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ABSTRACT

Snce declaring its independence from the Soviet Union in 1991, Kyrgyzstan has undergone a substantial
transition period marked by major reforms in the cultural, socio-political, legal, and economic environment. These
developments have turned Kyrgyzstan into one of the most advanced investment destinations in Central Asia. Yet,
Kyrgyzstan has not been able to receive the high levels of foreign direct investment other transition economies have
attracted. In reality, numerous promising business areas exist in the country along with risks. This paper examines the
opportunities and challenges awaiting multinational firmsin Kyrgyzstan and recommends proactive strategies that will
help them succeed in this transition market.
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INTRODUCTION

Following the collapse of the Soviet Union in 19&yrgyzstan entered a significant economic traositperiod
which has been defined by progressive restructueffgrts and supporting reform programs in the ecoic
environment. Yet, to achieve a sustainable leveéainomic development, Kyrgyzstan desperately néiedscial
assistance from multinational firms. With the afdm foreign businesses, Kyrgyzstan intends to imploe latest
technology, products, and management know-how tdemmze the country’s industrial foundation. Foreigdirect
investment will also have positive political anctist implications and is the key to a speedier eaain transition in
the country. The Kyrgyz government has taken varimitiatives to improve the country’s businessdiscape in an
effort to make Kyrgyzstan one of the most attractivarkets in Central Asia for foreign investors.

Kyrgyzstan possesses a tremendous economic gravwmtial which is expected to increase even morthén
future as the country continues its transition toaket economy. Despite this potential, Kyrgyzstas not received as
much attention from the multinational companies@ase other transition countries have. This is nyagalused by the
country’s adverse geographical environment which higtorically isolated Kyrgyzstan from the worldarkets. In
reality, as a newly emerging transition economgréhare numerous untapped business opportunitidgeicountry
along with many risks and challenges. Thus, theogee of this paper is to present the opportundies$ challenges
awaiting multinational firms in Kyrgyzstan and tecommend proactive strategies that will assist thesucceed in
this attractive transition market.

ENVIRONMENTAL ANALYSIS OF KYRGYZSTAN

Given that most foreign companies have no busimegmerience in Kyrgyzstan, a detailed assessment of
Kyrgyzstan’s business environment is required ttp Hbose companies establish their presence in dbimtry.
Through such an analysis, multinational compan#&savoid costly mistakes and maximize their futaterns in this
highly unfamiliar market. To provide a thorough emstanding, several factors are to be studiedudiety the
geographical, cultural, socio-political, legal, aawbnomic environment in the country. This enviremtal review will
guide multinational companies that would like tpitalize on the various business opportunities ynggzstan.
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Geographical Environment

Situated in northeast Central Asia, Kyrgyzstan eoantry with remarkable natural beauty. It is et on the
north by Kazakhstan, on the south by Tajikistantrenwest by Uzbekistan, and on the east by CHiha.capital and
largest city of the country is Bishkek which is &ed in the north, close to the Kazakhstan bor@sh, the second
largest city, is in the south, near the Uzbekistarder. The country has a small population of sligmore than 5
million people. The population reflects a mosaicdifferent ethnic groups including Kyrgyz, Russiatizbeks,
Ukrainians, Germans, and many other nationalities.

Over 90% of the country is mountainous and threatgrgof it is under permanent snow and glacietsy(ak,
Alexander, & Cherepanya, 2004). The peaks of tlen TShan mountain range, with associated valleysinbaand
lakes, stretch over the entire territory from thstdo the west. Although Kyrgyzstan possessesddmatural resources
due to its small size, it hosts the world’s largestural growth walnut forest as well as significanpplies of high-
quality water and rare-earth metals (Stewart & Wr|d2002). Kyrgyzstan's geo-political position detened its
destiny throughout the history and is the key ®dabuntry’s culture, politics, and economy.

Cultural Environment

The mighty mountains of Kyrgyzstan divide the coyrihto north and south, making it extremely ditficif not
impossible to travel between these regions. ThesiBaspopulation lives around Bishkek; whereas thebdl
population is concentrated around Osh. This gedgrap and ethnic separation resulted in two stgkindifferent
cultures in the countryAlthough the Kyrgyz are the majority in both regiomorthern Kyrgyz are inclined towards
Kazakhs and southern Kyrgyz tend to identify theweseclosely with Uzbeks (Oleynik et al., 2004).

