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Abstract

This article examines factors affecting trade among Central Asian countries and assesses the trade
potential of the region. Using open data, a gravity model is used to estimate Central Asian countries' trade over
the past 2-3 years. The results obtained from the mathematical gravity model showed the presence of the trade
potential between the Central Asian countries. According to the results, GDP of the exporting and importing
country has a positive impact on trade, while distance has a negative impact. The trade potential shows the
opportunities for economic growth and the development of entrepreneurship. Lower-middle-income countries,
being less developed economies even by Central Asian standards, can only reduce poverty and become more
developed by increasing their trade with neighboring Central Asian countries. At the same time, this article
proposes a tool for realizing trade potential - the Central Asian Guarantee Fund. This institution will aim to
increase the level of trade between countries by providing private sector access to finance, expand trade finance
instruments, and support national guarantee funds. Thus, the article can help Central Asian governments
formulate policies to expand regional trade in the face of geopolitical tensions. This article is the first
experience of applying the gravity model to Central Asian countries in order to estimate trade potential, and to
realize it with the help of the Central Asian Guarantee Fund.
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AHHOTAUA

B nmanHOl cTathe uccienyroTcs (aKTOphI, BIUSIONIAE Ha TOPTOBIIO MEXIy crpaHamu lleHTpanbpHON
A3um, 1 TIpoBeIcHA OIICHKA TOPTOBOTO MOTEHIIMAA peruoHa. VICTomb3ys OTKPBITHIC MaHHBIC, TPUMEHSICTCS
TpaBUTAIIMOHHAS MOJENIb IS OLECHKH TOPTroBIW cTpaH lleHTpambHON Asmm 3a mociemnwme 2-3 rona.
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Pesynprarhl, HOJydYeHHbIE HAa OCHOBE MAaTEMaTHYECKOM TIPaBUTALMOHHOM MOJENM, IOKa3ajld Halu4due
TOPrOBOTO TOTEHIMaNa Mexay cTpaHamu llentpamsHoit Asmm. CormacHo pesynbratam, BBII crpansi-
SKCHOPTEPAa U CTPAHBI-UMIIOPTEPA OKA3BIBAKOT IMOJOKUTEIBHOE BIMSHUE HAa TOPIOBIIO, B TO BPEMs Kak
pacCTOSIHUE MEXIYy HHMH OKAa3bIBA€T OTPULIATEIBHOE BIMSHHE. TOProBbId NOTEHLMANT ITOKA3bIBACT
BO3MOXKHOCTH UIsI OOECTIEYeHHsI POCTa 9KOHOMHKH, Pa3BUTHS MpennpruHAMaTenbcTBa. CTpaHbl ¢ JOXO0I0M
HWKE CpefHero, OyIydu MeHee pPa3BUTHIMH 3KOHOMHUKAMH JaXke Mo cTaHmapTam LlenTpanbHoit A3un, MOTyT
CHU3UTh ypOBEHb OETHOCTH W CTaTh 0OJ€€ Pa3BUTHIMH TOJBKO 32 CYET YBEIMYEHHS CBOEHW TOPTOBIHU C
coceqaumu ctpaHamu LlenTpanpHOit A3un. BMecTe ¢ TeM B JaHHOI cTaThe MpemaraeTcsl HHCTPYMEHT s
peanu3anuy TOproBoro noreHuana — LlenTpanpHo-A3narckuii rapanTuiiaeiid Goua. JJanHOoe yupexneHue
CHOCOOCTBYET TOBBIMIEHUIO YPOBHS TOPTOBIM MEXKIY CTpaHaMH IyTeM oOecredeHus! JOCTyla YacTHOTO
cekTopa K (MHAHCHPOBAHHWIO, PACIIMPEHHIO WHCTPYMEHTOB TOPTrOBOTO (MHAHCHPOBAHUS, MOIICPKKH
HAI[MOHAIBHBIX TAPAaHTUHHBIX (GOHIOB. Takum 00pa3oM, CTaThs MOKET TIOMOYb TOCYAAPCTBEHHBIM OpraHaM
ctpan LlenaTpanpHoit A3un cpopMyIHPOBATH MOIUTHKY PACIIMPEHHUS PETHOHATHLHOW TOPTOBIH B YCIOBHUSIX
TEOMOIUTHICCKON HAPSHKEHHOCTH. JJaHHAsI CTaThs SBISETCS MIEPBBIM OITBITOM MPUMEHEHUS TPaBUTAIMOHHON
MOJICIM TOPTrOBIU K cTpaHam LleHTpanbHOM A3MM C 1EJbI0 OLIGHUTH TOPTIOBBIN IMOTEHIHMAN, a TakKkKe
peain30BaTh €ro ¢ MOMOIIBI0 L{eHTpaabHO-A3UaTCKOTO rapaHTHUHHOTO (PoH/IA.

KuioueBble cjioBa: TOProBiis, IpaBUTAIlMOHHAs MOJelb, LlenTpanbHas Asus, LlenTpanbHo-A3naTrckuil
rapanTuitabiil poua, Keipreiscran, Kazaxcran, Y30ekucran, Tamkukuctad, TypKkMeHHCTaH.
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Kbickaua myHe316M0

byn makamaga BopOopayk Asus ejKeJepyHYH OpTOCYHIArbl coojara TaacHp 3TKEH (akTopiiop
WIMKTEHUII, alMaKTBIH CO0JIa TOTEHIMANbIHA 0aa OepuiieT. AYblK MaaJbIMaTTapAbl KOJJOHYY MEHEH aKbIPKBI
2-3 xbu1 nunHAEe bopOopayk Asus enkelepyHAery coofaHbl 0aanoo YYYH TPaBUTALMSIBIK MOJEb
KOJIJOHYJaT. MaTeMaTHKaJbIK TPaBUTALMSIIBIK MOJENIUH HETH3MHIE alblHraH Hatelibkanap bopOopmyk
A3 enKenepyHyH OPTOCYHJAa COOZa MOTCHUHUANBIHBIH Oap SKeHAWTMH KepceTTy. Hatwiiixkamap OoroHua,
9KCIIOPTTOOUYY OJIKOHYH jKaHa MMIIOpTToody enkeHyH MJIOcy coonmara OH TaaCUpHUH THHWIH3ET, all SMH
aJlap/ibIH OPTOCYHJIArbl apalbIK Tepc TaacupuH Tuiirnzer. Cooja NOTEHIMAIBl SKOHOMUKAJIBIK O©CYILUTY JKaHa
WIIKEPAUKTH OHYKTYPYYHY KaMCBI3 KbUTYYHYH MYMKYHUYJYKTOPYH KepceTeT. DKOHOMHKachkl bopOopmyk
A3us cTaHAApTTapblHAH allblll KaparaHia Jarbl aH4a OHYKIIeTeH, OpTOYO KHpEIIeCH TOMOH OJIKelep
koHIynam bopOopayk Asusi enkenepy MEHEH COOJAachlH KOOeHTYY apKbUlyy TaHa KaKbIPUbLIBIKTHIH
JICHIDJIMH TOMOHJOTYII, OHYI® ajbluaT. YIIyHy MEHEeH Karap, OyJ Makajaza coo/a MOTCHIHANbIH HIIKe
aIIBIPYyHYH MHCTPYMEHTH Katapbl bopOopayk Aszus Kenmnauk ¢onmy cyHymranar. Byn mekeme xeke
CEKTOPAYH Kap)KbUIOOTO KETKWJIMKTYYIYTYH KaMCBI3 KbUTYyY, COOJAAJBIK KapXbIJIOO HHCTPYMEHTTEPUH
KEHENTYY XaHa YJIyTTyK KeNWIAUK (POHIIOPYH KOJI0O aPKBUIYY 6©JIKeJIep OPTOCYHAArbl COOIAHBIH
JEHII3JIMH KOTopyJiaTyyra canbiM KomoT. OmenTu, Makana bopoopayk Asust enkenepyHyH MaMIIEKETTHK
OpraHjapblHa reocascuil YblHAJIyy LIapThIHJA aliMaKTBIK COOJAHBI KEHEHTYY CasCaThIH TY3yYre »apJaam
Oepet. byn mMakana cooma noTeHIUANBIH 0aanoo xaHa omoHAo# 311e bopbopayk Asusa Kenunauk GpoHnyHyH
KapAaMbl MEHEH JKY3ere amblpyy MakcaTtelHIa bopOopayk Asusi enKeJepyHe KapaTa COOJAHBIH
IPaBUTALMSUIIBIK MOJICJINH KOJJOHYYHYH OMPUHYN TaXPBIHOACkl OOy SCENTENeET.
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Hernsrn ce3nep: Cooja, rpaBUTalMsUIBIK Mojeab, bopOopayk Aszus, bopbopayk Asus Kenumauk
¢ouny, Kepreizcran, Kazakcran, ©36ekcran, Taxukcras, TypkmeHcTaH.

