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Abstract. The study is conducted to assess the prospects for the development of outsourcing in the automotive industry of
the Kyrgyz Republic and its impact on productivity, economic efficiency, and innovation in the industry. The study uses
statistical analysis methods to process data on production and employment from official sources, a comparative analysis
of successful examples of international cooperation, and methods for assessing risks associated with outsourcing. As a
result of the study, it is established that outsourcing in the automotive industry of the Kyrgyz Republic helps to reduce
operating costs and increase production efliciency. It is also determined that the transfer of non-core functions to
external contractors allows companies to focus on key processes, which accelerates the introduction of innovations. It
is also confirmed that outsourcing helps to attract international companies, stimulating economic growth, and creating
new jobs. However, the risk of loss of control over the quality and timing of tasks, which requires the development
of effective mechanisms for interaction with contractors to minimise possible negative consequences, is identified.
The study shows that the successful implementation of outsourcing requires the active participation of government
agencies to create a supportive regulatory framework and incentives to attract investment. The results demonstrate that
outsourcing contributes to the development of related industries such as auto parts manufacturing and IT services,
which in turn stimulates the growth of the local labour market. In the long term, the use of outsourcing can become a
key factor in increasing the competitiveness of the country's automotive industry in the international arena. The study
provides valuable data on the impact of outsourcing on the efficiency and innovative development of the automotive
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industry, which can serve as a basis for developing strategies to optimise production processes and improve economic

performance in this industrys

Keywords: operating costs; production efficiency; international companies; economic growth; competitiveness

Introduction

Outsourcing in the automotive industry of the Kyrgyz Re-
public is a vital factor that contributes to the modernisation
and optimisation of production processes at the national
level. In the context of globalisation and rapid technological
progress, enterprises in the country face the need to improve
their operational efficiency and reduce costs. Outsourcing
provides an opportunity to focus on core competencies,
transferring non-core functions to specialised external con-
tractors, which allows optimising resources and accelerat-
ing innovation. Conducting a study on the prospects for the
development of outsourcing in the automotive industry is
becoming extremely relevant, as it provides an opportuni-
ty to assess how this approach can contribute to improving
production processes, stimulating economic growth and
creating new jobs in the Kyrgyz Republic. An analysis of the
impact of outsourcing on the industry demonstrates both
positive and potential risks, such asloss of quality control and
the need to develop effective management strategies. This
knowledge is critical for the development and implementa-
tion of strategies aimed at the successful use of outsourcing,
which in turn can lead to substantial improvements in pro-
duction activities and economic development of the region.

The gaps in existing research are several key aspects. In-
sufficient elaboration of effective mechanisms of interaction
with contractors means that optimal methods of managing
relations between enterprises and external contractors have
not been fully examined and described. This includes issues
of harmonisation of requirements, quality control, and en-
suring timely fulfilment of obligations. There is a lack of data
on the long-term effects of outsourcing on production pro-
cesses and economic development, especially in the context
of specific regional features. Existing research often focuses
on short-term results and general trends, without consid-
ering the unique conditions and needs of specific regions.
This limits the ability to assess the full impact of outsourcing
on the sustainability and development of the local economy,
which requires additional research to better understand its
long-term consequences.

M. Lempp et al. (2022) emphasise that outsourcing is an
important tool for optimising production processes in the
automotive industry. The study demonstrates how the trans-
fer of non-core functions to external contractors helps to re-
duce costs and increase efficiency. T. Tegethoff et al. (2023)
highlight the role of outsourcing in accelerating innovation
by allowing companies to focus on their core competencies.
This study also shows that outsourcing helps companies
adapt more quickly to changes in the market. E Kulem-
bayeva et al. (2022) focused on the impact of outsourcing
on economic growth and job creation. The study demon-
strates how the involvement of international companies
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can stimulate the development of the local economy. L. Ber-
ry et al. (2021) noted the risks of losing quality control
when using outsourcing. These risks require the creation
of effective mechanisms for interaction with contractors
to minimise negative consequences. J. Kabus et al. (2022)
emphasise the need for government involvement in creat-
ing a supportive regulatory framework. The study shows
how government support can contribute to the successful
implementation of outsourcing. J. Pakpahan et al. (2021)
focus on the impact of outsourcing on the development of
related industries such as auto parts manufacturing and IT
services. It also contributes to the growth of the local la-
bour market and the creation of new jobs. P. Chakraborty et
al. (2024) point to the importance of outsourcing in job cre-
ation and the growth of the local labour market. The work
shows how outsourcing can contribute to the economic
development of the region. E Zhou et al. (2021) explore
how the successful implementation of outsourcing can en-
hance the competitiveness of the automotive industry in
the international arena. The results confirm that outsourc-
ing helps companies become more globally competitive.

A. Taghipour et al. (2022) highlight the importance of
developing strategies for effective management of produc-
tion processes using outsourcing. The study demonstrates
how the right strategy can improve results and minimise
risks. E. Esmaeili-Najafabadi et al. (2021) emphasise the
need for a strategic approach to minimise the negative con-
sequences of outsourcing. The work shows how companies
can use outsourcing to improve efficiency while consider-
ing potential risks. Such gaps in existing research include
the remaining insufficient elaboration of effective mecha-
nisms for interaction with contractors and a lack of data
on the long-term effects of outsourcing on production pro-
cesses and economic development in conditions of specific
regional characteristics.

The purpose of the study was to assess the potential
of outsourcing in the automotive industry of Kyrgyzstan.
Study objectives:

1. Investigate the impact of outsourcing on the opti-
misation of various stages of the production cycle in the
automotive industry of the Kyrgyz Republic.

2. Consider the role of outsourcing in stimulating eco-
nomic growth and creating new jobs.

3. Assess the risks associated with the loss of quality
control and offer recommendations for effective outsourc-
ing management in this context.

Materials and Methods

In the course of the study, the economic efficiency of out-
sourcing was evaluated using methods of statistical and
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qualitative research. The assessment of the economic ef-
ficiency of outsourcing was based on statistical data from
official sources. These data allowed tracing the dynamics
of production and employment in the industry, which be-
came the basis for further conclusions. An important as-
pect of the study was a detailed assessment of changes in
production performance and employment levels as a result
of the introduction of outsourcing practices.

Industry reports prepared by international organisa-
tions such as the World Bank (2024a; 2024b; 2024¢) and
International Finance Corporation (2024) were also re-
viewed. These reports provided valuable information on
the potential for outsourcing development in Kyrgyzstan,
in particular, in the automotive industry and related sectors
such as logistics and auto parts manufacturing. Focusing
on attracting foreign investment was an important aspect
of the study, which allowed identifying how international
companies could contribute to the development of out-
sourcing in the country.

The statistics of foreign direct investment, indicators of
import and export of auto parts, and cases of successful co-
operation with international companies in the automotive
industry were examined to determine the impact of out-
sourcing on attracting international companies. The contri-
butions of these companies to the development of the local
automotive industry were assessed, in particular, through
modern technologies and management practices. This
study also included an examination of how cooperation
with international partners improved the quality of services
and products and contributed to the development of human
capital through the exchange of knowledge and experience.

One of the important aspects of the study was the as-
sessment of the impact of outsourcing on the creation of
new jobs. Quantitative methods were used for this purpose,
in particular, the processing of statistical data on employ-
ment in related sectors, as well as the dynamics of produc-
tion growth in these areas. This allowed an understanding
of how outsourcing has contributed to the expansion of re-
lated sectors of the economy, such as the production of auto

parts and the provision of IT services. The study showed
that outsourcing not only creates new jobs but also stim-
ulates the professional development of the local popula-
tion, which is an important factor in improving the overall
standard of living.

It also examined the risks associated with outsourc-
ing, in particular, the loss of control over some production
processes. For this purpose, cases in which errors or delays
on the part of external contractors negatively affected the
reputation and operational results of companies, were con-
sidered. The eCarsTrade data used helped to identify the
necessary measures to develop effective mechanisms for
monitoring and evaluating the quality of contractors’ work.
This study identified the critical reasons influencing the fu-
rore of cooperation with external suppliers.

In addition, the study focused on the prospects for the
development of innovations in the automotive industry
through the introduction of outsourcing. Methods were
used to investigate trends in the field and consider examples
of successful implementations of digital technologies, such
as the use of artificial intelligence and the robotisation of
production lines to do this. It was shown that innovations re-
lated to outsourcing can substantially increase competitive-
ness and modernise production processes in the industry.

Thus, the integrated approach used in the study al-
lowed not only to assess the positive impact of outsourcing
on the development of the industry but also to identify pos-
sible problems and propose solutions to overcome them.

Results

Outsourcing, as a strategic tool, has a substantial impact
on improving production processes in the automotive in-
dustry. This approach allows local automakers and car ser-
vice companies to focus on their core competencies such
as assembly, repair, and maintenance, while non-core tasks
are outsourced. As a result of this specialisation, enterpris-
es have the opportunity to improve the efficiency of their
operations by focusing on those areas that are their main
competitive advantage (Table 1).

Table 1. The influence of international companies in the automotive industry of Kyrgyzstan:
A comparative analysis of indicators before and after the introduction of outsourcing

Before the introduction

After the introduction

sl of outsourcing of outsourcing i)
Order completion time (hours) 48 36 -25%
Manufacturing errors (%) 8% 5% -37.5%
labour costs (USD) 500.000 350.000 -30%
Equipment downtime (hours) 120 80 -33.3%

Source: compiled by the author based on M. Fana & D. Villani (2021)

One of the main advantages of outsourcing is the re-
duction of labour costs. Since outsourcing allows transfer-
ring tasks to specialised contractors, enterprises can reduce
the cost of permanent employees, their training and main-
tenance. Instead, they can work with external partners who
already have the necessary qualifications and experience.
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This not only reduces costs but also minimises the need for
additional investments in infrastructure and equipment
that are required to perform non-core tasks (Kaveh Pish-
ghadam & Esmaeeli, 2023).

Moreover, the involvement of highly qualified special-
ists through outsourcing helps to accelerate production
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processes. Professional contractors with expertise and
specialised equipment can complete tasks faster and better
than internal employees, whose skills may be limited or not
relevant enough for specific tasks. This helps to increase
overall production efficiency and reduce transaction time,
which in turn improves overall delivery times and custom-
er satisfaction. Transferring non-core functions to external
specialists opens up opportunities for innovation. Due to
outsourcing, companies get the opportunity to focus on
introducing new technologies and improving key business
processes. This may include the development of new car
models, the introduction of more efficient assembly meth-
ods, or the modernisation of existing maintenance systems.
In turn, such a focus on innovation can help a company
maintain competitiveness and adapt to changes in the mar-
ket (Gambal et al., 2022).

Outsourcing is an effective tool for optimising produc-
tion processes and reducing costs in the automotive indus-
try. It helps companies not only reduce operating costs but
also speed up operations by focusing on key aspects of their
operations. This helps to increase their competitiveness
and efliciency. However, for the successful implementation
of outsourcing, it is necessary to carefully select partners
and build clear control mechanisms, which minimises pos-
sible risks. In a competitive market where every company
strives to maximise profits and optimise the use of resourc-
es, outsourcing provides substantial advantages (Karpenko
& Ivannikova, 2023). It helps to substantially reduce costs
and improve financial performance, which makes it an im-
portant element of strategic management.

In addition, outsourcing reduces infrastructure costs.
Instead of having to invest in expensive equipment and
maintain complex systems, companies can transfer certain
functions to those who already have the necessary resources

and technologies (Donis, 2023). This reduces capital and
maintenance costs, freeing up funds that can be directed
to more strategic initiatives or investments in the develop-
ment of core business lines.

Reducing maintenance and production costs is another
important advantage of outsourcing. External contractors
specialising in specific areas can often perform tasks more
efficiently due to their professional competence and accu-
mulated experience. They can use more advanced technolo-
gies and techniques, which can improve quality and reduce
the cost of production processes. For example, transferring
functions related to inventory management or equipment
maintenance to specialised companies can lead to more
efficient resource management and reduced downtime.

The use of outsourcing allows automotive companies
to respond more flexibly to market changes and econom-
ic conditions. It provides the opportunity to focus on your
core competencies while improving overall economic effi-
ciency. Companies can adapt more quickly to new require-
ments, optimise costs, and direct the released resources to
the development of innovative projects or business expan-
sion. Thus, outsourcing becomes a key tool for achieving
economic sustainability and competitiveness in a dynamic
and rapidly changing business environment.

Outsourcing is not only a way to optimise internal pro-
cesses but also a powerful tool for attracting international
companies, which opens up new horizons for the economy
of the host country. The development of outsourcing in the
country can substantially affect the attraction of foreign in-
vestors and partners who contribute modern technologies
and advanced management methods (Table 2). This pro-
cess creates favourable conditions for improving the quality
of services and products and contributes to the develop-
ment of human capital.

Table 2. The impact of outsourcing on the host country’s economy

Aspect Description

Optimisation Outsourcing as a way to improve the company’s internal processes
Attraction Using outsourcing to attract international companies and investors
Modern Introduction of new technologies and advanced management methods

technologies

into the economy of the host country

Quality of services

Improving the quality of services and products through international cooperation

Human capital

Promotion of human capital development through training and exchange of experience

Source: compiled by the author based on E.Y. Aguirre-Rodriguez et al. (2024)

In the Kyrgyz Republic, international companies en-
tering the market through outsourcing are implementing
advanced technologies and innovative methods, which can
substantially improve the overall standards of production
and quality of service (Creating markets in..., 2021). They
have resources and expertise that are often not available to
local companies, which allows them to implement more
efficient production processes and use modern manage-
ment tools. This not only improves the quality of the final
products but also contributes to higher competitiveness in
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the international arena. As a result, local companies can
improve their offerings and increase their compliance with
international standards, which leads to an increase in ex-
port potential and strengthens the country’s economic po-
sition (Dana et al., 2022).

In addition, the involvement of international compa-
nies through outsourcing contributes to the development
of human capital in the country. Cooperation with foreign
partners provides local specialists with a unique opportu-
nity to share knowledge and experience, which contributes
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to professional growth and development. This may include
training in new technologies, mastering modern manage-
ment methods and implementing best practices in work.
The development of such skills not only improves the abil-
ities of local workers but also contributes to the formation
of a more skilled workforce, which, in turn, can lead to
further growth and innovation in the national economy.

The involvement of international companies also con-
tributes to the creation of new jobs and the development
of related sectors of the economy. When foreign investors
enter the country, they not only open new businesses but
also create a need for additional services such as logistics,
consulting, and IT support. This can lead to job creation
in these areas and stimulate the development of the local
labour market. As a result, the economy receives addi-
tional sources of income and becomes more resilient to
economic fluctuations (Chen & Shen, 2021).

The development of outsourcing and the involvement
of international companies is an important factor for

improving the quality of services and products, and the
growth of human capital and the economy in general. This
process contributes to the modernisation of production
processes, the improvement of the professional skills of
local workers and the creation of new opportunities for
economic growth. In the future, the successful involve-
ment of international partners can become a vital element
of the country’s strategy for sustainable development and
competitiveness in the international arena.

Outsourcing has a substantial impact on the labour
market, contributing to the creation of new jobs and
stimulating the growth of related sectors of the economy
(Chornyi & Chorna, 2017). In the context of globalisa-
tion and increasing competition, companies are increas-
ingly turning to outsourcing to optimise their production
processes and reduce costs. This, in turn, creates demand
for specialised contractors and services, which opens
up new opportunities for employment and professional
growth (Table 3).

Table 3. Creation of new jobs in related sectors

Parameter Meaning

Jobs created in factories

2000

Industries that influence job creation

Logistics, transport

The impact of transport infrastructure

Increase in jobs

Source: compiled by the author based on K. Aibashov (2024)

One of the key aspects of outsourcing is its ability to
create jobs in specific areas such as the manufacture of
auto parts and the provision of IT services. When car com-
panies outsource some of their functions to external con-
tractors, this not only allows them to focus on their core
competencies but also contributes to the formation of new
jobs for specialists in related industries. Auto parts compa-
nies are getting the opportunity to expand their business
by hiring more employees to meet the growing demand.
Similarly, IT companies providing services to the automo-
tive industry can expand their teams to develop new tech-
nologies and solutions (Llopis-Albert et al., 2021).

The development of related sectors of the economy
associated with outsourcing opens up new horizons for
employment and professional growth of the local popu-
lation. When automotive companies outsource functions
such as logistics, maintenance, or software development,
this creates a need for highly qualified professionals who
can perform these tasks. This, in turn, stimulates demand
for educational programmes and trainings that help lo-
cal workers acquire the necessary skills and knowledge to
work in new fields.

In addition, the growth in the number of jobs in re-
lated sectors contributes to the diversification of the econ-
omy and the reduction of unemployment. When new en-
terprises are created and existing ones are developed, this
brings additional income to the regions economy, which
can lead to an improvement in the living standards of the
local population and infrastructure development. For
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example, an increase in the number of manufacturing en-
terprises may lead to the construction of new office and
industrial premises, and the improvement of transport
and social infrastructure.

Outsourcing can also contribute to the development
of local entrepreneurs and small businesses. When large
companies transfer parts of their functions to local con-
tractors, this opens up opportunities to create new busi-
nesses that may specialise in providing certain services or
goods. This can lead to an increase in the number of small
and medium-sized enterprises, which play an important
role in the economy and create additional jobs, according
to D. Reuschke (2021).

Outsourcing is an important factor contributing to
the creation of new jobs and the development of related
sectors of the economy. It opens up new employment op-
portunities and professional growth for the local popula-
tion, promotes economic diversification and supports in-
frastructure development. Thus, outsourcing plays a vital
role in economic development and improving the quality
of life in the region.

Outsourcing, despite its many advantages, is not
without certain risks associated with the loss of control
over production processes. One of the substantial dis-
advantages of this approach is a decrease in the level of
direct control over tasks that are transferred to external
contractors. This can lead to various problems that can
substantially affect the company’s overall operating results
and its reputation in the market (Table 4).
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Table 4. Risks and their impact on operational performance

Number of cases

Risk Number of cases (2023) (2024, forecast) Change (%)
Loss of quality control 10 8 -20%
Delays in completing tasks 15 12 -20%
Mistakes on the part 8 6 259

of contractors

Source: compiled by the author based on C. Buia et al. (2018)

Outsourcing functions to external contractors can cre-
ate difficulties in quality management and meeting dead-
lines. For example, if an automotive manufacturing com-
pany transfers the assembly of certain components to third
parties, it risks facing a situation where the quality of the
work performed does not meet its standards. This can hap-
pen for various reasons: from insufficient qualifications of
the contractor’s employees to improper organisation of the
workflow. Such situations can lead to defective products, the
need for alteration, or even the recall of already sold goods,
which negatively affects the reputation of the company.

There is also a risk of delays in completing tasks. Exter-
nal contractors may not always follow established sched-
ules, which leads to delays in the production process. This
can disrupt the entire production cycle, causing delays in
the delivery of finished products to customers and eventu-
ally loss of consumer confidence. This is especially critical
in the automotive industry, where delivery times and com-
pliance with quality standards are crucial.

Reducing control can also complicate the process of
managing change and innovation. When companies rely
on external contractors to perform key tasks, they may
find it difficult to integrate new technologies and working
methods that contractors may not be ready or able to im-
plement. This can slow down the process of adapting to
changes in market conditions and hinder the introduction
of innovations (Raz et al., 2021).

It is important to develop and implement effective
mechanisms for interaction and control over the work of
contractors to mitigate these risks. The conclusion of de-
tailed contracts that include clear requirements for quali-
ty and deadlines, regular monitoring of the fulfilment of
contract terms and the implementation of quality manage-
ment systems can help to minimise negative consequenc-
es. Establishing transparent communication and mutual
expectations also plays a critical role in maintaining a high
level of control over outsourcing processes.

While outsourcing offers many benefits related to
optimisation and cost reduction, it also carries risks as-
sociated with the loss of control over certain aspects of
production processes (Gunash et al., 2024). These risks
require careful management and a thoughtful approach to
the selection of contractors to minimise possible negative
consequences and maintain high standards of quality and
efficiency of the company.

Outsourcing is a powerful tool for modernisation
and innovative development in the automotive industry,
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especiallyin developing countries such as the Kyrgyz Repub-
lic. One of the key advantages of outsourcing is its ability to
open access to new technologies and modern solutions that
cansubstantiallyimprove production processesand increase
the competitiveness of the industry (Chen et al., 2023).

The use of artificial intelligence and robotics is also an
important part of innovative development, which can be
achieved through outsourcing (Aizenberh, 2024). Robots
and intelligent systems can perform routine and complex
tasks on production lines with high precision and minimal
errors, which improves overall productivity and reduces
the human factor in processes. Outsourcing provides ac-
cess to such high-tech solutions, which in turn contributes
to the modernisation of production facilities and the im-
provement of product quality (Beulen et al., 2022).

The future of outsourcing in the automotive industry
of the Kyrgyz Republic is also linked to the possibility of
integrating new digital solutions and advanced manage-
ment methods. The introduction of technologies such as
the Internet of Things can allow companies to collect and
analyse data on production processes in real-time, which
contributes to faster decision-making and improved oper-
ational efficiency.

The development of innovations through outsourc-
ing can substantially affect the dynamics of growth and
modernisation of the automotive industry. Companies
that can effectively integrate new technologies and adapt
them to their needs will be able to substantially improve
their production performance and become more compet-
itive in both local and international markets (Ramos and
Ruiz-Galvez, 2024).

Thus, outsourcing opens up new horizons for innova-
tive development for the automotive industry of the Kyrgyz
Republic. Due to access to modern technologies and solu-
tions, outsourcing contributes to the modernisation of pro-
duction processes, and the introduction of artificial intelli-
genceand robotics, which can eventuallylead to asubstantial
improvement in the efficiency and competitiveness of the
industry. The future of outsourcing in this context seems
promisingandhas the potential to substantially influence the
transformation of the automotive industry in the country.

Discussion

The study analysed the role of outsourcing in the automo-
tive industry of the Kyrgyz Republic. The results showed
that the introduction of outsourcing had a substantial im-
pact on production processes and economic development
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in this sector. In particular, it was determined that the
transfer of non-core tasks to external contractors allowed
automakers to focus on key aspects of their activities, such
as car assembly and repair. This contributed to an increase
in the overall efficiency of production processes and re-
duced time spent on completing tasks. This has also been
investigated by I. Ezmigna et al. (2023), where the results
confirmed that outsourcing is a strategy of transferring
part of business processes or functions to third-party or-
ganisations, which allows companies to focus on their core
business and improve overall efficiency. This practice can
substantially increase the flexibility and adaptability of
a business, reduce costs, and speed up the completion of
tasks by attracting specialised resources and technologies.
As a result of outsourcing, companies can achieve better
results in managing production processes and qualitatively
improve their operational performance.

C. Deng et al. (2021) also showed that outsourcing
tasks can substantially improve the efficiency of business
processes, allowing firms to benefit from the expertise of
external service providers and technologies. This not only
reduces the cost of internal resources but also allows ac-
celerating the process of completing tasks through the use
of specialised tools and methods. Outsourcing can help to
optimise processes, improve quality, and reduce risks as-
sociated with internal operations, thereby ensuring higher
productivity and competitiveness of the company.

Notably, the successful implementation of outsourc-
ing requires careful selection of partners and a clear defi-
nition of goals and expectations. The wrong choice of an
outsourcing partner can lead to problems with the quality
of services, insufficient coordination, and an increase in
hidden costs. In addition, it is important to ensure proper
monitoring and interaction with external suppliers to en-
sure that their work meets the company’s internal stand-
ards and requirements. Effective outsourcing also involves
regular monitoring of results and readiness to respond
promptly to emerging problems.

The results of the analysis showed that outsourcing has
substantial potential for economic growth. A comparative
analysis of the costs of operating activities before and after
the implementation of outsourcing solutions demonstrated
a noticeable reduction in the cost of maintaining person-
nel and infrastructure. These data confirm that outsourc-
ing helps companies effectively manage their resources
and optimise operating costs, which is a key factor in the
competitive environment of the automotive industry. P.
Mtsweni et al. (2021) concluded that outsourcing provides
companies with the opportunity to reduce overall costs by
transferring certain functions to external specialists who
can perform these tasks more efficiently and economically.
This is due to the fact that outsourcing companies often
have more specialised skills and resources, which allows
them to optimise processes and reduce labour, equipment,
and technology costs (Chornyi, 2013). Cost analysis shows
that outsourcing can lead to substantial savings in capital
investment and operating costs, as companies can avoid
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having to maintain their own resources and infrastructure
to perform certain functions.

In the study by J. Choi et al. (2021), it was determined
that outsourcing has a substantial impact on the company’s
financial results, especially in terms of reducing operat-
ing costs. The transfer of business processes to third-par-
ty performers allows you to reduce the cost of personnel
management, training, and purchase of equipment and
technology. These savings often manifest themselves in the
form of improved profits and lower overall production and
management costs. In addition, outsourcing can provide
more predictable and stable costs, since many outsourcing
contracts involve fixed payments or clearly defined rates,
which allows for better budget planning and improved fi-
nancial management.

The results obtained confirm an earlier study, showing
that outsourcing can substantially reduce operating costs
and improve a company’s financial performance. Indicators
for reducing labour, equipment, and technology costs, and
improving the overall level of efficiency, support the con-
clusion that outsourcing is an effective tool for optimising
business processes. These results confirm that companies
can substantially improve their financial stability and com-
petitiveness through the proper use of outsourcing and
strengthen their market positions through a more flexible
and cost-effective approach to resource management.

The study also established that the involvement of
international companies has become an important area
in the development of outsourcing in Kyrgyzstan. Data
on the number of foreign investors and their interaction
with local enterprises showed that international companies
contribute to improving the quality of products and servic-
es. They transfer modern technologies and management
methods, which contributes to the development of human
capital and improve the general skills of employees in the
industry. The paper of M. Kénning et al. (2021) is notable,
stating that international companies play a key role in im-
proving outsourcing quality and technology by providing
high standards and advanced solutions that local compa-
nies can use to improve their efficiency. These companies
often bring new technologies and management methodol-
ogies to the market, which improves the quality of services
and products. Their experience and resources contribute
to the implementation of best practices and innovative
approaches in outsourcing processes increasing the over-
all competitiveness and productivity of both outsourcing
companies and their clients.

In turn, A. Nugent & H. Chan (2023) concluded that
foreign investors play an important role in technology
transfer and skills development in the outsourcing sector,
contributing to the training and professional development
of local employees. The investment of foreign companies in
outsourcing can include not only financial investments but
also the transfer of knowledge, technologies, and working
methods that help local companies develop and improve
their competencies (Trusova et al., 2022). This technology
transfer contributes to the development of infrastructure
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and the creation of new jobs, as well as strengthens the pro-
fessional skills of employees, which ultimately leads to an
overall improvement in the quality of outsourcing services
and strengthening positions in the global market.

These data are consistent with the theses given in the
previous section, as they confirm that international com-
panies and foreign investors have a substantial impact on
quality and technology in the field of outsourcing. They not
only contribute modern technologies and best practices but
also to the development of skills and the professional skills
of local workers. This, in turn, helps to increase the overall
efficiency and competitiveness of the outsourcing sector,
supporting the conclusion that international cooperation
plays a key role in optimising business processes and im-
proving the quality of services.

Special attention in the study was paid to the impact of
outsourcing on the creation of new jobs. The data used in-
dicates an increase in the number of jobs in related sectors,
such as auto parts manufacturing and IT services. This con-
firms that the development of outsourcing has a positive
impact on employment, opening up new employment and
professional growth opportunities for the local population.
R. Collington & M. Mazzucato (2022) also conducted a
study, the results of which confirmed that outsourcing can
substantially contribute to job creation, especially in the re-
gions where it is being implemented. The transfer of busi-
ness processes to third-party performers often requires the
involvement of new employees to perform various func-
tions, from customer support to specialised technical ser-
vices. This leads to the creation of new jobs and stimulates
economic growth in places where outsourcing is becoming
a common practice. In addition, outsourcing can contrib-
ute to the development of new industries and businesses,
such as IT services and consulting, creating additional
opportunities for employment and professional growth.

A. Bramucci et al. (2021) also established that out-
sourcing has a substantial impact on employment not only
directly but also in related sectors. When companies out-
source certain functions to external contractors, this can
lead to an increase in the number of jobs in related fields
such as logistics, project management, and technology sup-
port. For example, an increase in the volume of outsourcing
operations may stimulate the need for additional special-
ists to manage these processes, which creates jobs in the
field of management and maintenance. In addition, the
development of the outsourcing market can contribute to
an increase in demand for services in related areas, such
as training and personnel development, which additionally
contributes to overall job creation and economic growth.

Comparing the data obtained in the study, it can be
concluded that outsourcing has a substantial impact on job
creation and the development of related sectors. The results
show that outsourcing functions not only contributes to
the creation of new jobs in the main outsourcing sector but
also stimulates employment growth in related areas such
as logistics, project management, and technology support.
This confirms the conclusion that outsourcing can be not
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only an effective tool for optimising business processes but
also an important factor in supporting economic growth
and creating new employment opportunities.

However, the study also identified some risks associat-
ed with the loss of control over production processes. Cases
where errors or delays on the part of external contractors
negatively affected the reputation and operational results
of companies emphasise the need for careful selection of
partners and monitoring the quality of their work. Effec-
tive management of these risks requires the introduction
of additional quality control and assurance measures.
M. Yazdani et al. (2021) concluded that outsourcing can
lead to risks of loss of control over key processes and stand-
ards, as certain functions or tasks are transferred to exter-
nal partners. This can make it difficult to manage quality
and align work with the company’s internal strategies and
goals. It is important to establish clear contractual terms
and monitoring procedures to ensure compliance with
quality standards and timely completion of tasks to min-
imise these risks. Regular audits and reviews, and clear
feedback mechanisms, can help maintain control over out-
sourcing processes and ensure that work is performed in
accordance with established requirements.

S. Ali et al. (2022) determined that choosing a reliable
outsourcing partner and effective quality management are
key factors for the successful implementation of outsourcing
strategies. Companies should carefully evaluate potential
contractors based on their reputation, experience, and ability
to meet established standards. It is also important to develop
clear quality assessment criteria and establish regular inspec-
tions to ensure that the work meets internal requirements.
Quality control systems such as Key Performance Indica-
tors and Service Level Agreements can be used to monitor
performance and respond to problems in a timely manner,
which helps reduce risks and improve outsourcing results.

When analysing the results of the study, it becomes
clear that effective risk management and the choice of re-
liable partners are critical for successful outsourcing. It is
observed that the loss of control over vital processes can
be successfully minimised through strict compliance with
contractual terms, regular audits, and the implementation
of quality control systems. The selection of qualified and
trusted outsourcing partners is also of critical importance
in ensuring high standards of task performance and main-
taining control over processes. These findings highlight the
need for an integrated approach to outsourcing manage-
ment to ensure its effectiveness and minimise potential risks.

