people are more open and in fact,

are accustomed to foreigners such as Americans and other nationalities, The
higher the education, the more the locals are open to foreigners, not thinking
that the foreigners are taking their jobs or “robbing them of their livelihood™.
The majority of the focus groups members, 88.2 per cent, agreed on the reports
of beatings of foreigners in the country’s less urban areas. Here, it can be thus
interpreted that diversity or differences between rural and urban populations exist
and in the rural areas, often there appears to be less acceptance of foreigners.

The majority, or about 94.1 per cent of the first focus group members and
82.3 per cent of the second group members, agreed that within the Kazakhstani
corporate, the young and the old could work together. As more foreigners work
within the Republic, experience sharing can take place; besides, the young can
also learn from the old. Here, like in the most Asian cultures, the culture in
Kazakhstan can be said to place more reverence on age and experience than is
generally found in the West.

ANALYSIS & DISCUSSIONS

Since Kazakhstan has been located on the crossroad of two ancient cultures, its
people have always met guests arriving from both Europe and Asia (Low and
Ahsan 2004). Kazakhstani people are “open to foreigners” (focus groups’ input).
Since 15 February 2004, Kazakhstan has simplified visa issue procedure for
citizens of some economically advanced states and these include Australia,
Denmark, Japan, Malaysia, Singapore, Switzerland and several other countries
and this will result in “improvement of the Republic’s investment and tourism
attractiveness” (Sadatov 2004, 1).

This “openness to foreigners” is, in part, due to its history and in part due to
its geography: its vast land. Riding on a camel or traveling over a large extent of
land has made its people feel that “there’s enough” for everyone, hence
“foreigners are welcome” (focus groups’ input). These were cited about seven (7)
times. Other reasons include the “people’s collectivistic nature, a fallout of the
Soviet era” and Kazakhstani’'s “open to learning”, “want(ing) to learn new
experiences” (focus groups’ input), all these contributed to the Kazakhstani
people’s accommodating to the foreigners.

Nonetheless, there may be some resistance to the presence of foreigners.
Forty-seven (47) per cent of the focus group members viewed that “most multi-
national corporations (MNCs) in Kazakhstan are reluctant or at least not willing
to invest in the staff’s promotions and professional development”; instead, “they
import their own kind”. In other words, the MNCs, though may have their own
reasons in importing foreign professionals, appear to be ethnocentric in their
human resources practices (Daft 2000; Dowling et al. 1994). These, the focus
groups (a 88.2 per cent majority) felt, can be taken as not tapping the locals’
talents and the locals can get demoralized. It may, in a way, cause a gap, if not
some differences between the locals and foreigners that may, in turn, be harmful
to organizations. Organizations in Kazakhstan should adopt what Speechley and
Wheatley (2001) have proposed, that is human resource systems need to be




redesigned to monitor where unintentional diserimination affecting particular
groups can be most easily detected: these include areas such as:
the ratios and numbers of staff from different groups who are selected for
promotion, training and/ or allocation to projects and special teams;
performance appraisals;

« composition of labor turnover.

Besides, to prevent gender discrimination, it is vital that the above be
applied to staff of different gender too. Such adapted human resource systems
can thus help managers better manage their people, organizations — through
improving equal opportunities — and change across cultures.

Companies and even nations recognize that everyone is not the same and
(he differences people bring to the workplace or the country are valuable (Bhasin
and Low 2002, 113). Rather than expecting all employees to adopt similar values
and attitudes, companies are learning that these differences enable them o
compete globally and to acquire rich sources of new talent (Daft 2000, 428).
Here, this is, in a way, reflected in the two focus groups’ comments, that is,
“foreigners will open up Kazakhstan” and that “the Republic of Kazakhstan will
be plugged into the global economy”, connecting it to other countries’ markets
as well as learning from them.

This can be viewed as akin to the President’s call “for Kazakhstan to
emulate the South Korean model of development” (George 2001, 152); the
Koreans in the country have, in fact, established their own diaspora; and “since
1991, the Koreans have become one of the successful nationalities in part
because of their ties to the South Korea, a country with considerable business
interests in Kazakhstan” (ibid., 155).

According to Larson (2002), the US Under Secretary for Economic,
Business, and Agricultural Affairs, diversity can generate a “win-win” thinking
that produces prosperity for both international investors and the people of
Kazakhstan. One case in point is that in 2000 Kazakhstan brought in
investments equal to 1.5 billion dollars from Turkey and now, 600 Kazakh-
Turkish joint ventures are operating in Kazakhstan. A total of 2200 young
Kazakhs are studying in Turkey while a total of 700 young Turks are studying in
Kazakhstan (Kazakhstan Daily Digest 2000). Indeed, the 2003 figures show that
investments of Turkish businessmen in the Republic have been increasing
(Turkish Press Review 1998). And Turkish-link Ramstor — with a hypermarket
and a supermarket in Almaty and a hypermarket in Astana — has in fact
contributed to the country’s growing retail market (Sadatov 2004, 4). Other retail
stores are also coming and these include Russia’s largest retailer, Pyatyorochka
and other retailers (ibid.).

Diversity also means having various types of businesses including small
businesses. When introducing diversity into Kazakhstan's economy, the Republic
can also be building a modern, market-based economy by emphasizing the
development of small and medium enterprises. Take Vietnam, for example, small
businesses have boomed and Vietnam has become one of the fastest-growing
countries in Asia (The Economist 2004, 27).

[terent b the Kazakhstani oilfields is also growing, with many oil producin
compailes wd countries want to be in action in the Republic as a matter cﬁ"
their prﬂll]:i“lﬂﬂ all the country has been approved as part of the world’s oil
reserven (YAl 2004, 8; Sidorenko 2004, 5). Oil giants from Italy, the United
I(mp.t!nm. the United States and Russia, for example, are presentl)'J developing
the Koarnchuganak field, one of the largest oilfields in Kazakhstan (Yuritsyn
2004, K). By is explored oil reserves, the country is amongst the second top ‘ten
| countries in the world yet it is not in an Organization of Petroleum Exporti.n
E‘.:);ulnlnw.‘[tllr'l'fé.') gbidp;z. Germany, though not one of the largest oil countriesg

ds poart of KnzGerMunai whi joi ’
xR (ibid,),n hile Turkey holds a joint venture called the

All these only serve to show that Kazakhstani people can in fact tap their

el_huu- dinsporns, What is true for Singapore with the various ethnic
Singaporeans (the Malays, the Chinese and the Indians) — thrOt;gh their
respective trade chambers — tapping the rich ethnic connections globally for
]Tll.llll{l] benelits (Low, 2002) can also be applied to Kazakhstan. In other words
1_hc diversity and the presence of the various ethnic groups can be a boon: juls;
I|‘kc the Koreans who develop good ties with the South Koreans; eilmic
Germans enn also connect well with the Germans in Germany (;‘ms the
G'unmm supermarket chain-owner, has 11 outlets in Almaty and ;‘lhe nu;nber
will be trebled by the end of the year” (Sadatov 2004, 4). “Kazakhstan Inc.”, a
nclwn_irk ol Kazakhstan’s major ethnic trade associations and cllarr{bcrs suc'h‘as
the I:ur_npetm Business Association of Kazakhstan (Eurobak) and the United
States f'hmnber of Commerce may thrive on collaborative efforts to boost the
R‘cpulhhc'.'c economic growth; diversity and networking then can be seen {n the
big picture and work to the Republic’s advantage. |
_]hc'un!ion's education too benefits from diversity. One of Kazakhstan’s
tertiary institutes, KIMEP, the premier English language University iocat.ed in
Almaty, has one of its formal statements that reads as “F,eeling and
updcn\'landing the difference; the difference is indeed obvious”. Here, the
dl!‘[‘erculcc can be interpreted as diversity. KIMEP values its div.erqe Qt:ldeﬂ{
popululmn ~ “irrespective of race, gender, ethnic origin or ﬁnanci;ﬂ ;neans”
(KIMEP 2(?03. 223) — with its student exchange programs as well as its diverse
‘{Jlolcal_ m;él foreign) lecturers’ pool that makes it stand out as being different not
ni:nlln azakhstan but also in the CIS (Commonwealth of Independent States)
_ It is f:‘laimcd that schools that are racially segregated, having little contact
with ethnic minorities, can encourage insular, if not narrow, thinking and are
not helpful in building a diverse society (The Straits TiITlE;S 2004, 6). Most
educators see diverse student body as an important educational rcst.our(.:e that
enhances the environment for learning (Diversity Digest 1997). Extending to
Kazgkhslan what the Malaysian Prime Minister Abdullah Badawi has said of its
foreign students’ population in that nation (The Straits Times 2004, 6), the
researchers would also argue that foreign students had the opport'unit‘ to
undcrsm_nd the way of life of the local community better. Besides fron); an
economic standpoint, the presence of foreign students and lecturers i'n KIMEP
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or Kazakhstan is good because of their numbers and besides, visits by their
family members can also be regarded as ‘education tourism’.

Moreover, one key benefit from valuing diversity in human resource
management terms is the chance to grow employee and organizational potential.
This means higher morale; after all, people feel valued for what they bring to the
organization. It also “produces better relationships at work, because people
acquire the skills to recognize, understand and accept cultural differences” (Daft
2000, 450). Growing human capital — developing employee skills and valuing
diversity — has become 2 bottom-line business issue (Stone 2002; Bhasin and
Low 2002; Daft 2000). Other than these benefits, as one Singapore example
shows, having a “cosmopolitan melting pot...(helps,) the foreign professionals
are needed to meet shortfalls in local manpower and to jumpstart new gconomic
initiatives” (Chia 2004).

Additionally, diverse or heterogeneous teams produce a broader and deeper
base of experience for problem solving, creativity and innovation.
“Heterogeneous teams produce more innovative solutions than homogeneous
teams” (Daft 2000, 451). Moreover, the “multicultural mosaic” (George 2001)
or people with diverse backgrounds can bring different perspectives 1O problem
solving. Diversity can also contribute to the learning organization, in which
teams of across functional boundaries are engaged regularly in identifying and

solving problems.
: . o & Atmeeity in Wazakhstan_ certain issues (such as

il.lflddt':::m;nfv‘:;:m]gcg' by :hc T::;Icm in Muslim families. Added to this, the value
| irectly affect the country's food and dis ~ Ki i
(Korenn plekled cabbage), Uzbeks’ Ui g
(Ko age), Uzbeks' mantee, Uighurs’ lak 1) . i
Furkish delights and a host of Ay i
§ many others; the focus grou ke of * |
enrichment”, They also re “Ke o
: ' s ported that “Korean salad is also liked”
Kazakhstund food is indeed enri e e
: riched because “we take the b i
El.li\ ’|\1'i1‘|'| nirm'l# cu:tural revival such as the Nauryz (the Kﬁaﬁﬁ? liIlt]:w I‘!l:‘{;
elebrations. “People within Kazakhstan are ¥ | ‘

: glad to celebrate the vari i
groups' holidays and New Year days” begen
; / ys” (focus groups’ input; thes i
‘:S:::::i :\ll.u {?}I llimt(::lil;gg;ld indeed, these views match wi{hpAl;'naty ‘;nr:;::;tic(;trfﬂ

m's Clu views. The Kazakhstan Moni
“cultural variety in its many forms” i i ) P

ul s”, particularly in Almaty, the S api
of Kazankhstan, permits it to res iRyt ks e
. ; pond to numerous types of holi i i
Maslenitsa’, a merry Slavic holi e B s ol oo
Masle : iday (on 20 Februa i
e iday ( ary), dating back t -
hchl-l:[l;-::::[“dmcs (Sobolev 2004). Similarly, people from other corgmlries c;n I;:o
i ed to the taste of the Republic’s cuisines and the various ethnhic

- b In a w wou i b i

LIMITATIONS

Certain limitations  must be ngfp‘d whpen aceeceing the validity of the ctud
o f i Fahld

LIl




capitalized, Kazakhstan can certainly continue 1o go forward and even get
good chance to be the Eurasian leader.
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THE MIND AND HEART OF THE KAZAKHSTANI NEGOTIATOR

PATRICK Low KiM CHENG'

This paper discusses the negotiation techniques and ways in the Republic of Kazakhstan. A :fﬂfﬂ‘:‘faﬂ'm
study is made, through the use of focus groups, with the aim of identifving, examining m{d
understanding the common techniques, ways and methods of business negotiations as practiced in

Kagakhstan.

MBICIIA M YVBCTBA KA3ZAXCTAHCKOTO IOCPEIHHKA
Marerk Jov KM HEHD
[ crarse ofcymiacTes TeXuuka W IYTH [EPETOBOPOB B Hanbonee n Pecnybmuke Kasixcran. Hepes

Wenoassosaive  okyc-rpynn  Geln  TIPOBEACH KAYECTHCHHEIA aBaiM3, € LEIBI0  ONpeIcIchui,
HEC/IEAOBIHIA H TOHAMAHHA oG TCXHHK, OyTeli K METONOB JCJIOBLIX [EPEroBOpoOl B Kazaxcrane.

INTRODUCTION

People negotiate in their personal and business li\.res. Negotiation is a core
management competency and such skills are increasingly |mpcfrtam for Ieade.rs,
and managers in the business world. “Negotiating eﬁ'ectwel}: starts with
communicating effectively” (Dessler 2001, 367). Indeed, negotiation sl‘(ﬂls have
become increasingly important, because, among other things,.the.re are increased
competition, and interdependence of people within organizations as well as
globalization (Thompson 2005, 3-5).

Since business is increasingly global and competitive, managers need to
present their ideas or services influentially, and they also need to eﬁefzti\rely CTOSS
cultural boundaries to do their jobs. Managers 100, in this information age, are
expected to negotiate at a moment’s notice and being advocates for their
products and services, they need to win customers and buyers locz-iliy and ti}c
world at large to their ideas, products and services; they should navigate well in
such a setting to be successful when negotiating. '

Kazakhstan is Central Asia’s largest economy and the richest country v\fnh‘a
growth rate approaching 10 percent in recent years (Garekar 2904). The rise |1n
interest in the study of negotiations in Kazakhstan coincides with the coumry..a
rapid growth, opening up and market-oriented economy. As at 2002, Mpody S
increased the Republic’s credit rating moving it up, from Baa3 to f\a2 (Sal}khO\fa
2002, 4). There are Multinational Companies’ (MNCs) high interest in oil,
natural resources, trade and business in the Republic (Yuritsyn 2004, 8; ‘badalov
2004, 4; Yuritsyn 2004a, 5; Sidorenko 2004, 5). Foreigners and locals alll‘qe need
to know what negotiations techniques are normally used, and how or in what
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ways negotintions are done; they can negotiate better when working, selling or
partnering with each other, However, so far, no studies have been done to look
at negotiations in business in Kazakhstan.

The paper's objective is to analyze and understand the common techniques,
ways and methods of negotiations in business in the Republic of Kazakhstan.
The next Section “Literature Review” sets out the literature review while Section
“Research Methodology” discusses the research methodology employed. Section
“Findings” then presents the study’s findings; Section “Analysis and Discussion”
next examines the common techniques, ways and methods of business
negotiations as practiced in Kazakhstan. Before concluding the study in Section
“Conclusion”, the research limitations and ways of overcoming them are also
discussed (in Section “Limitations™).

LITERATURE REVIEW

When negotiating, foreigners need to show and prove that they are in
Kazakhstan for a long-term presence. Indeed, one needs to be culturally
empathetic, illustrate and prove that one is here for the locals’ best interests, not
one’s Company or one’s interest (Wright 2004, 4); and simply work to establish
a locally-defined relationship. Simply, be their friend!

The best negotiators and sales people are said to first establish a mood of

trust and rapport with their other parties (OPs) or customers. In other words,
they are verbally or move physically (body language) in sync with their OPs.
They also reflect or mirror their OPs’ body language (Lewicki and Litterer,
1985) so that they can negotiate more effectively, with the OPs feeling
comfortable.
When negotiating, both parties should share common goals or face common
problem(s) so that they can work together. There is a joint purpose (Low 2001).
People also form both personal and business relationships to others who are
literally physically close to them (Thompson 2005, 131 - 133).

Engaging in small talks help negotiators to build trust. Small talks often seem
to serve no obvious function but such “schmoozing” (Thompson 2005, 135) has
been said to have a dramatic impact on people’s liking and trust of others. Even
a short exchange, for example, can lead people to develop considerably more
trust in others than in the absence of interaction (Thompson, 2005: 135).

Trust needs to be developed once rapport is established and relationships are
built. Eating and drinking helps to establish relationships between parties
(ATWC, 1999). Indeed, “having good relationships with others helps us a lot”
when we negotiate with them (Low 2001, 76). In fact, in negotiations between
friends, though some haggling may occur, there are much opening up, mutual
honesty and co-operative problem solving and working together (Thompson
2005, 142).

In Soviet times (Alash Orda), one’s contacts and network was critical.
“Good contacts in the party” was necessary, and “without a solid network to
lean on, promotion was virtually impossible” (Odgaard and Simonen 1999, 27).
The Soviet authorities persistently tried to break the Kazakh clan systems
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although they never quite succeeded in this undertaking (Odgnard and Simonen ; \d Shamdasani (1 ), there 18 no substitute for pr

[estng 1ocus group questons re rardless ol how expenenct d the research or how

1999, 28), and today, these Kinship type alliances, in a way, continue to hold

: familiar the subject area as -testing  gives ( \ v dete
great significance in Kazakhstan. The relationships between the individual and ) ¢ pre-testing gives opportunity to determine if

questions are appropriate and to identify questions that are n easily
the group are still regarded as important | PPIO] : e : :al are not easil

l|l”{|-; tood. One procedure for pre-testing is to have the first focus eroun
function as the pre-test, and if no major changes to the focus group questions
takes place, then the first focus group results are included in the subsequent

analysis (Krueger 1994), and the same happened in this research.

The guestion is: how relevant are thes ‘- SSBENRLE Ut
to negotiating in the Republic of Kazakhstan?

RESEARCH METHODODOLOGY
FABLE L. LIS . 3

The methodology employed involved focus groups (“talk and probe”) (Low ORISR R EE FOcHS ChoRtR
2004, 60) or in-depth interviews with several local Kazakhstanis. “Focus groups OPENING

are normally associated with a phenomenological methodology. They are used - , : i

to gather data relating to the feelings and opinions of a group of people who are ;_::trj Z;,_z:t“:a know each other. Please introduce yourself to the group and tell what kind of business
involved in a common situation”, (Hussey and Hussey 1997, 155). Though | Thinking back or even now in your own experiences, how do you negotiate?

commonly used in marketing-research contexts; most academics tend to restrict
to such applications of the focus group method” (Morgan 2002; Blackburn and Is therea, Karikhseani viay of nepctlatisnz
Stokes 2000; Fontana and Frey 1994), the use of focus groups have been helplul | 1f so, how? Please tell more about it.

in socio-culturat research as exemplified in the studies made by Low and Or,
2004, and Low, 2002.

An acceptable group size may be between 6 to 12 participants, a group size
of fewer than 6 participants may not have group dynamics to work weil and
more than 12 may have difficulty in group control (Burns and Bush 2003, 213; Do you have any final comments or views you wanl to offer with regard to the questions posed this
Burns and Bush 2000, 241). L

The study’s sample involved a total number of eighteen (18) business owners
and senior managers representing retail, service and trade sectors. These business FINDINGS
people were selected because they had business and corporate experiences,
having negotiated for their divisions or departments and companies they worked Al the focus group members (100 percent) agreed that “it’s always good to
for. Although most members lived in Almaty, they came from a number of develop the rclatl_onsh]p_, get to know the other party well.... establish the
towns in Kazakhstan such as Astana, Karaganda, Aktau, and other cities. rapport, break the ice; things can then get on ea_sier.“' “1 prefer to meet the other

The focus groups took place at conveniently located sites and in conference ?arty first before talking terms or negotiating with him.” For “big deal, we talk
room settings. A total of three (3) 6-member focus group sessions were held and “ﬁ:,‘, t‘)‘l;e??c'down the: farmalifics 'ﬁrst, We (alk... sorpetimes, enga§mg in small
4 @ fille, 3 6F 4 TO0US HROUp SoRoRE are deually Muffeient (Aaker aiid DY ta t's important to communicate and relate with each other.” These were

i ; -5 [referred to about thirty-four (34) times.
96,] 24). The focu group sessions were held for about two months, from 20 All thie fisbiie riip: tErbers: CHI i i S s

people “want to be co-operative, belie

gains. I scratch your back; you scratch my back sort thing must exist”. Sucl
- a e _ : R T Tan S R references were made about twenty-three (23) times by the focus grouj
on what they were thinking about and how they acted in negotiation events or fyyembers. A few members further highlighted that, “gift-giving before or during
episodes in their work or corporate life, and they then related the key |heootiations is necessary to facilitate things, smoothening the IlL‘!itl{i:l[iUrl
negotiation techniques and ways employed. Note that the study participants did fyrocess” fi :

not have access to the questions in advance of the focus group session ‘Effective negotiators listen... usually discuss things... about contracts while
convening. Questions were posed verbally by the researcher-cum-moderator and [feating... contracts are sealed at dinners: these are common cultural features”.

What do you think are the common or key negotiation techniques or methods used in Kazakhstan?

When negotiating, what are some of the cultural likes and dislikes among the Kazakhstani people?
What are some of the face-saving ways as practiced in Kazakhstan?

CLOSING

(please see Table 1). The purpose is to get detailed account from business people

offered in written format as well. Such references were referred to about twenty (20) times, and agreed by all the
— focus group members

1 & flexible data g
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Kazakhstanis prefer and feel that it is better (o negotiate between and among

“people of the same gender”. “Men usually discuss in the sauna or in the
bathhouses”; these were cited about seventeen (17) times. The negotiation
“process is easier” and “members of the same gender relate better” with cach
other.
“It helps to know the local language. For example, if you are a Korean, non-
Kazakh, you should know Kazakh when dealing with a Kazakh national, then, it
becomes an advantage. The OP may be accommodating, willing to reduce the
ptice... <. he is likely to be more flexible”. All the focus groups members agreed
to this, and the members cited this about sixteen (16) times.

ANALYSIS AND DISCUSSION

People “get their needs or interests met” (coinciding with “the purpose of
negotiating is to serve your interests”) (Fisher and Ury 1981, 51) and besides,
they want to “make lives easier to do business”. Most people “negotiate to solve
problems”. They also “discuss things so that (their) projects can be on time or
meet the deadlines”.

Being Culturally Sensitive

When negotiating with Kazakhstani nationals, foreigners should be culturally
sensitive, knowing the locals’ cultural likes and distastes. Guests should never
refuse to eat when offered, as this is an insult to the family (suggesting that the
guest does not trust them, (Kazakhstani guests) should never be offered an
empty plate. (Low and Ahsan 2004; AIWC 1999, 130, italics mine)

Akin to negotiating with the Chinese, “do observe what is good or bad to
give as business gifts and other concerns”. Though the Chinese prefer even
(good luck) numbers, this is not applicable to the Kazakhstanis. The focus
groups confirmed “not to offer flowers in even numbers as they are considered
ill-mannered or not so good; give an even number of flowers only at funerals™.
AIWC (1999, 130, italics mine) highlights this, “give... an odd number for
celebratory events (say, post-negotiation)... congratulations, thanks, etc.

Establishing Rapport

Another key negotiation feature in the Republic is that of establishing rapport
and building relationships; this appears 10 coincide with what Thompson (2005,
131) has pointed out — people who are similar to each other like one another.
Establishing the initial rapport normally based on similarity-attraction effect that
can occur through small and “sometimes downright, trivial information” make

the whole negotiating process “easy”.

Saving Face

“Aman’ (peacefulness) is valued; the Kazakhs would rather work cooperatively”
(focusl groups’ input). Some face-saving ways during negotiations in Kazakhstan
are said to include things such as blaming on the third parties or “the common
enemy, perhaps even putting the blame on the weather, traffic jam, etc.”.

Speaking the Same Language

Another key negotiation feature in Kazakhstan is that it is important to know or
speak_ the same language. It is vital to know the Kazakh language when
negotiating with the Kazakhs as the focus group members highlighted.

: Certainly, barriers need to be broken or reduced; if you are a foreigner, then
“it ‘would be advantageous for you to speak Russian... or get a Kazakh ass,istant
gr interpreter; slimp:ydbccause many Kazakh executives or government officials at

1e operations level do not have a good workin 0 : ish™
prg - T g g knowledge of English” (Low

The above not only shows the importance of sociability and willingness to
communicate such as using the host language without fear of making mistakes
but also that of empathy, at least the perceptions of one’s empathy by the other
_partgf (Thompson 2005, 267). When one speaks the other party (OP)’s language
it gives the perceptions that one has the “interest in the host culture’:
{"_I"hompson 2005, 267), and that one “work(s) hard to understand the OP’s
Ylewpoims” (focus group’s comments); this, in fact, can ensure success in
intercultural interactions and negotiations.

Building Relationships

In Kazakhstan, “people of the same gender” can also better relate to each other;
they can easily build their rapport with each other. “People like to creaté
“karym katynas” (a Kazakh term, meaning relationships)” “People prefer to
buy from ‘dos’ (Kazakh for friend)” (Focus group’s input). “People do not buy
from you unless they know you” (Low 2001, 46); people tend to “be
(]:zslgcgu)lmive” when negotiating with strangers (Conflict Research Consortium
‘:Before doing business with anyone, the Kazakhs prefer to get to know or relate
first with the person well; they rather eat or dine with the person first” (Low and
A.hsan 2004). This is a good negotiation technique, the “pre-negotiation” way
since it builds the stage making it easier for both parties to clarify, discuss an(i
work things out during the formal negotiation (Low 2001, 77).

“In Kazakhstan, there can be no negotiation without food first!” “We drank
we ate together and shared jokes” and “as we drank, we talked... laughed“?
These wo.rd.s from the focus groups appear to echo Thompson’s (2005, 132)
ymrds “similarities... actually lead to positive results”. Successful negotiators
increase their effectiveness by making themselves familiar to their counterparts.



Moreover. such fostering of relationships ties-in with what this researcher terms
as post-negotiation way; there should be follow-up after the formal negotiations
In the marketing parlance, such post-purchase dissonance can be reduced when
sellers follow-up, talk, and relate to help buyers feel good about their buys and
choices (Kotler and Armstrong 1997, 163-164). It is nice, similar to doing
business, even to negotiate, with friends (McCormack 1995, 84; Low 2001).

“People like to meet, face each other” and fostering relationships help us to
negotiate effectively (Low 2001, 77). “You need to be sincere, you cannol fake
sincerity; without a genuine interest, you'll never grow a trusting professional
relationship” (focus groups’ input) and these were felt strongly by all the focus
group members.

Among friends, the negotiations would be positive, and are less likely to have
“the squeaky wheels”. Friends relatively use more positive emotional style
(Thompson 2005, 310) and in fact, this researcher would also add the focus
groups’ input, friends “are less demanding when communicating in non face-to-
{ace situations”. When negotiating, mutual respect and mutual affection — that
exists among friends — help (Low 2001).

Giving Respects to the Elders

I'he seniors or elders should be respected (Akshalova 2002) and “the person who
needs the favor from the elder or the other party will invite him to go to the
restaurant”; he will then pay for the meal.

Triggering Opportunities to Negotiate

Playing billiards, skiing and even hunting are common here, and business people
at times use them as “negotiation opportunities”. “Interests in golfing is growing
too. and it can also be a way to talk business and negotiate”. Golfing supplies
opportunities for parties to share “golf interests” while indirectly or subtly
negotiate business matters. Such “same interests” activities can also be dcplc'n}'n'_{‘I

§

Flattering the other party by giving gifts can also be applied here; people like

others who appreciate and admire them. This fits with what Thompson has
highlighted, “people are more likely to trust those who like them and respond

more favorably when they are flattered” (Thompson 2005, 135).
Exchanging or Reciprocating

Close to giving gifis is exchange or reciprocity, another powerful way or
technique frequently used in negotiations here. This reciprocity principle means
people feel obligated to return in kind what others have offered or given to them
(Thompson 2005,134).

This indeed highlights a very powerful pointer on the psychology of
negotiation that should be borne in mind when negotiating, in fact, with
anyone. Kindness begets kindness, and favors are being returned. “Exchange
gives the feeling of fairness or even gratitude... ...'exchange is no robbery™”
(Low 2001, 56).

Emphasizing Mutual Gains

Negotiating in any country, foreigners need to be empathetic, understanding the
norms and the meaning underlying them. Effective negotiators understand their
opponents better (Thompson 2005). Both foreigners and the locals should also
be prepared to manage bureaucratic interactions with government. They can
alleviate red tape, “de-bias the number of biases that lurk against the civil
bureaucracies” (focus groups’ input) and work solutions together for mutual
gains. “Both parties show respect to each other and adopt a win-win way”’; the
focus groups’ members referred to such terms about twenty-one (21) times.
Overall. “there’s (also) much talk, haggling and discussions; all done in a
friendly, co-operative mood amidst eating and drinking” “During dinners, once
the ice has melt and both sides understand each other; it’s then on a win-win
track”, “There’s a co-operative mood. ...in fact, a common Kazakh saying goes
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people much more quickly and at lesser costs and they can be assembled on

Interestingly, George (2001:

45) highlighted that in 1993, the shift of the capital m shorter notice than would be required for a larger survey (Morgan 2002;
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2. WHAT IS BUSINESS INTELLIGENCE?

Definition 1. Business intelligence is defined in different ways (Shared Insights
LLC 2006). In its simplest form BI is the knowledge about your customers,
competitors, partners, competitive environment and internal operations. A few
popular definitions of Bl are mentioned in the following:

Definition 2. Tyson (1986) identified the term, which emphasizes on continuous
monitoring of customers, competitors, suppliers and other fields. According to
him it comprises of customer intelligence, competitor intelligence, market
intelligence, technological intelligence, product intelligence.

Definition 3. Viva Business Intelligence Oy (1998) had defined Bl as a
continuous and systematic process, which produces knowledge, insights and
forecasts on a company’s operating environment.

Definition 4. According to Jonathan (2000), business intelligence is the process
of gathering high-quality and meaningful information about the subjegt matter
being researched that will help the individual(s) analyzing the information draw
conclusions or make assumptions.

Definition 5. Business Intelligence (Bambooweb Dictionary 2006) provides
business roadmaps to deliver solutions for business analysis, which includes data
models, meta-data and analytical applications. By having these roadmaps, we
deliver superior business value through improved return on investment, time
value by enabling fast solution delivery, and technical value through open
database enablement.

Definition 6. A term (Bambooweb Dictionary 2006) which represents those
systems that help companies understand what makes the wheels of‘ the
corporation turn and to help predict the future impact of current dccisnc‘)ns‘
These systems place a key role in strategic planning process of the corporation.
Systems that exemplify business intelligence include medical research, customer
profiling, market basket analysis, customer contact analysis, market
segmentation, scoring, product profitability, and inventory movement.

Definition 7. “An interactive process (Bambooweb Dictionary 2006) of analyzing
and exploring structured, domain-specific information (often stored in a data
warehouse) to discern trends or patterns, thereby deriving insights and drawing
conclusions. The BI process includes communicating findings and effecting
change. BI domains include customers, products, services or competitors”.
Definition 8. “Business intelligence (BI) (Bambooweb Dictionary 2006) is a
broad category of applications and technologies for gathering, storing, analyzing,
and providing access to data to help enterprise users make better business
decisions.”

Definition 9. “Usage of timely and accurate information to base decisions upon.
Typically, includes a broad category of applications and tecIu.u.)IOg_ies for
gathering, storing, analyzing, and providing access to data. Activities include

decision support, query and reporting, online analytical processing, statistical
analysis, forecasting, and data mining.” (Bambooweb Dictionary 2006),
Definition 10. Business Intelligence (BI) (Information Builders 2006) gives you
the ability to gain insight into your business or organization by understanding
your company's information assets. These assets can include customer databases;
supply chain information, personnel data, manufacturing, and sales and
marketing activity as well as any other source of information critical to your
operation. Business intelligence software allows you to integrate these disparate
data sources into a single coherent framework for real-time reporting and
detailed analysis by anyone in your extended enterprise — customers, partners,
employees, managers, and executives.

3. BUSINESS INTELLIGENCE COMPONENTS

According to Gupta (2004) and Priyankara (2003), BI solution comprises the
collective use of a number of software tools/components. These components are
explained below:

o Core-reporting tools. These tools enable the user to prepare formatted and
organized reports as an output of analyses. For Example: Cognos
ReportNet™: which rests upon web-based architecture that delivers
scalability, performance and cost saving at enterprise levels (Cognos 2004).
Other popular examples are Microstrategy 7i (Microstrategy), Business
Objects Enterprise6 (Business Objects), Cognos PowerPlay Series 7 Version
2 (Cognos).

» Ad-hoc querying tools. Applications that allow queries based on user-specific

parameters. Examples of BI querying. tools are Hummingbird Enterprise™
(Hummingbird), which can produce reports (Hummingbird 2006) containing
data from multiple sources and present it in a variety of styles — cross tabs,
charts, maps, tables, rich text. Users can easily overlap, nest or tile objects.
And BI Query report wizards make the creation of charts, tables and cross
tabs a breeze, Business Object’s 5.1 (Business Objects), SAS query (SAS).

* OLAP tools. Online Analytical Processing (OLAP) tools are server-based

analysis tools that enable organization of data in a hierarchical fashion in
multiple hierarchies and analysis across multiple dimensions like time,
geography, organizational unit, customer, and product line. The major
OLAP products and their vendors are intelligence (Brio Software),
MetaCube (Informix), Hyperion Intelligence (Hyperion Solutions), DB2
OLAP Server (IBM), Business Objects & Web Intelligence (Business
Objects), Microstrategy 7i (Microstrategy), Proclarity (Proclarity), SAP BW
(SAP), e-planning (Cognos), EAP (Outlooksoft), SQL Server 2000 Analysis
Services (Microsoft), Express and the Oracle OLAP Option (Oracle).

e Data mining rools. Data Mining tools allow user to extract information from

a data warehouse/data marts spanning single or multiple dimensions like



time, geography, customers, and product groups I'he major eategories ol the
data mining tools are association mining, summarization, visualization,
classification, clustering, deviation analysis,
processing tools (Singh 2004). The popular data mining products are

Miner (SAS), Oracle 9i Data Mining Oracle), Clementine

statistical  analysis, pre
Enterprise
(SPSS).

« APIs. APls tools enable the site designer to control the Bl system and
perform tasks like instruct it to display a report or pivot an OLAP model
APls supporting Java, .Net, and XML, J2EE framework, which are
embedded with BI Products. For example SAS AppDev Studio (Information
lechnology Toolbox, Inc. 2006) to build intelligent applications combines
SAS software, APIs.

4. BUSINESS INTELLIGENCE INFORMATION SOURCES (SHARED
INSIGHTS, LLC 2006)

Different types of front end and back end tools are being used in Bl
implementations. Bl tools act as an interface between business information needs
and available data to derive this information for better business decisions. Bl
tools extract information from various information systems implemented by the
organizations such as the internet, their extranet, intranet, Online Transaction
Processing systems (OLTP), Operational Data Stores (ODS), Data Warehouses
(DW). Data Marts (DM), Analytical Applications (AA), data mining
applications, statistical analysis applications, predictive modeling applications,
reporting systems, and other data islands (isolated sets of data such as spread
sheets, desktop databases, efc.). BI implementations include basically two types
of systems, one for storing the resources of data and other for the purpose ol
analysis. The major categories of these systems are analytical processing and
analytics, customer intelligence systems, customer scoring tools, data cleansing
processes, data marts, data mining, data warehouse, dimension, DTEAMM
(Design, Transformation, Extract, Access, Monitoring and Management),
filtering and house holding, Information Database, Legamart, Meta Data, ODS
(Operational Data Store), OLAP (On-Line Analytical Processing), OLTP (On-
Line Transaction Processing), OODBs (Object Oriented Data Bases)
Operational Data, Operational System or Database.

5. BUSINESS INTELLIGENCE ARCHITECTURE

| Architecture may be full client/non-web based or web based

2. Architecture may be based on OLAP approaches (MOLAP, ROLAP, and
HOLAI) .

3. Architecture

may be based on ease of customization or embedded with other
applications

4. Architecture may be based on generalized framework (metadata, security
and infrastructure) that BI suites use across query, reporting OLAP
dashboard or analytical applications. ;

5

Architecture may be based on distributed or non-distributed servers across
multiple servers and plate forms.

Commonly used three types of Bl architecture are detailed in the following:
L. Full Client, or non-web, Bl applications (Wu 2000): The architecture consists

of Lllu-:!n and server components. It is client/server architecture. BI
application resides on client and Relational data base management system on

server. In addition operating system and data base middleware for
connectivity reside on both client and server components of the BI

architecture.

FIGURE 2. FULL CLIENT ARCHITECTURE / NON-WEB Bl APPLICATIONS
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.H.-.in Client or Web-based, Bi Architecture (Wu 2000): Web based architecture
is also based on client/server architecture. It requires additional hardware as
shown in Figure 3. The web browser resides on client components of rhé
architecture. Wel? server resides on web server, Bl application on application
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isiness intelligence architectures are called a patchwork of hardware, software, ditubaise server.
orage and other tools since it is based on many aspects which refate from

pology to case of use to applications. These aspects are:
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Operating system component reside on all the 'four c‘omponents pf Fhe
architecture. Data base middleware for connectivity resides on application
server and database server. |

3. Service oriented Architecture (Howson 2004): SOA is an architectural style
whose goal is to achieve loose coupling among interacting SOlei'il'B agtj:ms
(Hao 2003). It is resented in Figure 5. It consists of three layers, ie., client
layer, application layer, and data layer. It is also based on cllen!:/se‘rver
architecture. Service oriented architecture allows different Bl ap[?llc.atlons
/services to perform specified tasks and, when necessary, to be distributed

across multiple services.

FIGURE 4. SERVICE ORIENTED ARCHITECTURE (SOA) ARCHITECTURE OF BI TooLs
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The above mentioned three types of architectures of Bl tools hav.c fpur pgrts
(Information Technology Toolbox, Inc. 2006) in common, an ‘mformall(?n
architecture (needed for business application systems), data E.iI'Chltf:Cller (its
boundaries stretches from information providers to information consumer),

technical architecture (it includes RDBMS, BI, Extraction Transformation &
Load (ETL), enterprise application integration (EAl), Enterprise Information
Integration (EII), Operating Systems (OS), Network Operating System (NOS),
Application Program Interface (API), efc.) and product architecture (actual
product to be procured for implementation) as described by Sherman (2003).
The key products of popular Bl vendors are presented in Table 1. Their products
are either SOA based or moving towards SOA platform. These Business
intelligence tools and platforms are categorized by META group (2004) as
leaders (Cognos, Business objects, SAP), challengers (Seibel, Hyperion, SAS,
Microsoft, Micro strategy, Oracle, Peoplesoft, Proclarity, Actuate, Computer
Associates, Hummingbird etc), and followers. However, no follower was
evaluated by META group. Some more BI vendors along with their products are
presented in Table 2. In addition there are other vendors also such as
Databeacon Inc, OutlookSoft Corporation, Panorama Software Limited,
Systems Union Inc, Noetix Corporation, Prophix Software, Applix, Inc., Biz
Tools Private Ltd., Computer Associates, ArcPlan, however their market share is
not very large.

TABLE 1. BUSINESS INTELLIGENCE TOOLS

SN Name of the Software Name of the Vendor Architecture

l. Cognos Bl Series 7, Cognos B BI, Cognos
Planning, Cognos Controllers, Cognos Performance
Applications, ReportNet, Power Play, Metrics
Managers, Decision Stream, NoticeCast, Visualizer,
Cognos Finance, Impromptu, Query, Powerhouse,
Powerhouse web, Axiant,

Business Objects X1, Crystal reports, Crystal
Reports Explorer, Web Intelligence, OLAP .

SOA (SOA Web
Services News
Desk 2005) for
Cognos & Bl

Cognos
WWW.COENOos.com

(0]

SOA (Business
Objects SA 2005)

Business Objects
http://www.businessobj

Intelligence, Business Objects, Business Object ects.com for Business
Dashboard Manager, Performance Manager, Objects XI
Performance Management applications, Analytic
engine, Business objects Enterprise Integration kits,
Business objects live office.

3 SAS 9 Enterprise Intelligence platform, SAS SAS SOA (Bajkowski

Enterprise BI Server, Key Technologies- BI http://www sas.com 2005) for SAS 9

development Environment, Business Metadata Enterprise
Management, Guided Analysis and Model Intelligence
Development, Embedded Portal, Centralized platform

Metadata Visualization, Microsoft Office
Integration, Web reporting.

4, SAP Business Information Warehouse (SAPBW),
SAP Extraction transformation and Loading tools,
SAP Business Modeling Tools, SAP Netweaver.

SAP
http://www.sap.com

SOA (Westervelt
2005) features will
be embedded very
soon

Moving towards
SOA (Singer 2004)

5. Oracle BI 10g, Oracle Warehouse Builder 10g,
Oracle9i Warchouse Builder (OWB), erc.

Oracle
http://www.oracle.com




TABLE 1. BUSINESS INTELLIGENCE

TOOLS (CONTINUED)

Name of the Software

Name of the Vendor

Architecture

10.

Hyperion Business Intelligence Platform: Hyperion
Essbase and Hyperion Performance Suite,
(Versions; Hyperion Bl Essbase X, Hypcrioln
Performance Suite 8.3 and Hyperion Compliance
Management Dashboard). .
Business Analytics 7.8,, Siebel “Project Nexus” with
BEA Systems, IBM and Microsoft is a SOA-based
infrastructure for CRM that runs natively on both
‘Net and J2EE application server platforms.

MBS- Axapta, GP Professional & Standard,
Navision Professional & Standard, Solomon
Professional & Standard.

Enterprise Business Intelligence (WebFO(?U S),
Host-based Reporting (FOCUS), Integration
Solutions (iway software developing SOA platform).
MicroStrategy SDK (Software Development Kit),
MicroStrategy 8 Platform, Intelligence Server,
Packaged analytics.

Proclarity Analytics Platform, Advanced data
visualization tools, Business Logic Server,
Dashboard Server, Analytics Server, efc.

Hummingbird BI, Hummingbird BI™ 8.5.

Actuate BIRT, Formula One e, Spreadsheet _
Engine, Formula One e. Report Engine, Enterprise
reporting platform.

Power Analyzer, Informatica PowerCenter,
Informatica Power Exchange.

Hyperion Solutions
www. hyperion.com

Siebel
http://www.sicbel.com

Microsoft
hittp://www.microsoft.
com

Information Builders
http://www.informatio
nbuilders.com
Microstrategy
http://www microstrate
gy.com/

ProClarity Corporation

Hummingbird Ltd.

Actuate
www.actuate com

Informatics
www.informatica.com

Moving towards
S0A

SOA (Neil 2003)
based project
Nexus

Moving to SOA

SOA (Information
Builders 2005) for
WebFOCUS 7

SOA (Microstratcgy

2006) for
Intelligence server

Hummingbird’s
B1/Suite (Chapman
1999) 5.0.1

SOA Actuate
(Corporation 2006)
based

SOA (Informatica
Corporation 2006)

6. BUSINESS INTELLIGENCE APPLICATIONS

Bl software’s are providing wide range of solutions tailored to information and

reporting de
intelligence,
management, _
pharmaceuticals, healthcare, retail, _ |
and more). To be more specific business intelligence

industries

(financial

telecommunications, automotives, energy
tools can be used in a

mand across the enterprise (performance management, customer
financial intelligence, human capital management, supply chain
and more) and across the

services,

central bank to evaluate the key performance indicators of the banking system,

and m '
prudential norms. It can be applied for customer 2
identification of cross sell and up-sell opportunities,

ili i 3 elationshi
customer profitability analysis, customer Tt ’ :
customer site and contact information management,

contact management :
; ' limits etc, expense management,

access to financial information such as credit

onitor the health of the system, the liquidity position and the adherenc; to
profiling and segmentation,
churn management,
p management (customer

site visit reports, quotation requests), call center management, developing

targeted marketing campaign at lowest optimal costs and highest possible returns
in the marketing field. In finance and & accounting applications, Bl tools are
used in budgeting and planning, financial forecasting, reporting and analysis,
cost management, perform current and potential exposure, create credit metrics
to arrive at an enterprise wide risk measures. In addition, Bl tools can be applied
for procurement analysis, inventory analysis, manufacturing process analysis,
scorecards, key performance indicators, reporting and dashboards.

7. BUSINESS INTELLIGENCE FUTURE

In its article Mitch Betts (2004) while describing future of BI stated that “image
is every thing”, ‘the end of Gut feel”, “a sixth sense”, “peta byte mining, no
sweat”, “mining the click stream”, “radio frequency identification: Data
overload”, “Bl meets AI”, “Oops” and so on. To certain extend these
technologies and events may make appearances in the form of small islands in
the oceans of data and its transactions but every prediction may not be true in
terms of it time schedule.

However, more and more organizations will start using business intelligence tools
for making use of their data for decision making processes specially in the
banking & insurance sector because of high risk. In addition customer churn,
embedded with competition in the market force telecom companies to
implement BI tools to sustain in price v/s service sensitive mobile and global
market.

Business intelligence market will evolve around application service providers
(ASPs) especially for small and medium size companies, mobile connectivity
using handheld devices (Cognos NoticeCast is an examples for this category
tools) and enterprise information portals to provide real time customized view of
the business for decision-making process, However, according to Enter group
Ltd., (Enter group Ltd. 2006) BI market will be dominated by e-intelligence, e-
business real time & closed loop articles, e-service business intelligence, ASP Bl
services, data warehousing (custom & packaged), data marts (custom &
packaged), Analytical Applications, Enterprise Information Portals, and
Knowledge Management. As far as size of vendors is concern Bl market will
have two categories of vendors. One group consists of large companies such as
IBM, Microsoft, and Oracle and other group will consists of companies such as
Business Objects, Proclarity, Informatica, and Hyperion, efe. Bl tools will be
categorized as comprehensive suits and best breed tools for a specific task.
Further, if the vendors will continue to suffer with “star disease” i.e., to
developing architectures only for large companies will create brand value for
them, Bl growth may confine to few parts of the world as is the case of other
technologies.

Acquisition is the on going process in Bl market. To mention a few in the recent
past, Brio is acquired by Hyperion Solutions its products Brio Intelligence, Brio
SQR, Brio Metrics Builder, Brio Performance Suite 8 are named as Hyperion




Intelligence, Hyperion SQR, Hyperion Metrics  Builder, and  Hyperion
Performance Suite. Business objects acquire Crystal Decisions. Siebel is acquired
by Oracle.

8. CONCLUDING REMARKS

In the competitive world of business, organizations are depending on
information systems for doing their business across the globe. In the process they
are implementing better and better tools for communication, integrating their
data and also for generating valuable information from their mines of data.
Business intelligence tools in its present form providing solution to theses tasks.
However, as mentioned above to make BI a reality for all organizations small or
big, vendors have to work hard to reduce Total Cost of Ownership (TCO) and
improves resource efficiency though consolidation of BI systems and platforms.
Scalability, manageability and interoperability enable deployment of BI across
the enterprise is another issue, especially for large organization. BI if
implemented on every desktop keeping cap on TCOs will provide ready access to
information and the analyses required to make best decisions with reduced time.
In addition, low cost customized business intelligence solutions will help
organizations to meet their unique BI needs in case of small & medium
enterprise. With this scenario, Bl tools will empowers organizations/individual
decision makers for timely, low-risk collaborative decision making to improve
business performance.

The major trends across the industry are to develop business intelligence
platform around service-oriented architecture, which can integrate many tools in
to one product and at the same gives freedom to customer to select tools for
business needs. For example:

1. Cognos had developed its latest tools in the series Cognos 8 BI based on
SOA architecture. It provides foundational web services based architecture
that integrates all Cognos Bl and performance management tools such as
ReportNet (enterprise reporting software), Power Play analytic product,
Metrics Manager scorecard software, Design Stream ETL software, and
Notice Cast event manager within a single product/ on one server. Customer
can till license each component separately. It costs in the range of US §
22,000 but varies depending on its configuration (Cowley 2003).

2. BusinessObjects XI is business intelligence (BI) platform that integrates
everything you need to track, understand, and manage your business.

3. Business intelligence (Swoyer 2004) major vendors such as Actuate Corp.,
Applix Inc., Business Objects SA, and Cognos Inc. (among others) have
retrofitted their products with compliance-aware features, such as auditing,
change tracking, and data security features.

4. Big vendors such as SAP (Hashmi 2005) are developing their own version of
SOA. SAP calls it enterprise service architecture (ESA).

5. Wig vendors are acquiring smaller vendors with a view to incorporate small
vendor products unique features in their product.
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A REMARK ON THE NON-UNIQUENESS OF A NON-NEGATIVE
INTEGER SOLUTION OF A SYSTEM OF LINEAR DIOPHANTINE
EQUATIONS WITH APPLICATIONS TO INTEGER PROGRAMMING,
GENETICS AND RELIABILITY

VASSILIY VOINOV' AND NATALYA PYA™

An example of an integer program with several optimum solutions, which can not be solved in Jull
using some well-known standard techniques, is demonstrated. A solution of the system of linear
diophantine equations and inequalities, describing the universal genetic code, is discussed. It has been
shown that the uniqueness of such a solution is very important and can be proved, e.g., by the full
enumeration and analysis of all nonnegative integer points of the feasible region. The full enumeration
is also required for constructing all vector partitions when applying a multivariate discrete probability
distribution of the multinomial type in, say, analysis of questionnaires, estimating reliability, assessing
the quality of products and so forth. All three examples considered need a Sofiware permitiing to
construct all possible solutions or the full enumeration and analysis of all nonnegative integer points
of a feasible region, which is the NP-complete problem.