Kyrgyzstan’s ethnic and cultural diversity has ealseveral conflicts, especially around the sousteva
Fergana Valley which is considered a natural extensf Uzbekistan (Stewart & Weldon, 200Egrgana Valley, with
its large Uzbek population, is one of the mostilfemegions in Central Asia and carries significagticultural value.
As a result, Kyrgyzstan and Uzbekistan engage nddrodisputes regarding the control of this teryitarhese ethnic
tensions create an unstable environment for forkigginesses that would like to enter Kyrgyzstan.

Political Environment

Tribal and regional origins remain an integral pafrtKyrgyz identity and society (Stewart & Welda?002).
Therefore, the cultural differences between thahnand the south have direct implications on Kysggm's political
environment. Both northerners and southerners stipptiticians from their respective regions, retjass of ideology,
and strongly resent the presence of “outsidershéngovernment. Hence, it has been very difficoiitdolitical leaders
to govern the entire country against such resistdram a particular region. As a result, Kyrgyzstuiffers from a
chronic problem of weak political leadership. Hodit leaders, so far, have not been successfuv@rcoming the
regional differences and uniting the country aroarmbmmon ground.

Political environment in Kyrgyzstan is a frequeo¢ise for government corruption and mismanagemelaty(tik
et al., 2004). Itis not surprising that governta¢appointments are often based on political cotioes or even family
relations (Engvall, 2007). In Kyrgyzstan, politiesd business are closely integrated. Owners ok lamferprises
sometimes occupy key government posts and haveutterity to make critical decisions. This causemassive
conflict of interest, resulting in bribery, favasitn, fraud, and other illegal practices. Moreowthorities occasionally
restrict citizens’ right of association since thevgrnment hinders any kind of political oppositi@hrari, 2003). As
many other transition economies, Kyrgyzstan is enity experiencing political instability. Yet, thesadverse
conditions are predicted to change as the counatyesifurther progress towards a market economy.

Legal Environment

The Kyrgyz legal system still lags behind the Weststandards in many areas. Although many reforaxe h
been made in the legal environment, there have beesiderable shortcomings in their implementatione of the
biggest problems is the widespread disregard flesrand regulations by citizens and governmentiaf§. Under such
a legal vacuum, protests and violent confrontatioaige become common approaches to resolving dspBesides,
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the laws and regulations have been worded so y@adl vaguely that their interpretation by the goweent officials
is inconsistent (Klawonn, 2001). Since most pahtis have controlling interests in major compantashery and
favoritism are commonly encountered in the legahar Some state institutions, such as the judicfanction quite
inefficiently given that they are directly influezat by the state (Stewart & Weldon, 2002).

Foreign investment in Kyrgyzstan is subject to esoge bureaucratic regulations. In addition, thera lack of
sound structures regulating property rights andtresh enforcement (Engvall, 2007). Despite all éhésirriers, the
country began restructuring its legal infrastruetby adopting special laws in an effort to attfaceign investment.
Nevertheless, multinational companies should kaepind that legal system in Kyrgyzstan is highlypredictable and
to a large extent, shaped by the political climate.

Economic Environment

Kyrgyzstan, unlike its other Central Asian neighfydras limited natural resources. The economyrgela based
on agriculture and livestock production. The courntbias negligible oil and natural gas deposits whighquite
insufficient to meet the domestic demand. Howeklgrgyzstan is well endowed with enormous reserfesioerals.
Furthermore, the country hosts significant wateppties which constitute a major energy source aptesent a
substantial economic value. Industrial productioiKyrgyzstan was primarily defense-related durimg $oviet era and
declined considerably after the independence (Ahak#99).

Since independence, Kyrgyzstan has been one ofeiding Central Asian republics in terms of the rgbu
economic restructuring efforts taken towards a essful transition to a market economy. To emplog tharket
economy principles, the Kyrgyz government starteefarm initiative by liberalizing trade and pri¢cgsivatizing state-
owned enterprises, breaking up monopolies, andastipg investments (Oleynik et al., 2004). As sule Kyrgyzstan
was the first of all Central Asian republics to bee a member of the World Trade Organization (WiR)998. Also,
the Kyrgyz som has become one of most stable asity @mnvertible currencies in Central Asia (Dagap0). As the
country embarks on further reforms, more multinsdiocompanies are expected to enter this marketribating to a
speedier economic transition.