In conclusion, the results of the study indicate the pros-
pects for further development of outsourcing in the auto-
motive industry of the Kyrgyz Republic. The introduction
of modern technologies such as digitalisation, robotics, and
the use of artificial intelligence can substantially increase
the competitiveness of the industry. The prospects for
growth and development of innovative outsourcing solu-
tions open up new opportunities for the automotive indus-
try, contributing to its modernisation and strengthening its
competitive position in the international arena.

"
\\\\V;



Abilpeissov & Adieva

Conclusions

The examination of outsourcing in the automotive indus-
try of the Kyrgyz Republic demonstrated substantial pros-
pects and potential benefits for the industry. During the
analysis, the introduction of outsourcing in this area was
identified to substantially improve production processes.
Moving non-core tasks to external contractors contribut-
ed to more efficient use of resources and faster task com-
pletion, which, in turn, increased overall productivity and
quality of services.

The economic efficiency of outsourcing turned out to be
noticeable: companies that implemented outsourcing were
able to substantially reduce operating costs. Reducing the
need for permanent staft and infrastructure has decreased
the overall maintenance and production costs, which has
had a positive impact on the financial results of enterpris-
es. This aspect is an important factor for sustainable devel-
opment and competitiveness in the automotive industry.

The involvement of international companies, which
ensured the introduction of modern technologies and
management methods, played a key role in improving
product quality and the skills of local staft. Technology
and knowledge transfer, as well as joint work with foreign
partners, contributed to substantial progress in the devel-
opment of the industry. The creation of new jobs was an-

the local population. However, the study also identified
the risks associated with the loss of control over some pro-
duction processes. Errors or delays on the part of external
contractors can negatively affect the reputation of com-
panies and their operational performance. Therefore, it is
important to implement effective measures to minimise
these risks. The future of outsourcing in the automotive
industry of the Kyrgyz Republic is linked to the prospects
for the introduction of innovative technologies such as
digitalisation, robotisation, and the use of artificial intelli-
gence. These technologies can substantially increase com-
petitiveness and contribute to the further development of
the industry. In general, outsourcing is an important tool
for the modernisation and growth of the automotive in-
dustry in the country.

The limitation of this study is the lack of data on the
long-term effects of outsourcing on production processes
and economic development in the specific conditions of the
automotive industry of the Kyrgyz Republic. Additional re-
search is needed, focusing on the long-term effects of out-
sourcing on innovation processes and the sustainability of
the industry to better understand the impact of outsourc-
ing on the automotive industry of the Kyrgyz Republic.
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AHoTauif. JlocmimkeHHs 6yn0 IIPOBEIEHO [i/I1 OLIiHKM IIEPCIEKTUB PO3BUTKY ayTCOPCUHIY B aBTOMOOI/IbHI
npomucioBocTi Kupruspkoi Pecriy6miki Ta i10ro BIUIVBY Ha IIPOAYKTUBHICTD, eKOHOMIYHY e(eKTUBHICTb Ta iHHOBaNii B
ranysi. Y fociipkeHHI BUKOPUCTOBYBA/IVCSA METOIM CTATUCTUYHOTO aHAJIi3Y I ONIpaLllOBaHHA JAHUX IIPO BUPOOHULITBO
Ta 3aiHATICTb 3 OQIUIHUX JpKepes, MOPiBHAIBHMI aHaIi3 YCHIIIHUX IPUKIAiB MDKHApPOJHOIO CIIBpOOITHUIITBA,
a TaKOXX METOMM OLIHKV PU3MKIB, IIOB'A3aHUX 3 ayTCOPCMHIOM. Y pe3yIbTaTi ZOCTIIKEeHHSA Oy/lI0 BCTAaHOBJIEHO, IO
ayTCOPCUMHI B aBTOMOOiNbHIN mpoMuciaoBocTi Kupruspkoi PecmyOmiku cIipuse 3HUDKEHHIO OIepalilffHUX BUTpAT i
IifiBUIEHHI0 BUPOOHNYOI epekTUBHOCTI. BusBieHo, mo nepegada HerrpoibHUX QYHKLIN 30BHILIHIM HifpATHUKAM
Tae 3MOry KOMIIAHIiAM 30CepefnTNCA Ha K/IIOYOBMX IIPOIeCcaX, IO IPUCKOPIOE BIIPOBA/PKEHH: iHHOBaIill. Takox
MiATBEPIKEHO, 10 ayTCOPCUHI [OIOMArae 3aay4yaTy MDKHApOJHI KOMIIAHil, CTUMY/IIOI0YM €KOHOMiYHEe 3POCTaHHA i
CTBOPIOIOYY HOBi po6oui Micus. OpHak 6y/I0 BUABIEHO PU3YUK BTPATI KOHTPOJIIO HaJl SAKICTIO Ta TepMiHaMM BUKOHAHHA
3aBJaHb, IO IIOTpedye po3pobIeHHA eeKTUBHMX MeXaHi3MiB B3a€MOZIl 3 MmifpAgHMKaML 111 MiHiMisauii MOKIMBKX
HeTaTMBHUX HacaipakiB. Takoxk JOCTIIKeHHA IOKa3ajlo, 0 YCIiNIHe BIPOBA/PKeHHA ayTCOPCUHIY IOTpebye aKTUBHOI
y4acTi lep>kKaBHVX OpraHiB I CTBOPEHHS MiATPUMYI040l HOPMAaTUBHOI 6asyl Ta CTUMYIIB JyIA 3a/Ty4eHHs IHBeCTUIIIL.
PesynbTaTyi IIpOfeMOHCTPYBaM, LIO AayTCOPCMHI CIpMA€E PO3BUTKY CYMDKHUX Tajyseil, TaKUX AK BMPOOHMUITBO
aBTO3amm4acTVH Ta IT-mocmyry, o 3i cBOro 60Ky CTUMY/IIOE 3pOCTaHHA JIOKaJIbBHOTO PUHKY IIpalli. Y HOBrOCTPOKOBIil
IIepCIeKTUBI, BUKOPUCTAHHA ay TCOPCUHTY MOYKe CTAaTU KJII0YOBUM (PaKTOPOM Y MifIBUIEHHI KOHKYPEHTOCIIPOMOXKHOCT]
aBTOMOO1/IbHOI IPOMIC/IOBOCT] KpaiHy Ha MXXHapOAHiit apeHi. [JocmipkeHHA Haae IiHHI faHi I0/{0 BIVIMBY ay TCOPCHUHTY
Ha edeKTUBHICTb Ta iHHOBALTHMII PO3BUTOK aBTOMOOIIBHOI IPOMIUCIOBOCTI, 110 MOXKe CAYTYBaTU IiAIPYHTAM LA
PO3po0IeH s cTparteriil onTuMi3aLii BUpOOHNYNX IIPOIIECiB i IOJIiNIIeHHA eKOHOMIYHIX OKa3HVKIB Y Liil rarysi

KniouoBi cnoBa: omepauiiini BuTpary; BUpoOHMYA eeKTUBHICTb; MDKHApO#HI KOMIIaHIl; eKOHOMiuHe 3pOCTaHHS;
KOHKYPEHTOCIIPOMOXKHICTh

Scientific Bulletin of Mukachevo State University. Series "Economics”, 11(3)



https://orcid.org/0000-0002-8005-1873
https://orcid.org/0009-0006-1994-6391

Scientific Bulletin
of Mukachevo State University

Series
Economics

Volume 11, No. 3, 21-33
Journal homepage: https://economics-msu.com.ua/en

UDC 658.15:334.7
DOI: 10.52566/msu-econ3.2024.21

Impact of leasing transactions on business development in Kyrgyzstan

Altynbek Bekmuratov*

PhD in Economics
Osh State University
723500, 3317 Lenin Str., Osh, Kyrgyz Republic
https://orcid.org/0000-0001-9270-1522
Inabarkan Myrzaibraimova

PhD in Economics
Osh State University
723500, 331 Lenin Str, Osh, Kyrgyz Republic
https://orcid.org/0000-0002-2695-1619
Kanjarbek Mamashov

PhD in Economics
Osh Technological University named after M.M. Adyshev
723503, 81 Isanov Str.,, Osh, Kyrgyz Republic
https://orcid.org/0000-0003-3764-5307
Bektur Raimberdiev

PhD in Economics
Osh State University
723500, 3317 Lenin Str., Osh, Kyrgyz Republic
https://orcid.org/0000-0002-1462-0433
Dilfuza Tookeeva

Master of Scince
Osh State University
723500, 331 Lenin Str., Osh, Kyrgyz Republic
https://orcid.org/0009-0006-0836-883X

Received: 02.05.2024, Revised: 08.08.2024, Accepted: 25.09.2024
Suggested Citation: Bekmuratov, A., Myrzaibraimova, I., Mamashov, K., Raimberdiev, B., & Tookeeva, D. (2024). Impact

of leasing transactions on business development in Kyrgyzstan. Scientific Bulletin of Mukachevo State University. Series
“Economics”, 11(3), 21-33. doi: 10.52566/msu-econ3.2024.21.

@ Copyright © The Author(s). This is an open access article distributed under the terms of the
Creative Commons Attribution License 4.0 (https://creativecommons.org/licenses/by/4.0/)

*Corresponding author


https://orcid.org/0000-0001-9270-1522
https://orcid.org/0000-0002-2695-1619
https://orcid.org/0000-0003-3764-5307
https://orcid.org/0000-0002-1462-0433
https://orcid.org/0009-0006-0836-883X
https://economics-msu.com.ua/en

Impact of leasing transactions on business development in Kyrgyzstan

Abstract. The purpose of this study was to determine how leasing transactions contribute to business modernisation in
Kyrgyzstan. The study used survey methods and semi-structured interviews with company representatives, followed by
statistical analysis of the collected data to determine changes in productivity, operating costs, and investment payback
period. In particular, the results showed that 90% of the surveyed agricultural enterprises reported a 25-30% increase in
productivity after using leasing to purchase machinery, which was confirmed by analysing data on the reduction of repair
and maintenance costs for old equipment. In transport logistics, 85% of the companies indicated a reduction in operating
costs and improvement of logistics processes due to fleet renewal through leasing programmes, which also contributed
to an increase in the customer base by 15-20%. In the construction sector, the use of leasing allowed 82% of companies
to reduce project completion time by 20-25%, which was due to the acquisition of new construction equipment through
leasing, which can accelerate the performance of work and improve the quality of projects. In the manufacturing sector,
70% of companies reported a positive impact of leasing on their production capacity, but a longer payback period was
identified, which requires the development of specialised leasing programmes with more flexible terms for industrial
enterprises. The results of the study confirm the important role of leasing as a financial instrument for the modernisation
of enterprises in Kyrgyzstan, but also reveal the need to improve the access of small enterprises to leasing programmes and

adapt the conditions for sectors with a long investment cycle, such as manufacturing

Keywords: economy; financial instrument; enterprises; investment; leasing; laws and regulations

Introduction

The study of leasing as an important financial instrument
for business development in Kyrgyzstan requires con-
sideration of its role in the context of modern economic
realities of the country. In conditions of limited access to
bank loans and high volatility of financial markets, leasing
is becoming an attractive mechanism for modernising en-
terprises. Many companies, especially in the agricultural
and manufacturing sectors, need to upgrade equipment
and technologies, but due to high interest rates and credit
requirements, they face difficulties in obtaining long-term
loans. Leasing offers more flexible conditions for modern-
isation, which makes it a key tool for increasing compet-
itiveness and improving operational processes. Neverthe-
less, there are significant barriers that limit the possibilities
of using leasing in the country, especially for small and
medium-sized enterprises.

In 2024, the use of leasing in Kyrgyzstan remains rel-
atively limited compared to other developing countries.
Research shows that in agriculture and transport logistics,
leasing already plays an important role in the modernisa-
tion of enterprises (Omurgazieva et al., 2024). The study
by C.R. Kulueva et al. (2023) emphasises that leasing al-
lowed farms to upgrade their equipment fleet and increase
production capacity, which led to an increase in produc-
tion volumes by 20-30%. In transport logistics, leasing has
enabled companies to upgrade their fleet, reduce operating
costs and improve the quality of logistics services. Howev-
er, there is a lack of research on leasing in the industrial
sector, which has its own specific problems, such as long
payback periods and high equipment costs.

In transport logistics, E. Lee & J.S. Mah (2020) showed
that leasing helps to reduce operating costs and improve
logistics operations. However, their research also focused
mainly on large companies, and did not analyse the possi-
bilities of expanding leasing for small transport companies
that cannot use the programmes due to high financial per-
formance requirements. This limits the use of leasing in a
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sector where its benefits could bring significant results for
small businesses.

The studies by Kyrgyz researchers such as A.Z. Nagi-
mova (2022) and P. Schroder (2024), indicate that there
is limited government support for leasing programmes in
the country, especially for small and medium-sized enter-
prises. This creates additional barriers for companies that
need to modernise, but cannot afford large investments.
International studies show that government support and
subsidisation of leasing can significantly increase its avail-
ability. For example, in Kazakhstan and Uzbekistan, as
indicated by J. Yang et al. (2022), leasing has become a
key mechanism for agricultural and manufacturing enter-
prises, which has significantly improved their production
performance. These examples highlight the importance of
government support in the development of leasing, which
is relevant for Kyrgyzstan, where small and medium-sized
enterprises make up a significant part of the economy.

Existing research also highlights the importance of
adapting leasing programmes to the specifics of individ-
ual industries. For example, in construction, as noted by
M. Gorgan & M. Hartvigsen (2022), the use of leasing
to upgrade construction equipment has reduced project
deadlines and improved the quality of work. However, in
the manufacturing sector, which requires long-term in-
vestments, leasing faces problems. Long payback periods
and high cost of equipment make traditional leasing pro-
grammes less attractive for industrial companies. In this
regard, there is a need to develop specialised leasing prod-
ucts adapted to the needs of this sector.

The study by J. Ishikawa & Y. Kawabata (2022), and
N. Karimov et al. (2023) indicate that in Kyrgyzstan, small
enterprises, especially in agriculture, face high creditwor-
thiness requirements when trying to use leasing servic-
es. This limits their opportunities for modernisation and
growth. However, studies conducted in neighbouring
countries such as Kazakhstan and Tajikistan show that
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subsidising leasing programmes for agriculture has sig-
nificantly increased farmers’ access to modern technol-
ogies and equipment. These examples confirm the need
to expand government support for leasing in Kyrgyzstan
to improve its accessibility, especially for small and medi-
um-sized enterprises.

Thus, the study of leasing in Kyrgyzstan raises im-
portant issues related to its accessibility, adaptation of
programmes for industrial enterprises and government
support. However, to do this, it is necessary to develop
more flexible programmes that will consider the specifics
of various industries, and strengthen government support
for leasing transactions, especially for small and medi-
um-sized enterprises. Therefore, the purpose of this study
was to identify and analyse the role of leasing transac-
tions in the modernisation and development of business
in Kyrgyzstan. The main objectives of the study included
analysing the availability of leasing programmes for vari-
ous categories of enterprises, identifying problems related
to creditworthiness requirements and payback periods,
assessing the role of government support in the devel-
opment of leasing and determining the need to develop
specialised leasing products for sectors with a long invest-
ment return cycle.

Materials and Methods

The study was conducted from January to July 2024 in
four key economic regions of the Kyrgyz Republic: Bish-
kek, Osh, Jalal-Abad, and Issyk-Kul region. These regions
were chosen as the main sites for the study due to their
strategic importance in the country’s economy and the
significant number of small and medium-sized enterprises
(SMEs) actively using leasing instruments. To assess the
impact of leasing transactions on business development,
a representative sample was selected, including 150 small
and medium-sized enterprises that actively used leasing in
their activities in the period from 2019 to 2023.

The companies included in the sample represented
various sectors of the economy. In particular, 45 enter-
prises were engaged in agriculture, 35 in construction,
40 in transport logistics, and 30 in production activities.
The selection of companies was based on two key criteria:
participation in leasing operations to finance the purchase
of equipment or vehicles and the availability of accessible
financial statements that allowed tracking changes in eco-
nomic indicators before and after the use of leasing. The
sample was carefully designed to cover companies of var-
ious sizes and fields of activity, which helped to conduct a
comprehensive analysis of the impact of leasing transac-
tions on different segments of the economy.

For a deeper understanding of the specifics of the
use of leasing in Kyrgyzstan and its impact on business,
semi-structured interviews were conducted with 50 rep-
resentatives of the companies included in the sample.
Among the respondents were company directors, financial
managers, leasing management specialists, and other key
persons responsible for financial decisions at enterprises.

Scientific Bulletin of Mukachevo State University. Series "Economics”, 11(3)

The level of professional experience of the interview par-
ticipants ranged from 5 to 20 years, with about 70% of re-
spondents having more than 10 years of work experience
in their industries. This ensured the high qualifications of
the participants, their competence in the use of leasing
instruments, and a deep understanding of the impact of
these transactions on the development of companies. The
main topics of the interview were issues related to the
terms of leasing agreements, interest rates, availability of
financial instruments, and how leasing contributed to the
modernisation of equipment and productivity growth.

To investigate the legal framework governing leasing
activities in Kyrgyzstan, relevant laws and regulations
were analysed. First of all, it was the Law of the Kyrgyz
Republic No. 95 “On Financial Lease (Leasing)” (2005),
which establishes the legal basis of leasing transactions,
regulates the rights and obligations of the parties, and con-
tains important provisions to protect the rights of lessees.
The Law of the Kyrgyz Republic “On State Support for
Small Business” (2007), which provides legal and financial
mechanisms to support SMEs, including access to leasing
instruments, was also reviewed. A comprehensive anal-
ysis of leasing programmes offered by leading commer-
cial banks in Kyrgyzstan, such as Ail Bank (2024), Com-
mercial Bank of Kyrgyzstan (2024), Optima Bank (2024),
Demir Bank (2024), and Halyk Bank (2024), was con-
ducted. The requirements for creditworthiness, collateral
provision, and interest rates were analysed in detail for
each bank. Special attention was paid to the analysis of
the availability of leasing programmes for small and me-
dium-sized enterprises.

Specialised software tools IBM SPSS and Microsoft Ex-
cel were used to analyse the collected data. With the help of
these programmes, data processing and statistical analysis
were carried out, which allowed to obtain quantitative re-
sults on the impact of leasing on the economic activities of
companies. The main methods of statistical analysis were
the Student’s t-test, which helped to assess the significance
of differences in economic indicators before and after using
leasing, and the Mann-Whitney U-test, which was used to
compare data between companies in different sectors of the
economy. A correlation analysis was carried out to identify
the degree of dependence between the volume of attract-
ed leasing funds and the growth of companies’ profits.

Results

Leasing transactions had a significant positive impact on
the financial performance of small and medium-sized
enterprises in Kyrgyzstan, which was confirmed by both
quantitative and qualitative data. The study showed that
78% of the surveyed companies noted an improvement in
financial performance after concluding leasing agreements
(Table 1). This improvement was conditioned by several
factors, such as access to modern equipment, lower main-
tenance and repair costs for outdated equipment, and in-
creased production capacity, which contributed to higher
revenues and lower operating costs.
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Table 1. Main financial indicators of enterprises before and after the use of leasing

Indicators Before using leasing After using the lease
Average income growth (%) 0-5% 15-20%
Reduced maintenance costs (%) 2-4% 10-15%
Average net profit growth (%) 57% 12-18%
Share of investments in leasing (%) Less than 10% More than 20%
Liquidity level Low High

Source: compiled by the authors

In the agricultural sector, the impact of leasing was
most noticeable. 90% of companies reported revenue
growth of 15-20% in the first two years after using leas-
ing. Such results were achieved due to the possibility of
updating the fleet of agricultural machinery, which re-
duced downtime and repair costs. For example, farms that
used old machinery reported high repair and maintenance
costs, which negatively affected overall productivity. How-
ever, with the acquisition of new tractors, combines and
other equipment through leasing programmes, these en-
terprises were able to reduce operating costs and increase
profits. For transport companies, the use of leasing has
also become an effective tool for improving financial per-
formance. 85% of transport companies reported a reduc-
tion in fleet maintenance costs and an increase in revenue
by 12-18%. Upgrading vehicles using leasing has allowed
companies to improve the quality of logistics services,
reduce delivery time, and increase customer satisfaction.
These factors led to an expansion of the customer base and
an increase in the volume of completed orders, which di-
rectly affected revenue growth.

In the construction industry, 82% of enterprises report-
ed increased productivity and reduced costs for the opera-
tion of construction equipment due to leasing programmes.
The opportunity to purchase modern cranes, excavators,
and other heavy equipment through leasing allowed com-
panies to reduce the time required to complete construc-
tion projects and improve their quality, which had a pos-
itive impact on revenues. In addition, the modernisation

of equipment allowed builders to expand their services and
attract new contracts, which contributed to an increase in
the volume of work.

The correlation analysis of the data showed a signifi-
cant relationship between the volume of attracted leasing
funds and the growth of net profit of enterprises. For exam-
ple, companies that invested more than 20% of their capital
in leasing transactions showed an 18% increase in net profit
compared to enterprises that used less than 10% of leasing
funds. This result confirms the high efficiency of leasing as
a financing mechanism for upgrading assets and increasing
overall productivity. It should also be noted that the use of
leasing has had a positive impact on the liquidity of compa-
nies. The ability to upgrade equipment without significantly
increasing the debt burden allowed enterprises to maintain
a sufficient level of liquidity to cover current operating ex-
penses, which, in turn, reduced financial risks and ensured
business stability. As a result, companies were able not
only to improve their financial stability, but also to invest
additional funds in business expansion and new projects.

Leasing turned out to be an important tool for updat-
ing fixed assets of enterprises in Kyrgyzstan, which directly
affected their productivity. In most cases, companies used
leasing to purchase expensive equipment required to mod-
ernise production processes, improve product quality, and
increase competitiveness (Table 2). Leasing allowed enter-
prises to avoid one-time large costs, providing an opportu-
nity to gradually upgrade equipment without significantly
deteriorating financial performance.

Table 2. Key indicators of productivity and efficiency of enterprises before
and after the renewal of fixed assets through leasing

Indicators Before using leasing After using the lease

Increase in production volume (%) 5-10% 25-30%
Reduced downtime (%) 3-5% 15-20%

Reduction of construction project
7% -25%

deadlines (%) >7 20-25
Reduc.tlon o.f operatlrgg costs 0-4% 10-15%
in agriculture (%)
Increase in proﬂtaplllt)g 579% 12-18%
of logistics companies (%)
Increase in the volume of ccgmpleted 710% 20-25%
construction works (%)

Improving the quality 5.8% 15-20%

of logistics services (%)

Source: compiled by the authors
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Companies in the agricultural sector have benefited
the most from leasing programmes. Prior to the conclu-
sion of leasing transactions, many farmers faced outdated
equipment, which led to high repair costs and frequent
downtime. Due to leasing, farmers were able to upgrade
their machines, which led to an increase in production
capacity by 25-30%. The updated equipment not only
increased the processing speed of the fields, but also im-
proved the quality of the harvest, which allowed farmers
to expand their sales markets and increase their profita-
bility. Construction companies also actively used leasing
to modernise their fleet of heavy machinery, including
excavators, cranes, bulldozers and concrete pumps. The
modernisation of equipment enabled companies to in-
crease the volume of work performed by 20-25%, which
contributed to their growth in the market and attracting
new contracts. In addition, shortening project deadlines
has allowed construction companies to reduce the costs
associated with equipment downtime and increased repair
costs for old equipment (Krush & Makaliuk, 2014). Trans-
portation companies have also gained significant benefits
from using leasing to upgrade their fleet. The companies
mainly leased trucks, tractors and buses, which reduced
operating costs and increased the reliability of logistics

operations. 85% of transport companies reported that
updating their fleet helped to reduce the delivery time of
goods and improve the quality of customer service. This
led to an increase in the volume of orders and an increase
in the customer base, which directly affected their finan-
cial results. The companies noted that leasing allowed them
to upgrade equipment without significant one-time costs,
while maintaining liquidity and high operational efficiency.

A correlation analysis of the data showed that the
modernisation of fixed assets through leasing led to a 20-
30% increase in productivity, depending on the industry
and the volume of leasing funds raised. Companies using
leasing to upgrade their assets have reduced the cost of
operating old equipment, increased production volumes
and improved the quality of products and services. This, in
turn, increased their competitiveness in the market, espe-
cially in conditions of increasing competition and increas-
ing demands on the quality of goods and services. The
study revealed significant industry differences in the use of
leasing, which reflect the specifics of various sectors of the
economy. The impact of leasing on production processes,
financial performance, and strategic development of com-
panies varies depending on the industry, due to different
economic and operational needs (Table 3).

Table 3. Industry differences in the use of leasing and its impact on key indicators

Indicators

Agricultural industry

Share of enterprises

Transport logistics

Construction Production

Lsing leasing (%) 90% 85% 82% 70%
Increase in production 25-30% 20-25% 20-25% 15-20%
volume (%)
Reduced operating 10-15% 12-18% 10-15% 8-12%
costs (%)
Reduction of project - 10-15% 20-25% 15-20%
execution time (%)
Increase in the 15-20% 15-20% 10-15% 812%
customer base (%)
Payback period 3.5 4.5 5.7
(years)

Source: compiled by the authors

In agriculture, leasing has become the main moderni-
sation mechanism for most farms, especially small and me-
dium-sized enterprises. Most farmers noted that without
leasing, access to the latest technologies would be impos-
sible due to the high cost of equipment. Leasing provided
them with flexible financial conditions that allowed them
to gradually pay for the acquired assets, while maintaining
the liquidity of the business. For farmers, it was especially
important that leasing transactions helped to increase pro-
duction volumes without attracting large loans with high
interest rates. This ensured the financial stability of the en-
terprises, allowing them to plan long-term development.
Thus, leasing plays a strategic role in agriculture, contribut-
ing to an increase in production capacity and profitability
of the business in conditions of limited access to loans.
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Leasing has also proved to be a critical tool in trans-
port logistics, especially for companies seeking to increase
their operating capacity without increasing their debt bur-
den. For many transport companies, leasing has allowed
them to quickly respond to changes in demand, expand-
ing their fleet in the face of a growing volume of orders.
This has become especially important in the context of the
globalisation of trade and the increase in traffic volumes.
For transport companies, leasing was not only a means to
maintain competitiveness, but also a way to flexibly adapt
to changes in the market. As a result, the companies were
able to reduce operating costs, improve the quality of their
services and expand their customer base.

In the construction industry, the use of leasing has also
shown significant differences compared to other industries.
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Here, leasing has proved especially effective for companies
working on long-term projects with tight deadlines. The
opportunity to upgrade equipment through leasing al-
lowed construction companies to speed up the execution
of work, which had a positive impact on their reputation
and competitiveness. Construction companies noted that
leasing transactions allowed them to reduce maintenance
costs and minimise the risks of delays associated with
equipment downtime. However, leasing has become a pro-
ject risk management tool for the construction sector, as it
allowed maintaining a high level of productivity in condi-
tions of instability of the construction market (Omurzak-
ova et al., 2022).

Manufacturing companies, although less likely to re-
sort to leasing, also noted a positive impact on their opera-
tions. The manufacturing sector requires large investments
in upgrading and updating equipment, which makes leas-
ing attractive for enterprises seeking to increase their
production capacity. However, in the manufacturing sec-
tor, the payback period for leasing investments is longer,
which makes this tool less operational compared to other
industries (Trusova et al., 2021). Nevertheless, manufac-
turing companies noted that leasing allows maintaining a

high level of technological equipment, which is especially
important in the context of global competition. The use of
leasing to modernise production lines and reduce the cost
of outdated equipment helps enterprises to remain com-
petitive in international markets.

Industry differences in the use of leasing are also evi-
dent in approaches to risk management and financial strat-
egies. In agriculture and transport logistics, leasing allows
companies to minimise financial risks due to the flexibility
of payments and the possibility of budget planning (Deny-
siuk et al., 2022). In construction, leasing helps to manage
project risks, improving project deadlines and reducing
dependence on outdated equipment. In the manufactur-
ing sector, leasing is used as a strategic tool for long-term
modernisation, which helps companies to remain inter-
nationally competitive. Semi-structured interviews with
representatives of various companies helped to identify
different approaches to the use of leasing and assess its im-
pact on the strategic development of enterprises (Table 4).
It is important to note that the opinions of managers and
financial managers confirm the results of quantitative
analysis, emphasising the key role of leasing in business
modernisation and growth.

Table 4. Opinions of company representatives on the impact of leasing on strategic development

Branch

Agricultural industry

Main advantages of leasing

Flexible payments, affordable upgrades,
increased production volumes

Main risks and challenges

Limited access to leasing programmes
for small farmers

Transport logistics

Rapid fleet renewal, improved
customer service

Dependence on lease payments
in conditions of unstable demand

Construction

Acceleration of project execution, reduction
of equipment maintenance costs

Need for long-term planning
for projects with variable deadlines

Production

Possibility of long-term modernisation,
maintaining the technological level

Long payback period,
high cost of equipment

Source: compiled by the authors

In agriculture, the majority of the interviewed repre-
sentatives noted that leasing has become the only real way
to modernise the fleet of equipment and increase produc-
tion capacity without significant financial risks. Farm-
ers, especially those working in small and medium-sized
enterprises, stressed that traditional bank loans are often
unavailable due to high interest rates and strict require-
ments. Leasing offered more flexible conditions, allowing
to improve production without deterioration of financial
stability. Farm managers noted that leasing helped them
upgrade outdated equipment, which helped to reduce re-
pair and operation costs, and increase production volumes.
Many companies also pointed out that leasing programmes
helped them to adapt more quickly to changes in the mar-
ket, as the new fleet of equipment allowed them to improve
product quality and speed up seasonal work.

Transport companies expressed similar opinions on
the advantages of leasing, but emphasised that leasing has
become not just a way to update the fleet, but also an im-
portant tool for strategic planning. Financial managers of
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transport companies noted that the ability to flexibly plan
payments and update equipment with minimal budget
burden proved to be critical for business expansion. Many
logistics companies have been able to increase their cus-
tomer base through better and faster service through fleet
renewal using leasing. The executives noted that leasing al-
lowed them to compete with larger players in the market by
offering more flexible terms and reliable services. Leasing,
in their opinion, contributed to the long-term sustainabili-
ty of the business by reducing capital costs for the purchase
of equipment and increasing operational efficiency.