1. Introduction

In 2022, there was an increase in tension in the geopolitical space, the supply chains of goods between
Europe and Central Asian countries have been disrupted. There is a need to diversify commodity flows and
strengthen cooperation with the closest neighboring Central Asian countries. The reorientation of trade
relations towards the markets of Central Asian countries will give an impulse to increase trade turnover
between the countries.

This paper also considers the factor of the private sector and its access to financial resources as the main
deterrent to increasing local production volumes and creating export-oriented enterprises. The need for
financing (credit resources) can reach up to 40% of the credit portfolio of the banking system of CA countries.

In order to realize the potential growth of mutual trade between the CA countries and expand access of
the private sector to financial resources, it is proposed to create the Central Asian Guarantee Fund as a tool to
increase the level of trade cooperation between the CA countries and strengthen the role of national guarantee
funds in providing access of local SMEs to financial resources.

In this article, calculations of the potential increase in trade between Central Asian countries based on the
gravity model of trade are carried out and a tool that allows realizing the trade potential between the Central
Asian countries is described.

2. Review of the Central Asian countries

The CA region includes such countries as the Republic of Kazakhstan, the Kyrgyz Republic, the Republic
of Tajikistan, the Republic of Uzbekistan and Turkmenistan. The economic situation in the region is quite
different due to the presence of upper-middle income countries and low-income countries, however, all CA
countries are of great strategic importance due to their geographical location and availability of natural
resources.

The Central Asian countries are home to 76.4 million people (Fig. 1) and about 48% of the population
lives in urban areas. Central Asia remains one of the youngest regions of the world, with an average age of
27.6 years.

Figure 1. Population by Central Asian countries (million people)
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Source: World Bank data [21].
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The total GDP of Central Asian countries in 2021 is USD 277.2 billion, the largest economies in the region
are Kazakhstan and Uzbekistan (Fig. 2). It should be noted that data on Turkmenistan's GDP for 2021 are not
available in public sources.

The total foreign trade volume of Central Asian countries was USD 159.4 billion in 2021, an increase of
30% compared to 2017. Trends in the total volume of CA countries' trade are shown in the following chart
(Fig. 3).

Figure 2. GDP of 4 CA countries (billion USD)
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Source: International monetary fund data [20].

Figure 3. Volume of total foreign trade turnover of CA countries (million USD)
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Source: Calculated based on data from the International Trade Center [22].

It should be noted that in most Central Asian countries, the main trading partner is the Russian Federation.
As can be seen from the above chart (Fig. 3), the share of the Russian Federation is 23% of the total foreign
trade turnover of CA. In some Central Asian countries, the share of the Russian Federation may be more than
23%.

The rather strong trade integration makes the Central Asian economies vulnerable to the sanctions imposed
on the Russian Federation. The deteriorating economic situation in the Russian Federation, the disruption of
product supply chains, fluctuations in the U.S. dollar exchange rate, and increased inflationary pressure on
national currencies have a negative impact on the socio-economic situation in Central Asian countries.
International financial institutions predict a slowdown in the growth of Central Asian economies in 2022.

Further deterioration of the economic situation in the Russian Federation could lead to higher
unemployment (due to the return of migrants), higher prices, and worsening food security in Central Asian
countries.

At the same time, it should be noted that the decline in purchasing power in the Russian Federation may
lead to a decrease in exports of CA countries and a decrease in imports to EAEU member countries, as well as
difficulties in importing goods that are in transit through the territory of the Russian Federation. The reduction
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of imports of goods can lead to a proportional decrease in customs revenues, including within the EAEU for
Kyrgyzstan and Kazakhstan.

Given the above, there is a need to diversify trade flows and reorient trade relations in order to increase
the volumes of mutual trade between Central Asian countries.

Below is a brief overview of the Central Asian countries.

Kyrgyz Republic.

The area of the country is 199.9 thousand square kilometers with a population of 6.7 million people, some
of whom go to work in the Russian Federation. Gross domestic product of the Kyrgyz Republic for 2021
amounted to USD 8.5 billion (World Bank, 2022) [21]. The real sector of the economy is represented mainly
by small and medium-sized businesses, whose contribution is 42.8% (National Statistical Committee of the
Kyrgyz Republic, 2022) [17] of the GDP of the Republican. The economy of the republic is quite dependent
on the main trading partners and remittances of migrants, which provide consumer demand within the country.
The main trading partners are the Russian Federation, China, the Republic of Kazakhstan, the Republic of
Uzbekistan and Turkey.

It should be noted that the Kyrgyz Republic is a member of the Eurasian Economic Union (hereinafter
referred to as the EAEU), along with the Russian Federation, the Republic of Kazakhstan, Belarus and
Armenia.

Figure 4. Trade volumes of the Kyrgyz Republic (million US dollars)
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Source: Calculated based on data from the International Trade Center [22].

The Republic of Kazakhstan.

Kazakhstan is the largest country in Central Asia (area — 2.7 million sq. km) with a population of 19
million people. In addition to its geographical size, the country is the largest economy in the region, with a
nominal GDP of USD 9202.9 billion in 2021 (World Bank, 2022) [21]. The sector of small and medium-sized
businesses occupies 33.3% of GDP (Bureau of National Statistics of the Agency for Strategic Planning and
Reforms of the Republic of Kazakhstan, 2022) [18].

Figure 5. Trade volumes of the Republic of Kazakhstan (million US dollars)
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The main role in the formation of GDP is played by the oil and gas industry. Exports of products of this
industry can reach 50% or more of the total exports. The main trading partners are China, the Russian
Federation, the Republic of Kazakhstan, the countries of Europe and Asia, the USA and the Republic of
Uzbekistan. Kazakhstan trades with other countries of the CA region to a lesser extent than with those listed
earlier. It should be noted that Kazakhstan is a member of the EAEU.

The Republic of Uzbekistan.

The area of Uzbekistan is 447.4 thousand square kilometers with a population of 34.9 million people. In
recent years, the Government of Uzbekistan has carried out a number of reforms, including the reform of the
exchange rate and regulation of foreign trade, as well as the liberalization of prices for goods and services.

Figure 6. Trade volumes of the Republic of Uzbekistan (million US dollars)
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Source: Calculated based on data from the International Trade Center [22].