O HEEJJMHCTBEHHOCTH HEOTPUIIATEJBLHOT'O TEJOUUCAEHHOIO PELIEHUA
CUCTEMbI JJMHEHHBIX JUOGAHTOBBIX YPABHEHUH U ET'O [IPUMEHEHHE B
I'EHETHKE, LEJIOUHCJIEHHOM ITPOTPAMMUPOBAHHH, HAIEXKHOCTH

demonstimte o specially designed integer program aiming to show that the
problem of solutions’ constructing really exists. Using the full enumeration
technigue we showed that the problem possesses three optimum points and that
not ull of them can be found out by some often used approaches. Section on
Mathematical Model of the Universal Genetic Code is devoted to the analysis of a
systemn ol linear diophantine equations and inequalities in nonnegative integers
construgted by Shcherbak (2003) for describing the universal genetic code.
Severul polynomial algorithms for constructing a general solution in integers for
a system ol diophantine equations are known (Schrijver 1986). The situation is
dramutienlly changed, if one searches for a solution in nonnegative integers.
Stanley (1986) has demonstrated a very nice technique permitting at least in
simple cases to construct the solutions’ generating function for a homogeneous
system of linear diophantine equations, but by the date we do not know good
genernl mlgorithms. In the same section we use the aggregating technique jointly
with the full enumeration, which leads to an alternative solution of Shcherbak’s
system. In section on Multivariate Discrete Probability Model we consider a class
of multivariate discrete distributions useful in assessing the joint survival function
of a system with discrete time (Nikulin and Voinov 2000), in analysis of
questionnaires (Price et al 2001), in radioecology (Nikulin et al 2001), etc. The
problem of probabilities and their estimates evalvation in this case is trivially
solved by a construction of all non-negative integer solutions of a system of
linecar diophantine equations. Being the NP-complete problem, i




possible solutions rearranging the order of constraints. The order in (1), e.g., is
1,2,3. Trying all 6 permutations we received the same two solutions 2,1,7 and
1,2,1 under all possible options of LINDO. Thus, the branch and bound
algorithm losses the solution 6,3, 1 of problem (1).

Let us apply for the problem the Gomory's technique. The optimum of LP-

relaxation is attained at x,=I, x,=2, x,=5/4. Performing the -cutting-off

procedure we have got two solutions: 0,3,1 and 2,1,1. Note that the third
solution 1,2, I has been lost.

Let us try now to apply the Microsoft Excel-Solver. If you will use Newton
search with forward derivatives and tangent estimates under the initial points
2,1,1 and 0,3,1 — which are solutions of (1) — you receive only one solution
1,2,1. The same solution is obtained for the LP-relaxation 1,2,5/4 as an initial
point. If you will use the “assume linear model” option, under all possible
permutations of the order of constraints, you receive two solutions 6,3,7 and
2,1,1. Thus, under the above option the solution 1,2, 1 is being lost.

Our last available possibility is using of UniCalc (demo-version 3.42,
http://www.rriai.org.ru/UniCalc, see also Babichev et al 1993). The root locating
tool for the searching of maximum of L for variables in arbitrary order and
directions gave all three solutions of problem (1): 6,3,1, 1,2,1 and 2,1,1.

The example clearly shows that selecting a software or technique for solving
an integer program a customer has to be very attentive to the abilities of a
respective soft or method. It seems that only UniCalc presents a method
permitting to find all solutions of the problem.

A MATHEMATICAL MODEL OF THE UNIVERSAL GENETIC CODE

Shcherbak (2003) states: “the presence of any number system formalism within
the alphabetic code of any language is an indicator of the presence of arithmetic
within a language itself” and, possibly, inside the genetic language as well.
Exploiting this idea, Shcherbak (1994) tries to find the symbolism of arithmetical
language in the genetic code. He has found out the presence of the decimal
system inside the genetic language, which is the most surprising and exciting
fact. Describing canonical amino acids by the number of nucleons (protons and
neutrons together) and formalizing the co-operative symmetry of the code
elements (Shcherbak 1993) by a set of inequalities, Shcherbak (2003) created a
mathematical model of the universal genetic code. In this paper we consider an
alternative recently designed (jointly with Shcherbak) model. The differences of
this model from that in Shcherbak (2003) are as follows: the four numbers of
degeneracy are considered to be given, syntactic signs Stop I and Stop Il are
treated as being different, equation (23) (ibid.) is removed. The model is now
represented as a system of linear diophantine equations and a set of inequalities:
Ax = b, (2)

where AKX, X5...,X0)" is an unknown vector with the non-negative integer
compuonents corresponding to one of the nucleon numbers of the chain or block,
A=(ay), =12,...,30, j=12,..,28, the matrix of known coefficients and
components b, j=1,2,...,28, of the vector b equal to the nucleon sums of some
code wety. The co-operative symmetry is characterized by a set of five
inequulities (Shcherbak 2003). To maintain the biological sense variables x;,
i=1,2,...,30, should belong to the intervals

12, 14], [16, 23] and [32, 38]. (3)
Using the above-cited UniCalc software Shcherbak (2003) has found out only
one solution of his previous model. Since this uniqueness is the most exciting
and important with respect to the origin of the genetic code and, hence, the
origin ol lile on the Earth, it is of interest to solve (2) using another approaches.
Applying nggregating, and then enumerating techniques we received several non-
negative solutions. Imposing inequalities of co-operative symmetry onto these
solutions, we shall see that there is only one actually unique solution (same as
the UniCale gave) of (2) and of the model as a whole.

Note that receiving this solution we did not use condition (3), which has
been used by Shcherbak when applying the UniCalc to his previous model
(ibid.). It means that this important information is contained anvhow in (2) and
inequalities of co-operative symmetry only.

A MULTIVARIATE DISCRETE PROBABILITY MODEL

Consider the following multivariate discrete probability distribution, which can
be introdueed as follows (Nikulin and Voinov 2000). Let an urn contain balls

marked by m-dimensional vectors a=(a,,...,a,)", a; E{ﬁﬂ ’ajz’""ajkj HJ=1

m, 4, = being arbitrary integers. Denote a; =(aj,,aj2,...,ajm)7, P2 120K,

where K=k -k,---k,, all possible values of @ defined by values of their

components @, let p, , j=1,2,.,K, be the probability for a ball bearing a
J

. K
vector be drawn with replacement and Y =1. Let a random vector
a P

a.
J=r J
X=(X;, Ay, X,)" take the value r=(r;,r2,...,rm)7' if sums of numbers of j*

K
components of vectors on a  balls drawn are Zc;'ijfﬂf =T,
i=1

nmily fer, <nmaxa;}, j=1,2,...,m,
nn?}a)‘} J rsl'gc::{ '"} J



: : Sy ; x  oiva N e ST
where [ ,1=1,.,K, denotes the number of balls in the imple bearing the nanentially increases with the siz ol a problem levertheless, in many
8 rnetienl situations it proves to be solvable on a computer for a reasonable time
!
vector a, and [, " are nonnegative integers such that >.1, =n. Evidently that

[ i=1 1
the probability distribution of the vector X can be written as
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l'o evaluate the probability (4) one needs to find all solutions of the system of
equation (5) in nonnegative integers or what is the same to construct all vector

partitions of » on exactly n parts. The trivial way for solving this system is to

region (as in section on Non-uniqueness in Integer Programming) and to select Interscience.
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ode, and it is not easy to use it in mass calculations. That is w
ikulin et al (2001) we used the above described approach.

seems as there is no sense (o raise the question concerning the non-
liqueness in integer programming. It is very simple and understandable.
everthe some circumstances forced us to do this. Very many mathematical
xthooks for students do not mentien the non-uniqueness of the problem. The
cond point of our discussion is (o note that not all soltware in use penuit 1o
1d out alt those solutions. It seems as only UniCale permits to do this,
The other two examples described in sections on Mathemutical Model of the
wiversal Genetic Code and Mulrivariate Discrete Probability Model concern the
on-uniqueness of a system of linear diophantine equations and/or inequalities
fution. They clearly show that il one searches for solutions in non-negative
tegers the problem of non-uniquencss becomes sometimes very important, .
uile possibly that the only way for solving such problems is the fll | |
wmeration of all non-negative integer points inside a feasible region. The
oblem i cvidently NP = complete, because the number of those points



THE MODERN PROBLEMS OF CREATING DEMOCRATIC CONTROL
OVER THE ARMED FORCES OF THE KYRGYZ REPUBLIC

MICHAEL TKACIK® AND TIMUR UZAKBAEV™

This article investigates the requirements of, and necessity to create, democratic conirvls over the
Armed Forces of the Kvigyz Republic as one of the elements of democratic reforms and building a
modern army. Democratic control implies oversight by civil saciety and state institutions. The present
Constitution of the Kyrgyz Republic and other legal frameworks stipulate some principles of
democratic control, but today there are no constant instruments of control. Furthermore, there are a
number of problems without resolution of which, democratic control will continue to be impossible fo
fully establish. This paper congsiders: the principal theoretical fundamentals of democratic control; the
present state of political oversight over military forces of the Kyrgyz Republic; and, the existing
problems and obstacles for the successful creation and functioning of civil control over military forces
as a component of complex refarms.

COBPEMEHHBIE ITPOBJIEMbI CO3JIAHHST IEMOKPATAYECKOI'O KOHTPOJISA HAJL
BOOPYKEHHBIMH CHIIAMHM KbIPI'BI3CKOM PECITY BITHKH

MAHKI TKAYHK M THMY P YIAKGAEB

JlaHHas craThd  WechAeAyeT [EPCHEKTHBLl COZIAHMA  CHCTEMBI JIEMOKPATHHECKOTO  KOHTPOIA  HAul
Boopy#ehtbiMd Cuitamy  Kpiproisckod  PecnyGinkn  kak  0HOM0 W3 MIEMEHTOB  IGMOKPATHICCKHX
pediopM W CTPOMTENLCTBA CcOBpeMeHHOM apmun. JleMOKpaTHUECKHH KOHTPOIL HoApasymesaer coboi
OCYLIECTRIEHHE HAJ0pa CO 'CTOPOHLI TPAKAAHCKOrO oﬁmcc'rsa H rocynaapcTBCHHBIX HHCTHTYTOB Hajld
Boopymenitivi Cunavu. B cospemennoil Koncruryunn Keiproiekod PecnyOnuks y apyrux npasossix
AOKYMCHTAX DIIHCAHBI HEKOTOpLIC HNPHHUATIB JEMOKPATHICCKOIO KOHTPOJIA, HO NOCTOAHHBIX
HECTPYMeHTOB KoHTpous cerona net. IIpu stom cynectayer muoxecTso npobiem Ges paspeinenis,
KOTOPRIX JIEMOKpaTHUECKHH KOHTPOMh HE BOIMOMKCH. DTO HCCICMOBAHKE PUCCMATPHBACT: OCHOBL! TEOPHH
NIEMOKPATHYECKOTO KOHTPOJIA, COBPEMEHHOE COCTOSHHC HOAHTHYICCKOIO Haasopa 3a BoopymeHunimu
Cunamn Kripraiackoii PecnyGmiks B Gapsepsl UM yCHEIHONO Co3Mauua H (hy HKIHOHHPOBAHKA CHCTEMb
IPANIRHCKOTO KOHTPOIA HR/L BOCHHOH Cepoit KK KOMIDHEHTD KOMIUIEKOHRIX pedopm.

INTRODUCTION

The collapse of the USSR in the last decade of the past century led to changes
of global scale. The political wave of this “explosion” had two vectors. The first
vector was internal and characterized by appearance of new independent states,
the creation of new state institutions, the recommencement of old ethnic
conflicts, the division of the former empire’s property and friction between the
new states. While significant tensions were thereby engendered, democratic
reforms nevertheless became popular in most newly formed states, as did the
market economies that rose over the ruins of the former system. The second
vector was external: the fall of the USSR caused a revision ol security and
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policies by members of the North Atlantic Treaty Organization.
members of NATO, which no longer faced the threat of the USSR to
(thely ty, began reforms in defense policy, which included reducing the size
ol ap forces as well as the size of their military budgets. At the same time,
these eptintries tightened mechanisms and instruments of control over their
respective militaries. The purpose, concept, and activity of NATO needed to be
reconmldered in light of the changed global environment. In the economic
sphere, these states began to promote the principles and values of democracy
and murket economics in former Warsaw Pact states first, and then later in CIS
countries, with the aim to create a “belt of security”.

I'he creation of new states demanded the creation of national armies in most
of these states. The national army guaranteed the independence of the state, but
a laek of financial resources, staff, and superficial democratic reforms could not
fundamentally change the image of the new military forces with deep roots in
their Soviet past. The Armed Forces of all CIS countries were built on the
model of the Soviet army. In the middle of ninetieths the defense representatives
ol European countries, United States, and also NATO, through the “Partnership
for Peace” program, actively joined the process of military reforms. These
Western states and 10s participated not only in reforming post-Soviet militaries,
but also encouraged reforms of a political character. For example, the West
assisted in creating democratic systems of control over the armed forces in
Eastern and Central Europe. The Baltic States reduced the gap in civil-military
relations most successfully. The CIS countries like Ukraine, Moldova and Russia
are also promoting reforms in the security sector, though with more difficulty.
The Central Asian countries have faced the most pronounced difficulties in
asserting democratic control over their militaries because of various problems
which these complex reforms have faced.

This paper considers the possibility of civilian control over military forces as
one of the components of democratic reforms conducted in Kyrgyzstan. The
paper investigates the following issues:

1. The fundamentals of the theory of democratic control over military forces in
the contemporary world;

2. The level of democratic control over the Armed Forces of Kyrgyzstan;

3. Barriers to introducing civilian control over the military in the Kyrgyz

Republic. !

THE CONCEPT OF DEMOCRATIC CONTROL OVER MILITARY
FORCES

Plato, in Ancient Greece, philosophers of Roman Empire, Alexis de
Tocqueville, Machiavelli and Thomas Hobbes all asked themselves the question:
“Who guards the guard?” This question implies who controls the armed forces,
which are the instrument to defend a state, but at the same time can be an
instrument of political groups within the state to achieve their own narrow
interests. The question remains important today. World history is replete with
examples of armies that were instruments of revolution or coups d’etat, like the



1917 revolution in Russia where the soldiers and sailors played an important
role. Some countries have experienced multiple or even "serial" coups d'etat by
their respective militaries, including the neighbors of Central Asian states —
Turkey and Pakistan. At the present time and in the context of Central Asia, the
question of “Who guards the guards?” can be restated as follows — “How is it
possible to institutionalize civil-military relations so that militaries have the
ability to defend society but without threatening that same society?” (Born H.,
K. Haltiner and M. Malesic 2001).

Today the concept of democratic control over the military means civilian
control’ of military forces, political control”, and more generic concepts such as
civil-military relations.”™ Simon Lunn™ precisely explained the concept of
democratic control. In the article “The Democratic Control of Armed Forces in
Principle and Practice,” Lunn argued the expression “democratic control of
armed forces” is “generally understood as the subordination of the armed forces
to those democratically elected to take charge of the country’s affairs. In its
fullest sense it means that all decisions regarding the defense of the country- the
organization, deployment and use of armed forces, the setting of military
priorities and requirements and the allocation of the necessary resources — are
taken by democratic leadership and scrutinized by legislature in order to ensure
popular support and legitimacy. The ultimate aim being to ensure that armed
forces serve the societies they protect and that military policies and capabilities
are consistent with political objectives and economic resources” (Lunn 2003).
Thus, democratic control of the armed forces must be seen as an essential part
of and, indeed, reflection of, the broader relationship between the armed forces
and societies they protect.

Scholars note the main features of democratic control, which are at the same
time its objectives. In greater detail, they are:

. The establishment of close relations between civil society and democratic

institutes on the one hand, and the army on the other hand;

2. A moderate “politization” and “civilization” of the military achieved by
attracting civilian personnel to the military for higher and consultative
positions;
A rational interaction between politics and military strategy;
An increase of the peace-keeping potential of the state;

Ensuring a balance between military security and the economic potential of
state, and also changing the military structure by dividing authority between
the General Staff — which will be responsible for management of the Armed
Forces, and the Ministry of Defense — which will define the common
development of the Armed Forces. In most liberal democracies, the defense
structure is managed by elected politicians, who have as counselors a
number of qualified civilians (state employees — officials, councilors, etc.)

o

+ Under civil control is understood the formal legal accountability of a military organization to a non- military
civilian.

s Political control means that armed forces should be accountable to each of the main branches of power.

#*+ Civil —Military relations means the relationship in any given country between civilians and military personnel
from personal to the political, from the individual to the institutional levels.

s+4% Simon Lunn, Secretary General, NATO Parliamentary Assembly.

m (ogct_her with military leaders implementing the objectives of
tlitar ‘p!annl-ng and coordination. The civilian personnel must participate
i administrative control, direction, and decision-making on important
military-political issues. The presence of civilians helps to ensure that the

4 military executes government orders (Born 2003).
!Iw abjects of democratic control over the security sector focus on the armed
Inrrlvs; other state military organizations such as border services customs
services, internal forces, civil defense forces; law-enforcement bodies: ‘secrelt and
mlc[llgem':c orgzlanizations; and, private security and military sérvices like
mercenaries, private security structures or private military structures. The
m!lftary units and regiments structurally belonging to Ministry of Défeme
military ideology and military doctrine, military planning; selection aani
zgrliltr:g?menr of staff; and, the military budget, should all be L;ndcr democratic
‘Onc of the basic principles of democracy is a division of power within

SUClCiy..A Qemocra[ic state typically has three branches of power: the executive

the Ieg'lsllatwe, and the judicial. Accordingly, the main instilutions of controi

over military forces are, according to Hans Born, Carl Haltiner Marjan Malesic
of the Geneva Center for Democratic Control of Armed Fon:ces' these thr-ee
braftches of government, as well as the democratic institutions prfl:sent'in civil

society. Each branch has its own functions and scope of control (Born H., K

Haltiner and M. Malesic 2001). e

1% Th? Executive exercises direct control over the military from central
regional, or even local levels of Government, as well as determinin Ihé
budget, general guidelines, and priorities of the military's activities: .

2. The Legislature exercises parliamentary oversight by passing laws ,thal define
and reg‘ulz'ite the military and by adopting the corresponding budgetary
?)pp;o;:jnatlons. Such ovc?m:ght may also include establishing a Parliamentary
bymth: ;:’;Sirl;or a commission that may launch investigations into complaints

3. l:: .:luc.tit:iaryr botl} monitors the security sector and prosecutes the
Wi :s:;agn(ggot;n s;(;:;llc;men through civil and criminal proceedings whenever

. ‘Modern research on democratic controls over the military is represented in

srglpﬁcant part by two classical schools. Morris Janowitz, a military sociologist

lyp_lﬁes t!le ﬁrst school and examines civil-military relations from a S(;CEDIO ﬁ:al

point of  view. He argues civilianization of the military occurs ducg t

lechnologlca].cl'nanges in modern armament. The second school is that 0(;

Samu:::l. Huntington who sets forth three models of democratic interaction with

the ml!ltfiry. In the first model, “objectivism” stands for army professionalization

and m_ul'nmal interference of civil society. Today this model is embodied in the

US military forces. In the second model, civilians leading to a weakening of the

. g
m??ﬁ; (;;:;;i; ::n?eﬁ‘:m::ﬁ gontml of Armed Forces (DCAF) established in October 2000 on the initiative of
: :  the DCAF encourages and supports States and non-$t instituti i i
efforts 1o strengthen democratic and civilian control of : AR A s o

5 ) 10Cratic a the armed and security forces ? |
reforms in aecordance with democratic standards, hatpi// w_mduﬂ“&hﬂ;cwsfr,{};hlszz::jta:::;m[ﬁ“ gy




army and its capabilities identify “subjectivism” as interference and control. In
the third model, “Praetorianism” implies a situation whereby the military
interferes in politics to such an extent that coups d’etat by military circles
sometimes result. In such a case, the options vary between overthrows of existing
civil government, or in a more successful concourse of circumstances, the
military interferes in important political decision-making, even in nonmilitary
spheres, remaining in the shadows (Huntington 1957). In the case of
Practorianism, scholar of civil control Amos Pearlmutter says that the “military
authoritarian regime can consist of civilians and army officers and be headed by
civilians who even do not have military skills” (Maior and Huluban 2002).
Praetorianism has two other important features: first, it provides weak civil
political institutions in society and second, it provides great autonomy for,
S.Fainer and others do research in the sphere of democratic control militaries.

Besides these classical schools, the Geneva Center of Democratic Control
over Armed forces, Hans Born, D.Bland, A.Pearlmutter. Country models are
presented by the German model “civilian in uniform”, the Swiss model “army-
nation,” and others.

KYRGYZ REPUBLIC MILITARY FORCES AND DEMOCRATIC
CONTROL OF ARMED FORCES

The military forces of the Kyrgyz Republic were formed in 1992 by a Decree of
the President of the Kyrgyz Republic on the basis of military units billeted in the
times of the USSR.
The armed forces are designed to fulfill the following functions:
1. Defense of independence, sovereignty and territorial integrity of state and its
citizens;

2. International peace-keeping missions for strengthening peace;

3. Disaster relief;

4. Maintenance of internal security (assistance to law-enforcement bodies in
~ keeping order); and,

5. Participation in nation formation (social function).

TABLE 1. KYRGYZ REPUBLIC MILITARY FORCES

. Land forces units number 8,500 and include a motorized rifle division, 2 independent
mountain motorized rifle brigades, | air defense brigade, | antiaircraft regiment, 3 Special
Forces battalions. Their equipment includes 215 tanks (T-72), 417 armored fighting vehicles
(BRDM, BMP-1, and BMP-2), and 63 armored personal carriers (BTR-70, BTR-80).

2. Air forces and air defense units include fighter attack, transport and helicopter regiments
with 2,400 men. The weapons include: 52 combat aircrafts (MiG-21, L-39), and 9 attack
helicopters (Mi-24).

3. The defense budget of Kyrgyzstan in 2003 was 24.0 million dollars (in 2002 21.7m)

Source: The Military Balance 2003/2004. Oxford: Oxford University press. P.139, p.288,

Ll‘hr basle principles of the modern Kyrgyz army are set forth in the Military
Doctrine of State for the transition period up to 2010. The Doctrine underlines
fsuch principles of democratic control as obedience to the Kyrgyz Republic's
legislation; a recognition of state control over military structures; compliance
with the mandated organizational structure as well as combat and numerical
composition, with the objective of ensuring both the military security and
economic potential of the state.

In practice, up to 2002 the armed forces did not have a conceptual or
doctrinal basis that was directed to their efficient functioning. The well-known
Batken events 1999-2000 were one of the primary reasons for reform of the
defense system and underlying military strategy. However, Kyrgyz Military
Doctrine (Security Council of the Kyrgyz Republic 2002) does not stipulate a
particular strategy of military planning and reform. Rather, Kyrgyz Military
Doctrine is of more declarative character rather than practical and does not
touch many aspects of rebuilding the military. One of the problems for
democratic control over the armed forces of the Kyrgyz Republic is the absence
of civilian experts at the level of military-political decision-making in the army.
Civilian experts, according to the article 13 “Armed forces and their destination”
of the Law “On Defense of the Kyrgyz Republic,” are responsible for
production, economics, and other decisions (Parliament of the Kyrgyz Republic
1994). Yet, in the Ministry of Defense, the officials making important military-
political decisions are trained primarily as military officers. For example, the
Minister of Defense is General E. Topoev, a military-trained officer, and his
deputies are also similarly trained officers ranking from colonel to Lieutenant
General.

One of the conditions of democratic control is a division of functions
between the Ministry of Defense and the General Staff. The Ministry of Defense
headed by a civilian minister should solve management problems.

The General Staff consists of select” higher-ranking officers. In peace-time
and in war-time, this leading military body coordinates building and developing
the Armed Forces; plans for their operative, combat and mobilization training
and organizes and implements operative planning for the use of the Armed
Forces. [t is important here to note that generals with higher positions in the
Ministry are also affiliated with the General Staff. This results in a situation
where the same group of people makes decisions in the main General Staff as
well as in the Ministry of Defense. Yet, according to the functions and tasks of
two administrative bodies, the Ministry of Defense has more powers than the
General Staff.
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TABLE 2. TASKS OF MINISTRY OF DEFENSE or THE KYROYZ RurupLic

A Implements policy in the field of building the Armed forces of the Kyrgyz Republic in
accordance with decisions of higher bodies of state authority of the Kyrgyz Republic;

B. Produces proposals for the defense budget and presents them 10 the Government of
the Kyrgyz Republic;

. Implements operative management of military forces for the Kyrgyz Republic;

[>. Organizes operative preparation of headquarters and troops,

E. Cooperates with military agencies of other states;

E.  Makes proposals to the Government on the use of Armed Forces in support of the

socio economic development of the Kyrgyz Republic.
Source: Parliament of the Kyrgyz Republic. Law On Defense of Kyrgyz Republic. April 13, 1994, Parliament
of the Kyrgyz Republic. Constitution of Kyrgyz Republic. 12" sess. December 24, 2001.

Democratic control over military forces in the Kyrgyz Republic has made
some progress, but unfortunately, it has secondary importance (at best) in the
process of military reforms. It seems military and economic efficiency as well as
traditional notions of organizational nepotism take precedence over democratic
control of the military.

Some aspects of civil-military relations are found in the Constitution of the
Kyrgyz Republic. In the Kyrgyz Republic a member of the military is not
allowed to be a member of political parties and it is forbidden to use military
forces for the resolution of intrastate political disputes. As mentioned above in
the theory of democratic control, control of the armed forces is ideally
performed by legislative power represented through Parliament, executive power
in the person of President, and judicial power through the courts. Each of these
branches of government is to exercise partial control over the Armed Forces, in
compliance with its functions and authorities. In the Kyrgyz Republic, however,
as in many other post-Soviet countries, the President is the key figure, typically
having a wide scope of power. Thus, to be accurate, the institution of the
presidency should be distinguished as a separate body of control over the Armed
Forces. At present, the President of Kyrgyz Republic has the following authority
(See Table 3.)

While the President defines the operational character of the armed forces,
the broader executive branch has the authority to deal with the military's day-to-
day maintenance functions. The Government solves important problems
regarding building the armed forces and their reform. The Government has
important mechanisms and instruments of control. For example, the
Government can make corrections in the budget project submitted by the
Ministry of Defense. The Government also provides manpower for the military.
In this regard, quawlself-gvernmenls and local state administrations are also

[ TABLE 3. THE PRESIDENT OF {1l KYRGYZ REPUBLIC

Is the chief commander of Armed Fore

X b Forces and the chairman of Defense Council of the

/},\ppw.\'cs plans fo_r _bullding and using the Armed Forces of the Kyrgyz Republic;

; pcpg::‘r:is r;lsmso ri‘\;lill':)};;wrroofhl_)efcnsc cnn.?uhing with the Prime Minister, the t,'ormr:r has
: y for his activity in front of President and G nt;

Appoints and replaces the higher command of the Armed Forces ?)‘r"e&ncmlz:;‘gyz Republic;

Approves the composition .
Republic: pos , structure and number of the Armed Forces of the Kyrpyz

o 0w »

. Conducts negotiations and si i i
: ons gns international treaties j ili
cooperation, collective security, and disarmament issues; i anaie vl

. Declares a state of wa
r, as well as any general or i ilizati
4 partial mobilization; a
- Orders the Armed Forces to conduct military acts; i

0

Source: Parliament of the K i
I yrgyz Republic. Law On Defense of K i i
of the Kyrgyz Republic. Constitution of Kyrgyz Repumi?ﬁ*ﬁﬁb&ég&rlz}& 1293;}1' i

TABLE 4. EXECUTIVE OR GOVERNMENT POWER

A. Has a responsibility for maintainin
g the state of the Armed Fo i
g. Makcs_ pmpos:_ﬂs to the Jogorku Kenesh on projected defense t;ﬁ?:ls :ti‘the Ay
. Organizes equipment for the Armed forces; N ¢

D. Prepares proposals to th i
e President i iti
iy on the contingent of citizens to be recruited to military
E. Fulfills the obligations indi ini i
icated in international treaties o is 3
E: Apprqves the Regulation on the Ministry of Defense; g
g, Esiag:fs::es privileges for the civil staff of the Armed %omez:'
. Esta sfer, givi !
militals es grocr:durcs of tmmf_{.r, giving for rent, sale and liquidation of armament and
e Ty equipment, defense objects and other military assets; p=
¥ an !
adrg izes control over export of armament and military equipment, st i i
vanced technologies; ek nodd o o
J. Co i i iati ili
nducts international negotiations on military issues, defines measures for strengthening

trust between states aﬂd mut i ry v
Ua] l‘eduut (8} f mi 'ta i
. . ; 10N O l]] danger ICVBIS, creation Uf Coﬂecti ¢

Source: Parliament of the K i
yigyz Republic, Law On Defense of Kyrgyz Republi i
of the Kyrgyz Republic. Constitution of Kyrgyz chubli:“%ﬁ‘ I::sifitl"l)]:écﬁf;rlclr Izi !290904[‘ e
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articipati 3
participation of the Kyrgyz Armed Forces in joint exercises and military

gooperzfton. Democratic control is strengthened th
a 1o = i

rough joint exercises; units




Armed Fore md the ombudsman for th riehits of mahinei (soldiers a military ["‘ll'- v lormation mechanism that provides state control ol |||u|}l||;|| ind
ontrol over the military execution ol military-political decisions as well as state oversight armed forces

military officers) play significant roles in Parliament
Security Council 2002).

Parliaments typically possess mechanisms and instruments for controlling the

military. with the approval of budget as perhaps the most important of these
instruments. In the structure of the Parliament of the K Republic, the

PROBLEMS OF CIVILIAN CONTROL O

i
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in bigger cities. However, in the countryside and small towns where many
conscripts are from, these principles are unknown and are not spread
especially with respect to protection of rights and freedoms of man. The
problem is the same with military officers, as Soviet military schools and
military traditions continue 0 have a rather rigid hold even today.
Therefore, democratic values are not the values of all the military personnel.
5 Problems of specialization. The lack of specialists in the sphere of civil-
military relations is an obstacle for political control over the military and
prevents the proper functioning of civilian control at the executive,
legislative, and judicial levels.
6. Problems of understanding. Finally, and fundamentally, the concept of
civilian control is simply foreign to the Kyrgyz military. The very concept of
democratic control over the Armed Forces of the Kyrgyz Republic is absent
from the country’s history and culture. Although the Military Doctrine
stipulates it, there is no precise control strategy for indoctrinating the
concept, and indeed the military appears hostile to notions of civilian

control.

The state is not currently organized,
civilian control over the military. Without
the effectiveness of democratic control is que

apparent in Kyrgyz society today:
|. One problem is the lack of a professional civilian staff to appoint to higher

positions within the Ministry of Defense, and also the lack of any
educational base for preparation of such specialists. Appointment of civilians
to higher positions may cause, on the one hand, a problem of insufficient
competence of civilians in military sphere; on the other hand, it is possible
that military personnel may simply refuse to recognize civilians.

2 A second problem is related to the possibility of military interference in the
elections process. During presidential or parliamentary elections, military
personnel can promote their candidates for Presidency or deputies in
Parliament. This may quickly reverse whatever other gains were made in
asserting civilian control over the military.

3. The third problem is a lack of balance while implementing democratic
control between branches of government. The executive branch has a wider
range of instruments of control as opposed to the Parliament. Establishing a
true balance between the branches of government would result in more
successful implementation of control, for instance, through transfer of
certain controlling functions to the Parliamentary Committee for defense
issues or setting a Committee for Parliamentary control over Armed Forces
in the framework of Parliament.

Almost all the armies of post-Soviet countries have faced social problems.
However, the lack of civilian control results in disobedience by military forces 10
civil authorities, Many of history’s coups d’etat occurred during times of
economie erisis. The Turkish experience in 1960’s is an apt example. Today in
Kyrgyzstan the problem of socinl and legal insurance of militaries is critical. The
primary social problems of military personnel include: the lack of state-owned

either practically or legally, to build
solving the problem of this category,
stionable. Problems of this sort are

ho iyste i iti !

Wll'u::i:".ur?s alﬂy system of crediting military personnel o obtain housing; low
My, .” ct; "(l)]:ti;;?lnS}ons. '(l)‘ﬂc" !I!u:sc problems lead to other social “diseases”
: in military forces, and violations of rights ilita
personnel with higher ranks or positions. o i

ARMED FORCES OF T
ot HE KYRGYZ REPUBLIC IN THE EVENTS OF 24

li:tg;jt;:.fpﬁtl; l:_!4 l\gagch marked a turning point in the history of contemporary
yIRYZ ic. Debate continues with regard to the i

" _ meaning of these events
:.Tli-ul ::lt; e\f;nts of 24 March a national revolution or a planned coup d’ctat? If'

. u? L!:.I I;S]t? events a coup d’etat, then according to the Constitution of the
rei;iﬁrcd u;:p:ta::, ?;eAimed F(;,rcc}f were obliged to defend the constitutional

. state. ause of the events can be traced b:

: e _ ( : ts ack to recent
g:irriltlin:l:nt.arlan elections, during which significant violations of democratic
bcg;mpt;:g r:’crzl;l;‘;ﬁc:. “11:( e\[;em's most proximately leading to 24 March actually

§ . Beginning on 17 March, spontaneou S i
swept through the south and north ’ e
1 of the country. On 18 Ma i
e ! rch protestors in
bILLiI (;.i:l‘; (:)i;‘ (;:2;1 rzferr?jd Fo_ as Kyrgyzstan’s southern capital, surged into the
nce administration. Insurgents appealed t

: 8 O power structures
::ﬁ;:llghzllesr;dr:::slo u;c folr_u:. Women-protestors went ahead of other protestors
g and police simply stepped aside. Followi i el
building soldiers and i i st G i)

police encircled the building. There
protestors inside, whereas the numbe i s iy
. , r of soldiers and representatives
; ! 8 @ .. Of law-
Ieg\::::m{;:plfat};]:g(;e: was :jnore klhan 1500. On 19 March in another southern
crowd took over the local airport, the he
P . rport, the headquarters of the
of Internal Affairs, and the local i ini i

hendt I e 1 ] e local province administration

; next day an unknown milit ili i

assaulted the building of the i ini e e B

province administration. Som

beaten up, and then the assaulti it wi easelutpom i
. aulting unit withdrew from th i

‘ | e town. According t

some people, the unit had arrived fro i ity.” \diers

; m the capital city. How i
and officers stationed in Jalalab i 4 sl iy o
abad did not put up stro i

and later came over to the si P S st s ek i
ide of protestors. These local i i

sl e 3 se local soldiers were in the

vince Department of Internal Affai i
orders from Bishkek. Local i i i s
: s : police and internal
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National Guard and Inte i e
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Enforcement Bodies and Defense under the presidential administration B,
Januzakov, and President’s Press Secretary, were in the White House. A crowd
of insurgents beat them up. The same day Felix Kulov, a major political
opponent of President Akaev, was released from jail. Toward the evening of 24
March opposition leaders gathered in the White House. Many of them were
surprised by the outcome of the day’s events. Consequently, the so-called
Interim Government formed by opposition was unable to mobilize itself to
administer state affairs and stop growing political crisis in the country. The
formation of the Parliament was not finalized. Moreover, many of the
parliamentarians had just been elected for the first time and did not have
experience. Also, court examinations on falsification cases during parliamentary
elections were still in process. The Prime Minister was the figurehead of the
executive branch of power. The whole executive branch was subordinate to the
President. This provoked a crisis in the executive branch. In the absence of a
President the executive branch fell apart. The collapse of the executive branch
demoralized the regimes remaining power structures, most significantly, the
Ministry of Interior Affairs and the National Security Service. The political crisis
led to collapse of power. The army did not know who the Commander-in-Chief
and the Minister of Defense were. During the course of 24 March, the armed
forces did not interfere in internal policy. There was no attempt to seize power
or engage in a coup d’etat on the part of the military. The military could have
easily taken power at this point. Instead, throughout the day the incumbent
Minister of Defense Ismail Iskakov, a former opposition figure, “regularly met
with officers of power structures and persuaded them not to stand against their
own people”(Isakov 2005). The armed forces remained neutral and in doing so
played an important role in the events.

In the aftermath of 24 March, the armed forces remain too weak to claim
political power. Kyrgyzstan does not have a politically coherent officer staff,
which could lay claim to political power. Another positive factor was that former
President Akaev did not order the troops into streets. Otherwise, there could
have been significant bloodshed and human losses. Had Akaev ordered the
troops into the streets, the situation in Kyrgyzstan might have more closely
resembled that which followed a few months later in Uzbekistan. Alternatively,
the Armed Forces themselves might have revolted against Akaev, which would
have politicized the military. One of the protests of 24 March tells us a great
deal about the military and the possibility of violent suppression during this
period of instability. This particular protest occurred near the Medical Center of
Nazaraliev, which is on intersection of Chui Avenue and Fuchika Street.
K. Duishebaeyv, who was appointed Minister of Interior Affairs the day before
the events, came to the place where the protest was being held. He made an
appeal to protestors saying that their action was illegal and demanded them to
break up. The protestors rejected his appeal. After a while, on Molodaya
Gvardiya Avenue next to the National TV and Radio Company armored troop
carriers were sighted moving towards the city center. By that time, several

[

military helicopters were also flving over Bishkek™. This tells us about the army
that was becoming active, Furthermore, during this period the armed guard
around the White House was strengthened with additional soldiers from the
National Guard. However, following fall of the White House soldiers were sent
to quarters, In the course of following days the armed forces were involved only
in ensuring public order, not suppressing the protestors. Abdygul Chotbaev,
Commander of the National Guard and at the same time Deputy of the City
Counell, undertook an obligation to patrol and control situation in the center of
the ¢ity,  On his initiative and on the initiative of other deputies of the City
Counell, forces of the National Guard and the City Department of the Ministry
ol Intertor Affairs patrolled the capital city evenings and nights because of the
dilficult security situation. Every day around 200 soldiers of the National Guard
were on service in Pervomai District trying to ensure public order. It is worth
noting that the armed forces patrolled streets without weapons in order not to
exncerbate the situation. Also, the National Guard protected cultural and other
maonuments in the capital city of Bishkek, which was reported to Interfax by a
souree in power structure. It was also reported that big gas stations were guarded
by soldiers of the National Guard to prevent their possible burning.”

I'he situation in Bishkek deteriorated due to unauthorized land seizures by
newoainers from the periphery of the country. The squatters seized agricultural
and other land. In order to prevent the construction of houses and further land
selzures, the Acting Minister of Internal Affairs Myktybek Abdyldaev said “If
necessary, units of the Ministry of Defense will be involved in guarding public
order in Bishkek”. “Due to the recent events derived from unauthorized land
selzure, intensive patrols have been introduced in Bishkek and its suburbs,” said
the Aeting Minister of Internal Affairs”. Later the situation was settled by the
Depiartment of the Internal Affairs of Bishkek.

the involvement of the army in recent events was minimal. Before
laure of the White House the army demonstrated some activity probably by
I'the White House. However, later on the army took a neutral position.
, it appears that during the uprising the army was controlled by civil
not by the political leadership of the country.

ION AND SUGGESTIONS

Kyrgyz Armed Forces are young and are in the stage of building.
important to build military forces along with building a system of
itrol that provides oversight of the Armed Forces by state bodies as
| society. Kyrgyzstan will be able to answer the question of ancient
S “Who guards the guards?” through the control by these two
s, From the time of independence Kyrgyzstan created the legal

yi Gvardiya Avenue, next to the National TV and Radio Company armored troop carriers were

g March 24, 2005, hup://www.pr.kg
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; the military can ensure law and order in Bishkek, Acting Minister of Internal Affairs of Kyrgyzstan.
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framework but this framework was often not implemented in practice or is today
outdated. The system today is in need of an amended legal framework and the
political will to implement this framework. Probably the best option would be to
establish a separate bloc of laws for military forces, which would include
provisions regulating military reforms. This bloc of laws could contain the
concept of civilian control over military forces with precise authorities and a
clear chain of command in all the branches of government. Additionally, this set
of laws should include mechanisms and instruments that make constant oversight
of Armed Forces possible. The other question requiring special attention is the
creation of a system to prepare the civilian staff to be appointed to higher
positions in the Ministry of Defense and parliamentary councilors within the
military sphere for work in parliamentary commissions.

An important component of civilian control over the Armed Forces is
strengthening civil-military relations between civil society, political parties, and
the army. Cooperation between the civil sector and the army can be established
at the level of protection of rights and freedoms of military personnel, especially
of first year compulsory conscripts. The role of the civil sector is broad. It has to
disseminate democratic values and principles throughout the army and beyond
so that they become the values of the whole society. This cooperation will also
remove the question of military involvement in the elections process. As
mentioned above, military personnel are not allowed to create or join any
political parties. But social problems create incentives for military personnel to
go on strikes, to engage in hunger strikes, and to conduct other activities to
protect their rights. Here, two extreme points are observed: the army possesses
arms and could create a coup d’etat and provide itself with all the social welfare.
At the same time, it is restricted only by legal frameworks and by executing these
laws it is doomed to a miserable existence. Civil society represented by NGOs,
the mass media, and other institutions must therefore act to protect social rights
of military personnel. Otherwise, the incentives for a military seizure of power
become overwhelming.

Resolution of this and other problems will make it possible to form an
effective system of civil and political control over military forces, grounded in
democratic values and principles. The formation of democratic control over the
Armed Forces will have to be part of that complex of reforms implemented in

the country and become one of the core principles to build the military forces of

Kyrgyz Republic.
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CORPORATE GOVERNANCE IN UZBEKISTAN: INSTRUMENTS
OF CORPORATE CONTROL

OLEG LENSKI

Important issues of transition to marker and domestic developmeni have combined to bring the
corporate governance debate io the fore in Uzbekistan. Given the increasing inferest in corporate
governance and significance of Uzbekistan as an emerging market, this thesis outlines the Uzbek
corporate governance framework by providing overview of main corporate control instruments in
Uszbekisian. The paper begins with a review, covering the modern corporate governance debate related
1o corporate contral instruments discussion. The account on the corporate governance environment is
provided further, within which the Uzbek corporate control instruments debate is unfolding and
axpects of privatization, competition, and shadow economy are addressed. This is followed by
examination of corporate control instruments per se, including large shareholders, Disclosure practice,
Associations, Boards of Directors and Banks as corporate control mechanisms. Finally, a summary of
the main findings and some recommendations are offered in the conclusion.

The paper is designed to bring an understanding of Uzbekistan’s corporate governance in the
wlobal context of emerging market development.

KOPIHOPATHBHOE VITPABIIEHWE B Y3BEKMCTAHE: HHCTPYMEHTEI
KOPITOPATHBHOI'O KOHTPOJIA

ONEr JIEHCKUI
Iepexon YabekncTana K puIHKY 00YC/IOBHI HeoBX0MMMOCTh Kap/HHATLHEIX NEpeMeH Bo BeeX olepax

HOIMHOHMILHON  JKOHOMHKHM, CB¥ZAMHLIX B TOM  udcide ¢ npeoGpazoBaniem  TPE/pHATHI
POCCOOCTHEHHOCTH B KODEES, .

represents one of the most important ways by which this problem is handled. As
a concept, it has acquired unprecedented significance in the global debate on the
issues of productivity and competitiveness. Also, in recent years, corporate
governance augmented by transition to market economy of a large block of the
countries in Fastern Europe and Commonwealth of Independent States (CIS).
Uzbekistan, being one of these countries, is not an exception in the discussion of
corporate governance. This issue is increasingly important, as the corporate
performance enhancement becomes a vital concern.

Different countries solve the problem of corporate control in different ways.
Such diverse elements of economy as financial system, privatization, corporate
ownership structures, competition or other vital issues regarding economic
performance appear to be vital to corporate governance. The objective of the
paper is therefore to present an overview of corporate control instruments used
in Uzbekistan and elucidate the most effective monitors out of them. For this
purpose, we shall outline the main features of corporate governance framework.
This will be done in order to find out what prerequisites are required for certain
set of instruments to be used in a certain country. Then, in the five consequent
sections, the instruments themselves will be examined:

large shareholders (concentrated ownership);

disclosure practice and sharcholders protection;

associations;

Boards of Directors;
banks.

Two approaches are taken into account in definition what is included to




instrument, through which “suppliers of finance

themselves of getting a return on their investment”.

This was called an agency approach. Vives outlined the main instruments of
this approach in the following manner (2000, 4-9):

* provision of incentives. While the investor may be reluctant to put the funds
in the venture because of moral hazard, the incentives are to encourage the
manager to follow the investor’s will. The incentives can be monetary in
character (any type of compensation or cost reduction) or may refer to
rewards and punishments with regard to manager’s own career (promotion,
dismissal);

¢ monitoring and control. The shareholder can impose passive control (exit),
or active, through the Board of Directors. The power of the Board to dismiss
may stop the manager from wrongdoing;

* large shareholders and creditors. When ownership is concentrated, the one
possessing the majority of the stake takes more care in the firm’s affairs;

* market for corporate control, represented largely by hostile takeovers. This is
also an important source of constraints for bad management;

* legal protection. The legal mechanisms of investors’ protection are essential
(Shleifer and Vishny 1996, 5). The rights of shareholders are defended by
Organisation for Economic Co-operation and Development (OECD)
accords and various local laws.

Corporate governance is thus viewed by the agency approach as a set of rules
and practices aimed to minimizing the agency cost for the shareholders, who are
considered to be central figures in the debate.

An empirical data and academic debate criticized and complemented the
standard agency approach. The essence of the critique was that agency approach
failed to find evidence on how corporate governance constitutes economic
growth apart from maximizing the shareholders value (Vives 2000, 9-10).

Modern theory suggests that corporation is an institutional arrangement for
governing the relationships among the participants. Corporation includes not the
shareholders only, but other people involved: employees, customers, and
suppliers. These people, commonly named stakeholders, have their right in
possessing the part of the value, produced by them. Since the task of a manager
is to make the most of the value, created by the company, he/she then ought to
take into account the welfare of all the stakeholders of the firm (Blair 1995, 14).
This theory is sometimes referred to as evolutionary approach.

The notion of stakeholders as having equal rights in utilizing wealth formed
by the firm provoked a further discussion. As a logical continuation of this, the
question of stakeholders’ involvement in corporate governance process arose. It
was first inspired by Porter (1980), who wrote about encouragement of
“dedicated capital” and stakeholders’ direct participation in governance,
implying that this would produce a cohort of “dedicated owners”, crucial for
corporate development (Blair 1995, 142).

(0 corporations  assure

The involvement of stakeholders s usually made by the virtue of
representation. Representation in the wide sense is participation of employees
(other than shareholders) in decision — making process.
Another key concept of this approach is competition as a major driving force
behind the corporate governance. It is found, that in real economy the decisions,
taken by the managers, are compliant with the aspirations of owners not because
of Board of Directors monitoring or threat of takeover, but because of dynamic
competition forces (Allen and Gale 2000a, 78).
The notion of competition as one of the major incentives brought the
corporate governance into the context of overall economic structure (Mayer
1998, 236). An aspect of allocative and productive efficiency provided a linkage
with a greater scope of economic and social issues (Aoki 1994, 19), including
privatization, external financing and cultural dimension.
This very concept of competition instigated the issues of accountability,
transparency, and reliability and prompted the corporate governance codes
origination.
As a result, the evolutionary approach introduced the additional instruments:
e stakeholders’ representation. This can take the forms of trade unions having
vote in shareholders meetings, or having workers’ delegate in the Board;

e disclosure practice, including introduction of Corporate Governance Codes,
accountability and transparency;

e competition.

The evolutionary approach has, as a result, broadened corporate governance
definition. Apart from increasing the shareholder’s value and minimizing the
agency cost, it concentrated on the notion of stakeholders’ representation and
competition as a driving force of corporate governance. It also envisaged the
developing of corporate governance codes through raising issues of transparency
and accountability.

Thus, summarizing the differences between two approaches:

« agency approach — Corporate Governance in the sense of corporate control,
imposed by shareholders aiming at increasing the shareholder’s value;

« evolutionary approach — Corporate Governance in the sense of institutional
arrangements, imposed by shareholders and stakeholders aiming at
improving performance and increasing the shareholders’ and stakeholders
value.

Together these two approaches represent the basis for our discussion on
corporate governance instruments. They are used for imposing control over
production and make sense of economic growth. This is true for every country
that is trying to implement sound corporate governance. The Government of
Uzbekistan, striving to stimulate the economic growth, introduced a number of
reforms. Throughout the 90-s and early 2000-s, these reforms were implemented
with different degree of success. In the next paragraph we shall summarize the



main results of that policy, relevant to the discussion of corporate control
instruments,

UZBEKISTAN: CORPORATE GOVERNANCE ENVIRONMENT

The application of corporate governance framework to any of newly emerged
economies bears unprecedented features. Imposing the corporate control
instruments implies the maturity of corporate governance institutions that is
corporations, shareholders and stakeholders. The development of these
institutions is on the reform agenda of all countries in transition, with proven
track of difficulties (World Bank 2002, 23). The progress of development differs
from country to country.

Therefore the goal of this section will be to present a comprehensive review
of Uzbekistan's corporate governance framework in terms of political, social and
economic patterns of development. The objective is to understand the underlying
forces that drive the development of corporate control instruments in Uzbekistan
with special emphasis on privatization.

Given an unexpected sharp economy decline after the disintegration of the
Soviet Union, political and social stability became the priorities of Uzbekistan’s
policy. Following critical consideration of transitional experience in other CIS
and Eastern European countries Uzbekistan has adopted a gradual and cautious
approach in its transition to market economy.

There were certain reasons underlining the great attention paid to social

consideration. In a country of 25 million people (more than 60% living in rural
areas) with substantial number of them below poverty level (International
Monetary Fund and World Bank 2004, 7), the social cost of transformation can
be very high. In order to prevent this and avoid any possible danger of
instability, the Government tried to soften the consequences of market reforms
to the population. In practice, it helped to keep the shaken industry afloat for
the sake of people who worked there, maintaining the domestic prices at
affordable level despite high inflation. These measures had an adverse effect as
well, since subverting the natural process of bankruptcy and renovation withheld
the wages decompressing and in fact just delayed the social cost.
In these circumstances, the gradual transition to free market proved to be rather
slow. A large portion of the economy still remains in state hands. According to
Wright et al. (1997, 213), there are three components of successful privatization:
being speed, accountability and efficiency. While recognizing the need of rapid
and transparent process of private property formation, the Uzbek Government
emphasized enterprises’ efficiency, which made privatization slower than in
other transitional economies. According to the Law on Privatization and
Denationalization (1991), the companies are to be sold either through the public
auction or incorporation. Thereby, the Uzbek Government took the two-fold
approach:

« conventional “buy-outs” approach, as opposed to more socially fair but less
efficient “give-away” privatization (Wright et al. 1997, 216);

« insider approach, ie. creation of holding-style system of corporations
through equity issues subscribed by management and employees, but
essentially with blocking (more than 25%) share belonging to the
Government (very often 51% or above).

The underlying rationale for this approach was the emphasized significance of
“strategic investments”. Such an owner would pay more attention to the
increasing of productivity and welfare in his firm (Taksanov 2003). In the second
instance, that was a move to prevent a decapitalization of the enterprises during
the privatization process (Boeri and Perasso 1997).

While these requirements are justifiable from the social and macroeconomic
point of view, they often imposed conditions on privatizations that made real
investment unviable. The sale conditions might include not changing the profile
of the factory, effectively condemning the buyer to continue the same
unprofitable lines. Not surprisingly, interest in these factories was minimal and
ambitious program for large state-owned enterprises privatization, launched in
1994, was slow and reluctant.