ASSESSMENT OF KYRGYZSTAN'S BUSINESS CONDITIONS

Multinational firms that would like to take advag& of the attractive business opportunities in kysgan
should first prepare for the various challengestig in the country. These challenges originafiogn the old Soviet
regime are expected to fade away as Kyrgyzstan dstmades further advances in its transition to aketaeconomy.
This section examines the major obstacles encaeahtgy the foreign companies operating in the cquntr

Transition Economy with Lagging Systems

Adoption of numerous economic reforms has made yastan one of the most economically liberal coestri
among the former Soviet republics. Yet, the curem@nomic system still has weaknesses in the afedasregulation,
privatization, and the legal structure. Kyrgyzssarcessfully started deregulation programs to alitei the old rules
and restrictions in many industries but the disanges in the execution of these prevented thetopfnom achieving
the expected results. Privatization initiativesypdacritical role in Kyrgyzstan’s transition to aarket economy. Under
mass privatization programs in various industrimany Kyrgyz companies, ranging from small busingdselarge
enterprises, have been sold to private investobazav, 1999). However, the state still owns cofitrglshares in large
Kyrgyz enterprises in mining, energy, telecommutiices and several other key sectors (Oleynik et28l04). Since
privatization of these establishments requiresdarsources, the Kyrgyz government aims to atfaaeign investors
to provide the capital, technology, and technicqlegtise needed to revitalize these industries witv and efficient
enterprises.

An investor-friendly legal framework based on markeonomy principles is crucial to attracting aubefiil
foreign investment to the country. Kyrgyzstan déféoreign businesses one of the most ideal legar@ments in
Central Asia. The Foreign Investment Law grantsifpm businesses equal or even enhanced rights msstio
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companies. Among the incentives provided by thedasvfull protection of intellectual property, thights to own land
and transfer funds abroad as well as exemptioms faxes and import duties (Oleynik et al., 2004).

Weak Transportation and Telecommunications Systems

Kyrgyzstan suffers from a severe problem of inadéguransportation and telecommunications systdre.
road and railroad networks are quite underdevel@medcentered around the population centers imahth and south.
The northern part of the country is integrated whté transportation networks of Kazakhstan whetleasouthern part
is linked to the networks of Uzbekistan (Oleynikadt, 2004). Due to the mountainous terrain, thereo major
transportation infrastructure connecting the twgioes. In addition, Kyrgyzstan faces constant siges of fuel since it
imports all of its oil supply from other countri@@ana, 2000). These factors further add to theosereconomic and
social division in the country and require urgetteémtion.

Likewise, the telecommunications systems in thentguare quite inefficient to support the needstlod
population. Kyrgyzstan still uses the outdated dmtemunications equipment left from the Soviet érhe current
equipment operates at full capacity and is not lolpaf sustaining heavier service loads that ameeted to occur
along with the economic expansion (Oleynik et a@DP4). There is a significant need to replace thémoded
equipment and upgrade the existing telecommuniestiechnology. Telecommunications services areanailable in
the remote areas which are already isolated fraenpibpulation centers by the mountains. As a reguyltgyzstan
desperately needs widespread phone and broadcastiviges as well as other digital communicatioystesns. The
weak transportation and telecommunications infastire represents a challenge for multinational games operating
in Kyrgyzstan. There are routine delays in the flofagoods between the north and the south, withénsupply-chain
and distribution networks. Foreign investors magodind it difficult to communicate with their sulpgrs, distributors,
and customers located outside the two major papul&enters.

Underdevelopment of Human Resources

Although the majority of the Kyrgyz employees aighty educated and skilled, it is mostly the Russiavho
have traditionally occupied the technical and menadjpositions in Kyrgyz enterprises. Thus, sittee outflow of the
many expert Russian personnel after the indeperdéhegyz companies have been suffering from tle& Iaf know-
how and experience required to run their busine§Stmwvart & Weldon, 2002). In addition, despite #féorts for
transition to a market economy, the old socialigiesof management is well alive in majority of tbempanies. This is
because the middle- and upper-level managers os$tdte-owned enterprises under the planned ecommmyot yet
possess a comprehensive understanding of the madatomy principles. However, these managers haen b
transferred to the recently privatized establishimemd are expected to run these businesses awgdodthe market-
oriented economic system. Such expectations camoealized until the key managerial personnel tgaeigorous
training programs on the fundamentals of marketneoty. To assist with this organizational evolutidareign
companies can utilize their own personnel to teaid supervise the Kyrgyz employees. Foreign peelosan transfer
their business approach and experience to theigygycounterparts. As a result, Kyrgyz workforce carhieve a
smoother and faster transition to the market ppiesi of doing business.