The reforms carried out made it possible to increase the rate of economic growth, the volume of which in
2021 amounted to 69.2 billion US dollars. The reforms contributed to the fascination of foreign trade volumes.
The main trading partners are the Russian Federation, China, Central Asian countries, Afghanistan, Turkey.

The Republic of Tajikistan.

Figure 7. Trade volumes of the Republic of Tajikistan (million US dollars)

16



Pedopma Nel (97) 2023

6 004
4218 4 444 4451 4217
3758
3144 3328 3139
2774

1787

1 07 111 1312 I

2017 2018 2019 2020 2021

| |
Foreign trade turnover Export Import I

Source: Calculated based on data from the International Trade Center [22].

Tajikistan is the smallest country in Central Asia in terms of area, its size is 141.4 thousand square
kilometers, and the population is 9.8 million people. Tajikistan's GDP in 2021 was USD 8.7 million and real
GDP growth increased to 9.7%. Growth in the economy was supported by rising exports of precious metals
and increased remittance inflows, as well as rising private investment and consumption.

The main trade partners of the republic are China, the Russian Federation, Kazakhstan, Uzbekistan,
Turkey, Iran, Afghanistan.

Turkmenistan.

The population of Turkmenistan is 6.1 million people, while the area of the country is 488 thousand square
kilometers. In recent years, the economy of Turkmenistan has been in crisis, despite the presence of rich natural
resources. In general, the economic growth of Turkmenistan is highly dependent on the export of mineral
resources. According to the IMF (World Economic Outlook, 2022) [25] in 2020, the real GDP growth rate was
negative and amounted to — 2.95%, and the nominal volume of GDP was USD 53.2 billion.

Figure 8. Trade volumes of the Republic of Turkmenistan (million US dollars)
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Source: Calculated based on data from the International Trade Center [22].

The foreign trade of Turkmenistan is characterized by a significant volume of gas and cotton exports, i.e.
raw materials. China is the largest natural gas export market, and natural gas exports to the Russian Federation
have been halted due to disputes over transit pricing. Below is the total trade volume of Turkmenistan.

The next section presents an analysis of the level of intraregional trade among Central Asian countries.
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2.1. Trade between Central Asian countries

Favorable conditions have been created between Central Asian countries for mutual trade within the
framework of trade agreements. Despite the fact that the Central Asian countries are to varying degrees open
to international and regional trade, the movement of labor and capital, they have great potential for establishing
closer cooperative ties and integration among themselves.

Figure 9. The volume of mutual trade between the CA countries (million US dollars)
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Source: Calculated based on data from the International Trade Center [22].

Over the past 5 years, the countries of Central Asia have almost doubled the trade turnover between the
countries from USD 8.7 billion to USD 16.5 billion.

The total foreign trade turnover of the CA countries increased from USD 122.6 billion in 2017 to USD
159.4 billion in 2021, the share of intra-regional trade in the total foreign trade turnover increased from 7.1%
in 2017 up to 10.4% in 2021.

In the total foreign trade turnover of Kazakhstan, Uzbekistan and Turkmenistan, the Central Asian
countries occupy a smaller share, and the participation of the Kyrgyz Republic and the Republic of Tajikistan
in intra-regional trade is the highest and accounts for 22.4% and 28.0%, respectively.

The Republic of Kazakhstan and Turkmenistan are raw material exporters (gas and oil) and are less
focused on the closest trading partners due to the insignificant size of the economy of their neighbors and the
high demand for minerals in foreign countries.

The Republic of Uzbekistan until 2017 had a number of restrictions that did not allow to significantly
increase the volume of trade cooperation with the nearest Central Asian countries. The reforms carried out by
the Government of the Republic of Uzbekistan since 2017 have contributed to an increase in the volume of
trade operations with the Central Asian countries.

Figure 10. The volume of the region's foreign trade with the world and the share of mutual trade between the
Central Asian countries (million US dollars)

180 000 16,0%
160 000 145 545 150126 199405 14,0%

L0000 12 504 134 094
120 000
100 000
80 000
60 000
40000
20 000
0

oM

12,0%
10,0%
8,0%
6,0%
4,0%
2,0%
0,0%

2017 2018 2019 2020 2021
mmm  Total-foreign-trade-turnover-of-CAY =@ Share-of-mutual-trade-between-CA-countriesy

18



Source: Calculated based on data from the International Trade Center [22].

Figure 11. Share of Central Asia in the country's foreign trade turnover (%)
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Source: Calculated based on data from the International Trade Center [22].

Table 1 shows the details of mutual trade in 2021 by country. The main share in the trade turnover between
the Central Asian countries is occupied by the two largest economies of the region - Kazakhstan and

Uzbekistan.

Table 1. Mutual trade between the countries of Central Asia in 2021 (million USD)

Kyrgyz-| Kazakh- Uzbeki- Turkmeni- e Share in TT of
Tajikistan | Total .

stan stan stan stan CA countries
Kyrgyzstan 0 1060 497 38 28 1622 9.8%
Kazakhstan 987 0 3901 254 1146 6 288 38.0%
Uzbekistan 928 3725 0 783 427 5862 35.4%

Turkmeni

n“ enista | o4 254 783 0 22 1092 6.6%
Tajikistan 26 1179 453 22 0 1680 10.2%
Total 1974 6217 5633 1097 1623 16 544 100%

Note: TT - Trade turnover (the volume of mutual trade between the countries of Central Asia).
Source: Calculated based on data from the International Trade Center [22].

The dynamics of exports and imports by CA countries is presented in Table 2.

The main exporters to the CA countries are the Republic of Kazakhstan and the Republic of Uzbekistan,
which have almost doubled their export volumes since 2017. At the same time, the volume of imports to these
countries from the Central Asian countries increased by 33% for the Republic of Kazakhstan and almost three
times for the Republic of Uzbekistan. Despite the increase in export and import indicators, the Republic of
Kazakhstan and the Republic of Uzbekistan are oriented towards countries from other regions (Russia, China,
European and Asian countries).

Table 2. Trade operations between CA countries (million USD)

2017

2018

2019

2020

2021

Kyrgyzstan

Export

473

456

537

479

584
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Import 765 694 826 705 1038
Export 2267 2887 3354 3466 4481
Kazakhstan
Import 1352 1412 1151 1163 1807
) Export 1274 1643 2114 1803 2218
Uzbekistan
Import 1202 2018 2536 2717 3644
) Export 198 299 435 461 743
Turkmenistan
Import 115 126 171 155 100
o Export 394 471 403 245 493
Tajikistan
Import 674 764 970 1038 1202
Total Export 4606 5755 6 843 6 454 8519
ota
Import 4108 5014 5653 5779 7791

Source: Calculated based on data from the International Trade Center [22].

Trade operations of the Kyrgyz Republic and the Republic of Tajikistan with the CA countries are
characterized by moderate growth, except for Tajikistan's imports from the CA countries, which doubled.
Turkmenistan has increased its exports to the Central Asian countries by more than 3.5 times.

Military actions in Ukraine and the imposed sanctions against the Russian Federation have a negative
impact on most of the Central Asian countries. In order to minimize the negative consequences associated with
the economic situation in the Russian Federation, diversification of trade flows and closer trade cooperation
between the CA countries are required.

The first step towards deepening cooperation, including within the framework of trade cooperation and
integration of the Central Asian countries, is the signing by the Kyrgyz Republic, the Republic of Kazakhstan
and the Republic of Uzbekistan of an agreement on friendship, good neighborliness and cooperation for the
development of Central Asia in the 21st century at the IV Consultative Meeting of the Heads of State of Central
Asia on July 21, 2022 in Cholpon-Ata (Kyrgyz Republic). In turn, Turkmenistan and Tajikistan expressed their
readiness to sign the agreement after the completion of internal procedures in these countries. This agreement
determines the further vector of development and cooperation in Central Asia. In the long term, it is possible
to sign a trade agreement between the Central Asian countries aimed at reducing trade barriers.