There are still crucial things on the country’s to do list. Those include further
private sector development and verifying the privatization mechanisms and
incentives for competition, fighting the vested interests and improvement of
foreign investments environment. This agenda will have a direct impact on
formation and usage of corporate control mechanisms

Privatization

The outcome of privatization was highly concentrated economy (International
Crisis Group 2004a), mostly controlled by a small minority, with insignificant
independent business class emerging. Obviously, the Government had small
interest in the emergence of powerful oligarchs, and preferred to ensure that they
are retained within the present political system, thus imposing large degree of
control.

The employees’ buyouts scheme is a matter of particular interest. There is
considerable number of corporations with substantial workers’ share (Pogrebnyak
1998, 29). Although it may seem socially just and potentially effective, the one
has to take the following into account:

o employees’ buyouts were not the free voucher schemes. In the latter the
workers were considered as already contributed to company’s value and thus
having a legitimate claim of its share. Instead, the employees had to
subscribe to their company PO and to pay for the shares. In practice, they
were given shares at the expense of their earnings and perks;

+ substantial amount of PO was not subscribed and redeemed consequently
(ibid., 14);



o (he evidence shows that managers manipulate the labor's stake in their own
interests, the shareholders meetings are infrequent and nominal, and
dividends are usually not paid.

CGriven these factors, it is of no surprise that little correlation was found
between productivity and employees ownership (ibid., 23). While the true
purpose of such schemes is to stipulate efficient governance by incumbents
(FitzRoy and Acs 1994, 85), akin to American ESOP (employees stock option
plan), the stakeholders in Uzbekistan, similar to other transitional economies,
found themselves restricted from decision-making by management dominated
bodies (Wright et al. 1997, 217).

Recently, the Government took new bolder steps toward fostering the private
sector by requiring State Property Committee to sell state shareholdings in
corporations of 25% or less through the stock market in 2003-2004. As a result,
980 enterprises have been privatized in 2003 (Karimov 2004) and 966 in the 9
months of 2004 (Center for Effective Economic Policy 2004). The leading
sharcholders have also started to consolidate their stakes acquiring control
through offshore companies (International Crisis Group 2004b).

Fostering a competitive environment is essential in the process of
transformation and crucial for corporate performance. Improved business
atmosphere is a core objective of the Uzbek authorities’ economic reform
program. The system Uzbekistan inherited from the Soviet Union was based on
planned distribution of production to plants and factories according to the
demand. The absence of competition, or “contestable” environment was an
essential feature of socialism, which led to the existence of numerous “natural
monopolies”. As of 2000, there were 142 companies with such recognition,
according to Uzbekistan Anti-Monopoly Committee. The list included postal
service, oil extraction, coal mining, airport services, and other industries
considered in most developed economies to no longer be natural monopolies.

Apart from supervision of the natural monopolies, the activity of the Anti-
Monopoly committee is concentrated on enforcing sanctions on firms who
engage in unfair competition, or regular “monopolies”. The main instrument is
the “Monopoly Register”, which contains companies with market share of more
than 65%, but, under certain conditions, even as few as 35%. Companies listed
in the Register must agree their prices with the Committee and register their
particular transactions (in cases with natural monopolies, the Committee sets the
prices directly). There used to be as much as 716 enterprises in the Register as of
the end of 1999 (Broadman 2002, 2); the number was reduced to 532 by the
mid-2002, as required by the Memorandum of Economic and Financial Policies
with IMF (Government of Uzbekistan 2002).

Hhmw economy influence

Shadow economy has a substantial share in the Uzbek national economy.
Estimations vary from 30% (World Bank) to 50% (EBRD) of GDP (Djuraeva
2004, 3). The level of 40% is considered critical and the influence of shadow
factors is felt throughout the economy (ibid., 12).

It is important to understand what underlies the underground economic
activity and why people choose the exit instead of voice option (Schneider and
Enste 2000, 77). Among reasons, causing the existence of shadow economy, the
institutional problems are recalled most often. They constitute excessive
government control over basic economic activity compound with weak law
enforcement, infringement of property rights and various constraints on business.
According to evidence, collected by World Bank and other international
organizations, it is easier and cheaper for entrepreneurs to get involved in
informal activities, than to go through complicated documentation procedures,
bureaucratic maze and deal with ambiguous legislation (Suhir 2004).

An excessive regulation creates another way into the shadow. In properly
functioning market the shareholders must have incentives to monitor the
performance of managers. It is argued that if the investors are liberated from
restrictive regulations, they would become active monitors themselves (Coffee
1996). In Uzbekistan, however, poorly developed secondary stock market offers
little help in monitoring, since companies’ performance has limited impact on
the shares value. For instance, if the stock market were the established and
normally functioning institution, the information of company losses would affect
shares performance and reduce yields. Since it is not, the manager has an
incentive to show losses or zero profit on the balance sheet, rather than report
profitability and be in position to pay taxes. A traditional free cash flow problem
acquires another dimension here.

Large corporations also establish informal connections with regulating bodies.
Connections help to get official decisions on procurement of public investment
contracts, provisions of tax incentives, tender, etc. Strong reliance on the
connections is supported by the phenomenon of clan networks, indigenous (o
Uzbekistan as well as to other developing countries with venerable patriarchal
traditions. The members of clans are promoted by their fellows already taking
high rank positions in their public or commercial service. The power structure is
formed, which works toward benefits of the clan members. Lack of transparency
in bureaucratic processes makes corrupted networks attractive.

The complicated clan-based power structures appear to profit from the
distortions in the current economic system, and therefore resist reform. President
Islam Karimov denounced the clan networks, calling them one of the main sources
for eorruption and major obstacle for democratisation (Karimov 1997, 128).

Why is the shadow economy important in the discussion of corporate
governance? First of all (there is no ‘secondly’ further in the text), given its
considerable size, it implies certain implicit rules over economy as a whole.



These rules are based on trust and family affairs, thus essentially lay the

foundation for relationship-based economy. The rules, accepted either by the
Uzbek Government or international practice, are not necessary followed the
shadow economy players. That is why unofficial means prevail and legal
protection as a corporate control instrument is poorly developed and often
ignored. Finally, the tight connection of new commercial elite with incumbent

political leaders through clan-based network brought in the patterns of

concentrated ownership, which is the common case for many transitional
economies (World Bank 2002, xxiii).

The mechanism of bankruptcy as an exit option is used sparsely in
Uzbekistan, especially in the case of large state enterprises (International
Monetary Fund 2000), due to mentioned social policy constraints. The
formation of feasible competitive environment per se is still on the way.

In this way, difficulties with laying foundation for truly market-based
economy deprived country of sustainable competitive environment, crucial for
development of corporate control mechanisms (Frydman et al. 1996, 325). In
the following 5 sections we will discuss the particular instruments that become
established in Uzbekistan, with different degree of success.

LARGE SHAREHOLDERS (CONCENTRATED OWNERSHIP)

The issue of ownership is the central one in discussion about differences between
socialism and capitalism as economic systems (Brada 1996, 67) and is of the
utmost significance for the countries in transition, The concentrated ownership
pattern, developed in Uzbekistan, in the terminology of Frank and Meyers
(1997, 62) is characterized by: (1) few listed companies, (2) a large number of
substantial stakes (ownership concentration) and (3) large inter-corporate
shareholdings. Out of approximately 3,000 registered companies in Uzbekistan
only 6 of them are listed in Tashkent stock exchange (Juraboev 2004, 7). The
findings of Himmelberg et al. (2002) suggest that in insiders’ system,
shareholders tend to retain larger stocks, than they would under a perfect risk
diversification environment.

There is a disagreement on whether the concentrated ownership is good or
bad for corporate performance. Sufficient evidence shows that it decreases
transparency, suppresses minority shareholders and potentially conducts to lower
return on assets. Conversely, the great deal of authors speaks in favor of
concentration, arguing that large shareholders do have incentives to monitor
their companies’ performance closely (FitzRoy et al. 1998, 364). While the latier
is correct, it is also true that free cash flow problem, where a manager chooses
to reinvest free cash rather than pay dividends, becomes further complicated
with larger concentration (Tsipouri and Xanthakis 2004). The majority owners
may expropriate the minority shareholders’ returns by reinvesting in the firm,
which is actually the way it is done in Uzbekistan (Dosti et al. 2003, 7).

In the case of inter-corporate sharcholdings, Uzbekistan seems to be in a
different position comparing to other transitional economies, notably Russia.
This happened mainly for two reasons. Firstly, the Government still keeps major
industries stocks under control, and even in privatized corporations the
Government stake is often above 50% or a blocking share of 25% (Broadman
2002, 13). Secondly, the weak secondary stock market prevents from
development of holding structures in Russian style or interlocking ownership
akin to German model (Schilling 2001, 149). However, large shareholders, as
said above, have connections with each other, often informally.

We conclude therefore that Uzbekistan has developed purely insider system of
ownership, with the following consequences for Uzbekistan’s corporate
governance framework:

- lower funding through equity market;

- greater dependence on debt financing;

- greater shareholders concentration;

- greater involvement of owners in corporations management,

The evolving pattern of concentrated ownership thus envisages the “large
shareholders” as an essential instrument for corporate control. It leaves a bunch
of other instruments unemployed. In particular it diminishes the importance of
monitoring and control by the Board of Directors and market for corporate
control, since shares are not actively traded when shareholders are big.

DISCLOSURE PRACTICE AND SHAREHOLDERS’ PROTECTION

The legal mechanisms of investors’ protection are crucial to any corporate
governance framework (Shleifer and Vishny 1996, 5). The rights of shareholders
are defined by OECD accords and various local laws. In Uzbekistan the
fundamental document defining the shareholders’ rights is The Law of the
Republic of Uzbekistan on Joint-stock Companies and Shareholder's Rights
Protection (1996, Article 88). According to this Law, the manager of the
corporation acts for the benefit of shareholders, not any other persons’ benefit.

Recently, the Government has taken measures to promote better shareholders
protection. In January 2003 the Cabinet of Ministers issued the Decree on
mensures to radically increase the share and significance of the private sector in
the Ulzbek economy that incorporates the removal of the preferential powers of
state frustees to veto supervisory board decisions. Since corporate governance is
about the definition of property rights and the mechanisms of exercising such
rights (Frémond and Capaul 2002), this regulation is seen as crucially important
for private property encouragement and its legal protection.

The Decree also requires the following: (i) the Board of directors to develop
an annual business plan based on profitability and dividend targets to be
approved by shareholders, (ii) submission of a report on the results of this plan
quarterly to the supervisory board and the linking of executive directors and the



supervisory board chairman remuneration to financial performance. These new
rules are to meet the other main concerns for shareholders’ rights protection in
Uzbekistan, which inter alia include information disclosure, accounting and
audit.

According to Monks and Minow (1995, 148), disclosure practice is necessary
for corporate performance and monitor’s ability to observe and respond to it. In
this sense, the insufficient information hampers the ability of the market for
external finance and increase the cost of capital, resulting in poor allocation of
resources (La Porta et al. 1999). One of the main obstacles for foreign investors
is undisclosure of ownership structure: true shareholders’ names are hidden from
the public in most of the cases (Dosti et al. 2003, 23). Non-transparency and
weak information infrastructure of the Uzbek market has often been a matter of
complain. Investment climate in Russia, for instance, was significantly improved,
after companies started to reveal their ownership structure and identify the exact
amounts of shares owned by their top managers (Belikov 2003, 1).

The disclosure practice in Uzbekistan is thus inadequate, obstructing the
market from potential investors. The market forces for transparency are weaker
in economies characterized by concentrated ownership and dominated by banks’
lending as a major source of external finance (Ararat and Ugur 2003, 69). The
fact, that the sole shareholder possesses the majority of shares and is involved in
company’s management, makes him aware of corporate affaires and makes him
unwilling to disclose any information he considers may harm his firm’s financial
position. Consequently, the decent practice of disclosure is underestimated by
shareholders themselves. This is felt particularly by minority shareholders, since
often the only document available for them is Annual report, which apparently is
published once a year. Their voting thus cannot be viewed as completely
independent and free from various sorts of pressure.

The Law of the Republic of Uzbekistan on Joint-stock Companies and
Shareholder's Rights Protection (1996, Article 116) requires external audit for all
corporations. The external auditor is approved by shareholders meeting and
carries out an independent assessment of company’s performance. All large
companies have internal audit departments as well, reporting to the
management.

There is still no regulation as to International Accounting Standards (IAS).
Inapplicability of IAS is often viewed by investors as non-transparency and large
companies, especially ones dealing with foreign counterparties, take steps on
their own. For example, National Bank for Foreign Economic Activity (National
Bank for FEA) of Uzbekistan, the main channel of foreign investments to the
country, introduced IAS in 1995 to be followed by GAAP (Generally Accepted
Accounting Principles) in 1998 (see Box 1). These standards are to ensure that
shareholders have sufficient, timely, credible and comprehensible information to
monitor the company’s performance.

The review of OECD principles of corporate governance shows that Uzbek
shareholders protection system is in line with internationally recognized norms.

Two crucial points are however missing. First, the remuneration policy for
members of the Board and key executives must be made public (Organisation for
Economic Co-operation and Development 2004, 22). This part of disclosure
practice is largely neglected: the information about compensation and stock
options available is found neither in Annual reports nor in any other documents
prepared for shareholders. The law does not envisage it as well (Chen 2003, 15-
16). In fact, most of the perks are unofficial to avoid taxation.

The other essential part of OECD principles that Uzbekistan’s corporate
governance misses is stakeholders’ rights (ibid., 21). They are not specifically
considered in either the The Law of the Republic of Uzbekistan on Joint-stock
Companies and Shareholder's Rights Protection or more recent legislation. This
is explained partly by overall immatureness of corporate governance framework
and partly by low social activity (World Bank 2002, 110). Trade unions and
other groups that might represent broader social interests are circumscribed and
little interest is found in stakeholders themselves. In any case, given the equal
treatment of shareholders and stakeholders in internationally recognized best
practice, this attitude should be changed.

The attempt to fill the gap was made recently by Business Solutions, privately
owned consulting company based in Uzbekistan. The Corporate Governance
Code made by them can serve as a blueprint for Uzbek joint-stock companies
trying to comply with international standards. It can also help the Government
once it wants to make the one on its own.

ASSOCIATIONS

The system of Associations is a phenomenon naturally belonging to Uzbek
economy. Its origin ascends to the accepted in the Soviet Union State Ministries
struciure that made possible the smooth functioning of central planning
mechanism. Under this system the distribution of funds, input and raw
materinls, as well as pricing and contracts, was made upon the command of
ministries, each belonging to appropriate sector of economy (e.g. Ministry of
Agriculture, Ministry of transport etc). The ministries controlled enterprises’
perlormance and enjoyed a power to dismiss the directors of enterprises, who
falledd 10 meet their requirements. In all, they were the main monitor of
corpomte performance, the watchdogs of the system and fulfillers of state’s will.
In lﬂ&2-l993, the Ministries were transformed into “associations”, with
operational purposes similar to holding companies (Broadman 2002, 11).
Curtently there are 56 of them. The enterprises that used to report to their
seclor Ministries consequently became members of corresponding associations.
Althoug signed to act in the new environment as commercial organizations,
the funetions of Associations resemble the old ones. They include mainly
allocatlon or regulatory tasks, like rationalizing output and pricing policy. The
direciom of Associations report to the Cabinet of Ministers on sectors’
petlosmnee and profitability, and themselves have a rank of Minister. As a




result, the associations are still perceived as regulatory bodies and all important
decisions are discussed with and endorsed by the heads of respective association.

Thus, the Associations represent another institute of corporate control and
incentives in Uzbekistan, having an ambiguous impact on corporate governance.
On the one hand, they impose certain degree of discipline over the management;
they also make the industry more transparent and accountable, since different
forms of reports on companies’ performance are required from the members.
Besides that, associations usually take care of corporate recovery (sanation) and
bankruptcy procedures.

On the other hand, the State, using Associations as a channel, widely
interferes in corporate affaires, even in fully privatized companies and where the
Government stake is low (Dosti et al. 2003, 23). Directors of Associations and
their deputies are usually members of Supervisory Boards in member companies,
and according to evidence they dominate other shareholders representatives in
decision making (although they are revoked off their right of veto). Such practice
diminishes the importance of market incentives for corporate governance.
Moreover, the Associations’ activity sometimes impedes competition within the
given sector, due to their regulatory orientation. At last the Associations, given
that they administer the State’s assets in companies, themselves must be subjects
1o corporate control. But in practice they are not registered as companies and
are the part of bureaucratic mechanism. This implies the lack of market
incentives for good performance, and obstacles the development of commercial
bodies out of them.

The World Bank research conducted by Broadman (2002, 13), strongly
recommends carrying out the corporatization of Associations and giving up most
of shares by the State. This would enhance their ability to impose corporate
control using market incentives and separate the Government and business,
which appears crucial for the smooth process of transition. The Associations in
their current form had fulfilled their task of keeping the whole industry afloat in
the first years of transition, but further reforms are needed to proceed as business
organizations.

BOARDS OF DIRECTORS

The Board of Directors is considered as one of the main internal control
mechanisms (Allen and Gale 2000b, 341). Whereas in market-based models the
Board is a unitary body, formed by executive and non-executive directors
(Fernandez Alvarez et al. 1998, 2) (insiders and outsiders), Uzbekistan has
accepted two-tier management structure, the one similar to German. It envisages
the distinction between the control function of Supervisory Board and executive
responsibility of Board of Directors (Clarke and Bostock 1997, 212)
(management board or Vorstand, as it is called in Germany). According to The
Law of the Republic of Uzbekistan On Joint-Stock Companies and
Shareholder's Rights Protection (1996, article 83), it is a must for corporations

o h Supervisory Board, which represents interests of sharcholders and
(ulfils the role of the main monitor, Thus, the legislation stipulates the active
contil of the managers' performance, as opposed to passive control (exit),
which i less possible due to weak capital market.

lu“ﬂi_ﬂ with the model itself, the practice of corporate control through
Supeivisory Board in Uzbekistan borrowed the problems. Clarke and Bostock
(1997), speaking about German model of corporate governance, points out
severnl key fallacies of Supervisory Boards system. At least two of them are
applicable to Uzbekistan.

it of all, the Supervisory Board relies on information provided by the
management. There are indeed various forms of reports, which are required by
the charters of corporations and by regulatory bodies. Usually they are prepared
on o quarterly basis, with the exception of external audit, which is performed
annually. Apparently, only the latter is prepared by outsiders. The quarterly
reports, on the basis of which the decisions are supposed to be made by
Supervisory Board, are the ones endorsed managers. According to Dosti et al.
(2003, 17) the reports prepared by Uzbek companies for shareholders and
Supervisory Boards, lack the information on strategy and agenda for future
development. By the same token, the Annual reports seldom include the
comments on forthcoming plans of the management, thus making them
unfeasible for sound prognosis. Such crucial information as growth forecast,
business conjuncture, possible risks, are missing from Supervisory Board’s
attention,

Secondly, the real power of Supervisory Boards to influence managers is
questioned. Empirical data from Uzbekistan show that membership in Boards is
often understood both by shareholders and managers as an honorary post, not as
the responsibility (ibid., 2003, 14). The formal participation of Board members
makes them distrusted by shareholders, especially minority ones. Meetings of the
Board are infrequent, and there is no uniform regulation as to how often the
members should get together. Sending out documents for endorsement without
holding i meeting at all is the normal practice,

There is one crucial difference between Supervisory Board in Uzbekistan and
Germany. While German Aufsichtsrat consists of equal number of employees
and outsiders (FitzRoy et al. 1998, 369), the Uzbek law specifies that only
shareholders have the right to sit in the Board. Shareholders with largest stake
are partieularly encouraged (Cabinet of Ministers of Republic of Uzbekistan
1998, attachment 2). The system of codetermination which comprises the
participation of labor representatives in decision-making process is thus
neglected,

Recent Decree on Measures to Radically Increase the Share and Significance
of the Private Sector in the Uzbek Economy (2003) discussed earlier, envisaged
the professionalisation of Board’s members’ position. While this could mean the
move away from German system, which despite imperfection performed well for




a long period of time (Schilling 2001, 150), that can also signify the increased
efficiency within the existing legal framework.

BANKS

Corporate control and financial intermediation are deeply intertwined notions
and financial system plays a critical role in corporate governance discussion
(Walter and Smith 2000, 197). Financial institutions complement the corporate
control patterns and influence the ownership structure. In order to understand
the present day structure of Uzbek financial sector, we first take a historical
perspective, which shows that Uzbekistan was preconditioned to the dominance
of banking institutions. :

In the Soviet economy the decisions on resources allocation were largely
governed not through a cost-benefit framework, but given the absence of
financial markets, centrally by the Gosplan™ and locally by enterprises managers.
All the other functions of the financial system were executed by the banking
system. Consequently, low level of non-bank financial institutions development
was observed.

After 1991, a contemporary two-tier banking system, with the Central Bank
of Uzbekistan and commercial banks was formed. The number of banks grew
rapidly and at present there are 38 banks of various ownership forms. In terms of
total assets, however, the whole banking sector is still dominated by few large
state banks. For instance, only the National Bank for Foreign Economic Activity
of Uzbekistan (NBU) accounts for 70% of the total banking assets (see Box 1).

The formation of non-bank financial institutions took a longer time, given its
initial non-existence. The stock market was introduced between 1994 and 1996
alongside the privatization, as privatized enterprises’ shares began to circulate. A
number of credit institutions, including Business Fund for financing small and
medium sized businesses, private insurance and investment companies emerged
at this period as well. The first Privatization Investment Fund (PIF) was set up
in 1996, later than in other transitional economies”.

Given such prerequisites, the capital market remains largely immature. The
Stock Exchange is used primarily by the State Property Committee (SPC) to
raise funds for corporations going through corporatization and initial public
offerings. According to evidence of Asian Development Bank (2003, 3) there is a
limited investment interest in listed enterprises, resulting in limited trading
liquidity. This is due to poor information available and overregulation. The
alternative to Stock exchange is over-the-counter market, which also appears not
to act independently, being the subject to the Centre on Coordination
Functioning of the Securities Market. There is one formal secondary trading
platform, Elsis Savdo, which is controlled by the NBU, however most of

* Gosplan is chief authority of central planning in the Soviet Union.
*+ Czech Republic and Russia — 1993, Poland — 1994 (Boeri and Perasso 1997).

secondary trading of listed shares (approximately 81%) takes place on an
unregulated informal secondary “curb market."”

Recent legislation raised the permissible size of corporate bond issues from
20% of charter capital to 100%, enabling large domestic enterprises to raise
needed funds through bond market. An international syndicate that includes 19
local and foreign banks, Carthill Asset Management Company (Uzbek off-shore
company, registered in the Isle of Man), and one other non-bank financial
institution has been formed to underwrite corporate debt

Box 1. National Bank for Foreign Economic Activity of Uzbekistan (NBU)

The Bank was established in 1991 with the purpose to implement government’s
policy in the field of international economic activity. The designated position as
monopolist in dealing with foreign transactions allowed the Bank to accumulate the
nation’s foreign exchange reserves. Although the Bank was deprived of its monopoly in
1995, it still accounts for more than 90% of country’s international settlements. It is
equally due to established ties with clients and international institutions, and to
enormous size comparing to other Uzbekistan’s banks: with assets of 2801 bln. UZS
(Uzbek soums) as of January 1 2003, it comprises 70% of all banking system assets.
The assets largely constitute the lending (up to 82%), being mainly refinanced loans of
foreign banks covered by State’s guarantee. These loans were the part of the
Government’s program for industry re-structuring, particularly the purchase of foreign
advanced technological equipment and know-how. The total amount of big projects
financed up to 2003 was 3 987.72 min. US Dollars, plus SME financing accounted to
231 min. US Dollars.

With the termination of large scaled restructuring program the Bank found itself in
a difficult situation with a substantial number non-performing loans and had to call
the State’s guarantee in some cases. The profitability started to decrease and first losses
were encountered in 2002. In search of recovery, the Government is currently seeking
to privatize 40% of Bank’s shares.

Despite the difficulties, the Bank is still the most dynamic financial institution in
the country and the example of best practice in banking. It was the first to introduce
external audit in 1993 from internationally recognized auditor (Ernst&Young) and 1AS
(followed by GAAP) in 1995. Its position in The Bankers top 1000 world banks list
was upgraded from 824 in 1994 to 403 in 2002. It is listed in The Bankers top 50
reliable banks in the world, according capital/assets BIS ration. The Bank was also the
first to be assessed by credit rating agency Thomson Bank Watch, recently merged
with Fitch IBCA. This made possible the attraction of number of uncollateralized (i.e.
without State guarantee) credit lines from foreign institutions.

Sources: NBU Annual Report 2002, NBU web site http://eng nbicom/about/history//index.php

The absence of independent and reliable credit rating agency is often named
as one the blunders of capital market. Uzbekistan does not have a sovereign
rating either, which impedes the corporations ability to go international with
equity or bonds issues. Also concerns have been raised based on affiliations and
inadequacy of financial disclosure, since purchasers and underwriters of
Eorpomte debt are generally institutions affiliated with the issuers, including

anks.




In circumstances of pathologic weakness of stock market, banks eventually
arose as the major source of external finance. This & not uncommon for
countries in transition. The patterns of banking dominance, in more or less
explicit forms, aroused throughout the Eastern Europe and CIS (Popov 1999, 5-
6). Moreover, it is exactly what advised by apologists of German-Japanese
models of corporate governance, who argued that strong mechanism for
corporate control might involve banks’ ownership of industry, including
swapping debt for equity (Dittus and Prowse 1996, 20).

Apart from capital market underdevelopment, the policy of economy
restructuring and designated position of the State as the main reformer led to
strong reliance on banking sector’s lending. It happened because great attention
was paid by the Government to the transformation of the economy through
foreign investments. Banks, notably NBU (see Box 1), became the channel for
foreign loans flow, guaranteed by the State. Such project financing, according to
La Porta et al. (2000, 3, 20), enables the government to overcome institutional
failures undermining private capital markets, and generate aggregate demand and
other externalities fostering growth and made possible through State ownership
of banks. Ownership of banks enables the government to collect savings and to
direct them toward strategic long-term projects, which are socially or politically
desirable, In both cases, the government finances projects that would not get
privately financed.

In addition to extensive lending agenda, the State relies on banks in its
control of monetary flows (Akhbor-Rating 2003). According to the legislation
commercial banks act as the state agents performing currency and tax control.
Banks are thus engaged in unusual activity and bear responsibility for the events
they cannot control. It is planned that such functions will gradually die off upon
establishment of new institutions of monetary control, including State Treasury.

Being easy channels for economy restructuring and existing monitors, banks
largely stayed in State’s hands. The Government was afraid of possible instability
of banking sector. This explains small number of international banks in the
market and poor competition. The only international bank that provides all
kinds of bank services is a joint venture with ABN AMRO Bank.

Banks currently do not maintain large stakes in corporations. The Central
Bank of Uzbekistan has increased the permissible level for the banks’ share in
the charter capital of any company, other than a financial company, from 20%
to 26% (The Central Bank Of The Republic Of Uzbekistan 2004a). The
permission for banks to have a blocking stake is motivated by plans to make
more use of banks' investment potential and to stimulate bank activity in the
stock market. This would allow credit organizations to effectively influence the
management process. According to Central Bank regulations, Uzbek commercial
banks can invest up to 75% of the regulated level-one capital in all non-
government securities. This includes the bank's charter capital, general reserve
fund and retained earnings from previous years less intangible assets. A bank can

put 50% of this regulated capital into long-term investments, and 25% in a
short-term (up to one year) trading portfolio.

Apart from their role in corporate governance, banks themselves are subjects
to corporate control. Various international standards were introduced, including
capital-to-assets ratio of 8% (BIS ratio), loan classification schemes and
mandatory provisioning (The Central Bank Of The Republic Of Uzbekistan
2004b). The external audit is a must, and many banks use the services of
internationally recognized auditors, such as PriceWaterhouse&Coopers or
Ernst&Young, and IAS are encountered voluntary by some banks (see Box 1).
The independent banking rating agency Akhbor-rating was set-up.

The pre-eminence of banking sector over the capital market is a common
feature of all transitional economies (Duttis and Prowse 1996, 20). At the same
time it was not the policy choice or deliberate reform that created bank-dominant
economy, but rather the outcome of path dependent development (Popov 1999,
3). Moreover, the strong banking sector was essential for the Government (o
implement its active industrial policy (Walter and Smith 2000, 205).

Is that good or bad for corporate governance? There are both evidences for
and against banks participation in corporate control. General perception is that
development of banks must be given a priority over the development of stock
market mechanisms in transitional economies (Thakor 1996, 932). Among cited
advantages of bank-based system are higher degree of banks’ involvement into
company’s affaires and their better ability to mitigate the information problems
(Duttis and Prowse 1996, 60). At the current stage banks in Uzbekistan are not
deeply involved in corporate governance and restructuring, but ceteris paribus
they will be better prepared to it than the rest of monitors.

The other point of view is that development of bank-based financial structure
will be one-sided for evolving patterns of corporate governance in transitional
economies. This view was expressed by Boot et al. (2002), who argued that
development of a universal (not separated, like in US) banking system, would
lead to further distortions in economic development. They went on to quote
mentioned in The Fconomist (1994), which brought in the following
determinants of successful financial system transition:

e creation of a stable financial system, capable of winning the depositors’ trust
and credit allocation;

 restructuring of inefficient industries, created by the central planning;

« promotion of efficient and competitive capital market.

However, the bank-based financial system in Uzbekistan and German-
Japanese model of corporate governance has little in common. The undeveloped
patterns of bank ownership and active state’s participation are the reasons. Given
the large share of State’s assets in banking sector the state-led model of financial
system is more appropriate definition. It is an alternative to equity or bank-based
systems, adopted in Anglo-American and German-Japanese models of corporate
governance respectively.
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The paradigm of the state-led financial system is probably best embodied in
present-day French financial system. In France, where banking institutions were
not privatized until late 80-s, the Ministry of Finance controls both domestic
lenders and capital market players through investment priorities, elaborated
through discussions with policy—makers and large corporations (Walter and
Smith 2000, 205). Despite concerns of non-transparency and decreased liquidity
of such a system, it is still legitimate, due to the claim of acting in publi&
interest. Equally the Uzbek Government is acting in public interest carrying out
its policy on industry restructuring. The set of instruments, unlike in France, is
limited to banking sector intermediation with corresponding consequences for
corporate governance framework.

Neither a bank-based, nor a stock-market model can be defined as superior
{0 each other. The 80-s and early 90-s witnessed the intense academic argument
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Disclosure practice and shareholders’ protection. The disclosure ratio is low.
The legal instruments are unviable because of sometimes ambiguous,
sometimes inadequate laws (e.g. labor representation in the Boards), bul
most of all, due to poor enforcement. Unofficial means often prevail over
the legal processes and shadow economy mechanisms are used widely.

The significance of the two however may rise with the pace of reforms, while
importance of Associations as effective monitor may diminish. The other
important institutions of corporate control are largely missing in the country,
due to various restraints. They are:

- Hostile takeovers. There are number of obstacles for hostile takeovers
practice in Uzbekistan: (1) stock market does not provide the necessary
capacity for the purchase of equity in free flotation; (2) minority

.holders are unsophisticated which imposes difficulties in trying to draw




3. Encouragement of market incentives by development of equity trading. Although
giving more freedom to banks in swapping debt for equity may increase the
managers’ discipline equally, well-developed equity market is essential to
inject domestic savings into investments and attract institutional investors.
Establishing of credit rating agency, similar to banks rating agency Ahbor-
rating, would be essential.

It is naive to believe that introduction of these or similar measures would
make an immediate effect. It is more likely to be an evolutionary process
requiring change of values and attitudes of the Government, shareholders and
corporations. Nevertheless, the consistent addressing of these issues should speed
up the corporate governance framework improvement.

The study of corporate governance certainly has limitations. For instance,
researches are not fully convinced that a correlation between best practice and
economic performance in fact exists (Heracleous 2001, 165) and poor linkage
with other studies e.g. of cultural dimension is observed (Buckley 1997, 206).
However the basic principles of corporate governance are to be considered
carefully by the countries in transition. The type of the evolving corporate
governance model has to be examined and reform agenda must be put into
connection with it. In case of Uzbekistan, the composition of the large
shareholders, state (Associations) and banks is found as the main driving force of
viable corporate governance framework formation.
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BENEFITS BASED SEGMENTATION AND DIFFERENCES IN THE
BRAND CHOICE OF MOBILE COMMUNICATIONS SERVICES BY
KAZAKH CONSUMERS

JUNG-WAN LEE" AND SIMON TAI™

This study identifies consumer-oriented critical afiributes that influence consumers’ purchasing
decision, the importance of attribures perceived by consumers, and their perceptions toward brands
offered by mobile communications service operators in Kazakhstan. The analyses of survey data
collected from young consumers (college students) in Almaty suggest that the most critical attributes
influencing consumers' purchasing decision of mobile communications services, in the order of
importance, are: communications service quality, connecting speed, area of coverage, and
communications service price.

Further applications of analysis of variance and multiple regression model to the survey dara suggest
that young consumers in Kazakhstan could be segmented into the four subgroups of: service quality-
oriented, price-oriented, company image-oriented, and product design-oriented subgroups. Consumers
tend to perceive the “service quality” and “service price” as the determinant Sactors in making their
purchasing decision of mobile communications services. Hypothesis testing of these determinant factors
were conducted to determine the generalizability of these factors. Furthermore, the researchers depict
a pasition map of brands with the two consumer perceived determinanis.

Keywords: Attribute, benefits, segmentation, brand choice, perceptual map, positioning map, service
quality, service price, mobile communications.

CEIMEHTAILMSA [10 M3BJIEKAEMOM 110JIL3E U PA3/TMHS B BBIBOPE
BPOHJIOB VCIVI COTOBOH CBS3H KABAXCTAHCKHMU
TMOTPEEHUTEJISIMHA

JhkyH BaH JIn m CafiMos Talt

Jlaunan paGora onpefenscr saxuciiume arpuGyrhl, BiMslomme Ha pe0op notpeburescei, BaxXHOCTh
aTPHOYTOB, BOCHPHHMMAEMbLIX TOTPEGHTeNAMH, W BOCTIDHATHE NOCACAHMX B OTHOWCHHR Gpoios
OHEPATOPOB Yeayr coTool casay B Kasaxcrane, AHAIHI AAHHEIX ONPOCA, NPOBEACHHOIO CPCIH MOJIOIBIX
notpeGuTeneil (cryjenTon) B AIMaTLl, HOKAIRIBACT, HTO BaXHeHwMe aTpUOYTH, BIMAOUIE HA Bhibop
OIEPATOPOB YCIIYT COTOBOH CB3H, PACIPEEIEHD] 110 BIKHOCTH B CEAYIOUIEM NOPHIKS: KA9eCTBO YCayT
CBA3H, CKOPOCTS CHAIH, 30HA OXBATA H [ICHB! HA YCIYIH onepaTopa.

Jliee MpUMEHSH aHATHS PAATHYMI B MOZIETh PErPECCHH K LAHHBIM ONPOCa, Mbl HOJYHacM, Y10 MONIOJhIe
KasaxeTaHeKHe HoTpebuTeay MOryT DEITh CerMeHTHPOBIHEE [0 HETHIPEM TOArPYIHIAM:

1) OPMEHTHPOB3HHEIC Ha KaYeCTHO, 2) OPHEHTHPOHAHMBLIE HAO UCHBI, 3) OPHEHTHPOBAHILIC HA HMHIDK
KOMIIHEK, 4) OpMeNTHpOBaHHBIE Ha JM3ain npoaykiuwH. [loTpeGRTe M CKAOHNE BOCHPHHUMITH
“EAMECTRO Yoy | IeHE! yeayr™ Kak ofpeaesiomme Gaxtophl npH BHbOPE yeuyT onepaTopos cotoBol
cmisn. Tecripopanne aTHX onpeje/uiiotdx GakTopos GRUIH NPOBCACHE! ¢ LENBIO OUPEHSICHHA WX
obobumesmoctr. Jlaniee, WCCHCAOBIETIH  ONHCHIBAIOT NOMMIHOHHYI0 Kapty Opsnnos ¢ ofcumu
ONpeIeIIOIMI hakTopamu.

monensie cropa: artpulyT, noNkEa, cermenTaltis, sribop Gpaka, NPEceNHOHHAA KapTd, HO3HMUHOHHAS
KAPTA, KAYCCTHO YEIYT, LCHE] YEIYT, COTOBAN CBAE.
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INTRODUCTION

Many marketing researchers apply Market structure studies (o analyze the
strengths and weaknesses of current and/or potential competitors in the market
in order to project and develop the best future marketing strategies. Market
structure studies are vital in managing existing brands because a new entry can
and does change the way in which existing brands are perceived by consumers.
The most detailed level of market structure is the segment-level competition that
frequently exists among similar brands in the same competitive sel.
Consequently, the segment-level competition is the market structure of most
concern to the brand manager because it defines the arena in which the
manager’s brand competes. When a company has a clear understanding of
market structure at the segment level, it can determine what and where
competitive sets exist in order to generate new products or brands possibilities by
identifying attractive segments for which the company currently has no offering.

A segment-level structure can be identified by examining either actual
consumer purchase behavior or consumer perceptions (Day, Shocker and
Srivastava 1979). The actual purchases made by consumers within a product
category provide information about the degree of substitutability among existing
brands. The study of actual purchase behavior can determine whether all brands
in the same product category are actually comprised of distinct groups of brands
that are competing more closely with each other than competing with the other
brands based on the level of across brands switching. Furthermore, studying
consumers’ perceptions of the similarity or dissimilarity among brands can also
provide valuable information for the understanding of market structure. In such
a study, perceptual mapping techniques can be utilized to portray how
consumers perceive the brands available to them. Those brands that are
perceived by consumers as in a similar form constitute a competitive set. Once
the competitive set has been identified and defined, the next step in a market
structure study is to uncover possible determinant attributes, which might be
used for differentiation and for gaining competitive advantage against those
competitors that could influence the sales potential of a company’s brands.

Market segmentation is “the process of partitioning a market into groups of
potential customers who are similar in designated ways and who are likely to
exhibit similar purchasing behavior (Weinstein 1987, 4).” It is understandable
that if there are similarities within each group or segment, there should also be
differences across the segments that suggest different marketing strategies for
targeting and satisfying different segments. The key to a successful segmentation
strategy is the ability to capitalize on similarities within a segment that are
important from a marketing point of view. Segmentation is to discover the needs
and wants of specific groups of consumers so that specialized products and
brands can be developed and promoted to satisfy the needs of each group.
Segmentation, therefore, is the important guide in redesigning or repositioning
of existing products for the creation of promotional appeals.

Consumers wanting a similar product or service category can also be
segmented based on the relative importance they place on the key benefits of the
product or service. Benefit segmentation has received increasing attention in
recent years because “experience with this approach has shown that benefits
sought by consumers determine their behavior much more accurately than do
demographic characteristics or volume of consumption” (Haley 1968). Benefit
s;gr_nemation involves the partitioning of the market into subgroups according to
similarities in the benefits individuals seek. A common research approach in
implementing benefit segmentation is to survey a sample of consumers and ask
therp to rate the importance of various benefits and features of a product or
service, or to express their level of agreement with statements relating to the
importance of each benefit. Many studies proved that benefit segmentation could
be used to position various brands within the same products category (e.g.
Cermark, File and Prince 1994; Harley 1995; Kastenholz, Davis and Paul 1999).,

To understand whether consumers have any different perceptions of benefits
toward mobile communications services and its brands in Kazakhstan, the
researchers set the two study objectives: (1) To investigate Kazakh young
consumers’ perception of benefits from mobile communications services, and (2)
To examine the relationships between perceptions of benefits and consumer
purchase intentions or brand choice. That is, to identify the possible existence of
preferred benefits in order to segment the markets and its effects on the
perceived service quality and brand choice.

MOBILE COMMUNICATIONS SERVICE MARKET
IN KAZAKHSTAN

The subscribers of mobile communications grow substantially with the economic
development of a country. By the end of 2003, the cellular operators in
Kazakhstan served about 1.5 million subscribers, that is, about 9.6% of the
country’s total population. The comparable figure in Russia was about 25%. and
the similar figure ranged from 40% up to 100% in the Western Eur(;pean
countries. However, by the end of 2005, the number of cellular subscribers in
Kazakhs-tan could exceed at least 3.5 million or 23% as indicated by the micro-
economic parameters in Kazakhstan (see Table 1).




TABLE 1. INFORMATION COMMUNICATIONS TECHNOLOGY (1CT) PUNETRATION AND ITS
ECONOMY GROWTH IN KAZAKHSTAN

GDP per
Telephone line Mobile subscribers FDI inflow™ capita”™
m (per 100)° (Per 100)' (Mil. USD) (USD)
197 11.0 0.1 1320 1432
1998 10.9 0.2 1143 1457
1999 10.8 0.3 1584 Y1132
2000 11.3 1.5 1278 1231
2001 11.3 4.0 2861 1492
2002 12.1 39 2157 1658
2003 12.5 9.6 2300 2069
2004 13.5 16.0 2500 2300

"+ Penetration rate per 100 inhabitants,

## FDI stands for the foreign direct investment.

+#+ GDP stands for the gross domestic product.

Sources: Data represent the most recent official estimates of out-turns, published by the national authorities, the
World Bank, and the European Bank for Reconstruction and Development (EBRD 2004),

Nores; “In February 2003 the government adopted a program for Kazakhstan's telecoms sector development 2003-
2005, containing an aggressive legislative timetable for policy reform adoption and implementation. The program
envisages full liberalization of the telecommunications market by the end of 2005, provided that appropriate
regulation is in place, Following a government decree in June 2003, a new regulatory was established. However,
state-owned KazakhTelecom (KTC) still has exclusive rights over domestic long distance and international voice

communications” (EBRD 2003, 157).

Everything about cellular began in 1994 when Altel launched the first cellular
network with the standard of advanced mobile phone system (AMPS) - which is
the analog mobile phone system standard developed by Bell Labs and has been
used throughout the Americas, particularly in the United States and Canada.
Altel has the exclusive license for its activity for five years and became almost
100% monopolist at the cellular service market in Kazakhstan. Even though the
quality of network was not very good and the range of coverage was somewhat
limited, the mobile network became very popular in Kazakhstan. However, it did
not last long when the two Turkish companies (Turkcell and Rumeli Telecom)
established their operations in Kazakhstan in 1998. Turkecell created GSM
Kazakhstan (later, it was called “K-cell” and “Active” brands) and Rumeli
Telecom created KarTel (later called “K-mobile” and “Excess” brands). They
launched mobile networks with the global system for mobile communications
(GSM) standard - which makes international roaming very common between
mobile phone operators, enabling subscribers to use their phones in many parts
of the world, and differs significantly from its predecessors in that both signaling
and speech channels are digital. When Altel realized that its operations were in
jeopardy to a greater extent, it began to implement differentiated marketing
strategies. One of them was the launch of “Tumar”- the package that was aimed
at the consumers with the middle level of income. Although it was somewhat
successful at that time, Altel could not retain its market share. Sometime later
K-cell and K-mobile offered packages that were even cheaper than Altel. For

the time being, Altel is working on the code division multiple access (CDMA)
standard, a digital cellular technology that uses spread-spectrum techniques, and
presenting new brand names such as “Dalacom” and “Pathword.” According to
the press release of the company (http://www.pathword kz), it began the CDMA
services in February of 2004 that offer the benefits of: lowest tariff, the third
generation connection, wider range of coverage, and the target segment of 15-24
years old age group. By September of 2004, the number of Pathword subscribers
had reached 60,000 in Kazakhstan.

LITERATURE REVIEW AND HYPOTH ESIS FORMATION

Perceived Product- and Service-Quality

In SOME cases, consumers may employ physical characteristics to judge product
quality. Consumers like to believe that their product quality evaluations are
ba:u_:d on intrinsic cues, which enable them to justify their product purchasing
decisions as being rational or objective choices. In the absence of actual
ex_pcricnce with a product, consumers often evaluate product quality on the basis
L‘-Jf the cues that are external to the product itself, such as price, brand image
firm’s image, and retail store image. Consumers may rely on surrogate cues tc;
uval_uate service quality in the cases that they are unable to compare competing
services side-by-side as they do with competing products. Moreover, since the
actual quality of services can vary from day to day and from co’nsumer to
consumer, marketers should try to standardize their services in order to provide
consistency of service quality.

Zeithmal (2000) has identified numerous aspects of the relationship between
p?rceived service quality and profitability. In general, when consumers have
higher service quality evaluations, their behavioral intentions toward the service
company tend to be more favorable, and they are more likely to remain as
cur?tome.rs. Similarly, higher perceived service quality and/or higher service
sans-f'actlon tends to result in higher levels of purchase intentions and repeat
buying. While there are many studies of consumer evaluations of service quality
few_ stu‘dies have examined the relationship between perceptions and future’
buy_mg intentions, and even fewer studies have related consumers’ evaluations to
their retention levels (e.g. Zeithmal 2000).

From the above discussion, the researchers hypothesize that consumers
evaluate service quality in order to make purchasing decisions of high-tech
products such as mobile communications services. The reasoning suggests the
following hypothesis: ‘
Hypothesis I: The perceived quality of mobile communications services has an effect
on consumers’ purchasing intention toward a particular brand.




The Quality of Products or Services in Relation with Their Prices

Many past studies have found that consumer characteristics such as age and
income affect their perception of value (e.g. Chang and Wildt 1994) and that
consumers rely on the price as an indicator of product quality. In other words, it
is entirely possible that consumers may attribute different levels of qualities to
identical products with different price tags. For example, consumers who
consider a price/quality relationship are actually relying on a well-known brand
name as an indicator of quality without actually relying directly on price per se
(Liechtenstein, Ridgway and Nitemeyer 1993). Brucks and Zeithmal (2000)
further found out that consumers frequently make use of price level and brand
name to evaluate the prestige of the product but they generally do not use these
cues in evaluating the product’s performance.

Applying the above findings, the researchers infer that consumers make use
of price to evaluate the quality and performance of high-tech products such as
mobile communications services in making a purchasing decision. Therefore, the
following hypothesis is proposed:

Hypothesis_2: The price of mobile communications services has an effect on
consumers ' purchasing intention toward a particular brand.

Company Image

Quite a few marketing managers have argued that consumers make their
purchasing decision based on the benefits they received rather than on product
features and/or company image. However, firms enjoying favorable images
generally find that their new products are more readily accepted than products
from those firms who have less favorable images. Past studies (Alden, Steenkamp
and Batra 1999; Alpert and Kamins 1995) have found that consumers tend to
have favorable perceptions of pioneer brands, which are the first in a product
category, even after many more follower brands become available. Pioneering
brands or the first brands to enter a new market often enjoy a long-term
consumer preference advantage over follower brands. This preference advantage,
known as the ‘pioneering advantage’, has been observed in a wide variety of
consumer markets that include growing markets, mature markets, markets with
low brand-switching costs, and even in markets with high brand-switching costs
(e.g., Gurumurthy and Urban 1992; Robinson and Fornell 1985; Urban, Carter,
Gaskin and Mucha 1986). The pioneering brand is novel and interesting, and
tends to attract much more attention from consumers than a redundant, less
interesting, copycat brand. Moreover, the phenomenon has very important
implications for managers since it suggests that all firms should try the best to
get their high-tech products and services to the market as soon as possible.
Extending the above discussion to high-tech products, the researchers
hypothesize that consumers apply their images of service operators to evaluate
the quality and performance of high-tech products such as mobile

attributes” levels of importance (for example,

communications services and make their purchasing decisions. Therefore, the
following hypothesis is proposed:

Hypothesis 3: The company image of mobile communications services has an effect
on consumers’ purchasing intention toward its brands.

Product Design

Products have their own images that serve to influence consumers in their
perception toward the product quality and their decisions on which brand to
purchase. These product images stem from their features, design, physical shape,
and functions. Prior studies on technology adoption show that users’ perception
of usefulness and easiness of using a new information system determine their
adoption (e.g. Davis 1993; Venkatesh and Davis 2000). Expanding the ideas of
human-computer interaction and information search theory by Alba et al.
(1997), the researchers propose that the way consumers assess a set of mobile
hand-set characteristics such as navigation structure, hand-set design and
contents influences their subsequent evaluations of product quality and
purchasing intention.

“Navigation structure” is defined here as the organization and hierarchical
layout of the contents and pages in a mobile handset. This structure governs a
user’s forward and backward movements through a control panel and can be
characterized as the number of clicks it takes to get into and through the site.
“Hand-set design” refers to the tangible aspect of the mobile communications
that reflects the perceived attractiveness of a mobile handset. Accordingly, the
researchers hypothesize that the aesthetically pleasing handset design offered by
the operators of mobile communications services should attract consumers if it
generates their pleasurable feelings in association with the mobile
communications experience. Thus, the perceived attractiveness of a handset
design should be positively associated with consumer’s purchasing intention of a
specific brand. The logic described above leads to the following hypotheses:
Hypothesis 4: The handset design and function offered by the mobile
communications service operator have an effect on consumers’ purchasing intention
toward its brand.

METHODOLOGY

A Survey Questionnaire and Samples

The researchers designed and developed a 14-item questionnaire and apply it to
conduct focus group interviews with college students. To measure the
perceptions of attribute variables, this study employs interval scaled (Crask and
Fox 1987) questions, in which respondents are asked to indicate their degree of
agreement on a symmetric scale for each of a series of statements concerning the
1=Not important, 7=Very




import :
toward a brand (for example, 1=Not agree, 7=Strongly agree).
study ‘ d
about mobile phone uses, costs of mobile communications,

relevant demographic items.

are between 18-30 vears old and who live in urban in Kazakhstan. A total of
selected to receive the survey questionnaire during the period from September to

the ques
the 588 respondents, 59.7 percent were female and the mean a

“ pahmiy incuned o salpsles staat

ant), their perception of each brand, and their purchasing 1_n}cn|unw
In addition, this

also included several open-end questions designed to obtain il‘ﬁ(]l‘]'!.l{.illon
and additional

The targeted population in this survey study was the young consumers who
1000 students at the School of Business, KIMEP University, were randomly

November 2004. Of the randomly selected students, 729 corpp]cted and relurncq
tionnaire. After carefully screening, 588 were considered as useable. Of
ge of the student
respondents was 24.7 years: 18-20 years old (23%), 21-25 years old (49?6), %?ISO
years old (28%). About 45 percent of these respondents were working either
part-time or full-time in industries such as managemcny consulting firms, banks..
financial institutions, oil and gas companies, foreign invested consumer gm?ds,
companies, and automobile dealer shops. The phenomer?on t.:)f student worlfmg
full or part time is quite normal in developing c01:mlr1es since they have to
support the relatively high tuitions of attending business school;. T‘he Iz!w?ra%e
endd AR0JISIY per vear._which is resik ! o
high when compared to the GDP per capita in Kazakhstan of about US$2,400
for the year of 2004. Therefore, the income level of the sample was not a
sentative of the broader population.

l’f-‘P_li_c}‘:zﬂ respondents were fpcnding an average of about 31 US do!larsl
(Mean=$31.3, Standard Deviation of 8.D.=25.393) for the monthly expensi:s of
mobile communications services and had an average of 4 years (Me:fnd4.2,
$.D.=1.806) experience in using mobile communications services. During thf:
average of 4-year service subscribing period, the rcspondents had changed thclg
mobile phone-number more than two times (Mean=2.2, S.D.=1.618) an
replaced mobile handset about 4 times (Mean=3.8, 5.D.=3.482).