Low Productivity and Poor Quality

Despite being the center for high-tech manufactudaring the Soviet times, Kyrgyzstan experiencellaanatic
decline in productivity after the independence (®per, 2003). This situation was mainly caused bgbfems in
obtaining raw materials, drop in demand, and diffies in arranging for payments (Oleynik et aD02). Likewise,
Kyrgyzstan’s Soviet era industrial infrastructureghasizing defense-related manufacturing was nsiggded for other
types of production and became obsolete after imdgnce. Today, many of these antiquated and ctated
production facilities are still kept open. They ogge with outdated systems and worn-out equipmehtch have
severe efficiency and cost implications. With Idagd times in production, inefficient equipment as1 Kyrgyzstan's
manufacturing plants to operate below full capacditigo, since these facilities do not possess dtest manufacturing
technology, the quality of output is far from theeStern standards. Hence, multinational firms masdrte make large
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investments towards the reconstruction of Kyrgyzstandustrial infrastructure to improve the currdavels of
productivity and quality.

Socialist Ideology and Bureaucracy

Despite the notable progress demonstrated in theoesic and socio-political environment, the rempauitthe
old Soviet socialist philosophy are still encouatkein some aspects of the Kyrgyz business arema.nidst evident
example of this ideology is the intensive governtmeantrols on the operations of the newly privadiznterprises.
Many Kyrgyz entrepreneurs are suppressed by oggraBon and constant government interference dir thusiness
decisions (Stewart & Weldon, 2002). Moreover, migjoof Kyrgyz firms function under rigid organizatial structures
with clearly established lines of authority. Theref, information flows through vertical channelscofmmunication,
from top management down to the rest of the orgdioiz. Such an approach creates hierarchical stesteading to
high levels of bureaucracy (Oleynik et al., 200R@sulting in a slow and inflexible administratidmreaucratic barriers
in Kyrgyz organizations cause complexities for bddmestic and multinational companies operatintha country.
Hence, many companies have been reported to emplethical and even illegal practices such as byibedeal with
bureaucratic obstacles.

Lack of Commercial Technology

During the Soviet era, majority of investments ipr¢fyzstan were made in the defense-related indsstHence,
the country has a well-established infrastructorenfanufacturing heavy machinery and equipment (Rdan2003). In
contrast, light industries desperately requirergdamount of foreign investment in order to cdmitté to the economic
development in Kyrgyzstan. The country’s broad ean§ agricultural and livestock products prepates potential
foundation for light industries such as textilesl monsumer goods (Oleynik et al., 2004). Kyrgyastaexpected to
benefit from commercializing its advanced heavystdy technology to develop its light industries. dccomplish this
objective, Kyrgyzstan needs to adopt the lateshrielogical developments especially in the commeérar@a to
enhance its light industry base. Light industriffieronumerous business opportunities for multinaaiofirms that are
interested in entering the Kyrgyz market. Oncengjtieened with foreign investment, these industwélrepresent a
critical source of economic activity in the country

Shortage of Raw Materials and Suppliers’ Inabilities

Kyrgyz suppliers are often unable to provide highlgy raw materials and parts to their customers  several
adversities. First, since the old production féieid and equipment are quite outdated, the quafibutput is very poor.
Second, majority of the middle- and upper-level agars who were trained under the Soviet systemnate
knowledgeable and experienced in quality managermmmtepts. Thus, quality management is one of thst ierucial
areas to be addressed in most Kyrgyz businessetheFumore, Kyrgyz suppliers also face problems ieeting the
demand from their customers. The country facesiderable difficulties in obtaining a variety of ranaterials needed
for industrial activity and suffers from repeatdwdages of materials and goods. As a result, oupeduction levels
are inadequate to fulfill the customers’ ordersangportation of raw materials and components isagether problem
throughout the country. The rough landscape, ureldped transportation infrastructure, and thecéyaof fuel
make it extremely hard to ship materials from ayeation to another.