It should be noted that an important factor contributing to the increase in trade is the private sector and its
access to financial resources. The next section provides information on the availability of financial resources
and the role of local credit guarantee institutions in increasing the private sector's access to finance.

2.2.  The Private Sector and Access to Finance in Central Asia

The private sector (especially small and medium-sized enterprises) is an important factor in economic
growth and socio-economic situation in the CA countries. Private enterprises create jobs, provide employment
for the population, contribute to raising the standard of living and social stability of society. The private sector
can contribute to the growth of production and increase in the volume of foreign trade of the Central Asian
countries with significant state support and the creation of a favorable business climate.

Understanding the importance of the private sector, especially SMEs, the Central Asian countries are
consistently taking special measures aimed at creating favorable conditions for the formation and functioning
of small and medium-sized enterprises. Measures are being taken to simplify licensing procedures, the list of
activities subject to licensing is being reduced, and state support measures are being expanded.

To this end, a number of comprehensive measures aimed at the development of SMEs have been recently
implemented, and the following important results have been achieved.
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In the Kyrgyz Republic a number of reforms were carried out to liberalize legislation and business
regulation. Laws have been adopted regulating licensing and permitting activities, the competitive
environment, public-private partnerships and the sphere of natural monopolies. Amendments were made to the
laws of the Kyrgyz Republic on state support for small businesses, the procedure for conducting inspections
of SMEs, on simplifying the procedures for their registration and liquidation, protecting the rights of
entrepreneurs, optimizing the regulatory framework for regulating business activities, on competition and
natural monopolies.

In the Republic of Kazakhstan within the framework of the State program of business support and
development "Business Roadmap-2020" financial and other support is provided to SMEs. An important
direction of the program is the strengthening of entrepreneurial potential. This direction includes a set of
projects on teaching the principles of doing business and consulting support for potential and start-up
entrepreneurs.

In the Republic of Tajikistan in order to support industrial entrepreneurship, a moratorium on inspections
for 2018-2019 has been announced and a number of tax incentives have been provided. The number of desk
audits of small and medium-sized enterprises has been reduced by 2 times, the number of permits has been
significantly reduced, and a unified state electronic register for permits has been created. Presidential grants
are provided for the State Entrepreneurship Support Fund, for starting and developing a business, and
developing women's entrepreneurship.

Significant progress has been made in the growth of entrepreneurial activity in the Republic of Uzbekistan,
so by the Decree of the President dated October 5, 2017 “On additional measures to ensure the accelerated
development of entrepreneurial activity, the comprehensive protection of private property and the qualitative
improvement of the business climate”, the Program of Comprehensive Measures was approved, according to
which the implementation of measures was launched in 5 priority areas, including: legal regulation of
entrepreneurial activity, reduction inspections and prevention of unreasonable interference in business
activities, further liberalization of the responsibility of business entities, improvement of the financial system,
taxation and customs, as well as improvement of conditions for doing business, increasing the investment
attractiveness and international rating of the republic.

The existing development institutions of the Central Asian countries provide state support to the SME
sector by providing services, financial services, and assistance in the field of innovation. A special role is given
to the interaction of business and government.

Financial instruments such as national guarantee funds, microfinance programs for small businesses and
individual entrepreneurs, etc., have been developed. Guarantee funds have proven to be effective tools for
expanding the access of SMEs to financial services.

In the Republic of Kazakhstan back in 1997, the “Damu” Entrepreneurship Development Fund JSC was
established with an authorized capital of USD 197 million. The functions of “Damu IDF” JSC have been
expanded and the organization is engaged in portfolio and direct lending, subsidizing, and providing loan
guarantees. The maximum guarantee amount is USD 481,000; the maximum share of the loan guarantee is
85%. Below are the main characteristics of the Kazakhstan lending market and guarantees of “Damu IDF”
JSC.

In February 2017, the State Fund for Supporting the Development of Entrepreneurial Activities under the
Cabinet of Ministers of the Republic of Uzbekistan was established in Uzbekistan with an authorized capital
of USD 50 million, the form of ownership is state. The maximum guarantee amount is USD 240, 000, the
maximum share of the loan guarantee is 50%. The activities of the Guarantee Fund of Uzbekistan are at an
early stage and there is no information on issued loan guarantees in open sources.

Table 3. Main characteristics SME lending market of the Republic of Kazakhstan
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2018 2019 2020 2021
Loan portfolio, $ min 35822 38677 37 126 50 465
business loans, min $ 22 825 22 072 20 556 28 871
Guarantees, min $ 74 104 255 418
Loans with guarantees, min $ 170 267 655 857
Guaranteed loans/CP BS 0.5% 0.7% 1.8% 1.7%

Source: FRP "Damu" [26]; National Bank of Kazakhstan [27].

In the Kyrgyz Republic, the Government, with the support of the Asian Development Bank, established

the “Guarantee Fund” OJSC (“GF”” OJSC) in 2016 to support small and medium-sized businesses throughout
the country. To date, the authorized capital of OJSC "GF" is USD 80 million, the form of ownership is private
(the shareholder is the state represented by the National Bank of the Kyrgyz Republic and the State Property
Management Fund under the Government of the Kyrgyz Republic). Direction — provision of guarantees for
loans, the maximum amount of the guarantee is USD 8 million, the maximum share of the guarantee from the

loan is 50%.

Table 4. Main characteristics SME lending market of the Republic of Uzbekistan

2018 2019 2020 2021
Loan portfolio, $ min 20 080 22 254 26 437 29 959
business loans, min $ 17 150 18734 22020 23 546
Guarantees, min $ 72 91 398 323
Loans with guarantees, min $ 224 260 978 829
Guaranteed loans/CP BS 1,1% 1,2% 3,7% 2,7%

Source: Bulletin of the Central Bank of Uzbekistan [28].

Since 2014, the Credit Guarantee Fund of Tajikistan has been operating in Tajikistan with an authorized
capital of USD 14.2 million, the form of ownership is international (DEG, OeEB, FMO). Providing a
guarantee, the maximum amount of the guarantee is USD 500.000, the maximum share of the guarantee from
the loan is 60%.

A feature of this guarantee fund in Tajikistan is that it was created with the assistance of the German side
and decisions to provide loan guarantees are made in Germany, which slows down the process of making a
decision on issuing a guarantee.

Table 5. Main characteristics of the market lending to SMEs of the Kyrgyz Republic

2018 2019 2020 2021
Loan portfolio, $ min 1831 2107 1947 2138
business loans, min $ 1458 1639 1532 1642
Guarantees, min $ 7 11 10 14
Loans with guarantees, min $ 23 36 35 46
Guaranteed loans/CP BS 1.2% 1.7% 1.8% 2.1%

Source: OJSC Guarantee Fund [29]; Bulletin of the National Bank of the Kyrgyz Republic [30].
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It should be noted that in 2019, with the support of OJSC "Guarantee Fund" (Kyrgyz Republic), the NGO
"Zamonat" was created according to the Kyrgyz model of the guarantee fund with a capital of USD 250.000,
which does not allow to significantly influence the expansion of access to financing. This guarantee fund is
currently in its infancy and provides individual guarantees with a maximum guarantee coverage of 50% of the
loan amount.

Table 6. Key characteristics of the SME lending market in the Republic of Tajikistan

2018 2019 2020 2021
Loan portfolio, $ min 920 1001 963 1059
business loans, min $ 873 917 943 894

Guarantees, min $

Loans with guarantees, min $ -

Source: Bulletin of the National Bank of Tajikistan [31].