[l
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Measurement, Reliability and Validity

Prior to the data analysis, the researchers reviewed a number of indt_:pcudct'n
variables in order to determine the best combination of lhcse: variables in
explaining the constructed common factors. Of the 14 items |f|.the _:;l::rvey'
questionnaire, 13 resultant variables have the extracted com;:nunalltu?s of l{.rger
than 0.500 with the exception of the “customer service” variable wh!ch has lhe:
communality of 0.472. The “communality” ref'cfs to the proportion of m_g
variance in a particular variable that can be explained by thF common facltors.
To find a variable reduction scheme that would result in the best lmea_r_
combination of independent variables, the principal components analySt'.a
procedure was applied to transform the original variables (rcsponses' lo.the 14
items in the survey questionnaire) into the new set of linear combinations or

components. To increase the interpretability of components and parsimony,
Varimax rotations with Kaiser normalization procedures were employed, and
then the principal component analysis was conducted. After conducting the
principal component analysis, the researchers derived a four-component model
in which each component is represented by the linear combination of three or
four survey items that have the highest loadings (>0.500) with the component.
As an example, the component of “company image” is the linear combination of
the three survey items labeled as company size, company image, and the number
of mobile subscribers of a company; the component of “service price” is the
linear combination of the three survey items labeled as discount program,
communications charge, and purchasing subsidies; the component of
“communications service quality” is the linear combination of four survey items
labeled as connecting speed, communications quality, area of coverage, and
communications security; the component of “product design” is the linear
combination of three survey items labeled as hand-set design, contents
providing, and value added services. Results from the above analyses indicate
that the total variance of the model explained by rotation sums of squared
loadings has the cumulative value of 59.515%.

Validity is the accuracy of responses to a measure. Establishing predictive
v Lsgmsgasruer Vditaty invoived tné aétarted exdmuriation” ol response trequencies
and relationships. However, measurements used in many marketing research
tend to be partly valid in most cases. What this study wanted to do was to design
measurements that can maximize the degree of validity under a given level of
resource constraints. A reliable measure refers to the capacity of an instrument
to obtain identical or very similar responses from the same respondents. Internal
consistency reliability is used specifically to estimate the reliability of a multiple-
item scale to measure a single characteristic. For example, if the Cronbach’s
alpha has the value of 0.60, it indicates moderate internal consistency reliability,
and an alpha value of equal to or greater than 0.80 indicates more desirable
internal consistency reliability (Peter 1979, 15). A reliability analysis of the
measurements and correlated items in this study provided the following results:
the component of “company image” achieved the higher reliability coefficients
of Cronbach value and validity (Cronbach’s Alpha=0.789, Items=3): the
component of “service price” attained a reliability coefficients of Alpha 0.700;
the component of “service quality” obtained an Alpha of 0.611; and the
component of “product design” had the Alpha value of 0.653.

DATA ANALYSIS AND HYPOTHESIS TESTING

Importance of Attributes and Perceptions toward Mobile Communications
Brands

Marketers should consider the consumers’ perception of brand attributes when
‘they evaluate the quality of services. It is understandable that attributes as




perceived by consumers toward each brand might differ. Moreover, the greater
degree of differentiation itself alone might also affect consumers’ pret"erencg
toward a brand. In short, marketers should consider both the importance of
attribute and the greater differentiation of attributes between brands as the
primary factors that influence consumers’ brand preference. The rcsearcl}ers
identified the main attributes that have greater importance and at the same time
have higher levels of differentiation effects between brands, and called them as
the “determinant attributes.” Examples of such attributes include area of
coverage, service charge, and purchasing subsidies (see Table 2).

TABLE 2. IMPORTANCE OF ATTRIBUTES AND CONSUMERS’ PERCEPTIONS TOWARD THE BRANDS OF
MOBILE COMMUNICATIONS SERVICES IN KAZAKHSTAN

comm ons services influence consumers positively in their purchasing
intentlon toward the brand (see Table 3), In other words, the better the
percelved quality, the higher will be the purchasing intention of consumers
towand i specific brand.

The “Hypothesis 2: The price of mobile communications services has an effect on
consumers ' purchasing intention toward a particular brand” was empirically tested
by the sutvey data, and the analyzed results show that it is statistically significant
at the 5% significant level (t-value=6.481, p-value=0.000). That is, the price of
mobile communications services influence consumers in their purchasing
intention toward the brand.

The “Hypothesis 3: The company image of mobile communications services has
an effect on consumers’ purchasing intention foward its brands” was empirically
tested by the survey data. The testing results indicate that the hypothesis was

5 . pasony Mean of Pathword  'mportance | statistically  significant at the 0.01 significant level (t-value=3.100, p-
Attributes/Brands K_ij?;n_) K-mobile (S.D.) (5.D) °f“;"g’"‘°5 value=0.002). In other words, the result of the testing supports that the company
5.0 image as perceived by consumers influences their purchasing intention of its
Conumcations 6.6 (0.749) 6.6 (0.721) 6.2 (0.902) 6.6 (0.754) | brand. That is, the more favorable company image, the better will be consumers’
qua ity . . . .
purchasing intention toward its brand.
ot : 2 (0.8 6.0 (1.135 6.4 (0.923) . ! : ‘
Conpecting speed £2100.929) 621955 Lol # The “Hypothesis 4: The hand-set design and functions offered by the mobile
Coverage range 6.3 (0.892) 6.2 (0.942) 5.9 (1.436) 63097 | sorvice operator have an effect on consumers’ purchasing intention toward its brand”
Service charge 6.1 (1.202) 6.4 (0.874) 6.2 (1.144) 6.2(1.107) | was empirically tested by the data, and the test results show that it is statistically
Customer service 6.0 (1.063) 6.1 (1.006) 5.9 (1.231) 6.0 (1.049) | significant at the 5% significant level (t-value=3.154, p-value=0.002). That is,
Wit e 59 (1.084) 5.9 (1.090) 5.3 (1.099) 59 (1.104) | the |:esull of the. hypothesis lestmg' supports thz.tl the ha'nd-s_et df{Slgn ar}d
; g functions as perceived by consumers influence their purchasing intention of its
Discount program 5.6 (1.374) 5.9 (1.298) 5:241.495) ks brand. That is, the more favorable the product design the more likely consumers’
Communications 5.6 (1.331) 5.8 (1.279) 5.9 (1.036) 5.6 (1.302) | purchasing intention toward the particular brand.
security
t idi 5.5 (133 5.5 (1.442) 5.2 (1.063) 5.5 (1.350)
Contsats providing (334 TABLE 3. RELATIONSHIPS BETWEEN THE BENEFITS OF PRODUCT/SERVICE AND PURCHASING
Added service 5.1(1.221) 5.4 (1.200) 5.1 (1.276) 5.3 (1.229) INTENSION
FUxiissng 5.0 (1.263) 5.5 (1.218) 4.5 (1.760) 5.2 (1.314)
subsidies R : ioh Standardized
Company image 5.1 (1.427) 5.1 (1.453) 5.1 (1.454) 5.1 (1432) | [ndependent variables f;‘:rf;’:r‘(‘l Y::r‘gr)“‘ regression t-value Results
) e 438 (1.429) 4.4 (1.871) 5.2 (1.449) 4.7 (1.609) — weights
subscribers Service quality 0.514 (0.021) 0.689 23.9994%+ Accepted
8 i 630 4.6 (1.536)
Company size 4.7 (1.446) 4.5 (1.664) 4.2 (1.630) ( Service-ohion 0.139 (0.021) 0.186 6,481+ Aoasnt
Company image 0.066 (0.021) 0.089 3.100% Accepted
Results of Hypothesis Testing Product design 0.069 (0.022) 0.090 3.154% Accepted

The “ Hypothesis 1: The perceived quality of mobile communications services has an
effect on consumers’ purchasing intention toward a particular brand” was
empirically tested by the data obtained from the 588 respondents surveyed in
Almaty. The testing results show that the perceived quality of mobile
communications services is statistically significant at the 0.01 significant level
(the t-value=23.999, p-value=0.000). That is, the perceived quality of mobile

The dependent variable: Purchasing intension 1o a brand
R=0.727, R Square=0.530, Adjusted R square=0.526
** p<0.05, ***p<0.001 statistically significant at =0.05 with 95% confidence interval




The Differences of Perceived Benefits by Young Consumers toward Mobile
Communications Brands in Kazakhstan

This study further investigated the mean score differences of benefit factors
among brands by the application of an analysis of variance (ANOVA) to the
survey data in order to identify any significant differences among the perceived
benefits. The results of data analysis suggest that service price and
communications service quality are statistically significant at the 0.01 significant

levels (see Table 4).

TABLE 4. DIFFERENCES OF BENEFITS PERCEIVED BY YOUNG CONSUMERS TOWARD BRANDS OF
MOBILE COMMUNICATIONS IN KAZAKHSTAN

Benefit factors Ml:_"‘cr;]?f Me;;:bc;;"cli— []:: 5?;0(;2 F-value P-value
Company image 0.069 -0.147 0.138 2.599 0.051
Service price -0.165 0.265 0.046 8.648 0.000
Service quality 0.122 -0.089 -0.419 6.016 0.000
Product design 0.008 0.100 -0.557 4.984 0.002

Results of this study suggest that mobile communications markets for young
consumers in Kazakhstan can be segmented into the four subgroups of:

(1) Company image-oriented group which patronize company;

(2) Price-oriented group which is more sensitive to price;

(3) Service quality-oriented group which seeks a high communications service
quality;

(4) Product design-oriented group, which looks for aesthetic product features.

Perceptual/Positioning Map and Repositioning

Perceptual /positioning mapping is developed to help marketers to determine
how certain characteristics of their products or brands can best appear to
consumers in relation to competitive brands. It enables marketers to identify
areas in which consumer needs are or are not being adequately met and then to
search for gaps in the positioning of a particular product or service among
competitors. For example, if a mobile telecommunications service operator
wants to introduce a new mobile telecommunications product or brand to the
generation Y markets, it may utilize perceptual/position map to uncover a niche
of consumers who have a special set of interests that are not being adequately or
squally addressed by other mobile service operators serving the same
demogtaphie segment. Results from the mapping allow the service operator to

Hon e new produet or brand specially focused on the consumers’ interests.

I (e determinnnts of the two most critical benefits of service price and

communications service quality identified, the researchers were able to depict a
perceptual /positioning map of mobile telecommunications market by brands in
Kazakhstan (see Figure 1).

Positioning conveys the conception of how the product or service can fulfill
the needs of consumers. A good positioning strategy should correspond to
consumers’ needs and enable the features of the brand or products to compete
against its competitors. The result of successful positioning strategy should result
in a distinctive brand image, which consumers can rely on in their product
choices. In today’s competitive environment of high-tech products and services,
a distinctive product or brand image is one of the most important factors, but
also very difficult to create and maintain. As products become more complex
and with higher technological contents, the marketplace become more
competitive, and consumers have to rely more on the product image and
claimed benefits than its actual attributes in making their purchase decisions.
Regardless of how well positioned a product appears to be, the marketers may be
forced to reposition its product in response to new market events such as
competitors are cutting into the brand’s market share or too many competitors
are stressing the same attributes. Another reason for repositioning a product or
brand is to satisfy changing consumer preferences and to beat down the
con_1petitors in the market. Once the competitive set has been defined, the next
logical step is to uncover any strengths or weaknesses of these competitors who
could influence the sales potential of the company’s brands. Based on the
competitive advantages of brands, this study simulates a company’s marketing
strat.egy based on the determinant benefits; communications service quality, and
service price within the specific market segments. The examples of stimuli and
marketing strategy are shown at Figure 1.

FIGURE 1. AN EXAMPLE OF PERCEPTUAL/POSITION MAP BY PERCEIVED BRAND BENEFIT
OF MOBILE COMMUNICATIONS SERVICES IN KAZAKHSTAN
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MANAGERIAL IMPLICATIONS AND DISCUSSION

Consumers have a number of enduring perceptions or images that are
particularly relevant to products or brands marketing. Products and brands have
symbolic value for individuals, whose purchases of certain products and
patronizing brands are attempts to preserve or enhance their self-images. This
study reviews consumers’ perceived benefits of products, services, brands, prices,
product quality, and service providers. Most new products fail because they are
perceived as “me too” offerings that do not offer potential customers any
advantages or unique benefits over competitive products (Bronnenberg and
Wathieu 1996; Carpenter and Nakamoto 1990). Marketers of different brands in
the same product category can effectively differentiate their offerings only if they
stress the benefits that their brands provide rather than the physical appearances
of their products. The benefits featured in a product’s positioning must reflect
those attributes that are important and correspond to the needs of the targeted
consumer segment.

Results of this study further suggest that firms should develop a repositioning
strategy based on the determinant attributes and benefits if they can be
differentiated. The positioning and repositioning process should execute a series
of steps that provide a base for designing the marketing mix in consistent with a
market segment. First, identify the specific consumer needs and benefits desired
by the targeted segment. Second, applying the perceptual mapping technique to
identify and analyze the perceived benefits and images of each present and
potential competitor. Third, search for an unique position that offers a
combination of deterministic benefits. Fourth, design a marketing campaign to
communicate with consumers about the benefits of its brands rather than
competitors” brands, and finally continue to monitor the market, to periodically
reviews of changing consumer preferences in order to introduce a timely, better
offering.

High-tech markets are increasingly complex, shorter life cycles, and the need
of rapid decisions (Bridges, Coughlan and Kalish 1991) because of the increasing
competition and continually evolving consumers’ expectations. For these
reasons, high-tech companies usually rely on a product innovation (Dugal and
Schroeder 1995) rather than the needs of the consumers. This often incorporates
with a marketing failure (Rosen, Schroeder and Purinton 1998). Consumers use
the attributes of the product category rather than brand attributes to assess the
attractiveness of innovative new products (Boyd and Mason 1999). A research
suggests the proficiency of marketing activities and product quality as the
controllable factors of new product success (Calantone, Schmidt and Song
1996). A new product with a well-known brand name is to provide consumers
with o sense of familiarity and security by leveraging positive brand
ohntneteristies in o product category (Han 1998). Accordingly, the researchers
conelude that brand pioneering based on the needs and benefits of consumers

have become a beloved marketing strategy for the introduction of new high tech
products in today’s competitive marketplace.

CONCLUSION

This study is an empirical research to identify the present position, to set the
direction of repositioning with a product category and within a segment, and to
develop how to differentiate a firm’s product or brand offerings against
competitors within the set of market structure. Information about other brands
comprising the competitive set is crucial to the brand manager in developing
marketing strategy for the brand. However, the complexity and uncertainty that
face most business firms today in their rapidly changing operating environment
have a major impact on the positioning strategy. As a result, many managers
have experienced the frustration of not being able to predict the future with a
desirable degree of accuracy and not having sufficient information to understand
competitors’ movements and strategies, and not having sufficient time to engage
in necessary long-range planning activities.

The results of this research indicate that consumers want better
communications service quality, faster connecting, wider area of coverage, and
lower service charge. Consumers are looking for product/service quality and
price utility. In a way, marketers identify the specific consumers’ needs, and
benefits perceived by consumers within the targeted segment through their
perception toward products and brands, analyze the perceived images of each
present and potential competitors by perceptual/positioning map, and then
introduce a better offering with a combination of deterministic benefits.

LIMITATION AND FURTHER RESEARCH SUGGESTIONS

Marketing changes are occurring at the time as firms are approaching their
strategy formation. As long as it is unable to predict changes accuracy and as
long as consumers’ preferences keep changing, the implications of this research
should be interpreted with care. Given the results of this research, additional
studies should concentrate on multi-attribute attitude model (Ajzen and Fishbein
1980) in order to focus on specific brands. Consumers’ attitudes toward a
produgt or brand are the function of their perception and assessment of the
produet’s deterministic attributes. Additional studies should be conducted to

extent eurrent marketing information and practices to high-tech products or
brands,
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THE COMPARATIVE ADVANTAGES OF THE PRESENT AND FUTURE
PAYMENT STRUCTURES FOR AGRICULTURAL PRODUCERS IN
UZBEKISTAN’

INNA RUDENKO™ AND JOHN LAMERS

In the aftermath of independence from the Soviet Union in 1991, the republic of Uzhekistan fn Central A's'ia
is in the process of rebuilding and restructaring ifs agricultural sector o strengthen seff-sustained p.mducrmn
and consumption. One avenue being pursued is the privatization of the former state and co-operative farms,
the investment in modem farm fechnology, although training of farmers has so far been neglected. However,
the present payment structure upheld by the Government of Uzbekistan (GoU) for target crops .\‘u{.‘h as
cotion and winter wheat is often criticized and pointed out as the key obstacle to the income generation of
agricultural producers as well as for building the necessary farm capital for investments and long-term
pm”;?‘:f‘swdy uses secondary data to analyze the present factors influencing the profitability of zfgrfcuimm!
producers and the dynamics of the profitability rates in the administrative district of KS‘rorezm in the Ar‘u!
Sea region of northwest Uzhekistan, Present and future profits were compared using various price scenarios
by including domestic as well as world market price combinations with the assistance of simulation models.
The results shed unexpected light on the present generalizations that Khorezmian producers would be mluch
better off vbtaining higher prices for their commodities instead of selling to the Govemment at fncec{ prices.
The findings of the simulation scenarios showed that isolated reforms such as increased farm gate prices will
only marginally facilitate these anticipated effects, but vather a package of reforms is necessary, which hc{s
ot been considered in the on-going discussions. Introducing higher output prices as an isolated measure is
unlikely to increase revenues, but rather should be complemented with a range of pmcedulr?s, inclucling
education of farmers and introduction of altemative agricultural practices, leading 1o a judicious and' mare
efficient use of inputs. Only when the discussed measures are applied in combination can the anticipated
inarease in agricultural income be realized.

CPABHUTEJIBHBIE TIPEUMYILECTBA CYIIECTBYIOUER X BO3MOKHOH
CTPYKTYP TUIATEXKEN JUIH CEJILCKOXO3SMCTBEHHLIX [TPON3BOJMTEIEN
B V3BEKHCTAHE

HHHA PYAEHKO M JIKOH JIAMEPC

PecnyGmnia Yabexucran, pacnonowennas 8 Lenrpansuoi AsuM # KOTHA-TO BXOAMBINAA B COCTAB
Conerckoro Coosa, ¢ 1991 roga Haxomdres B [polecce NCPECTPORKH W PeCTPYKTYPH3ALH
CUINCKOXOIMHCTECHHOIO CERTOpa © Lelbio YKpelneHHs CaMonoICpkHBaIoNIero NPOHIBONACTEY M
norpebnenns. CpejcrsaMu Uis JIOCTHXEHHS NOCTARNCHHAIX 3[4 ABWIHCH NPHBATHIAUMS ObIBLIHX
FOCYMPETHERNBIX  KOUICKTHBHLIX XOISHCTB, WHBECTHIHH B COBPCMCHHBIC TCXHOIOIMH M ke
obyuenne depmepos. B 1o ke BpeMA  CyMIECTBYIOIAN CTPYKTYpa mjatesmeil, OcyulecinisemMan
MPABHTENLCTROM, 30 TAKHE KYJIBTYPb KAK XIOTIOK W O3MMAs TICHHIA HacTO RPHTHRYCTCH K CUWTacics
OCHOBHBIM  NPCOATCTBACM  JUIA  0OJYSCHHA  NPpHOBUTH M HAKOTLIEHHS CeMbEKOXO3HOTBEHHbIMH
NPOMIBOAHTCIAMHE  KalMTANR, HEODXOMMMOND JUIR  JAnbHERIIHX  HHBECTHUHIA M ADATOCPOUHOTO
NARHUPORIHKA. OCHOBLIBINCE 1A BTOPHUHBIX JRHHEIX, B npejviaraesMoi paboTe aHAIHIHPYIOTCA

* Innin Rudenko wishes 1o scknowledge the contridution of Lohn Lamers and Colin Davenport to this research
** Inna Rudenko, Doctorl Pellow, Center for Development Research, Walter-Flex-str.3, D-53113 Bonn,
Giermuany, irudenko@®mall ru} irndenko@uni-bonn.de

*** John Lamers, ZEF/UNESCO Khorezm Project Coordinator; jlamers@zef.uzpak.uz

daictopsl, nowmABIIKE 10 PenTAGENBHOCTE  XOIHACTI W AMETCH AMIIMIKS Ypormei penTabenniocti,
€ NOMOUILIO AMHTALHORHLIX MOJENCH © PAsTMUHLIME CHEHAPHAMM, BINOMDIOIMME WIYTPENINE |
MHPOBBLIE UCHBI;, 4 TAKKE HX KOMOWHAIMH, ObUM conoctamichibl ACHCTUHTCNLIME W BOAMONIbIE
AOX0/1b! CENBCKOXOIHHCTBEHHLIX NpoHIBoanTecH. Pesynbrarsl ¢ HeoRHAnuRON CTOpOULl BMCRETHIN
ofmenpHisToe MCHHE O TOM, 4To Gofce BHICOKHE LEHK HA CEILXOT MPOAYRILAK npunecan Gw
yabexckum npoussopntessim Gonsute npubbumr. TonyyeHnnie A5 AMATOUMONIBIX CHCHAPHER HAHLIE
CHHCTENLCTBYIOT O TOM, YTO YBC/MYCHHC UeH caMo no cebe He CrOcOGHO HPHHECTH ORUAICMBIC
PEIYALTATH ¥ 4TO, SRopee Beero, notpebyerca uenwii maker pedopm, ne PacemMaTpHBRCMBIX, O/IHAKO,
B pannoii paGote. Bosiee BHICOKAN 1UIATA 3 CENBXO3 NMPOIYKIHIO B KavecThe HIOIHPOBAHNOA pehopmel
HE CHOCODHA YBENMUMTS OXO/BI, 8 CKOpee JAomKAa GRITh JONO/MHCHA LEABIM PAIOM MCPONPHNTHIL,
BITIONAA NOBbINeHHe 3Hannii pabOTHHKOB Ceila, BHCAPCHHE ATBTEPHATHBHBIX CeIBCKOXOIANCTRCHHEIX
NPAKTHE, crocofeTsyiomnx pasymomy # Gonce sqdertuBHOMY HCTONBIOBAHKIO BKIAIBIBACMEIX
pecypcos. Yenaembiif pooT JOXONOB B CENBCKOM XOBHCTHE MOXKET ObITh AOCTHIHYT TONRKO B
KOMBHHALME ITHX MEPOIPHSITHH,

INTRODUCTION

In the aftermath of independence in 1991, the agricultural sector of Central
Asian Uzbekistan has constantly been the target of legislative and governmental
reforms and regulations. The agricultural sector, which contributes one-third to
GDP and is most important for prosperity of the whole nation, has experienced
numerous reforms, of which only some were favorable for producers. Prices for
agricultural products did not rise as fast as the cost of inputs, the irrigation
network proved to be outdated and inefficient, and update technology had not
yet been introduced (Martius et al. 2004). Public extension services are non-
existent, agricultural research is now rarely conducted and complementary
services for private farmers, such as extension provision and soil laboratories, are
lacking. On the positive side, land reform has been completed and water user
associations (WUAs) have been created, so that local users could share
responsibility for water distribution.

International institutions have placed the Government of Uzbekistan (Gol)
under continuous pressure to accelerate and extend agricultural reforms. The
World Bank (2003) stated, “A minimum set of critical reforms are needed to
provide the impetus for growth as the Uzbek economy moves towards a more
decentralized market economy. ...Prices in the domestic market should generally
reflect international prices. ...State procurement quotas for wheat and cotton
should be further reduced and farms given freedom to dispose of the products
over the state procurement levels at their own discretion and prices for these
products should be liberalized. ..In parallel to the reduction in state
procurement and agricultural price liberalization, agricultural sector should be
involved in the agro-processing industry, also marketing infrastructure, storage
and transportation services, and tolling arrangements for cotton should be
encouraged”.

In line with the World Bank country assessment, the GoU eased target crop
production and undertook various attempts to amend the price system.
According to governmental regulations (amendments to the Decree of the
Cabinet of Ministers # 477 dated from 19.12.2001 and # 27 dated from



19.01.2002), the shares of target crops submitted to the Goll at a fixed price will
be decreased. Thus, the share of cotton accepted by the Goll at a fixed state
price was set at 30%, and 20% was to be bought at a contractual price. Farmers
could sell the remaining 50% of the cotton harvest at their discretion. However,
there are no free cotton markets in Uzbekistan, so all cotton was and still is sold
to the GoU at a fixed state price. Wheat turn-in shares were 25% of the planned
harvest at a fixed state price, 25% at contractual prices and 50% at market
prices, which is usually twice as high as the state price (Ruzmetov et al. 2003).
Likewise cotton, wheat shares and price differentiation are rarely followed in
practice,

It is often advocated (e.g. Murodov 2002) that agricultural producers would
gain higher incomes if they obtained world-market prices for their products.
Although it is questionable that this price level will ever be paid to farmers at all,
in any case paying higher prices to farmers would restrict the government's
ability to provide the present subsidies which kept the prices for inputs relatively
low until now.

In principle, the GoU intends to increase state prices for cotton, wheat and
rice by 50-55% every year to support agricultural producers (Ismailov 2003).
However, as concluded elsewhere (Rudenko 2003) this price update is
unrealistic. Qutput prices increased moderately, while input prices rose at a
faster rate. Thus, the liberalization of prices led to the rapid growth of prices for
industrial products, such as fertilizers and fuel. In contrast, much slower growth
was registered in prices for agricultural commodities. This disproportion in price
growth greatly affects the profitability of agricultural producers.

Until recently the production of the target crops rested mainly with shirkats,
which are large-scale agricultural producers, which arose from the former
collective farms in 1998. Shirkats have large cropping areas and inherited all the
production factors and infrastructure from the collective farms. Despite the
seemingly favorable working environment, such as agricultural machinery parks,
privileges in the acquisition of inputs, priority in water use, and governmental
support, profitable production in shirkats was not sustained. In Khorezm, for
example, in the northwestern region of Uzbekistan, only 6 shirkats out of 117
were profitable in 2002 and 7 shirkats out of 102 in 2003 (Annual reports of
Khorezm district Agriculture and Water Resources Management Office
“OblVodKhoz”). The least profitable shirkats were and still are being
transformed into private farms. Given the different views on the influence of
production factors on the profitability, this study intends to define those factors
that influenced the profitability of shirkats and to analyze the dynamics of
profitability rates under different price scenarios to support policy makers in the
decision-making of future price scenarios.

METHODOLOGY

Description of the study site. The research was conducted at four shirkats in
Khorezm district (41°41' N latitude, 39°40' E longitude and altitude 113 m).
Khorezm is the smallest administrative region of Uzbekistan. It borders the
southern edge of the ecologically degraded Aral Sea area and is one of the most
problematical areas regarding salinity, irrigation water availability and overall
crop performance (Martius et al. 2004). The climate in Khorezm is arid and
sharply continental, as characterized by hot summers with temperatures rising to
+45°C and cold winters with temperatures falling as low as -20 °C (Glazirin et
al. 1999). The annual evaporation of about 1626 mm is far in excess of the
annual long-term average precipitation of 100 mm, and hence agriculture is only
possible with irrigation. The four representative shirkats were randomly selected
by profitability rates in 2001-2002. The geographical distribution represented
their location with respect to the Amu Darya River, which is the main supply of
irrigation water.

Data collection. The survey combined structured (questionnaires) and semi-
structured interviews. Primary data on agricultural production included input
and output quantity and prices, which were collected through questionnaires. In-
depth information was collected on farm labor force, physical assets, farm
equipment, land use, plant and livestock production. Concurrently, secondary
data was collected at regional and district statistical offices for crosschecking and
to complement the primary data. First a rapid analysis was conducted to
determine possible data gaps. When necessary, revisits occurred.

Simulation scenarios with domestic and world market prices. At the time this
survey was conducted agricultural producers were growing vegetables, fodder
crops and the so-called state crops: cotton, winter wheat and rice. The state
order was recently abolished for the latter. Based on real production data, de
facto gross margins (GMs) were calculated for the whole range of crops
cultivated by the selected shirkats. Gross margins were calculated as the
difference between direct variable costs, such as seeds, fertilizers, fuel and labor,
and the gross return. Further analysis and simulation scenarios focused on the
crops with negative GMs and largest cropping areas (cotton, winter wheat, and
rice), leaving aside those crops, which had positive gross margins under the
present payment structure. These simulation scenarios consisted of two sets of
eight seenarios each (see Table 1), representing different combinations of the
world market prices for commodities as well as for inputs. Prices in these two
sets, other than cotton, were the same. In the first set the export border price for
cotton was used in the calculation of GMs. In the second set use was made of
the “hypothetical” farm gate price (see Table 2). A second set of scenarios
examined the adjusted farm gate price for cotton. This is the price farmers could
have reeeived (instead of the actual received state procurement price) after the
exputt border price was adjusted for raw cotton processing, transportation and
marketing. Local ginneries have the capacity to transform about three kilograms



of raw cotlon into one kilogram of cotton lint, thus a 32% conversion ratio was
applied in farm gate price calculations (see Table 3).

Rate of return (RR) shows how much income is generated per each invested
monetary unit. RR was estimated for the main inputs as the ratio of GMs to the
cost of these inputs.

TABLE 1. SCENARIOS COMPARED IN THE PROFITABILITY ANALYSES

—

Scenario Inputs Outputs Seeds Fertilizers Diesel
| D D
2 WM WM
3 WM WM D
4 WM WM WM D
5 WM WM WM WM D
6 WM WM D D WM
7 WM WM D WM D
8 WM WM WM D D

D= domestic prices
WM= World Market prices

TABLE 2. PRICES OF THE DIFFERENT SCENARIOS, US§ PER UNIT

Scenarios

Unit | 2 3 4 5 6 7 8
Commodities:
Cotton (set 1) ke 0054 0351 0351 0351 0351 0351 0351 0351
Cotton (set2) ke 0054 0226 0226 0226 0226 0226 0226 022
Wheat kg 0035 0139 0,139 0139 0139 0139 0139  0.139
Rice kg 0100 0271 027 0270 02710271 . 0271 0.27)
Seeds:
Cotton kg 0072 0085 0072 0085 0085 0072 0072 0.085
Wheat ke 0079 028 0079  0.28 028 0079 0079 028
Rice kg 0068 0013 0068 0013 0013 0068 0068 0013
Diesel lire 0.057 0536 053 053 0057 0057 053  0.057
Fertilizers:
Nitrogen ke 0047 0224 0224 0047 0224 0224 0047 0.047
Phosphate kg 0093 061 0.61 0093 061 061 0093 0.093
Potash kg 0033 0168 0.68 0033 0168 0168 0.033 0033

Note: Set 1: export border prices for cotton lint; Set 2: farm gate price for raw cotton

In the baseline scenario scenario 1 only domestic prices (prices received by or
paid to agricultural producers) were used, which represents the current situation.

[n seenario 2 only world market prices (valid for the year 2001) for all inputs and
outputs were used, which is the extreme opposite to the current reality for the
producers. In scenario 3 it was assumed that seeds could only be acquired at
domestic prices, whereas all the commodities were valued at world market
prices. Since chemical fertilizers are produced in Uzbekistan, scenario 4 assumed
that these fertilizers are acquired at domestic prices. A similar consideration was
introduced for diesel. Since this commodity is produced in the country, scenario
5 evaluates the profitability with the domestic price for diesel. Other scenarios
assessed different input price combinations: either seeds and fertilizers are made
available al domestic prices (scenario 6), or seeds in combination with diesel
(scenario 7) or a combination of fertilizers and diesel (scenario 8).

According to the Center for Economic Research (Report 2004/02), the
transport and marketing share of the border price for cotton lint is 17.89%, while
the processing share is 17.61%. Hence, agricultural cotton producers could have

received about 0.235 per kg cotton lint in 2001 if they were paid the world
market prices for cotton.

TABLE 3. PRICES USED FOR THE ESTIMATION OF THE FARM GATE PRICE FOR COTTON

Export border price for cotton lint, US$/kg 1.09*
Conversion ratio, % 32

Border price for raw cotton, US$/kg 0.351
Marketing and transport cost, US$/kg 0.063
Processing cost, US$/kg 0.062
Farm gate price for raw cotton, USS$/kg 0.226

* Export border price for cotton lint = cotton export value/export volume

Simulation scenarios with various levels of state procurement prices. Low or
absent profitability rates can be caused by low output prices. To analyze what
would happen to these profitability rates if output prices for the state crops were
increased by the state, a set of different price change scenarios were examined.
The rate of;?mﬁtability may change with rising gross income by lowering the
prime cost of the product or the whole enterprise by changing the structure and
volumes of sales. The dynamics of profitability rates were traced for the year
2003, based on the price levels determined in the price change scenarios and
according to the following equation:

Pl ~P0

ARp = x 100

Z0

PO equals state prices and Z0 the real prime costs of crops in the
- shirkats. P1 is the price determined in the state procurement price

bnarios for each of the surveyed shirkats.



RESULTS

Price analyses. Prices received to, or paid by the surveyed shirkats followed the
basic trend of disparity in growth similar to the rest of Uzbekistan. Commodity
prices rarely reached the 50-55% growth rate stated in the regulations (see Table
4). Concurrently the average input costs in the surveyed shirkats increased
substantially. The gross revenues increased moderately but since the production
costs exploded, agricultural producers faced losses or in best cases low
profitability rates.

TABLE 4. AVERAGE GROWTH (DECLINE) IN PRICES, PAID OR RECEIVED BY SHIRKATS, IN %

2002/2001 2003/2002
Commodity
Cotton 37 61
Wheat 23 -10
Rice -5 -24
Seeds
Cotton 41 76
Wheat 26 26
Rice 81 -32
Fertilizers 92 31
Fuel 69 70

Source: own caleulation

De facto gross margins. GMs of major crops, estimated based on the actual
production data from the relevant year, showed that rice was a profitable crop
(see Table 5). GMs also explained the reason why farmers are often reluctant to
grow cotton, as it was usually less or non-profitable to them. Those shirkats
located close to the Amu Darya river, such as SH (shirkat) “Amudarya” and SH
“Urgench”, had positive state crop GMs (especially for rice), aside from cotton
in 2002, in “Amudarya” and in 2003 in “Urgench”.

TABLE 5. GROSS MARGINS IN SURVEYED SHIRKATS, USS PER HA

Shirkat Year Cotton Wheat Rice
2001 15 58 151
Amudarya 2002 -22 50 161
2003 32 5 180
2001 40 41 138
Urgench 2002 8 128 210
2003 -5 8 97
2001 -51 -29 *
Avaz Otar 2002 -81 20 2
2003 -95 -31 61
2001 -132 -66 *
Pakh. Makh. 2002 -44 71 136
2003 -56 =71 -169

Source: own calculation.
*Rice was not grown.

Simulated gross margins. The GoU sells cotton at world market prices, which
are much higher than the prices paid to agricultural producers. The latter receive
prices equivalent to one third of the world market price. However, inputs for
agricultural production in the world market must also be procured at much
higher prices as well. The difference in domestic versus world market prices for
inputs, valid for the year 2001, appears to be even higher than the gap between
the output prices (see Table 0).

TABLE 6: DIFFERENCES IN THE WORLD MARKET AND DOMESTIC PRICES, 2001, USS PER UNIT

Domestic price World market price Ratio, times
Commodities:
Cotton (export border price) 0.054 0.351 6.5
Cotton (farm gate price) 0.054 0.226 4.2
Wheat 0.035 0.139 39
Rice 0.100 0.271 2.7
0.072 0.085 1.2
0.079 0.280 3.6
0.068 0.013 0.2
0.057 0.536 9.5
0.047 0.224 4.8
0.093 0.610 6.5
0.033 0.168 5.0

Source: own calculation, FAO and ASTA websites.
A ratio time indicates the ratio of domestic prices lo world market prices.
*Exchange rate in 2001 was about 1500 soum per US$.



To examine the assumption that agricultural producers would gain more in a

free market environment, possible GMs were calculated using the example of

one non-profitable (Avaz Otar) and one profitable (Amu Darya) shirkat, one
private farm and with average indicators of Khorezm province. Table 7 depicts
these estimates as well as the total costs per hectare when implementing world
market prices into local agricultural production according to the various

‘ TABLE 7. GROSS MARGINS OF VARIOUS SCENARIOS, LSS PER HA (CONTINUED)

-é! Set 1

scenarios.,

TABLE 7. GROSS MARGINS OF VARIOUS SCENARIOS, US$ PER HA

Set 2
. ’ Cotton W Wheat Rice Cotton W Wheat Rice
ﬁ'm units Scenario (border price) (firte gt
price)
Oblast average et : 237 e ] 37 122
: "&’2 e G S g TR RS T
3 94 176 99 94 176
4 555 139 298 249 139 298
5 626 185 359 320 185 359
6 556 251 345 250 251 345
7 628 192 273 321 192 273
8 777 296 467 471 296 467

Set 1 Set 2
Farm units Scenatio Cotton W Wheat Rice Cotton W Wheat Rice
(border price) (farm gate
price)

T - _ 58 151

Profitable  [EEIIENE T
shirkat 8 501
393 588

-66 512

108 878

P;ﬁ:-;t]::le 452 577
509 964

52400 330

-29 :

Bl g ' .

-5 *

Nonprofitable 1 &

shirkat 102 ’

207 +

117 *

{18 224_ ! 3

e 0

36 0

3 -44 970
4 57 1064

Private farm 5 764 35 981 433 35 981
6 75 970
7 97 1053
8 530 176" 164
659 . 1098 0

Source: own calculation
*Rice was not grown

Calculation of GMs of the three major crops for the year 2001 showed that
rice was usually the most profitable crop, even under the present price policy in
Uzbekistan.

Under scenario 1, the non-profitable shirkat and the private farm did not
manage to cover their prime production costs, which resulted in negative GMs
for all crops. Although the district average GMs for all three crops were positive,
there is a question as to if the average agricultural production indicators as
reported by OblVodKhoz were real.

The results from scenario 2 indicate that the production of wheat valued at
world market prices would not give any profits to agricultural producers, whereas
rice would definitely increase their income. This was especially true for private
farms, where resources are used more efficiently. As depicted in Table 7, the
farm gate price, reflecting the world market price for cotton, gave in almost all
cases a far lower GM than when the export border price was used. In addition,
even the latter prices were insufficient to cover total expenses per ha for each
crop cultivated at these farms, except in the case of the profitable shirkat. Since
crops used in the different scenarios require different levels of inputs, the GM
estimates that result from implementing world market prices under the different
scenarios obviously depend on the application amounts of the most expensive
inputs: fertilizers and fuel. Under scenario 2, seeds of all three crops gave the
highest rate of return (RR) for all farm types except for the private farm. Private
farms usually use little hired labor, and therefore labor gave the highest RR in
the case of the private farm. The second highest RR was reached by labor in
shirkats and seeds in the private farm. The third placed RR was that from
mineral fertilizers and the least RR in all farm units came from diesel fuel. This
can be explained by the fact that diesel is the most expensive input in the world
as shown in Table 6.

Break even point analyses. Another option examined was to see what level of
crop productivity should have been reached in shirkats to meet the breakeven



point in case of unchanged prices. Crop yield levels needed for the break-even
points are shown Table 8.

TABLE 8. REAL COTTON AND WHEAT YIELDS AND THE QUANTITIES NEEDED TO BREAKEVEN, 2001,
CENTNERS PER HA

Cotton Wheat
for the
real yields breakeven real yields for the breakeven

2001 26,4 36 31,7 45

Avaz Otar 2002 18 28 * *
2003 21 27 31 34,8

2001 11,8 39 10,8 31

Pakh.Makhm. 2002 17.6 25 40 *
2003 13,8 23,3 23,8 436

2001 31,2 32 51 68

Amudarya 2002 16,7 20 = -
2003 15,9 20,1 i .

2001 314 32 68 71

Urgench 2002 14,9 17 44,3 89
2003 14.8 19,7 35,5 374

Source: OblVodKhoz, own calculation,
* Production was profitable.

To increase yields, farmers may have to increase inputs accordingly, thus
increasing costs concurrently. In particular the latter may be a burden since this
would mean additional costs to producers as well as on the environment, which
would conflict with sustainable development. As shown in Table 7, surveyed
shirkats should have reached cotton yield levels, which are not that much higher
than their actual yields (except for “Pakhlavan Makhmud”) and which are
feasible in Khorezm. The opposite is true with wheat. Yields should have been
substantially and sometimes even unrealistically higher to reach the break-even
point.

Changing output prices would be another approach to pursue higher profits.
The profits of surveyed shirkats would have changed under different price levels
(Fig. 1). The production of cotton in 2001 was non-profitable in all shirkats,
despite the acceptable yields. SH “Amu Darya” and “Urgench” would need a
5% increase in state prices to reach the breakeven point, SH “Avaz Otar” a 40%
increase. In contrast, even a two-fold increase in state price would not have
helped SH “Pakhlavan Makhmud”, which had the highest production costs per
hectare. This indicates that the “losses” can be reduced by different state prices
for cotton.

FIGURE 1. PROFIT FROM COTTON PRODUCTION AT VARIOUS PRICE LEVELS 1N 2001
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The production of wheat in 2001 was also non-profitable. The difference in
state and market prices was about 83%. To reach the break-even point SH
“Urgench” would have needed a 10% increase in state price, SH “Amu Darya”
a 40%,. and SH “Avaz Otar” a 45% state price increase. SH “Pakhlavan
Makhmud” would again not break even, even with a two-fold price rise.

FIGURE 2. PROFIT FROM WHEAT PRODUCTION AT VARIOUS PRICE LEVELS IN 2001
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FIGure 3: PROFIT FROM COTTON PRODUCTION AT VARIOUS PRICE LEVELS IN 2002
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In 2002, all shirkats throughout the province harvested a maximum of half of
the planned average yields of cotton due to insect damage. In order to break
even, the greatest increase in state price for cotton was needed in SH “Avaz
Otar” (55%), SH “Pakhlavan Makhmud” would have needed a 47% increase,
and SH “Amu Darya” and SH “Urgench” would have needed a 25% and 12%
state price increase respectively.

FIGURE 4. PROFIT FROM COTTON PRODUCTION AT VARIOUS PRICE LEVELS IN 2003
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Cotton production proved to be non-profitable in 2003 as well (Figure 4).
Surveyed shirkats bore even greater losses than in previous years. SH “Pakhlavan
Makhmud”, the most heavily indebted SH, would have needed a 70% growth in
state price for cotton in order to break even. SH “Amu Darya” would have met
a breakeven point with a 27% increase in the state price and SH “Avaz Otar”
would have needed a 32% increase.

FIGURE 5. PROFIT FROM WHEAT AND RICE PRODUCTION AT VARIOUS PRICE LEVELS
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In 2003, the production of wheat was non-profitable in the shirkats
“Pakhlavan Makhmud”, “Urgench” and “Avaz Otar”. These shirkats harvested
low yields of wheat. State prices for wheat for these shirkats would have needed
to be increased by 90%, 50% and 60% respectively to reach the break-even
point. Production of rice in SH “Pakhlavan Makhmud” did not cause too much
loss, but nevertheless the state price for rice would have needed to be two-fold
higher in that shirkat for it to break even with this crop.

According to the calculation of profitability dynamics determined for the year
2003, in SH “Amu Darya” a 30% increase in state cotton price would raise the
profitability rate of cotton production by 23%. A 10% growth in state wheat and
rice prices would have led to the growth in profitability rates of these crops by
about 12% and 23% respectively.

Similar calculations of profitability dynamics in other shirkats gave the
following results: in SH “Avaz Otar” 35% cotton price growth would increase
the profitability rate of cotton production by 27%, 60% wheat price growth
would raise wheat production profitability by 42%; in SH “Pakhlavan
Makhmud” the dynamics of profitability were very weak. Even a 70%
increase in cotton price would give only a 0.41% change in profitability rate.




A two-fold increase in wheat and rice prices would raise the profitability rate
of wheat production by 0.54% and of rice production by 0.77%. In the
“Urgench” shirkat, a 35% increase in state price for cotton would increase
profitability by 26%. A 55% increase in wheat price would lead to a
profitability increase of 38%.

DISCUSSION

Most of the regulations and reforms initiated by the GoU as a means to
gradually restructure the agricultural sector have been either partially
implemented or not at all. Agricultural producers continue to have very little
freedom in making production decisions. In 2001, state crops were grown on
about 80% of the cropping areas in Khorezm (cotton - 65%, wheat - 15%), thus
leaving little area for producers to use at their discretion (for more profitable
crops). In turn, almost all yields of state crops were submitted to the
government, underlining the lack of alternatives for output turn-in and therefore
contradicting the shares of output turn-in specified in the regulations.

Governmental interference in the agricultural sector has an ambiguous effect
on agricultural producers. On the one hand, most inputs are subsidized, as were
other subsidies provided to producers in exchange for the harvests of target crops
such as cotton, wheat and rice. This also gives income security to the cotton
producers, which may be a strategy well suited to them. This could be viewed as
# profound support to the rural population, which is primarily risk-averse and
thus unprepared for a direct and rapid transition to free market economic
conditions. With the introduction of a free market, a higher level of uncertainty
in terms of employment, income, and working environment, is likely to arise in
A more conservative nation and create chaos.

On the other hand some may argue that, at the same time the GoU deprives
agricultural producers from opportunities to increase incomes by having access
to different markets. State procurement prices in the last years remained below
world market levels at about one third of the Outlook A Index for cotton.
Combined with state production targets, these low prices hindered optimal crop
choices and kept incomes below potential as concluded elsewhere (e.g. Asian
Development Outlook 2004; Baffes 2004). The agricultural sector was taxed and
it is not clear exactly where the profitability figure was allocated (Baffes 2004).

Another opportunity for local producers would be to get legal access to

regional markets in neighboring countries. On various occasions cases of

smuggling raw cotton to neighboring countries were reperted, which tend to rise
with the start of the cotton harvest campaign in Uzbekistan (UzReport.com;
BBC Monitoring 2003). Cotton smugglers are attracted by the higher prices
offered by the underutilized ginning capacities of neighboring countries. The
same is true for other crops, such as rice, fruits and vegetables, which are
unofficially exported to neighboring countries. Given the freedom to determine
the production structure and marketing channels independently, the producers

are likely to gain higher incomes. Also, as shown elsewhere (Hau and von
Oppen 2002), an increased market orientation improves farmers’ efficiency in
the use and allocation of agricultural resources.

It frequently is postulated that, in case Uzbek farmers gain higher prices for
their products, they also would make much more revenues (Murodov 2002:
Ismailov 2003). However, this would imply concurrently that the state would be
deprived from the income that is used for subsidizing inputs (Djalalov 2005), but
will continue to subsidize inputs, Hence, sooner or later farmers would also have
to pay for their inputs at e.g. world market or border prices, and thus the
potential profits will be limited. The major reason for this lies in the cost
structure.

Under the given fixed price regulations, farmers striving for higher returns to
land could achieve this by increasing their yield levels. Yet, for state order crops
this will hardly bring any advantage, since prices are fixed and determined
upfront. Adding the absence of other competitive purchasers than the
government-owned factories, there is not much room for advocating this
scenario. Moreover, strategies urging higher yields suppose that agricultural
producers have to apply increasing levels of inputs in their conventional cropping
patterns. Yet, when looking at the cost structure under the different price
scenarios, it seems that farmers already overuse inputs when compared to the
recommended norms. This leads to an increase in prime costs in the first place
and in the end is a key factor that explains the estimated low profitability. Aside
from this, overuse of chemicals such as fertilizers may engrave the already
existing devastating ecological problems (Martius et al. 2004). The comparison of
input levels showed that, in particular, seeds, fuel and labor inputs are usually
overused, while fertilizers, especially potash-containing blends, are underused.

When striving for higher profits farmers may look for options to lower their
expenses, for which potential room exists. In case, for example, farmers shift
towards conservation agriculture practices such as direct seeding or by employing
no-till practices, agricultural producers could considerably reduce production
costs and sharply reduce energy needs, which allows for fewer machinery
requirements. By not tilling the soil about 30 to 40 percent (FAO estimate) of
time, labor and fuel costs could be saved as compared to conventional cropping.
In addition to these economic benefits, no tillage agriculture reduces
environmental pollution, brings less soil damage from machinery and less wind
and water erosion, improves the soil structure and allows an increase in organic
matter content, crop yields and cropping intensities (e.g. Phillips and Young
1973; Hargrove 1990; FAO 2001). For example, under conventional cotton
cropping each field will be typically visited eight to ten times by a tractor with
different equipment. Under soil conservation tillage practice a tractor is needed
only twice or a maximum of three times during the cotton cultivation. However,
farmers are barely aware of such options due to their lack of education, as they
are trained once and then hardly exposed to progressive cultivation activities.



Moreover, as a result of the privatization process of the agricultural sector
including the land reform, many people have gained access to land. Yet, most of
today’s Uzbek farmers are not farmers by tradition, but by default. There seems
thus much room and need for the training and education of farmers. Agricultural
extension and farmer education programs are used as policy instruments for
improving the productivity of agriculture while protecting the environment.
Although the impact of such programs and the experience of extension systems
over the past few decades have been mixed, various studies estimate rather high
rates of return to investments in extension (Birkhaeuser et al. 1991), or farmer
education (Jamison and Lau 1982; Lockheed et al. 1980). A recent overview of
289 studies of economic returns to agricultural research and extension estimated
a 58% rate of return for investments in extension compared to 49% for research
(Alston et al. 2000). Although most experience of such programs have been
gained in regions other than central Asia and outside the countries of the former
Soviet Union, first indications show that this can be expected also for countries
such as Uzbekistan. In Azerbaijan, for example, reference farmers (without
access to education and extension) had less farm capital for investments and less
knowledge on production technology and hence showed a higher dependence on
off-farm income than contact farmers collaborating with an extension
organization (Lamers et al. forthcoming).