PROMISING BUSINESS AREAS IN KYRGYZSTAN

Kyrgyzstan is among the most favorable investmestidations in Central Asia with its relatively inoped legal
system and commitment to attract foreign investmeéat, the country still needs to establish itdoral industries and
modernize its existing sectors. Such challengésgisom Kyrgyzstan's old economic system createedlent business
prospects for foreign firms. The following sectorghich need immediate foreign investment, are psongi business
areas for multinational companies that would likexpand into Kyrgyzstan.
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Transportation Infrastructure

Kyrgyzstan's poor physical infrastructure makesisgortation one of the most promising areas fagifpr firms.
Kyrgyzstan desperately needs a reliable natiomaalsportation network to accomplish a rapid econaieielopment.
Central Asian republics are linked to one anotherdl and road networks which do not always folltive national
boundaries. The railways and roads from Osh tokeiklpass through Tajikistan, Uzbekistan, and Kagthbefore
reentering Kyrgyzstan (Oleynik et al., 2004). Thikere is an urgent need for a modern highwayirimkhese two
population centers. Construction of this highwall miovide various benefits to the country by bdaugtthe economic
activity between the north and south as well ainmthe ethnic groups in these regions. Furtheenitrere is a need to
upgrade the highway from Bishkek to Almaty, Kazakhs Almaty is expected to become the financial bliEentral
Asia in the near future. Bishkek, which is in clggeximity to Almaty, will then play a key role asmajor center for
trade between Kyrgyzstan and Kazakhstan. Moreawdrighway connecting Lake Issyk-Kul to the othefesi in
Kyrgyzstan and Almaty should also be developeds Waiue-added investment will significantly incredabe tourism
prospects around Lake Issyk- Kul.

Recently, the Chinese government has started 1d buiailroad network which will link China to Uzkistan,
passing through Kyrgyzstan (Spechler, 2003). Masjai countries also agreed to finance the revidahe “21°
Century Modern Silk Road”. Connecting Asia to Ewpthis extensive road network will greatly enhatieetrade and
tourism among the countries in Central Asia. Mareeign direct investment is needed to undertaksetisibstantial
construction and maintenance projects to improeectiuntry’s transportation networks.

Tourism

Tourism is a vital sector with a huge potentiattmtribute to Kyrgyzstan’s national economy. Laksyk-Kul in
the northern Tien Shan Mountains has historicaflgrba popular holiday destination for visitors cegnfrom other
parts of former Soviet Union (Stewart & Weldon, 2DOAlthough Kyrgyz government is taking steps twaurage
tourism, taxes, restrictive border regulations, #rellack of proper accommodations hamper thesetef{Stewart &
Weldon, 2002). Kyrgyzstan is already endowed whi hatural resources needed for the growth ofritierdeveloped
tourism industry but requires foreign assistanciilly utilize these assets.

Tourism industry presents a broad range of busioppsrtunities for foreign companies that woulcelio invest
in Kyrgyzstan's emerging sectors. Kyrgyzstan carbeight prospects to become the major tourismecewit Central
Asia, Russia and other neighboring countries. Quirethere is a strong need for the developmentheftourism
infrastructure, including construction of hotelkiopping centers, restaurants, and recreationdliti@gi Kyrgyzstan
should also improve its tourism services by trainifie personnel working in the hospitality industRoreign
businesses can provide valuable financial and nwaregassistance in building Kyrgyzstan's tourisractsr.
Construction of a highway linking Lake Issyk-Kul fdmaty coupled with the booming economy in Kazdkhsis
predicted to bring an increased number of Kazakhigts to Kyrgyzstan. If the tourism industry in d§yzstan is
thoroughly strengthened, it will clearly bring largmounts of hard cash inflows to the country.

Agricultural Processing

Agricultural processing is one of the most attratsectors for foreign direct investment as it iéshe heart of
the Kyrgyz economy. The main agricultural and lteek products include wheat, vegetables, fruitbatzo, cotton,
meat, and wool of which the latter four are amdrgrmajor export commodities (Stewart & Weldon, 200he sector
is under state’s strict control of production, meihg, distribution, and prices (Oleynik et al.,02). Land owners
suffer from excessive government interference drallack of financial resources. Kyrgyzstan needdtinational
investors that can provide the much required chfutapgrade its agricultural establishments. Thera need for state-
of-the-art production plants and machinery to @dide this industry.