The above Guarantee Funds (Institutions) have been established to expand the availability of financial
resources, but the Guarantee Funds in Uzbekistan and Tajikistan are at an early stage and have not yet realized
their potential. At the same time, in most Central Asian countries, guarantee funds mainly provide guarantees
for loans and trade finance instruments are not widely used.

At the same time, there is no mechanism in the CA countries to reduce the risks of guaranteeing large
projects aimed at expanding trade cooperation. In this case, a larger international guarantee fund is needed,
which will guarantee part of the portfolio of national guarantee funds and minimize risks.

Nevertheless, despite the existence of national guarantee funds, the availability of financial resources
remains one of the main factors in the development and growth of SMEs. An equally serious problem is the
high interest rate on loans provided by commercial banks.

In the CA countries, the private sector claims that difficulties in accessing finance constitute one of the
main barriers to starting, running and developing their businesses. SMEs face significant barriers to obtaining
finance.

World Bank data from enterprise surveys show that access to finance remains one of the main constraints
to the development of the SME sector (Fig. 12).

As can be seen from the chart (Fig. 12), specific numbers vary by country, as in Kyrgyzstan 16.7% of
SMEs find access to finance a significant challenge, while in Uzbekistan only 5.8% of SMEs report that access
to finance is a major constraint.

In particular, SMEs tend to face higher interest rates and tighter credit conditions, face more credit
rationing than large companies, and have less access to official sources of finance.

Financial and credit institutions consider lending to SMEs to be associated with higher risks. The reason
for this is often the lack of transparency of SMEs and high transaction costs, insufficient collateral, poor credit
history and, in many cases, a lack of knowledge about financial products, as well as the professional skills
needed to prepare complex financial statements.

Figure 12. Percentage of SMEs in Central Asia for which access to finance is a major constraint
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Note: no data available for Turkmenistan
Source: World Bank (2019) [32].

SMEs are more affected by the fact that administration and lending processes are often complex and
burdensome. Agricultural SMEs, which make up the bulk of such businesses in the region, often face the risks
of high collateral requirements that are almost unsustainable for farmers whose main assets are land and
buildings, typically located in remote rural areas and therefore do not have a significant market value. The
need for collateral for loans also hinders the emergence and development of new innovative enterprises and
SMEs whose business models are based on intangible goods.

About 30-40% of potential borrowers from Central Asian countries who applied to banks cannot receive
the requested loan amount to develop their business due to insufficient collateral. Insufficient supply of credit
resources of the banking system with a high demand for them does not allow reducing interest rates on loans.

SMEs often use personal finance in their activities, however, bank financing is the most widely used
external financing tool in the countries of Central Asia.

Only a small number of SMEs in the region actively use banks to finance their investments and working
capital. Less than 25% of companies turn to banks to finance their working capital; by comparison, in middle-
income countries this figure is about 31.6%.

Figure 13. Private sector lending as % of GDP in 2020
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Source: World Bank [21].

For the region as a whole, private sector lending was 26% of gross domestic product (GDP) in 2020,
compared to 147% of GDP in OECD countries and 95% of GDP in middle-income countries. Other funding
options, such as early stage funding through business angels, venture capitalists and credit unions, are very
limited.

It should be noted that according to the survey of enterprises "Pulse of Business" since February 2022,
65% of businesses in Kyrgyzstan, Uzbekistan, Tajikistan are facing production costs. Moreover, enterprises
exporting products or companies from the Russian Federation and Ukraine reported an average 5% decrease
in sales, while sales of enterprises not selling to the Russian Federation or Ukraine increased by an average of
5%.
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Figure 14. Share of enterprises in need of short-term credit adjustment (in %)
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Figure 15. Main difficulties of firms in accessing credit (in %)
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At the same time, since February 2022, businesses from the three CA countries have been facing financial
difficulties, which may be related to declining profitability and difficult access to new credit financing. Such
difficulties are experienced by about 25% of the surveyed enterprises, in connection with which they need to
adjust loans and reduce the debt burden. This problem is most acutely felt in the Kyrgyz Republic, which is
the most integrated with the Russian Federation in terms of trade relations out of the three above-mentioned
countries.

The above data are presented in the World Bank's "Business Pulse" survey conducted after the events of
February 2022 (World Bank, 2022) [24].

Limited access to financing does not allow the private sector to fully realize its production potential and
increase exports to the Central Asian countries. At the same time, it is necessary to support infrastructure
projects aimed at developing trade relations in the medium term.

Increasing the export capacity of the private sector through access to finance can help create regional value
chains in Central Asia, including industrial and agricultural clusters. At the same time, it is necessary to pay
attention to the digital economy and the creation of digital trading platforms for the private sector of the Central
Asian countries.

Thus, in recent years, certain successes have been achieved in the countries of Central Asia to expand the
availability of financing (national guarantee funds have been created). At the same time, the analysis of trade
between the countries of Central Asia shows a moderate increase in the volume of mutual trade; and the
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geopolitical situation and turmoil for the world economy affect Central Asian countries to a greater extent,
since the main trading partner is the Russian Federation. It is necessary to help the countries of the region to
redirect and diversify trade flows to increase the volume of mutual trade between Central Asian countries.

Considering the foregoing, it is necessary to assess the potential growth in the volume of mutual trade
between the Central Asian countries based on the gravity model of foreign trade, as well as to propose a tool
that helps expand the availability of financial resources to realize the potential in trade.

3. Assessment of trade potential between Central Asian countries based on a gravity model

3.1. Gravity Model Methodology

The gravity model of trade is an economic model that describes trade flows between two countries based
on the Newton’s law of gravity in physics. The gravity model was first applied in 1962 by Jan Tinbergen in
economics [16].

The theoretical basis of the gravity model, by analogy with the gravitational equation, comes from the
assumption that the interaction between countries (foreign trade) is directly proportional to their economic
weight, and inversely to the barriers that stand in their way. The distance between trading partners is used as
trading costs in the academic literature [10; 8].

Th"e basic formula of the gravity model is as follows:

6DPEGDPY
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Exij — trade flows between two countries as the sum of goods and services exported from country i to
country j;

GDPi and GDPj — the gross domestic product of country i and country j;

Dij — geographical distance between two countries;

A — constant.

The parameters a, B and y are constants that are subject to empirical evaluations. They weight variables
according to their influence. The larger the parameters, the greater the influence of the variables.

Logarithm allows us to convert the multiplicative form into an additive one, which is more convenient for

econometric estimation methods:
1
lnEXi}- = By + B1InY; + 3zlnY;‘ + B51n Dl} weeeenn(3.2)

In order to increase its effectiveness and relevance, the model has supplemented with various relevant
variables that have an impact on mutual trade. Such variables are the presence of a common border between
countries, a common official language and the similarity of languages or the presence in the country of a
population that speaks the language of the trading partner country, as well as whether the countries are
members of the same integration (EAEU) [1; 2; 4; 5; 6; 12]. Such variables are introduced into the model as
dummy variables.

The source of information for the calculations of the gravity model is the database of the World Bank and
the International Monetary Fund (IMF), data from the trade statistics website trademap.org, and also official
data from the statistical authorities of the Central Asian countries were used [21; 20; 22].

Taking into account additional variables (parameters), the gravity model takes the following form:
1

In(EX;j) = Bo+B1In(GDP) + B2 In(GDP;) + B31In(D;;) + Bscombor;j + Bslang_of f;; +

ﬂﬁlang_ethu + ﬁj’integru + UU (33)7]
Description of the parameters (variables) of the gravity model of trade is given in Table 7.