In the construction industry, representatives of com-
panies noted that leasing has become not only a means to
purchase equipment, but also an important tool to increase
competitiveness. The finance directors stressed that leas-
ing allowed companies to accelerate the implementation
of projects and reduce the risks associated with delays due
to the breakdown of outdated equipment. For construction
companies that work on large projects, meeting deadlines
is the most important factor in obtaining new contracts.
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Leasing, in their opinion, provided them with the opportu-
nity to remain competitive in the market, minimising capi-
tal investments, and providing high flexibility in the execu-
tion of contracts. They also noted that leasing programmes
have reduced the cost of maintenance of old equipment and
reduced equipment downtime, which has significantly im-
proved the profitability of projects.

In the manufacturing sector, although leasing transac-
tions are less common compared to other industries, rep-
resentatives of companies also noted the positive aspects
of using leasing. Manufacturing companies are more often
faced with the need for large long-term investments in
equipment modernisation, which makes leasing especially
attractive to them. Financial managers stressed that leasing
allowed them to maintain high technological equipment
and quickly adapt to changes in demand, which is espe-
cially important for enterprises operating in conditions of
fierce global competition. However, they also pointed to
a longer payback period for investments in the manufac-
turing sector, which makes the use of leasing a less opera-
tional tool compared to other industries. Nevertheless, the
companies noted that leasing allowed them to avoid large
one-time costs and reduce the financial risks associated
with the modernisation of production facilities. The study
showed that a number of large commercial banks operate
in the country, which provide a wide range of leasing ser-
vices. Each of these banks has developed its own leasing
programmes focused on various industries and customer
needs; however, the terms of leasing vary significantly de-
pending on the category of the enterprise, its financial sta-
bility and the specifics of its activities.

Ail Bank (2024) plays a key role in providing leasing
services for the agricultural sector, due to its specialisa-
tion in agriculture and support for farmers. The leasing
programme of this bank is aimed at providing access to
agricultural machinery, including tractors, combines, and
livestock equipment. The programme provides preferential
conditions for farmers, such as a lower interest rate and a
long loan repayment period. However, the analysis showed
that the main beneficiaries of this programme are medium
and large farms, since small farmers face high requirements
for collateral and creditworthiness. In addition, the interest
rate for such clients is often higher than for large companies,
which reduces the attractiveness of leasing for small agricul-
tural enterprises. It is important to note that many farmers
in remote regions of Kyrgyzstan have difficulty accessing
these programmes due to limited financial infrastructure.

Commercial Bank of Kyrgyzstan (2024) offers leasing
mainly for large and medium-sized enterprises in the field
of construction and logistics. The leasing programmes of
this bank are aimed at updating fleets, purchasing con-
struction equipment and cargo handling equipment. The
analysis showed that the bank imposes strict requirements
on the provision of collateral, and also focuses on custom-
ers with a high level of liquidity. The main disadvantage of
the programme is that small companies that do not have
significant collateral assets cannot take advantage of these
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offers. For example, small and medium-sized construc-
tion companies that participate in tenders for government
contracts face the problem of insufficient financing for the
purchase of equipment through leasing, which limits their
ability to compete with major players in the market.

Optima Bank (2024) provides a variety of leasing prod-
ucts for the trade, transport and industrial sectors. An im-
portant advantage of Optima Bank’s leasing programme
is the possibility of a flexible payment schedule, which is
especially important for companies with a seasonal nature
of business. For example, companies working in the field
of transport logistics can adjust their payment schedules
considering fluctuations in demand and seasonal peaks of
activity. Nevertheless, the bank places high demands on fi-
nancial reporting and business transparency, which makes
it difficult for small businesses without a stable financial
history to access programmes. Moreover, the study showed
that interest rates in Optima Bank vary between 10-14%,
which may be unaffordable for a number of enterprises
with low profitability.

Demir Bank (2024) and Halyk Bank (2024) are also
actively developing their leasing programmes, offering fi-
nancing for enterprises operating in the field of production
and trade. In particular, Demir Bank is focused on support-
ing the industrial sector by providing leasing for the pur-
chase of production equipment, machine tools and produc-
tion lines. An analysis of the bank’s programmes has shown
that the lease term for industrial enterprises can range from
5 to 7 years, which is acceptable for many companies with
a long investment payback cycle. However, the main prob-
lems faced by enterprises include high requirements for the
minimum capital of the company and for collateral, which
limits the ability of small industrial companies to partic-
ipate in leasing programmes. In addition, the bank offers
programmes with a floating interest rate, which creates
additional risk for enterprises in conditions of economic
instability. Halyk Bank, for its part, offers several leasing
programmes aimed at small and medium-sized enterprises,
but the study showed that access to these programmes is
also limited. The bank requires significant assets as collater-
al and strict requirements for the solvency of the company.
The analysis showed that companies that are just starting
their activities or have an unstable financial history are
practically unable to take advantage of these offers. In ad-
dition, Halyk Bank’s leasing programmes rarely include
the possibility of subsidising interest rates, which makes
them less competitive compared to the offers of other
banks. Thus, the results of the study showed that despite
the availability of various leasing programmes provided
by leading banks in Kyrgyzstan, small and medium-sized
enterprises face a number of barriers limiting their access
to these services. The main problems are related to high
requirements for creditworthiness, collateral and insuffi-
cient government support. In order to improve access to
leasing programmes for such enterprises, it is necessary to
develop more flexible conditions adapted to the specifics
of small and medium-sized companies, and strengthen
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government subsidies for leasing to stimulate its use in key
sectors of the economy.

The regulatory framework plays a crucial role in the
development and regulation of leasing transactions in
Kyrgyzstan. Leasing legislation provides clear rules and
conditions that ensure the protection of the rights of all
parties involved in the transaction, and also contributes to
the development of this financial instrument among small
and medium-sized enterprises. The study revealed that the
success of leasing programmes in various industries large-
ly depends on current legislation and existing government
support programmes that provide access to leasing services
even for those enterprises that are experiencing financial
constraints. The key regulatory act regulating leasing in
Kyrgyzstan is the Law of the Kyrgyz Republic No. 95, which
established the legal framework for leasing transactions,
defining the rights and obligations of the parties involved
in the leasing agreement. This law provided clear rules for
the implementation of leasing operations, which increased
trust between lessors and lessees. As a result, companies
gained access to financial instruments that allowed them
to upgrade fixed assets and increase production capacity
without having to borrow expensive loans. The Law of the
Kyrgyz Republic “On State Support for Small Business” has
also had a significant impact on expanding access to leas-
ing services. This law provided additional financial mecha-
nisms that facilitated enterprises’” access to preferential leas-
ing programmes, giving them the opportunity to modernise
assets without excessive debt burden. Consequently, many
small and medium-sized enterprises, especially in agricul-
ture and construction, have been able to use leasing to mod-
ernise their production facilities and expand their business.

In transport logistics, legal mechanisms have also con-
tributed to an increase in the use of leasing. Representatives
of transport companies noted that clear rules for conclud-
ing leasing agreements and protecting the rights of lessees
contributed to the spread of leasing programmes in this in-
dustry. The legislation has provided lessees with the oppor-
tunity to safely use leasing to upgrade their fleet, without
fear of excessive financial risks or unilateral changes to the
terms of the contract on the part of lessors. This is especial-
ly important for transport companies operating in highly
competitive conditions and the need for constant updating
of equipment to maintain competitiveness.

In the construction industry, companies also noted
that the regulatory framework gave them confidence in
using leasing as an effective tool for project management.
A clear legal framework has allowed construction compa-
nies to conclude leasing agreements on favourable terms
and timely update the equipment necessary to carry out
construction projects. This is especially important in the
context of changing project deadlines and the need for flex-
ible cost planning. Construction companies noted that, due
to leasing legislation, they were able to minimise financial
risks and improve production performance. However, de-
spite the positive impact of the legislation, companies from
various industries have identified a number of challenges.
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In particular, representatives of small enterprises noted
that access to leasing programmes can be difficult due to
complex credit requirements. Some farms indicated that,
despite the availability of subsidies, it is still difficult for
them to obtain approval for leasing, as banks and leasing
companies require strict compliance with financial indica-
tors and the availability of sustainable income. In the man-
ufacturing sector, representatives of companies noted that
the legal framework, although it creates conditions for leas-
ing transactions, requires further improvement in terms of
supporting long-term investments, since the payback peri-
od of equipment in this industry is much longer compared
to other sectors.

The identified problems underline the need for further
development of state support for the leasing sector. First,
it is necessary to expand existing subsidy programmes for
agro-industrial enterprises to cover more farmers, including
those who work in remote areas and have limited access to
financial services. Second, specialised support programmes
for industrial enterprises should be developed, which may
include subsidising interest rates, increasing the payback
period for investments, and reducing collateral require-
ments. Such programmes will help to make leasing more af-
fordable for companies with long investment return cycles,
which is especially important for the manufacturing sector.

Discussion

The results demonstrate the importance of leasing trans-
actions for business development in Kyrgyzstan, especially
in sectors such as agriculture, transport logistics, construc-
tion, and manufacturing. Leasing is an important financial
tool for upgrading equipment and improving the efficiency
of enterprises (Tsiomalchuk & Kireitseva, 2023). Howev-
er, to understand the importance of these conclusions, it is
necessary to analyse them in the context of international
experience and research by other authors.

The study shows a significant impact of leasing on
the productivity of agricultural enterprises in Kyrgyzstan,
where 90% of companies noted an increase in produc-
tion capacity and a 25-30% reduction in operating costs.
These data correspond to the conclusions of B. Rosz-
kowska-Madra & P. Lupinska (2022), and Z. Tongxin et
al. (2023), who investigated the use of leasing in agricul-
ture in developing countries. They found similar produc-
tivity gains and cost reductions in countries in Africa and
Southeast Asia. A comparison with their results confirms
that leasing is a universal tool that contributes to the mod-
ernisation of farms in conditions of limited access to tra-
ditional financing. This underlines the importance of fur-
ther development of leasing programmes in agriculture in
Kyrgyzstan to expand access to modern technologies and
increase the competitiveness of farmers.

In transport logistics, 85% of the companies that par-
ticipated in the study noted a reduction in equipment
maintenance costs and an improvement in the quality of
logistics services due to the renewal of the fleet through
leasing. These results are consistent with the findings of
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Y. Kaena (2022) and Q. Huang (2023), which showed that
leasing in South Korea allowed transport companies to re-
duce operating costs and improve delivery times. In both
cases, leasing has become an important tool for improving
the competitiveness of transport companies, especially in
the context of growing global trade. This comparison high-
lights the universal nature of leasing as a mechanism for
improving logistics operations, which is important for the
further development of the Kyrgyz transport sector and its
integration into international trade chains.

Additional data from the transport sector showed that
40% of the surveyed companies were able to significantly
reduce downtime and improve their customer service con-
ditions, which led to a 15-20% increase in the customer
base. The studies by Y. Chen & A. Zhang (2022), J. Hu &
D. Wang (2022), dedicated to transport logistics in Latin
America, revealed a similar trend: the use of leasing to up-
grade the fleet reduced the time for maintenance of equip-
ment and increased the overall reliability of the services
provided, which led to an increase in the number of orders.
The comparison confirms that leasing not only reduces op-
erating costs, but also directly affects the growth of the cus-
tomer base and business expansion, which underlines the
importance of its use for Kyrgyz transport companies seek-
ing to strengthen their positions in the market. The analysis
of the data showed that for construction companies in Kyr-
gyzstan, leasing not only contributed to reducing project
deadlines, but also allowed companies to attract new con-
tracts. About 65% of companies noted that due to the mod-
ernisation of equipment through leasing programmes, they
were able to participate in larger tenders and offer compet-
itive conditions, which was previously impossible due to
outdated equipment. The studies by E. Gurning et al. (2022)
and X. Tan et al. (2022), devoted to the construction in-
dustry in the United States, revealed similar results, where
leasing helped companies attract more large-scale projects
due to equipment upgrades. The comparison indicates that
leasing plays a strategic role not only in improving produc-
tivity, but also in increasing competitiveness at the industry
level, which is especially important for companies oper-
ating in the dynamically developing construction sector.

In the construction industry of Kyrgyzstan, 82% of
companies reported that the use of leasing allowed them
to reduce project deadlines by 20-25% and improve qual-
ity control of work. This coincides with the conclusions of
H. Chung (2022), K.U. Pasi et al. (2022), and F. Azmi (2022),
who investigated the impact of leasing on construction
companies in Eastern Europe and came up with similar
results. Their research showed that leasing allows con-
struction companies to effectively manage project risks and
modernise equipment in a timely manner. A comparison
of the data confirms that leasing is an important tool for
managing capital costs and increasing productivity in con-
struction projects, which underlines its importance for the
construction industry in Kyrgyzstan.

Kyrgyzstan’s manufacturing sector has shown a more
complex picture: 70% of companies noted the positive
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impact of leasing, but faced a longer payback period for
investments. These results correspond to the conclusions
of S. Karaman & I. Akverdi (2022), M. Lan & Y. Ju (2022),
who investigated leasing in the UK manufacturing sector
and noted that manufacturing enterprises often face a long
period of return on investment. This comparison indicates
the need to develop specialised leasing programmes for
companies with long investment cycles, which would im-
prove the conditions for using leasing in the manufacturing
sector of Kyrgyzstan and increase the attractiveness of this
financial instrument for industrial enterprises.

The data also revealed problems with the access of
small enterprises to leasing programmes. This was con-
firmed by M. Avi (2022), M. Jazzar (2023) and J. Ren et
al. (2023) who showed that small businesses in rural areas
of Eastern Europe also face difficulties in obtaining leases
due to strict credit requirements. A comparison with their
results highlights the need for Kyrgyzstan to develop more
flexible programmes that would allow small businesses
to use leasing more actively to modernise equipment and
increase production capacity. This is especially important
for agriculture and manufacturing, where small businesses
make up a significant proportion. The legislative frame-
work of Kyrgyzstan regulating leasing has had a significant
impact on its development, as revealed in the course of the
study. This was confirmed by S. Johan (2022), Q. Wang &
Z. Yang (2023) and D. Wang et al. (2023), and who not-
ed that countries with well-regulated legal norms demon-
strate a higher level of confidence in leasing transactions.
The Law of the Kyrgyz Republic No. 95, operating in Kyr-
gyzstan, created the legal conditions for concluding leasing
agreements, which significantly contributed to the growth
of leasing use in the country. A comparison of these results
highlights the importance of clear regulation of leasing ac-
tivities to ensure the growth of confidence in this financial
instrument and its further dissemination among companies.

State programmes of subsidising leasing in agriculture
in Kyrgyzstan have shown their effectiveness, which was
confirmed by I. Shin & H. Lee (2022) in China. In both
cases, subsidised programmes allowed farmers to gain ac-
cess to modern technologies and improve production per-
formance. This comparison highlights the importance of
government support for the development of leasing in the
agricultural sector, especially in conditions of high cost of
machinery and lack of access to credit resources. The ex-
pansion of such programmes can contribute to the further
development of agriculture in Kyrgyzstan. An important
perspective for the development of leasing is the introduc-
tion of digital technologies. The studies by A. Ayoola &
A. Oluwafunmilayo (2022), and K. Hunsader et al. (2022)
have shown that digitalisation of leasing processes can
significantly speed up the conclusion of transactions and
increase the transparency of transactions. This process has
not yet become widespread in Kyrgyzstan, but its imple-
mentation can significantly increase the availability of leas-
ing for small and medium-sized enterprises. Comparison
with international experience shows that digitalisation is a
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promising direction for optimising leasing processes and
adapting them to the needs of modern business.

Thus, the results of the study show that leasing has a
significant impact on business development in Kyrgyzstan,
especially in sectors such as agriculture, transport logistics
and construction. However, there are challenges, such as
limited access of small enterprises to leasing programmes
and long payback periods in the manufacturing sector.
Comparison with international studies highlights the uni-
versality of leasing as a tool for business modernisation,
but also points to the need for further improvement of the
legal framework, expansion of government support pro-
grammes, and the introduction of digital technologies to
improve the efficiency of leasing in Kyrgyzstan.

Conclusions

The study showed that leasing transactions have a signif-
icant impact on the modernisation of enterprises in Kyr-
gyzstan, especially in sectors such as agriculture, transport
logistics, construction, and manufacturing. In agriculture,
90% of the surveyed enterprises noted a 25-30% increase in
productivity after using leasing to purchase equipment. In
transport logistics, 85% of companies reported a 12-18%
reduction in operating costs, and a 15-20% increase in the
customer base. In the construction industry, 82% of com-
panies have reduced project deadlines by 20-25% due to the
renewal of heavy machinery through leasing. In the manu-
facturing sector, 70% of enterprises recorded an improve-
ment in production capacities, but it was revealed that the
payback period for investments here is 5-7 years, which
significantly exceeds similar indicators in other industries.

The findings of the study emphasise that the existing
leasing programmes offered by banks in Kyrgyzstan sig-
nificantly contribute to business modernisation, but they
are mainly focused on medium and large enterprises. Small
companies, especially in the agricultural and industrial
sectors, face difficulties in accessing leasing services due
to high collateral and creditworthiness requirements. Al-
though banks such as Ail Bank offer preferential terms for
the agricultural sector, the programmes are mainly focused
on larger farms, leaving small farms without access to leas-
ing. Similar problems are observed in the programmes of
Commercial Bank of Kyrgyzstan, Optima Bank, Demir
Bank, and Halyk Bank, where strict asset requirements and

high interest rates make leasing less affordable for small
and medium-sized companies. The results also revealed the
need to increase the role of the state in subsidising leas-
ing, especially for enterprises in remote regions and sectors
with a high need for modernisation. In the long term, to
increase the availability of leasing, it is necessary to develop
more flexible conditions and expand government support
programmes, which will allow small and medium-sized en-
terprises to actively use leasing to modernise and increase
their competitiveness

These results confirm the importance of leasing as a
mechanism to stimulate business growth, increase its ef-
ficiency and competitiveness. However, there remains the
problem of limited access to leasing programmes for small
businesses, especially in rural areas. In agriculture, many
small businesses face high credit requirements, which makes
it difficult for them to access leasing programmes. To solve
this problem, it is recommended to introduce subsidised
programmes that will reduce the financial burden on small
companies, and the development of more flexible conditions
for manufacturing companies with a long payback period.

The recommendations include improving conditions
for access to leasing programmes through government
support and the introduction of digital technologies, which
will simplify the processes of concluding leasing transac-
tions and increase their transparency. The introduction
of digital platforms can help accelerate the conclusion of
contracts, improve communication between lessors and
lessees, and attract more small businesses to participate in
leasing programmes.

Limitations of the study include the fact that it only
covered companies already using leasing. This does not
allow considering the reasons why other companies avoid
leasing services. In the future, it is necessary to investigate
in more detail the barriers to access to leasing and analyse
the factors influencing the refusal to use it, and to assess
the impact of various forms of government support on the
effectiveness of leasing programmes.
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AHoTauifi. MeTol0 IIbOTO JOCII/PKEHHS Oy/lI0 BU3HAYUTY, AK JI3MHIOBI Yrogyu CHpUAIOTb MOJAepHisanil 6isHecy B
Kupruscrani. Y pamMkax HOCTiI>KeHHA OyIM BMKOPUCTAaHI METOHY ONMTYBaHb i HaNiBCTPYKTYPOBaHMX iHTepB'I0 3
IIpefCTaBHMKAMY KOMIIaHill, Mic/iA 4oro OyB IIpOBefjeHMII CTaTUCTUYHUI aHaIi3 310paHNX JaHNX [JI1 BUSHAYCHHA 3MiH
y NPORYKTUBHOCTI, €KCIUTyaTalliffHNX BUTpATax i TepMiHaX OKYMHOCTI iHBecTmiil. 30kpema, pe3y/nbTaTi IIOKa3asu,
mo 90 % ONMMUTAaHMX CiTbCbKOTOCIOJaPChbKUX MiJIIPUEMCTB BifJ3HAYMIN 3POCTAaHHA NPOAYKTUBHOCTI Ha 25-30 % micma
BMKOPUCTAHHA JI3UHIY JyIA IpUOaHHA TeXHIKM, o 6y/I0 MifiTBep/KeHO aHaIi30M JJaHNX IIPO CKOPOYEHHA BUTPAT Ha
PEMOHT i 00C/IyroByBaHHA CTaporo o6IagHaHHA. Y TPaHCIOPTHIN ynoricTuii 85 % KOMIaHil BKa3aay Ha 3HVDKCHHA
€KCIUTyaTalifiHMX BUTPAT i IOJIMNIIEHHA JIOTICTMYHMUX IIPOLIECIB 3aBJAKM OHOBJIEHHIO aBTOIIAPKY Yepes JIi3MHIOBI
IIPOTpaMy, IO CIPYAIO TAKOX 301/IbIIEHHIO K/IIEHTChKOI 6a3u Ha 15-20 %. Y 6yniBe/nbHil raysi BUKOPUCTaHHA JTi3MHTY
Iayo 3Mory 82 % KOMIIaHill CKOpOTUTM TePMiHU BUKOHAHHA IPOEKTIB Ha 20-25 %, 150 Oy/10 1MoB'A3aHO 3 NpUAOaHHAM
Yyepe3 JI3VHI HOBOI OyAiBenbHOI TeXHIiKM, 3[aTHOI IPUCKOPUTU BUKOHAHHA POOIT i HifBUINUTH AKiCTh IPOEKTIB. Y
BUPOOHIYOMY cekTopi 70 % KOMIIaHiil IIOBiOMIIIN PO NO3UTUBHUIL BIUIMB JIi3MHTY Ha IXHi BUpOOHNYI IOTY>XHOCTI,
mporte Oyl10 BUABICHO TPUBAIIINIT TepMiH OKYIHOCTI iHBecTUIiil, o IOTpeOye po3pobieHHs clellializoBaHMX
JI3MHTOBYUX IIporpaM 3 OiIbII THYYKVMM YMOBaMM I IPOMMCIOBUX IifIpUEMCTB. Pe3ynbraTy ROCTIIKeHHA
iITBePIKYIOTh BXX/IMBY POJIb JTi3MHTIY K (iHAHCOBOTO iHCTPYMEHTY M1 MofiepHisanil mignpuemcts y Kupruscrasi,
aJle TAaKO>XK BUABJIAIOTh HEOOXITHICTD MOJIMIIEHHA JOCTYITYy Ma/IMX IiAIIPUEMCTB IO JTi3MHIOBYX IIPOrpaM Ta afanranii
YMOB /I CEKTOPIB i3 TpUBa/IMM iHBeCTULITHIM IMK/IOM, TAKMX AK BUPOOHUIITBO
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Scientific Bulletin of Mukachevo State University. Series "Economics”, 11(3)

\
\\\\\s


https://orcid.org/0000-0001-9270-1522
https://orcid.org/0000-0002-2695-1619
https://orcid.org/0000-0003-3764-5307
https://orcid.org/0000-0002-1462-0433
https://orcid.org/0009-0006-0836-883X

Scientific Bulletin
of Mukachevo State University

Series
Economics

Volume 11, No. 3, 34-46
Journal homepage: https://economics-msu.com.ua/en

UDC 334.711:338.33
DOI: 10.52566/msu-econ3.2024.34

Impact of diversification on strategic business management

Kateryna Buzhymska*

PhD in Economics, Associate Professor
Zhytomyr Polytechnic State University
10005, 103 Chudnivska Str., Zhytomyr, Ukraine
https://orcid.org/0000-0002-4196-7993
Iryna Tsaruk

PhD in Economics, Associate Professor
Zhytomyr Polytechnic State University
10005, 103 Chudnivska Str,, Zhytomyr, Ukraine
https://orcid.org/0000-0002-9628-3257
Svitlana Biriuchenko

PhD in Economics, Associate Professor
Zhytomyr Polytechnic State University
10005, 103 Chudnivska Str., Zhytomyr, Ukraine
https://orcid.org/0000-0002-6340-8607
Olha Pashchenko

PhD in Economics, Associate Professor
Zhytomyr Polytechnic State University
10005, 103 Chudnivska Str., Zhytomyr, Ukraine
https://orcid.org/0000-0002-5003-8977
Ihor Svitlyshyn

PhD in Economics, Associate Professor
Zhytomyr Polytechnic State University
10005, 103 Chudnivska Str., Zhytomyr, Ukraine
https://orcid.org/0000-0002-3177-7774

Received:19.04.2024, Revised: 26.07.2024, Accepted: 25.09.2024
Suggested Citation: Buzhymska, K., Tsaruk, I., Biriuchenko, S., Pashchenko, O. & Svitlyshyn, I. (2024). Impact of

diversification on strategic business management. Scientific Bulletin of Mukachevo State University. Series “Economics”,
11(3), 34-46. doi: 10.52566/msu-econ3.2024.34.

@ Copyright © The Author(s). This is an open access article distributed under the terms of the
Creative Commons Attribution License 4.0 (https://creativecommons.org/licenses/by/4.0/)

*Corresponding author


https://orcid.org/0000-0002-4196-7993
https://orcid.org/0000-0002-9628-3257
https://orcid.org/0000-0002-6340-8607
https://orcid.org/0000-0002-5003-8977
https://orcid.org/0000-0002-3177-7774
https://economics-msu.com.ua/en

Buzhymska et al.

Abstract. This study focuses on analysing the role of diversification as a tool that enables businesses to adapt to changes
in the external environment, mitigate risks, and ensure sustainable development. The study explores the main types of
diversification: horizontal, vertical, concentric,and conglomerate. Each type of strategy has its own distinct characteristics,
benefits, and risks. Horizontal diversification allows companies to expand their product range by utilising existing
resources and knowledge, facilitating rapid entry into new markets. Vertical diversification offers the opportunity to
control the supply chain or distribution channels, reducing reliance on external partners and enhancing operational
efficiency. Concentric diversification enables companies to expand their business by leveraging existing competencies
and technologies, thereby minimising risks. Conglomerate diversification, although the most risky, allows businesses
to enter new industries unrelated to their core operations, potentially increasing profits. Successful use of different
diversification strategies to achieve market leadership is illustrated by companies such as Disney, Tesla, and Mironivsky
Hliboproduct (MHP). Tesla employed all types of diversification, controlling every stage of the production of its electric
vehicles, including the creation of infrastructure for charging stations. Disney also implemented diversification by
expanding its presence through the acquisition of studios, the development of theme parks, and the launch of streaming
services. MHP demonstrated examples of diversification by controlling the entire production chain from raw materials
to finished products, while also expanding its range of meat products. The conclusion emphasises the importance
of a cautious and well-considered approach when selecting a diversification strategy, considering available resources,
market opportunities, and the specific characteristics of the business. Successful implementation of a diversification
strategy allows companies not only to reduce risks but also to strengthen their position in the face of volatile economic

conditions and competitive pressure

Keywords: business strategies; risk management; market expansion; financial performance; competitiveness

Introduction

The current business environment is characterised by rap-
id changes in external conditions, intensified competition,
and continuous technological innovations. Enterprises are
compelled to seek new approaches to maintain their com-
petitiveness and ensure sustainable development. One of
the most effective methods that allows businesses to adapt
to change and minimise risks is diversification. Diversifi-
cation involves expanding the business by entering new
markets and developing new products or services, which
provides an opportunity to reduce dependence on a single
source of income or market.

The relevance of this subject is driven by the fact that
contemporary enterprises increasingly face market insta-
bility, which demands flexibility in management and stra-
tegic planning. In both global and Ukrainian economies, a
substantial number of companies adopt diversification as a
means of protection against economic crises, fluctuations
in demand, and industry changes. This makes the impact of
diversification on strategic management an important sub-
ject for investigation. The issue lies in the fact that diversi-
fication does not always yield the expected results. Poorly
planned and implemented diversification strategies can lead
to the dispersion of resources, a loss of focus on the com-
pany’s core competencies, and, consequently, a reduction in
its effectiveness (Hlushko, 2024). It is essential to examine
which forms of diversification are most effective for spe-
cific types of enterprises and the factors that contribute to
the successful implementation of diversification strategies.

From a theoretical perspective, diversification is a key
component of strategic management. It encompasses var-
ious approaches, such as horizontal, vertical, concentric,
and conglomerate diversification. Each of these types has
its own advantages and disadvantages, which affect the
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company’s activities in different ways. Horizontal diversifi-
cation involves entering new markets with similar products,
while vertical diversification entails integrating production
or distribution processes. Concentric diversification focus-
es on using existing competencies to explore new business
areas, whereas conglomerate diversification involves ven-
turing into entirely new fields of activity. Thus, the impact
of diversification on a company’s strategic management is a
multifaceted process that requires careful analysis and con-
sideration of the specific characteristics of each enterprise.

Researchers provide varying interpretations of the di-
versification process, focusing on different aspects of its im-
pact on businesses. S. Bojnec & K. Knific (2021) consider
diversification a key element for the long-term survival and
growth of enterprises. They emphasise that well-planned
diversification helps companies adapt more rapidly to
changes in the market environment and increases their
resilience to external challenges. M. Ilchuk et al. (2023)
highlight that diversification is an effective tool for growth
through expansion into new sectors. In their view, the suc-
cess of diversification depends on the company’s ability to
manage new divisions efficiently. G. Fuertes et al. (2020)
also underscore the importance of strategic planning in the
context of diversification. The authors stress the necessity
of a thorough analysis of internal and external factors af-
fecting the enterprise, particularly its resources and com-
petitive advantages. A. Nagli¢ et al. (2020) propose consid-
ering diversification through the lens of a product-market
matrix, distinguishing strategies for entering new mar-
kets, developing new products, and diversification itself.
M.S. Oladimeji & I. Udosen (2019) view diversification as
crucial for building competitive advantages. They empha-
sise that this strategy can strengthen a company’s market
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position through the integration of related businesses or
by leveraging existing resources in new areas. H. Le (2019)
examined management aspects in enterprises implement-
ing diversification, noting that its success depends on the
ability to achieve synergy between different business areas.
J. Wu et al. (2020) analysed the relationship between diver-
sification and company performance, finding that diversi-
fied companies can achieve higher profitability if their new
business areas complement the core business.

O. Zghurska et al. (2021), in turn, explored market
structures and strategic interactions between companies
under conditions of diversification, suggesting that it can
offer additional advantages in new markets while simul-
taneously raising entry barriers for other market partici-
pants. T. Sohl et al. (2020) highlight the importance of mar-
ket analysis before implementing a diversification strategy.
The authors indicate the need to consider shifts in consum-
er preferences and market conditions to avoid inefficient
investments in new products or markets. E. Sobczak and
D. Gluszczuk (2022) focus on the role of innovation in the
diversification process, arguing that innovative diversifica-
tion can become a driving force for economic growth by
creating new markets and products.