Such large investments will also aid agriculturedzhindustries such as food processing and texwiéh the
support from foreign companies, Kyrgyzstan haspbtential to become a self-sufficient nation in dogroduction.
After serving its small population, Kyrgyzstan cexport its surplus output to neighboring Kazakhstaoountry that
imports numerous food items. With the upgradinghef Bishkek-Almaty highway, Almaty will become dese as a
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domestic market for Kyrgyzstan's food exports. Rartmore, several foreign businesses have built waild, and
cotton processing factories, addressing the neeftiles products in the country.

Mining and Metallurgy

As a result of its mountainous landscape, Kyrgyzgtassesses numerous mineral reserves such ascgald,
copper, lead, uranium, zinc, mercury, and othee emrth metals. Although a partial investigatiérine capacity of
mineral deposits was conducted under the Soviet, rille Kyrgyz government needs to administer aotingin
geological investigation before the country’s natuesource potential can be predicted accurately.

So far, gold mining is the only sub-sector that &tisacted foreign investment (Oleynik et al., 200¢et, there is
an urgent need to acquire foreign investment ierogub-sectors to attain a balanced growth in rgimimd metallurgy
industries. These industries have been facingcdities since the collapse of the former Sovietddniincluding the
loss of traditional export markets, obsolete féiedi and technology, shortage of qualified pershrawed exhausted
deposits. Multinational enterprises can providedapital, technology, and management know-how &ranme these
problems. With foreign investment support, the Kgrgovernment aims to expand the current productapacity by
locating new deposits and building more procesgiagts (Oleynik et al., 2004). The surplus mineraiput will be
exported to new international markets. There i® aspotential for metal processing projects in toaintry to
manufacture electronic parts, microchips, semi-ceotats, and ceramics products.

Logistics

With many development initiatives well underwaynimmerous industries, there is a great need in Kaatgy for
logistical support services, including supply arstribution networks as well as warehousing. Singgority of the
industrial activity is concentrated around Bishkéhe rest of the country benefits from the goodd aervices
disproportionately. This results from the severeklaf proper distribution channels and warehousesughout the
country. The poor transportation conditions, foratitk terrain, and monetary problems have histdyiqalevented
Kyrgyzstan from establishing such an infrastructudmwever, the country cannot achieve the targd¢sel of
economic development without building a well-linkaidtribution system. These centers should be disgleall around
the country to reach the businesses and customleeos otherwise cannot receive these goods and servidee
construction of Bishkek-Osh highway will create oppnities for foreign companies that would like poovide
logistical services in Kyrgyzstan. Above all, Oshstrategically located at the crossroads of tHé' @entury Modern
Silk Road” and carries an important logistical walas it has the potential to become the main Higidn center in
facilitating regional trade with neighboring Uzbstkn, China, and Kazakhstan.

Warehousing services and well-organized supplyrcin@tworks are required to ensure an adequate ys@pl
goods in the country in order to avoid shortagedonid and daily consumer products since such spestaare
experienced quite frequently in Kyrgyzstan. Manyr¢g§z businesses face problems with their suppliergrms of
quality, delivery times, and unfilled orders. MukHitional companies can construct the logisticatastfucture,
introduce advanced technology, and train persommébgistics management to develop this highlyicaitindustry.