The findings show that GM for wheat production with world market input
and output prices are unlikely to give any profits to farmers. This is mainly due
to the large share of fertilizers and fuel costs in the total variable costs, reflected
both by the high world market prices and by the high requirement of these
inputs for wheat production in Khorezm. Also, winter wheat seeds appeared to
be available in the world market at a relatively high price, which, in combination
with replanting practice caused by unfavorable weather conditions in 2001,
added a great deal to the overall production costs.

Rice production would increase farmers' income, which is mainly explained
by the relatively very high output prices as compared to other commodities and
the low requirements in machinery and thus lower fuel costs and the absence of
water charges. However, Uzbekistan is considering implementing water charges
in the agricultural sector (see Bocharin and Glovatzkiy 2004). Once this is
brought into life, the rice producers would be certainly affected since paddy rice
cultivation requires large amounts of water. The total annual amount of water
applied to rice is 25 000 — 27 000 m’ ha™ (2500 mm), and is much higher than
the amount normally applied to crops such as cotton (7 000 — 10 000 m’ ha™,

1000 mm), or winter wheat (6 000 m® ha', 600 mm). In case water charges will
be accounted for in GM scenarios, the results would definitely look different (in
a way of lower GMs for rice) from what was actually obtained.

Water is a major factor determining cotton (Kamilov et al. 2003) and rice
yields. However, recent research showed that the risk of not obtaining water in
Khorezm has increased during the last decade and even much more than in the
rest of Uzbekistan. It was concluded for Khorezm (Mueller and Wehrheim

forthcoming), that roughly in four out of each ten years farmers would face a
water shortage. This indeed represents a high long-term risk to farmers. Given
the unfavorable water supply in 2001 and 2002, the findings may have been
influenced, but yet this scenario seems to have become a reality for Khorezmian
farmers. However, when looking at the break even cotton yields, indeed they
seem to be feasible in water abundant years.

Next to the high level of use of key production factors, also the large
difference between domestic and world market prices for the inputs may explain
the low estimated gains in the different scenarios with world market prices for
inputs. Moreover, the uneven growth in prices for inputs and outputs, provoked
by the partial liberalization of the price system in Uzbekistan, showed that prices
for inputs tended to grow at a faster and larger rate than those for the
agricultural commodities. Input supplying organizations seek higher profits by
adjusting to the free market conditions more eagerly and roughly, while the
GoU has opted for a gradual approach. In such conditions a major burden of
the reforms is transferred to the producers. Agriculture is still being heavily taxed
with little consideration for the impact on agricultural producers and the rural
population in general. Actions to improve the working and living conditions of
the rural inhabitants, which constitute about 70 percent of the total population,
are thus required. In this respect the agricultural sector has the ability to become
the engine for the revival of the rural Uzbek economy. When increasing incomes
in the rural area, the purchasing power of rural inhabitants will be lifted and
hence their demand for the products of other sectors of the economy.

The market driven economy will open marketing opportunities not only to
agricultural producers, but also to the producers and distributors of inputs, thus
pushing the prices for inputs further up. The general assumption of higher profits
to producers under the access to the world market was not confirmed by this
analysis. Even if agricultural producers would gain more, it is unclear who would
then have to bear the costs for further handling, transport, processing and
marketing, as presently these costs and responsibilities are covered by the GoU.
In case these costs are to be covered by the producers themselves, would this
burden be acceptable and appropriate to them in terms of economic and social
considerations? The level of education, the way of making decisions, and the
perception of the market economy by local producers might not allow them to
integrate and adjust for the requirements of the market economy.

SUMMARY AND CONCLUSIONS

Several factors cause the low profitability rates in shirkats. These include the
governmental interference and inconsistency of the real working environment
with those conditions stated in regulations. Yet, rather than the often cited low
output prices, the main causes for low profitability rates are much more an
overuse of inputs such as seeds, fertilizers and in particular fuel during the
present conventional agricultural practices. Yet, the disparity of inputs and



output price growth since independence also contributes to the explanation of

the observed low profitability. Presently farmers profit considerably from the
subsidized inputs, as these prices are very low compared to world market prices.
Gross margins for wheat production with world market in- and output prices
would not give significant additional profits to farmers, whereas rice production
will increase farmer incomes, at least as long as water pricing is not introduced
Seeds of all three crops gave the highest rate of return (RR) except for the
private farms, followed by labor, fertilizer and diesel.

The findings show that the production costs of various crops differed
significantly from shirkat to shirkat, and the different shirkats needed various
levels of state prices’ growth to break even. Thus it is difficult to state what
increase in prices for the state crops would help profitability levels to go up. First
steps in increasing profits to farmers should be a judicious and more efficient use
of inputs, thereby lowering costs. This would call for an increased effort in
educational extension type programs for farmers. Much scope for income
generation is present for example in soil conservation agriculture, since this will

directly lower fuel costs, which represent the greatest outlays. Also a guarantee of

water supply (esp. for cotton) will lower production risks.

Introducing higher output prices as an isolated measure is unlikely to increase
farmers’ income, as it would mean the abandonment of the present subsidy
system and thus the payment of inputs at world market prices.

When reflecting on increasing output prices, one should not forget who
would then bear the costs for further handling, transport, processing and
marketing, which presently are covered by the state.
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MODIFIED CHI-SQUARED GOODNESS-OF-FIT TESTS BASED ON
NEYMAN-PEARSON CLASSES

NATALYA PYA®

Modified chi-squared goodness-of-fit tests for the family of logistic and normal distributions based on
Neyman-Pearson classes are considered. Those tesis are based on different methods for the unknown
parameters estimating. The power of the tests against some symmetrical alternatives for Neyman-
Pearson classes is investigated.

MOJHOHLIHPOBAHHBIE KPHTEPHH COTTIACHSA XH-KBAJIPAT,
OCHOBAHHBIE HA KITACCAX HEMMAHA-TTUPCOHA

HaTanssa [1a

PaceMaTpiBaiorca MOIH(GHIHPOBAHHKEIC KPHTEPHH COTHACHA XH-KBAJPAT, OCHOBUHHLIE HR KAucCax
Heitmana-TTupcona, A4 NpoBepkd CHosHOM MHNOTEIL O COMNBCHM C JOPHCTHYECKHM H HODMAILHLIM
cemelicrpaMi  pacnipencnenii.  JIaHHEIE KpHTEPHH OCHOBOHBL HA PATHUHBIX METOAAX OLEHKH
HEWIBECTHEIX Mapamerpos. Heocaenyercs MOWHOCTH KPHTEPHES, OCHOBAHHEIX Ha Knaccax Hefimara-

[lipeoHa, NpoTHBE HEKOTOPKIX CHMMETPHMECKHX ATBTepHATHE.

INTRODUCTION

Let X,, X,,..., X, be independent identically distributed random variables
Suppose that one has to test a null hypothesis H,

P{X;<x}=F(x:0), 0=(0;,..0,) e®@cR’, xek,
where 0 is an open set, against an alternative hypothesis H,, according to which
H :P{X. <x}=G(x50).
Let probability density functions
f(x:0)=F'(x;0) and g(x;0)=G'(x;6)

exist. When testing H, it is possible to use the so-called Neyman-Pearson classes
or intervals

6, ={x: f(x0) < g(x0)}

+ Natalya Pya, Candidate of Sciences; Senior Lecturer, Department of Operations Management and Information
Systems, KIMEP; e-mail: pya@kimep.kz

and
n;={x: f(60)> g(x0)}, i=12,...,n j=1,2,.,m

Some intervals like, say, §,, i = 1, 2, ..., n, can be combined into less number of
classes. Two grouping classes

A =0,06,0U:UF,
()
and
A =qL UF}EU"'UU”

(2)

if it is possible to use them, are of the most interest (Greenwood and Nikulin
1996). In this paper a problem of testing compound parametric hypothesis Ho,
according to which rv. X, follows the logistic and normal probability

distributions is considered. The power of the Dzhaparidze-Nikulin Un(@)

(Dzhaparidze and Nikulin 1974) and the Mirvaliev's Y2 @) (Mirvaliey 2001)
test statistics based on the method of moments estimates (MME) of the
unknown parameter 8 for the normal (N), uniform (U), triangular (T), and
double exponential (Laplace) (D) alternatives, using Neyman-Pearson classes is
investigated. For the normal null hypothesis the power of the Rao-Robson-
Nikulin Ylﬂ(én) (Nikulin: 1973a, 1973b, 1973¢), Rao and Robson (1974) and

the Dzhaparidze-Nikulin Un@) test statistics based on the maximum likelihood
estimates (MLE) for the logistic (L), uniform (U), triangular (T), and double
exponential (Laplace) (D) alternatives, using Neyman-Pearson classes is
investigated.

LOGISTIC DISTRIBUTION VERSUS SYMMETRICAL ALTERNATIVES

Let the null hypothesis H, be that r.v. X, follows logistic probability distribution
with the following p.d.f.

~¢, T ]

f(r,m=ig[x ')= - .
% E Jgg’ {HE)(];{—ix”e:J]

¥3 0, (3)

And let the alternative hypothesis H, be that r.v. X, follows the normal
probability distribution with the p.d.f.




@
g(x0,,0,) = f21rﬂ exl{— (x;gg) ] aeR, 0 ek,

and let for both Hy and H, 6, = 0 and 6, = 1. To construct Neyman-Pearson
classes one has to solve the equation f (x; 0, 1) = g (x; 0, 1). Microsoft Excel
Solver gives the following four points of intersection: -2.374686, -0.682762,
0.682762, 2.374686. Let these points be denoted by a,, a,, a;, a, correspondingly
Since the rank of the matrix B if one intends to use the Mirvaliev's modified

chi-squared test statistics ¥2'(6,) should be equal to s (< r - 1 by conditions,
where r is a number of classes), the minimal possible number of Neyman
Pearson classes is four. Consider the following classes (see Figure 1):

(=05 -2.374686] U [2.374686; +), [-2.374686; -0.682762],
[-0.682762;0.682762], [0.682762;2.374686).

FIGURE 1. NEYMAN-PEARSON CLASSES
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If the alternative hypothesis is the uniform distribution with the p.d.f.

1
g,(x0) =123
0,
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4)
then the corresponding Neyman-Pearson classes are

(-0 ;-1.732051] U [1.732051; +w), [-1.732051;-0.76916],

[-0.76916;0.76916], [0.76916;1.732051].

For the triangle probability distribution with the p.d.f.

T

6 6

£;(x0,) = :

, —V6<x<6

(3)

ne has the classes

(-o0; -2.28121] U [228121; +e0), [-2.28121; -0.827723),
[-0.827723; 0.827723], [0.827723; 2.28121],

And, finally, if r.v. Xi follows the Laplace probability distribution with the p.d.f.

g, (x0,) = %EXD(-‘\{Z-M), —o<x<m,

(6)

he Neyman-Pearson classes are

(= -2.277744] U [2.277744; +w), [-2.277744; -0.409551],
[-0.409551; 0.409551], [0.409551; 2.277744].

[n order to apply the Pearson or Fisher-Pearson's statistics one should
vlafuglc only P,(g) for each specified null distribution. For the Rao-Robson-
ikulin test Y1%(@,) it is necessary to evaluate matrices B(6) and J(8). To apply

the Mi!‘vnllw'a test ¥2'(6,) one has to evaluate three matrices more (C(8), B(0),
(0)). These matrices must be evaluated for the number of classes specified.

ORMAL DISTRIBUTION YERSUS SYMMETRICAL ALTERNATIVES

low let X = (X, ..., X,)" be a random sample. Consider the problem of testing
he hypothesls H, that the distribution function of X, belongs to the family of
ormal distributions with the p.d.f.

e

1050,6,) = J 6k, 0,50

(7)
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If 6 is unknown, then MLEs 6,0, and MM Es J J 4 defined by the first
EX and the second EX2 population moments are the same equal to

X= ZX/n and S"=_Z(x‘ - _
()

respectively.

Moreover the Rao-Robson-Nikulin ¥* @)
are identically equal (Voinov, Pya: 2004).

Consider the case of four Neyman-Pearson classes (1), (2) for 6, = 0 and 6, = |.
Yi‘(4,)

Y2(3,)

and the Mirvaliev's tests

Let us compare the power of the Rao-Robson-Nikulin

Dzhaparidze-Nikulin U.@.) test statistics for the same alternatives as above.
Let‘ the alternative hypothesis H1 be that r.v. Xi follows the logistic
probability distribution with the p.d.f.

ex){ ™ x—ﬁlJ

4 ‘\/:; 92

J_Bgz[l_'_Ex[{_ix—-qJ-:,
V3 0,

and let for both H, and H, 6, = 0 and 0, = 1. To construct Neyman-Pearson

classes one has to solve the equation f (x; 0, 1) = g (x; 0, 1). Using Microsoft
Excel Solver the following classes were obtained:

and the

g9(x50,;0,)=

xeR.

(-0; -2.374686] U [2.374686; +x), [-2.374686:; -0.682762],
[-0.682762; 0.682762], [0.682762; 2.374686)].

By analogy Neyman-Pearson classes can be obtained for the uniform.
triangle, and Laplace alternative distributions.

As above let the points of intersections be denoted by a;; ‘4, a; a
correspondingly. Then for these intervals —

4

ol If(l’;q ’gﬂ)dx: F(al ;9: !92)""] = F(aq ;61;62):

‘[f(rel’g )dx r(ﬂﬂ 11 z) F(ail‘f g2)v 1'3213:4:

where
(=6, ]
Ie .’_‘0_,_, dt,

'04'2” 2 -

F(x;6,,0,)=

elements of 4 X 2 matrix B(0) are

B}j [ [ﬂi J (cI —9] }]'
2”9213: [ [
1 G5 — a; = 1)2
Pie s J zr()zpa i ( 292 J n{ ( = le, !_2,4’
1 ' (4 -6,
BI = JJ"R'92PI “(al 91) ( 29 ] (a _g ) 262 J »

i1 Y 0, i
Silvia RN

ON THE POWER OF DZHAPARIDZE-NIKULIN TEST AND OTHER
MODIFICATIONS

&

To assess the power of ¥2'(6,) and Un(@)  the following Monte Carlo
experiment was conducted.

Using Microsoft Excel N = 5000 samples of size n = 200 of pseudorandom
numbers, which follow the standard logistic distribution, were generated.
Yf(g“), U.@.) Y2=(9")—U:(§”) for both null and alternative

Statistics and

hypotheses under consideration were simulated.
i3
As it was expected, the Mirvaliev's statistic ¥2'(6,) follows the chi-squared

distribution with three degrees of freedom; the Dzhaparidze-Nikulin's one

follows the chi-squared distribution with one degree of freedom, and L CRLTIN

U2@,) possesses the chi-squared distribution with two degrees of freedom.
Powers of those tests are shown in Table 1.

TABLE 1. ESTIMATED POWERS OF MODIFIED CHI-SQUARED TESTS FOR LOGISTIC DISTRIBUTION

Power of Power of Power of ¥ 2° (9,,) -
= Y22 9 U2 5 2ra
@) U@ @)

H.: Normal 0.10 0.319 0.486 0.074
0.05 0.204 (.357 0.034

0.01 0.058 0.136 0.007

H,: Uniform 0.10 0.999 0.999 0.448
0.05 0.999 0.999 0.227

0.01 0.999 0.999 0.021

H,: Triangle 0.10 0.960 0.992 0.047
0.05 0.912 0.982 0.018

0.01 0.693 0.896 0.001




TABLE 1. ESTIMATED POWERS OF MODIFIED CHI-SQUARED TESTS FOR LOGISTIC DISTRIBUTION
(CONTINUED)

Power of Power of Power of Y27 (67“) -
3 Y2*(0,) U3@@,) a (7
n n\Yn U" (.9")
H, Laplace 0.10 0.692 0.750 0.249
0.05 0.582 0.656 0.159
i 0.01 0.369 0.445 0.052

F_rom this table one sees that the power of the Dzhaparidze-Nikulin statistic
UL@) s greater than the power of ¥23(6,
significance

cquiprobg:ble classes with fixed boundaries Un@) s insensitive to some
symmetrical alternatives (Voinov, Pya: 2004). And it is very remarkable that in the

case of four Neyman-Pearson classes the test Y2'(6,) _U;(6,)

e 2
dclscrcase in the power compared to Y2'(6,) and Un(0n) especially for uniform and
triangle alternatives. So, comparing these test statistics the most powerful one for

resulted in much

Ncym_an-Pearfon classes is U200 but in the equiprobable case the statistic
Yau(en)—-uz(gn] is H 1
preferable. It is of interest to note that the Rao-Robson-

n ((i') based on four Neyman-Pearson classes 1 and 2 (see (1)
1

and (2)), where O, is the first iteration of the Fisher's procedure (Fisher: 1925)

for improving the non-effective MME of the unknown parameter 0

o |

Lo i (0P8 oLy

0,2'”:9:1— — (—) M Ty e
262 |~i\ 99 )i

Nikulin test

9)
- -0)=%"N ¥
where Ly =Lp(X;,...,Xn;0)= zi:l logf(Xl,e?)‘ can also be

implemented. The simulated results of power comparison for the alternatives
under consideration for n = 200 are given in Table 2.

TABLE 2. ESTIMATED POWERS OF RAO-ROBSON-NIKULIN TEST

Power of

Y1*(6,))
H,: Normal 0.10 0.266
0.05 0.152
0.01 0.036

) for different values of the level ol
and for all considered alternative hypothesis, although for four

TABLE 2, ESTIMATED POWERS OF RAO- ROBSON: NIKULIN TEST (CONTINUED)

Power of
2001
Y1*(6,)
H,: Uniform 0.10 0.999
0,05 0.999
0.01 0.999
H,: Triangle 0.10 0.952
0.05 0.891
0.01 0.634
H,: Laplace 0.10 0.684
0.05 (.587
0.01 0.380

From this table one can see that the power of n(e,) is slightly less than the
power of the Mirvaliev's test L ('9").

-

If any asymptotically equivalent to MLE ., estimator of 0 is available, then
for testing the compound hypothesis about the logistic probability distribution

one may use the Mirvaliev's statistic ¥2'(6,) or the Rao-Robson-Nikulin test

n*(,) for Neyman-Pearson classes. Another possibility is provided by the
Dzhaparidze-Nikulin statistic. It is worthy to note (compare Table 1 and Table
2) that the Dzhaparidze-Nikulin statistic for four Neyman-Pearson classes being
based on the inefficient MMEs is the most powerful for all alternatives
considered.

Suppose now that X,...X, are iid. random variables which follow the
normal probability distribution with the p.d.f. (7). Consider the composite null

hypothesis stating that Xi belongs to this family.

To illustrate the applications of Y1* nd U consider the following Monte
Carlo experiment. Assuming 8, = 0, 6, = 1 the random variables

X = @ (.Y;)

; ; (10)
where Y(@.) are uniform on [0,1], will follow the standard normal probability
distribution. Let a sample size be n = 200 and consider four Neyman-Pearson
classes defined above. For every sample 6,6, and observed frequencies

N, =14, were defined. Then statistics Yi*(0) and Un(@) were evaluated.

To assess the power of tests the same formulas for we.) and U6, were
used, but pseudorandom numbers Xi for logistic (L), uniform (U), triangle (T)
and double exponential (Laplace) (D) alternative distributions were generated
accordingly. All alternative distributions are symmetric with mean zero and
variance one (as for the null hypothesis). For the null hypothesis statistics



V'@, .4 Ui,

respectively,
The simulated results of the power comparison for the alternatives under
consideration are given in Table 3.

possess three (r-1) and one (r-s-1) degrees of freedom

f U.6,) is not too much

Yi'(6,)

From this table one sees that actually the power o

but systematically higher than that of 11 (9,,)’ And consideration of

Y1%(6,)

U.@.) has not resulted in increase in the power compared to and

U.(6.) . Moreover, comparing the powers of the considered tests based on four
Neyman-Pearson classes with those based on four equiprobable intervals with
fixed boundaries (Voinov, Naumov, Pya: 2003) one can note that the

Dzhaparidze-Nikulin U.©,) test for four Neyman-Pearson classes is the most
powerful one for all alternatives under consideration.

TABLE 3. ESTIMATED POWERS OF MODIFIED CHI-SQUARED TESTS FOR NORMAL DISTRIBUTION

Power of Power of Power of
2 A 3 bl ~
Y1*(6,) u:6,) 1@, U,
H,: Normal 0.10 0.402 0.477 0.156
0.05 0.290 0.374 0.088
0.01 0.135 0.185 0.022
H,: Uniform 0.10 0.999 0,999 0.924
0.05 0,999 0.999 0.856
0.01 0.999 0.999 0.577
H,: Triangle 0.10 0.590 0.767 0.096
0.05 0.414 0.623 0.049
0.01 0.128 0.306 0.007
H,: Laplace 0.10 0.972 0.982 0.332
0.05 0.948 0.969 0.242
0.01 0.866 0.912 0.114
CONCLUSION
If one needs to test a compound null hypothesis about the logistic probability
e
distribution the Mirvaliev's statisticY2 (6n) or the Rao-Robson-Nikulin test
sz(é—,‘:)

based on four Neyman-Pearson classes may be applied. Another

.
possibility is provided by the Dzhaparidze-Nikulin test Un(%) It should be
noted that the Dzhaparidze-Nikulin statistic for four Neyman-Pearson classes
being based on the inefficient MMEs is the most powerful for all alternatives
considered.

When testing a compound null hypothesis about the normal probability

8,8 275
distribution the Rao-Robson-Nikulin Y&'(On) and Mirvaliev's Y (On) statistics

Senh
coincide. The power of the Dzaparidze-Nikulin Un(0n) (est for four Neyman-

: : : Y126
Pearson classes is not too much but systematically higher than that of (0n) :
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IMAGINING A NATIONAL “PANTHEON" OF HISTORICAL
PERSONALITIES. NATIONAL MYTHOLOGY IN KAZAKHSTAN

ASKAR ABDRAKHMANOV®

The paper examines some elements of @ panneau exhibited in the main hall of Eurasia National
University in Astana and depicting 150 personages of Kazakhstan’s national history. Relying on
Jundamental western theories of nationalism (Smith, Anderson and Gellner), the author identified
sgnificant patterns of developing nationalist emotions of a viewer through using certain models of
making images appeal to him or her.

CO3JIABASL HAITMOHAJIEHBIN “ITAHTEOH * UCTOPHYECKHX
NEPCOHAXEN. HAITMOHAJIEHA ST MEDGOJIOTMS B KABAXCTAHE

ACKAP ABJIPAXMAHOB

I3 paGiore paceMoTpeHs! HexoTopie 0COBEHHOCTH MAHHO B TIABHOM Xojie EBpasniicKoro HalMoHAIBHOTO
yunsepewrern 8 Acrane, Ha kovopom wsobpaskensr 150 mesrencit kasaxckoii ucroprn. OCHOBKIBAACH Hia
HONCHIIHX 3aNMBIX TCOPHAX HalmonwsMa  (CMur, Anjiepeont w [emimep), asTop Bwimenun pan
METOIOB, € HOMOIIBK) KOTOPHIX COJACPIKAHHE MAHAO MPHARAHO  BhIShIBATH onpenenennnit  Habop
HATPROTHYCCKHX ($HAMMOHAUCTHYCCKHX? B SNAIHOM TIOHHMAHHH 100 TePMHHA) YYBCTR Y 3pHTeeii.

Today it is widely acknowledged in scholarly circles that nations and nationalism
should be named among the most exciting and mystical phenomena of the
recent centuries. Sentiments of national solidarity are grounded in a belief in
continuity between the community’s past, present and future generations, in a
shared historical experience. Of striking interest is the convergence of history
and myth. Without any of them the strong sense of nationhood does not have a
vital force. That is why nationalist mythology is almost always based on the
community’s historical experience, both real and imagined.

My study addresses samples of creation of nationalist mythology in the
Republic of Kazakhstan, one of the former Soviet republics of Central Asia,

which gained its independence in 1991. The thesis statement is that some of

techniques used in officially supported embodiments of a pool of Kazakh history’s
heroic  personages strongly resembie general  “European” patterns of early
nationalism identified in classical western theories of nationalism by Benedict
Anderson (1991), Anthony Smith (1999) and Ernest Gellner (1983). Specific
difficulties in the study of history of Kazakhstan, namely the lack of written
sources and resulting extensive reliance on oral tradition leads to stronger
mythologisation of the nation's historical consciousness, aggravated by politics of
emphasising the outstanding role of personality for the nation. The thesis is

* Askar Abdrakhmanov, PhD student, the Institute of Oriental Studies; Address: Apt 30, 8 Haji Mukan Str
050059, Almaty, Kazakhstan Phone: +7(3272) 532230, (home), 508142 (office), mobile: +7-3332502459. E~rnml:
askarabdrakhmanov@gmail. com I

examined at the example of creation of national pantheon of historical heroes of
the nation embodied in the special editions and one of the relevant monuments,
panneau in the National University in the country’s new capital, Astana.

For this work | decided to analyse the structure and some attributes of the
book “Eltutga, El Tarihynan Belgili Tulgalar” (Joldasbekov, Salgarauly and
Seidimbek 2001), title of which can be approximately translated as: Support of
the Nation. Personalities of the National History. The authors of the book include
Myrzatai Joldasbekov, the rector of the National University in the country's new
capital Astana, a well-known historian Qoyshygara Salgarauly, and an
ethnographer and philosopher Agseleu Seidimbek. It seems to be very illustrative
in showing the specific role of glorifying the past personalities for constructing
image of the national history.

The aim of the authors of book, as it is noted in the preamble, was to oulline_
the deeds of approximately 150 personalities depicted at the huge panneau
placed in the National University's hall. The panneau was painted by an artist
Nurjan Qarymsaqov. Several of his studentship times paintings from mid-1990s
are also exhibited in the hall of Jurgenev National Arts Academy. All of them
have the same structure with assembly of historical personages from various
epochs of the past of Kazakh nation. I try to analyse some features of this review
of the key figures in the history of Kazakhstan.

First of all, a few things should be said about crucial specifics of historical .
study of the country’s past. Regrettable fact is that the mainly Turkic-speaking
nomads, who dominated the territory of modern Kazakhstan until 19th century,
did not possess the written tradition of their own, Only occasionally were the
historical events fixed on paper (or stone) in the Chinese, Persian, Arabic,
European, or local Turkic sources. Thus, in narrating the past of the 'Great
Steppe' the scholars face the sheer scarcity of information about the events, and
moreover, on the individual personalities. Hence, there follows the most
important specifics of studying past of the Kazakh community - heavy reliance
on the oral narrative tradition. It should be acknowledged that the science of
history does not in principle deny the possibility of studying the past not fixed by
written sources. However, studies of this kind of past would require a very
sophisticated methodology. In my opinion, so far it has not been properly
elaborated in Kazakhstani historiography.

When reading this book, | had a feeling that names of many of the
personalities examined in the book are totally unknown to me. Perhaps, it is an
outcome of the fact that so far historians in the universities have been trained in
the traditions of Russian and Soviet historical scholarship. But this might change
with the coming of the generation of academics, educated in the frameworks of
the national system. In the Soviet historiography, authors avoided using the
names of personalities not mentioned in written sources but known in the oral
tradition (folklore), which is almost impossible today.

Illustrative of the earlier days' historiographical tradition is the National
Academy's mass edition Essays on History of Kazakhstan (Qozybayev 1994), still



widely used by many high school and university students, | made a comparison
between those two books in the historical personages considered, The result was

that out of 59 “personalities of the national history”, examined in Support of the

Nation, who supposedly died before 1800, more than a half are not mentioned in
the "academic version" of national history.

The edition of 1994 was written under the strong influence of Soviet standards,
focusing mainly on political and "socio-economic” developments, but almosi
ignoring what is known as "cultural realm". This partly explains the greal
difference between these "academic” and "non-academic” publications. To a large
extent, it shows some positive trends in historiography, namely the more sensitive
attention to the popular oral tradition. However, the data given about at least five
of the characters seem to be an extremely dubious base for acknowledging the fact
of their 'real existence'. | personally tend to consider them as purely mythical
personages, since, in my opinion, it would be impossible to prove their existence

by scientific methods. Nevertheless, they are present in the "historical pantheon" of

Kazakh nation, together with real personalities.

Taking into account Benedict Anderson's notion of a strong impact of

European models of nationalistic imagination on the Third World communities
(Anderson 1991), of which the Kazakhs are certainly a part, | identified the
tendencies of fitting the national pantheon to some of European models or also
imitating them. One of the examples is providing the dates of birth and death for
persons about whose life events it is in fact impossible to say anything precisely.
The lifetime of 15 of 59 persons who died before 1800 is indicated only in
respect of the century. But, at least 25 of them are known only from oral
tradition. The events described in these sources can provide historical dates in a
very approximate way.

Ilustrative in this respect are the discrepancies in giving birth and death dates
of the three eminent &/ (judges), who constituted the Judges’ council of Tauke
Khan, the codifier of nomadic laws. The lifetime of Baibekuly Aiteke bi is
designated in the article as "1644-1700", At the same time, the contents table
show it as "1664-1700". The year of death of another famous bi, Keldibek
Qazybek bi, in the article is 1765, while the table of contents gives another date

= 1756. One of the rare females in that "national pantheon", the wife of one of

the rulers of Karakhan dynasty, Aisha-Bibi is ascribed to living in the 11th or
12th century, while the table of contents indicates that she lived in the 10th.

Of course, these cases may be explained by the editors' mistakes.
Nevertheless, I see them quite symptomatic for they show that none of the
books' publishers was confident enough of the dates they provided. The similarity
of these biographical data with the ones from the Russian textbooks must have
mattered more for the authors than admission of the fact of impossibility of
giving precise data about these people. Indicating exact dates would make the
texts on Kazakh history look more convincing, specifically in light of the
modern European understanding of the current of history, or otherwise, the
concept of “empty homogenous time”.

One more example of tendencies of imitating European models is a necessary
provision of portrait features of the heroes, presented at the panneau. Among
such paintings, known to me and representing the wide variety of real
personages, are Jacques Louis David's “Coronation of Napoleon 1" and Ilya
Glazunov’s “The Millenium of Russia’s Adoption of Christianity” with the wide
variety of individuals, recognisable from national history.

The significant feature of the examined pantheon is the "Kazakhness” of all
its personages. Officially, "Kazakh" appeared as a polythonim in the 15th
century, and developed later as a name for the ethnic community. So, it means
that we cannot actually speak of ‘Kazakh’ heroes before 15th century in the
exact meaning of the word. However, the purpose of the 'national myth' is to
show as many as possible great personalities as constituting one's own "national”
heritage.

The emotional effect of this kind of visual embodiment of national symbolic
is achieved through making the heroes of the past closer to the contemporary. A
national needs to feel almost personal closeness and attachment to these figures.
They represent exemplifications of national spirit and must serve as chains of the
continuity of generations. Therefore, promoters of nationalist ideology tend to
“nationalise” the symbolic figures of the past, or give them features of national,
in accordance with the attributes of the group that sanctifies them. At the
considered panneau, all the personalities have appearance of contemporary
ethnic Kazakhs. In other words, they look just like co-nationals of the
contemporary citizen to whom the panneau appeals. Nevertheless, it is obvious
that people who lived centuries or even millennia ago might have possessed quite
different features. Especially this concerns the rulers of Saka (Asian Scythians)
tribes, the Hun and Mongols.

The national pantheon emancipated the figures of different ethnic origin. In
some cases they do not belong not only to Kazakhs, but even to Turkic linguistic
groups. One of the illustrative examples is the princess Tomiris, known from
Herodotus; she is famous for having defeated the Persian emperor Cyrus the Great
in 529 BCE. Ruler of the Saka tribes (Asyatic branch of Scythains), she belonged
to the people, whose language is classified as Iranic. In fact, it is impossible to say
anything precise about her appearance; this concerns the vast majority of the
personages of the panneau. But, it is highly characteristic that on the painting she
(or rather her depiction) looks as, say, a student girl of the Kazakh University. |
believe that exactly this perception was the intention of the artist.

The same notion appeals to such personages, included into the pantheon, as
Mode, the ruler of Great Xiognu (Hunnu) Empire who confronted with Han
China in 2-1 centuries BCE; Attila, the leader of European Huns, acknowledged
lately as the personification of nomadic virtues; and Juchi Khan, the eldest son
of Genghis Khan and founder of the Golden Horde. They all obviously had
non-Turkic ethnic origins, with a dominance of Mongolian elements, hence
there is no evidence that they looked like modern Kazakhs, even if they can be
considered somehow as related to their history.



Three of the four considered personalities are totally unknown in Kazakh
folklore, but from the Greek, Roman and Chinese historical writings, However,
all of them are mentioned in the book, as well as in most of other popular
publications, under their new names, which were transformed in order to sound

Turkic. Mode, otherwise known as Maodun, is called Tumanuly (the son of

Tuman) Mu’de. Atilla is called Edil, the Turkic name for the Volga river, and
also quite a popular first name among Kazakhs. Tomiris became princess Tumar,
the word for talisman, which makes it sound very Kazakh, but definitely not as
incomprehensibly Iranic, transformed in Greek mediation.

At the same time, one should mention that no personalities of non-Kazakh
origin from Modern history are included. First of all, it concerns Russian-
speaking people of the country, which has constituted significant part of the
population since the 19" century. I suppose that several personalities could have
been introduced into the Kazakhstan’s national pantheon, for instance: Levon
Mirzoyan, moderate and much appreciated leader of Kazakh SSR in the 1930s
(ethnic Armenian) or Evgeni Brusilovski, author of the music of the National
anthem’s music and of the first Kazakh ballets (ethnic Jew). Ignoring the figures
of non-Kazakh origin is, surely, not accidental, but is a part of the ruling elite’s
vision of nationalism. It is rather characteristic that in this way the panneau,
which is one of the symbolic centres of the National University, appeals mainly
to the youth of Kazakh origin, while students of other ethnic backgrounds
cannot identify themselves with such representation of nation.

It is of course no accident that one of the most impressing nationalist
symbolic is placed in a University. The educational system constitutes an
essential part of modern culture, and exercises an extensive power in promotion
of nationalist ideology. “A man’s education ... confers his identity on him.
Modern man is not loyal to a monarch or a land or a faith, whatever he may
say, but to a culture” (Gellner 1983, 37). Embodied in the decorations of the
National University, such symbolics may be containing the essence of new
nationalist mythology.

The reviewed premises urge me to suggest that the generations growing in the
21st-century Kazakhstan will be educated in the new perspective of national
history, strongly influenced by myths.

It is worth to mention that the central focus of Kazakh nationalist mythology
is not an event or events but rather personalities. This must be symptomatic for
the societies experiencing the process of shift from traditional to modern

societies. Societies of such a type tend to accept authoritarian mode of

government. For it is the role of the exceptional personality and the leader as
the core of national success that is emphasised in the current nationalist
propaganda in Kazakhstan.

Among the implications of policy of glorifying the heroes of the past is raising
of the status of the current leadership. The usual motive of the numerous
biographies of the country’s past leaders is an emphasis on the prominent place
of a leader in community’s life. This process accompanies the appraisal of the

mlmm-_le country’s first (and so far the only) president in contemporary history
ol the country.

A viewer can find him as the current national leader in the centre, riding a
white horse. The other person standing together with him in the first row is
Abylai Khan, the ruler of 18" century, acknowledged as the most successful
leader of the Kazakh Khanate. The second row is constituted by other best
known rulers of the Kazakh polities. Further they are surrounded by the bunch
of political and military leaders, artists, scientists and other eminent figures.
Presence of all these figures must be meant to justify and even bless (as three bi
(judges) ritually do in the center of the panneau) the rule of the nation’s current
leader.

Support of the Nation. Personalities of the National history had its editor’s
board, mentioned in the foreword. The board included the best-known historians
from the National Academy of Science and National University, and also the
top officials of Kazakh government. This shows the highest rank of this book and
also that such interpretations of national history can be sanctioned only by the
state.

The structure of panneau also provides interesting analogies. The background
is the view of the mountains as the symbol of native land. They can be
interpreted also as the Altai Mountains, the cradle of Turkic peoples and their
first Empire — the Turkic Kaganate. On the left is situated the Mausoleum of
Hoja Ahmet Yassavi in the town of Turkestan. It is considered as one of the
main religious centres in Central Asia. But, most importantly, it served as the
tomb for Kazakh khans of especial prominence (since they were mainly elected
at the basis of meritocracy) in 16™-18" centuries. Hence, it is the major national
shrine of Kazakhs and its placement at the panneau is no accident.

150 personages of the panneau can be divided into four quite distinctive
groups. The central one is the political leaders, rulers of Kazakh polities, from
the 15" to the 21% centuries. This group consists of the most prominent khans,
but also the much appreciated long-time leader of Kazakh SSR is included. The
focus, however, is on the contemporary leader and Abylai Khan.

At the top of panneau one can find personifications of what Anthony D.
Smith called the “founding myth”. For the last decade, the governmental mass
media have been promoting the image of the Turkic kaganate as beginnings of
the Turkic-speaking nomadic, and subsequently Kazakh statehood. Of big
symbolic significance was the transfer in 2001 of copies of the first Turkic
monumental inscriptions from the present-time Mongolia to Kazakhstan’s new
capital — Astana. Among the implications connected with the inscriptions is that
the Turkic people possessed writing several centuries before Eastern Slavs and
Russians. The history of USSR always started with the foundations of Russian
written culture. The thesis of antiquity of writing among Turks might be used to
overcome the inferiority complex of the Soviet times. The copies of inscriptions
were placed in the National University, and it is next to them where the
examined panneau was placed. The function of the “foundation™ personages is




to give blessing to and thus to legitimise the contemporary rule, Actually, half of
the personages of this group are known only exclusively from gencalogical
legends.

The big group of men to the left of the rulers are military heroes, the
defenders of the nation. Placed to the left are representatives of the nation's
cultural realm: artists, scientists, writers, and intellectuals. In my opinion, this
composition of the pantheon was to symbolise concepts of two wings, or two
sources of support for the nation’s rulers: military and intellectual. Together all
these four realms - legendary, military, cultural and political — symbolise the
unity of the nation in all its strength. That it was political leaders but nol
intellectuals or soldiers who serve as the focus of the pantheon must signify their
crucial position for the survival of nation. Hence, the supremacy and legitimacy
of politico-administrative power is achieved also by symbolic means ol
nationalist mythology.

In my opinion, the study has shown that in such a young independent state
as Kazakhstan, with an extensive presence of elements of traditional society,
mythologisation of the public image of history is almost inevitable. The weakness
ol academic school of historical studies, accompanied by heavy reliance on oral
folklore tradition, may lead to consideration of legendary heroes as purely
historical personages. Also traced is the tendency to assimilate the new
personages into population’s historical consciousness: the inclusion of Attila is
probably the best example. The far-reaching emphasis on the role of prominent
individuals serves the propagation of the image of a strong authoritarian rule
The attempts to create national pantheon seem to be following certain strategy
of legitimisation of the existing rule.

However specific can nationalist mythology of contemporary Kazakhstan be,
in many parts it relies on the patterns and models, known from the European
experience of nationalism.
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TRANSFORMATIONS IN SELF-GOVERNMENT INSTITUTIONS OF
UZBEKISTAN SINCE INDEPENDENCE

AKMALION ABDULLAYEY "

Historically the role of community neighborhoods (mahallas) in societies of Central Asia has been
significant. After the collapse of Soviet Union Uzbek policy-makers decided to utilize traditionally
Jormed institutions and solve many new challenges.

There have been many structural and functional transformations within self-administration
institutions since independence of Uzhekistan. These transformations lead scholars to never-ending
debate. It is important to note that legally self-administration institutions are non-governmental,
However, many skeptics believe that there are too many intersections between state and mahalla that
make the latter ones vulnerable in order to be independent.

This paper will evaluate the policy of Uzbek government towards mahallas, self-administration
institutions, focusing specifically on changes in status and functions of these organizations. It will be
shown that the government has overemphasized mahallas by giving them administrative tasks and
Jeopardized maditional values of these institutions.

As far as methodology of the paper aliows, there will be comparative analysis of changes in self-
administration institutions before and after independence. Articles from local and foreign authors will
be used in the paper. The results of recent survey on self-administration institutions by “Public
Opinion " organization will serve as one of the main sources.

Transition period had affected all citizens of Ugbekistan. Self-administration institutions were in
the center of changes during this period. These institutions are the utmost in significance as they have
an effect on all population.

ITPEOBPA3OBAHHE OPI'AHOB MECTHOT'O CAMOVITPABJIEHH S CO BPEMEHH
HE3ABHCHMOCTH V3BEKHCTAHA

AKMAJDKOH ABL[YJUIAEB

Poip cocesicrnx obumn B kyastype Cpemieli Aamd seerpa Guuia ouens mawnoi. Tlocme pacnaa
Coserckoro Colosa y36ekckHe NOMHTHKH PEIIMIH HCHOML30BATS TRUANIHOHHIA HHETHTYT «MAXAIUEDY JUIS
PEIICHNA MHOTOUHCEHHBIX HoBbIX IpoGaeM. [Toy ss cTaTyc opraga MECTHOrO caMoyNparicHua (opraxa
MCY), maxanns npetepiesa cTpyKTyphbie W (GYHKUHOHANEHC TparchOpMAlHE 3a Bech Nephos
HesapuoumocTH Yabexnerana. ITH HIMEHEHHA CTUTH TIpeAMeToM fiehaTon. Oueib BaWHO OTMETHTE, Y10 (10
sakony opranbl MCY RRASIOTCA HENpaBHTENhCTBEHNEIME oprafnsalngmi. OQHAKG MHOTHE CKelTHKH
NPHACPHHBANOTCA TOMD MHEHHA, 9T0 FOCYApeTRO H MEXWU [epecekaloT Menuy coboll, W 10 neraer
TOCHETHHN HHCTHTYT SABHCHMBIM.

Hannas paGoTa HMECT 1ebIO A0Th OUCHKY NONHTHKE yiBeKCKHX RIACTEH 110 OTHOMIEHMIO K MaXayui,
opragos MCY, ¢ akueHTOM Ha feTATEHOC H3y'icHHe H3Menenuil B cratyce W HYHKIMAX DTHX OpraHusaiil,
Bepoatio rocylapeTRo NEPEOTICHINI0 BOIMONKHOCTH MAXAULTH, HACTHE HX AIMUHHCTPATHBHBIMK 5a/1a4aMi, H
TAKHM 06paIom HOJBEPINYIIA PHCKY TPAMITHONHbIC LEHHOCTH JTHX HHCTHTYTOR.

Hackonbxo noaposser MeToonors aikol paboTs!, GY/ICT NPOHIBENeH CPABMHTETLIBI ARUIHS HIMEHEIH B
opragax MCY 3a nepuo 10 # nocne Hemsncnvoctn Yabeiucrana. B pabiore GyayT Hermosa0 bl CTaThy MecTHEIX
H sapybeaiiniX aptopon. ONHHM U3 OCHOBHEIX HCTOUHHKOB HUOPMELHH [OCTYIRET PEIYIBTATH]. HCIABHO
NPOBCACHEOTD Opranssamielt “Obectsennoe mienye” onpocn o6 opranax MCY,

Tpansurtisit (Mepexominiit) IepHOL OKA3LT BAHAHUC HA BCeX rpamian YaGekucrama, 3 9707 HepHom B
HEHTPe BeeX HIMEHEHHA okasannch opransl MCY. Dmu opraust, TeM caMuiM, HMEIOT 0CoBY10 BAIKHOCTE, Tak
| KOK OKA3LIBAIOT HEHOCPCACTREHHOE BIMAHKE HA MU3HE BCEI0 HACRISHUS CTPAHAL

‘Akmaljon Abdullayev, MA, Political Science, OSCE Academy in Bishkek; Address: | A, Botanicheskiy Pereulok
20044, Bishkek; e-mail: akmal_abdullayev@hotmail.com




Mahallas have existed for many centuries in Uzbek culture. Each community
has a group of elders that is expected to solve any social problems within certaly
territory. They help organizing weddings and funerals, They also try to prevenl
divorce and check if elder people are being cared for. Today mahalla committees
have one national office and there are about 12,000 local level mahallas in (he
country with the number of households in each mahalla ranging from 150 1o
1,500.

First, the leaders of mahalla had voluntarily assisted their community before
the independence. The government of newly independent Uzbekistan had
attached secretary to the leader and started to pay salary for their new tasky
including finding families with low income and allocating social welfare. Many
scholars have written about efficiency of this system but they have ignored the
essence of that organization.

Second, the attention of the government to mahallas has increased and
inhabitants start to feel government’s control through this institution. For
instance, mahalla committees have been assisting state in collecting taxes and/oi
reporting procurator about committed crimes each month. These attempts have
directly been influencing people’s opinion of their traditional institutions.

As a result of one single effort of the Uzbek government, renaming sell
government institutions, ‘mahalla’ became a buzzword. A prominent scholar,
Eric Sievers writes, “Islamic donors see mahalla as the engine to revive Islamiv
culture, while western donors interested in civil society try to recast mahalla s
NGOs. The UN Population Fund hopes mahalla ‘NGOs’ will get contraception
information to youth. The UN Commission on Human Rights similarly plans
for several thousand mahalla to build human rights awareness.” (Sievers 2002,
132) However, the government of Uzbekistan decided to utilize the traditionally
formed institution of mahalla in many spheres simultaneously: allocation ol
social welfare, fighting crime, provision of security, building an open society,
prevention of divorce, etc.

The term ‘mahalla’ has been used differently by academic scholars depending
upon the field of their research. In the Uzbek legislation, particularly in the law
“On Institutions of Self-Government of Citizens™", ‘mahalla’ and ‘institutions of
self-government of citizens’ were used interchangeably. Akmal Saidov (2003, 9)
writes that the term derives from the Arab words ‘mahal’ and ‘mahallatui’ which
mean ‘community’.

What makes the issue more complicated is that some scholars classify
mahalla. According to Eric Sievers, four types of mahalla exist in Uzbekistan:
rural, apartment, contemporary and traditional (Sievers 2002, 96). At the same
time; Sievers uses terms such as ‘administrative mahalla® and ‘social mahalla” but
does not define them. Sukhareva observed that the size of mahalla of the late
19th century in Bukhara ranged from 90 to 900 persons (Sievers 2002, 139).
Thus, the community neighbourhoods were small. Everybody in community

* The bill was adopted on 2* September, 1993 and revised on 2* April 1999 (Mahalla Law).

knew each other. They had elected elders who dealt with the problems of a
specific territory.

Are there such mahalla in Uzbekistan today? Uzbek policy-makers had
installed institutions within self-government institutions such as a secretary of
the aksakal, an advisor on women issues (formerly pedagogue), and a posbon
(security guard) and they assigned specific administrative tasks. According to the
laws and decisions of the Uzbek Cabinet, the mahalla has to cooperate and assist
many institutions of the government including local government, the tax office,
the prosecutor, the court of the district, schools, efe.

Analysis of the functions of the mahallas in villages of Uzbekistan can
provide a researcher with better understanding of the transformations. Each
mahalla is divided into communities. It is very complicated when it comes to the
name of this community because people call it as mahalla and the leader
aksakal. In other words, two different units have the same name. So, there are
communities called mahalla within mahalla. And reforms in these self-

government institutions of Uzbekistan have not only failed but also jeopardized

the historically formed institution.

The government of Uzbekistan utilized the mahalla and gave them legal
status as non-governmental organizations’. According to official statistics, there
are about 12,000 mahallas at the local level, which together technically serve all
the inhabitants of Uzbekistan (Sievers 2002, 96). Each mahalla’s population
varies between 3000 and 5000 people (Earle 2004, 52), so the number of
inhabitants in ‘official or artificial’ mahallas is so big that it is practically
impossible to implement the tasks of the original mahalla. In the past, mahallas
assisted inhabitants with organizing ceremonies such as weddings. People still
organize weddings but they do not invite 4000 people but their mahalla, which is
much smaller.

When they were first formed, self-government institutions were regarded as
effective instruments of state-sponsored campaign to transfer responsibilities for
welfare and other social services onto local shoulders™. The main argument of
the state was that mahallas could effectively target people in need because each
aksakal know his/her community very well. However, this government initiative
led to a rise in corruption among mahallas. As a result, the government itself
criticized aksakals for passing illegal applications during the selection of
candidates who received money from the state.

As It 1§ mentioned earlier, a mahalla is required to cooperate with prosecutors
as well ns other state organs. Starting from this year, each aksakal of a mahalla
has been asked to report to the prosecutor about crime committed within his
territory, Galima Bukharbaeva (2003) points out that ‘the mahalla used to be a
benign social institution — now it is part of a police state’and she explains that

* See Mahalln Law, however there is a debate over the issue, and many sceptics regard it as a governmental
organiznti (8. the salary of the leader of mahalla, aksakal, is paid by the local government).

** For dissumion see Coudouel Aline and Sheila Marnie, “The Mahalla system of allocating social assistance in
Uzbekintan™ {presentation, UNDP Central Asia Conference, Almaty, Kazakhstan, July 21, 1998).



mahalla is ‘used as a basic instrument of social control, which can award or
withhold state benefits’ (Bukharbaeva 2003).

Another aim of the government for using self-government institutions was to
preserve families. Bukharbaeva writes about cases when women wanting (o
divorce abusive husbands were denied their requests by the mahalla,
"Unfortunately, such situations end tragically - the woman is driven to commil
suicide. There are many such cases. But the mahalla is not held responsible.”
(Bukharbaeva 2003). Again, a great amount of bureaucracy and huge territory
seem to lead artificial mahallas to such failures.

“The attempt to use the mahalla to fulfill at least some of the functions of
local government has changed both the institution of the mahalla and people's
attitudes towards it, and blurred the dividing line between the community and
the state. Eric Sievers, a U.S. scholar who has made an extensive study of the

mabhalla, says the mahalla is more an instrument of government, not an organ of

civil society” (Carlson 2003) .

As the mahalla committee gained power, its role in the lives of citizens
increased significantly. According to the results of the recent survey on self-
government institutions conducted by the “Public Opinion™ organization, 64%
of the respondents mentioned the importance of these institutions (Mahalla
Newspaper 2004). However, did the respondents mean official mahalla or small
community that they live in? This is important because the traditional mahalla is
given the same rank as the artificial mahalla.

In conclusion, both, self-government institutions and mahallas existed during
the Soviet period”. However, the latter had a longer history. As soon as
Uzbekistan became independent, the government renamed the self-government
institutions after the historically formed institutions, the mahalla. This was a
crucial policy that changed the meaning of mahalla.