Various authors confirm the importance of diversifi-
cation as a strategic management tool. However, its effec-
tiveness depends on several factors, including the compe-
tencies of the enterprise, market conditions, and the ability
of a company to manage diverse areas of activity. Despite
the numerous studies dedicated to diversification, there re-
main several aspects that are under-researched. There is a
lack of comprehensive studies that analyse the impact of
different types of diversification (horizontal, vertical, con-
centric, and conglomerate) on the effectiveness of strategic
management in turbulent market environments. Another
issue relates to the assessment of risks and potential nega-
tive consequences of unsuccessful diversification.

The purpose of this study is to evaluate the impact of
various types of diversification on the strategic manage-
ment of enterprises, considering the risks and opportuni-
ties for companies of different sizes in a dynamic market
environment. The objectives of the study are to assess the
risks and potential negative outcomes of diversification on
operational efficiency and to identify the key factors for
the successful implementation of diversification strategies
across different industries.

Materials and Methods

This study is based on a comprehensive approach to ana-
lysing diversification strategies, using leading international
companies such as Disney, Tesla, and the Ukrainian agri-
business company “Myronivsky Hliboproduct” (MHP) as
case studies. Both general scientific and specialised eco-
nomic methods of analysis were employed. The primary
approach was content analysis, which allowed for the col-
lection and systematic review of a large volume of second-
ary data, including publications, annual company reports,
financial indicators, and analytical reviews. These materials

Scientific Bulletin of Mukachevo State University. Series "Economics”, 11(3)

were obtained from publicly available sources, such as re-
ports from Disney (2024), Tesla (2024), and MHP (n.d.),
as well as analytical data from financial platforms such as
Macrotrends (2024a; 2024b). Data collection and analysis
were conducted through qualitative analysis of secondary
sources, enabling a focus on the key aspects influencing
the selection and implementation of diversification strat-
egies by companies.

The next step of the study involved using comparative
analysis to examine different types of diversification strat-
egies, including horizontal, vertical, concentric, and con-
glomerate diversification. The comparative method allowed
for the analysis of different approaches to diversification
across three companies from distinct industries, highlight-
ing their common features and differences. The selection of
Tesla, Disney, and MHP was driven by the diversity of their
activities and the successful application of diversification
strategies, providing a detailed examination of the advan-
tages and risks associated with each type of diversification.

The case study method was employed for an in-depth
analysis of specific examples of diversification in each
company. Tesla was examined in terms of vertical diver-
sification, allowing the company to control all stages of
electric vehicle production and service, from raw materi-
al procurement to the sale of the final product. Moreover,
Tesla’s horizontal diversification in energy solutions, such
as the production of solar panels and batteries, was also
explored. In the case of Disney, the study covered hori-
zontal, vertical, and conglomerate diversification, which
spans across various media platforms, the entertainment
industry, and other sectors, contributing to the company’s
global growth and expansion into different markets. MHP
was selected as an example of a company employing con-
centric and vertical diversification, controlling all stages of
production from raw material cultivation to the manufac-
turing and sale of the final product.

To identify the risks associated with diversification
strategies, a systems analysis method was utilised, enabling
the identification and assessment of potential threats that
may arise when implementing new business areas. Specifi-
cally, risks such as increased management complexity, loss
of focus on core business, rising costs, and the potential
negative impact on the company’s overall strategy were an-
alysed through the examples of the companies under con-
sideration. The analysis of both successful and unsuccess-
tul diversification cases helped identify key success factors,
such as the availability of resources, synergy between new
and core business activities, and a deep understanding of
market conditions.

Through a comprehensive approach to analysis, the
use of various methods, and the examination of specific
company case studies, systematic data on the effectiveness
of different diversification strategies was obtained.

Results

Diversification is a vital strategy employed by businesses
to reduce risks, expand markets, and ensure sustainable
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growth. Its essence lies in the expansion of business activi-
ties through the introduction of new products, services, or
entry into new markets, allowing a company to reduce its
dependency on a single source of revenue. There are several
main types of diversification, each with its own characteris-
tics, risks, and advantages.

Horizontal diversification is the most common strategy
among businesses aiming to enter new markets closely re-
lated to their core activities. This involves the development
of new products or services that are similar to the primary
operations of a company and can be marketed to existing
customers. Horizontal diversification enables businesses to
leverage their existing resources, knowledge, and market
channels for a swift market entry or to attract new consumer
groups (Dhir & Dhir, 2015). This strategy is particularly ef-
fective for firms with strong market positions and significant
brand equity. A successful example of horizontal diversifica-
tion is Apple, which started with the production of com-
puters and gradually expanded its product range to include
smartphones, tablets, watches, and other electronic devic-
es, maintaining a strong connection between its products.

Vertical diversification involves a company expanding
either upstream or downstream along the value chain. It
can take two forms: backward integration, where a com-
pany begins to control the supply of raw materials or com-
ponents for its own production, and forward integration,
where the firm takes control of the distribution or sale of
its products. This strategy allows businesses to reduce their
dependence on suppliers or intermediaries and enhance
control over product quality and operational costs (Block et
al., 2016). For instance, car manufacturer Tesla has actively
pursued vertical diversification by controlling battery pro-
duction and distributing its electric vehicles through its
own network of stores.

Concentric diversification refers to the expansion of
a business based on existing competencies, technologies,
or market positions. A company employing concentric
diversification seeks to develop new products or services
that complement its core business. This form of expan-
sion is based on the firm’s existing resources or expertise,
making it less risky compared to other forms of diversi-
fication (Kim et al., 2017). For example, Samsung, which
initially focused on electronics, utilised its research and de-
velopment capabilities to enter the home appliance market,
complementing its primary business.

Conglomerate diversification is the riskiest strategy, as
it involves expanding a company into entirely new indus-
tries that are unrelated to its core activities. This approach
often arises when a company seeks to diversify its invest-
ments or mitigate risks associated with a downturn in its
primary sector. While conglomerate diversification can
yield high returns, it is also fraught with significant risks
due to a lack of experience in the new field (Nguyen, 2018).
A notable example of this strategy is the General Electric
Corporation, which has expanded its operations into var-
ious sectors — from aviation to financial services - moving
beyond its initial focus on electronics.
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Diversification plays a crucial role in ensuring the re-
silience of a company in the market, particularly in the face
of intense competition and rapid changes in the economic
environment. One of the primary advantages of diversifi-
cation is the reduction of dependence on the core business.
For companies operating in highly competitive markets or
unstable conditions, diversification allows for risk distribu-
tion by entering new sectors or developing new products
(Kotsenko et al., 2023).

Another important factor is the creation of synergy
among different business lines. Diversification can help
companies generate synergistic effects between various
products or services, enhancing overall efficiency and re-
ducing costs. For instance, horizontal diversification allows
the utilisation of shared resources, such as production ca-
pacities, distribution channels, marketing efforts, or re-
search and development, to serve multiple markets simul-
taneously. This enables a company to increase profitability
by making more effective use of its existing assets (Chen et
al., 2019). Moreover, synergy can manifest in the form of
cross-selling, where products or services from one business
segment contribute to increased sales in another segment.

Enhancing a company’s innovative potential through
diversification is also a critical component of competitive-
ness. Expanding into new areas encourages companies to
adopt innovative technologies and processes, which im-
proves the quality of products or services and meets new
consumer demands. Firms that actively engage in diversi-
fication can implement innovations across multiple sectors
simultaneously, thereby increasing their chances of future
success. For example, Google, which began as a search en-
gine, has leveraged diversification in artificial intelligence,
mobile platforms, and autonomous vehicles to secure lead-
ing positions in various technological fields.

Diversification can serve as an effective means of
strengthening a brand. Entering new markets or creating
new products allows companies to extend their brand in-
fluence and enhance brand recognition among diverse
consumer groups. This enables the company to increase its
market share and strengthen relationships with customers.
Successful expansion of product or service offerings can
solidify a company’s reputation as a leader in its industry,
fostering greater trust among its clientele (Shim, 2019).

Despite the numerous advantages, diversification as a
business development strategy has its drawbacks. Each type
of diversification is accompanied by specific risks that can
affect the success of a company. These risks may include
increased management complexity, loss of focus, financial
expenditures, and potential negative consequences for the
overall business strategy. Expanding product offerings can
lead to the dilution of a company’s resources, especially if
new products require substantial investments in research,
development, or marketing (Holzmayer & Schmidt, 2020).
When a company attempts to occupy multiple market
niches simultaneously, it risks losing its key competitive
advantages in its core business. For example, Kodak, once
a leader in the photography industry, tried to diversity its
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business by investing in digital technologies and other sec-
tors but ultimately lost its market position due to insuffi-
cient attention to the major changes in the photography
industry (Menezes & Pinto, 2022).

Furthermore, diversification can lead to product “can-
nibalisation”, where new products or services begin to
compete with existing products from the same company,
resulting in decreased sales. This can become problematic
if the company is unable to manage its product portfolio
effectively and avoid duplication or market saturation with
similar offerings. One of the main disadvantages of vertical
diversification is the increase in management complexity.
Taking control of new parts of the supply chain or sales
process necessitates that a company possesses in-depth
knowledge of these processes and adequate resources to
manage them. Expanding into new areas of activity may re-
quire significant investments in infrastructure, personnel,
and technology, which do not always justify expectations.
For example, companies seeking to control the entire pro-
duction process, from raw materials to the sale of the final
product, may encounter challenges in effectively managing
all links in this process. Vertical diversification can also re-
duce the flexibility of a company. Controlling a large part
of the supply chain makes a company more dependent on
its internal processes, potentially complicating its ability to
adapt to external market changes.

An important concern with concentric diversification
is the risk of excessive reliance on existing competencies.
A company that focuses too heavily on leveraging its own
technologies or expertise may miss out on innovations or
radical changes in the industry. For instance, firms invest-
ing in the development of new products based on their con-
ventional competencies may find that these new products
do not meet the needs of the contemporary market (Fan
& Xiao, 2023). This can limit a company’s adaptability and
lead to a loss of market position. Even if a company utilises
its existing resources, the development and launch of new
products still require investment. If new products fail to
meet expectations, this can result in severe financial losses.

The primary drawback of conglomerate diversification
strategies lies in their high level of uncertainty. When a
company enters unfamiliar markets, it faces difficulties as-
sociated with a lack of experience, knowledge, and contacts
in the new sector. This increases the risks of making poor
management decisions, underestimating costs, or misun-
derstanding the complexities of the new area of operation.
Conglomerate diversification can also lead to the dispersion
of managerial resources (Bellon et al.,, 2020). Managing
completely disparate businesses requires specialised knowl-
edge and different approaches, complicating the overall
management of the company. In addition, the emergence
of new, unrelated businesses can dilute the strategic focus
of the company, diminishing its capacity to concentrate its
efforts effectively on its core areas of activity.

The Walt Disney Company is one of the most prominent
examples of successful business diversification. Its trans-
formation from an animation studio into a global media
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giant illustrates how a well-planned diversification strate-
gy can lead to tremendous success. Throughout its history,
Disney has employed various forms of diversification, in-
cluding horizontal, vertical, and conglomerate strategies.

Disney began its operations as a producer of animated
films, but over the decades, the company has actively di-
versified its business by acquiring other studios and devel-
oping new products for diverse audiences. In 2006, Disney
acquired Pixar, the studio behind animated blockbusters
such as Toy Story, Finding Nemo, and Cars, for USD 7.4
billion. This acquisition significantly strengthened Disney’s
position in the animation market, resulting in a series of
successful film projects and increased profitability. Fur-
thermore, Disney acquired Marvel Entertainment for USD
4 billion, gaining access to a vast array of comic book char-
acters and franchises. The Marvel Cinematic Universe has
emerged as one of the most successful media projects in his-
tory, generating over USD 25 billion at the global box office.
This expanded Disney’s audience reach and substantially
solidified its position in the global entertainment market. In
2012, Disney also acquired Lucasfilm for USD 4.05 billion,
which included rights to the Star Wars and Indiana Jones
franchises. Star Wars remains one of the most lucrative fran-
chises worldwide, and the release of new films and series
has helped Disney maintain audience interest for decades.

In addition to focusing on content creation, Disney
has also actively worked to expand its distribution and
infrastructure to deliver entertainment through various
channels. One of the most successful avenues of vertical
diversification for Disney has been the establishment of
theme parks. The first Disneyland Park opened in Califor-
nia in 1955, and over the following decades, the company
launched several other parks in the USA, Europe, and Asia,
including Disney World in Florida, Disneyland Paris, To-
kyo Disneyland, and Shanghai Disney Resort. These theme
parks have become significant revenue sources, attracting
millions of visitors each year. In 2022, revenues from the
parks and resorts exceeded USD 28 billion. The stream-
ing service Disney+ was launched in November 2019 and
achieved 100 million subscribers within two years, with
numbers exceeding 160 million by 2023. Disney+ has po-
sitioned the company strongly in the digital media market,
enabling it to compete with Netflix and Amazon Prime
Video. In 1996, Disney acquired the ABC television net-
work, granting it access to a vast array of television chan-
nels and sports broadcasting through ESPN. This presence
in television has allowed Disney to control the distribution
of its content across various media platforms.

Over time, Disney has also begun to actively develop
areas not directly related to media or entertainment. The
company has become a significant player in innovation and
new technologies, investing in the development of techno-
logical solutions for entertainment. This includes not only
streaming services but also the use of artificial intelligence,
virtual reality, and augmented reality to enhance customer
engagement. Revenue and profit figures for the company
are presented in Figure 1.

¥
\\\\»s



Buzhymska et al.

100
80

60
40,9 423

HII.I.

8,1

6,1 3

-20

525 556 551

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

96 g54 674

88,9
82,7
12,6 811,1
2 W31 B2,
-2,9

® Revenue
= Net profit

N

Figure 1. Revenue and profit of Disney from 2009 to 2023 (in billion USD)
Source: developed by the authors based on data from Macrotrends (2024a)

From 2009 to 2023, Disney demonstrated stable
growth in revenue and profits, attributable to success-
ful diversification and business expansion, particularly
through the acquisition of major franchises such as Mar-
vel and Lucasfilm and opening new theme parks. How-
ever, the COVID-19 pandemic in 2020 caused a decline
in revenue and resulted in a net loss for the first time in
decades. Following this, the company began a gradual re-
covery, and although revenues reached record levels in
2023, net profit remained below the peak figures of 2018-
2019, potentially indicating increased expenditures on
streaming services and other new initiatives.

Tesla is one of the most notable examples of an in-
novative company that has leveraged diversification to
establish a new standard within the automotive, energy,
and technology sectors. Founded in 2003, Tesla has be-
come a pioneer in electric vehicle production and has
expanded its operations into various markets through di-
verse diversification strategies. Since its inception, Tesla
has impacted multiple industries and is now viewed as
a leader in the transition towards more environmentally
sustainable technologies.

One of the initial instances of Tesla’s diversification
was the expansion of its electric vehicle lineup, which
enabled the company to penetrate various segments of
the automotive market. The first car of the company,
the sporty electric Roadster, was released in 2008 and
demonstrated the potential of high-performance electric
vehicles with significant driving range. It demonstrat-
ed the potential of electric vehicles with high perfor-
mance and long driving range. The launch of the Model
S marked the beginning of mass production for premium
electric vehicles. This sedan gained popularity due to its
extensive range (up to 600 km on a single charge), inno-
vative autopilot features, and high performance, helping
Tesla to establish a reputation as a technological leader.
The company continued its diversification by releasing
the Model X crossover, which became the first electric
sport utility vehicle with unique “falcon-wing” doors and
high safety ratings. The Model 3 emerged as a significant
breakthrough, allowing Tesla to enter the mass market
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with a more affordable electric vehicle. Model 3 became
the best-selling electric car globally, achieving remarka-
ble success due to its pricing, driving range, and extensive
array of technological innovations.

Tesla is actively pursuing vertical integration by con-
trolling both the manufacturing process and the infra-
structure for its electric vehicles and energy products. Te-
sla’s manufacturing plants, known as Gigafactories, play a
crucial role in the vertical diversification strategy of the
company. The first Gigafactory in Nevada was opened in
2016, and since then, the company has established several
such factories worldwide, including in China, Germany,
and Texas. These facilities enable Tesla to independent-
ly produce batteries and electric vehicles on a large scale,
thereby reducing costs and enhancing control over the
supply of components. Tesla has developed its own global
network of charging stations for its electric vehicles, which
has become a key aspect of its vertical integration strategy.
The Supercharger network allows Tesla drivers to quick-
ly charge their vehicles worldwide, facilitating the use of
electric vehicles and enhancing their appeal to consumers.

Tesla has also diversified into other high-tech sectors,
moving beyond conventional automotive manufacturing.
The company is a pioneer in the development of autono-
mous driving technologies. Its Autopilot system is among
the most advanced on the market, and the company con-
tinues to invest in the creation of fully autonomous vehi-
cles. Tesla collects data from millions of vehicles, which
helps to refine its artificial intelligence algorithms, a criti-
cal step towards developing driverless cars. In 2021, Tesla
announced the development of the Tesla Bot, a humanoid
robot designed to assist with routine tasks. This project
illustrates how the company aims to leverage its expertise
in artificial intelligence and robotics to enter an entirely
new market. Tesla is also expanding its operations into
commercial transport. The company introduced the Te-
sla Semi, an electric truck designed to reduce fuel costs
for logistics companies, as well as the Cybertruck, which
combines innovative design with high performance. Fig-
ure 2 illustrates the company’s revenue and profit from
2009 to 2023.
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Figure 2. Revenue and profit of Tesla from 2009 to 2023, USD billion
Source: developed by the authors based on Macrotrends data (2024b)

The figure demonstrates the evolution of the compa-
ny from a stage of significant losses to stable profits and
revenue growth. In its early years, Tesla faced financial
challenges, despite a gradual increase in revenue; how-
ever, 2020 marked a turning point when the company
achieved its first net profit, signalling the effectiveness of
its strategies. Subsequently, Tesla continued to exhibit im-
pressive financial growth, driven by the successful launch
of new vehicle models and expansion into new areas such
as battery production and energy solutions. Key factors
in this success included innovative technologies, expand-
ed manufacturing capabilities, and the ability to adapt
to market changes, allowing the company to emerge as a
leader in the electric vehicle sector.

MHP is one of the largest agro-industrial companies in
Ukraine, distinguished by its strategic diversification with-
in the agribusiness and food industry. Founded in 1998,
the company initially specialised in poultry production,
but over time expanded its business by employing various
diversification strategies to enhance its competitiveness in
both Ukrainian and international markets. MHP actively
pursues horizontal diversification, broadening its product
range and introducing new items to meet consumer de-
mands. The primary activity within the company remains
poultry production, but MHP has gradually begun produc-
ing other types of meat, such as pork and beef. This strategy
has enabled the company to mitigate risks associated with
fluctuations in demand for a single product type and attract
new consumers. MHP has introduced several proprietary
brands to the market, including “Nasha Ryaba”, “Piryatin’,
and “Smachna Sprava’, allowing it to secure competitive
positions in the retail sector. In response to the growing

demand for ready-to-eat meals and convenient food prod-
ucts, MHP has also invested in the production of meat
semi-finished products and prepared meals, enabling the
company to respond swiftly to shifts in consumer trends.

The company implements vertical diversification by
controlling most production stages, which provides it with
competitive advantages in the market. MHP owns and op-
erates its poultry farms, enabling it to control the quality of
raw materials, reduce production costs, and ensure supply
stability. The company also possesses agricultural enter-
prises that grow grains and feed crops essential for poultry
feeding. This vertical integration ensures stability in the
production process and reduces dependence on external
suppliers. MHP has its own facilities for processing meat
products, which helps to lower transportation costs and en-
hance business efficiency.

In addition to its agribusiness operations, MHP is ac-
tively expanding into new business segments. It is one of
the largest exporters of poultry in Ukraine, supplying its
products to over 50 countries worldwide, including Europe
and the Middle East. This allows the company to capitalise
on global demand and expand its market reach. MHP is
investing in renewable energy projects, particularly biogas
plants, enabling the company to utilise production waste
for energy generation. This initiative not only reduces costs
but also enhances the environmental profile of the compa-
ny. The company is actively implementing new technolo-
gies in agribusiness, including the automation of produc-
tion processes and innovative solutions to improve product
quality, which allows it to remain at the forefront of its in-
dustry. Figure 3 illustrates the revenue and profit of MHP
from 2009 to 2023.
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Figure 3. Revenue and profit of MHP from 2009 to 2023, USD million
Source: developed by the authors based on MHP reports (n.d.)
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The figure demonstrates the instability of profitability
against the backdrop of consistently rising revenues, which
is influenced by economic crises and global events, such as
war and pandemics. Following a period of steady growth
from 2009 to 2013, the company faced sharp losses during
the 2014 crisis. However, it gradually regained its position,
showing positive results until 2019. The negative impact of
the pandemic in 2020 and military events in 2022 led to
significant losses; nevertheless, in 2023, the company ex-
hibited signs of recovery, indicating stabilisation and a re-
turn to profitability.

For large companies with well-developed resources
and global opportunities, the diversification strategy must
be carefully considered in light of both current market con-
ditions and long-term prospects. Horizontal diversification
can be an effective strategy for companies that already pos-
sess strong positions in their primary market and seek to
expand their product or service offerings. This approach
allows companies to maximise their market share, reduce
risks associated with dependence on a single product, and
strengthen their competitive advantages. Vertical diversi-
fication can be beneficial for large corporations aiming to
control all stages of production, from raw materials to end
consumers. This control helps to lower costs, ensure quality
management, and enhance business efficiency. Global cor-
porations have the capacity to invest significant resources in
supply chain and production management, enabling them
to be more flexible in an unstable economic environment.

For medium-sized companies looking to expand their
business, concentric diversification is a suitable strategy.
This involves leveraging existing competencies and tech-
nologies to create new products or enter new markets re-
lated to the core activities of a company. Such an approach
minimises risks by capitalising on established experience
and knowledge. For instance, a company specialising in fur-
niture manufacturing may expand its operations into adja-
cent segments, such as producing interior accessories or of-
fering design services. However, medium-sized companies
should avoid excessive concentration of resources by enter-
ing too many new markets simultaneously. Gradual devel-
opment, utilising existing strengths and partnerships, is key
to success. Furthermore, conducting thorough market anal-
ysis prior to launching new products is essential to ensure
adequate demand and favourable conditions for growth.

Small companies should adopt a cautious diversifica-
tion strategy due to their limited resources and capabilities.
The best approach for them is adjacent or concentric diver-
sification, allowing them to develop within a familiar do-
main while utilising existing skills and resources. A small
business could, for example, offer new services or products
to its current customer base, thereby minimising risks and
maintaining stability. For small companies, it is also impor-
tant to focus on innovation and specialisation. It is crucial
for small enterprises to maintain financial flexibility, con-
trol costs, and avoid excessive investments in new areas
that may be risky or fail to meet short-term expectations.
In addition, it is important for small businesses to maintain
financial flexibility, control costs, and avoid over-investing
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in new destinations that may be risky or fall short of expec-
tations in the short term.

A strong corporate culture that fosters innovation,
openness to change, and collaboration encourages active
employee engagement in diversification processes. This,
in turn, can enhance motivation and employee involve-
ment, which is critical for the successful execution of new
projects. When employees feel that their contributions are
valued, they are more willing to embrace new ideas and
solutions, positively impacting the company’s adaptation to
new market conditions and reducing the risks associated
with diversification.

Discussion

Research on business diversification strategies highlights
their importance in risk reduction, market expansion, and
sustainable growth. The findings indicate several primary
types of diversification, each with its unique characteristics,
advantages, and risks. Horizontal diversification, the most
common strategy, allows companies to leverage their exist-
ing resources to enter new markets swiftly. This is particu-
larly significant for firms that already hold a strong market
position. For instance, Apple’s experience demonstrates
how diversification can help maintain competitive advan-
tages by introducing new products closely related to the
core business. P. Arte & J. Larimo (2022) emphasised hori-
zontal diversification as the most effective strategy during
economic instability. They argued that this approach ena-
bles companies to respond quickly to changes in demand
by using existing resources to launch new products. This
conclusion aligns with the findings obtained, where it is
also noted that horizontal diversification creates opportu-
nities for faster market entry. However, it can be contended
that this approach is not universally applicable, as in highly
competitive markets, horizontal diversification may fail to
deliver the desired results if the company lacks sufficient
resources to support new initiatives.

Vertical diversification, on the other hand, allows com-
panies to control more stages of the production process,
thereby reducing dependence on suppliers and intermedi-
aries. This is particularly relevant in the contemporary eco-
nomic environment, where quality and cost control are of
critical importance (Tiurina et al., 2023). For example, Tes-
la not only manufactures electric vehicles but also controls
battery production, enabling the company to reduce costs
and improve efficiency. A.W. Stevens J. Teal (2024) inves-
tigated the risks of vertical diversification. They argue that
this approach can lead to excessive managerial complexity,
hindering a company’s ability to respond swiftly to market
changes. The authors emphasised the need for a balance be-
tween production control and flexibility, highlighting that
excessive control may impede a company’s ability to adapt.
In this context, the present findings also acknowledge the
risks associated with vertical diversification, though they
focus more on quality control issues. This presents an
opportunity for further research: does the importance of
quality control truly outweigh the risks posed by manageri-
al complexity, as suggested by the author.
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Concentric diversification, which is based on leverag-
ing existing competencies, reduces the risks associated with
initial investments in new products. This underscores the
importance of innovation, as companies must be prepared
to adapt to changes in demand and implement new tech-
nologies. Samsung is a prime example of how a company
can successfully apply its technological expertise to expand
into new segments, such as home appliances. M.E. Widi-
ana & D. Amartani (2019) examined concentric diversifi-
cation, noting how it enables companies to remain within
their areas of expertise. They cited examples of successful
companies that expanded into new segments using existing
technologies. This approach is reflected in the current find-
ings, which emphasise the importance of concentric diver-
sification for medium-sized enterprises. J. Sahni & A.S. Ju-
hari (2019), on the other hand, focused on risk reduction,
whereas the present study highlights the potential for in-
novation, creating a degree of dissonance in approaches
to evaluating concentric diversification. On one hand, it is
possible to agree with the authors that risk reduction is a
critical aspect, particularly for companies with limited ex-
perience. However, the emphasis on innovation is equally
important, as growth opportunities may outweigh the risks
associated with new products if implemented thoughtfully.

Conglomerate diversification, involving entry into en-
tirely new industries, is the riskiest strategy. While it may
yield high returns, a lack of expertise in new sectors can
lead to significant losses. General Electric is an example of
a company that successfully diversified into various sec-
tors but encountered challenges due to a lack of sufficient
knowledge about the new markets it entered. L. Atieno &
O. Sangoro (2023) consider conglomerate diversification
the most hazardous but potentially rewarding strategy, par-
ticularly for companies with significant experience. They
also provided an example of a company that successfully
diversified into new industries but encountered financial
difficulties. Current results also highlight the risks of con-
glomerate diversification. In line with the authors™ conclu-
sions, it is crucial to highlight the importance of successful
experience in the execution of such a strategy. The current
findings also stress this point, demonstrating similarities in
the approach to risk assessment. It is also worth examining
examples of companies that diversified without adequate
expertise and subsequently failed.

Despite its numerous advantages, diversification has
its drawbacks. Increased management complexity, resource
dilution, and the risk of product cannibalisation can affect
a company’s success (Nogoibaeva et al., 2024). In particu-
lar, Kodak’s attempt to diversify into digital technologies
resulted in the loss of key competitive advantages due to
insufficient attention to its core business. Issues related to
vertical diversification also warrant discussion. Increased
managerial complexity can reduce a company’s flexibility
in responding to rapid market changes. Companies must
recognise that controlling all stages of production requires
substantial investment in human resources and technology,
as well as in-depth knowledge of new areas.
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V. Jafari-Sadeghi et al. (2021) highlighted the role of
technology in diversification strategies. They argue that
companies implementing new technologies have a high-
er chance of success in diversification. P.A. Balland et
al. (2019) also emphasised the importance of thorough
market research before implementing any changes. Current
findings underscore the importance of innovation, which
aligns with their conclusions, but technological aspects
are not as detailed as in the authors’ works. Technological
advancements can influence diversification strategies and
impact a company’s overall outcomes.

R.M. Lizares (2019) examined the impact of the exter-
nal environment on diversification strategies. He empha-
sises that changes in political, economic, and social con-
texts can significantly affect the success of diversification
strategies. The results also acknowledge the importance
of external factors, although the current study is more fo-
cused on internal capabilities.

For large companies with well-developed resources
and global reach, diversification strategies must account for
both current and long-term market conditions (Ilchuk et
al., 2023). Horizontal diversification can be an effective
strategy for strengthening market positions, while vertical
diversification enables cost reduction and increased quality
control. For medium-sized companies, concentric diversi-
fication, which leverages existing technologies, is more ap-
propriate (Kalchenko et al., 2018). Small enterprises should
approach diversification cautiously, choosing strategies that
allow them to maintain financial flexibility and avoid ex-
cessive investment in new, high-risk ventures. J.C. Alves et
al. (2020) argued that small businesses should avoid risky
diversification strategies and focus on strengthening their
core products. They provided examples of small companies
that failed due to aggressive diversification. Current results
also recommend caution for small enterprises in pursuing
diversification, supporting the authors’ stance. However,
the importance of financial flexibility should be empha-
sised alongside the risks. Companies need reserves to adapt
to changes and should focus on safety and stability.

H. Guyader & L. Piscicelli (2019) examined the role
of corporate culture in the context of diversification. They
argue that companies with a strong corporate culture are
more successful in implementing diversification strategies,
as employees embrace change and adapt to new conditions
more readily. The current findings do not place as much
emphasis on the importance of corporate culture, though
they touch upon employee motivation. There is a link be-
tween corporate culture and success in diversification,
where cultural changes can either support or hinder the
implementation of new strategies.

Different analytical approaches, such as focusing on
risks, the importance of technology, the external environ-
ment, and corporate culture, allow for a more comprehen-
sive understanding. The current findings, while noting
both similarities and differences with the authors’ views,
emphasise the importance of diversification and the critical
role of a company’s internal capabilities in its success.
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Conclusions

Diversification is an effective tool for reducing risks, ex-
panding markets, and ensuring sustainable business
growth. Diversification strategies enable companies to re-
duce their reliance on a single product or market, there-
by increasing competitiveness and adaptability to market
changes. Horizontal diversification allows firms to lever-
age existing resources and market channels, which is par-
ticularly beneficial for companies with a strong market
position. Vertical diversification, as exemplified by Tesla,
enables a company to control the entire production pro-
cess, reducing dependence on suppliers and increasing
business efficiency.