Table 7. The value of the parameters of the gravity model of trade

Variable name Variable Description
exports from the i country to the j country, in USD million (in logarithmic
form);

In(expij)

26



Pedopma Nel (97) 2023

In(GDPi) GDP of the I country, in USD millions at PPP (in logarithmic form);
In(GDPj) GDP of the partner country, in thousands USD at PPP (in logarithmic form);
In(Dij) distance between the capitals (economic centers) of trade partners;
. a dummy variable reflecting the presence of a common border (1 - there is a
comborij : .
common border, O - there is no common border);
lang_offij the presence of a common official language (Russian), Dummy variable
lang_ethij the presence of a common ethnic language; Dummy variable
Integr whgther the countries are members of the same integration (EAEU); Dummy
variable
Uij Error

This gravity model uses purchasing power parity (PPP) GDP as a parameter (variable) of a country's
economic size to minimize the impact of fluctuations in the exchange rate of the national currency against the
US dollar.

It should be noted that a separate gravity model with the above parameters was applied for each CA
country (the Integrij variable is used only for Kyrgyzstan and Kazakhstan).

All continuous variables were converted to logarithmic form to estimate the elasticity of exports for all
factors included in the gravity model. Export elasticity was assessed on the basis of indicators for the last 2-3
years. The elasticity calculation covers 30 major trading partners, whose share is more than 90% of the total
exports of each CA country.

Table 8 presents statistical information about the parameters (variables) of the gravity model for each CA
country.

Table 8. Descriptive statistics of variables of the gravity model of the CA countries

Variable Number_ i Averages Star)dgrd Minimum Maximum
observations deviation
Kyrgyz Republic
LNexp 60 2.00 2.10 -1.84 6.90
LNgdp_kg 60 3.53 0.04 3.49 3.57
LNgdp_partner 60 6.52 1.80 3.60 10.22
LN_Dist 60 7.95 0.85 5.24 9.26
Combor 60 0.13 0.34 0 1
lang_off 60 0.37 0.49 0 1
lang_eth 60 0.10 0.30 0 1
Integr 60 0.10 0.30 0 1
The Republic of Kazakhstan
LNexp 60 6.77 1.12 4.34 9.20
LNgdp_KAZ 60 6.26 0.04 6.22 6.30
LNgdp_partner 60 6.85 1.75 3.49 10.22
LN_Dist 60 8.05 0.83 5.24 9.54
Combor 60 0.17 0.38 0 1
lang_off 60 0.23 0.43 0 1
lang_eth 60 0.07 0.25 0 1
Integr 60 0.07 0.25 0 1
The Republic of Uzbekistan
LNexp 60 4.70 1.44 2.39 7.84
LNgdp_Uz 60 5.64 0.06 5.58 5.69
LNgdp_partner 60 6.73 1.77 3.49 10.22
LN_Dist 60 7.86 0.86 5.73 9.26
Combor 60 0.15 0.36 0 1
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lang_off 60 0.33 0.48 0 1
lang_eth 60 0.23 0.43 0 1
The Republic of Tajikistan
LNexp 60 1.44 2.82 -6.91 6.39
LNgdp_RT 60 3.67 0.06 3.60 3.73
LNgdp_partner 60 6.62 1.64 5.73 9.28
LN_Dist 60 7.87 0.84 5.73 9.28
Combor 60 0.13 0.34 0 1
lang_off 60 0.27 0.45 0 1
lang_eth 60 0.10 0.30 0 1
Turkmenistan
LNexp 88 3.13 2.03 -2.17 6.77
LNgdp_TK 88 6.25 0.04 6.22 6.30
LNgdp_partner 88 6.55 1.87 3.49 10.22
LN_Dist 88 7.81 0.73 6.50 9.43
Combor 88 0.17 0.38 0 1
lang_off 88 0.32 0.47 0 1
lang_eth 88 0.18 0.39 0 1

Source: Calculated based on data from the International Trade Center, World bank, IMF [20; 21; 22].

According to the theory, the coefficient of the exporter's and importer's GDP should have a positive sign,
since GDP is an indicator of the exporter's production capacity and an indicator of the importer's market size,
which are factors influencing the trade (export) of countries. In turn, the distance between countries should
have the opposite effect, since greater distance between countries increases transport and customs costs. The
presence of a common border, a common official and ethnic language should theoretically have a positive
effect on trade between countries [7; 9; 11; 13; 14].

3.2. Results for the gravity model of trade.
The results of the regression analysis for calculating the elasticity coefficients of the gravity model

variables are presented in Table 9.

Table 9. Coefficients for the gravity model of exports of Central Asian countries

Variable Kyrgyzstan Kazakhstan Uzbekistan Tajikistan Turkmenistan
const -12.94 -11.17 -7.69 -2.24 -28.37
LNgdp 4.80 2.57 2.05 1.45 4.94
Ir_Ngdp_partne 0.43 0.33 0.51 0.13 0.15
LN_Dist -0.68 -0.07 -0.42 -0.35 -0.11
combor 1.18 0.52 0.28 1.85 1.27
lang_off 0.89 -0.04 0.81 -0.33 0.51
lang_eth 0.03 0.37 1.81 1.29 0.91
integral 1.44 0.46 - - -

The results of the regression analysis confirm the theoretical conclusions, for example, the GDP of the
exporting and importing country has a positive effect on exports, while the distance between countries has a
negative effect.

It should be noted that Kazakhstan and Tajikistan received a negative coefficient for the lang_off variable
(-0.04 and -0.33, respectively).

A detailed study of Kazakhstan's exports highlights the raw material (oil) orientation and the main
importers are European and Asian countries, i.e. Kazakhstan does not export oil and oil products to CIS
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countries, which affects the negative coefficient result on the "lang_off" variable (-0.04), but this coefficient
is close to zero and is statistically insignificant.

In turn, Tajikistan received a negative coefficient for the lang_off variable (-0.33) due to a greater focus
on countries with a similar language, for example, Afghanistan and Iran, which is confirmed by the positive
coefficients "lang_eth" (1.29).

The coefficient for the "Integration™ variable (applied for Kyrgyzstan and Kazakhstan, which are members
of the EAEU) is positive (1.44 and 0.46 respectively), which demonstrates a positive effect on trade.

The obtained coefficients in Table 9 were applied in the formula of the gravity model of exports of CA
countries to assess the export potential of 5 CA countries based on actual data for 2021. The calculation results
are presented in table 10.

Table 10. Estimation of export potential in CA countries (million USD)

Exporter Importer Fact Calculation GrO\Q/;:]n;rsl £l Growth in %
Kyrgyzstan Kazakhstan 374.7 927.8 553.1 148%
Kyrgyzstan Tajikistan 23.8 30.8 7.0 thirty%
Kyrgyzstan Turkmenistan 51 8.2 3.2 62%
Kyrgyzstan Uzbekistan 180.1 90.9 -89.2 -fifty%

Exporter Importer Fact Calculation va:::]n[g o Growth in %
Uzbekistan Kazakhstan 1178.4 1551.8 3734 32%
Uzbekistan Tajikistan 501.9 578.4 76.5 fifteen%
Uzbekistan Turkmenistan 191.9 432.7 240.8 125%
Uzbekistan Kyrgyzstan 792.0 442.0 -350.1 -44%

Exporter Importer Fact Calculation va:::]n:rs] o Growth in %
Kazakhstan Kyrgyzstan 625.2 1063.8 438.6 70%
Kazakhstan Tajikistan 800.3 319.7 -480.6 -60%
Kazakhstan Turkmenistan 211.5 589.8 378.3 179%
Kazakhstan Uzbekistan 2844.1 1646.4 -1197.7 -42%

Exporter Importer Fact Calculation Groﬁrnllrs] clos: Growth in %
Turkmenistan | Kazakhstan 42.8 252.5 209.6 489%
Turkmenistan | Kyrgyzstan 32.8 48.4 15.7 48%
Turkmenistan | Tajikistan 22.2 21.0 -1.2 -5%
Turkmenistan | Uzbekistan 687.8 245.0 -442.8 -64%

Exporter Importer Fact Calculation Gm\q,:rr:]z 2 Growth in %
Tajikistan Kazakhstan 360.1 35 -356.5 -99.0%
Tajikistan Kyrgyzstan 5.6 17.3 11.7 210.9%
Tajikistan Turkmenistan 0.01 3.5 3.4 57458.5%
Tajikistan Uzbekistan 126.7 108.7 -18.0 -14.2%

Source: Calculated based on data from the International Trade Center, World bank, IMF [22; 21; 20].