Telecommunications and IT Services

Development of Kyrgyzstan's telecommunications aefructure was largely neglected during the Sosiat
(Oleynik et al., 2004). Thus, Kyrgyzstan's weaketemmunications industry offers numerous oppotiesifor
foreign businesses. The coverage of both fixeddima wireless telephone services as well as bretidgaand internet
services is limited to urban centers and virtualbpexistent in remote mountain areas. Foreign coiepaan capture
large market shares by providing such serviceggions where telecommunications services are poabsent. With
the forecasted economic expansion in the horizomgyzstan has to rapidly increase its service dapahich will
require additional equipment to carry the heawadk. Foreign manufacturers of telecommunicatiengces can be
successful in Kyrgyzstan where a substantial gromthdigital communications services and data trassion is
expected to occur.
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Above all, there exist untapped business opporiasfor foreign investors in the field of Informati Technology
(IT). Kyrgyzstan has bright prospects to becomelthservices hub of Central Asia for several reasdiirst, although
there is an unsatisfied demand for IT serviceh@region, Kyrgyzstan’'s neighbors have so far hotss any interest
in establishing this industry. Thus, foreign comparthat would like to launch IT services in Kyrgtan can capture
the massive combined market of Central Asian rapsiblithout large initial investments and competiti Second, the
country has a well-educated and highly skilled orte to be employed in IT services industry. Mhational
companies can train the Kyrgyz personnel to devéheplevel of technical expertise required. Witfs ttraining, the
Russian-speaking Kyrgyz personnel can offer IT suppervices to the entire Central Asia and Rudsikewise,
Kyrgyzstan’s IT services industry can effectivegrnge Kazakhstan's booming economy given the claseimity
between the two countries. Besides, with the ecénagrowth, developments in financial services, temr; and
logistics will prompt an even increased need fosé&fvices in the country. IT services represerdlaevadded industry
with a great potential to contribute to the advanest of Kyrgyzstan.

Financial Services and Banking

Since independence from the Soviet Union, the Kyrgyvernment has implemented a restructuring tivgéaof
the state-controlled financial and banking syst&mmder this program, many financial and economionreé have been
introduced, tightening the banking and credit lagstablishing a central bank, privatizing the bamksl adopting the
International Standards of Accounting and Repor{@geynik et al., 2004). As a result, Kyrgyz firtdal institutions
now provide a broader range of services to théénts. Although the banking system in Kyrgyzstamyédy remains
under state control, foreign investors have regesitirted up many banks and financial institutioret, because of the
limited lending capabilities of these institutiotise industry is still small and the level of coripen is low (Oleynik
et al., 2004). The secondary financial institutiamsKyrgyzstan need significant improvements asl.wehe capital
markets in Kyrgyzstan are still in the process efalopment and the national stock exchange isiireaetith low
volumes of trade. Furthermore, services provideddry-bank financial institutions such as investniganriks, insurance
companies, and pension funds are very limited apsc

Kyrgyzstan needs support from multinational finahdnstitutions to stabilize its financial servicasd banking
sector. International organizations can be instntaiein introducing the Western financial and bawgkpractices in
Kyrgyzstan. Moreover, they can partner with doneestiganizations to share the start-up costs ofouarifinancial
institutions and offer technical training to thergyz personnel in the areas of management as wdihancial and
banking services. Above all, the restructuring pridatization efforts in numerous industries prorapturgent need for
capital to undertake these projects. Thereforénareased number of credit extending institutissecessary to help
investors finance these costly ventures. Besidespects of Almaty becoming the financial hub ohtal Asia will
bring a considerable advantage to the developniefimancial services in Kyrgyzstan. If Kyrgyzstaarcadvance its
financial and banking services, multinational fio@h institutions can establish branches in Bishicekupplement their
operations in Almaty.

Hydroelectric Energy
Kyrgyzstan possesses vast water resources origin&tbm its mountain rivers throughout the counffhis

makes hydroelectric energy production one of thetnpoomising business areas available in Kyrgyzs&ince the
country is highly dependent on large amounts ofamitl natural gas imports to meet its domestic gnereds,
hydroelectric energy especially bears significamse an alternative energy source. If operated dt dapacity,
Kyrgyzstan’'s hydroelectric energy industry alonecapable of meeting the domestic electricity neadswell as
producing surplus electricity for export (Oleynika., 2004). Unfortunately, the country’s hydragteity resources
are far from being utilized at full capacity. Sealetarge hydroelectric plants left from the Sovet are quite
inefficient to achieve the desired levels of praghre Due to limited financial and human resourthese plants failed
to satisfy the increased demand for electricityessitated by the recent developments in the indusémdscape.
Hence, the Kyrgyz government aims to build newlifédes with the guidance from foreign businessédse Hemand for
hydroelectric energy is expected to increase ndt onKyrgyzstan but also in neighboring countrid$ie Chinese
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government has undertaken a policy initiative teedep the western part of the country. This wikkate an additional
need for energy and electricity in the area. Clmeximity to western China presents a big advanfag&yrgyzstan to

export its hydroelectric energy (Spechler, 2003prébver, the booming economy in Kazakhstan andldpseents in

Uzbekistan make these two countries excellent nisufke energy export.