Concentric diversification offers the opportunity to
expand based on existing competencies, reducing the risks
compared to other forms of diversification. However, com-
panies must be cautious to avoid over-reliance on current
competencies, as this may limit opportunities for innova-
tion. Conglomerate diversification, while holding the po-
tential for high returns, is associated with uncertainty and
risks due to a lack of experience in new industries.

The risks associated with each strategy have also been
considered. For instance, excessive diversification may
lead to a loss of focus on a company’s core activities, and
managing various businesses requires additional resources
and expertise. However, for many companies, as demon-
strated by the examples provided, well-executed diversi-
fication has been the key to sustainable development and
enhancing innovation potential.

One of the key aspects of the study was the examina-
tion of companies actively employing diversification strat-
egies to expand their businesses. Disney serves as a prime

parks, streaming platforms, and innovative technology
projects. Tesla is another example of a company actively
pursuing diversification, particularly vertical diversifica-
tion. In addition to manufacturing electric vehicles, Tesla
has expanded into battery production, autonomous driv-
ing technologies, and energy solutions. This strategy has
enabled the company to reduce its reliance on external
suppliers and establish itself as a leader in several innova-
tive industries simultaneously.

MHP, a leading agribusiness company in Ukraine,
demonstrates successful diversification within the agricul-
tural sector. The company not only expanded its product
range by producing various types of meat and ready-made
products but also implemented vertical integration by con-
trolling most stages of production - from growing grain
for feed to meat processing. This approach has allowed
MHP to improve efficiency, enhance competitiveness, and
expand its presence in international markets. The study
thus demonstrates that diversification is a key tool for re-
ducing risks, increasing market share, and strengthening
competitive advantages. Different diversification strategies
can be effectively applied depending on the scale and na-
ture of the business.

The limitations of the study include the insufficient vol-
ume of data on company diversification strategies and the
potential impact of market changes on the analysis results.
Future research could focus on comparing the effects of dif-
ferent diversification strategies on small and medium-sized
enterprises and exploring new trends in diversification in
the context of rapidly changing market environments.
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AHortauis. [laHe [oCIIiKeHHA HallpaBJIeHe Ha aHali3 porti auBepcuikalii AK iIHCTPYMEHTY, 0 J03BOJIA€ AT PUEMCTBAM
ajalTyBaTUCA [0 3MiH y 30BHIIIHBOMY CepefOBMINI, 3MEHINYBAaTV PU3MKM Ta 3abe3ledyBaTy CTaJNil PO3BUTOK.
PosrianyTo ocHOBHI Buiu guBepcudikanil: ropM3oHTaIbHY, BEPTUKA/IbHY, KOHIIEHTPUYHY Ta KOHIIOMepaTHY. Koxxen
TUII cTparerii Mae cBoI 0coOMMBOCTI, IepeBaru Ta pusUKU. [opu3oHTanbHA AuBepcudikalia JO3BONAE KOMIAHIAM
PO3IIMPIOBATI ACOPTUMEHT PO YKL, BUKOPUCTOBYIOUM HAasABHI peCyPCH /i 3HAHHS, L0 CIIPUSE IIBUIKOMY BXOIDKEHHIO
B HOBi puHKuU. BeprukampHa pmBepcudikanis Hajjae MOXXIMBICTD KOHTPOJIIOBATM JIAHLIOI IIOCTaBOK abo 30yTy
IIPOAYKIIii, III0 3HIDKYE 3aJIeXKHICTD BiJl 30BHIIIHIX MapTHepiB i migBuiye onepaniiiny epexTuBHicTb. KoHnenTpryna
nMBepcmbiKauiﬂ JornoMarae KOMIIaHiAM PO3IIVPIOBATH 6i3HeC Ha OCHOBI ICHYIOUYMX KOMIIETEHIIiJI Ta T€XHOJIOTIA, 1110
Mminimisye pusuxu. KonrmomeparHa puBepcudikanisa, xoda i € Hailbinbll pU3MKOBAHOI0, JO3BOJIAE MifIIPUEMCTBAM
YBIJITH B HOBI rajysi, He IIOB'A3aHi 3 OCHOBHOIO His/IBHICTIO, 1[0 MOXe 3HA4HO 30inbmmTy npubytku. Ha npuxmamax
Takux kKommauiit, Ak Disney, Tesla ta “Muponiscokuit Xni6onpopykr” (MHP), nokasaHo ycmiliHe BUKOPMCTaHHA
pisHMX cTpareriit suBepcudikalil I TOCATHEHH: NPOBiIHUX NMO3NLIN Ha puHKY. Tesla BukopucroByBana Bci BUAM
nyBepcudikanii, KOHTPOIIOIYY BCi eTany BUPOOHMIITBA CBOIX e/IeKTPOMOOiIB i HaBiThb cTBOpIOOYNM iHPPACTPYKTYPY
LA 3apASHMX cTaHLi. Disney Takoxx peaisyBas fuBepcudikaliilo, IOMPIOIOYY CBOIO IIPUCYTHICTD Yepe3 NpuubaHHA
CTYHill i PO3BUTOK pO3Baka/JIbHMX MapKiB, a TaKOXX 3alpOBa/PKYI04M CTPMMIHTroBi cepsicu. MHP pemoncTpyBaB
IpUKIagy fuBepcudikanii, KOHTPOJIOYY BeCh JIAHIIIOl BUPOOHUITBA Bifj CMPOBMHM O TOTOBOI IPOAYKIil, BOJHOYAC
PO3LIMPIOIOYY ACOPTUMEHT M'AACHOI IPOAYKILil. Y BUCHOBKAaX MiIKPECTIOETCA BaXKIMBICTh 00€PEXHOr0 i BUBaXXKeHOTOo
nifixony o BubOpy crparerii puBepcudikallii, BpaXoBYIOYM HOCTYIHI peCcypcy, PMHKOBI MOXIIMBOCTI Ta 0COOIMBOCTI
6i3Hecy. YcminHe BIpoBapKeHH: fuBepcudikaniiiHol cTpareril ;03BO/IA€ KOMIIaHiAM He JIMIIe 3HU3UTU PUSYUKY, ajle i
CYTTEBO 3MILTHUTH CBOI IIO3MULII B yMOBaX MiH/IMBOI EKOHOMIYHOI CUTYyallii Ta KOHKYPEHTHOTO TUCKY
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The role of global economic change in the transformation...

Abstract. This study examines the impact of global economic changes, particularly European integration, on the
transformation of management practices in Georgian enterprises. It highlights how foreign investment, international
standards, and technological innovations have reshaped corporate structures and management strategies. The methodology
included both quantitative and qualitative analyses, focusing on sectors such as agriculture, pharmaceuticals, and IT,
which attract foreign investment and engage in international economic activities. Data was gathered through surveys
and financial reports to explore management transformations spurred by European integration and foreign managers'
influence. Key findings show that foreign managers and Georgian specialists educated abroad have been crucial in
modernizing management practices by introducing international best practices adapted to local conditions. Adopting
European standards has significantly improved operational efficiency and competitiveness, especially in quality-sensitive
industries. However, challenges remain, particularly for small and medium-sized enterprises (SMEs), which face financial
constraints in investing in staff training and new technologies. Resistance to change among middle management and
employees further complicates the transition to innovative management approaches. In particular, Georgian companies
must focus on building robust internal leadership and management talent to reduce reliance on external expertise. This
includes creating ongoing professional development programs, fostering a culture of innovation, and ensuring that
knowledge transfer from foreign managers to local teams is effective. Additionally, developing strategies to overcome
resistance to change will be critical. Expanding research across more industries and incorporating objective performance
metrics will provide a broader understanding of global economic changes in Georgia management practices

Keywords: regional business practices; impact of foreign experience; leadership strategies; joint ventures; European

integration

Introduction

Global economic changes continue to significantly impact
national economies, causing profound transformations in
various sectors, including governance. As a country active-
ly integrating into European and global markets, Georgia
faces challenges and opportunities accompanying these
changes. The signing of the Association Agreement with
the European Union (EU) and the Deep and Comprehen-
sive Free Trade Agreement (DCFTA) was a catalyst for
these transformations (EU-Georgia deep and..., 2016). The
introduction of European business standards and deep-
ening economic integration create new requirements for
management approaches and strategies.

The relevance of the topic is determined by the fact that
the changes caused by international agreements require
Georgian enterprises not only to modernize existing man-
agement methods but also to develop new strategies that
meet international standards. In particular, economic inte-
gration with the EU puts pressure on enterprises to adapt
to new rules and procedures, which requires management
changes. In addition to political and economic agreements,
the presence of foreign managers working in branches of
international companies or joint ventures has a significant
impact on changes in management style in Georgia. Their
experience and management techniques play a key role in
modernizing Georgian management practices. This allows
Georgia to borrow international best practices and adapt
them to local conditions.

Another important factor is the return of Georgian
specialists who have been educated abroad and are imple-
menting innovative practices in leading Georgian compa-
nies. Their experience of working according to European
and global standards contributes to the rapid development
of corporate governance in the country. The problem of the
study is the need for an in-depth analysis of the impact of

Scientific Bulletin of Mukachevo State University. Series "Economics”, 11(3)

these changes on Georgian management practices to iden-
tify key areas for the development of management in the
context of global economic changes.

The study of global trends in the sharing economy
found that digitalization and intellectualization optimize
management processes. E. Panchenko & A. Samoilen-
ko (2023) noted that digital platforms are changing social
relations in management. However, legal regulation and
business social responsibility regarding sharing models are
still under-researched.

The COVID-19 pandemic and globalization have sig-
nificantly impacted international commerce. L. Smolii et
al. (2020) observe that globalization increases the influence
of major firms and accelerates reshoring. They also empha-
size how new technologies have driven trans-nationaliza-
tion in small and medium enterprises (SMEs). However,
the effects of digitalization and reshoring on global eco-
nomic processes require further research.

Business transformation due to the Ukraine conflict
is another key focus. V. Vergeles & D. Baiura (2020) high-
light digitization and reorganization as primary adaptation
strategies, emphasizing the importance of digital technolo-
gy for process optimization. Nonetheless, there is still a gap
in studying digitalizations long-term effects on business
resilience during conflict. Global economic developments
have caused significant changes in the economy and socie-
ty. L. Batyuk & T. Reznitska (2021) note that globalization
has transformed labour markets and income distribution,
exacerbating inequalities. They also identify paradoxes in
globalization that require further exploration, particularly
its effect on national competitiveness.

Research on globalization’s impact shows that digi-
talization and international trade have driven econom-
ic growth through innovation and global value chains.
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E.A. Bespalyy (2023) noted the positive effects on the econ-
omy and consumers while highlighting gaps in studying
environmental impacts and the need for deeper analysis
of digital flows. Georgia’s economic strategy shifted due to
the COVID-19 outbreak. G. Zoidze & S. Veshapidze (2022)
stress the need for stronger public sector management to
attract investment and boost exports. More research is
needed on fiscal policy’s role in long-term economic sta-
bility. Globalization has stimulated innovation and integra-
tion of national economies into world trade, as noted by
M. Chania & R. Putkaradze (2022). However, studies point
to insufficient research on the environmental consequences
and the impact of digital flows on international markets,
which requires additional analysis.

The study aims to analyse the impact of global eco-
nomic changes on the development of management ap-
proaches in Georgia, focusing on the role of foreign invest-
ment and the introduction of technological innovations.
The objectives of the study are to analyse the main eco-
nomic and management transformations taking place in
Georgia under the influence of globalization, as well as to
determine the role of foreign investment and technological
innovations in the development of modern management
approaches in Georgian enterprises.

Materials and Methods

The study of the impact of global economic changes on
management approaches in Georgia was conducted from
January to July 2024 based on Georgian enterprises in-
volved in international economic processes. The main
objects of the study were companies from the agriculture,
information technology (IT), and industry sectors that ac-
tively attract foreign investment and cooperate with for-
eign partners. The sample of companies was selected based
on their participation in international programs and eco-
nomic integration.

The study consisted of quantitative and qualitative
components. The quantitative research was based on the
analysis of economic indicators of the enterprises. The
data were obtained from statistical reports of the National
Statistics Office of Georgia (n.d.). The analysis was carried
out using Excel and SPSS software, which allowed to focus
on the indicators of foreign investment, enterprise produc-
tivity, and innovation.

The qualitative research consisted of a survey of execu-
tives and managers of enterprises involved in international
economic processes. The survey was conducted through
the online platform Google Forms, which allowed to reach
a wider audience of respondents. All survey participants
provided their informed consent before participating in
the study. They were informed about the purpose of the
study, its objectives, the types of data that would be col-
lected, and how the data would be used. The respondents
agreed to the processing of their data by the current data
protection legislation. Confidentiality and anonymity of
responses were guaranteed, and no personal information
was linked to the answers. A total of 50 responses were
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collected from middle and senior management. All re-
spondents were aged 30 to 55 with at least five years of
management experience. The main questions concerned
changes in the management system caused by the imple-
mentation of European standards, the use of new technol-
ogies, and adaptation to global challenges.

The questions in Google Forms concerned the imple-
mentation of the latest management strategies, changes in
management approaches, and the role of technological in-
novations in the transformation of enterprises. The collected
responses were processed using the content analysis meth-
od, which allowed to identify key trends in the management
of Georgian enterprises in the context of globalization.

To complement the study, an additional analysis of
open sources related to the activities of the participating
companies was conducted, including financial reports and
publications in economic journals (AG Georgia, 2023; Gen-
eral Motors, 2023; European Medicines Agency, 2024). This
allowed to supplement the data obtained in the quantitative
and qualitative research with details on the implementation
of strategies for adapting to global economic changes and
the use of foreign investment to modernize management
processes. Thus, the study was based on a combination of
quantitative and qualitative methods, which allowed for an
in-depth analysis of the impact of global economic changes
on management processes in Georgia.

Results

Global economic changes, which began at the end of the
20" century and continue into the 21* century, have a pro-
found impact on countries actively involved in internation-
al economic processes. Georgia, as a country with a rela-
tively small economy and limited resources, is intensively
integrating into the global economy, which, on the one
hand, opens up opportunities for economic growth and
modernization but, on the other hand, presents new chal-
lenges and tasks for Georgian companies.

Georgia’s independence after the collapse of the Soviet
Union marked an important starting point for its integra-
tion into the global economy. Since gaining independence,
the country has sought international cooperation and par-
ticipation in global trade. This opened up new opportu-
nities for development, including access to international
markets, the inflow of foreign investment, and moderni-
zation of key economic sectors. One of the most important
stages in this integration was the signing of the Association
Agreement with the EU in 2014, as well as the DCFTA with
the EU (EU-Georgia deep and..., 2016). These agreements
provided Georgian companies access to the largest market
in the world, offering new export opportunities.

The signed agreements required Georgian companies
to adapt to European standards, especially in terms of qual-
ity, management, and production processes. This was not
only a stimulus for development but also a challenge for
businesses. Local companies had to rethink their strate-
gies, modernize their production facilities, and restructure
management to comply with the stringent requirements
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of the EU. Nevertheless, the opportunity to enter the Eu-
ropean market has become a strong incentive for many
Georgian enterprises.

Furthermore, globalization combined with foreign
investments has brought significant changes to Georgia’s
economy, greatly influencing the management style of
Georgian companies. One of the main sources of these
changes was the introduction of foreign managers who
brought international standards and management tech-
niques to local companies. Many of these managers work
in the branches of international companies or joint ven-
tures, helping Georgian companies adapt to international
business conditions.

Another important factor in the transformation of
management in Georgia was the return of specialists edu-
cated abroad. These professionals, having received degrees
from leading universities in Europe and the USA, brought
modern management practices and strategies that proved
beneficial for modernizing local companies. These special-
ists took key positions in Georgian companies, introduc-
ing innovations and helping businesses adapt to the de-
mands of international markets.

Foreign managers working in Georgian companies
have become one of the main factors in the transforma-
tion of local management. Research has shown that foreign
managers working in Georgian branches of international
companies or joint ventures have significantly improved

management in these companies. At companies like the
“Tbilisi Automotive Company” and the “Kutaisi Metallur-
gical Plant’, the introduction of international experience
has led to optimized production processes, reduced costs,
and improved product quality.

Special attention is given to quality management. For
example, at the “Tbilisi Automotive Company”, foreign
managers introduced Total Quality Management princi-
ples, which significantly improved quality control, reduced
defects, and increased customer satisfaction. This was an
important step in expanding the company’s export oppor-
tunities, as high product quality is a key requirement for
entering international markets.

At the “Kutaisi Metallurgical Plant”, foreign managers
introduced strategic planning methods, allowing the com-
pany to develop long-term growth strategies and improve re-
source management. This is especially important in the met-
allurgical industry, where effective resource management
is critical to maintaining competitiveness in international
markets. Moreover, foreign managers have made signifi-
cant changes to human resource management in Georgian
companies. They introduced new approaches to human re-
sources management, emphasizing employee training and
development. For instance, many companies have started
developing training programs aimed at improving employ-
ee skills, helping companies adapt to the rapidly changing
conditions of global markets, as can be seen in Table 1.

Table 1. Number of foreign managers and their impact on Georgian companies

Company Number of foreign managers Main changes in management
E-Motors Georgia 5 Optimization of production processes
Kutaisi Metallurgical Plant 7 Introduction of strategic planning
Agro Holding of Georgia 4 Improvement of logistics processes
GM Farma 6 Introduction of EU quality standards
Georgia IT Innovation Center 3 Innovations in Project Management

Source: created by the authors

The introduction of international management prac-
tices by foreign managers has had a significant impact on
Georgian companies, allowing them to improve process-
es and increase management efficiency. This indicates the
importance of integrating foreign experience to acceler-
ate modernization. Georgian specialists who have studied
abroad also play a significant role in transforming manage-
ment in Georgian companies. These professionals, educat-
ed at leading universities in Europe and the USA, return
to Georgia with deep knowledge of international manage-
ment standards and cutting-edge management practices.
Their experience and qualifications have been crucial in
modernizing management within enterprises. Research in-
dicates that at “GM Farma’, specialists with international

education implemented a quality control system based on
Good Manufacturing Practices (GMP) standards (Europe-
an Medicines Agency, 2021). This significantly improved
the quality of products and increased export opportunities.
Thanks to these standards, the company gained access to
new markets, especially in the EU, where product quality
requirements are among the strictest in the world.

Furthermore, specialists with international education
at the “Agro Holding of Georgia” introduced innovative
supply chain management methods, which helped the
company improve logistics and increase resource efficiency.
This played a critical role in boosting the company’s pro-
ductivity and its ability to compete in international mar-
kets, as can be seen in Table 2.

Table 2. Return of specialists and their impact on Georgian companies

Company

E-Motors Georgia 3

Number of foreign managers

Main changes in management

Automation of management processes
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Table 2, Continued

Company Number of foreign managers Main changes in management
Agro Holding of Georgia 2 Optimization of supply chain management
GM Farma 4 Improvement of quality control systems
Georgia IT Innovation Center 5 Implementation of innovative

management technologies

Source: created by the authors

The return of Georgian specialists with international
education contributes to the introduction of advanced man-
agement practices, improving product quality and business
efficiency. This underscores the importance of investing in
education and developing human capital to enhance the
competitiveness of Georgian companies on the international
stage. The Association Agreement with the EU and DCFTA
had a substantial impact on Georgian companies, requiring
them to adapt to European standards. These standards cover
awide range of management and production aspects, includ-
ing product quality, safety, environmental sustainability, and
data protection. Georgian companies had to invest significant
resources in modernizing their production processes and
management structures to comply with these requirements.

At “GM Farma’, the implementation of GMP standards
became a priority, requiring significant efforts and invest-
ments. However, the results were very successful. After
the company adapted its processes to EU requirements,
its products gained access to new markets, including EU
countries, where strict requirements for pharmaceutical
product quality are mandatory. This allowed the company
to increase export volumes by 30% within two years of im-
plementing the standards.

Georgian companies in the agricultural sector were
also at the centre of transformation under the influence
of agreements with the EU. The “Agro Holding of Geor-
gia” which actively operates in international markets, had
to undergo certification according to European food safe-
ty standards. For this, the company needed to modernize
its quality control systems and introduce new production
management methods. These changes allowed the compa-
ny to access new markets and significantly improve its po-
sition in international trade. However, the adaptation pro-
cess involved high costs for staff training, acquiring new
equipment, and optimizing supply chains.

Adapting to EU standards also affected industrial en-
terprises. For example, the “Kutaisi Metallurgical Plant”
implemented environmental sustainability standards re-
quired by the EU for export activities. This necessitated
the introduction of new waste processing technologies and
improvements in resource management. Despite the high
costs associated with implementing these standards, the
company was able to enter new markets and enhance its
reputation as an environmentally sustainable enterprise.
The impact of EU Agreements on Georgian Companies can
be seen in Table 3.

Table 3. Impact of EU agreements on Georgian companies

Company Key changes after signing EU Agreements

GM Farma Implementation of GMP standards

Agro Holding of Georgia Certification for European food safety standards

Kutaisi Metallurgical Plant Compliance with environmental sustainability standards

Georgian IT Innovation Center Introduction of EU data protection standards

Source: created by the authors

Agreements with the EU have played a crucial role
in transforming Georgian companies, pushing them to
adapt to strict international standards. These changes have
opened new export opportunities for Georgian enterprises,
increasing their competitiveness in international markets.

Despite the positive results of implementing interna-
tional standards and innovative management approaches,
Georgian companies continue to face several challenges.
One of the key problems is the lack of qualified person-
nel capable of adapting enterprises to new conditions and
standards. Many companies struggle with training employ-
ees in new technologies and management methods, which
slows the process of implementing changes (Akhmetova et
al., 2024). In addition, the introduction of new standards
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and technologies requires significant financial investments,
which is a serious barrier for many SMEs. It is generally
limited in accessing finances and cannot afford large-scale
investments in modernizing production processes. As a
result, many Georgian enterprises face the problem of in-
sufficient preparation for adopting international standards,
limiting their competitiveness in the global market. More-
over, resistance to change from employees is another chal-
lenge. In many enterprises, especially those that have used
outdated management methods for a long time, employees
resist the introduction of new approaches. This requires ad-
ditional efforts from managers in change management and
raising awareness among employees about the benefits of
new technologies and methods.
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For example, the “Kutaisi Metallurgical Plant” en-
countered significant resistance when implementing
environmental sustainability standards. Middle manage-
ment and workers feared that the introduction of new
standards would lead to job cuts or deteriorating working

conditions. As a result, the implementation of changes
took longer than expected and required additional ex-
penses for staff training and managing resistance. Chal-
lenges in implementing international standards can be
seen in the Table 4.

Table 4. Challenges in implementing international standards

Problem

Number of companies

Main difficulties

facing the problem

Lack of staff training

Need for additional training
and education

High cost of technology
implementation

Expenses on purchasing
and maintaining new systems

Resistance to change

Opposition from middle management

Source: created by the authors based on Understanding the challenges of international norms and standards (2024)

The implementation of international standards faces
several challenges, including a lack of qualified personnel,
high technology costs, and resistance to change. Over-
coming these challenges requires investing in staff train-
ing and developing effective change management strate-
gies (Pererva & Myronova, 2023).

One of the key factors for the successful adaptation
of Georgian companies to global economic changes is the
development of human capital. In the context of globali-
zation and integration into international markets, quali-
fied employees are the most valuable asset of companies.
However, Georgian companies face a shortage of staff ca-
pable of working under new management and technolog-
ical standards. Georgian companies are increasingly in-
vesting in employee training and development programs.

Many companies send their managers to training and
educational programs abroad to learn advanced manage-
ment methods and implement them in their companies.
For example, “GM Farma” organized a series of training
sessions for its managers in EU countries, where they
studied GMP standards and methods for their practical
implementation.

However, access to such educational programs re-
mains limited for SMEs. It often cannot afford to invest
in staff training, reducing their ability to adapt to new
conditions. This problem requires government support
and international cooperation to provide access to edu-
cational resources for all categories of companies. The key
directions for human resource development in Georgian
companies can be seen in Table 5.

Table 5. Key directions for human resource development in Georgian companies

Development direction

Main objectives

Examples of implementation

Training and skill development

Preparing employees to work
with new technologies

EU standards training,
educational programs

Leadership skills development

Improving managerial competencies

Leadership development programs
for managers

International internships
and exchanges

Implementing international
management standards

Internships and knowledge exchange
with European colleagues

Source: created by the authors based on K. Khupenia (2023)

Human capital development is a key factor in the
successful adaptation of Georgian companies to global
changes. Investing in staff training and skill development
will help companies better handle the challenges associat-
ed with implementing international standards and inno-
vative technologies.

The global economy has undergone significant shifts
over the last few decades, particularly in terms of in-
creased interconnectedness, technological advancements,
and the rapid expansion of international trade. These
changes have fundamentally altered the way businesses
operate worldwide, and Georgia is no exception. Glo-
balization has opened up new markets, fostered foreign
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investment, and accelerated the introduction of modern
management practices in Georgian enterprises.

As a small but strategically positioned economy,
Georgia has faced both opportunities and challenges in
adapting to these global economic changes. The country’s
economic growth has been driven largely by foreign di-
rect investment (FDI) and the liberalization of its market,
which has encouraged international trade and invest-
ment. These global shifts have brought modern business
practices, technological innovations, and new manage-
ment approaches to Georgian enterprises, particularly
through the influence of multinational corporations and

joint ventures.
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FDI has been one of the most influential factors in
shaping the modern management landscape in Georgia
(Hayes, 2024). Since its independence, Georgia has active-
ly pursued foreign investment to boost economic growth,
modernize infrastructure, and develop its business envi-
ronment. This strategy has had a profound impact on the
way management is practiced in the country.

Foreign investors have not only injected capital into
the Georgian economy but also brought with them in-
ternational management standards and practices. Multi-
national companies operating in Georgia, such as British
Petroleum in the energy sector and Heidelberg Cement in
construction, have introduced Western-style management
techniques that emphasize efficiency, innovation, and per-
formance-based outcomes (Carpenter, 2016). These com-
panies have set benchmarks for Georgian enterprises, en-
couraging them to adopt more structured, transparent, and
competitive management approaches.

One of the key changes that foreign investment has
driven in Georgia is the shift from traditional, hierarchi-
cal management structures to more decentralized, flexible
systems. This shift has allowed Georgian companies to be-
come more agile and responsive to market changes. In ad-
dition, foreign companies often focus on the development
of human capital, investing in the training and upskilling
of their workforce, which further strengthens the manage-
ment capabilities within Georgian enterprises.

The influence of foreign managers working in Geor-
gian subsidiaries or joint ventures has also played a cru-
cial role in this transformation. These managers bring
with them international experience, which is invaluable in
helping local businesses navigate the complexities of global
markets. In sectors such as banking, telecommunications,
and logistics, foreign managers have introduced advanced
management tools, including enterprise resource planning
systems, customer relationship management systems, and
performance management frameworks. These tools have
streamlined operations, improved decision-making, and
enhanced overall efficiency within Georgian companies.

The introduction of technological innovations has
been another major driver of change in the management
practices of Georgian companies. Globalization has accel-
erated the diffusion of technology across borders, allowing
even SMEs in Georgia to adopt cutting-edge solutions that
enhance productivity and competitiveness.

One of the most significant technological trends im-
pacting management in Georgia is the rise of digitalization.
Many Georgian companies have embraced digital tools to
optimize their operations, reduce costs, and better serve their
customers. For example, the adoption of cloud computing
solutions hasenabled businesses tostoreand accessdatamore
efficiently, collaborate remotely, and scale their operations
without significant upfront investments in IT infrastruc-
ture. This shift towards digitalization has been particularly
important in sectors such as retail, where e-commerce plat-
forms have enabled Georgian companies to reach a broad-
er customer base both domestically and internationally.
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Moreover, automation has started to play a significant
role in improving the efficiency of Georgian enterprises. In
industries such as manufacturing, agriculture, and logistics,
companies are increasingly using automated systems to
streamline production processes, reduce human error, and
minimize operational costs. This, in turn, has allowed Geor-
gian enterprises to compete more effectively in international
markets, where efficiency and quality are key differentiators.

However, while technological innovations have
brought numerous benefits, they have also posed chal-
lenges for Georgian companies, particularly in terms of
workforce adaptation. Many employees lack the necessary
skills to operate advanced technologies, which has created
a skills gap that needs to be addressed through targeted
training programs. Companies that have successfully im-
plemented technological innovations, such as the “Geor-
gian IT Innovation Center”, have invested heavily in em-
ployee training, ensuring that their workforce is equipped
to handle new technologies.

Globalization has not only impacted the structural
and technological aspects of management but also brought
significant changes to corporate culture in Georgian enter-
prises. Traditionally, Georgian companies operated with
a hierarchical, top-down management style, where deci-
sion-making was centralized, and authority was concentrat-
ed in the hands of a few senior managers. However, the in-
flux of foreign investment and the exposure to international
business practices have gradually shifted this dynamic.

Many Georgian companies have started to embrace a
more open, collaborative, and participatory management
style, influenced by Western business models. In sectors
such as finance, hospitality, and technology, companies
have adopted flatter organizational structures that encour-
age innovation, creativity, and employee engagement. This
cultural shift has been especially evident in companies with
a large foreign workforce or those that are part of multina-
tional corporations.

One notable example is the “Agro Holding of Geor-
gia’, where the introduction of participatory management
practices has led to significant improvements in employee
morale and productivity. By giving employees more auton-
omy and involving them in decision-making processes, the
company has been able to foster a culture of accountability
and innovation. This shift towards a more inclusive man-
agement style has been instrumental in driving the compa-
ny’s growth and competitiveness.

In addition, globalization has brought a greater em-
phasis on corporate social responsibility (CSR) in Georgian
companies. Many multinational companies operating in
Georgia have introduced CSR initiatives that focus on envi-
ronmental sustainability, community engagement, and ethi-
cal business practices. This has encouraged local companies
to adopt similar initiatives, helping to improve their repu-
tations and build stronger relationships with stakeholders.

While globalization has brought many benefits to Geor-
gian enterprises, it has also created challenges that need to
be addressed. One of the main challenges is the increasing
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competition from foreign companies. As Georgia continues
to open its market to international players, local companies
face pressure to improve their management practices, en-
hance their efficiency, and meet international standards.

Another challenge is the need for continuous innova-
tion. In a rapidly changing global economy, companies must
constantly evolve to stay competitive. This requires a strong
focus on research and development, as well as the ability
to quickly adapt to new technologies and market trends.
Georgian companies that fail to innovate risk falling be-
hind their international competitors, particularly in indus-
tries such as technology, manufacturing, and agriculture.

At the same time, globalization presents significant op-
portunities for Georgian companies to expand their oper-
ations beyond the domestic market. By adopting modern
management practices, leveraging foreign investment, and
embracing technological innovations, Georgian enterprises
can increase their competitiveness and tap into new mar-
kets across Europe, Asia, and beyond. This is particularly
relevant in the context of Georgia’s strategic location, which
positions the country as a key hub for trade and logistics in
the South Caucasus region.