At the same time, there were many functional and institutional
transformations within these self-government institutions. These transformations,
according to many scholars, have caused residents to lose faith in mahalla
(Sievers 2002, 147). However, residents actually do believe in mahallas, but not
self-government institutions called ‘mahalla’. In other words, there are still small
communities, original mahallas in Uzbekistan where state and academia had not
intervened as into the self-government institutions, yet.
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EVALUATION OF PROBLEMS EXISTED IN THE REAL ESTATE SECTOR
OF ECONOMY

BANKS AND REAL ESTATE SECTOR

ANUAR ARZYKULOV* Characteristics of most popular loans and mortgages in Kazakhstan

There are many different types of loans that provided by the financial
intermediaries in Kazakhstan for residential and non-residential construction
companies. The majority of these loans are short and medium-term loans and
only 30% of all loans given to real estate market participants are long-term.
Georgiy Marchenko, the chairman of the National Bank of Kazakhstan, said
that the average interest rate on credits given in KZT to different sectors of
economy (including sector under consideration) from the beginning of 2003 has
insignificantly raised from 14,1 % up to 15,2 %, and in a foreign currency has
declined from 12,3 % to 10,3 % (National Bank 2004a). The increasing demand
for resources in national currency leads to the slight growth in interest rate on
the loans. Due to instability in the exchange rates most of the companies prefer
to take loans in national currency, as it was stronger than the foreign currency,
i.e. USA dollar. As a result, the interest rate on loans in dollar decreased.

This percentage rate fluctuates depending on the type, the maturity and the
riskiness of loans. The longer the maturity, the higher the interest the company
has to pay. But as it was stated before, most of loans are short-term and thus,
their percentage rate is approximately 6%-8% in national currency. Some
companies cannot afford such high interest rate as 14% annually, so why they
take shorter-term loans. Comparing with the USA, where the interest rates

The main purpose of the research is to investigate the reasons why Kazakhstani banks provide the
real estate sector with small amount of long-term credits. It also examines the factors that influence
the amount of total loans invested in the sector.

This paper considers different aspects and operations of Kazakhstani banks, such as conditions for
deposits, interest rates on morigages and the loans invested in real estate sector, as all these facior
have direct impact on the amount and the period of loans.

In Kazakhstan being a country with transition economy the financial intermediaries should pur
more attention on providing both loans for corporations that operating in real estate sector and
mortgages for individuals as well, because individuals' purchases of the new apartments allow the
corporations to pay back the loans. Thus, the banks should provide the consumers of real estale
products with reasonable conditions, so that they would be willing and able fo take mortgages from
them.

The real estate sector has great potential mainly due to growing demand for commercial and
residential premises that motivates the corporations operating in real estuie sector io improve the
technology, to establish good relations with the banks, to show their ability to pay back the loans
(good credit history), to learn innovations from abroad. If these are done, the company wins
confidence from banks and is able to ger longer-tenm loans.

BAHKH U PEIHOK HEABWAHUMOCTH

AHYAP APIRIKVIIOR

(OcHOBHaA 1CTB HCCNCAOBATCABCKOH paboThI MOHATH IPHYHEE, MO KOTOPLIM KulaxcTaHckue Ganku ne
APCAOCTARIACIOT KPYNMHBIX JOATOCPOYHBIX KPC/IMTOB HA  PbiHKE HeaswwumoctTd. Takmke Gynyi
paccMOTpERBl (AKTOPBI, KOTOPHIE BAHAIOT Ha ODUICE KONHYECTEO MMHMOB WHBECTHPYEMLIX B CEKIOp

HCIBHAHMOCTH. TaKHKC
B jaunoi pﬂﬁ(‘JTL‘ G)Hl)"l‘ PACCMOTPEHE! PAVIMYHEIC ACTICKTH W JIEATETEHOCTL KABIXCTAHCKHX

OaHKOB, BKNIOYAA YCAOBHSA JUIA OTKPAITHA ACMO3HTOR, MPOLEHTHBIC CTABKH 110 HIOTEMHBIM KPEANTAM W
3aliMaM, WHBECTHPYEMBIM B CEKTOD HEOBUICMMOCTH, 74K Kak AduHBie QakTOpPE  OKA3RBAN1
HETNOCPEACTBEHHOE BOACHCTENE Ha CPOK H CYMME! 30HMOB HA PhIHKE HEABHIKHMOCTH.

B cmmn ¢ rtem, uro Kasaxcran pasBHBalOmieecs ToCyAapcTso, (MHAHCOBMIM TOCPEIHHKAM
cnefyeTyennts Goneiice BHHMaHEA 00eceUcHHIO | 3aHMAMH KOPHOPALHK, ONEPHPYRILIKE B CEKTOPE
HEBHKHMOCTH, W MIOTEYHBIMH KPeAWTaMi  (DHIHUCCKUX JIHL, NOTOMY MTO HMEETCs  NpAMasn
BIIUMOCBA3E  MElAy  npHoOpeTeiMeM  KuAbA  (PHIMMECKAM  JIHUAMM W BO3BPATOM  3aiMos
kopropauwsamy. CreioBare/bio, OIHKH J0MKHLL NPCUIOKATE NOTPEOUTCAAM Hi PhIHKE HCABHMKUMOCTH
PasyMHbIe YCI0BHH, YT00B OHH XOTC/AH M MOIJIM B3STH HIIOTeKY 8 Danke,

PHIHOK  HEABHKMMOCTH  WBASETCH  OAHAM  H3  Haumbonce  MEpCHeKTMBILIM - BCAC/ICTRHE
BOIPACTAIONIErD CHPOCA HA HHIKE H KOMMEPHMECKYI0 HEBHKUMOCTS.. KopnopaitusaM, onepHpynmm
HA JIAHHOM PBIHKE, 5TO JaCT CTUMYN YAYMIIHTH [PHMEHACMBIC TCXHOIOIHH, YCTAHOBRHTL XOPOLIHC
BIAUMOOTHOIICHHA ¢ DaHKaMH, NOKaIaTh CBOK CNocobHOCTH BepHYTH 3aiiMbl (KpesHTHAR HCTOPHS),
HBYHHTL 3apy6eknnie HOBORBENeHHA. Ecnu Bee 370 c/ienaHo, KOMOaHus 3AciyuT fosepue Gankos o
Oyjer cnocobHa BT OATOCPOLHEIA 3aEM.

+ Arzykulov Anuar, BAE student, KIMEP; e-mail: arzykulov@bta kz

depend on the sector of economy and the highest rate for real estate sector is
5%, in Kazakhstan it is very expensive to operate in the real estate market.

The majority of the companies operating in the market usually take the
medium-term credits except few ones received long-term and very cheap loans
like Reiz and Elite Stroy. What is good about the loan system in Kazakhstan, that
it allows the banks to change the interest according to the place (or city) where
the corporation is going to invest the money. For example, those corporations,
which construct buildings in the regions, have opportunities to receive loans at
lower rates, like 8% annually. But still these loans in most cases are short-term.

Let us consider the information on mortgages for individuals who would like
to purchase apartment or a house. In Kazakhstan the system of mortgages is
quite young and thus, there is no many types of mortgages. Usually they are

standardized and an individual can receive a loan only if he/she agreed to

provide guarantees that loan will be paid back. These guarantees can be the

confirmation of individual income from work place, property he/she currently

posses, or the property that he/she is going to acquire.

~ The average interest rate stated by the National Bank for consumer loans is
13,4% in national currency and 11,2% in foreign currency, i.e. USD dollars or
euros. The percentage rate is not so low, thus some people prefer to put money
on deposits and to accumulate additional income instead of taking credits. The



interest rate is lower if a person is able to pay back the mortgage in short period
of time. Financial intermediates concern with return of mortgages provided to
individuals that result in increase of loan terms and interest rates. In 80% of
cases people take long-term mortgages, and thus not every person can pay such
a high interest on loans.

Possible consequences of the current situation in real estate sector

There are three major consequences of situation with small amount of long-term

loans in real estate sector that result in:

1. low quality of constructions;

2. high prices on new apartments, office rooms, etc.;

3. banks’ failure to collect the loans from the real estate corporations because ol
the high price on mortgages.

Let consider these consequences in more details. The low quality of the new
building is the major negative aspect at the market. The corporations having
medium- and short-term loans hurry to finish the construction projects, in ordes
to pay back the loans to banks and get profits from customers’ purchases. They
omit a lot of important details when starting the projects and these make the
buildings dangerous in case of different disasters.

The main goal of any business is to get a profit, or the difference between the
revenues and all operating expenses and taxes. The main source of revenues of
real estate corporations is money they get from selling new constructions. It was
found out that value of money on Kazakhstani financial market is very high.
Beside this there are a lot of other operational expenses, which results in
increase of prices of apartments. Also the prices are significantly affected by the
ability of individuals to take mortgages, despite the high interest rates. This
allows companies to assume that clients are able to buy new apartments because
the mortgages are available).

Although there is a risk that companies may not sell apartments at planned
prices because customers are eager to pay high interest rates. This may result in
failure to return loans in time. In turn, banks may get into difficulties providing
the short-term loans for huge projects based on overestimated expectations for
high prices.

Reasons, that do not allow banks to provide long-term loans for real estate
sector

There are several reasons why local banks are lot able to provide the real estate
sector with long-term loans. The Figure 1 gives the information about the
problems that banks face when they give long-term loans.

As you can see the main issue is that on the liabilities side of bank’s balance
sheet the amount of short-term demand deposits exceed the amount of time

deposits. Thus, if a bank provides long-term loans and if there are bank-runs, it
becomes bankrupt. In order to decrease the risk banks try to keep the maturity
gap equal to zero. It doesn’'t allow them to provide more long-term loans,
because any changes in the interest rates may impact the equity section of the
balance sheet.

FIGURE 1. MAIN [ISSUES WITH LONG-TERM LOANS
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The real estate sector suffers because the majority of long-term loans go to
the heavy industry. Figure 1 illustrates that this issue stands on the second
position (23%). Local banks with the support of Ministry of Finance and the
National Banks made different researches that showed the higher profitability
from investing activities in the long-term projects in the heavy industry rather
than in the real sector of the economy. Of course the state support exists both in
heavy industry and real sector. However, in real sector there are many foreign
investors operating that makes the credit system more open to provide long-term
loans.

According to Mr. S. Kamzaev, the Director of Credit Department, the state
provides insufficient support to local real estate corporations. If the government
provides guarantees to the banks to repay debts in case of insolvency, the banks
could be more confident in borrowing long-terms loans (Arzykulov 2004).



PERSPECTIVES FOR REAL ESTATE SECTOR OF ECONOMY IN
KAZAKHSTAN

Possible perspectives

Kazakhstan is developing state and thus, it has a lot of perspective in differen
sectors of economy for the future. The improvements and innovations will allow
building cheaper and faster. It will result in significant growth of GDP of the
country.

Development of other sectors of econmomy and attraction of foreign
investments will provide all necessary conditions for development of real estate
sector. Construction companies expand geography of their activities including
Atyrau, Aktay and Ust-Kamenogorsk. These cities are famous for the oil deposils
and thus, there are a lot of people who came from abroad for permanent living
or for the period of contract duration. These people need apartments, office
spaces and infrastructure, like cinemas, groceries and etc. It is a good
opportunities for real estate companies to become involved in lot of new big
projects.

Ust-Kamenogorsk is supposed to become another attractive destination for
investment because of gold and silver deposits. The real estate companies have
good opportunities to participate in different projects attracting bank loans in
other cities of Kazakhstan, like Ust-Kamenogorsk.

Kazakhstan has various tourism destinations, Unfortunately, the tourism
infrastructure demands for significant improvements. The foreign tourists always
complain about lack of accommodation and they suggest organizing the special
camping places in the mountains or on banks of rivers. It is considered that
investments in tourism result in attracting visitors to Kazakhstan. Thus, this
means tourism sector is dependent on real sector. According to the Research and
Development Department of Kazakhstan, the perspectives for investing in the
construction of new “cities” in the wild areas of Kazakhstan (deserts and
mountains) are expected to be highly profitable. Of course, for this purpose
banks should provide the construction companies with long-term loans, because
such projects need more time to be completed.

Actions of bank that help to fulfill the potential

In order to fulfill the potential one should consider the current relationships
between banks and real estate companies. If we find possible solutions to the
problems, it will give the chance for real estate sector to be provided with long-
term loans and thus, it may reduce the prices on apartments. Increase in number
of long-term loans offered will result in significant decline of interest rates and
will be cheaper to borrow money to construction companies.

Some possible solutions were suggested by the eredit managers from Credil
department. Figure 2 shows the most important measures that should be taken to
improve current situation in banking system in Kazakhstan.

The major problem is related to demand deposits. People prefer to place
money on such short-term deposits, which ensures its repayment. Thus, people
don’t trust in financial sector in our country. This influences banks’ capacities to
provide the corporate clients with long-term loans. It is recommended to
eliminate most types of demand deposits and introduce new types supporting the
banks initiatives with long-term loans.

FIGURE 2, IMPROVEMENT MEASURES FOR BANKING SECTOR
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It was stated before that Kazakhstan has advantage over the US system of
corporate loans, because there is differentiation of the interest rates according to
sectors of economy. There are lot of corporations with different amount of assets
and equities inside each sector. This fact doesn’t take into consideration and
thus, often local banks find it difficult to meet clients’ wants.

One fifth of cases (17%) belong to the problem with insuring the loans by the
third party; in our case it has to be the government or any other state or
international financial organization. Such measure aims to guarantee local banks
loans to be paid back by the third party in case of insolvency.

The problem regarding interest rates on mortgages can be considered from
three sides: consumer of morigages, banks and producers of real estate property.
The interest rates on mortgages and loans are established by the National bank,
so the second-tire banks work in accordance with the National Bank Acts and
Decrees. If one considers the chain it will help to understand the relationships
between consumers, banks and real estate companies.

Banks provide mortgages to individuals. These mortgages are used for
purchases of real estate property. The construction companies get revenues from
the individuals, who get these mortgages from banks. Thus, if the National bank



provides conditions that encourage more people o borrow money, the
construction companies will be able to pay back their long-term loans faster thai
they do it now,

CONCLUSION
Overview of the topic

As it was stated above the real estate sector in Kazakhstan faces with a shortaje
of long-term loans provided by the commercial banks. This leads to some other
difficulties that impact the individuals, like high prices on real estate property. I
order to solve the problems that exist in the market one should consider various
aspects of different sectors of economy. Financial sector is the most importani
one. It is the main source of funding for the corporations, operating in the real
estate sector. Evaluating the relationships between banks and real estate sectof
participants we came to the conclusion that the National Bank plays the most
important role determining the interest rate on long-term loans and thus, us
first-tire bank can change regulations in order to improve the situation.

Along with that, there is a need for support from the to this sector of
economy. Such support could include new legislative acts considered in the
Parliament, state participation in construction companies through shares
acquisition. The latter would give (according to existing legislation) a lot of
privileges, for example, tax exemption for companies and result in increase
confidence in companies from local banks.

In order to keep approximately stable interest rate, the National bank should
try to keep the same inflation rate. As we know the inflation rate for 2003 was
6,5% comparing to 4,8% in 2002. Of course this impacts on the nominal rates of
long-term loans as well as of consumer loans and mortgages. The interest rates
on mortgages at commercial banks don’t differ from the interest rates on time
deposits. For example, if the mortgage rate at Kazkommertzbank JSC fluctuates
from 10 till 13,5 % annually, the interest rate for time deposit is approximately
9-11% annually. Thus, there is no much difference between saving of money and
taking mortgage at commercial banks. The main goal of the National Bank is to
provide clients with available and appropriate mortgages. These actions would
help the real estate sector to make profits and to be able to pay back the loans.

Evaluating the situation based on the information of representative people
from three different sectors (banks, real sector and individuals) I have concluded
that they all face the same interrelated problems. It can be assumed that solving
one would direct to the real improvements in the situation with real estate
sector.

commendations on improvement the situation

During the whole work | considered the problems, suggestions and possible
solutions  only based on the interview results, different statistical data,
‘observations and ete. In this part there will be my own view on the problem and
solution that was not considered by anyone before in the research.

The problem that banks provide only 40% out of 100% of long-term loans
can be solved in simpler way, which doesn’t require interrelations with the
National Bank or with the government, It could be recommended to the bank
‘management to consider the installment payments on the long-term loans
instead of single payment at the day of maturity. First of all, it would allow
expanding the maturity of loans, decreasing slightly the interest rates and making
loans more attractive for real estate sector, Banks would benefit as well, because
they would be able to reinvest the installment payments in another projects. This
reinvested money increases the money supply in the country and can be invested
again in the real sector economy. Construction companies would also have
advantage, as the maturity of installment loans is usually larger so the amount of
interest rate in cash equivalent will decrease with the decline in loan term.

Let us focus on the consumer side. The government has impact on the ability
of individuals to purchase apartments by establishing state funds, which will
provide people willing to purchase houses/apartments with long-term and low
interest mortgages. As these funds will be purely supported by state, this would
increase the trust of people to such funds. In this case consumers would prefer
to borrow from state funds instead of commercial banks. The banks will be able
to invest money that initially was purposed for mortgages into the real sector of
economy. Establishing of such funds would be good both for real sector and
individuals.

My third recommendation, or better say, suggestion, relates to the point that
have been already discussed. The National Bank should help to reduce the
amount of demand deposits and increase the willingness of people to place
money on time deposits. As debit cards, money on banks’ accounts and deposits
less than one-year maturity are considered as demand deposits, among them
only amount of the short-term deposits can be changed. In order to attract
customers for time deposits, the interest rate for demand deposits has to be
decline significantly. Of course, if it is done, commercial banks would be able to
increase the amount of loans provided for real estate sector.
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Sustainable agriculture — farming systems in which the use of purchased
chemical-based inputs is significantly decreased in comparison to conventional
agricultural systems, soil erosion is controlled and weeds managed, there s
maximum efficiency of on-farming and purchased inputs, maintenance of soll
fertility to proper addition of plant nutrients, and the basic uuhzatmn of
biological principles throughout the farming process.

Environmental Conflict — ‘a conflict caused by human-sourced disturbance of
normal regeneration rate of a renewable resource’; ‘probable linkage between
environmental degradation and the outbreak of violent civil or interstate conflict’
(ibid.).

Environmental change — ‘a human-induced decline in the quantity or quality of
a renewable resource that occurs faster than it is renewed by natural processes’
(Homer-Dixon 1994)

INTRODUCTION
Problem

The countries of Central Asia face serious problems of land degradation and
desertification due to natural and human causes. In Central Asia — as in many
other dry areas across the globe — inappropriate agricultural practices will, in the
long term, lead to the destruction of both vegetation and soils (UNCCD 2002)
This negatively influences on the productivity of the cultivated land, and,
consequently, may lead to economic and social instability in the region. In
Central Asian environmental conditions land is a treasure, which feeds people,
dresses them and touches not only rural population, but also people working i1
all sectors of economy.

The economic costs of land degradation to the economies of the countries in
Central Asia are enormous. For instance, the Project Document of the
GEF/World Bank Aral Sea Basin Program (1998) indicates that due to
salinization in the Aral Sea Basin about 5% of Central Asia’s GNP is lost
annually (Saigal 2003).

Worsening environmental conditions may be directly associated with social
instability and lead to increases in poverty. Poverty incidence ranges between 4%
percent and 87 percent in environmentally unfavorable areas. Poverty and
continuous agricultural land degradation in rural areas may push people 1o
migrate to urban areas. Overpopulation of cities and increasing poverty rates
might become a background for social instabilities. This problem is further
discussed in the paper, reviewing different researches and opinions.

Regions security and peaceful development of CA countries is only
conceivable within the scope of mutually beneficial regional cooperation. So it is
very important to recognize that desertification problem cannot be solved by ong
country alone. According to the report of the Asian Development Bank, the
United Nations Convention to Combat Desertification (UNCCD) serves as the

principal global agreement addressing sustainable land management, which by
1997 was ratified by all of Central Asian Republics. The countries took
obligations to implement measures to mitigate desertification on the regional

level, - _
The objective of this research is to identify the link between desertification

and security in Central Asian region with the emphasis on Kazakhstan. And,
ultimately, using information on successful international experience and
interview results, the author tries to assess what kind of policy recommendations

could be proposed.

ypothesis

Desertification as one of the forms of environmental degradation may cause
instability and conflict in the Central Asian region.

Methodology

The methods used in research: Literature review; interviews with governmental
officials (Parliamentarians and the Ministry of Environment of Kazakhstan),
NGO representatives (Regional Environmental Center of Central Asia),
Kazakhstani geologist, rural sector representatives (farmers) (Conference in
Astana, Kazakhstan); materials of conferences.

Structure of research

The paper consists of three major parts. The first part represents an overview of
desertification problem in the world and in Central Asian region specifically. In
Appendix there is a brief description of land situation in each of Central Asian
countries. The second part presents the analysis of correlation between
desertification and security. The example of Fergana Valley is given. The third
part is mainly of recommendation and conclusive character. It takes into
account the conclusions from the pilot projects in the Ili-Balkhash region,
Kazakhstan, the results of the interviews with public officials and a successful
international experience. Ultimately there is conclusion, where all major results
of research are summarized.

Let us start from brief background information in order to have a basis for
the further analysis of the problem.



BACKGROUND

Brief description of desertification problem in the world

The term desertification was first used by Aubreville (1949) in connection witl
the loss of productivity of good land through loss of soil as a result of mindless
tree cutting in humid and sub-humid tropics. Whitford (1990) defined
desertification as the diminution or destruction of the biological potential of the
land leading to desert like conditions. Deserts are a climatological and
geographic phenomenon, but desertification is neither climatological no
geographic., It can be defined as a destructive process in which the loss of
impairment of productivity or productivity potential of a land results from the
direct or indirect activity of man coupled with environmental factors. The world
desertification facts are summarized in the Tablel (Appendix).

Brief description of desertification problem in Central Asia

As it was mentioned earlier, desertification not only has to do with deserts
Combating desertification means working against the destruction of natural
resources towards rural development and long term food security. Thus
de-lsertiﬁcation control is one way of crisis prevention, though diminishing rurl
migration and, ultimately, contributing to poverty reduction. So when we look al
desertification processes in each country, we will try to assess also the economit
and social costs of it.
Table 2 in Appendix briefly overviews the desertification in CA region.

DESERTIFICATION — A THREAT TO SECURITY?

When we talk about a security threat caused by environmental degradation, we
come to the discussion of environment-conflict linkages. Researchers on the
issue have different opinions about it. We will discuss two oppuosite opinions on
the issue, of Thomas F. Homer-Dixon (1994) and Daniel Deudney (2006) and
some other researchers.

In the opinion of Homer-Dixon (1994), there is a direct positive correlation
between environmental degradation in combination with social factors and
internal stability of the state. According to his research, decreases in the quality
and quantity of renewable resources, population growth, and unequal resource
access increase scarcity of cropland, water, forests, and fish. This, according 10
Homer-Dixon, can reduce economic productivity both for the local groups and
for the larger regional and national economies. The affected people may migrate
or be expelled to new lands. Migrating people often trigger ethnic conflicts when
they move to new areas. “In developing countries, the migrations and
productivity losses may eventually weaken the state”, - Homer-Dixon writes
However there are some counterarguments about environment affecting security

Among the many controversies surrounding the environmental security
goncept, two are central, which Daniel Deudney (2006) describes, First, is there
enough evidence to support the claim that ecological change is, or will be, a
major new source of conflict? Second, are the advantages of linking
environmental problems to security concerns worth the risk of militarizing a
society's responses to environmental problems? Other scientists have voiced
stronger criticisms, suggesting that the powerful association between the concept
of security and the use of military force creates the danger of turning
environmental problems into sources of military tension and conflict.

There is such an argument that ‘for any environmental threat to be security
threat there must be some demonstrable connection to some vital national
interest.” (Allison and Jonson 2001, 71). There can be several pressures and
threats, which can cause the conflict, such as economic pressure, social and
political pressures and ideological pressures. As the illustration we should look at
the example in Central Asia, Fergana Valley.

Fergana Valley is the biggest and the most populated oasis in Central Asian
region. From the beginning of 1990s there have been several conflicts, leading to
severe human victims. These conflicts were: in 1989 on the border of Fergana
city and Batken region (Kyrgyzstan), as well as in the related to it Isfar region
(Tajikistan), in Osh 1990; in Khujand city (former Leninabad) 1996-98, and the
events in the Kyrgyzstan and Uzbekistan border (Batken), 1999-2001. What were
the factors or pressures underlying those conflicts?

First of all it is demographic pressure. It is expressed in the region as rapid
population growth. Fifty percent of region’s population lives in 20% of Fergana
area. The average population density is 360 people per square km, where each
second resident is younger than eighteen. The birth rate in Fergana is high as
well. According to the forecasts of experts in 2010 population will reach 14-15
‘min people, whereas now it is 10 min. The consequences are the increase of new
labor in the market, emergence of problems with water and land supply, the
feeling of social injustice, causing the phenomena of “creeping migration”. This
kind of migration is occurring when population of boundary regions of Tajikistan
‘and Uzbekistan moves to the territory of Kyrgyzstan and purchases land and
Thomes there. But these transactions are not legal. Such resettlements to put it
‘mildly are not welcomed by the native Kyrgyz population and may cause deep
fears of tearing away for native lands.

The second pressure is low level of economic development of the region.
‘According to unofficial statistics the unemployment rate in Baken region in
Kyrgyz part ranges from 50 to 80 percent. 35 percent of potential labor force in
‘the Uzbek part is still unemployed. In most of the cases it is 25 years old youth.
‘Exactly these young people are more liable to create movements of various sort,
which become the basis for armed units existing on the territory of the Valley.
This economic pressure data is confirmed by the field research, conducted in the
South of Kyrgyzstan by the Institute of Regional Research (Bishkek) in 1999.
Their research says 60 percent of respondents see unemployment as the main



reason for social instability; 40 percent see the main problem in the decrease of
living standards,

Therefore, to decrease social tension in the rural areas of Central Asian states
the problem of land scarcity and low quality land should be solved.

RECOMMENDATIONS

Improve methods of agriculture

With the existing technique of irrigation using furrow watering 50% of water s
used inefficiently. Moreover such watering not only spoils and erodes soil, bul
also it pollutes ground waters with harmful pesticides, salts and herbicides. The
use of overhead irrigation instead of traditional methods will provide an
opportunity of saving 5-10 cubic km of water, to increase total agricultural yield
by 25-30 percent and finally to increase GDP by 0,3-0,5 billion dollars. These
financial resources could be used for buying new agricultural technologies for
new overhead irrigation.

Improve cooperation

There should be better cooperation between the environmental organizations and
international commitments taken inside the countries and among them.

Improve financing of science

Because the major cause of unsatisfactory results of desertification control
strategy in China was usage of the wrong methodology of agriculture and grazing
due to the lack of scientific knowledge.

Consider all interests, including less powerful users

The decisions should not be made only in the pursuit of individual or group
gains, with little regard for the impacts on others and ignorance of the long-term
consequences. During the interview with Kerim P. Primkululy, the Head of the
Environmental Committee in the Majilis of the Parliament of Republic ol
Kazakhstan, he emphasized that Kazakhstan still has this problem ol
considering interests of only one stakeholder group in decision-making process.
This creates a situation that laws and regulations become unfeasible and unjust,

Establish participatory approach
The process of development must be participatory to succeed in the long run s

well as in the short run. According to Eva Kleinn, Regional Coordinator ol
CCD Project, the main advantages of participatory process are:

e The role of the government decreases, because the population as well
becomes interested and motivated in the positive result of the project;

e International investments also increase, because the project becomes more
sustainable;

« Through taking into account the interests of all stakeholders, the conflict is
less likely to occur.

CONCLUSION

The paper has shown that land degradation and mismanagement of resources
may lead to such negative consequences as migration and social stress in the
entire Central Asian region. Those consequences then turn into problems for
politicians and have to be solved on a local, national or regional level.

Social science may lack the tools to tell us exactly when and where
environmental problems will produce conflict. Nevertheless, the capacity of
environmental change to disrupt people’s lives, erode standards of living, and
threaten established interests tells us that the possibility of widespread violent
conflict must be taken seriously.

Analysis showed that it is useless to search for new reserves of water to use them
in order to increase subsoil waters. It is essential to move towards progressive
methods of irrigation, popular and approved all over the world. Progressive
methods mean sprinklers and overhead irrigation. Although furrow irrigation is
widely spread in developing countries, countries such US, Russia, Ukraine use
only mechanized sprinkling method.

Ultimately, integrated approach to all solutions is important to solve such
complex problem as desertification. To achieve this approach the gap between
technical solution (knowledge) and daily natural resources management practices
should be eliminated. Meaning that support and participation of rural
communities is vital if any plan is to be implemented. It will ensure success and
ainability of policy of desertification mitigation.
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APPENDIX

TABLE 1, WORLD DESERTIFICATION PROBLEM FACTS SUMMARY

-« Desertification damages 70% of the world’s dry lands, which is 3.5 times the size of
Canada. About 30% of the Earth’s total land surface is affected.

» Land permanently degraded to desert-like conditions increases by 10 million hectares every
year, an area twice the size of Nova Scotia, Canada,
o 110 countries are affected by desertification. Eighty are low income or developing countries

with limited resources to restore degraded areas. Two-thirds of Africa is desert or dry lands.

North America has the highest proportion of dry lands (about 74%) severely or moderately
affected by desertification.

There are 25 million refugees in the world forced to relocate as a result of desertification. Another
250 million people are in danger of losing their land. The United Nations estimates that
desertification causes affected countries to lose US $45 billion in income per year,

Source: Amin, Ammar A. (2004), The extent of desertification on Saudi Arabia, Environmental Geology, Vol.46,
No.l, pp.22-31

TABLE 2. BRIEF OVERVIEW OF LAND DEGRADATION PROBLEM IN CENTRAL ASIA

Country Brief Description

Kazakhstan Kazakhstan, the largest of the Central Asian Republics, extends almost 2,000
km from the Caspian Sea in the west to the border of China in the east and
nearly 1,300 km from central Siberia in the north to eastern Uzbekistan in the
south.

The total area of degraded lands in the Republic is estimated to comprise 66%
of its territory. The main zones of ecological stress and land degradation are in
the Aral and Caspian regions. The Aral Sea was once the world’s fourth largest
inland water body but has in recent decades shrunk to less than one third of its
former size. The rising level of the Caspian Sea is causing the flooding of coastal
areas, including active oil production areas, populated areas, agricultural land,
and pastures in Western Kazakhstan. Radioactive pollution of soils at the former
nuclear fest site at Semipalatinsk poses a particular danger.

Total annual economic loss due to desertification in Kazakhstan is estimated
at 93 hillion tenge (US$ 6.2 billion). Land degradation impacts particularly the
poor households. While comprehensive poverty analyses are lackingofficial
statistics show that the proportion of the population living below the poverty line
declined from 34.5 percent in 1999 to 31.8 percent in 2000. However, poverty
remains a major challenge as the proportion is still high compared with 25
percent in 1992. Poverty is more pervasive in rural than urban areas.

More than 85 percent of the territory of Uzbekistan consists of desert or semi-
desert. Approximately 47 percent of the land area consists of meadows and
pastures; another 10 percent is arable, and 1 percent has permanent crops. A
third of the land is “not used”, and the balance is utilized for non-agricultural
uses. Water is the basis for intensive irrigated agriculture, which is the mainstay of
the economy in Uzbekistan, as in the other Central Asian Republics (CARs). The
two main rivers of the region, Amu Darya and Syr Darya, flow through the
country and terminate in the Aral Sea. The lands of Bukhara, Navoi,
Kashkadarya and Fergana regions suffer from soil degradation. Water erosion




TABLE 2. BRIEF OVERVIEW OF LAND DEGRADATION PROBLEM IN CENTRAL ASIA (CONTINUED)

Country

Briel Description

strongly affects the agncultural lands of Surkhandaryn, Tashkent, Namangan
and Andijan regions. Sheep pastures are mainly based upon use of the summer
mountain pastures, and overgrazing has contributed to degradation. During
the past 15-20 years, there has been an extensive degradation of pasture lands
due to the unsustainable use of pasture in cattle breeding, lack of maintenance
of pastures and other human activities.

The economic costs of land degradation in Uzbekistan are the deterioration ol
production base due to lack of upkeep of irrigation and drainage systems, hupe
water losses, severe soil salinization and declining crop yields. All this is
estimated by the World Bank to cost the country USS 1,000 million annually
at economic prices.

Tajikistan

According to the Tajik NAP, currently 97.7% of the country’s agriculturul
lands are suffering from erosion, as compared to 68% in 1973. The erosive
processes have been especially active in the foothill regions. The two main
factors underlying the process of soils degradation in Tajikistan are wales
erosion and gully erosion. Human economic activity plays a significant role in
accentuating the erosive processes through intensive development ol
agriculture on sloping lands and associated unsustainable cultural practices
Intensive agricultural activity on steep slopes inevitably results in erosion. Soils
are washed out, and the growth of ravines tends to decrease the area of arable
soils. Even in the flat lands of Fergana, Gissara, Vahasha and Kabodina, o
large amount of farming soils are scattered over the hills, small ravines, and
dales. For example, the hilly parts of cotton fields suffer from under-watering,
while in those places where there are depressions, crops suffer from un
oversupply of water. Both negatively affect the productivity of cotton fields
Under rainfed agriculture, slopes of up to 25" are widely used now, ignoring
observance of organizational and agro-technical anti-erosion measures. All
pasturable lands of Tajikistan are strongly subject to erosion—with 89% of the
summer pastures and 97% of winter pastures suffering from medium to strong
erosion,

The Tajik NASAP estimates that the decrease in production of only founy
agricultural enterpnses has caused an annual loss of 281 billions rubles (LIS%
224 million) to the country’s economy. The annual production of major
agricultural products is estimated to have decreased due to land degradation by
as much as 50 to 60 percent. There is a close nexus between land degradation
and poverty. Poor people are highly dependent on natural resources jor thew
livelithood and are most affected by environmental degradation, contamination v/
water sources and outcome of natural disasters including droughts and floody'. It
is therefore important that policy makers involved in the PRSP process duly facio
in the economic impact of land degradation in macro-economic and sectopul
straregies.

Kyrgyzstan

Kyrgyz Republic is a mountainous and land-locked country characterized
by harsh natural conditions and fragile ecosystems. The Government adopted
macroeconomic and structural reforms and its liberalization measures received
considerable support from international financial institutions (I1Fls), UNDI
and other donors, which assisted in the reorganization of the industrial nnd
agricultural sectors of the economy. However, Kyrgyz Republic’s two maln
export products, gold and electricity, have been affected by declining pold
prices and uneven implementation of regional water-energy agreements.

The main land degradation processes at work in Kyrgyz Republic include

TABLE 2. BRIEF OVERVIEW OF LAND DEGRADATION PROBLEM IN CUNTRAL ASIA (CONTINUED)

Country

Brief Description

soil erosion. salinization and swamping, chemical pollution, and destructive
changes of vegetable covering. According to the Kyrgyz classification system,
there are three ecological zones — low mountain (desert and semi-desert
steppe), moderate mountain (forests), and high mountain (Sub-alpine/Alpine).
The problems of natural resource degradation are conditioned ‘by the
geophysical and climatic characteristics of various zones whlch_ are
compounded by excessive and inappropriate economic activity. lntensuy_ of
erosion is dependent mostly on a wind regime, soil lithology and inappropriate
agricultural activities on steeply sloping lands in a mountainous country (see
table 2 in the main report on ecological zones. More than 51 percent of the
10.6 million ha of arable lands in Kyrgyzstan are affected by erosion. About
90% of cultivated crops are grown on irrigated sites with significant slope and
as such are subject to washing off of soils estimated at losses of 15-20 tons
irrigation from one ha. Land slides and mudflows on the slopes caused fm_m
irrigation and precipitations, affect an area of about 5.5 million hectares, while
salinization and swamping in lowlands affect an area of about 1.5 million
hectares. The natural conditions of Kyrgyz Republic make it practically not
possible to suppert agriculture without irrigation. However, in some regional
and territorial features of the Republic, it is possible to practice rainfed
agriculture, when the spring storage of water in the ground is enough to
sustain the crops.

Hard and structured data on the dimensions and types of land degradation, or
estimates of the economic costs of land degradation were not readily available.
While it is difficult to put a dollar value on environmental damage, & world
bank study on the mountain and forest sector in the Kyrgyz Republic
estimates that the annual value with improved grassland yields would be 62%
higher — $477 million as compared with $296 million based on poor grassland
yields

‘Turkmenistan

Turkmenistan _covers a territory of 491.2 thousand km?, with a ftotal
population of 5.6 million (2001) which is growing at a rapid average annual
growth rate of 3.3% (between 1992 and 2000). The largest part of country (80%)
is occupied by a desert plain, and arable land constitutes only about 4% of the
total land area. Gross National Product (GNP) per capita in 1998 was $540".

The Karakum Desert occupies about 80% of the territory of Turkmenistan.
The high aridity of the climate, mobility of the soil substrate, and sparse
natural vegetation, with high sensitivity to even small changes in the wind
velocity, favour the appearance of deflation processes characterized by drifting
sand and dust storms. The desertification processes are classified as: (i)
degradation of the vegetative cover; (ii) deflation in a sand desert; (iii) water
erosion of hillsides; (iv) salinization of irrigated lands; (v) salinization of soils
caused by lowering of the Aral Sea level; (vi) technogenic desertification; and
(vii) swamping of pastures in the zone of discharge of collector and drainage
water. Flooding processes and salinization of new territories, together with
pollution caused by oil and gas industrial activity, have caused severe
environmental degradation in the entire Caspian Sea region of the country.

Land degradation results largely from improper land use. Total annual direct
economic losses from these practices are estimated at US$ 112.87 million, while
total indirect costs of rehabilitation are estimated at USS$ 234.00 million, providing
an estimated total (annual) economic loss of USS 347 million.




A KYRGYZ FUNERAL TRADITION: PAST AND PRESENT CONDITIONS

(Results of a research done in Ozgorush village of Naryn district in 2003)

ELIZA [SABAEVA®

Past and present situarion in Kyrgyzstan affected ro some extent the Kyreyz funeral ceremony. In it
past Kyrgyzstan was a member state of the ex-USSR, which in every possible way banned the bellef
in God and practicing folk traditions because of the atheistic ideology of the former USSR. Thi
Soviets wanted to destroy traditional social institutions among the people. Their main goal way o
create relations, which were not based on kindred and tribalism, but, on the contrary, they strived o
construct socialist relations. Therefore the Soviet government was against those rr'rmz}x W.‘I"I"l‘h used
make kinship relationships stronger. ' I

When Kyrgyzstan gained its independence in 1991, freedom of religion was declared by th
government, Thus, the number of mosques and people preaching Islam and practicing Islamic and
Jolk traditions grew. The people’s perception of Islam changed, which I divide into a waditional and
:mn-m::diﬁam! perception or change. According fo a traditional change, currently the Kyrgyz arv
becoming more and more educated. In other words they iry to follow the rules of orthodox Islam
when burying a deceased. For instance, they might demand from main organizers of a funeral 1o bury
the dead body as soon as possible, within a few hours; they might appose the decision 1o slavughtor
many animals, females' as well as males' loud weeping loud in public, erecting a huge fa.».-h:’m;a;mr.-
monument, distributing goods which involves huge expenses, etc. The nen-traditional change i
related with a conversion of the Kyrgyz to other confessions. Since these Kyrgyz are not ﬁh;\hm
obviously their funeral ceremonies differ from the way of a traditional Kyrgvz‘ Sfuneral. For r’m;r;«n. '
the converted people don't read Koran to a deceased. However, the gist of the Kyrgyz funeml
:'!:f't’mv;?}' remains the same. They also set up yuris, they slaughter animals keep the dead fm threw

v, efe.

Changes in a Kyrgyz funeral ceremony were not significant since they could not change the

tradition, though the attempts were made from different sides. - :

KBIPIBIBCKHE MOI'PEBAJIBHBIE TPAJIHULIMHA B MPOLIJIOM W HACTOSILEM

DMHUIA HCABAEBA

Hpomnas u wwienmss curyaund B Kwipreiscrane B kakoii-To mepe HOBAHAM Ha norpebaisibiil
obpai keiprasos. B ompomtiom Kwipreacran Geut wacteto Coserckoro Corwosa, KoTopsiii J00uIM
cnocofoM sanpeinan sepy B Gora M BHNOJHEHWE HAPOMHBIX TPAAMUMH H3-38  ATCHCTHHCCKON
uaconornd  Geismero Corerckoro Cotsa. CCCP xoren paspylmsth TPAIHUHOHHBIC COUHAABIEIC
HHCTHTYTHI cpejtt mioieit. Tnasuoif ero yenapio Guui0 cosgaHne OTHOWICHHH, KoTopble He Ghui
OCHOBAHBI HA posicTReHnbix cmisax. HaoGopor, comerckas aMHEHCTPALMA CIPEMWIACH CO3ATH
conManucTHyeckue otHonienus. [ToatoMy coBerckoe NpaBHTCILCTRO OBUIO NPUTHB TakHX obkvachH
HAPO/I, KOTOPbIe YKPEIUIIH POACTECHHDIC OTHOWICHHA.

Korna Keipriiseran ¢ran gesasnoumuiM rocyaapereom 8 1991, npasurenscrso obmasuno cobony
penuruw.  Torpa  xonwdecrso meuered W monel, HenopeioBaswMx  Menam M BHITOTHSRIIMK
MYCYABMAHCKHe M Hapoansie obwivan, sospocno. Hapomnoe noustde of Hename HIMCHWIOCH. D10
HOHATHE 5 pasie/ia Ha JBe YACTH: TPAAMIMOHHOE TOHATHE M HE TPAAHIMOHHOC TOHATHC N
H sie. CoracHo TPOIHUHOHIOMY M [HI0, B HUCTOALICE BPEMA KBIPIBI3LI CTAHOBATCHA BCC

* Eliza Isa?bacva, l'Jndergmdunlc, American University — Central Asia (AUCA), Abdymomunova str. 205, 720000
AUCA, Bishkek, Kyrgyzstan; e-mail: : ¢liz_kisa@yahoo.com, isabacvaec@mail.auca.kg

Gonee W (oAee PEIHPHOIHO IPAMOTHBIMIL, 1.6, OUW CTAPUIOTER EACADIITY HPRRKIAM IBconieEoro
WCAOME  (PH SXOPONEINH  YMepIero. Harpusep, o0 MOIYT norpebonans 0T  OpraniIziopon
noxopon, wrofuysepiinil Guul MOXOPONEN KUK MOXIO CKopee, B TEHEHHE HECKOIBKHX HACOB; 01K
MOIYT He POSPENINTh PEsiTh MHOIO CKOTA, WEHLIMOM M MYICLHHIM WIAKATE Y BCEX MO DMLY,
BOLBONTL  DOMBILAE NAMATHHKH, POVEBATL  BEULH, IO tpebyer Goxpumx 3aTpaT, H Tl He
TPALHIMOHHOE HIMEHEHNE CHAIAHO C NEPEXO/IOM HEKOTOPLIX KIPTBISON B Apyryio Bepy. Tak Kak oTH
KMIPTBI3Bl HE HBAMIOTCH MYCYJILMAHAMH, COOTBCTCTBEHHO WX norpeGansiblii 00psa OTIMYACTCA O
NOXOPOH TPAAHIMONHEIX  KBIPIHIIOH. Hanpamep, Kbiprbibi, Nepeileiine B Apyryio PennrHio, iHe
qurator Kopan wap ymepumm. Ofpako CyTh KEIPrBICKONO niorpeGansioro ofpsia HE WIMCHACTCA
nake y oTHx mroaei, OHK TOXE CTABAT IOPTHI, PEKYT CKOT, ASpiKaT NOKONHHKA TPH AHH, H.T.0L

Wamenenns B Kuipremekom norpefansiom ofipane He OpTH AHAYUTETBHLIMA, TOK Kak OHHM HEC
CMOMTH HIMEHHTH TPAJIHIIHH, HE CMOTPH 1A NOTEITKH ¢ pA3HbIX CTOPOH.

My main goal in this paper is to tell about a funeral among Kyrgyz people.
articularly, 1 will talk about changes in the Kyrgyz funeral tradition and its past
nd present conditions. By past I mean the time during the Soviet Union.
Especially in this time it was banned to believe in God and preach any kind of
religion since the ideology of the Soviet time was to achieve communism.
ommunists were closer to science and therefore atheism was very well
racticed among soviet people.

In order to study a Kyrgyz funeral tradition, I have done a fieldwork in a
mall remote village of Ozgorush near the At Bashy range in Naryn district. My
primary methods were interviewing people and doing participant observation. I
stayed in the village first for two weeks and later I returned to the same village as
a research assistant for a group of Swiss students, who also did field research on
rural life after the collapse of the USSR by means of visual anthropology. My
second stay was longer than the first one — a month — during which 1 could
conduct another few follow-up interviews with my informants. 1 did not choose
this place with a purpose — I went there with a group of other anthropology
students for an ethnological fieldwork.

Kyrgyzstan is a former Soviet country, which existed for more than 70 years
of rule. During 70 years, the Soviet government was able to spread its culture
and affect member states.

The Kyrgyz funeral ceremony went through several changes due (o
governmental regimes in the country and the people’s perception about religion.
The latter reason can be in a tight connection with the development of the
people’s understanding of Islam, which I divide into traditional and non-
traditional understandings. By traditional changes, I mean those changes
introduced by Muslim Kyrgyz people. In recent times, the people are becoming
more and more educated. In other words they try to follow the rules of orthodox
Islam when burying a deceased. For instance, they might demand from main
organizers of a funeral to bury the dead body as soon as possible, within a few
hours; they might oppose the decision to slaughter many animals, females’ as
well as males’ loud weeping in public, erecting a huge fashionable monument,
distributing goods which involve huge expenses, efc. By non-traditional changes I
mean those changes introduced by Kyrgyz who are not Muslim but believers of




different confessions who bury their dead people not nccording to the rules of

traditional Kyrgyz or Islam,

CHANGES IN THE KYRGYZ FUNERAL CEREMONY OF THE SOVIET

TIME

During the Soviet time there was a great oppression from the government’s side
not to practice religious rituals because of the atheistic ideology of the USSR
The emphasis of the Soviet policy was placed upon combating religious ideas
among the masses. The Soviet government “called for a further development ol
the ‘natural, technological and social sciences’ in creating a scientific
worldview... in 1959 the Presidium of the Academy of Sciences adopted a
resolution ‘on the intensification of scientific work in the field of atheism’... ."
(Anderson 1994, 38) At the moment people say openly that they were forced not
to believe in God, especially this is true about people involved in governmental
work, such as members of political parties, high governmental officials, erc.

The Soviets in every possible way wanted to destroy traditional sociul
institutions among the people. “Only the very close relatives were supposed (o
attend a funeral ceremony, other people were supposed to go to work™. Their
main goal was to create relations, which were not based on kindred and
tribalism, but on the contrary they strived to construct socialist relations
Therefore the Soviet government was against those rituals, which used to make
kinship relationships stronger. However these covertly done things were nol
successful. In a funeral the Soviets forbade the exchange of goods between the
immediate family and other funeral participants, and generally all the rituals
requiring expenditure of much money were banned to practice. Most of my
informants voiced that the government told them not to spend much money. A
Soviet man was supposed to be buried in “a Soviet style” but not in a traditional
Kyrgyz way, which was about spending much time, money, goods, emotions,
nerves, and health. A Soviet funeral meant the presence of speeches given by
prominent figures of the soviet government, special funeral music instead ol
women’s traditional weeping, a wreath, a portrait of the deceased, erc. Here Iy
an example of such a funeral, which happened in a small and remote Ozgorush.
When S. Raimbekov, a party activist, died, he was placed in the middle of the
yurt and dressed in a suit with tie. There wasn’t much noise but instead a death
march was playing. There was a meeting dedicated to the deceased — his
colleagues gave a speech... But despite the fact that all the rituals were forbidden
to fulfill, they were implemented secretly far from the house of the dead — in
neighboring villages™. During a funeral in the Soviet time, involvement ol
colleagues, rather than relatives, was very active. The government mentioned all
the awards of a deceased and the collective body of colleagues covered most ol

* Interview with K.N.
** Interview with B.

the expenses. The Soviet government introduced some changes in terms of
rituals, but was not able to change the funeral ceremony of Kyrgyz entirely
because the funeral is a tradition, which is hard to remove. Even the Tikopians’
“burial ritual has been shortened and the period of mourning reduced from
thirty to only a few days, the basic structure of a funeral remains the same”
(Fried and Fried 1981, 149). So, a tradition — an unwritten body of customs and
beliefs - is hard to change because it has been handed down from generation to
generation,

| wondered that the strong ideological Soviet past could not remove from the
minds of people the traditional rituals, though was able to influence them to
some extent. For instance, having meetings during a funeral for a deceased,
introduction of the Russian alcoholic drink, “vodka”, a portrait of a deceased
and many others are the influence of Russian Orthodox culture. So the changes,
as my informants told me, were not to read the Koran, not to attend a funeral
with the exception of only close relatives, not to weep loudly, not slaughter
many animals and distribute goods because to the Soviet government these were
only a waste of time and money. The Soviet authorities viewed these
distributions in forms of money, clothes, and food as the deception of God.
Moreover the Soviet government had a feature not to trust its people. T., a
village informant, shared his story how he had to show a telegram to the
university officials that said about the death of his father in order to be able to
attend the funeral.’

The Soviet funeral ceremony was kept and practiced among the Kyrgyz by
force. Despite all the efforts, it was not absorbed by the people. Today one can
only observe the remnants of the Soviet past in a Kyrgyz funeral of these days. A
Kyrgyz funeral ceremony as a social institution remained without changes. The
Soviet policy with a pretext that it would fight against rituals, which belonged to
a single religion, banned rituals that used to make strong group or clan ties. The
aim of the Soviet ideology was to replace national feelings and values with
‘Soviet’ values.

Kyrgyz were traditionally but not fully Muslim. Therefore they were very
quick at picking up new rituals for themselves, but not changing the root of their
traditions. K. Jusupov argues, “Kyrgyz claim themselves as Islam followers, but
‘only few of them possess some knowledge about Islamic rituals” (1993, 536). He
thinks that the most religious person could only pray namaz five times a day and
fast during Ramadan month.