In addition, Kyrgyzstan’s plentiful water resouradso represent other opportunities for foreignitesses. The
country has an abundant supply of high-quality wétat is ideal to be used as drinking water. Haavethe systems
and equipment to process drinking water need tadmtaced and new personnel with special trainingvater
management should be hired. Water is a scarceatatgource in neighboring Kazakhstan, Uzbekistaad, western
China. Kyrgyzstan can use its water exports torgemore favorable terms on its imports from thementries. Exports
of hydroelectric energy and bottled water wouldoatsean hard currency receipts for the Kyrgyz ecgnaevhich
desperately needs export-oriented industries a®d $ource of cash inflows.

RECOMMENDED STRATEGIES

Foreign businesses entering Kyrgyzstan shouldalhjtibe prepared to forego short-term profits daethe
weaknesses present in this transition economy. ibMional investors must be ready to make largeestments
especially in the area of building the country'$rastructure. These huge cash outlays coupled thithabsence of
quick returns require foreign businesses to benfiimly sound to survive the early stages of markatry.
Multinational firms that would like to enter Kyrgstan are recommended to employ a phased markgtstrategy due
to the unstable business environment that existsainy transition economies. Through this stratégygign companies
initially follow a small scale entry with limitedhvestment and then gradually expand their preséased on the
opportunities and challenges encountered in thamifiir market environment. Since the Kyrgyz marigehot as
nearly advanced as the Western markets, a phagpesigan approach is very important for foreign firton minimize
the potential losses and risks involved in theyestdges of market entry.

Although Kyrgyzstan has managed to spread privedgeoship to many industries, there are some sestmis as
energy and tourism where the state-controlled cmmgaare still dominant powers. As a result, maliional
companies operating in various Kyrgyz industrieg/rhave to shape their business activity aroundtsgovernment
controls. However, more foreign companies are ptedito enter these industries following the pigatton and
demonopolization initiatives undertaken by the goneent.

Unlike Kazakhstan and Uzbekistan which receivedstdaard cash inflows from oil and natural gas ekpdhe
Kyrgyz government does not possess adequate falamesources to support its economic transitionndée
Kyrgyzstan desperately needs financial assistarm®a foreign investors whose contribution towarde #tonomic
development in Kyrgyzstan would be substantial.aA®sult of the Kyrgyz government’s efforts to emage foreign
investment in the country, joint ventures betwe@mestic and foreign companies have become a conmenoy
approach to co-finance the development projectsmany industries such as mining and constructionrgity
companies have benefited immensely from their fprgiartners who provided them with the capitalhbtedogy, and
expertise. Joint ventures have also enabled mtitiimal firms to not only limit their capital expaguin the initial entry
phase but also acquire valuable insights as togdmiisiness in Kyrgyzstan.

CONCLUSION

In the recent years, Kyrgyzstan has emerged asrsition country with an enviable record of economi
transformation. At the same time, there are numem@omising business areas in Kyrgyzstan that detgg need
foreign investment. For multinational firms, potahgains from these promising ventures well oughkethe risks that
exist in the initial stages of the market entrypl#ased entry strategy involving joint ventures vkiyrgyz businesses
will not only limit the risks assumed but also héfpeign companies establish a solid presence igrtaw market
environment. A thorough analysis of Kyrgyzstamiegral to crafting sound business strategieswifiasucceed in this
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market. Multinational businesses planning to erkgrgyzstan should cautiously assess the opporamiéind the
challenges in the country before formulating thiimate business strategies.

Consequently, Kyrgyzstan is an ideal investmentini@ison for multinational companies looking fortapped
business opportunities. Besides, the country’s gasgcal location along with its future growth ppests makes
Kyrgyzstan a strategic entry point in the region dompanies that would like to expand into othent@d Asian
countries and China. The combined market size edaltountries presents great business prospedtgdan firms in
Kyrgyzstan. As the economic transition continuagsjrereased number of foreign firms are expectepeteetrate the
Kyrgyz market. Hence, it is of utmost importance fwltinational companies to reap the benefits yngyzstan before
the competition intensifies in the near future.
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