Furthermore, the increasing integration of Georgia
into global value chains offers new opportunities for local
companies to collaborate with international partners. Joint
ventures, strategic alliances, and partnerships with multi-
national corporations can provide Georgian companies
with access to new markets, technologies, and expertise.
These collaborations can also help Georgian companies im-
prove their management capabilities and adopt best prac-
tices from leading global firms.

The study highlights the significant impact of glob-
al economic changes on the development of management
approaches in Georgia. The influx of foreign investment,
the introduction of technological innovations, and the in-
fluence of globalization have reshaped the way businesses
are managed in the country. Georgian companies, particu-
larly those that have embraced international management
practices and invested in technological advancements, have
been able to enhance their competitiveness and expand
their presence in global markets.

However, the challenges associated with globalization,
including increased competition, the need for continuous
innovation, and the skills gap in the workforce, must be ad-
dressed to ensure the sustainable development of Georgian
enterprises. Investing in human capital, fostering innova-
tion, and building stronger partnerships with international
companies will be key to overcoming these challenges and
ensuring the long-term success of Georgian businesses.

The future of management in Georgia will large-
ly depend on the country’s ability to adapt to the rapidly
changing global economy. By continuing to attract foreign
investment, embracing technological innovations, and
developing a skilled workforce, Georgian companies can
position themselves as competitive players in the global
marketplace. The ongoing process of modernization and
integration into the global economy presents a unique
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opportunity for Georgian enterprises to thrive and contrib-
ute to the country’s economic growth.

Discussion

The discussion of the results focuses on the impact of
global economic changes on the transformation of man-
agement practices in Georgia. In the context of deeper
integration into the European economic area and active
attraction of foreign investment, Georgian enterprises
have faced the need to quickly adapt to new standards. In
particular, the introduction of foreign management ap-
proaches and technological innovations has become a key
factor in business modernization.

The internationalization of management processes,
especially through the involvement of foreign managers,
has contributed to improving the quality of management,
increasing the efficiency of production processes, and cre-
ating more flexible corporate structures. The return of for-
eign-educated professionals has further strengthened these
processes, allowing for the adaptation of international best
practices to local conditions. However, these changes have
also brought new challenges to businesses, such as the need
to invest in staff training, overcoming resistance to change,
and the high costs of adopting new technologies.

O. Mihalache and H. Volberda (2010) exploration of
how emerging economies adapt their management prac-
tices and business models also shares similarities with
this study. Both investigate the role of foreign investment
and technology in reshaping management strategies in
response to new economic conditions. O. Mihalache and
H. Volberda, however, took a more generalized approach
to business model innovation across various emerging
markets, examining broader trends in how companies piv-
ot in the face of global economic pressures. In contrast,
this study narrows the focus to Georgia’s specific experi-
ence, particularly how foreign managers and European
integration have spurred changes in local management
practices. The study delves into the nuanced impacts of
European investment and guidance, showcasing how for-
eign management reshapes Georgian business models in
the face of new international expectations.

O. Petricevic & D. Teece (2019) also studied the im-
pact of globalization on management strategies, with a fo-
cus on multinational companies and the challenges they
face. Both O. Petricevic and D. Teece and this study em-
phasize the transformative role of foreign capital and how
globalization reshapes governance structures within firms.
However, O. Petricevic and D. Teece paid more attention to
macroeconomic trends and global governance shifts, high-
lighting new forms of international integration and their
implications for large, multinational firms. In contrast, this
research focuses more on the localized impact of European
investment in Georgia, analysing how it influences man-
agement at a granular level, particularly through the lens of
foreign managerial influence and sector-specific reforms.

P. Samimi & H. Jenatabadi (2014) also looked at
the role of globalization in economic development and

¢
\\\\V;



Gechbaia et al.

management change. Both studies focused on the impact
of global economic transformations on management ap-
proaches. However, P. Samimi & H.S. Jenatabadi focused
more on economic indicators and political factors, while
the other study looked at the implementation of specific
management practices in the Georgian business environ-
ment, with a focus on European integration and the influ-
ence of foreign managers.

K.W. Khaw et al. (2022) investigated the reactions of
organizations to change, especially during global econom-
ic transformations. In both cases, the adaptation of man-
agement approaches under the influence of external fac-
tors was considered. However, K.W. Khaw et al. focused on
the psychological aspects of change, while the other study
was more focused on management strategies and the im-
pact of foreign investment and technology on business de-
velopment in Georgia.

K. Schwertner (2022) examined the impact of digital
technologies on management processes. Both studies em-
phasized the importance of technological innovations for
increasing the competitiveness of enterprises. However,
K. Schwertner’s study explored general trends in digital
transformation, while the other study focused on the adop-
tion of specific technologies and standards in Georgian
companies under the influence of European agreements.

Work by M. Qureshi (2021) on digital technology and
governance explored how innovations in technology drive
economic change and necessitate new governance models.
Both studies discussed the transformative power of digi-
tal innovation in reshaping business practices. However,
M. Qureshi took a global perspective, analysing broad
technological trends and their effects on governance world-
wide. In contrast, the other study concentrated on the adop-
tion of specific digital innovations by Georgian companies,
particularly within the framework of European integration.
This localized focus illustrated how technological advance-
ments, backed by European investments, are influencing
the modernization of management practices in Georgia.

Analysis by G. Shirokova et al. (2015) of economic
transformation similarly paralleled the themes of man-
agerial change driven by external factors. G. Shirokova
and others examined how economic shifts in the UK, par-
ticularly in sectors undergoing rapid change, prompted
adaptations in managerial practices. Like the other study,
G. Shirokova et al. recognized economic transformation
as a crucial driver of management change. However, while
G. Shirokova et al. study remained centred on UK-based
examples, the other research focused on the specific context
of Georgia, where European investments and reforms have
led to significant shifts in managerial strategies, particular-
ly in response to the country’s integration into the Europe-
an economic space. The analysis of the results highlights
the profound influence that global economic transforma-
tions have had on management practices in Georgia. The
necessity to quickly adapt to European standards, driven
by deepening integration into the EU economic space and
the inflow of foreign investments, has resulted in significant
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shifts in corporate structures and management strategies.
The introduction of foreign management approaches, com-
bined with technological innovations, has accelerated the
modernization of Georgian companies, allowing them to
enhance efficiency and competitiveness.

However, while these changes have brought clear ben-
efits, they have also posed new challenges. Georgian com-
panies now face the pressing need for continuous invest-
ment in staff training and the modernization of production
processes. Resistance to change from both employees and
middle management has emerged as a significant barrier to
implementing new technologies and managerial practices.
The research demonstrates that the involvement of foreign
managers and specialists with international education has
been crucial in overcoming some of these hurdles by intro-
ducing global best practices tailored to local needs.

The findings underscore the importance of balancing
the advantages of international integration and innovation
with the practical challenges faced by local companies in
adapting to these new conditions. The role of foreign in-
vestment and international management practices is unde-
niably a key driver in this transformation, but successful
implementation depends on the ability to address internal
resistance, foster innovation, and invest in human capital to
sustain these changes over time.

Conclusions

The study’s findings show that the evolution of manage-
ment methods in Georgian businesses has been greatly im-
pacted by developments in the global economy, especially
those brought about by European integration. The mod-
ernization of corporate structures has increased due to the
entry of foreign management approaches and technologi-
cal breakthroughs. According to the report, foreign man-
agers and experts with foreign education were crucial in
bringing best practices to Georgian businesses and bring-
ing them up to speed with global norms. The adoption of
European business techniques has raised competitiveness
globally and enhanced production efficiency, especially in
industries like IT, pharmaceuticals, and agriculture.

However, several challenges emerged during the adap-
tation process. Georgian companies face significant finan-
cial barriers, particularly SMEs, which struggle to invest
in staff training and technological upgrades. The study re-
vealed that resistance to change, especially among middle
management and employees accustomed to outdated prac-
tices, further complicates the adoption of new management
strategies. Overcoming these challenges requires not only
financial investment but also a focus on human capital de-
velopment, particularly through continuous training and
education programs for staff.

The study also highlighted that, while foreign invest-
ment and international management practices have im-
proved operational efficiencies, the reliance on external
expertise poses risks. Georgian enterprises need to de-
velop internal capacity to sustain long-term growth. This
includes fostering local leadership and management talent
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capable of handling the complexities of a globalized econ-
omy. One limitation of the research was the focus on a
limited number of industries, primarily agriculture, IT,
and pharmaceuticals, which may not fully represent the
broader economic landscape of Georgia. Another limita-
tion is the reliance on self-reported data from managers,
which could introduce biases. Expanding future studies
to include more diverse sectors and objective measures of
success (such as financial performance over time) would
provide a more comprehensive view of the impact of global

Future research on management methods in Georgian
businesses should focus on several key areas. First, it is vital
to assess the long-term impact of foreign management and
how local businesses can sustain changes without ongoing
external support. Second, examining how SMEs can access
international financial resources and training programs
will help them overcome implementation barriers. Final-
ly, expanding the study to include industries, services, and
tourism will shed light on the effects of foreign manage-
ment practices across the Georgian economy.

economic changes on Georgian management practices. In
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AHoTauifi. Y IbOMY HOCTII)KeHHI PO3ITIAAETbCA BIUIMB ITIOOAJIBHUX €KOHOMIUHNUX 3MiH, 30KpeMa €BpPOIENICHKO]
inTerpanii, Ha TpaHcdoOpMalil0 YIPaBIIHCHKUX IMPAaKTUK Ha TPYSMHCBKUX IifNpMEMCTBaX. BOHO BUCBiTIIOE, SK
iHo3eMHi iHBecTMILii, MD>KHApOJAHI CTaHAApTM Ta TEXHOJOTIYHI IHHOBALl 3MIiHMIM KOPIOPATUBHI CTPYKTYpM Ta
YIPaBIiHCBKi cTpaTerii. MeTomoIOTiA JOCTiIPKeHHA BK/II0Yaia AK KilbKiCHUI, TaK i AKICHMUII aHaIi3, 30CepeKyI04NCh
Ha TaKMX CEeKTOPaX, SK CilbCbKe roCIofapcTBo, papmanenruka Ta IT, aki 3anydarors iHo3eMHi iHBecTHuii Ta OepyTh
y4acTh y Mi>KHapOZIHill eKOHOMIiuHiil fifnbHOCTI. [lani 6ym/[ 3i6paHi 3a JOIIOMOTOIO OIIMTYBaHb Ta (biHaHCOBI/[X 3BiTiB,
o6 IOoCHiguTM ynpasmiHCbKi TpaHcopMalil, CIpUYMHEHI €BPONENIChKOI0 iHTerpaljielo Ta BIUIMBOM iHO3eMHMX
MeHemKepiB. OCHOBHI BUCHOBKI II0Ka3yIOTb, 1[0 iHO3eMHi MeHeI>Kepy Ta IPy3MHChKI ¢axiBili, AKi oTpuMay ocBiTy 3a
KOP/IOHOM, BiJjirpajiy BUpilla/bHy POJIb y MOJEPHisallil yIpaBaiHChKUX IPAKTUK LIIIXOM BIPOBAJ KEHH s HalIKpaLxX
Mi>KHapOJHUX MPAKTHK, aJalITOBAHNX IO MicCIleBUX YMOB. IIpMiTHATTA €BponelicbKuX CTaHAAPTIB 3HAYHO IIiIBUIIUIO
olepaniifHy eeKTUBHICTb Ta KOHKYPEHTOCIPOMOXKHICTD, 0COOINMBO B rajTyssAx, 4y TIMBUX 0 AKOCTi. OfHak mpobniemMn
3a/IMIIAIOTBCA, OCOOMMBO I MalMX i CcepefHiX IiAIPUEMCTB, fAKi CTUKAIOTbCA 3 (PiHAHCOBUMM OOMEXEHHAMMU
IIpM iHBeCTyBaHHI B HaBYAHHA IIEPCOHANTY Ta HOBi TexHonoril. Omip 3MiHaM cepel KepiBHUKIB cepefHbOI TaHKM Ta
IIpaLliBHUKIB lje 61/IblIIe YCKTaTHIOE ITepeXif o iHHOBaLifIHYX yIIpaBIiHChKIUX MiAX0/iB. 30KpeMa, IPY3MHCbKi KoMITaHii
IIOBMHH] 30CepefnTIICA Ha PO3BUTKY CHJIPHOTO BHYTPILIHBOTO JIilepCTBa Ta YIPaBIiHCbKUX TA/lIaHTIB, 0O 3MEHIINTH
3aJIeXXHICTD BiJ 30BHIIIHBOI ekcrmeptusnu. lle mepenbadae cTBOpeHHS IOCTIIHUX IporpaM HpogeciliHoro po3BUTKY,
CIIPMSHHA PO3BUTKY KYJIbTYpU iHHOBaIill Ta 3abesnedeHHs edeKTUBHOI Ilepefayi 3HaHDb BijJ iHO3eMHMX MeHeKepiB
MmicreBMM KoMaH#aM. KpiM Toro, KpuTUYHO Ba)xIMBO Oyme po3poOKa cTpareriii IOfO/NaHHA OIOPY 3MiHaM.
PosmmpeHHsA [OCTiIKeHHA Ha OUIBIIY KiNBKICTh rajysell Ta BK/IIOYEHHA O0'€KTUBHUX ITOKa3HUKIB eeKTUBHOCTI
3a6e31e4nTh MMpIIe pO3YMiHHA INI06aIbHNMX €KOHOMIYHMX 3MiH B YIPaBIiHCHKUX IpakTuKax [pysil
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Economic assessment of the export potential of the Kyrgyz regions...

Abstract. The purpose of the study is to develop a methodology for assessing the export potential of the regions of
Kyrgyzstan and conduct an analysis aimed at identifying key factors affecting competitiveness and the development
of export opportunities. The methodology is based on the analysis of statistical data from official sources such as the
websites of government agencies, ministries, statistical agencies, and international organisations to ensure the accuracy
and reliability of the assessment of the export potential of the regions of Kyrgyzstan. The results of the study show
that from 2019 to 2023, there was an overall increase in export volumes in the regions of Kyrgyzstan due to successful
economic reforms and infrastructure improvements. The greatest achievements are observed in Batken, Jalal-Abad,
Talas regions and the city of Bishkek, while Issyk-Kul and Naryn regions need additional measures. The positive
dynamics of the gross regional product (GRP) per capita confirms economic growth and an increase in living standards.
The implementation of tax reforms and investments in infrastructure creates favourable conditions for exports. In turn,
the international experience of countries such as Singapore, Germany, South Korea, Chile, and India demonstrates
the effectiveness of investments in infrastructure and support for innovation to increase the competitiveness of the
country's regions. The conclusions highlight the importance of targeted government initiatives and investments for
the balanced development of regions and maximising their contribution to the national economy through the effective
use of export potential. Special attention is paid to the need to develop regional support programmes that promote
the growth of export activity, improve infrastructure, and attract international investors. This, in turn, contributes to
reducing economic disparities between regions and ensuring sustainable economic growth of the country in general

Keywords: strategic planning; investment climate; international trade; competitiveness; trade policy; export; export

potential

Introduction

The examination of the export potential of the regions of
Kyrgyzstan is extremely relevant since effective manage-
ment of export opportunities can substantially affect the
economic growth of the country. In the context of globali-
sation and the integration of national economies into in-
ternational trade, countries with heterogeneous economic
and infrastructural conditions need strategic planning to
identify and use their economic advantages. The lack of a
comprehensive methodology for assessing export potential
may limit the ability of the state to maximise the oppor-
tunities of each region, which leads to uneven economic
development and reduces the country’s competitiveness at
the international level. Research on this subject will help
develop effective strategies for balanced economic growth
and improved export performance, which is key to improv-
ing Kyrgyzstan's stability.

The problem of research in this industry is a lack of
understanding of how export promotion programmes,
measures to strengthen export potential, and the impact
of foreign direct investment affect the export potential of
countries, and how risk management of small and medi-
um-sized enterprises (SMEs) in developing countries de-
pends on their economic level.

In the study by A. Dooranov et al. (2023), the strategic
directions for the development of the export potential of
Kyrgyzstan and Ukraine were analysed, emphasising the
importance of a systematic approach for effective growth.
Based on the data obtained, the concept and mechanism
for realising the export potential for the regional develop-
ment of Central Asian countries are presented. Researchers
O. Malca et al. (2020) focused on the impact of external fac-
tors, in particular, export support programmes on SMEs,
and concluded that participation in such programmes
has a positive impact on the export resources of SMEs in
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developing countries. Their study also analysed changes
in the structure of exports and imports, focusing on the
relationship between the exchange rate and trade indica-
tors, and noted the need to develop processing industries.
A. Catanzaro and C. Teyssier (2021) showed that govern-
ment export support programmes have a positive impact on
the international results of SMEs. O. Shnyrkov et al. (2020)
analysed the impact of Ukraine’s economic integration on
export diversification in the period 2013-2018, pointing to
an increase in the concentration of exports through trade
barriers. In turn, A. Dooranov et al. (2023) examined the
strategic management of foreign economic activity of ag-
ricultural enterprises, having developed an effective pro-
cedure for assessing the strategy of innovation activity.
P.C. Athukorala & H. Hill (2023) analysed Kyrgyzstan's
trade policy, noting that the country achieved macroeco-
nomic stabilisation after the Soviet period, but economic
growth remained limited. I. Ahmad et al. (2024) assessed
Pakistan’s export potential, finding substantial untapped
potential at USD 2 billion for new goods and USD 5 billion
for existing ones. U. Shahzad et al. (2022) investigated the
role of structural changes in the growth of developed coun-
tries, stressing the positive impact of export quality and fi-
nancial development on long-term growth.

In the subject under study, insufficient attention has
been paid to the specific aspects of assessing the export
potential of the regions of Kyrgyzstan, especially in devel-
oping detailed calculation methods that consider regional
economic characteristics. Due to the lack of a single meth-
od for assessing export potential, existing research focuses
on common approaches, apart from a detailed analysis of
regional differences and their impact on competitiveness.
This leads to gaps in understanding the true factors affect-
ing export potential and highlights the need for further
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research and development of more accurate and adapted
methodologies.

The purpose of this study is to create a methodology
for a comprehensive assessment of the export potential
of the regions of Kyrgyzstan, which will identify the main
obstacles and opportunities for the development of the
country’s foreign economic activity. The following tasks
were set to achieve this goal: assess the positions of differ-
ent regions of Kyrgyzstan in the export potential ratings;
examine the impact of state economic reforms and policy
decisions on the export potential of the regions; compare
successful practices and strategies in countries such as Sin-
gapore, Germany, South Korea, Chile, and India to iden-
tify effective approaches to increasing export potential to
review regional characteristics, such as access to resources,
quality of infrastructure and other factors affecting export
opportunities; determine the competitiveness of regions in
international markets and develop recommendations for
improving economic efficiency and strategic development.

Materials and Methods

With the help of economic analysis, the results were as-
sessed and influence factors such as economic and social
aspects affecting the export potential of the regions of Kyr-
gyzstan were identified. Special attention was paid to iden-
tifying the reasons why some regions showed high or low
results and the possibility of improving their export poten-
tial by changing certain economic policies. For this pur-
pose, data on exports of goods by region and gross regional
product (GRP) per capita were used.

An analysis was used that allowed assessing such im-
portant aspects as the impact of tax policy to assess the
impact of economic reforms and political decisions on the
export potential of the regions of Kyrgyzstan, in particu-
lar, tax rates and benefits, on export activities. It provided
a deeper understanding of how government decisions con-
tributed to or hindered the development of export activities.

With the help of a comparative analysis, the export po-
tential of Kyrgyzstan was examined, based on the experience
of countries such as Singapore, Germany, South Korea, Chile
and India, which have succeeded in developing their export
activities. The analysis allowed collecting data on selected
countries with high export rates that are relevant for compar-
ison. In turn, the data collected were used for a detailed anal-
ysis of the strategies and practices applied in these countries,

including government policies, tax measures, trade agree-
ments, and other initiatives that contributed to the success-
ful development of exports. An analysis was applied to ex-
amine the regional characteristics affecting export potential,
focused on key factors such as access to natural resources,
the state of infrastructure, the level of human capital devel-
opment, and economic and political stability. Each of these
aspects was assessed to determine their impact on opportu-
nities and constraints in the development of export sectors
in different regions and to identify potential ways to improve
export performance. Based on the results obtained, a meth-
odology for assessing export potential was developed, which
included the creation of innovative tools, and factors affect-
ing exports such as software for integrating key indicators
and analytical tables for data visualisation were also clarified.

Statistical data from official sources were used to an-
alyse the export of goods and GRP of the regions of Kyr-
gyzstan, in particular, the National Statistical Committee of
the Kyrgyz Republic (n.d.a; n.d.b), International Monetary
Fund (n.d.), U.S. Department of State (2023a; 2023b; 2024),
Ministry of Commerce and Industry of India (n.d.), statis-
tical information from the reports of the United Nations
Economic Commission for Europe (2015), and W. Naudé &
P. Nagler (2017), who provided valuable data and analytical
conclusions helping to analyse in more depth the impact
of export programmes and investments on the economic
development of countries, and assessed the effectiveness of
various approaches to managing export potential and risks.
The use of these resources allowed examining in detail var-
ious aspects of economic activity, in particular, the export
potential of the regions, assessing their impact on econom-
ic development and international trade.

Results

In today’s globalised world, the rating of the export po-
tential of regions is an important tool for assessing their
economic competitiveness and development prospects. As-
sessing the positions of different regions of Kyrgyzstan in
such ratings allows getting a clear idea of their strengths
and weaknesses in the context of international trade. It also
helps to identify the key factors affecting their export po-
tential, priorities for further development and optimisation
of export strategies. Next, an analysis of the export activ-
ities of different regions of Kyrgyzstan from 2019 to 2023
was conducted (Fig. 1).
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Figure 1. Exports of goods by regions of Kyrgyzstan from 2019 to 2023, million USD
Source: developed by the authors using data from the National Statistical Committee of the Kyrgyz Republic (n.d.a)
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Most regions show stable export growth, which is likely
the result of effective implementation of economic reforms,
infrastructure improvements, and improvement of the in-
vestment environment. The successes in Batken, Jalal-Abad,
Talas regions and Bishkek may indicate that the reforms
have created favourable conditions for business and stim-
ulated exports. However, instability in the Issyk-Kul and
Naryn regions may be caused by infrastructure deficiencies,
low investment levels, or insufficient government support.
Such factors may limit the development of exports and re-
quire additional efforts to improve economic conditions.

In general, to ensure sustainable economic growth and in-
crease competitiveness, it is important to continue to sup-
port and develop infrastructure and the investment climate
and effectively implement economic reforms in all regions.

The analysis of GRP per capita indicators is an im-
portant tool for assessing economic well-being and liv-
ing standards in different regions of the country. Figure 2
shows GRP per capita data for the regions of Kyrgyzstan
for the period from 2019 to 2023. This period includes sub-
stantial economic changes caused by both internal reforms
and external factors.
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Figure 2. GRP per capita of Kyrgyzstan from 2019 to 2023, thousand USD
Source: developed by the authors using data from the National Statistical Committee of the Kyrgyz Republic (n.d.b) and

the International Monetary Fund (n.d.)

The analysis of GRP per capita in Kyrgyzstan for the
period from 2019 to 2023 indicates substantial changes in
the economic condition of different regions. In general,
most regions demonstrate positive dynamics of GRP per
capita growth, which is an indicator of economic growth
and improvement in the standard of living of the popu-
lation. Batken and Jalal-Abad regions have shown stable
growth, reflecting the effectiveness of implemented eco-
nomic reforms and measures to support local businesses.
Substantial growth is observed in the Issyk-Kul region,
where, after a temporary recession in 2021, GRP began to
grow again, which may be due to the development of tour-
ism infrastructure and investments in the region. Naryn
and Osh regions also show positive dynamics, although
their growth is less pronounced compared to other re-
gions. This indicates the need for further efforts to stim-
ulate economic activity and investment in these regions.
Bishkek city and Osh city show the highest GRP per capita,
which is the result of substantial investments and develop-
ment of urban infrastructure. The city of Bishkek stands
out in particular, being the economic centre of the country

and showing stable growth, reflecting the positive impact
of economic reforms on the urban level.

These positive changes in the economic environment
contribute to strengthening the export potential of the
regions. The growth of GRP per capita creates favourable
conditions for the development of local businesses, in-
creasing their competitiveness in international markets.
Thus, the increase in the economic indicators of the re-
gions contributes to the overall economic growth of the
country and the strengthening of its export positions.

It is important to consider specific initiatives and pro-
grams implemented at the state level to assess the impact of
state economic reforms and policy decisions on the export
potential of the regions of Kyrgyzstan. The analysis of spe-
cific reforms and policy decisions helps understand how
these changes affect various aspects of the development of
export potential and provide the basis for the formation
of strategies to increase the competitiveness of regions.
Table 1 provides a detailed overview of key reforms and
policy decisions and their possible impacts on the export
potential of the regions of Kyrgyzstan.

Table 1. Economic reforms and political decisions that may affect the export potential of the regions of Kyrgyzstan

Factor Reforms/solutions

Description

Impact on export potential

The reform of the Kyrgyz tax
system in 2020

Reduction of tax rates,
simplification of tax returns

Reducing the tax burden has made
export operations cheaper
and more attractive for businesses

Economic

reforms o
Infrastructure modernisation

programme by 2025

Investments in roads, ports,
transport networks, logistics
centres

The developed infrastructure has reduced
the cost and time for the delivery
of goods, which has a positive effect
on the export potential
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Factor

Table 1, Continued

Reforms/solutions

The state programme
of support for small and
medium-sized businesses in
2021

Economic
reforms

Description

Financing programmes,
benefits for SMEs,
simplification of regulatory
requirements

Impact on export potential

Support for small and medium-sized
businesses has helped small enterprises
develop export opportunities and expand

sales markets

Free Trade Agreement
with China in 2020

Reduction of tariffs and
quotas, expansion of access
to international markets

Trade deals have helped reduce costs
for exporters and open up new markets
for goods and services

Legislative changes
to improve the conditions
for foreign investment
in 2023-2024

Political
decisions

Improving the conditions
of foreign investment,
protecting the rights
of investors

Improving investment conditions stimulates
the development of new business projects
and modernisation of production facilities,
which, in turn, will increase export potential

The programme for ensuring
political stability
and transparency in 2023

Ensuring the stability
and transparency of public
administration

Political stability helps reduce business
risks and stimulates investment
and export initiatives

Source: developed by the authors using data from the Organisation for Economic Co-operation and Development (2023)

and World Bank (2022a; 2023)

The implemented economic reforms and political de-
cisions have a substantial impact on the export potential of
the regions of Kyrgyzstan. The 2020 tax system reform has
substantially reduced the tax burden on enterprises, which
has reduced export costs and made it more profitable for
businesses. Simplification of tax procedures facilitated the
activities of companies, which stimulated their participa-
tion in international markets. Upgrading infrastructure by
2025 is also important to increase export potential. The de-
velopment of transport networks and logistics centres has
reduced the cost of transporting goods and reduced deliv-
ery time. This has improved the competitiveness of Kyrgyz
goods in the global market, facilitating access to interna-
tional markets and increasing the efficiency of business
processes. The state programme of support for small and
medium-sized businesses, which began in 2021, contrib-
uted to the development of export opportunities (World
Bank, 2022b). Financial support and incentives for SMEs
have helped to expand their activities and enter new mar-
kets, which has ensured sustainable growth in this sector.

Political decisions taken in recent years have played
a critical role in increasing Kyrgyzstans export potential.
The Free Trade Agreement with China in 2020 opened
new markets for Kyrgyz goods by reducing tariff bar-
riers and quotas, which reduced export costs (United

Nations Economic..., 2015; China Briefing Team, 2021).
This contributed to the expansion of export opportunities
and improved competitiveness of Kyrgyz products in in-
ternational markets. Legislative changes aimed at improv-
ing the conditions for foreign investment in 2023-2024
created attractive conditions for investors, which stimulat-
ed the development of new business projects and the mod-
ernisation of existing production facilities (U.S. Depart-
ment of..., 2023b; 2024). This contributed to an increase
in the country’s overall export potential. The programme
to ensure political stability and transparency in 2023 re-
duced business risks and increased confidence in public
administration (United States Agency..., 2022). This, in
turn, contributed to attracting investments and had a pos-
itive impact on export initiatives, providing a stable en-
vironment for economic development and expansion of
export opportunities.

Increasing export potential is a key factor in economic
development and integration of countries into world mar-
kets. Each country uses its unique strategies to achieve this
goal, considering its resources, economic conditions, and
political priorities. The examination of successful prac-
tices and strategies implemented in Singapore, Germany,
South Korea, Chile, and India will provide valuable lessons
and guidance for improving export potential (Table 2).

Table 2. Comparison of successful practices
in Singapore, Germany, South Korea, Chile, India to increase export potential

Country Strategy Description Conclusion
. . The contribution to infrastructure
Innovative Investments in port . .
. . . and the introduction of the latest
Singapore infrastructure and logistics systems, modern . L
- . technologies substantially increases the
projects infrastructure : i -
efficiency of logistics operations
. Support for scientific research, The focus on innovation and scientific
Export-oriented - . . . .
Germany innovation, research contributes to an increase in

policy

and enterprise efforts

export potential
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Country Strategy

Development

South Korea of technology

Description

Creation of technology hubs
and business incubators to support

Table 2, Continued

Conclusion

The formation of technology hubs
and support for startups stimulate

hubs startups and innovative companies innovation and increase export potential
Openness Conclusion of free trade deals, Simplification of trade barriers
Chile to international reduction of trade barriers and active deal-making expand access
markets and tax benefits for exporters. to global markets
Strategies for the Financial support for the modernisation Support for the manufacturing sector
. development of ; S . :
India of production facilities, improvement and SMEs improves product quality

the manufacturing
sector

of product quality, and support for SMEs

and reduces production costs

Source: developed by the authors using data from Coface (n.d.), M. Holzamer (2022), and W. Yi (2024)

Singapore is an example of how substantial investments
in infrastructure can have a substantial impact on econom-
ic efficiency. Investments in the modernisation of ports
and logistics systems have allowed Singapore to become an
important international transportation hub (U.S. Depart-
ment of..., 2023a). This includes the introduction of the
latest technologies for cargo management and optimisation
of logistics processes. High-quality infrastructure reduces
transportation costs and increases the country’s compet-
itiveness in global markets. From this example, it can be
seen that investments in infrastructure are critically im-
portant for the development of foreign economic activity.