The above results are obtained taking into account the given parameters (variables) of the gravity model
and the elasticity of exports in relation to the parameters (variables) for the last 2-3 years.

The results of gravity modeling of trade between the CA countries demonstrate the potential for increasing
trade volumes.

For example, Kyrgyzstan can increase exports to Kazakhstan, Tajikistan and Turkmenistan and the total
potential increase in exports to these countries could amount to USD 563 million.
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Uzbekistan has the potential to increase exports by USD 691 million also to Kazakhstan, Tajikistan and
Turkmenistan.

Kazakhstan, being a major economy in the region, also has the potential to increase exports to the Central
Asian countries in the amount of USD 817 million.

Turkmenistan also has the potential to increase exports to Kazakhstan and Kyrgyzstan, the total increase
in exports could reach USD 225 million.

The potential growth of Tajikistan's exports to the Central Asian countries according to the model is USD
15 million.

Thus, the total increase in exports of the Central Asian countries according to the model could amount to
USD 2.3 billion, and, accordingly, the potential increase in trade turnover between the countries could amount
to USD 4.6 billion.

Given that the Central Asian countries have concluded an agreement on friendship, good neighborliness
and cooperation for the development of Central Asia in the 21st century, which contributes to further steps to
expand cooperation between the countries and may lead to the conclusion of a regional trade agreement in the
future. The conclusion of a regional trade agreement will remove barriers and lead to an increase in trade
between the CA countries.

For example, existing gravity model estimates in the literature (Baier and Bergstrand, 2007) document
that a free trade agreement roughly doubles the two-way trade of two trading partner members over an average
of 10 years [3].

Considering the above, the gravity model was calculated to estimate the effects of reciprocal measures by
CA countries to increase trade between countries (conclusion of a regional trade agreement, creation of
mechanisms to stimulate trade between countries, etc.). The gravity model introduces an upward coefficient
as a dummy variable that, all other things being equal, leads to an increase in trade volumes. The results of the
gravity model with an increasing coefficient are given below.

Table 11. Assessment of export potential with a multiplying factor (million US dollars)

Exporter Importer Fact Calculation il el Tl
terms %
Kyrgyzstan Kazakhstan 374.7 2522.1 2147.3 573%
Kyrgyzstan Tajikistan 23.8 83.8 60.0 252%
Kyrgyzstan Turkmenistan 5.1 22.4 17.3 342%
Kyrgyzstan Uzbekistan 180.1 247.2 67.1 37%
Exporter Importer Fact Calculation i el Tl
terms %
Uzbekistan Kazakhstan 1,178.4 4218.1 3,039.7 258%
Uzbekistan Tajikistan 501.9 1572.3 1,070.4 213%
Uzbekistan Turkmenistan 191.9 1,176.1 984.2 513%
Uzbekistan Kyrgyzstan 792.0 1201.4 409.4 52%
Exporter Importer Fact Calculation Clotin lels, || @il
terms %
Kazakhstan Kyrgyzstan 625.2 2,891.8 2266.6 363%
Kazakhstan Tajikistan 800.3 869.2 68.8 9%
Kazakhstan Turkmenistan 2115 1603.2 1391.6 658%
Kazakhstan Uzbekistan 2844.1 4475.4 1631.2 57%
Export Importer Fact Calculation SLETtE e ol
terms %
Turkmenistan Kazakhstan 42.8 686.3 643.5 1502%
Turkmenistan Kyrgyzstan 32.8 131.7 98.9 302%
Turkmenistan Tajikistan 22.2 57.1 34.9 157%
Turkmenistan Uzbekistan 687.8 665.9 -21.9 -3%
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Export Importer Fact Calculation eligalels el il
terms %
Tajikistan Kazakhstan 360.1 18.1 -341.9 -95.0%
Tajikistan Kyrgyzstan 5.6 88.5 83.0 1493.5%
Tajikistan Turkmenistan 0.01 17.7 17.7 294881.7%
Tajikistan Uzbekistan 126.7 556.9 430.2 339.6%

Source: Calculated based on data from the International Trade Center, World bank, IMF [22; 21; 20].

The results of the gravity model with a multiplying factor demonstrate a significant effect of the mutual
measures of the Central Asian countries aimed at deepening cooperation in the field of trade.

The potential increase in exports is $14.5 billion, and the volume of growth in potential trade turnover
could be $29 billion more than the volume of trade between the CA countries in 2021.

Achieving this increase in trade volumes between the CA countries is possible with the removal of trade
barriers within 5-7 years and with significant support to business entities by expanding access to financing.

In order to more accurately determine potential export products, it is necessary to analyze trade by
commodity groups and production capabilities of the CA countries.

The next section proposes the creation of an international regional institution to support the private sector
and assist the Governments of the Central Asian countries in providing access to finance in order to increase
production and export opportunities.

4. The Central Asian Guarantee Fund is a development institution that promotes increasing trade
between Central Asian countries

The realization of the trade potential of Central Asia is possible with the implementation of mutual
measures by the Central Asian countries themselves in the field of expanding the availability of financing and
reducing trade barriers. At the same time, a key factor in the implementation of measures to expand cooperation
is the system of credit guarantees that provide access to the necessary financing.

The CA countries have introduced loan guarantee systems, but the level of access to finance is increasing
slowly. One of the reasons is the initial stage of formation of guarantee institutions in Tajikistan and
Uzbekistan. In Kyrgyzstan and Kazakhstan, guarantee institutions (OJSC “Guarantee Fund” and DAMU
Entrepreneurship Development Fund, respectively) are increasing the issuance of guarantees and expanding
the availability of financing for SMEs, while facing issues of capitalization and minimization of guarantee
risks.

Given the above, it is necessary to create an international Central Asian Guarantee Fund, which will be at
the level of a regional institution for the development and support of the private sector.

The Central Asian Guarantee Fund (hereinafter referred to as CAGF) will provide support to national
guarantee funds, as well as apply various instruments of financing, insurance of export operations. The
activities of the CAGF will be aimed at increasing the volume of mutual trade and trade cooperation between
countries, creating regional value chains, including industrial and agricultural clusters.

Given the above, the main tasks of the CAGF are formulated below:

e Ensuring long-term socio-economic development of the Central Asian countries.

e Increasing the volume of mutual trade between the Central Asian countries.

e Formation and implementation of a strategy with the identification of priority sectors of each CA
country, including a competitive offer.

e More effective support of exports and results monitoring (export discipline).

e Ensuring access to financing through the introduction and application of various financing instruments,
including trade finance, counter-guarantees, co-guarantees.