CHANGES IN A KYRGYZ FUNERAL CEREMONY AT PRESENT

The funeral ceremony of present day Kyrgyz people has changed, first of all, due
to development of religiosity. Since they identify themselves as Muslim in terms
of religious identity, they try to demonstrate this by implementing Islamic rituals

L i 2
* Interview with T.



precisely. I have heard my informants saying that it is not good for males as well
as for females to weep loudly and mourn publicly. Some people who possess
some knowledge of Islam start banning people from slaughtering many animals,
distributing goods, erecting a fashionable monument for a deceased and believing
in paganism because the latter things might question abilities of God. These
kinds of changes can also create a proper condition for the emotional aspects
and feelings to be expressed. The community might simply not attend the
funeral or gossip expressing their offence. This is what happened to my
informant — K. — in the village of Ozgorush. When his mother died in 2001, he
was the chief of the village. Through the “Economy” program he introduced
“new rules” of a funeral to the villagers. Since the village elderly asked him to
start this new method in the funeral of his mother, he did so, i.e., he did nol
slaughter a big animal, such as horses or cows, but rather limited himself to o
couple of sheeps. Later when another person died in the same village, the
immediate family members killed several big animals, and that is when K. fell
the feeling of damaged pride: “if he can slanghter animals for his parents, then
why cannot [?” was the question for K. Moreover after these events, he heard
many bad things said about himself among the villagers. “I think if a family’s
social status is good enough, it is right to kill an animal, but if it is not, then
there is no need to torture him/herself,” says K. He himself is from a family that
is middle class. Consequently he could afford slaughtering some animals, but did
not do it because of the request of the elderly and also because he wanted to
introduce some innovations, which few supported but ended unsuccessfully
Arsar’s story has the same character. Her elder sister, who came from far did not
listen to village religious people because she brought some friends along with
herself. She must have fed her guests and thus slaughtered a big animal. “On the
other hand, why should not I kill an animal for my mother? This is my duty,”
said my informant Arsar, sharing her ideas with me. However new changes,
which show the development of religiosity in a Kyrgyz funeral ceremony, are
implemented mostly when young people, usually children (boys under 12; and
girls under 9 years old), die. In such cases the dead body is kept only for several
hours after death, no specific rituals are held for the deceased, no distribution of
goods, no feast is held and no commemorations are marked as it is usually done
if the dead person is old aged. Guljan, an informant from Ozgorush, told me
that when her younger sister, who was living in the neighboring village, died,
slaughtering animals, distributing goods, bringing clothes for the deceased were
banned according to imams’ instructions. According to her, people did not
express their negative emotions because they were told and explained everything
by the imams.

Touching back the question of paganism, I would like to bring you an
example of a ritual, which demonstrates the development of the religion among
Kyrgyz people. The ritual has a name “dalil tash” (lit. “Stones for proving”)".

* It 1s a ritual, where a certain amount of stones are collected because it is believed that these stones will ease one's
sins and help during the establishing of divine justice.

When stones are collected, some verses from the Koran will be read over them,
§0 that they could assist the dead in ‘the other world’. Ozgorush villagers
strongly believe in the power of the stones, but none of my informants have
collected stones so far, though they have intentions to do so. The villagers’
opinion on this very ritual is diverse; they do not have steady rules and norms
for dalil tash. Some say 40-41 stones should be collected, others told 70-73
stones are needed, and still others believe that 100 stones will be used in the
ritual, There are also two groups of people: one says that stones should be
collected for every good deed that a person does in life; others say stones must
be collected when a person is in trouble, so that later during the divine justice,
stones could prove that the person was not guilty. There is no clear rule of who
should collect: a person him/herself or an imam?

The Ozgorush villagers are still confused with the ritual of dalil tash, because
of that some people say they still practice it, but some say they do not. I asked
my informants why they do not collect the stones though they know very well
what they are needed for. Their responses were related to vital problems of time
and money. People pay a certain amount of money to an imam who reads verses
from the Koran over the stones, and according to villagers they cannot afford
the expense.

The dalil tash ritual is losing its meaning among the villagers for that it does
not have steady rules. The people say various things about it; they do not collect
them, even though they are aware of benefits; even elderly people feel indifferent
towards the ritual. Moreover, dalil tash is transforming into a piece of paper. To
be more exact, the villagers, instead of collecting stones, simply get a piece of
paper with certain Koran verses on it from an imam, and place it on the chest of
a deceased. The villagers end up blaming religious leaders for such a
transformation because according to them, for a religious leader it is easier and
not time consuming to write several words than praying for each stone more
than a few Koran verses. Religious people and other people, who possess some
knowledge on Islam, on the other hand, do not support the idea of dalil tash
because for them believing in stones equals to questioning the abilities of God. A
Muslim should trust only God and nothing else. I have heard statements like
“How could stones help?” Such a statement later was confirmed by the
instructor at the Islamic Institute of Hazreti Umar, whom I had interviewed
upon my arrival back in Bishkek from Ozgorush, and who declared that “ Dalil
fash was just an imagination of the people.™ Therefore some educated people
summon the common people to stop practicing the folk religion, but rather to
approach the Islamic way of life. However this is a very difficult task for Kyrgyz
and will require gradual progress because Kyrgyz have not vet formed well as
fully Muslims. They keep implementing Islamic rituals together with their folk
religion. In scientific language this is called Sufism, where Islam lives together
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with traditional folk rituals. It is interesting to point out that the villagem
perceive their traditional rituals as ‘pure’ Islamic ones.

At the moment some Kyrgyz are trying to be fully Muslim and thus balance
what they have lost during the former USSR time. However their attempts are
not always successful. Still many Kyrgyz give preferences to folk traditions rathes
than to more modern religion. To my question “What prevents you from being i
fully Muslim?” most of my informants, as one of the many reasons, pointed oul
a lack of educated religious leaders.

The second reason for the current changes is the conversion of the Kyrgyz to
other beliefs. Since these Kyrgyz are not Muslim, obviously their funcral
ceremonies differ from the way of traditional Kyrgyz funeral, 1 have talked to my
neighbor who was a witness of a funeral of non-Muslim Kyrgyz in my
neighborhood. Once he heard about the death of a neighbor, he decided to po
and pray the Koran. He stepped into the yard and did not see the yurt, and then
he entered the house. *I went in and saw that the deceased (a woman) was lying
on mat on the floor, as il she was sleeping. People around the dead did not
mourn, but on the contrary, were sitting around chatting and laughing, as whut
you and me are doing at the moment. That evening a really cool Mercedes
came, put the dead body into a sack, placed it in the luggage rack of a car and
left. Nobody could know where those people buried the dead.”” According to my
respondent, none of the neighbors attended the funeral of a non-Muslim person
The traditional Kyrgyz society excluded them because they violated the rules and
norms of the society. These people are different from the rest of the Kyrgyz and
that is why they are distinguishable. When 1 asked my informant about his
attitude towards Kyrgyz of other beliefs, he expressed his fear thinking that
nobody would come to a funeral of his close relative too. For traditional Kyrgyz,
pride and conscience are of significant importance, which might even lead u
person to death sometimes.

One Sunday morning, together with my group mate 1 went to the place
where Kyrgyz, who believe in Jesus, usually gather. It was a big house and the
hall was full with people watching the concert. These people were celebrating
Easter. After the concert 1 was invited to the yard to eat. After that I had
chance to talk to a couple of Kyrgyz who converted from their religion. The
reason for their conversion was that they had sought for eternal peace in thel
hearts for a long time and found it in Christianity. They truly believe in the
Salvation and praise Jesus for sacrificing his life for humanity. Funeral
ceremonies of Kyrgyz, who believe in Jesus, are very much similar to funerals ol
traditional Kyrgyz. In other words, they also set up yurts, if they have them,
they slaughter animals (even big ones, if needed), keep the dead for three days,
efc. The differences were that these Kyrgyz do not read the Koran in Arabic and
distribute goods. They also do not mourn a lot; on the contrary, they make a big
emphasis on life and pray for the well being of the people, who are alive. My

* Interview with K. D.

informants told me that they had to face disapproval, discouragement, and
disagreement from their relatives’ during the first years when they changed their
religion., They think that Kyrgyz, who condemn and do not welcome them, are
mistaken because they lack the true information about Jesus believers and there
are no great differences in their funeral ceremonies’.

Even though Kyrgyz, believers in Jesus, have changed their confession, the
traditional funeral ritual remains the same even among them. Simply traditional
Kyrgyz perception is not adequate in interpreting that Kyrgyz, who believe in
Jesus, totally changed their values and traditions. Converting from one religion
to another for a Kyrgyz equals to betraying ancestors among Kyrgyz, and
therefore conversion is not welcomed and treated well in the society. Converting
also means challenging and questioning ancient traditions, which were given
from ancestors. Obviously conversion brings many changes in the funeral
ceremony of Kyrgyz: there is no mourning, feast, animal slaughtering, exchange
efc. at all, as it should be in a traditional Kyrgyz way.

A religious figure at the Spiritual Board of Kyrgyzstani Muslims and the
instructor at the Islamic Institute told me that there is a law among religious
authorities that states that they are not allowed to go to the funeral ceremonies
of non-Muslim Kyrgyz to pray for them. They converted and thus committed a
big sin. According to him, they changed the tradition that came to us from the
Kyrgyz ancestors since the year of 651A.D.”

The third reason that brought some innovations to the Kyrgyz funeral
ceremony is the socio-economic reason. Many big changes emerged in the lives
of the people since Kyrgyzstan gained independence. By privatizing national
wealth and owning private property, social layers appeared among the Kyrgyz
people: some people got rich and others got poor. Therefore each person
organizes a funeral according to his/her social status in life. Funerals are
different in this sense. There are some funerals, which involve much expenditure
and remind of a big feast, but some are very simple. If during pre-Soviet and
Soviet times funerals, according to my informants, were very simple and less
expensive, nowadays it is the opposite picture. Before, not that many animals
were killed, not that much money spent and not that many goods distributed.
However with the improvement of life conditions of some people, they
introduced many nuances to their funerals. One of the things that people
immediately notice is the preparation of the table for guests. In present day
Kyrgyz funerals, one could see different kinds of salads, candies, cookies, fruits
and vegetables. If an alien person saw the table, then he/she would think that
the family is going to have a party. People nowadays slaughter many animals not
because it is their obligation in front of their dead parents or close relatives, but
rather because of pride. Even the poor have to borrow from somebody else just
not to be gossiped about by the community. People are very concerned about

what others will think and say, and, because of it, they are ready to sacrifice all

* Interview with A,
** Interview with O.



they have. People bring expensive clothes for the dead (o hang up in the yurt
and there is a great distribution of goods,

While talking to my respondents, | felt their negative attitude towards the
economic changes because not many can afford such a huge expenses. It seemed
to me that recently a Kyrgyz funeral ceremony was becoming a sort of rivalry,
where people compete in display of their wealth, a showcase in other words
Pride has replaced duty. On the one hand, it is sad that a funeral ritual s
beginning to look like a big party and competition; on the other hand, huge
expenses show the status of the immediate family, and the improvement and
betterment of society members.

| was interested in how these changes influence the traditional Kyrgyz funeral
ceremony as a social institution, and figured out their great impact on it. Il
certain changes are introduced, it might recreate the society and bring people
together, or, vice versa, destroy the society, when people refuse to attend u
funeral due to some reasons, such as the conversion of people, or the
development of religion, that results in banning some traditional rituals. There
also seems to be developing wasteful competition that may slow down economic
development and divide people into social classes.

Analyzing results of my research on the changes in a Kyrgyz funeral
ceremony, | have understood that a funeral tradition has a great significance in a
Kyrgyz society. The changes introduced by the Soviet government, slightly
affected a funeral ceremony of Kyrgyz people. Despite all the efforts and force
done towards a funeral, a Kyrgyz funeral ceremony did not change its function
in organizing and bringing people together.
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AN INFLUENCE OF MODERNIZATION AND RECONSTRUCTION OF
MAIN ASSETS ON TAXES EXPENDITURE

NIKOLAY MARTYNOV'

The paper focuses on analysis of final definition — balance cost of main assets divide to annual
depreciation of this asset. The main idea is that raising cost of main assets leads fo rising depreciation
and taxation on main assets. But it leads to reducing profit tax. It is important to find optimization
berween these two faxes. The main assets of “Krasnoyarskenergospecremont” company had being
analyzed using depreciation foundation approach along with the Cash Flow method.

BIHAHWE MOJAEPHU3AIIHH H PEKOHCTPYKIIMH OCHOBHBLIX AKTHMBOB
HA HAJIOTOBBIE 3ATPATBI

Huxonai MAPTLIHOB

[lannas pabora chokycupoBaHa Ha aHANW3e PEIYALTATOB OTHOWEHKH ODAIAHCOBON  CTOMMOCTH
OCHOBHBIX CpeficTBa Ha onpesesncHue. OCHOBHAR Wies 3akOMAeTes B TOM, HTO yBeludenme
CTOMMOCTH MMYIICCTBA MPHBOMHT K POCTY AMOPTH3AINMH W HANOTA Ha MMYILECTBO, § 310 BeleT K
YMCHBUICHHIO HAOra Ha TpHOELTE. HMeeT cMbich HaliTh Hekoe ONTHMATHHOE COOTHONICHHE ITUX BYX
HanoroB. B gmawwoll  paGore  GeuiM  mpoamanu3MpoBalisl  OcHOBHBlE  cpeacta OAO
«KpacHoApckaHCprocnenpeMonT», HCTIONB3YA nofxon GopMupoBarus aMoptHaanuonioro dong s
| _nononHenuH k Metoy «Cash Flows,

Since the planed economy was over in 1990 year there are a lot of companies,
which need to be reorganized by many reasons. Most of those companies were
natural monopolies, with large amount of assets.

Some of the main assets, like machines, machine tools, and lathes were
manufactured long time ago, even before 1990, so it means, that it is really hard
to find out their true value. Big amount of defaults makes it more difficult. That
is why, companies invite consulting firms to evaluate the true value of their main
assets. Sometimes it is very useful to increase the cost of main assets, because in
that case — company reduces the amount of taxable profit.

The main idea is, that rising cost of main assets leads to a rising depreciation
and tax on main assets. But it leads to reducing profit tax. It is important to find
optimisation between these two taxes. Figure 1 shows the forming process of the
profit after taxes.

Principal assets (main assets) are machines, buildings, machine tools,
constructions, vaults, with the cost more than 10,000 roubles. The amount of
depreciation depends on cost of main assets, and net costs also include
depreciation, so depreciation reduces the taxable profit. Tax on main assets pays
from out sale costs, and it also reduces the taxable profit.

* Nikolay Martynov, Krasnoyarsk State Universily; Address: Akademgorodok 19-117, Krasnoyarsk, 660036, Russia,
E-mail: NikolasMak@yandex.ru



FIGURE 1. NET PROFIT: CALCULATION PROCESS TABLE L. ANALYSING THE MAIN ASSETS (CONTINUED)

Sales .incnmc Current | | ortizatio Depreciate K~ Avwunl 40 | oy sl

- Indirect taxes balance th d cost per definiti on main I the

- Cost of sold product (depreciation, costs of materials, salary...) Maln assets cost S5 - year s assets S iy

- Commercial costs A B C D E F

;h;:l’:scg;'t“ costs Car 25,650 211.98 24,590.1 116 540.9 199.3
P Total result 5

+ Operational income
- Operational costs
- Nonrealization income

*Note:
1) The tax on main asset in Russia is 2,2%;
2) The tax on profit in Russia is 24%;

- Nonrealization costs (tax on main assets 2,2%) 3) As far as tax on main assets counts from depreciated cost, it is more logical to use for K definition not the
= Profit before taxes balance cost, but depreciated cost. To put the balance cost in K definition is good, when your main assel is
new.

- Profit tax (24% from profit before taxes)
= Profit after taxes

One more useful definition for main assets is “depreciation period” ”. It is
he number of years, required for amortization to be written off account
ompletely. So usually, at the end of such period, depreciated cost equals zero
nd main asset has to be liquidated. It was mentioned, that the longer the
epreciation period of the main asset is, the less it brings gain economy in taxes.
nd if the period is more than 25-30 years, it brings loss in taxes. This is not a
le, but it usually happens this way. The recommendation is — try to use in
roduction only main assets with short depreciation period, such as computers,
igh technology machines, and tools.

The company’s gain economy in taxes rises with time. It happens because
epreciation depends on balance cost of main assets. Depreciation is constant
mount of money, which does not change with time. But the tax on principal
sets is taken from the depreciated cost. That is why tax on main assets falls
aster, than the economy on profit tax. As a result, gain economy in taxes rises.

For example, let’s consider a main asset with cost of 100 000 roubles and
depreciation 10 000 roubles per year. So, the time of use of the main asset is 10
years.

The crucial moment in this issue is to determine the ratio (quotient) ol
balance cost of main assets divided by annual depreciation of these assets:

k = (Balance cost of main asset)/ Annual depreciation

Obtained experimentally that if this definition (ratio) is less than the number
14,3, then company has gained economy in taxes. But usually, for aims ol
accounting management all parameters and coefficients are transformed into
monthly parameters. So if you use monthly depreciation, this definition should
be more than 171,6. It means that economy in profit tax is more, than in tax on
main asset.

In other words, principal asset brings an income, when it is set on a balance,
even if it is not working and producing anything.

For example, let’s show a table for analysing main assets like it was written before,

TABLE 1. ANALYSING THE MAIN ASSETS

bC::::: Amortization | Depreciated K- A::':ﬂt:x The result TABLE 2. EXAMPLE IN RUBLES
Main assets it per month cost per year | definition aeiitls of the year
1 3 = 5 = : epreciated cost 100,000 100,000-10,000= 90,000 80,000
A ’ epreciation 10,000 10,000 10,000
F‘;"“l';“:' for | Given Given | A-B*12 C/B cr,022 | (PTEN0.2 | BWTax on main assets
calcu rncm 4-E | B2,2% from 100,000*0.022=2,200 90,000%0.022=1,980 1,760
Jpasionmat 26,305 125.26 25,678.7 205 564.9 -68.4 | Jidepreciated cost)
ion . conomy in profit tax (10,000+2,200)*0.24=2 928 (10,0001 ,980)*0.24=2875.2 2,822.4
Lather 51,187 243.75 49,968.2 204 1,099.3 -1334 ain economy in taxes 2928 — 2200=728 2,875.2 — 1,980=895.2 1,062.4
rﬂﬁhme. 10,237 48.75 9,993.2 204 219.8 -26.6 ) e .
= " = T T = s P On Figure 2 it is shown, that the balance cost is always constant. But
cvator : o : 5 5 % : P
: : : d ciated cos s with time. It is reduce reciat
Basement 50,544 280.8 49,140 175 1,081 129 | B i t fall e R ion for 10 000 rub les

per year.



FIGURE 2, CHANGING THE DEPRECIATED COST WITH TiME
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On Figure 3, tax on main assets falls, according to depreciaFed cost. As fir m
tax on main assets is taken from depreciated cost, tax on main assets falls too
Unfortunately, economy in profit tax decreases as well, because the tax on maly
assets is nonrealization costs, and it takes put before the tax profit. Btll econoiny
in profit tax declines slower than tax on main assets. That is why, gain economy
in taxes rises with time. Gain economy is economy in profit tax minus tax o

main assets.

FIGURE 3. CHANGING THE PROFIT TAX, TAX ON MAIN ASSETS AND GAIN ECONOMY
IN TAXES WITH TIME
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The aim of creating depreciation foundation is to return the cost of muin
assets to a product. That is why, the greater is depreciation, and the gr(:il.ll.'l L]
net cost. It leads to a fall in profits. On the other hand, the depreciatiog
foundation is the amount of resources (money), which company can use, i I
wants. Top managers’ aim is to make the company work as long as possfzhlr I
means, that top managers are interested in larger amount of amortization

Sharcholders and owners of the company are always interested in profitability of
the company, or, in other words, how to make more profit. So they are
Interested in lower amortization, We can see here the contradiction in the
Interests of top managers and owners of the company, which needs to be taken
into account when making such manipulations with main assets.

For the purpose of taxation, according to law, company can’t change balance
08t of main assets. Although company can change the balance cost of main
fssets with the help of special consulting company, which can evaluate and
measure the real cost of main assets. But when this company will make the
innual report for tax police, it will need to show the previous balance cost and
make the correction for tax payment into the budget. But with the help of
modernization and reconstruction balance cost of main asset can be reduced or
ncreased, so it can be changed for the purposes of tax accounting.
Modernization and reconstruction means change of the productiveness of main
issets, or large spending for considerable renovation in main assets. For
Xample, if a machine tool produces 10 details per hour. After investment in new
bngine  machine-tool starts producing S0 detailers, it can be called
modernization. So, modernization can reduce the payments into government
Hudget.

This method can be used as additional to the Cash Flow method. Economy in
tax profit goes as an income and tax on main assets goes as expenditure. Then
make the detailization for each year. _

For illustration of this approach as an addition to Cash Flow method let’s
fontinue our example. Imagine, that company invests money into a new
tquipment, machine-tool with balance cost of main asset 100,000 roubles.
5 ppose, that each year it brings income 35,000 roubles, and annual costs for
aterial and salary is 5,000 roubles. At the Table 3 usual Cash Flow with
liscount rate 15% is shown. The conclusion is, that after 5 years pure profit will
e 98,619.2 rubes. So, investments would not return.

TABLE 3. USUAL CASH FLOW METHOD [2]

1 year 2 year 3 year 4 year 5 year
35,000 35,000 35,000 35,000 35,000
100,000

nt costs 5,000 5,000 5,000 5,000 5,000
-100,000 30,000 30,000 30,000 30,000 30,000
ount cash flow 26,087 22,684.3 | 19,725.5 17,152.6 12,969.8

gount cash flow with

Umulation for each 26,087 48,771.3 68,4968 | 85,649.4 98,619.2

In Table 4 all the previous conditions are left. Plus added into income —
bnomy in profit tax, and subtracted tax on main assets (as one of the current



costs). So, in Table 4 we use the definition “gain economy in profit tax and (us
on main assets”, 'l.‘hal is why here we have more accurate calculations of geneml
effect, and total discount cash flow will be 101,934.6 rubles. Final conclusion s
the investment will improve them.

TABLE 4. EXTENDED CASH FLOW WITH GAIN ECONOMY IN TAXES

1 year 2 year 3 year 4 year 5 your

Income 35,000 35,000 35,000 35,000 35,000
Economy in profit tax 2928 | 28752 | 28224 | 27696 |27164
Costs 100,000
Current costs 5,000 5,000 5,000 5,000 5,000
'Tax on main 3

s 2,200 1,980 1,760 1,540 1,320
Result -100,000 30,728 30,895.2 31,062.4 31,229.6 [31,396.4
Discount cash flow 26,720 23,361.2 20,424 17,8556 |13,573.1
Discount cash flow P
With: accustulation for 26,720 50,081.2 70,505.2 88,3609 |[10],9%4 0
each year

This is how the tax payment into budget can be optimised with the help ol
balance costs and modernization and reconstruction of main assets. Also, this

approach can be an addition to Cash Flow method to get more accuracy |y
calculations.
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ON TRANSFORMATION OF THE WELFARE STATE IN THE
KYRGYZ REPUBLIC

ADILET-SULTAN MEIMANALIEV *

The fundamental changes in the Kyrgyz society after the collupse of the Soviet Union and economic
challenges thereafter have required of the country’s welfare system to adapt to market conditions and
to revise and rationalize vast universal coverage commitments, shifting to the targeted social schemes
and interventions. Reforms in all paris of the welfare siate have become a natural response to fiscal
crisis; they acknowledged the state’s inability to maintain previous commitments in the social sphere
in full and fimited them to a basic benefits package for all and additional targeted support fo the most
vitlnerable.

Following the withdrawal of huge subventions from Moscow in the early 1990s (up to 25% of
national income), such inherited from the Sovier sysiem commitments as provision of universal and
free health care and education, as well as various subsidies and benefits, could no longer be
maintained in full and had 1o be reduced. Formally introduced user fees coupled by under the table
pavments to services providers levied a significant financial burden on the population.

This paper provides: a) a description of the reformed welfare system of Kyrgyzstan: the scope and
types of services it provides, the role of the state and its commimments in the social sector; and b) an
overview and discussion of gross national social spending.

0O PEOOPMUPOBAHHUM CUCTEMbLI COLIMAJTEHOM 3AIIIUTLI B
KBIPI'BI3CKOW PECITYBJIMKE

AIMIET-CYITAH MEAMAHANMEB

Kopennnic HIMEHCHHS, NPOMIOMICHIINE B KuIpraisckom obuiectae riocie pacnama Conerckoro Corosa,
M NOCHENOBABIIME 33 JTHM OSKOHOMHYECKHE TPYJHOCTH NPHBENH K HEeoOXOAHMOCTH aaNnTHPOBATH
CHOTEMY COLMAIBHOH 3AMIMTH K PRHOMHBIM YCIOBHAM, NEPecMOTPeTs 00RIATENLCTEA FOCY/AAPCTEA [0
poeoDlueMy OXBATY H BHEAPHTL QAPECHYIO COUMANbHYO moMouth. Pedopmuposande poex cexropos
CHCTCMB!  COHMMATBHOH 3ANIHTHI  ABHAOCH CCTCCTBEHHRIM OTRETOM HA  (PHCKANBHEIA KpHIUC ©
mannpecTHpopaio Hecnocobuocts rocysapersa ofiecneunts Oblibie 0DA3ATENLETBA B COLMAILHONR
chepe B nommom Macmirabe, cOKpaTMB HX A0 NakeTda GAI0BBIX YCIyr U HCEX W JONCAHHTEIEHON
AApecHol NOMOIM A Hanbonee yA3RUMEIX CROEB HACETEHHS.

C yrpatoH orpomusix cyGrehimi w3 Mockss B mavane 1990-x . (uo 25% nanmonansnoro
JOXOJIA) TAKHE YHACHEAOBAHHLIC OT COBETCKOH cHeTeMbl ofsiarennctsi, kak obecnedcine neeobuiero
GecrnnaTioro 3fpaBooXpaneHus W obpasoBanus, 4 Taxie pavinunsie cyGeuimn ¥ nocobust, He MorH
Gonee BRIMOINATHCA TONHOCTHIO M JloNHHLl Grutn GbITe cokpaiens. OQMuMLILIO BREACHHbIE IUATHRIE
YCAYTH H HEPOPMANBHBIE NAATEHKH OCTABUIHKAM YCAYT JCITH IHATHTEABHBIM (PHHAHCOBHIM GpeMeHem
HA HaceleHue. :

B mactomuell pabore npejicrapienn: a) onucanse pedOPMEPOBAHHON CHCTEMB! COMMATBHON
sanmTe Koipresexol PecnyGamky: obbeM B THITEI NPEAOCTABIACMBIX YCIYT, pPoiib FOCY/apeTa W ero
ofn3aTenneTia B couManbHoM cektope; W D) obiop m ofcymAcHWE BANOBRIX HAMOHAMBHAIX

CONHANBHAIX PACKOMIOB.

¢ Adilet-Sultan Meimanaliev, Researcher/Consultant/Interpreter, Center for Economic Research under the
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1. INTRODUCTION

The Kyrgyz Republic inherited a comprehensive Soviet-type welfare system with
its widely developed infrastructure and vast commitments on the provision of
social services and assistance, which it was unable to maintain following the
withdrawal of huge subventions from Moscow in the early 1990s, up to 25% ol
national income (Koichumanov 2000, 95). In particular, the Soviet system
guaranteed free and universal health care and education, full employment by
specialty upon graduation from an educational institution, guaranteed provision
of pensions and various social benefits and subsidies.

The economic challenges (see Table 1) brought about by the transition from
command economy to a market oriented one have required of the wellare
system to adapt to market conditions and to revise and rationalize universal
coverage commitments, shifting to targeted social schemes and interventions.

A comparison of the Constitutions of the Kyrgyz Republic before and aftes
independence (see Table 2) reveals how significantly the role of the state has
changed in the provision of welfare. The country has made a tremendous shifl
from a highly regulated, institutional system of welfare provision to a more
liberal, residual, system. The state has also withdrawn its tight controls from the
main source of welfare — the labor market, no longer bridging people and jobs
in the country’s economy, but leaving it to the labor market to do.

2. WELFARE STATE

The welfare system provides two types of benefits to the population: benefits i
kind and cash benefits (Barr 1998). The present welfare state of Kyrgyzstan s
depicted in Figure 1.

2.1 Benefits in kind

Benefits in kind include education, health care, social care, and housing and
utilities. To provide the former three the state had set up an extensive physical
and organizational infrastructure and thus these sectors encountered similus
problems after the economic crisis broke out and underfinancing became a usunl
thing. These common problems were: i) deterioration of infrastructure; ii) low
wages; iii) shortage of supplies and materials; iv) fast obsolescence of the
capacities; v) resulting poor quality of services provided; and vi) increased
financial burden of households.

2.1.1 Education, Health Care and Social Care

The education and health care systems are depicted in Figures 2 and 3. As fo
the social care, it includes direct provision of social services provided through
the network of social care facilities: boarding houses, departments of social cure

at homes and day care centers, which render various free services along with

psycho-social support to the needy, invalids, elderly and mentally ill people.

Administratively, these sectors are respectively under the Ministry of
Education and Culture, Ministry of Health, and Ministry of Labor and Social
Protection. All three sectors are mainly public, yet in all three the role of non-
profit and non-governmental organizations has been growing. In education and
health care sectors, there are also private providers, who undergo state licensing
to practice; their share in the provision of services is very small though, as they
mainly serve high-income contingents.

By sector, the commitments of the state are as follows:

1) in education, it is to provide free education within state educational standards
and state orders in public educational facilities. The state educational
standards are mandatory for all educational facilities regardless of the
proprietary form; they determine basic requirements to quality of training,
maximum study-load and other requirements for all types of education.

2) in health care, it is “universal access and free health care at a guaranteed
level (volume) in public health facilities” (Law of the Kyrgyz Republic “On
Protection of People’s Health™), which includes a package of free basic
services for all, and free or partially free services for specific population
categories (see Figure 4).

3) in social care, it is to provide free social services to the targeted population
categories.

The reforms in these sectors have been supported by international donors and
aimed at improving the infrastructure, building the capacity and knowledge base,
re-structuring and modernizing service delivery, and raising the awareness of
users about their rights and entitlements.

2.1.2 Housing and Utilities

The housing sector consists of housing per se, i.e. flats, apartments, houses, etc.,
and provision of utilities, or communal services. Re-organization of large state
monopolies has lagged behind the privatization of housing., As a result, the
sector was the slowest to reform since independence, for example, the Housing
Code has not been reformed since 1983. The reforms in the sector aimed
primarily at the creation of a housing market, revision of the utilities tariffs and
targeted support to the vulnerable (Government Resolution # 487).

Currently, the state’s commitment in housing and utilities is in providing
targeted support to the vulnerable, including those suffered from natural

‘catastrophes, in the form of housing provision at state’s expense, rental of

municipal housing and utilities subsidies.



2.2 Cash Benefits

Cash benefits include social insurance benefits and state benefits, Cash b
reform aimed at rationalizing various and often fragmented state commitime

2.2.1 Social Insurance

“State social insurance is a system of state-guaranteed and provided I
mandatory insurance fees of employers and employees support to the (i
persons in case of loss of earnings or income due to a disease, labor Injury
professional disease, invalidity, pregnancy and delivery, old age, unemployime
loss (death) of bread-winner and death. State social insurance is compulsiy
(Law “On State Social Insurance™). The state social insurance is manuged b

the Social Fund of the Kyrgyz Republic (SF) which is comprised of (i
constituent funds: Pension Fund (PF), Social Insurance Fund (SIF), Mandutis

Health Insurance Fund (MHIF) and Employment Fund (EF). The SF reven

are payroll tax. subventions from the Republican budget, and income on st ks
of some state euterprises. The SF revenues are tax-exempt and not included

the Republican budget. The SF is responsible for pooling insurance fees nil
distributing them among its constituent funds according to the percentages viih
fund is entitled to.

Pension Provision

Pension provision was traditionally public, based on solidarity, or ‘pay-as-yoil
go’ (PAYGO) principle. Since 1997, however, it has been reformed to shift tu u
capitalized system and to foster voluntary pension schemes. A personifiod
accounts system was developed, followed by introduction of a notional definl
contribution (NDC) system, which tracks individual contributions and |inks
them to retirement benefits (Becker and Paltsev, 2001). New pension formulus
were developed and the overall capacity of the pension system strengthened
Pension age has been gradually increased from 60 to 63 years and from 55 to i)
years respectively for men and women (annual 4 months increase between 1994
and 2007). Working population eligible for pensions in the coming 10 yean
though, will still be receiving their pensions based on PAYGO principle. The
pension provision is depicted in Figure 5.

Orhel_' Provisions

Temporary labor disability benefit (TLDB) is paid only to the insured with al
least 3-months insurance record. The amount of TLDB is 75%-100% of actual
earnings, but not more than 6 minimum wages. It is paid by the employer and
then reimbursed by the SF in certain events, including diseases, pregnancy and
birth. The duration of TLDB ranges from several days to 10 months.

pmployment benefit (UEB) is paid only to the unemployed who have at
A2omonths insurance record during the last 3 years, The amount of
ployment benefit depends on the base unemployment benefit and the
nee record.

wil (burial) benefit (RBB) is paid to family members or persons who
i the person died. It is paid by the SF, if the person was insured, and by
. If not. Depending on the insurance status (insured, pensioner, insured
sloyed or uninsured), the lower limit for RBB amount is 5 or 10 minimum
, 5 pension base parts or 5 guaranteed minimum consumption levels
1L ~ a social standard annually determined by the Government based on
W seonomic and fiscal situation and minimum consumption basket).

1.2 State Benefits

benefits system is a system of direct monetary state support targeted to
uw-income families and citizens, and labor disabled people ineligible for
nsion provision. There are two types of state benefits: 1) state monthly benefit
0 low-income families and citizens (SMB), and 2) monthly single benefit
(MSB). Nevertheless, there are also direct cash transfers to a few population
_ogorics and stipendiary support to students. All state benefits are provided
tom the state budget and non-contributory, i.e. eligibility does not imply any
fsurance record.

SMB is paid to families, whose average total per capita income (ATPCI) does

_t exceed GMCL. The commitment of state is to subsidize the difference
wiween ATPCI and GMCL. Children under 16 years, students of vocational
and higher education facilities under 21 years, pensioners and labor disabled are
gligible for SMB. SMB is paid as lump sum per family for all eligible members.
Depending on the number of eligible members, the amount of SMB ranges from
he difference between GMCL and ATPCI to 150% of GMCL. Besides, there is
# one-time lump sum child benefit at birth worth 300% of GMCL. SMB is
determined and granted for a year and can be changed or withdrawn if ATPCI,
-'._ﬁ-' MCL, family composition or invalidity group changes.
MSB is paid regardless of ATPCI. Children under 16 years with invalidity,
children’s cerebral paralysis or HIV/AIDS; as well as survivors in case of a
bread-winner loss and ineligibility for a pension;invalids since childhood;
nvalids ineligible for a pension, and mothers-heroes (who gave birth and raised
5 or more children), ineligible for a pension, have the right to receive an MSB.



3. SOCIAL EXPENDITURE REVIEW

Data on gross national social expenditure' presented in Tables 3 and 4 shows
that private social spending increased between 1997 and 2001 both as percent ol
GDP and in national social expenditures. The decline in public spending over
the same period has resulted in the overall decline of gross national sociul
spending from 26.2% of GDP to 22.3% of GDP. The share of public spending
in total social expenditures decreased from 41.5% to 39.2%.

The shift of financing from public to private funding is especially notable in
education and health care, where the decline in public spending wns
accompanied by the growth in private spending. In the field of education the
share of public spending declined from 89.2% in 1997 to 73.7% in 2001, while
the share of private spending increased from 10.8% to 19.4%. In health care, the
trends are from 72.7% to 57.5% and from 18.4% to 28.9% respectively.

For education, health care and social insurance spending has declined s
percent of GDP. Only for housing and utilities it has increased. In fact, Il
almost doubled between 1997 and 2001. This growth has been determined by
very significant growth in spending by enterprises that grew from almost 0% ol
GDP in 1997 to 1.6% of GDP in 2001, following the adoption of new laws o
privatization of housing and utilities provider companies.

Tremendous growth in spending on social insurance from 0.2% of GDP in
1997 to 4.7% of GDP in 2001 is a result of the SF’s take-over of the enterprises’
responsibilities on social security and speeded reforms of the social securify
system.

Drastic reduction in public spending as % of GDP in 1999 and 2000 I
explained by the re-allocation of funds from the social sphere to power
ministries due to the invasions of militants in the southern part of the country Iy
those years. This shows that the social sphere is very vulnerable to externul
shocks.

4. CONCLUSION

The withdrawal of huge subventions from Moscow in the early 1990s and
economic and fiscal crises that followed thereafter have necessitated the need (o
reform all parts of the welfare state of the Kyrgyz Republic. The generous sociul
commitments inherited from the Soviet system could no longer be maintained in
full and had to be reduced.

Reforms have become a natural response to fiscal crisis; they acknowledged
the state’s inability to maintain previous commitments in the social sphere in full
and limited them to a basic benefits package for all and additional targeted
support to the most vulnerable. Yet, formally introduced user fees coupled by

' It is very important to distinguish gross social expenditure from net social expenditure. For details see Adeni
2001.

der the table payments to services providers levied a significant financial
rden on the population,
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APPENDIX

TABLE 1. MACROECONOMIC INDICATORS

Indicators 1993 1994 1995 1996 1997 1998 1999 2000 2001 2004
gﬁ)(“"“' of 5355 12019 16 145 23 399 30 686 34 181 48 744 65 358 73 883 75 20
GDP real growth

e (0 S At OIS S i R S NI Sgy IR Y
Inflation (% end of

period change in 9299 621 321 M4y 130 -l63 399 96 T 2.1
CPI)

Budget balance (% q
Gtior 144 118 168 98 WL, 98 440 88 =50, -58
Per capita dollar

GDP (incurrent 2338 2443 3250 3869 374.1 3406 2519 2781 3089 3204
prices)

Source: NSC for GDP and inflation data. World Bank_for real GDP growth rate, budget balance, and per cujiiy
dollar GDP. Budget balance data include the state budget, interest payments, off-budget Social Fund revenues il

expenditures, and the foreign-financed public investment program.

TABLE 2. COMPARISON OF THE CONSTITUTIONS OF THE KYRGYZ REPUBLIC IN THE WELFARI

ASPECT
Constitution of the Kirghiz Soviet Constitution of the Kyrgyz Republic
Socialist Republic as of April 20, 1978 as of May 5, 1993
Property rights
Article 10. Article 4.

The foundation of the economic system of the
Kirghiz SSR is the socialistic ownership of the
means of production in the form of state (all
people) and kolhoz-cooperative property.

Article 13.

The foundation of private property of citizens of
the Kirghiz SSR shall be labor income.

e

Property being in the individual ownership of or
in use by citizens shall not serve the purposes of
generating non-labor income, <..>

Article 14.

The source of growth of public welfare, well-
being of people and of each Soviet person shall
be free of exploitation labor of the Soviet people.

1. Private, state, municipal and other fornm
of property are recognized and protected In
the Kyrgyz Republic.

Article 19.

I. Private property is recognized amd
guaranteed in the Kyrgyz Republic as an
indefeasible right of man and as natuml
source of his welfare, business and creative
activity, and a guarantee of his economi
and individual independence.

Welfare system

Article 24,

There function and develop the state systems of
health care, social provision., commerce and
public catering, consumer services, and housing
and utilities.

Article 37.

The social activity of the state shall not bring
about substitution of the economic freedom
and activity and ability of citizens to achieve
economic well-being for their own and thelr
families

TABLE 2. COMPARISON OF THE CONSTITUTIONS OF THE KYRGYZ REPUBLIC IN THE WELFARE
ASPECT (CONTINUELD)

Constitution of the Kirghiz Soviet
Socialist Republic as of April 20, 1978

Constitution of the Kyrgyz Republic
as of May 5, 1993

Article 17.

In the Kirghiz SSR, in accordance with law
there shall be allowed individual labor activity in
the sphere of handicraft industries, agriculture,
consumer services and other industries based

only on individual labor of citizens and their

family members. <...>

Article 38.
Citizens of the Kirghiz SSR shall enjoy right to

labor, - that is to have a guaranteed job with

remuneration in accordance with labor guantity
and quality and no less than the established by
the state minimum amount, - including right to
choose a profession, type of work in accordance
with vocation, abilitics, professional training,

‘education and account for the public needs.

This right is ensured by the socialist economic
system, steadfast growth of production forces,
free professional training, labor qualification
upgrade and re-training in new specialties, and
development of professional orientation and
employment systems.

Labor/economic rights

by the state provision

Article 16,
17, Everyone shall enjoy right to own, use and
manage their property, results of their

intellectual and creative activity. <...>

18. Everyone shall enjoy right to economic
freedom, free use of their abilities and
property for any economic aclivity not
prohibited by law.

19. Everyone shall enjoy right to freedom of
labor, as well as right to manage their abilities
to labor and to choose a profession and type
of work.

Article 28.

1. Citizen of the Kyrgyvz Republic shall enjoy
right to protection of labor in all of its forms
and manifestations, to labor conditions that
meet the requirements of safety and hygiene,
and to social protection from unemployment.
2. The state takes care of training and
upgrading  professional  qualification  of
citizens, <...>.

Article 29.
Citizens of the Kyrgyz Republic who work
under a labor agreement (contract) shall enjoy

right to remuneration no less than the
established by the state subsistence minimum.
Pensions
drticle 41. Article 27.

erial provision in old age, in case of illness,
full or partial loss of ability to work, and loss of
bread-winner.

This right is ensured by social insurance of
‘workers, employees and  kolhoz-workers,
temporary labor disability benefits; payment at
the expense of the state and kolhozs of old-age,

to work; care for the elderly citizens and invalids;

and other form of social provision.
drticle 25

1. In the Kyrgyz Republic there guaranteed
social provision at the expense of the state in
old age, in case of illness and loss of bread-
winner.

2. Pensions, social assistance in accordance
with the economic capacity of the society shall
provide for standard of living no less than the
established by law subsistence minimum.

3. Voluntary social insurance, creation of
additional forms of provision and charity shall
be encouraged.




TABLE 2. COMPARISON OF THE CONSTITUTIONS OF THIE KYRGYZ REPUBLIC IN THE WELFARE
ASPECT (CONTINUED)

Constitution of the Kirghiz Soviet
Socialist Republic as of April 20, 1978

Constitution of the Kyrgyz Republic
as of May 5, 1993

Education

In the Kirghiz SSR there exists and improves the
single system  of people’s education, which
ensures comprehensive and professional training
of citizens, <..>.

Article 43.

Citizens of the Kirghiz SSR shall enjoy right to
education. This right is ensured by free education
of all kinds, implementation of universal
compulsory secondary education of youth, wide
development of professional-technical, secondary
vocational and higher education on the basis of
linking education to life and to production;
development of part-time and evening education;
provision of state stipends and privileges to pupils
and  students; free distribution of school
textbooks; opportunity to study at school on
mother tongue, creation of conditions for self-
education.

Article 42.

Citizens of the Kirghiz SSR shall have right to
shelter.

This right is ensured by the development and
protection of state and public housing fund,
enhancement of cooperative and individual
housing construction, equitable distribution under
public control of housing provided as the
program of comfortable housing construction is
implemented, and also by low utilities fees. <...>

Article 40.

Citizens of the Kirghiz SSR shall enjoy right to
health protection.

This right is ensured by free qualified medical
care provided by state health facilities; extension
of the network of facilities for treatment and
health promotion of citizens; development and
improvement of accident prevention and
production sanitation; implementation of wide
preventative measures; measures on
environmental invigoration; special care for
health of the growing generation, including ban
on child labor not linked to education and labor
training; expansion of scientific research directed
at preventing and decreasing morbidity and at
ensuring active longevity of citizens.

Article 32. -
1. Each citizen of the Kyrgyz Republic shull
enjoy right to education.

2. Basic education is compulsory and frow,
everyone has right to have it in state wul
municipal educational institutions.

Each citizen has right to have free genoml
secondary education in state and municipal
educational institutions.

3. The state ensures accessibility of
professional, secondary vocational and highw
education for all in accordance with the
abilities of everyone,

4. Paid education of citizens in state il
other educational institutions shall be allowsd
on the basis of and in the procedum
established by the legislation of the Kymuys
Republic.

Article 33.

Citizens of the Kyrgyz Republic shall haw
right to shelter. This right is ensured by the
development of state, municipal aml
individual housing fund, assistance to citizens
in purchase of housing on the conditions s
in the procedure established by the legislation
of the Kyrgyz Republic.

Article 34.

1. Citizens of the Kyrgyz Republic shall enjoy
right to health protection, to free use of (he
network of state and municipal health
facilities.

2. Paid medical services to citizens shall by
allowed on the basis of and in the procedum
established by law

TABLE 2. COMPARISON OF THE CONSTITUTIONS OF THE KYROYZ REPUBLIC IN THE WELFARE

ASPECT (CONTINUED)

Constitution of the Kirghiz Soviet
Socialist Republic as of April 20, 1978

Constitution of the Kyrgyz Republic

as of May 5, 1993

- ‘ i

2. The state provides for the maintenance,

Family support
Article 51, Article 26.
Family is protected by the state.
<.>

The state shows concern for family by creating
and developing of a wide network of children’s
fucilities, organizing and improving communal
services and public catering, by providing child
benefits, benefits and privileges to big families, as
well as other kinds of benefits and assistance to
family.

upbringing and education of orphans and

children deprived of parental guardianship.

TABLE 3. GROSS NATIONAL SOCIAL SPENDING, MLN. OF SOMS

1997 1998 1999 2000 2001
Gpp 30685.7 341814 487440 653579 73883.3
Education 1780.7 19758 2505.1 2938.1 ~ 38618
public spending? 1588 8 1681.6 1991.3 2293.0 2847.6
enterprises 0.0 87.2 163.9 99.2 265.7
private spending’ 191.9 207.0 349.9 545.9 748.5
as % of GDP 5.8% 58% 5.1% 4.5% 52%
Health Care 1267.1 14747 1786.8 2107.4 2398.7
public spending? 920.7 962.1 1125.3 1295.9 1379.0
enterprises 574 542 75.8 96.2 2534
SF 56.4 60.6 48.7 593 74.2
private spending’ 232.6 3978 537.0 656.0 692.1
as % of GDP 4.1% 4.3% 3.7% 3.2% 3.2%
Social Insurance and Provision* 4124.8 4496.9 5084.4 6413.7 6503.1
public spending? 550.9 476.6 708.6 963.6 1417.1
trade-unions 868.6 4.7 53 6.1 7.9
enterprises® 2076.9 956.4 876.9 515.6 163.1
SF* 15 2307.7 2515.2 2937.9 3388.9
private spending**? 626.9 751.5 978.4 1990.5 1526.1
as % of GDP 13.4% 13.2% 10.4% 9.8% 8.8%
Housing and utilities 877.5 1793.3 2240.1 2895.6 3693.0
public spending’ 279.6 3737 464.7 666.5 800.9
enterprises wr 782.9 955.9 1047.2 1218.8
private spending’ 592.2 636.7 819.5 1181.9 1673.3
as % of GDP 2.9% 5.2% 4.6% 4.4% 5.0%

1 - including capital costs.

2 - including special means, or paid services provided by public organizations/enterprises.

3 - household spending (Family Budget Survey (FBS) — a panel study by NSC for 1998-2002).

4 - excluding subventions to the SF,

232.6 - an expert’s estimate based on FBS. Private spending on health care is estimated from the FBS.

*Considerable discrepancies between enterprises and the SF funding levels are due to continuous legislative changes

and privatization process. ** Financial assistance to relatives is taken as proxy.

Source: NSC
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194 ON TRANSFORMATION OF THE WELFARE STATE IN THE KYROYE REFUBLIC
TABLE 4. GROSS NATIONAL SOCIAL SPENDING BY SOURCES, MLN. OF SOMS
1997 1998 1999 2000 2001
Social expenditures, total 8050.1 9740.8 11616.3 143549 16456.6
as % of GDP 26.2% 28.5% 23.8% 22.0% 22.3%
Public 3340.0 3494.0 4289.9 5219.0 6444.6
as % of GDP 10.9% 10.2% 8.8% 8.0% B.7%
as % of total 41.5% 35.9% 36.9% 36.4% 39.2%
Private 1643.6 1993.1 2684.7 43744 4640.0
as % of GDP 5.4% 5.8% 5.5% 6.7% 6.3%
as % of total 20.4% 20.5% 23.1% 30.5% 28.2%
Social Insurance* 57.9 2368.3 25639 2997.2 3463.1
as % of GDP 0.2% 6.9% 5.3% 4.6% 4.7%
as % of total 0.7% 24.3% 22.1% 20.9% 21.0%
*SF spending. i

Cash benefits | Benefits in kind

General education | Professional education

FIGURE 3: THE HEALTH CARE SECTOR

Notes: MHI — mandatory health insurance; TLDB — temporary labor disability benefit; RBB — ritual (burial)

ONCB - other non-contributory benefits.

benefit; UEB — unemployment benefit; SMB — single monthly benefit; MSB — monthly social benefit; and

Personal Care Public Health

|

‘Specialized
hospitals,
NCs, SRis

‘ .
FGPs |
Medical education

Notes: NCs — National Centers; SRIs — Scientific-Research Institutes; SES — Sanitary-Epidemiological Well-being: SES
sanitary-epidemiological stations; HP — Health Promotion; HPCs ~ health promation centers; FMCs - family medicine centers;
KSMA - the Kyrgyz State Medical Academy; FAPs - feldsher-obstetrical points; FGPs - family group practices.

According to the European Observatory on Health Care Systems (2000):

Primary care is “the first point of contact of health system with the individual consumer and includes general medical care for
common conditions and injuries”.

Secondary care “refers to specialized ambulatory medical services and commonplace hospital care (outpatient and Inpatient
services)”.

Tertiary care “refers (o medical and related services of high complexity and usually high cost”.




FIGURE 4: THE STATE GUARANTEES IN HEALTH CARE

Funding Benefits
Source

Bocial Fund payroll
s, Hapublcan
budge! tranaters for
the imuured

(adep) aBesencd edinesg

Source: Kutzin et al. (2003).
Notes: MHIF - the Mandatory Health Insurance Fund under the Ministry of Health of the Kyrgyz Republic; FGPs - family group

practices.

FIGURE 5: PENSION PROVISION IN THE KYRGYZ REPUBLIC

CHALLENGES OF THE DEVELOPMENT PROCESS IN TAJIKISTAN:
EDUCATION, CORRUPTION AND YOUTH

SHUKHRAT MIRZOEV "

The paper is based on survey on corruption in education among 400 individuals in 6 universities and
organizations in Tajikistan, and shows that the major obstacles in the access to education among the
young people of this country are: 1) unemployment during study years which makes it difficult to
cover tuition and other expenses; 2) insufficient access fo education; 3) corruption; 4) lack of
motivation due to unavailability of diverse range of options for students wishing to pursue their majors
on a qualily level; 5) language barrier, and so on. Survey indicators for measuring the situation in
education among youth show that 84% of the students would be willing to pay for exams and passes;
39,3% of the respondents are sure thar they would be offered to pay “under the table” to enroll at
universities, lyceums, colleges, etc; 42,6% of the parents know that refusal to pay illegal fees to
teachers and administration at secondary schools and lyceums might lead to unwanted consequences
Jor their children who study there; and 49,7% of the surveyed noted that most effective means of
indirect influence over the decisions at higher educational institutions take forms of cash money and
personal contacts, while 56% of the 400 respondents had already experienced abovementionod
Sttuations before. After measuring indicators and developing trends based on the survey and collected
data, the paper outlines several recommendations for improving the quality of education and reducing
corrupt behavior in the education sphere.