In turn, Germany demonstrates how supporting re-
search and innovation can become the basis for economic
growth and increasing export potential. The German mod-
el focuses on the integration of scientific achievements and
the latest technologies into industry, allowing companies
to develop high-quality products and services (Naudé &
Nagler, 2017). The national policy of promoting innovation
and scientific research stimulates the development of new
technologies and strengthens Germany’s position in the
global market. This highlights the importance of investing
in science and technology to maintain competitiveness.

South Korea is actively using the creation of technol-
ogy hubs and business incubators to support startups and
innovative enterprises (Yi, 2024). Such hubs provide re-
sources, financial support, and mentoring for new compa-
nies, which allows them to develop and enter international
markets. This contributes to the emergence of new technol-
ogies and products, which increases the country’s export
potential. Supporting innovative startups and developing
technology centres is an important aspect of stimulating
economic growth and competitiveness.

Chile shows how an open trade policy can expand
access to international markets (Matchplat, 2024; Obser-
vatory of Economic..., 2023). The conclusion of free trade
deals and the reduction of trade barriers contribute to an
increase in exports and lower costs for the exporter. Tax
incentives and simplification of procedures also play an im-
portant role in supporting export efforts. The Chilean ex-
perience highlights the importance of an active trade policy
for integration into the global economy.
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In turn, India shows how supporting the manufac-
turing sector and small and medium-sized companies can
increase export potential (Ministry of Commerce..., n.d.;
Bansal, 2023). Financial support for the modernisation of
production facilities and improvement of product quality
allows reducing production costs and increasing the com-
petitiveness of Indian goods on the world market. Support
for manufacturing facilities and SMEs is critical for the
growth of export opportunities and economic develop-
ment. The conclusion that can be drawn from the analy-
sis of these countries is that an integrated approach to the
development of export potential, including investment in
infrastructure, support for innovation, openness to inter-
national markets, and the development of the manufactur-
ing sector, is key to achieving success in the global market.
These strategies can be adapted and implemented in other
countries, which makes it possible to increase their eco-
nomic opportunities and competitiveness.

The economic assessment of the export potential of
the regions has a critically important aspect of the devel-
opment of the national economy. Each region has its own
unique characteristics that determine its ability to compete
in international markets. Therefore, Figure 3 shows the as-
pects that create the basis for the formation of an effective
export strategy.

Political stability

infrastructure

Access to
resources

Quality of

Economical
development
level

State support
of exporters

Figure 3. Aspects that create the basis
for the formation of an effective export strategy
Source: compiled by the authors

Access to resources is one of the key factors affecting
the export potential of regions. In Kyrgyzstan, with its
natural resources, this aspect is of particular importance.
For example, the availability of minerals such as gold,
coal, and water resources are an important factor for the
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development of the mining and energy industries. In addi-
tion, fertile lands and favourable climatic conditions cre-
ate prerequisites for the development of agriculture, tradi-
tionally an important industry for Kyrgyzstan (Sakkaraeva
& Kumashev, 2024). The high quality of natural resourc-
es contributes to the production of competitive products
that can be successfully exported to international markets.

The quality of infrastructure plays a crucial role in the
development of export potential. A well-developed trans-
port network, including highways, railway lines, airports
and ports, ensures efficient logistics and reduces the cost of
transporting products. Investments in transport and logis-
tics facilities can substantially improve the regions™ access
to international markets, which will increase their export
potential in Kyrgyzstan. In addition, the development of
information and communication technologies contributes
to improving supply chain management and improving the
efficiency of business processes (Podra & Petryshyn, 2023).

Political stability is an important factor influencing
the economic development and export potential of the re-
gions. It provides predictability and security for investors
and entrepreneurs, which creates favourable conditions for
business development. In Kyrgyzstan, political stability is
one of the key conditions for attracting foreign investment
and expanding export activities. Strengthening political
stability includes measures to increase transparency of gov-
ernment procedures, combat corruption, and improve the
legal framework to protect investors’ rights.

The level of economic development of the regions has
a direct impact on their export potential. The high level
of economic development ensures the availability of in-
dustrial capacities, skilled labour, and modern technolo-
gies, which contributes to the production of competitive
products (Loxha, 2019). In Kyrgyzstan, it is necessary to
focus on improving the level of economic development
through support for small and medium-sized businesses,
innovation, and technological development. Investments
in education and training of the workforce also contribute
to improving the productivity and quality of products pro-
duced in the regions.

In addition, state support for exporters is an impor-
tant factor in the development of the export potential of
the regions. This may include financial incentives, pref-
erential taxation, export development programmes, and
other measures. In Kyrgyzstan, it is necessary to develop
an effective state support strategy that promotes the expan-
sion of export activities. This may include the creation of
special economic zones, the development of programmes
to increase the competitiveness of products, and measures
to promote Kyrgyz products on international markets.
Government support may also include providing informa-
tion and consulting services to exporters to enhance their
knowledge of international markets and product require-
ments (Kucher & Mazurenko, 2024).

Thus, considering these key aspects creates the basis
for the formation of an effective export strategy that con-
tributes to the economic development of the regions of
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Kyrgyzstan and increases their competitiveness in inter-
national markets.

An integrated approach to assessment, including eco-
nomic, social, and infrastructural factors, allows not only
to understand the current state of export potential but also
to identify key areas for improvement and optimisation.
This, in turn, contributed to the development of strategies
that will increase the competitiveness of the regions, im-
prove their economic integration, and ensure sustainable
economic growth. The development of the new method-
ology includes several stages, each of which is aimed at a
detailed analysis of various aspects of the export potential
of the regions (Fig. 4).

{ Collection and analysis of data ]

A 4

{ Assessment of resource potential }

\ 4

[ Infrastructure analysis ]

A 4

{ Social-economic analysis ]

A 4

{ Development of the composite index }

A 4

{ Rating of the regions }

Figure 4. The developed methodology
for calculating the export potential
Source: compiled by the authors

The first step in data collection is to identify reliable
sources of information. The primary sources of informa-
tion are government statistical agencies, such as the Na-
tional Statistical Committee of Kyrgyzstan, the Ministry of
Economy, and regional administrations. These bodies pro-
vide official statistics on economic indicators, unemploy-
ment, production, and exports. It is also important to use
data from international organisations such as the World
Bank, and the International Monetary Fund, which can
provide additional macroeconomic data and comparative
information. After identifying the sources of information,
the data collection process is conducted. This includes the
collection of statistical data on the gross domestic product
(GDP), unemployment, production and export volumes,
road quality, availability of logistics centres, education lev-
el, and other indicators. It is important to consider the rel-
evance and completeness of the information to ensure the
accuracy of further analysis. The collected data is systema-
tised in the form of tables, graphs, and other formats, which
simplifies their further analysis.

Thus, the first stage of data collection and analysis is an
important step that lays the foundation for further assess-
ment of the export potential of the regions of Kyrgyzstan.
It provides the necessary information for making informed
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decisions and developing effective strategies to increase
the competitiveness of regions in international markets.
The assessment of the resource potential of the regions of
Kyrgyzstan begins with an analysis of the available natural
resources. This includes exploring the availability of min-
erals such as coal, gold, uranium, and other minerals that
can be used for mining and exports. Geological data, ex-
ploration results, and information on existing and poten-
tial deposits are analysed.

Data on the area and fertility of agricultural land, the
types of crops grown, yields, and opportunities for expand-
ing agricultural production are examined to assess agri-
cultural potential. A key aspect of this is the availability of
water resources, which provide irrigation for agricultural
land and water supply for industrial and domestic needs.
The assessment includes an analysis of rivers, lakes, reser-
voirs, and groundwater, and their accessibility for use. An
important component of the resource potential assessment
is the analysis of the region’s technological capabilities for
the efficient use of natural resources. This involves examin-
ing the available extraction and processing technologies for
minerals, agricultural technologies, irrigation, and water
supply systems. The development of industrial enterpris-
es, their production capacities, the availability of modern
equipment, and the infrastructure for storing and trans-
porting products are also assessed.

In addition, the regions innovative potential is as-
sessed, including its ability to adopt new technologies and
innovations. This assessment covers research institutions,
educational establishments, the level of specialist train-
ing, and partnerships with international collaborators. A
key aspect is the availability of investment resources and
support from both the state and private investors, which
contributes to the development of the region’s technologi-
cal potential (Lazaj et al., 2024). The next step involves an
infrastructure analysis, focusing on assessing the quality
and availability of critical infrastructure that impacts the
economic activity of the region. The state of the transport
network is assessed, including roads, railways, and air and
sea ports. This assessment is essential for understanding
how efficiently the region can support transportation links
for production and export needs. The quality and accessi-
bility of transport routes influence transportation costs and
the speed of goods delivery.

The analysis of logistics services includes assessing the
availability of warehouses, logistics centres, and customs
terminals. It is important to examine how effectively these
facilities handle and store goods, and their impact on logis-
tics costs and efficiency. Investments in modernising or ex-
panding logistics infrastructure can significantly improve
these processes and reduce costs. Communication services,
such as Internet access and mobile connectivity, are also
crucial for business development. Assessing the quality of
communication infrastructure helps determine how well
the region provides the connectivity and access to infor-
mation necessary for conducting business and integrating
into global markets. High-quality communication services
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enhance business process management and improve the
competitiveness of the region.

The socio-economic analysis focuses on assessing de-
mographic characteristics, educational levels, workforce
qualifications, and living standards. Demographic data
helps assess the labour force potential and the region’s
needs for educational and professional services. The level of
education and workforce qualifications directly influences
labour productivity and the region’s capacity to adopt inno-
vations. Based on the collected data and analysis, a compos-
ite index is developed to reflect the overall export potential
of each region. This index considers various factors such
as infrastructure conditions, access to resources, socio-eco-
nomic indicators, and other relevant data. The composite
index allows different aspects of potential to be aggregated
into a single measure, simplifying regional comparisons.

The development of the composite index involves de-
termining the value of each factor and integrating them
into a unified model. This approach ensures that different
dimensions of export potential are accounted for, creating
an objective indicator that reflects the overall readiness of a
region for export activities. Based on the composite index,
a ranking of the regions is created according to their ex-
port potential. This ranking helps identify the regions with
the highest or lowest export potential, highlighting their
strengths and weaknesses. The process aids in formulating
recommendations for enhancing export potential, such as
improving infrastructure, investing in education, or devel-
oping new infrastructure projects.

The regional ranking analysis can also be utilised for
strategic planning and decision-making at the national
or local government level. It enables the allocation of re-
sources and policies to support regions with high poten-
tial, while also assisting those that need to enhance their
export capabilities. This methodology not only assesses
the current state of export potential but also identifies op-
portunities for further development and optimisation of
resources. It serves as a crucial tool for forming effective
policies and strategies aimed at improving the economic
situation in the regions and enhancing their competitive-
ness in international markets.

Discussion

In the context of the global economy, where increasing
regional competitiveness is gaining importance, under-
standing export potential becomes a key aspect of assessing
economic development. Various studies on this subject not
only enable the comparison of regional indicators but also
identify best practices and strategies that can be adapted
to improve the economic situation in different countries.
Therefore, the assessment methodologies of export poten-
tial used in different countries allow for a determination
of their success and a focus on what makes the proposed
method more comprehensive and unique.

Studies by PH. Linh et al. (2019). A. Mulabdic &
P. Yasar (2021), S. Silleyman (2022) assessed export po-
tential based on the analysis of specific economic factors
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and sectors. However, regional differences and the inter-
relations between these factors were not always consid-
ered. The methodology proposed in this study is more
comprehensive, involving a thorough analysis that better
accounts for these aspects. This aligns with the findings of
the present research and provides a more accurate under-
standing of export potential. For instance, the analysis of
Turkey’s export potential using the gravity model revealed
opportunities in sectors such as electronics and chemical
industries, while identifying untapped resources in the ag-
ricultural sector. However, a detailed analysis of regional
characteristics and their impact on overall export potential
was not considered, limiting the comprehensiveness of the
approach. Similarly, a study on Vietnam’s agricultural ex-
port potential to the European Union employed stochastic
frontier analysis and the generalised method of moments,
confirming the high potential and growth trends. While
this study emphasised crucial factors such as financial mar-
ket development and trade liberalisation, it did not exam-
ine the complex influence of regional differences.

The research findings of M. Aucamp et al. (2023),
EM. Adoho & R. Kotchoni (2022), R. Huang et al. (2020)
revealed that many export potential assessment methodol-
ogies focus on specific economic conditions and political
initiatives, which do not always reflect all aspects of export
potential, as addressed in the proposed methodology. One
of the examined approaches highlights under-exported
opportunities by analysing unutilised or underutilised as-
pects and identifying potential markets and segments for
expanding export performance. Another approach consid-
ers specific economic and geographic variables, such as the
level of economic development, infrastructure, or location,
assessing how these factors influence export potential. Stud-
ies using the gravity model to analyse the export potential
of the Democratic Republic of Congo revealed an export
gap, emphasising the potential for expansion in African
markets. Similarly, panel data and regression analysis to
forecast China’s exports to Central Asia by 2022 identified
steady growth. However, these approaches do not always
consider all regional characteristics and their complex im-
pacts, making the developed methodology more compre-
hensive by integrating a detailed analysis of regional factors
that were not considered in the aforementioned studies.

There was also alignment with the research of V. Ritan
& A. Spasi¢ (2022), D. Mance et al. (2023), E. Prsezdziec-
ka (2023), where the importance of considering value-add-
ed aspects, strategic promotion methods, and competitive-
ness in international markets in assessing export potential
is emphasised. Specifically, these studies employed various
methodologies to assess regional value chains, such as in
Croatia, where the impact of value-added on the coun-
try’s efficiency and integration into European production
networks was assessed. Researchers also analysed export
support strategies in six Southeast European countries
outside the European Union, aiming to determine their
effectiveness and develop recommendations for improv-
ing outcomes. In addition, methodologies applied to assess
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Poland’s prospective export industries to the United States
included a competitiveness index and demand analysis
to identify industries with the highest growth potential.
While these studies highlight the importance of a com-
prehensive approach to evaluating export potential, they
do not account for certain aspects integrated into the de-
veloped methodology, particularly the incorporation of
strategic and economic factors at the level of regional and
international integration.

At the same time, the studies by C. Yirga et al. (2019),
I. Konstantakopoulou (2020), E. Karkhaneh et al. (2022),
identified both similarities and differences in the assess-
ment of export potential across different countries. The use
of a decision-support model to identify realistic export op-
portunities highlighted the significant potential for exports
to the Eurozone, the Balkans, and the United States, but it
did not account for the macroeconomic and political fac-
tors that the methodology proposed in this study includes
for more comprehensive results. An analysis of Iran’s ex-
port potential to Brazil showed the positive influence of
Iran’s GDP and population size, yet it did not involve a
detailed examination of local conditions and trade barri-
ers, which would have provided more accurate recommen-
dations. The study of legume export potential in Ethiopia
demonstrated the possibility of significantly increasing
exports, but it did not incorporate an analysis of global
market conditions, which are part of the methodology de-
veloped in this study. These studies affirm the importance
of a comprehensive approach to assessing export poten-
tial, while the methodology developed in the current study
provides a more encompassing analysis by including both
macroeconomic and specific factors, resulting in more ac-
curate and practical outcomes.

However, the interrelationship between various as-
pects of export potential, particularly the influence of cul-
tural characteristics and innovation, is explored in greater
detail in the studies by J. Hagemejer & J. Muck (2019),
G. Buturac et al. (2019), U. Herigbaldi et al. (2023). An
analysis of the sources of industrial export growth in Croa-
tia using the constant market share method and input-out-
put model identified a significant improvement in export
performance following Croatia’s accession to the European
Union, particularly due to the increased competitiveness
of the manufacturing industry, which also had a positive
effect on other domestic sectors such as agriculture, trade,
and business services. The impact of export promotion
programmes in Indonesia demonstrated how these pro-
grammes strengthen organisational resources and com-
panies’ export capabilities, leading to increased produc-
tivity and competitiveness, with the greatest effect seen in
export promotion programmes for small companies with
significant export experience, although their development
in Indonesia requires further refinement. The role of ex-
ports and participation in global value chains in economic
growth in Central and Eastern Europe underscores that
exports are a key driver of economic growth and conver-
gence with developed partners, with primary drivers being
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participation in global value chains, technology imports,
and capital deepening (Mayis et al., 2021). At the same
time, the methodology developed in this study offers a
more detailed and accurate analysis of export potential by
integrating cultural characteristics, innovation, and other
factors into a unified model. This approach allows for a
more comprehensive understanding of export potential, in
contrast to studies that focus on analysing only individual
elements or aspects, thus providing a better evaluation and
accuracy of results.

A correlation was also found with the study by S. Ha-
jivand et al. (2020), which examines the impact of mac-
roeconomic factors on the export potential of agricultural
products. The assessment of Iran’s agricultural export po-
tential confirmed the positive influence of the GDP and
population size of trading partners.

In their study, C. Bayudan-Dacuycuy & R.B. Serafi-
ca(2019), D. Hidiroglu (2021), A. Namrata (2023), revealed
that methods of assessing export potential tend to focus
on specific aspects, such as export portfolio diversification,
bilateral trade analysis, and strategies for entering new
markets. For the Philippines, it was established that from
1995 to 2014, the complexity of exported goods remained
low, and the implementation of diversification strategies
and the development of human capital was recommend-
ed to improve the situation. In the case of India and the
USA, an analysis of bilateral trade between 2012 and 2021
demonstrated growth in trade and the competitiveness of
key export products, while identifying untapped export
potential. The study on Turkey provides recommendations
on export strategies, particularly for SMEs, emphasising
the importance of detailed export plans for each market,
considering marketing, logistics, and financing. The main
outcome of these studies is the development of method-
ologies that assess export potential in various countries.
However, the methodology developed in this study is more
comprehensive, as it integrates all these factors, providing
a more holistic and accurate analysis.

The analysis of various studies showed that the stabil-
ity of supply chains, experience in foreign markets, and
the expansion of market opportunities are critical to the
effectiveness of export strategies and long-term export
growth. The importance of supporting new exporters and
facilitating their access to international markets is wide-
ly recognised. However, unlike most studies that examine
these aspects individually, the methodology developed in
this study integrates all these factors into a single model,
allowing for a deeper understanding and assessment of the
export potential of countries.

Conclusions

This study demonstrated that the methodology developed
for assessing the export potential of regions in Kyrgyzstan
is a key achievement, enabling the effective analysis of ex-
port potential. The methodology involves several impor-
tant stages, such as gathering data from reliable sources,
assessing resource potential, infrastructure, technological
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capabilities, and socio-economic conditions. This approach
allowed for a detailed assessment of the various aspects of
the export potential of regions of Kyrgyzstan. As a result,
key strengths, such as the availability of natural resources
or developed infrastructure, were clearly identified, along
with weaknesses, such as insufficient government support
or difficulties in market access.

In turn, the analysis of the export potential of regions of
Kyrgyzstan for 2019-2023 demonstrated an overall growth
in export volumes, indicating the success of economic re-
forms and improvements in infrastructure. The most sub-
stantial achievements were observed in Batken, Jalal-Abad,
Talas regions, and the city of Bishkek, highlighting the ef-
fectiveness of the measures implemented. However, certain
regions, such as Issyk-Kul and Naryn, require additional ef-
forts to stabilise their export potential. The positive growth
in GDP per capita, particularly in Batken, Jalal-Abad, and
Issyk-Kul regions, confirms economic growth and an im-
proved standard of living. High performance in the cities of
Bishkek and Osh reflects the positive impact of investments
and infrastructure development. Overall, these economic
changes contribute to strengthening the export potential
of the regions and enhancing the competitiveness of Kyr-
gyzstan on the international stage, creating conditions for
the further development of local businesses.

An assessment of the impact of government reforms
and political decisions on the export potential of Kyr-
gyzstans regions shows a positive effect on the economic
situation. In particular, tax reductions and the simplifi-
cation of administrative procedures reduce export costs,
making business more attractive to investors. Investments
in infrastructure modernisation, such as the improvement
of transport networks and logistics centres, enhance the ef-
ficiency of goods transportation and reduce delivery times.
Political decisions, such as the free trade agreement with
China, reduce trade barriers and improve the investment
climate. Overall, the comprehensive approach to imple-
menting reforms and political decisions supports stable
economic development and the strengthening of Kyr-
gyzstan’s international relations.

The export potential of regions of Kyrgyzstan was also
assessed, which is crucial for the development of the na-
tional economy given the significant natural resources in
the country. Key factors, such as access to resources, the
quality of infrastructure, political stability, and govern-
ment support, collectively influence the competitiveness
of products and business efficiency. The presence of mod-
ern infrastructure and active governmental support helps
reduce costs and improve business processes. Developing
an effective export strategy that considers these factors
contributes to economic growth and enhances competi-
tiveness in international markets.

It is essential to focus on applying the developed
methodology for calculating and analysing rankings to
further improve the outcomes of the study. This meth-
odology should be used for a detailed examination of the
export potential of different regions, which will enhance
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EKOHOMiYHa OLliHKa eKCNOPTHOro noTeHLiany perioHie KupruscraHy:
MeToAMKa Po3paxyHKy Ta aHani3 peuTUHry
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AHoTauisi. Metoo pocmifkeHHsA Oyl10 po3poOleHHs MeTONUKM OLiHIOBaHHS EKCIOPTHOTO IIOTEHIIialy perioHis
Kupruscrany Ta npoBefjeHHS aHali3y, CIPAMOBAHOTO Ha BM3HAY€HHA KIOYOBMX YMHHUKIB, IO BIVIMBAIOTh Ha
KOHKYPEHTOCIIPOMO>KHICTb i pO3BUTOK €KCIIOPTHUX MOKIMBOCTEN. MeTOMOMIOTiA IPYHTY€EThCA Ha aHa/i3i CTATUCTUYHMX
HaHUX 3 0piLilHNX Kepel, TAKUX AK CAliTH YPAROBUX al€HTCTB, MiHICTEpCTB, CTATUCTUYHMX BiJOMCTB i MbKHapOgHNX
opraHisamiil, 3 MeTOIl0 3a0e3lleYeHHA TOYHOCTI Ta JOCTOBIPHOCTi OLIHKM eKCIIOPTHOrO IIOTEHIialy perioHiB
Kupruscrany. Pesynbraty gocnimkenna sacsigannm, mo 3 2019 mo 2023 pik y perionax Kupruscrany cnocrepiraerbca
3arajibHe 3pOCTaHH: O0CATIB eKCIIOPTY 3aBAAKMU YCIILIHUM eKOHOMIYHUM pedopMaM i IOJiNIIeHHI0 iHGpacTpyKTypu.
Hait6inp1mi jocATHeHHA crocTepiraloTbes B baTkeHcbkiit, Ikanan- Abancpkilt, Tamacpkilt 06macTsax Ta B MicTi bimkeky,
topi Ak Iccuk-Kynbebka Ta HapuHcbka o6macti noTpe6yoTh [ORATKOBYUX 3axofiB. IlosuTyBHaA AuHaMika BajoBOro
perionanbHoro nponykry (BPII) Ha gyiry HacelneHHs MiATBEPAXKY€E eKOHOMIYHE 3pOCTAHHA i IiIBUIeHHA PiBHA XXUTTA.
Peasnizania nogarkoBux pedopM Ta iHBeCTHIill B iHPPaCTPYKTYPy CTBOPIOE CHPUATINBI yMOBM [y eKCIIOpTY. CBOEIO
Yeproo, MDKHApOmHMIT f0cBif Takmx Kpaid Ak Cinranyp, Himeuumna, IliBgenna Kopes, Ywmi, Inpia memoncTpye
eeKTUBHICTD iHBecTULill B iHQPAaCTPYKTypy Ta HifTPUMKY iHHOBAIill I MigBUIIEHHA KOHKYPEHTOCIIPOMOXHOCTI
perioHiB KpaiHyu. BMCHOBKM HAaronomyoTbh Ha BaXXIMBOCTI IiIeCOPAMOBAHUX Jep>KaBHUX iHil[iaTMB Ta iHBecTuUIil
I 36a1aHCOBAHOTO PO3BUTKY PETiOHiB i MakcuMisanlii iXHbOro BHeCKy B HaIliOHa/TbHY eKOHOMIKY depes e eKTVBHe
BMKOPUCTaHHS eKCIIOpTHOro noreHniany. OcobnuBa yBara OpupingeTbca HeoOXiHOCTI po3poOIeHHA perioHaIbHNX
IIporpaM MiATPUMKY, IO CIPUAIOTh 3POCTAHHIO eKCIIOPTHOI aKTMBHOCTI, IOJINIIEHHI0 iHPAaCTPYKTypy, a TaKoX
3a/Iy4eHHIO MKHapojgHuX iHBecTopis. Ile, cBO€ 4eprowo, CopuATUME 3HIDKEHHIO €KOHOMIYHUX JJUCIPOMOPLIi MixX
perioHami Ta 3a0e3IeYeHHIO CTA/IOr0 €KOHOMIYHOTO 3pOCTaHHA KpalHU B LIiIOMY

KnioyoBi cnoBa: ctpaTeriuHe NaHyBaHH:A; iHBECTULIIHNIL K/TiMaT; M>KHapO/JjHA TOPTiB/iA; KOHKYPEHTOCIIPOMOXKHICTB;
TOProBe/IbHA MOMITUKA; eKCIIOPT; eKCIIOPTHMIA IIOTEHITia
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it was found that budget deficits are typical for both countries. This situation has been observed in two countries for
2019-2023, with the exception of the situation in Kyrgyzstan in 2023. The annual increase in public debt is typical for
both countries. For Kyrgyzstan, over the period 2019-2023, by more than 75.1%, and for Ukraine — by more than 3 times.
Also characteristic of the two countries is the annual decrease in the transparency of the use of budgetary funds with
deterioration in indicators by 25 points for Ukraine and 2 points for Kyrgyzstan for the period 2019-2023. As a result of
the analysis, the main measures to improve the current situations in the two countries were identified: attracting foreign
capital and changing the structure of expenditures and revenues to reduce the budget deficit, and digitalisation of public
budget management and increasing the level of digital literacy of management staff to increase transparency in the use of
public finances. It is more difficult for Ukraine to achieve such an effect, given the state of war. Such measures should be

implemented gradually step by step for their synergistic effect as a result

Keywords: income and expenses; debt; payment stability; regulatory transformation; taxation

Introduction

The state, on the one hand, acts as a service provider and
buyer of goods and services, and, on the other hand, acts
as a guarantor of social protection of the population in the
form of social assistance payments. In all two cases, the
state bears its own expenses. In addition, the interaction
of the economy and the state occurs at the expense of in-
come. Through taxation, the state can regulate business
activity in society. Tax revenues to the budget also depend
on the activity of taxpayers. Another channel of the state’s
influence on the economy is the achievement of a balance
between income and expenditure in the state (Marattin et
al., 2022). In order to achieve such a balance between ex-
penditures and incomes, an effective budget management
system should function in practice.

In modern conditions, various spheres of national
economy of countries are developing, requiring reform
and improvement of public money management to effec-
tively develop the country in the international market, as
noted in his work K. Ketners (2024). The effective alloca-
tion, planning, and use of the country’s budget funds have
always been the focus of attention of various researchers.
Exploring the relationship between tax revenues, govern-
ment spending, and economic growth in the G7 coun-
tries, including the income-expenditure ratio, T. Gurdal et
al. (2021) concluded that it is almost impossible to achieve
synchronisation of income and expenses in practice,
therefore, there will always be either a deficit or a surplus
of finances in the country’s budget. Analysing the changes
in the national budget balances of 143 countries over the
period 1990-2019, the researchers T. Nguyen et al. (2023)
concluded that, on the one hand, the deficit and surplus
are affected by global uncertainty, which hits fiscal balanc-
es regardless of the degree of economic development. On
the other hand, the internal management of the country’s
finances plays a role. Since government debts have reached
record levels, an analysis of public finance management
in the countries of the former Soviet Union is of interest.
Namely, studying the experience of public finance manage-
ment in Ukraine and Kyrgyzstan and identifying effective
measures to apply the experience to improve the situation
for Ukraine. An important indicator is the transparency
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of the use of public funds in the country. It is transparen-
cy that can show what problems exist in the management
of budgetary funds in a country (Bauhr et al., 2020). Ac-
countability has become one of the main topics of modern
research in the field of political economy and public ad-
ministration (James, 2019). Exploring the features of pub-
lic funds management in democratic conditions, A. An-
droniceanu (2021) found that it is access to information
that develops the trust of the country’s citizens in public
institutions, allowing them to monitor the performance of
budget management functions. Similar conclusions were
obtained by A. Farazmand et al. (2022), who explored the
relationship between corruption, lack of transparency, and
misuse of public funds during the crisis. As a result of the
meta-analysis, C. Chen and S. Ganapati (2023) concluded
that transparency plays an important role in the manage-
ment of the state budget. The researcher J. Cifuentes-Fau-
ra (2024b) came to similar conclusions after analysing a
related topic. Other researchers such as A. Mungiu-Pip-
pidi (2023), came to similar conclusions as a result of the
study. In countries with high levels of corruption, despite
all the fiscal measures of the government, the country’s
competitiveness is declining (Tiganasu et al., 2022).

In terms of government spending to gross domestic
product (GDP), Kyrgyzstan’s public sector is large by in-
ternational standards, which is inherited from the social-
ist past (Gerstenberg er, 1999). The same can be said about
the situation in Ukraine. According to the Corruption
Perception Index, as of 2023, Ukraine has 36 points out
of 100, and Kyrgyzstan has 26 (Transparency Internation-
al, 2023). But, given the level of economic development,
Kyrgyzstan is much ahead of Ukraine. It is important to
note that this trend was observed even before the start of
Russia’s full-scale military invasion of Ukraine in 2022.
Therefore, it is of interest to analyse the reform of the state
budget management system in Ukraine and Kyrgyzstan
and to develop measures to improve the reform that can
lead to positive results in the development of these coun-
tries and solve current problems, for example, corruption
and economic growth of countries. This study aims to
close the existing scientific gap.
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The purpose of the study was to analyse the state and
existing problems in the management of revenues and ex-
penditures of the state budget in Ukraine and Kyrgyzstan
and identify ways to improve the efficiency of public finan-
cial management. The following tasks are important in the
course of the study:

« analysis of the main statistical data characterising the
process of public finance management in Kyrgyzstan and
Ukraine;

« analysis of budget management reform in Kyrgyzstan
and Ukraine;

« development of recommendations to increase the
transparency of the use of the state budget.