¢ Insurance of trade transactions between SMEs of the Central Asian countries.

CAGF can work in four main areas of activity:

1) Ensuring SMEs have access to finance by providing guarantees for loans, expanding the use of trade
finance instruments in the CA countries, etc.
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2) Development of priority sectors and export-oriented industries: to formulate and implement a strategy
with the identification of priority sectors of each CA country, including a competitive offer, more effective
support for exports and monitoring of results (export discipline).

3) Insurance of export-import transactions between SMEs of the Central Asian countries in order to
protect against the risks of export-import operations, which contributes to a more dynamic growth in trade
volumes between the CA countries.

4) Support for national guarantee funds in risk sharing: the introduction of various instruments of
guarantee support for export-oriented enterprises and a system of counter-guaranteeing the existing guarantee
funds of the Central Asian countries.

The CAGF will be a self-sustaining and financially sustainable organization due to interest income from
the placed guarantee capital in deposits of financial and credit institutions, and the commission received from
providing a guarantee.

In order to effectively operate the CAGF, it is necessary to determine the model for the functioning of this
institution and create it on the basis of an existing guarantee institution for the effective launching and
functioning of the CAGF. For example, the guarantee institutions of Uzbekistan and Tajikistan cannot serve
as a basis for the creation of the CAGF due to the short period of activity. The “DAMU” Entrepreneurship
Development Fund (Kazakhstan), in addition to providing guarantees, performs other functions related to
concessional lending through banks and subsidizing interest rates under government programs.

Given the above, the creation of the CAGF is possible on the basis of OJSC “GF” or as a newly created
institution.

In the first option, the basis for the creation of the CAGF can serve OJSC “GF”, which has achieved
sustainable development over the past 5 years and is the only specialized institution that provides guarantee
support to business entities. The model of the guarantee fund in the Kyrgyz Republic for the support and
development of SMEs has been recognized by international financial institutions as successful, sustainable and
effectively helping elntrepreneurs. One of the main achievements of OJSC "GF" is the repayment rate of
guarantees, which is 99.8% with issued guarantees in the amount of more than USD 55 million.

In the second option, the creation of CAGF as a newly created institution, with the opening of the head
office in Bishkek, the Kyrgyz Republic and branches in the Central Asian countries. This option is based on
the development model of the guarantee fund in the Kyrgyz Republic, as well as the availability of professional
skills of employees in the creation and successful operation of OJSC “GF”, which can be used in the work of
CAGF and its branches.

The established CAGF will be an international organization - a subject of international law, have
international legal capacity and have the right to conclude international agreements within its competence and
will not be a supervised institution of the central (national) banks of the Central Asian countries.

CAGF and its branches in the CA countries will interact with financial and credit institutions (hereinafter
referred to as FCI) and guarantee funds of these countries on the basis of agreements and provide guarantee
support in order to access financial resources and share risks with national FCIs and guarantee funds.

The interaction of CAGF with the national guarantee funds of the CA countries will be aimed at sharing
risks through re-guaranteeing, introducing new tools and products, providing advice and methodological
assistance in building the business processes of the Guarantee Funds and the legislative framework in the CA
countries.

Increasing access to financing for export-oriented enterprises using guarantee support tools, to facilitate
FCls in conducting factoring operations (repurchase of export contracts), documentary operations with
guarantee support from the CAGF.

Implementation of the guarantee instrument "Guarantee of a credit transaction between enterprises
(contract performance guarantee, guarantee of obligations under the transaction)" in the import-export
operations between the CA countries.

Formation of CAGF capital.
The main issue in the creation of CAGF is the sources of capital formation and its size.
Considering that the need for financing is 25% of the revenue of a business entity, and the actual trade
turnover between the CA countries is USD 16.5 billion, the volume of trade financing is USD 4.1 billion.
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When applying the multiplier coefficient in CAGF 1 to 10, then the required amount of initial capital of CAGF
will be USD 400 million.

Figure 16. Organizational structure of the Central Asian Guarantee Fund
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Uzbekistan-(branch){ Kazakhstan-(branch){

Regional-ffice:in-
Tajikistan-(branch) Y

The capital of CAGF in the amount of USD 400 million can be formed based on 2 options:

1) 5 CA countries will contribute USD 80 million each and form capital in the amount of USD 400
million;

This option is possible if the Governments of all Central Asian countries are interested and will allocate
appropriate funding from the state budget. In turn, the Kyrgyz Republic, when creating the CAGF on the basis
of OJSC “GF”, can use the capital of OJSC “GF” (80 million US dollars) as a contribution to the formation of
the CAGF.

2) Formation of initial capital in the amount of USD 400 million will be at the expense of international
financial institutions (ADB, IFC, WB, EBRD and other international financial institutions). At the same time,
financial institutions of the Central Asian countries can also take part in the formation of capital and become
one of the shareholders.

The proposed organizational structure is presented above (figure 16) and consists of three governing
bodies and regional offices (branch) in the CA countries.

5. Conclusion

The results of the assessment of mutual trade based on the mathematical gravity model show the potential
to increase the volume of trade between the CA countries, which can be realized with the creation of CAGF
with a capital of USD 400-500 million. CAGF contributes to an increase in trade turnover between CA
countries by more than USD 29 billion.

The formation of capital in the amount of USD 400-500 million is preferably to be carried out at the
expense of funds of interested international financial institutions.

At the same time, it is necessary to determine the model of CAGF functioning and to establish it on the
basis of the existing guarantee institution for its effective launching and functioning. The establishment of
CAGEF is possible on the basis of OJSC "GF" as the only specialized guarantee institution in Central Asia.

It is also possible to establish the CAGF as a newly created institution with the opening of the head office
in Bishkek, due to the presence of a successful model of guarantee fund development in the Kyrgyz Republic,
as well as the presence of professional skills of employees in the creation and successful operation of the OJSC
"GF", which can be used in the activities of the CAGF.
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Globally, there is a regional-level institution similar to the proposed CAGF, the "Country Guarantee and
Investment Facility," with ASEAN+3 and the Asian Development Bank as founding members. This institution
aims to guarantee corporate bonds of ASEAN+3 companies in order to provide access to the Southeast Asian
bond markets.

In turn, the Central Asian Guarantee Fund will make it possible to realize the trade potential through the
introduction and wide use of trade finance instruments, support for large infrastructure projects that promote
trade and support for national guarantee funds in Central Asian countries.
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Abstract

This article examines factors affecting trade among Central Asian countries and assesses the trade
potential of the region. Using open data, a gravity model is used to estimate Central Asian countries' trade over
the past 2-3 years. The results obtained from the mathematical gravity model showed the presence of the trade
potential between the Central Asian countries. According to the results, GDP of the exporting and importing
country has a positive impact on trade, while distance has a negative impact. The trade potential shows the
opportunities for economic growth and the development of entrepreneurship. Lower-middle-income countries,
being less developed economies even by Central Asian standards, can only reduce poverty and become more
developed by increasing their trade with neighboring Central Asian countries. At the same time, this article
proposes a tool for realizing trade potential - the Central Asian Guarantee Fund. This institution will aim to
increase the level of tradek between countries by providing private sector access to finance, expand trade
finance instruments, and support national guarantee funds. Thus, the article can help Central Asian
governments formulate policies to expand regional trade in the face of geopolitical tensions. This article is the
first experience of applying the gravity model to Central Asian countries in order to estimate trade potential,
and to realize it with the help of the Central Asian Guarantee Fund.

Keywords: trade, gravity model, Central Asia, Central Asian Guarantee Fund, Kyrgyzstan, Kazakhstan,
Uzbekistan, Tajikistan, Turkmenistan.
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