BBLI3OBbI TTPOLIECCAM PA3BHTHS B TAJDKMKUCTAHE:
OBPA30BAHUE, KOPPYITIIMS U MOJIOIEKE

HIYXPAT MHPIOER

Hacrosmas paGota ocHoBaHA H) JAaHHBIX ONPOCA MO KOPPYNUWAK B OGPAIOBAHAH, KOTOPHIH Gu
npore/€n cpejtu 400 venosex B 6 yunsepeuterax u oprammsamusx Tainxuerana. Onpoc BLIIBN,
WO OCHOBHBIMH TNpPENATCTBHAMK NpH noiydenus oOpasoBapHs ia monondmu s Tamkmencraie
ApgoTes: 1) GespaboTHiia, HE MOIROAMONEAN TONHOCTLIO NOKPHITE PACKOR 1O OBYHEHHIO | JApYTHe
pacxopwt; 2) Hepoctatounsifi 20eTYN K ofpasosanuio) 3) koppynums; 4) HEAOCTATOURAS MOTHRAIIA 1
CBIBH € OTCYICTBHEM PAMTHUHBIX BOIMOKHOCTEN [LI8 CIYICHTOB, NOSBOMMIONMX MM  HONYUATYH
KatecTBenHoe  00puloBaHKE N0 WX cremHamMsai; S) ssbicosbie Gapbep T, Munkatopid
HCCHIE0BANNA 110 HIMEPCHHIO CHTYAIMH B cexrope oGpajoBanii cpean Monoaémn nokasamm, wro 84%
CTYMEHTOB NpeAnoYin Gb! 3annathTh 3a sk3amennl W savérn; 39,3% pecnonsieHTon ysepeuu 8 Tom,
HTO MM HPCUIONHIH BBl AATH SBIATKY#® JUL NOCTYILICHMA B YHUBEPCHTCTR, JIHUEH, KOMIELKH W 1.11.]
42,6% pomnreliell nomEMaloT, UTO OTKA3 B ywiaTe ONpEaCACHHEIX CPEHICTR.  YUHTE/NAM W
AIMHHHCTDALKH CPEIHNX WIKO/I H JIHLEEB MOKET NIPHBECTH K HEKENATeNnbHBIM TOCCACTBHAM UL X
Acteit, kotophie Tam ofywatotes; u 49,7% onpowennsix otvermi, uro HauGonee didertuniiil
cnocol KOCHOHHOIO RIMSHMA HA [PHHNTHC pPeUICHHH B BRICHIHX yUeOHLIX 3aBefcHMsN (BY3ux)
NpUAUMAcT GoOpMy AEHEKHBIX BBULIET H HCHOIBIOBIHIA THYHBIX cBasedi, Tora kak 56% wa neex 400
ONPOUICARBIX YiKe HCULITAIK i CBOEM ONEITe nofobiylo cutyaunio. Mocie oupeasieisl 0 wiysenis
HHMKATOPOB H puspaloTku CTpaTerni Ha ocrope uudopmanny cobpannoil B Xoze nposeiesioro
onpoca, B CTAThE [IPCACTABICHEI HECKONBKO NOAPOGHBIX PEKOMEHIAUMIA 1O YAyMICHHIO Kadect i
OGpasoBaiHs K CHIDKCHHIO KOPPYIIIMH B cdepe oGpaiosatis.

* Shukhrat Mirzoev, Bachelor of Sciences, International Fconomics, Technological University of Tajikistan,
Address: 50 years of Tajikistan str. 19/4, apt. #3 Dushanbe, Tajikistan; Phone: (+992 372) 34-3696 (home)/ cell:
918-61-1052; E-mail: smirzoey@irex-tl.ong / netspider| 77 @hotmail.com (MSN)




1. A SURVEY ON CORRUPTION IN EDUCATION

There are several definitions of corruption, among which the most popular is the
one used by the World Bank, which defines corruption as “the abuse of the
public service for private gain.” (as sited in Mukunda, B. Pradhan 2006) A muow
complete definition is provided by the Asian Development Bank (ibid )
“Corruption involves behavior on the part of officials in the public and private
sectors, in which they improperly and unlawfully enrich themselves and/or those
close to them, or induce others to do so, by misusing the position in which they
are placed.” Many associate corruption with bribes. Although most examples ol
corrupt behavior involve payments in one form or the other, not all acty ol
corruption involve traditional bribes. For example, a personnel departmont
employee in a public organization may promote and support members of hi
community or native town without receiving direct payment. While some
payments may come in the future in the form of services, presents or money
from newly promoted staff, this is not always the case.

A survey on corruption in education was carried out by the OSI Programs
Alumni Association within the framework of the Economics Students’ Union
(ESU) between April and June 2004 in Dushanbe and Khujand, Tajikistan. A
questionnaire was designed to ask about general relations between university
administration and students, the government and the private sector in the field
ol education. Overall, 400 individuals (221 households) in 6 major universities i
Tajikistan were surveyed. To better understand what the most significant

problems are, respondents were asked to rate a set of 19 factors in terms of their

hindrance and challenges for living and working in Tajikistan. Figure 8 in the
attachment provides significant amount of information both for the government

and international development agencies on how to better facilitate private sector

development in the country. However, given the topic of the paper, a detailed
discussion of the latter is beyond the scope of the present discussion.

About 72% of the households believe that when dealing with public
universities it is either always or most of the time easier to use additional
inducements rather than to follow established rules. Surveyed individuals

confirmed that the most frequently applied “additional instrument” is the use of

contacts (friends, relatives or third parties) to influence decisions in university
administrations (see Figure 9). This is followed by the use of small presents and
of money/expensive presents, and, lastly, engaging criminal organizations to
influence decisions.

Most of the time corruption happens in the public sector. As put by Lui
(1996, 27): “... if the resource allocation system is perfectly competitive, than
corruption cannot exist... Deviations from the competitive market, caused by
government regulations or interference are major causes of corruption,” As Table
I shows, surveyed households agree, in general, on the most popular situations
where the use of money, presents, contacts or threats takes place. They are:
border crossing at customs, education and health institutions. It is also

pteresting to note that situntions, which allow access to foreign exchange, public
rocurement and privatization are ted relatively low = an indicator ol the
government’s progress on the macro front,

¥

2, CORRUPTION IN HIGH (SECONDARY) SCHOOL

The use of payments of one sort or another in public schools is an often-debated
guestion. The government of Tajikistan, on one hand, is dedicated to build a
socially oriented market economy (often heard in the speeches of top
government officials), which means a guaranteed presence of the state in the
provision of social services to protect poor and vulnerable groups of the
population. The consequences of the war and strained budget situation, on the
other hand, will not allow (at least in the mid-term) to bring these sectors (o an
ndequate level — salaries are among the lowest in the region (see Figure 3), the
infrastructure depreciates rapidly, etc. Decreased quality of educational services
was stated to be one of the most problematic factors for living and working in
Tajikistan (see Figure 8) and corruption in these institutions is ubiguitous.

As shown in Figure 10, when sending a child to a public secondary school,
parents may expect many additional expenses down the road. Payments may
take various forms and can be either offered by parents themselves or demanded
by the schools. Most often, payment is solicited for the reconstruction of the
building, although other forms mentioned in the figure are also used quite olten,
When the school asks for payment, many find it difficult to refuse since it may
cause problems on the academic front (Figure 12). The use of payments,
presents and contacts also takes place when transferring a child to a better
school, to build good relations with teachers, to ensure that the child receives
enough attention in school, and to ensure that the child receives better grades
regardless of his/her knowledge (Figure 13). Often parents have to hire private
tutors for their children due to an insufficient quality of education in many
public schools throughout Tajikistan. Private tutors are mostly needed to prepare
pupils for entrance examinations in colleges/universities or to simply ensure i
better education for the child. Sometimes, teachers in the same school offer
themselves as private tutors (see Figures 14 and 15). If it works, then teachers
are much better off by providing poor education in class to generate revenues ns
private tutors.

3. CORRUPTION IN COLLEGES AND UNIVERSITIES

When entering a public university, students have to pass entrance examinations.
This is probably the most profitable season for those employed in the admission
offices or those professors who can influence decisions of the latter. About hall
of the surveyed believe that the use of money, etc. is always involved in entrance
examination with another 30% stating that it is involved most of the time
(Figure 16). Often corrupt professors offer to facilitate admission (Figure 17) and




more than 80% are willing to pay if offered (Figure 18). Quite frequently the
exnct price of admission is widely known and even applicants with excellent
knowledge may experience difficulties with admission unless other inducements
are used (Figures 19 and 20). Passing semester tests/examinations in the course
of study in universities often involves payments of various sorts. When student’s
knowledge is not adequate, exams can be passed with a moderate “facilitation.”™
Often professors themselves offer such deals (Figure 21). In general, both
students and professors may offer deals during examination periods in
universities with equal probability; and refusal to pay when asked by a professor
may have negative consequences for the students (Figures 23 and 24). Overall,
over 50% of respondents stated that they have paid money in public schools and

universities (Figure 26).
4. STRATEGY TO REDUCING CORRUPTION IN EDUCATION

The survey results confirmed the general hypothesis: unlike the situation in, for
example, tax and customs authorities, employees in educational facilities take
money and presents because the government does not pay them properly (Figure
25). Other possible reasons include weak control and unlikely punishment, poor
regulatory environment and access to significant discretionary power among state
employees. Very few households do believe that employees” greediness, cultural
traditions or clan relations are explanatory factors. Efficient anti-corruption
campaign in Tajikistan should contain measures in three major areas:

1) Sectaral policy reform: reducing the share of the state in these sectors will

allow an increase in financial support to the remainder of public institutions;
elimination of the “semi-private” nature of the system will significantly reduce
the scope for corruption; increasing transparency at both macro- and micro-
levels (e.g. during university admissions, etc.) and central government’s true
ammitment to reduce corruption and to raise efficiency of the educational
ctor are probably key factors of success. A salary increase may sometimes
wdeed lead to a decreased number of corruption acts. However, to avoid getting
into the trap of another budget drain, one should understand that the results of
this survey are not sufficient for definitive conclusions. Several cross-country
studies show that salary increase is efficient in preventing corruption from
happening, but often does not work to stop it once public employees starl
accepting bribes. The hypothesis here is that to stop corruption this way would
be easier in secondary schools rather than in universities and other higher
educational institutions, but there is definitely a need for further research.

2) Reform of the legal and regulatory environment: the absence of appropriate
laws/regulations pertaining to corruption is a major gap to be filled. It is also
important to make these regulations widely known and understood to have a
healthy and positive feedback from the public in general.

3) Structural and institutional reforms: in areas, where the state would like to
remain, but cannot extend its financial support further, it is important to legalize

&\

p‘l.lymcms‘ for Qubllc educational services and, more importantly, identify exact
::;; -':L ;::qm’::n:i:) :‘:cir:: Iu:\mi been already made in this direction, but a lot
bk uniying the systcn} lhroughfm! the country. Building a

transparent accounting system in education could improve control
over humanitarian and other international aid, make it more difficult to illegall
sell g{.m_:rnmc‘nl property (such as university diplomas, etc.); increased Iriti!]illgl i
re-training of staff in educational institutions is needed in connection with ﬁ )
l:'ﬂt:e[ measure and to increase awareness of the government’s policies. Fin lfl'l
limiting the power of professors to influence admissions decisions is ‘r;ecdc:: I‘n

significantly change the system. Substituti
’ - Substitution of oral tkte-a-tkte exams wi
computerized tests is an example. -

5. CONCLUSION AND FINAL REMARKS

This w:ork_ represents the first effort to systematize our knowledge ab
corn!ptgon in education in Tajikistan. It is crucial to realize that it is no‘:El l)"' tl"lJl
to eliminate the problem entirely given that some factors are simpiy n:u')p\cshl o4
suich. a:e .cullural traditions. Thus, one should not be too ambitious and .-iilr::”-sl'
mmmn:zmg the opportunity for corrupt behavior whenever posqii:le Fi( hti g
corru;ﬁmn also means identifying a long-term strategy with a.kgrce;t df-:lml:“
technical work aimed at improving the system. It is obvious that man o‘r' tI"'
recommended activities are either too costly for the government of Tajik?ql'-m 1:'
do not correspond to the technical capacity of the government to im‘J!t‘:m'c‘r:
:Zf;-:;nns. -;Fllys, broad financial and technical assistance from the intcr:mlimi:ll
i 1;:1”' y ‘:s key to ensure progress of the proposed reforms. Only joint effort
¢ govuqment and the donors can result in reduced corrupti
increased efficiency of Tajikistan’s economy. e
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FIGURE 1, COMPOSITION OF SURVEYED HOUSEHOLDS BY LOCATION
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FIGURE 5. COMPOSITION OF RESPONDENTS BY OCCUPATION, %
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FIGURE 8. DISTRIBUTION OF RESPONSES TO “HOW PROBLEMATIC ARE THE FOLLOWING FACTORS
FOR LIVING AND WORKING IN TAJIKISTANT" QUESTION*
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FIGURE 6. COMPOSITION OF RESPONDENTS BY LEVEL OF EDUCATION, %
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FIGURE 9, DISTRIBUTION OF RESPONSES TO “THE ADDITIONAL INSTRUMENTS ARE MOST LIKELY
T0 TAKE THE FORM OF..." QUESTION®
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FIGURE 10. DISTRIBUTION OF RESPONSES TO "WHEN SENDING A CHILD TO A SECONDARY
SCHOOL, DO PARENTS EXPECT MANY ADDITIONAL EXPENSES IN THE COURSE OF HIS/HER
EpucATION?" QUESTION
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FIGURE 11, DISTRIBUTION OF IRESPONSIN T0 “THE ADDITIONAL EXPENSES ARE MOST LIKELY TO
TAKE THE PorMm o, " QUESTION®
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FIGURE 12. DISTRIBUTION OF RESPONSES TO "WILL THE REFUSAL TO PAY ADDITIONAL PAYMENTS
WHEN ASKED BY A SCHOOL BE NEGATIVELY REFLECTED IN CHILD'S GRADES AND H1S/HER
RELATIONS WITH THE SCHOOL ADMINISTRATION AND TEACHERS?" QUESTION, %
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FIGURE 13, DISTRIBUTION OF RESPFONSES TO “PLEASE EVALUATE HOW LikiLy 18 THE Ush o
MONEY, PRESENTS AND CONTACTS TO OCCUR IN THE FOLLOWING SITUATIONS?" QUESTION®
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FIGURE 14. DISTRIBUTION OF RESPONSES TO "THE QUALITY OF EDUCATION IN SECONDARY
SCHOOLS TODAY IS SO LOW THAT PARENTS HAVE TO HIRE PRIVATE TUTORS TO ENSURE CHILD'S
RELATIVELY BETTER EDUCATION" QUESTION, %
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FIGURE 15, DISTRIBUTION OF RESPONSES 10 “THE SAME TEACHERS WHO TEACH IN SCHOOL
OFPIICTHEMERLVES A IRIVATE TUTORS" QUESTION, %
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FIGURE 16. DISTRIBUTION OF RESPONSES TO “WHEN ENTERING A UNIVERSITY IN TAIKISTAN,

How LIKELY 1S THE USE OF MONEY, PRESENTS, CONTACTS OR SERVICES OF CRIMINAL ELEMINTS
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FIGURE 17, DISTRIBUTION OF RESPONSES TO “WHEN SUBMITTING DOCUMENTS T0 A UNIVERSITY,

1S 17 LIKELY THAT YOU WiLL BE OFFERED (INFORMALLY) TO PAY ‘UNDER THE TABLE' TO THE
UNIVERSITY STAFF TO 'EASE’ PASSING ENTRANCE EXAMINATIONS?" QUESTION
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FIGURE 18, DISTRIBUTION OF RESPONSES TO “WHEN OFFERED TO PAY ‘UNDER THE TABLE' TO
‘EASE' ADMITTANCE, ARE PEOPLE LIKE YOU LIKELY TO PAY?” QUESTION
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FIGURE 19. DISTRIBUTION OF RESFONSRS 10 DO PEOPLE USUALLY KNOW IN ADVANCE HOW
MUCH DOES I'T COST TO PASK ENTHANCE EXAMINATIONS AND TO BE ADMITTED TO A UNIVERS]
IN TAHKISTAN?" QUESTION, %
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FIGURE 20. DISTRIBUTION OF RESPONSES TO "EVEN WHEN AN APPLICANT TO A UNIVERSITY HAS
OUTSTANDING KNOWLEDGE, THE PROBABILITY OF BEING ACCEPTED 1S LOW UNLESS SOME
OTHER CHANNELS ARE USED" QUESTION, %
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FIGURE 21, DISTRIBUTION OF RESPONSES TO "WHEN A STUDENT 15 LIKELY TO FALL AN
EXAMINATION IN THE COURSE OF HIS/HER UNIVERSITY STUDIES, PROFESSOR/TEACHER MAY
FOR PAYMENT TO ‘EASE' THE EXAM AND/OR IMPROVE THE GRADE" QUESTION, %
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FIGURE 22. DISTRIBUTION OF RESPONSES TO "WHEN A UNIVERSITY STUDENT POSSESSES GOOD
KNOWLEDGE OF THE SUBJECT, HE/SHE 1S LIKELY TO RECEIVE A GOOD GRADE ON THE
EXAMINATION WITHOUT PAYING EXTRA FEES" QUESTION, %
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FIGURE 23, DISTRIBUTION OF RESPONSES TO “PLEASE CHOOSE ONE OF THE FOLLOWING
STATEMENTS THAT BEST REFLECTS YOUR PERCEFTION OF STUDENT- PROFESSOR RELATIONS
DURING THE EXAMINATION PERIOD IN UNIVERSITIES” QUESTION, %
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FIGURE 24. DISTRIBUTION OF RESPONSES TO "IF A STUDENT REFUSES TO PAY WHEN ASKED
BY A PROFESSOR AND/OR REPORTS AN EXTORTION ATTEMPT, His/HER GRADE ON THE
EXAMINATION WILL BE LOWER THAN ONE WoOULD EXPECT OTHERWISE" QUESTION, %
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PIGURE 27, DISTRIBUTION OF RESPONSES TO HPLEASE JUDGE How EFFECTIVE COULD THE
LOWING MEASURES BE IN REDUCING CORRUFTION IN SCHOOLS AND UNIVERSITIES?"
QuisTIoN®

FIGURE 25. DISTRIBUTION OF RESPONSES TO “HOW WOULD YOU EVALUATE THE FOLLOWING
POSSIBLE REASONS OF WHY DO SCHOOL TEACHERS/UNIVERSITY PROFESSORS TAKE MONEY L
PRESENTS" QUESTION®

Control over the
teachers/professors
is weak and

Tribalism/Clan
relations

poorly designed and
difficult to follow,

2
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*Scale: From | — no to 6-
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HUMAN RIGHTS IN UZBEKISTAN

ALIYA PRENOVA'

It Is hard 1o exaggerate the importance of human rights to rh.e djlw:ogmer:f G{e:-f:;::;:ﬂzea,-:f::i:ﬁ::,?,
in a modem society. However, there still exist such mumm‘zs f (II o n : : .
rights play in the life of an individual, in parficufar., and society, in gene?', Uzhef:_w::: cﬁ;c:r.:"fu ;::
one of these countries, The country’s human rights record is r.anke one o bt
Organization for Security and Cooperation in Europe (OSCE) region. It can e;:m o
problems with human rights implementation in Uzbekistan are so ovemhe{mlmg ' a: f i
community should persuade the government of Uzbekistan comply with internatio

rights law.

ITPABA YEJIOBEKA B ¥3BEKHCTAHE

Ams TIPEHOBA

Tpyano npeyBseinyuTh 3HAYCHHC MPAR HEJAOBEKA B PUIBHTHH JEMOKPATHH H pa.mcm:( amcoazcn::'::;;?
obuectoe. O[HAKO Bee ellle CYLICCTBYRT CTPRHLI, KOTOpHie He MPH3HAKT TY POk, y:se pyc‘mH -
(POBA MENOBCKA B ORMIHK MIJMBHIYYME, B HICTHOCTH, M COIMYMA, B 1CIOM. ::MGW.” 1
BAAMMOMY, SBISCTCS oaHOH M3 oTHX crpan. Curyanms ¢ MpaBAMM HesORCKa B ¢Tpane Eﬂue it
oI W3 Xymuux B pervore Opranusaunedt no besonacnoctd B CoTpysHuticctsy 5 Espo i .;
Moo e yToepkaats, 910 NpobjeMbl ¢ BBIOANEHHEM 0DA3ATENRCTR M0 MpaBaM ‘el ot
Yabexucrane RBIAIOTCA HACTOABKO NOJIRIAIOMIMMI, HTO MEKAYHAPOJHOE cmﬁmcm;a bil
HPHIBATH NPABHTEILCTRO Y30CKHCTAHA C/ICA0BATH MCHUIYHAPOAHOMY [IpaBy O paBax HenoBexa.

It is hard to exaggerate the importance of human rights to the dt:}ff:l(lpfnenl l;l
democracy and equality in a modern society. HO\.Mcvcr, ther.e still e:XlSl ?‘llf,l
countries that do not recognize the role human righPs play in the life o ‘.u;
individual, in particular, and society, in general. Uzbekistan appears to be Ol'll. 0
these countries. The country’s human rights record n ranked one of the Wol:hl. in
the Organization for Security and Cooperation‘ in Europe (OSCE) :gl;}:l
(International Helsinki Federation for Human. Rights and the Hum'an] :g‘1 8
Society of Uzbekistan 2003). It can even be said that the problems .Wlth 'w'nm‘::
rights implementation in Uzbekistan are so overwhelming th_at the mtematlm.ll.l
community should persuade the government of 'Uzbt:klstan cpmply WI] 1
international human rights law. Human rights violat;ops in Uz.l?eklstan can .Tt|
traced back to the Soviet era, when the society was eqlm:ly dotn||1ated py n’fumr
and ideological values imposed by the Soviet State, i.e. the (.ornrnumst I:art).
People were limited in exercising their most elssenhal human rights such as
freedom of expression and freedom of religion (Zickel 1989).

* Aliya Prenova, Undergraduate major: International Law with an empr_msis in Hurn.an ?{ights andagji:::zf:.-ln?:
{(Westminster International University in Tashkent), Tashkent, Uzbekistan; e-mail: aliya_prenova@y '

aliya_prenova@mail.ru

Today, some of the most eminent human rights abuses include torture,
frequent violations of rights to freedom of conscience, freedom of expression,
and association and assembly, Human rights issues in Uzbekistan are the ones to
be paid attention 1o and taken immediate action on,

Torture is systematic in Uzbekistan's legal procedures. Uzbek police officers
torture arrested suspects to make them confess to the crimes they have never
actually committed. They do it for the police department records as well as to
get money from suspects. According to one of the Human Rights Watch's
reports of torture (Human Rights Watch 2003a), “since August 2002, at least six
prisoners died in custody from what appears to be the result of torture and ill
treatment”. While on his visit to Tashkent in October 2002, UN Secretary-
General Kofi Annan pointed out the need for the Uzbek government to
cooperate with the UN Special Rapporteur against Torture. In addition, the UN
rapporteur urged the Uzbek government “first and foremost” publicly condemn
torture, and include into the national penal law the crime of torture as it is
defined under the UN Convention against Torture and Other Cruel, Inhuman or
Degrading Treatment or Punishment (International Helsinki Federation for
Human Rights 2004). The Uzbek government says it has changed its legal
definition of torture to bring it in accord with the Convention, but there is no
factual evidence to the necessary steps taken by the Uzbek government so far in
this sphere (United States Department of State 2003).

Breaches on freedom of expression, conscience, and association and assembly
endanger the development of independent civil society institutions in
Uzbekistan. As civil society is largely responsible for building democracy in the
country it is crucial to secure the above rights for its representatives. The
Country Reports on Human Rights Practices by the U.S. Bureau of Democracy,
Human Rights, and Labor (United States Department of State 2002) state that
“the government severely restricts freedom of expression and represses
opposition groups and individuals”. In particular, restrictions on getting legal
status/registration are imposed by the Uzbek government officials. Such is a case
of a nongovernmental group, Mazlum, which applied for registration on August
2, 2003. By October 2, 2003 the Ministry had not informed the members of the
group about its decision. After filing a new application in mid-October, the
group was notified by the Ministry that the applicants must wait a further two
months for a response (Human Rights Watch 2003b).

The freedom of the media has been extremely limited and is reduced to mere
reporting of the government line without a single newspaper, TV or radio station
providing independent, critical and objective coverage. Although the number of

“media outlets has increased significantly over the past three years there exists

what the International Helsinki Federation for Human Rights (IHF) in its 2004
Report calls a “virtual information vacuum”(International Helsinki Federation
for Human Rights 2004). Among reasons allowing the government to exercise
complete control over practically all media outlets is the legislation including
mechanisms that make them increasingly dependent on the state in almost all




matters pertaining to registration, operation and finance. For instance, the La
on the Mass Media permits any government agency to close a medin outisl
without a court decision if the outlet is registered with this particular governmenl
body. In addition, many journalists and editors avoid writing and publishing
articles and materials critical of the government line. Such self-censorship resull
from their fear of “serious consequences” and harassment by the governmaig
(International Helsinki Federation for Human Rights 2004).

Since 1992 the Uzbek government has pursued the policy of controll
religious practices of the citizens, particularly Muslims. Anyone failing (o m
the official definition of a “traditional” follower of Islam faced persecutiol

harassment and arrests. Members of unregistered mosques were labelod
Wahhabis and “religious extremists” and were accused of engaging in anti-sociul
activities and undermining the constitutional order (Human Rights Wateh
2004a). As Human Rights Watch reported shortly after the explosions I

I'ashkent and Bukhara in March and April that “the Uzbek government hn
resorted to torture, incommunicado detention and unfair trials in its response 1
the attacks. In particular, the authorities have targeted Muslims who practic
their faith outside state-controlled religious institutions” (Human Rights Walch
2004b). Rachel Denber, acting executive director of Human Rights Watch
Furope and Central Asia Division, said, “The fight against terrorism doesn’t yi
the government free reign to violate human rights. The state can’t simpl
dispense with core human rights even if it has legitimate security concern
(Human Rights Watch 2004b).

In light of the recent developments characterizing the worsening ol
human rights situation in Uzbekistan, there is a strong need for mol
involvement/participation from the international community to be applied. A
considerable number of recommendations to improve the human rights situation
L i o .

R

On July 13, 2004 n decislon wias taken by the U8 Department of State (o
terminate is hmancial nid o Ulzbekiston as o result of the its failure to follow (he
phove provisions (Human Rights Wateh 2004¢)

Fhe Uzbek government’s further resistance to democratic reforms may result
in o number of consequences that could prove fatal to the relative stability of the
whole Central Asian region (International Helsinki Federation for Human
Rights and the Human Rights Society of Uzbekistan 2003). As Uzbekistan is
trategically located in the middle of the Central Asian region it could
patentially become a center for terrorism and Wahhabism in the region. As the
International Crisis Group (2004) notes in its report The Failure of Reform in
Uzbekistan:  Ways forward for the International Community, “Officials  are
concerned that opening the political system would lead to unrest and the
emergence of Islamist groups. In fact, the opposite seems to be happening. Th
lnck of channels for discontent is feeding frustration among the population and
I§ a primary reason for the rise of underground Islamist political groups. Thes
femain relatively small and repressed but they constitute a potent alternative to
the regime for at least a minority”.

It becomes evident, at this point, that a more consistent and principled
approach is required on part of both international organizations and countries
committed to democratic cause in order to eliminate human rights abuses in
Uzbekistan. It is worth mentioning that some progress towards liberalization of
government policy in regard to human rights was achieved only after
International organizations including the EBRD at its annual meeting in
l'ashkent had voiced their criticisms of Uzbekistan's appalling human right
fecord. The ammnesty granted to religious and political prisoners in
commemoration of the 11th anniversary of the Uzbek Constitution in December
2003 can serve as a proof of that tendency.






Ilulllpt"l(‘lll:'llllﬂtlll W PHORON,  KOTOPKIE  MOPYT  BOSHIHRIT TP N ey NP atLE
KOWTPARTON  HOCpeacTooM  FItépiein, w nokaabibaer, Kok Moo Y HISCTIIN T IPOrIeHposi e
TPH PeIEmg Hoaohnux notpocon. Jl ocymecrvenns vux e el T MeeeayeT noaxon,
HenoauayeMui Enponeficknm Colosom HPH PACCMOTPEHHH BON POV I0PHEHIKILHK 10 UEKTPOHILM
KolTpakTam. B actioctn, Gyjer pacoMaTpuBaees ponpoc o ToM, Haokomie TTomomerie T N
1Opueamkumn, o raxme HPHIHAME W NpHHYARTeIRHOE NTPHMENcIe cyelioro plabHpaTenneTna o
IPRKOAHCKHX M KOMMEPYECKHX  BOTIPOCAX, oGECHCUHBAIT aickRATHbIC NMPABOBLIC  TPHIIHIM 110
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4 TAKKE OMHCAHEL apibie ocoBCHHOCTH KOHTPARTOR, JaKAROYCHHRIX MPH MOMOIIH 3THX CPeNeTs
Byner ecnenang  notmrka NPOAHATHINPOBATE  [PABHAA  IOPHCAMKLIMH  COMTIACHO AMEPHEIHCKOIO
Hpenenenmioro Tlpasa u [pasir Bpioceeny [, 8 paanenc kacaomemes PEPYIHPOBAHHA. HHTEpHeT-
KOHIPAKTOR M CNopons, BOIHHKAIOUMX B Pe3yibTaTe TaKMX Kourpaktos, B paGore Taicike
OGpALIeNo  HAUICHKAICE  BHAMANKE HA  MHCHHS YHCHBIX O METOAAX PeryIHpOBAHUA KONTPUKTOB,
ARRIOYAEMBIX.  1IDH TIOMOTIH AEKTPOHHBIN  CPEICTR, ”_‘; HHO OTMCTHTE, 4TO ¢ OJHOH CTOPOHLI,
HEKOTOPLIC  ABTOPLl  NpeUlaraloT  paspabotaTh  ClCUHAIBITHE JAKOHOAOTCABHBIE T Wi
MERTPOHHLIX KOWTPAKTOB, TOTAL KAK JAPYFHE —PeryanpoBaTh UX B COOTRETCTHHN © M POITHLIM
pusEAaHcKHM  npasoM. 2a cratha PACCKAMET O JIOCTHKCHHAX B MCKTPOHHOH propae o
CymeCTyImmux - npobnemux B Ilpapunax Bproceens 1, a makwe MPORHAIHIHPYCT  PEIICHIN,
HPCATRMTIEMBIE HEKOTOPLIME ABTOPAMH.

1. INTRODUCTION

The purpose of this paper is to L\dl‘t‘lll’le _]lll’l‘idltll(‘l!‘l rules unde: thc EU Ilw and
their application : :

channels as well as lorge value electronie payments and other wholesale banking
services delivered electronienlly” (European Parliament 2000a, article 3). This
paper suggests combing these two definitions and considering Internet Banking
not only as an information source but also as a financial institution that delivers
products electronically. Therefore, Internet Banking in this paper is defined as n
system that enables banks and its customers to receive information on bank
products and services, access accounts and carry out bank operations through n
personal computer or intelligent device.

3. FREEDOM OF BANKS TO PROVIDE INTERNET BANKING
PRODUCTS AND SERVICES WITHIN THE EU

In the EU, credit institutions are allowed to carry out banking activities, that is
taking deposits or other repayable funds from the public, in other EU member
states. However, before commencing to carry out banking activities, a credit
institution needs to obtain authorization (ibid., article 1). The credit institution
is defined to include two types of undertakings. Firstly, it is an undertaking
whose business is to receive deposits or other repayable funds from the public
and to grmt crcdna for its own account (European Parllamem ’000[), article 1),




However, the freedom to provide banking services could only be limited by rules
applicable to all persons pursuing an activity in the state of destination and
justified by imperative public interest reasons”.

It is an accepted principle that information shall be supplied to the customers
in writing, including where appropriate by electronic means (European
Parliament 1997, article 3). From October 2005 the consumer, prior to the
conclusion of the distance contract has to be provided “in good time” with
information about distant contracts that shall include contractual clause on law
applicable to the distance contract and/or competent court (European
Parliament 2002, article 3[1]). Furthermore, in the EU, Member States are
required to ensure that customers are identified by means of supporting evidence
when opening an account, or when offering safe custody facilities (European
Parliament 2001, article 3 [1]). Therefore, it can be argued that fears associated
with Internet Banking contracts regarding enforceability and validity have no
strong basis. However, disputes about the jurisdiction and choice of law may
occur, as they cannot be avoided.

4. JURISDICTION RULES UNDER THE REGULATION

As it is known, when determining jurisdiction and selecting the applicable law,
private international law usually looks at geography; namely the place of the
defendant’s domicile. Disputes about jurisdiction between the parties” to
commercial contract are solved according to the provisions of the Brussels |
Regulation (The Council of the European Union 2000). The Regulation applies
in civil and commercial matters excluding revenue, customs, or administrative
matters. Accordingly, Internet Banking contracts are included into the scope of
the Regulation. The court of the member state will have exclusive jurisdiction if
one or more of the parties to the Internet Banking contract is domiciled in a
member state and parties have chosen a court or the courts of a that member
state to have jurisdiction over disputes arising from their contract (ibid., article
23). However, if there is an agreement between parties none of whom is
domiciled in a member state that court of member state to have jurisdiction,
then the courts of other member state will have jurisdiction only if the chosen
court refuses jurisdiction (ibid.). Accordingly, in the EU the court will first of all
examine the contract to see if there is any agreement on choice of jurisdiction in
order to hear the case. However, the court will need to test the validity of the
agreement on choice of jurisdiction, thus it will need to check the laws of the
place where contract was formed to see if there are any rules which could
invalidate or restrict the said agreement (Davies 1996). A member state court
will also have jurisdiction if a defendant enters an appearance before that court,
however, appearance with a purpose of challenging the jurisdiction of the court
will not be considered as an appearance for the purpose of jurisdiction (The
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Council of the Furopenn Unlon 2000, article 24). In all other cases, persons
domiciled in one of the contracting states shall, whatever their nationality, be
sued in the court of that member state. However, the court will stay of
proceedings if the defendant has not been able to receive the document
instituting the proceeding to enable him arrange his defense (ibid., article 26). In
matters relating to a contract, a person domiciled in a member state can be sued
in the courts of the place of performance of the obligation in question (ibid.,
article 5). The place of performance of the obligation in question shall be in the
case of sale of goods, a member state where, under the contract, the goods were
delivered or should have been delivered. As for services, the place of
characteristic performance is a Member State where the services were provided
or should have been provided (ibid., 1b). Accordingly, it can be presumed that
the contract has closest connection with the country where the party who is (o
affect the characteristic performance of the contract has his location. However,
when one applies “the place of performance” presumption to the transactions that
are carried out in online regimes it is not clear what will be the place of
characteristic performance. On one hand, it could be argued that the place of
characteristic performance is a personal computer of the bank’s client from
which he or she obtains these products. On the other hand, it could be argued
that place of characteristic performance is at the place where a bank is
registered. According to the Giuliano-Lagarde Report (Giuliano and Lagarde
1980, 21): “in a banking contract the law of the country of the banking
establishment with which the transaction is made will normally govern the contract”,
However, it is argued that this test would give different answers for different
services (Reed 1999). For example, for account transaction services, the end
result is a change in the account data, which is subject to the jurisdiction from
which the account is controlled. For advice, the relevant location must be where
the advice is received. Nevertheless, ‘if the performance takes place on-line, the
place of performance shall not be appropriate as a connecting factor but the location
of each of the parties involved shall be relevant’ (The Hague Conference on
Private International Law and the University of Geneva 1999). However,
contrary opinion states that the place of delivery of the information - subject
matter of electronic exchange, shall be relevant (Kessedjian 2000). Accordingly,
the courts of member states will have to evaluate and decide what will constitute
the place of performance.

4.1. Branch, agency or other establishment issues on the Internet

In regard to disputes arising out of the operations of a branch, agency or other
establishment, a defendant can be sued in the courts where the branch, agency
or other establishment is situated (The Council of the European Union 2000,
article 5[5]). At this point it would be appropriate to define if the website of the
bank through which bank’s clients receive banking products and services can be
qualified as a branch. According to the Electronic Commerce Directive,




“established service provider' for its purposes defined as “entity who effectively
pursues an economic activity by using a fixed establishment for an indefinite period
(European Parliament 2000c, article 2[c]). Further it states: “the place of
establishment of a company providing services via an Internet website is not the
place at which the technology supporting its website is located” (ibid., 78/4)
Moreover, “branch” has been interpreted to mean a place of business which
forms a legally dependent part of a credit institution and which carries oul
directly all or some of the transactions inherent in the business of credil
institutions (European Parliament 2000a, article 1). Accordingly, the meaning ol
branch in EU legislator’s opinion demands physical presence in the host
country. Thus, a mere virtual electronic presence, in the form of a webpage
cannot be considered as a domicile, branch or secondary establishment for the
purposes of the Regulation.

4.2. Jurisdiction over consumer contracts

Consumer is defined as a person, who enters into contracts outside his trade or
profession (The Council of the European Union 2000, article 15). The
Regulation provides that contract will be considered as a consumer contract if it
is a contract for the sale of goods on installment credit terms; or it is a contracl
for a loan repayable by installments, or for any other form of credit, made to
finance the sale of goods (ibid.). In all other cases, the contract will be
considered a consumer contract if it has been concluded with a person who
pursues commercial activities in the member state of the consumer’s domicile
or, by any means, directs such activities to that member state or several states
including that member state (ibid., 1c). However, Regulation does not specify
what the terms “any means” and “directing to” may mean and how shall be
interpreted. Nevertheless, it is stated that “the concept of activities pursued in or
directed towards a member state is designed to make clear that this provision applies
{o consumer contracts concluded via a website accessible in the state of the
consumer’s domicile” (European Commission 1999). Accordingly, in order (o
define whether bank has directed its activities to the country of consumer’s
domicile one has to look at the content of the web page, level of its interactivity
and importantly whether it has permission to provide banking services in that
jurisdiction. The general rule is that a consumer domiciled in a contracting state
has a choice of suing the banking institution either before the court of the bank’s
or the consumer’s domicile (The Council of the European Union 2000, article
16[1]). On the other hand, banks can sue the consumer only in the Member
State where the consumer is domiciled (ibid., article 16[2]). A consumer is also
able to sue a bank from a non-member state in the country of his or her
domicile if it has entered into contract with that bank through its branch, agency
or other establishment situated in a consumer’s country (ibid.). For the purposes
of regulation a bank registered in a non-member state is considered as domiciled

in a member state where It has a branch, agency or other establishment (ibid.
article 1512]). As it was argued earlier, mere virtual electronic presence in th
form of a web page s not treated as a domicile, branch or secondar
establishment  for the purposes of the Regulation. The aforementione
jurisdiction rules over consumer contracts can be departed by an agreement onl
after the dispute has arisen (ibid., article 15]2]).

5. CONCLUSION

Having examined regulations and directives containing and relevant |«
Jurisdiction rules that are in operation within the EU, this paper concludes tha
Internet Banking contracts may be entered into between parties from difleren
EU member states. Moreover, it showed that due to the Distance Marketing o
Consumer Financial Services Directive, which aims to regulate entities providin
financial services based on a country of origin principle, banks will be require
from October 2005 to supply the customer with information about themselves
and the contract that has to have a clause about applicable law and/o
competent court. Accordingly, if the parties will choose the applicable I
and/or competent court and it is proven to be valid, the dispute will be settled i
the chosen jurisdiction, provided that it complies with mandatory rules (ibid.
article 17). This paper illustrated that a person who orders banking products o
services via the Internet while being outside of his state of domicile, can brin
the bank to the court of his country, provided that the bank's web page i
accessible in the consumer’s domicile state. Though, if the parties do not choos
a competent court, the court will have to evaluate and decide what wil
constitute the place of performance in relation to digital exchange of products.
court may decide that characteristic performance takes place at the countr
where the bank is located carrying out its activities or where products ar
delivered. For that reason, the court or legislator would need to examine th

nature of the web page to see whether Internet Bank’s activities were directed t«
the EU member state.
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THE INTEGRATION PROCESSES IN THE EEC STATES'
CURRENCY ~ FINANCE SPHERE

MADINA TURAEVA'

The article is devoted 1o studying of the preconditions for the formation of the monetary-financial
integration (MF£1) among the countries of Eurasian Economic Community’s (EEC), as well as of the
Sactors of its development and prospecis of its realization,

The basic results of the research are expressed in the following: the analysis of MFI muodels
showed that these models are not acceptable for the EEC couniries; present condition of EEC MFI iy
studied ,the main problems and priority directions for improvement of the institutional base and
development of MFI in EEC are identified.

MHTETPALIMOHHBIE [MTPOLIECCEH]I B BAIIOTHO-OMHAHCOBOH COEPE
CTPAH EBPA33DC

MAnuHA TyPAEBA

Fabota nocsauiena Wecne/loBantio NpeochUloR (POPMHPOBAHMA BATIOTHO-HUHAHCOBOH HITTCr I
(B®H) crpan Espuasuitcroro Dxonomuueckoro Coobueersa (EppasdC), dakrtopos ee passurinn
ﬂcpcucrmn p‘ca.na:aauuu_

OcHoBlble  pe3yIbTaThl HCCHCIOBANHA HAWMM BHIPAKCHHE B CHSAVIONCM: HA OCHOBE NI
mojieneii  BOM  ormeueno, wro s erpan EepazdC  mamdble  MOACHM  HEHpHEMIEMI,
fnpoananu3nposano cospemenroe cocroanne BOH s EspaidC, onpencnenut ocnorune npobiemu o
MPHOPATETHRIE HAMPARIEHUS COBEPNIEHCTHOBIHHA HMHCTHTYUHOHWILHOR Gasel w passdius BOM w
EspasaC.

The necessity of the post-soviet countries' economic integration is objectively
recognized. This is inevitable while globalization and internationalization of
economies are under way. Nevertheless, the formation of Economic Community
is impracticable without integration of the financial markets, without the
common payment network, standard tax-customs, and analogous budgetary and
banking systems. They are the mechanisms by means of which this process may
be carried out.

The EEC has appeared in 2000 on the Customs union's basis. This
organization is actively developing. EEC declares and demonstrates strong
aspiration to be integrated. Monetary financial sphere of EEC countries develops
and proves to have its specific territorial, resource, historical and economic
features. Nowadays, there are essential obstacles for monetary financial
integration, such as: the various levels of social and economic development and




processes, common fiscal and customs policy, realization of concrete aut
financial sphere will allow the countries to use financial resources ol reglon
elfectively and protect them in case of world financial crises. In long e
perspective — successful MFI is a necessary condition for the crention |
Economic Community in EEC,

The purpose of this research was to investigate scientific basis for 1
integration and find the key mechanisms of integration in the monetary Hnmne iy
sphere of EEC countries, as well as to define the future perspectives md
opportunities for realization.

In the theoretical part of the research, the attention is paid to the monetury
financial aspects of Economic Integration, in particular, to the contemporily
“types of MFI". Nowadays, only the "West-European" type is considered ns the
Successful. The types such as "Latin American”, "African” and "Arabian", despiie
of their plans, are not ready to implement the agreements on MFI. We suppos,
this can be explained by the circumstances that only the "West-European” typw
has as the following: approximately ‘half-century history’, the great desire o
integrate, practical experience of several generations. The other ‘types’ wiw
recently established. They have the same story and level of development, as the
EEC countries have.

Consequently, the analysis has been done in two directions — legal wiul
economic. The Inter-Parliamentary Assembly of EEC (IPA) is responsible fof
the foundation of the legal basis of the community. TPA represents the
supranational legislative body, consisting of 70 representatives of the member
countries, delegated by their Parliaments. The IPA conducts a permanent job on
harmonization of the member countries’ legislations. A lot of the "Module Laws"
are also developed by IPA, they have been recommended to be accepted in the
EEC countries (for example, the law on the bases of auditor activity). The
problem is that member countries have different conditions to accept
«recommended laws» and other projects as key state acts.

Very different levels of economic development within the community also
disrupt the integration process. In order to compare EEC countries' economic
parameters and to estimate the financial markets’ development, different
statistical indicators have been analyzed. By the end of 2003, the real cost of
GDP in Kyrgyzstan, Russia and Tajikistan has not reached 1991 level. This
indicator has exceeded the 1991 level by 6.5% in Kazakhstan and by 5.4% in
Belarus. Comparing the dynamics of GDP volume, industry production and
agriculture production by EEC countries, we have not addressed the growth rate,
but we have analysed the growth rate dynamics. We have to note that, despite of
positive dynamics as a whole, growth rate dynamics until 2003 has been negative.

Furthermore, we analyzed such indicators as: ‘GDP per capita’ and
‘Incomes Level of the State Budget per capita’ in 2003 for selected countries.
The strong discrepancy among the member countries was also marked: the
highest level of the given indicator was marked in Russia, and the lowest level — in
Tajikistan (Figure 1).

The analysis of the EEC countries’ export-import dynu’mics has sl'm\-un thayg
0 volume of export-import operations in 1999-2003 in all countries hag
Namely, the total export has increased 1.85 times, and the lul.ul
port has increased 1.9 times. Nevertheless, by 2003 the share of export in
sctions among the compared countries has not practically changed during

last several vears. The change rate was approximately fluctuating 12%+0.4%,,
Despite the evident fact that the total import has the tendency to increase, the
share of import transaction between the member countries had reduced by

14.78% in 2001 (Figure 2). Besides, the main trading partners of the countrigg

are not part of the community. : 2-
In order to compare the approaches to the fiscal policy, the revenues ol state

budgets were analyzed by the shares of receipt from separate taxes in 2003

(Table 1). So, the tax burden, to a great degree, is carried by thf: consumers Ol
goods and services’ in Kyrgyzstan (44.7% — VAT, 9.9% — EKC{ISCS, in !mnl
§4.6% of indirect taxes) and in Tajikistan (38.8% — VAT, 6.9% — [:xascsl. in
total — 45.7% of indirect taxes). The highest share of budget income comes Ir_um
the profit tax (30%), the smallest share on the revenues con.ws from the cxc.;n.s.{ﬁ
(2.8%) and the share from the income tax is about 9.4% in K:j.zakhsl;m. Ihig
situation illustrates that the direct taxation primarily prevails in Kazakhstay,
contrasting the situation in Tajikistan and Kyrgyzstan and thus, we can regard j
as social-oriented. On the other hand, the share of profit tax that reaches all‘num
30% of budget incomes in Kazakhstan, evidently confirms the comparatively
successful business activity in the country.

In 2003, US dollar exchange rate grew only in Belarus, in other republics thjs
indicator had fallen on the average by 4.5%. Contrary to the dollar, the Eura'g
exchange rate stably grew in 2003 in all EEC countries. Change of consumer
prices (Belarus — 30%, Kazakhstan — 10%, Kyrgyzstan — 3%,'Rus:s|a e
10%, Tajikistan — 20%) indicate that rate of inflation have been vafled in the
compared countries, but the highest rate of inflation was observed in 2003 jj
Belarus. ‘ ‘

Accordingly, nowadays there are essential differences In a social ang
economic condition such as standards of living, fiscal and social pnllicy
approaches. MFI in EEC will be very complicated without solving existing
problems and achieving the similar rates of development.

We have tried to show ways of realization of the further actions fyy
acceleration of MFI process in EEC countries' on the basis of the given
conditions and consequent conclusions. The results of the research fing
expression in the following statements: . .

1. The basic problems of the EEC countries' financial markets' integratiop
are formulated, and the system of priorities for the monetary financial, monetary
and credit policies in the Community are developed;

2. As the first step, it is necessity to synchronize the social and fiscal policy
in the community, in particular, the state budget planning;




3. The mutual trade among EEC countries must be activated and the
countries should make ‘step-by-step’-transition from ‘raw materinls' trading (o
‘industrial production’ trading;

4. The general development mechanisms of the payment network, the system
of national currencies’ mutual convertibility and the EEC banking systems are
proposed. Particularly: :

- To activate the EEC internal financial markets' development and to direct
the efforts toward the improving of infrastructure for the market and
domestic investment activity;

- To have approximately the same rate of inflation in order to have an
opportunity to carry out the coordinated monetary policy in the
community;

- To monitor strongly the credit market and the creation of general
Association of commercial banks all over the community. The interest
rates for credit should be the same (+ regional coefficients) and the
businessmen must have the opportunity to pay back the credits in any
country of the community and so on;

5. The ways and tools of tax system improving are analyzed, namely: the
preferential taxation for the businessmen conducting activity in member
countries; and universal standards of educational and programs for the tax-
specialists in all the EEC;

6. The common doctrine of regulation and self-regulation, as well as the
executive supranational structures which may carry out administrative markel
regulating functions, are offered;

7. The creation of the "Supranational Clearing Center" in EEC s
recommended. Besides the operations with currency and the accounts in
national currencies, this Clearing Center can perform the clearing function on

transactions with the securities. This Center can also carry out the function of

International Depositary. It would be irrational to create separate structures for
depositary and clearing operations in member countries, since there is a rather
small experience of securities operations and insignificant volumes of financial
instruments’ trading in the majority of the EEC countries. Besides, creation of a
single Supranational Clearing Center would allow prevention of additional costs.
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APPENDIX

FIGURE 1. THE RATIO OF "CHDP piit CAPITA™ AND “STATE BUDGETS' INCOMES PER CAPITA"
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FIGURE 2. THE DYNAMICS OF EEC COUNTRIES' MUTUAL TRADING DENSITIES
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TABLE 1. THE EEC COUNTRIES STATE BUDGETS' INCOMES BY THE SHARES

OF RECEIPT FROM SEPARATE TAXES IN 2003
Income tax Profit tax VAT Excises
Belarus 10.6 9.9 30.8 9.0
Kazakhstan 9.4 30.0 23.0 28
Kyrgyzstan 10.4 7.5 44.7 9.9
Russia 13.0 15.6 26.8 10.5
Tajikistan 7.1 3.5 38.8 6.9

Source: CIS Stat, 2004,
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