Materials and Methods

Initially, in order to fulfil the first task set in the study, the
most important indicators of state budget management in
Kyrgyzstan and Ukraine were determined using statistical
data analysis. The statistical analysis was carried out in five
stages. At the first stage, the main statistical data of inter-
est were collected and systematised. Such data included the
following indicators: expenditures and revenues, budget
deficit/surplus (Ministry of Finance of the Kyrgyz Repub-
lic, 2022; Ministry of Finance of Ukraine, 2024b; National
Statistical Committee..., 2023a; 2023b; 2023c; 2023d), GDP
figures (Statista, 2024), the amount of external and internal
debt of both countries (Ministry of Finance of the Kyrgyz
Republic, 2022; Ministry of Finance of Ukraine, 2024b),
percentage of budget deficit to percentage of GDP (Min-
istry of Finance of Ukraine, 2024b; National Statistical
Committee..., 2023d; 2023e; 2023f), budget transparency
(International Budget Partnership, 2023a; 2023b). At the
second stage, data on income, expenditure, and deficit
(surplus) were presented for the period 2019-2023 for each
country separately in the form of a table. At the third stage,
separately Ukrainian and Kyrgyz indicators of deficit (sur-
plus), budget revenues, and expenditures were analysed in
dynamics for different years. To do this, the growth rate
formula (1) was used:

C
Gr = B—E *100%, (1)

where Gr - growth rate; Cp - indicators of the values of
the current period, Bp - indicators of the values of the
base period.

The formula (2) of the growth rate of indicators was
also used:

Gri = =2+ 100% — 100%, )
Bp

where Gri - growth rate of indicators.

At the fourth stage, a comparison of the state budget
deficit as a percentage of GDP in the two analysed coun-
tries for the period 2019-2023 was carried out. At the last
fifth stage of statistical data analysis, the budget transpar-
ency indices of Ukraine and Kyrgyzstan for the period

Scientific Bulletin of Mukachevo State University. Series "Economics”, 11(3)

2019-2023 were also analysed and presented in the form of
a table. The budget transparency score was compared both
in dynamics by year for each country, and in the equality
of the two countries, and was also compared with the in-
ternational average.

Due to the specifics of the topic, the second task of the
study was based on the analysis of previous studies and oth-
er theoretical sources of information. In order to analyse
the specifics of the functioning and reform of budget man-
agement in Kyrgyzstan and Ukraine, various sources of in-
formation were analysed, including research papers, books,
studies, and other publications related to the research topic.
The following government programmes also formed the in-
formation base of the study: Order of the Cabinet of Min-
isters of Ukraine No. 774-r “On the Strategy for the Devel-
opment of the Public Finance Management System” (2013),
Order of the Cabinet of Ministers of Ukraine No. 142-r “On
approval of the Strategy for Reforming the Public Finance
Management System for 2017-2020” (2017), Order of the
Cabinet of Ministers of Ukraine No. 1805-r “On approv-
ing the Strategy for Reforming the Public Finance Man-
agement System for 2022-2025 and the Action Plan for its
Implementation” (2021), Resolution of the Government of
the Kyrgyz Republic No. 696 “On Approval of the Strate-
gy for the Development of Public Finance Management
in the Kyrgyz Republic for 2017-2025” (2016), Annex 1 to
the Resolution of the Government of the Kyrgyz Republic
No. 469 “Main Directions of Fiscal Policy of the Kyrgyz Re-
public for 2020-2022” (2019).

Results

The state budget acts as the main fund for the preservation
and distribution of money in the country. It is with the help
of the state budget that the government concentrates a cer-
tain part of GDP and distributes funds for the subsequent
development of the country’s national economy (Ministry
of Finance of Ukraine, 2024a). The state budget manage-
ment system is a set of processes, mechanisms, and rules
that regulate the use of state funds in various areas.

The ideal scenario for managing the state budget in any
country is the predominance of income over expenditure.
Consequently, the resulting balance is the part of the budget
that the government of the country, on the one hand, can
direct to address unforeseen circumstances and their con-
sequences, and, on the other hand, these funds can be di-
rected to the income of the state budget next year. But this
is only a theory, but in practice there is often a situation of
budget deficit, that is, not covering expenses with income
for a calendar year. Kyrgyzstan and Ukraine are no excep-
tion. During 2019-2022, Kyrgyzstan experienced a budget
deficit (Ministry of Finance of the Kyrgyz Republic, 2022).
In Ukraine, the state budget deficit is observed for the peri-
od 2019-2023 (Ministry of Finance of Ukraine, 2024a). The
study will take a closer look at the indicators of the state
budget of each country. Revenues, expenditures, and the
balance of the state budget of Kyrgyzstan are listed in Table 1.

"
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Table 1. Revenues, expenditures, and deficit of the state budget of Kyrgyzstan for 2019-2023

Revenues, Percentage Expenses, Percentage of change Deficit/surplus,

million USD of income change million USD in expenditure million USD
2019 2,401.1 - 2,407.3 - -6.2
2020 1,836.7 -23.5 2,074.9 -13.8 -238.2
2021 2,476.1 34.8 2,496.9 20.3 -20.8
2022 3,508.9 41.7 3,630.3 454 -121.4
2023 4,403.2 25.5 4,261.4 17.4 141.8

Note: exchange rate as of December 31 of each year under study
Source: compiled by the authors based on data from the Ministry of Finance of the Kyrgyz Republic (2022), National
Statistical Committee of the Kyrgyz Republic (2023b; 2023¢; 2023d)

Analysing the data in Table 1, it can be concluded that
the dynamics of the country’s income for the period 2019-
2023 was characterised by an annual increase, with the ex-
ception of 2020. The growth rate of budget revenues for the
same period amounted to 83.4%. The cost growth rate for

2019-2023 was 77%. For the period 2019-2022, Kyrgyzstan
had a state budget deficit except for 2023, when the figure
was 141.8 million USD surplus. Considering the indicators
of budget revenues and expenditures for Ukraine, there is
also a budget deficit in the country (Table 2).

Table 2. Revenues, expenditures, and deficit of the state budget of Ukraine for 2019-2023

Revenues, Percentage Expenses, Percentage of change Deficit/surplus,

million USD of income change million USD in expenditure million USD
2019 42,121.5 - 45,269.7 - -3,148.2
2020 38,2244 9.3 45,755.5 1.1 -7,531.1
2021 47,743.5 249 54,829.2 19.8 -7,085.7
2022 44,573.5 -6.6 67,466.9 23.1 -22,883.4
2023 70,085.2 57.2 105,296.2 56.1 -35.211

Note: exchange rate as of December 31 of each year under study
Source: compiled by the authors based on data from the Ministry of Finance of Ukraine (2024a)

Analysing the data from Table 2, it can be concluded that
the dynamics of Ukraine’s income for the period 2019-2023
was characterised by an annual increase in the same way as
the dynamics of expenses. The budget revenue growth rate
for the same period was 66.4 per cent (from 42,121.5 mil-
lion USD in 2019 to 70,085.2 million USD in 2023). The
growth rate of expenditure for 2019-2023 was 132.6%
(from 45,269.7 million USD in 2019 to 105,296.2 mil-
lion USD in 2023). It is important to take into considera-
tion that Ukraine has been in a state of armed conflict with
Russia since 2014, which in February 2022 turned into a
war with a full-scale attack on the territory of Ukraine by
Russia. Wars increase the importance of government func-
tions, but at the same time limit its ability to perform these
functions. That is, effective governance during war is signif-
icantly undermined (Klymak & Vlandas, 2024). More than
8 million people moved abroad, which had the effect of
reducing tax payment (Poluschkin & Kirchner, 2023). The
number of internally displaced persons in Ukraine is esti-
mated at 7 million. Damage to residential and other build-
ings, as well as infrastructure, is already estimated at more
than 114 billion USD (Bergmann & Romanyshyn, 2022).
The country’s economic capital was also hit. Consequently,
this situation has significantly affected the country’s budget
in terms of excess spending.
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Calculations have shown that during the analysed
period, the growth rate of budget expenditures outstrips
the increase in its revenue side. Consequently, for the pe-
riod 2019-2023, there was an annual state budget deficit
in Ukraine. The deficit of the Ukrainian budget increased
more than 11 times during the period under review (from
-3,148.2 million USD in 2019 to -35.211 million USD in
2023) (Ministry of Finance of Ukraine, 2024b). The budget
deficit in the country can be covered by loans, both external
and internal. Government loans are less dangerous than the
issue of funds in the country, therefore, the governments of
both Ukraine and Kyrgyzstan resort to such a tool. When
it comes to external forms of borrowing, these can be loans
in international organisations, loans in banks, non-budget
funds, or other persons. In terms of domestic borrowing,
it is a country’s debt to holders of valuable government
securities and other creditors (Ministry of Finance of
Ukraine, 2024b). As a rule, all countries of the Common-
wealth of Independent States (CIS) cover the budget deficit
through international lending. Because this is due to the
limited ability to generate income in the country through
taxes and other financing systems. Considering in dynam-
ics the external and internal public debt of Kyrgyzstan, a
tendency to its increase for the period 2020-2023 can be
noted, which is a negative trend. The growth rate of public
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debt over the period under study amounted to 75.1% (from
SOM 319,474.6 million in 2019 to SOM 559,503.6 million
in 2023) (National Statistical Committee..., 2023a). Analys-
ing the structure of public debt on domestic and foreign
loans, it can be concluded that 80% of public debt is foreign
debt. Consequently, 20% of the public debt is the internal
debt in the budget of Kyrgyzstan (Ministry of Finance of
the Kyrgyz Republic, 2022).

Analysing the public debt of Ukraine, there is a tenden-
cy for its increase for the period 2019-2023 by more than 3
times (from UAH 1,998,275.4 million in 2019 and by UAH
6,115,263.5 million in 2023). Analysing the structure of
public debt on domestic and foreign loans, it can be con-
cluded that about 72% of public debt is foreign debt, and

domestic debt is about 28%. At the same time, in Ukraine,
the growth rate of external debt is significantly ahead of
the growth rate of domestic debt, since they amount to
280.4% and 103.2%, respectively (Ministry of Finance of
Ukraine, 2024b). The budget deficit is not considered by re-
searchers as a catastrophically negative financial indicator,
since many states operate at the expense of external debt.
This practice is considered normal practice today. But it is
important that the amount of the state’s debt is not exceed-
ed annually and does not become a problem for taxpayers.
The budget deficit can occur as a “normal indicator” if it is
2-3% of the country’s GDP. The government budget deficit
as a percentage of GDP in the two analysed countries for
the period 2019-2023 is presented in Table 3.

Table 3. Budget deficit of Kyrgyzstan and Ukraine as % of GDP

Year Ukraine Kyrgyzstan
2019 1.9% 0.07%
2020 5.2% 3.3%
2021 3.6% 0.2%
2022 17.6% 1.13%
2023 20.4% -

Source: compiled by the authors based on data from the Ministry of Finance of Ukraine (2024b), National Statistical

Committee of the Kyrgyz Republic (2023d; 2023e; 2023f)

Analysing the above data in Table 3, it can be concluded
that as of 2019-2023, Kyrgyzstan’s debts fluctuate, while for
Ukraine over the same period the indicatorsincreased annu-
ally, turning into a problem for the financial system of each
country (National Statistical Committee..., 2023a; Ministry
of Finance of Ukraine, 2024a). A separate aspect of interest
is the transparency of the use of budgetary funds. Transpar-
ency is recognised as one of the main pillars of effective and
democratic financial resource management. In this context,

transparency should be understood as openness to the gen-
eral public of the structure, functions, and intentions of
the government in relation to state budget funds (Chen &
Neshkova, 2020). In modern conditions, the transparency
score is calculated for 125 countries by the International
Budget Partnership. Based on 109 criteria, the transparency
score is estimated from 0 to 100 points (Cuadrado-Balles-
teros & Bisogno, 2022). A comparison of the transparen-
cy scores of Ukraine and Kyrgyzstan is shown in Table 4.

Table 4. Budget transparency score of Ukraine and Kyrgyzstan

Year Ukraine Kyrgyzstan
2019 63
2021 62
2023 61

Source: compiled by the authors based on data from the International Budget Partnership (2023a; 2023b)

An indicator of 61 points or higher is considered
good. This indicator is observed in Kyrgyzstan in 2023.
Kyrgyzstan ranked 383rd out of 125 countries in terms
of transparency in 2023 (International Budget Partner-
ship, 2023b). Based on the indicators presented in Table 4,
it can be concluded that as of 2023, the level of transpar-
ency of budget management in Ukraine was insufficient.
Ukraine ranked 79th out of 125 countries in terms of trans-
parency in 2023. However, the national average for 2023
was 45 points (International Budget Partnership, 2023a).
But it is important to consider the factor of war. The inter-
national community has been providing financial support
to Ukraine since the beginning of the full-scale invasion.

Scientific Bulletin of Mukachevo State University. Series "Economics”, 11(3)

Therefore, full transparency of the Ukrainian budget in
the period 2022-2023 is primarily a matter of the country’s
military security. Russia can use such information for its
own selfish purposes. In dynamics, the indicator of budget
transparency in Kyrgyzstan is gradually decreasing, while
in Ukraine it increased until 2021 inclusive, after which
it sharply decreased in 2023. That is, this is a problem for
both countries and measures are needed to improve this
indicator, considering the country’s military security. Re-
turning to the issue that the country’s debt and budget
deficit are interrelated, the reform of the public finance
management system in the country’s budget in conjunc-
tion with the implementation of measures to improve the
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transparency of the use of the country’s financial resources
is relevant and important for Kyrgyzstan as of 2024.

For a long period of time, both Ukraine and Kyr-
gyzstan have been reforming the budget system. Initially,
in the two analysed countries, starting in 1991, public fi-
nance management was based on financial management
standards in the Union of Soviet Socialist Republics
(USSR). Next, the study considers the development of
public finance management reform in each of the analysed
countries in more detail. During 1991-2013, public finance
management was regulated by legislation, which was de-
veloped based on Russian legislation at that time. Consid-
ering the components and structure of legislative acts that
were adopted in Ukraine during the first 20 years of inde-
pendence, it can be concluded that they completely dupli-
cate similar laws of Russia. As a result, the management
of public finances and its regulation were increasingly
approaching the Russian system and increasingly moving
away from European management standards. Since 2013,
the government of Ukraine has entered a new stage of de-
velopment in the management of the state budget system,
starting to develop its own approaches. In 2013, the Order
of the Cabinet of Ministers of Ukraine No. 774-r “On the
Strategy for the Development of the Public Finance Man-
agement System” (2013) was adopted, which provided for
the development of independent financial control, public
involvement in budgetary issues, and improvement of the
tax system. That is, the process of development by the state
budget office has begun.

The next strategy was developed in 2017 and was
supposed to improve public financial management by
2020. The second adopted strategy was designed to devel-
op four main areas: compliance with financial discipline
and its development in the medium term, improving the
allocation of financial resources, more efficient use of fi-
nancial resources from budgets, and increasing the level
of transparency in the management of the state budget. In
terms of financial discipline, the tasks were to reform the
country’s public debt, improve the tax system, introduce
budget forecasting, and draw up three-year budgets. In
terms of improving the allocation of financial resources,
the objectives were primarily strategic budget planning
and the introduction of the programme-targeted method
of budgeting. The objectives of improving the allocation
of financial resources were to increase state control over
the country’s financial resources, improve accounting
and management of budget funds, respectively, to Euro-
pean and state standards. In terms of increasing the level
of transparency in the management of the state budget,
the objectives were to increase the transparency of both
budget revenues and expenditures, and the introduction of
information technology in the management process (An-
nex 1 to...,, 2019; Order of the..., 2017). Following this re-
form, there was fiscal consolidation in Ukraine over 2015-
2019, as evidenced by a 69.4% increase in GDP growth rate
(from 90.91 billion USD in 2015 to 154.01 billion USD in
2019) (Statista, 2024). The researchers also claim that due
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to the above-described strategy, it was possible to reduce
the country’s debt by 30.6% (Demianyshyn, 2022).

In 2020, such an external challenge as the spread of
the SARS-CoV-2 coronavirus pandemic, and internal
problems such as insufficient accountability for the use of
budget funds, lack of medium-term planning provoked a
revision of the existing strategy. In 2021, the government
of Ukraine adopted a new strategy for reforming financial
resource management, designed for the period 2022-2025.
The purpose of such a strategy was to build a sustainable
and effective strategy for managing the country’s budget
to ensure financial stability. This approach was supposed
to have a positive impact on the economic development
of the country and the country’s integration into the Eu-
ropean Union (Toktosunova et al., 2024). Such a strategy
provided for changing the tax system in accordance with
European standards, reforming the management of both
internal and external debt of the country, forecasting the
budget, planning it, ensuring high-quality execution of
plans, increasing transparency in budget management
(Order of the..., 2021). In order to increase transparency in
the management of financial resources in Ukraine for the
period 2018-2020, a system was put into effect “Transpar-
ent Budget”, which in 2024, through digital tools, provides
citizens with a real-time analysis of all aspects of interest
regarding the use and management of the state budget.
Such a system combines three main areas of tracking state
budgeting and financing: an open database of the country’s
public finances, a budget for Ukrainian citizens with infor-
mation about the specifics and lines of budget tasks, and
information about projects that are implemented at the ex-
pense of international organisations (IFIs Projects, 2024).
Given the insufficient level of budget transparency in
Ukraine as of 2023, it can be concluded that the problem
with transparency has not been solved. That is, despite the
introduction of new strategies for the development of the
country’s financial resources management, the problems
are not being solved, since each strategy repeats the meas-
ures being implemented.

In Kyrgyzstan, as of 2024, firstly, changes in the pen-
sion system are being discussed, the purpose of which is
to ensure the sustainability of the pension fund. Secondly,
reforms in public finance management are being discussed,
which is aimed at increasing transparency and efficien-
cy in the use of budget funds. The study will consider in
more detail the role of these changes in relation to the state
budget of the country. Initially, the transformation of the
public finance management system in Kyrgyzstan in 1991
was carried out within the framework of the crisis of the
old system that remained from the USSR. Initially, the state
transformed the tax system close to a market economy and
introduced the abolition of subsidies from the state and
the issuance of public loans, which significantly reduced
budget expenditures for the period 1992-1995. During the
same period, the first attempts to implement international
standards of control and reporting were introduced. Such
actions resulted in haphazardness. Further, reactionary
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short-term policy in the country became a pattern, caus-
ing other negative consequences. The following attempts to
change the management of the state budget were charac-
terised by both positive changes and unsuccessful actions.
Since the country did not have its own development strat-
egy, reforms were not carried out in most areas for many
years. As a result of the functioning of the country’s budget
system, democratisation and increased transparency of
governance have not been observed for many years, which
as a result caused a revolution among the population to-
wards the government, which did not fulfil its duty to soci-
ety with minimal transparency in the use of budget funds
(Tiuliundieva, 2012).

After Kyrgyzstan gained independence in 1991, the
underdevelopment of the financial market and the lack of
funds also proved to be a problem. But gradually, the gov-
ernment reformed the country’s financial system, includ-
ing its social component. The relations between the state
and society, which were established during the accession of
Kyrgyzstan to the USSR, began to gradually transform for
the better. Since 1997, the conditional savings system began
to operate in the country, which assumed the accumulation
of funds in an individual account of a person without sav-
ing, but only for the purpose of using current pensioners
in the country for pension payments. The retirement age
was also raised for both women (from 55 to 58 years old)
and men (from 60 to 63 years old), pension benefits were
reduced and a three-level pension system was introduced.
It assumed the payment of pensions based on work expe-
rience, employee contributions as a percentage of the sala-
ry rate before 1996, and individual pension contributions.
Such measures helped to reduce pension debt in the coun-
try by 1.9% of GDP for the period 1996-2008. However,
the financial stability of the system has not been achieved.
Therefore, in 2010, a conditional funded pension system
was adopted in the amount of 2% of the average salary. This
step served to further improve the pension system in the
country. In 2024, the pension is paid from the pension in-
surance system in the amount of the insurance and fund-
ed component. The insurance component is a part of the
general pension, which is established based on a person’s
insurance record, salary, or accumulated insurance pre-
miums. The accumulative component is a new aspect and
represents, relatively speaking, the “safety cushion” of the
Kyrgyz pension system (Zholboldueva et al., 2024). Such
measures have been able to help Kyrgyzstan to improve its
public budget management system. This happened due to
the reform and optimisation of the use of public spend-
ing on the social component. Thus, the government of the
country has improved the socio-economic component, but
it cannot be argued that such measures have led to more
effective budget management and increased its transparen-
cy. This problem still remains unresolved and requires the
implementation of improvement measures.

The negative consequences of budget deficits and in-
efficient management of the state budget require a com-
prehensive approach of improvement measures. The main
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task in this case is to determine the balance between in-
come and expenditure in the state budget. This is the only
way to conduct a targeted financial policy. In the process
of developing measures to reduce budget deficits, it is nec-
essary to understand three main aspects. Firstly, mathe-
matical operations cannot dramatically lead the country
to a surplus, since the consequences of such a “leap” are
much more difficult to eliminate. This is especially impor-
tant to consider when developing measures for Ukraine,
where the budget deficit in 2023 is large compared to Kyr-
gyzstan. Secondly, budget surpluses are not an integral
part of a dynamically developing economy. Budget deficits
are the norm, given the specifics of the country’s economic
development. Thirdly, as the analysis of public debt shows,
for both Ukraine and Kyrgyzstan, replenishing the budget
through a loan is not a promising and effective solution to
the problem. Fourthly, the ‘treatment’ of the country’s eco-
nomic system itself is important, because without devel-
oping the country’s economy; it is impossible to achieve fi-
nancial sustainability, despite many measures applied. It is
the above four aspects that are the basis of the programmes
being developed to regulate the level of expenses and in-
come and reduce the level of deficit in the state budgets of
Ukraine and Kyrgyzstan. It is important to consider them
when reforming the management of public budgets in the
analysed countries.

Since each country has its own specific features of the
budget system operation, it is extremely difficult to identify
universal measures that can reduce the budget deficit. How-
ever, it is obvious that the funds of the state budget deficit
should be directed to those measures that allow them to
be returned in the form of taxes (Ketners, 2015). One of
the possible options for reducing the state budget deficit for
the two countries is to attract investments into the country,
especially foreign capital. Attracting foreign capital reduc-
es the gap between expenditures and revenues of the state
budget, since first of all the expenses aimed at financing
capital investments are reduced. In addition, attracting for-
eign investment increases the potential base of production
of goods or services and attracts new taxpayers to the coun-
try’s financial system (Trusova et al., 2022). Consequently,
due to tax deductions, revenues in the state budget increase
and the balance of payments improves. It is more difficult
to achieve such an effect in modern conditions in Ukraine,
since the country is at war, which minimises investments
in the economy. However, for Kyrgyzstan, such measures
are of considerable interest. If the budget remains in deficit
after the above measures are implemented and the econo-
my does not develop, an important measure is to cover the
funds by reducing other budget items.

Since the transparent process of budget management
in the country is the basis for effective management, the
main and correct approach to increasing transparency for
both Ukraine and Kyrgyzstan is the digitalisation of this
process to increase accessibility to information for all inter-
ested parties. A necessary and important common feature
for the two countries is the systematisation of financial data
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from society to the highest level of financial management
with automatic information exchange. Due to such actions,
it will be possible to improve the process of execution and
control of the expenditure of public funds. Positive conse-
quences of digitalisation of financial resource management
are also expected, such as reducing errors due to the “hu-
man factor” in decision-making, reducing the risk of doc-
ument loss, and improving the quality and effectiveness of
decisions made (Demi et al., 2021). This approach will also
reduce corruption schemes, which is relevant for Ukraine.
In addition, synergy between different institutions is im-
portant, for example, between the Treasury, the Ministry of
Finance, and the Ministry of Economy. For Ukraine, such a
system will especially occupy an important place after the
end of hostilities in the process of restoring the country’s
economy. However, at the stage of the country’s stay in a state
of war, it is important to adapt the digital process to military
conditions, improving the methods of analysing transpar-
ency and accessibility of financial government information.

When implementing digitisation in practice, a person-
nel problem may arise in two countries, since not all spe-
cialists are ready for such processes. In parallel with the in-
troduction of digitalisation in public finance management,
it is also important to develop digital competencies among
employees involved in this field. However, it is important
not to confuse computer literacy and digital competencies.
These concepts are not identical. Computer literacy is in-
herent in government employees working in the financial
resources management industry of the country, since they
relate to computer and software skills. Digital competencies
include the confident, critical and responsible use of digital
technologies and interaction with them for learning, work,
and participation in society. It includes information literacy,
communication and collaboration, security (including dig-
ital well-being and cybersecurity skills), problem-solving,
and critical thinking (Vuorikari et al., 2022). In other words,
the development of digital literacy in a broad sense is im-
portant - it is the acquisition of skills that allow coping with
the process of digital transformation (Rolf, 2022). In other
words, the ability of people to use information and commu-
nication technologies in such a way that they can easily and
quickly search, evaluate, create, and transmit information
using digital tools in various forms and formats (Nikou et
al., 2022). Given the speed of change in the digital world,
skill development is not a one-time approach, but requires
continuous professional intervention (Marx et al., 2021).

Considering all the above aspects, it can be conclud-
ed that for both countries it is important to restructure the
financial system by management, which subsequently con-
tributes to changing the structure of the economy, increas-
ing the pace of digitalisation and scientific and technolog-
ical development, and increasing the standard of living in
the country for the population.

Discussion

The study found that both Kyrgyzstan and Ukraine are
characterised by budget deficits, which increase annually.
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The only exception is the situation in Kyrgyzstan in 2023,
which has improved. However, the amount of public debt
in the two countries increases annually, and the transpar-
ency of the use of public funds decreases annually. The
reforms introduced earlier were able to improve the situ-
ation in Kyrgyzstan, but did not increase the effectiveness
of budget management in Ukraine. As a result of the anal-
ysis, it was determined that the management system of the
two countries needs further reform, considering the pre-
vious aspects being implemented and their effectiveness
in practice. Therefore, it is important for both countries
to restructure the financial system by management, which
subsequently contributes to changing the structure of the
economy, increasing the pace of digitalisation and scientific
and technological development, and increasing the stand-
ard of living in the country for the population.

Considering the indicators of the effectiveness of man-
aging the country’s financial resources, it was determined
that transparency in the management of public funds is the
basis for improving the efficiency of their use. These results
are consistent with the findings of B. Cuadrado-Ballesteros
& M. Bisogno (2022). The researchers tried to find out
whether a higher level of budget transparency is related to
financial stability. During the analysis, the researchers ana-
lysed 110 countries to find the answer to this question. As a
result of statistical analysis, the researchers concluded that
budget transparency directly affects financial stability. An
analysis of approaches to budget management in Ukraine
and Kyrgyzstan revealed noticeable significant differences
in terms of budgeting transparency. Kyrgyzstan has a high-
er level of transparency than Ukraine, but in two countries
there is an annual decrease in this indicator, which is a neg-
ative aspect and requires measures to increase transparency
in the management of public budget funds.

As a result of the conducted research, it was deter-
mined that the military situation of the country plays a sig-
nificant role in the transparency of the budget of Ukraine.
The effective management of public funds during the war
is seriously undermined, as the government’s ability to col-
lect the revenues necessary to maintain stability is limited
and the security aspect of the country is in question. Since
the beginning of Russia’s full-scale invasion of Ukraine,
transparency in the management of public funds has been
primarily a matter of state security, since the country is
provided with financial international military assistance.
Russia can use such information for its own selfish purpos-
es. Such conclusions are not consistent with the findings of
J. Cifuentes-Faura (2024a), who investigated the transpar-
ency of the government of Ukraine. As a result of the anal-
ysis, the researcher connects corruption, transparency, and
accounting in the context of the Ukrainian war, emphasis-
ing the important role of audit and financial control in rela-
tion to the management of public funds. Other researchers
come to similar conclusions, such as S. Nate et al. (2023),
who investigated the transparency of the budget system of
Ukraine during the war and the methodology of its assess-
ment. As a result of the analysis, the researchers concluded
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that it is equally important that military expenditures, es-
pecially those provided by international partners, are not
only sufficient to maintain the country’s armed forces, but
also have a high level of openness, are not associated with
corruption or money laundering and guarantee their effec-
tive use. The researchers argue that the methodology for
calculating the transparency indicator for a country in a
state of war should be improved.

Other researchers, such as T. Becker et al. (2022), fo-
cused the analysis primarily on the eradication of corrup-
tion, and then improving the transparency of public funds
management. In the process of rebuilding Ukraine after
martial law, there will be significant financial revenues
from international partners. Therefore, it is important for
Ukraine, first of all, to make significant improvements and
a clear strategy of anti-corruption policy in the reconstruc-
tion of Ukraine. Although, as a result of this study, it was
noted that first of all it is important to pay attention to the
transparency indicator, which will subsequently lead to a
decrease in corruption. That is, the results of this study on
the initial measures to improve public financial manage-
ment in Ukraine contradict the results of the researchers.

As a result of this study, it was determined that the
main way to increase transparency in the use of budgetary
funds for both Ukraine and Kyrgyzstan is the introduc-
tion of digital tools into the financial management process,
focusing on the availability of information. However, the
availability of information does not guarantee transpar-
ency. This is stated by L. Birskyte (2018), as a result of an
analysis of the transparency of the Lithuanian budget. Us-
ing the example of Lithuania, the researcher described that
true transparency requires that the information disclosed
must be complete, relevant, correct, timely, and present-
ed in a user-friendly format. These five factors should be
decisive in the process of reforming the management of
the state budget. The idea of introducing digital tools into
the management of the state budget is also supported by
N. Temirov et al. (2023), who investigated the processes
of digitalisation in the state budget. The researchers also
emphasised that digitalisation should be carried out sys-
tematically both at the municipal and state levels of budget
management in Kyrgyzstan and, due to synergy, will bring
more efficient spending of finances and make the approach
to managing the state budget more optimal.

Focusing on the relationship between digitalisation
and public administration, A. Androniceanu et al. (2022)
found that the level of e-government proved to be the best
predictor of corruption control and government effective-
ness, which suggests that digitised and less corrupt gov-
ernments also make the economy more competitive. In
addition, such results are consistent with the findings of
N.R. Mosteanu & A. Faccia (2020), who investigated finan-
cial management and the digitalisation process. As a result
of the study, the researchers have established that finance
and its management must adapt to the digital era. The
researchers note that many states are already implement-
ing artificial intelligence and blockchain in the process of
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managing funds to tax and financial authorities. The advan-
tages of using these digital tools are primarily that they re-
duce the risk of mistakes that people can make. Such digital
tools can analyse big data and improve the reliability of re-
ports, increase efficiency. Another advantage is the low risk
of fraud (Loxha, 2019). However, this study did not consider
the aspect of possible fraud and cybersecurity, data protec-
tion when implementing digitalisation in the management
of the state budget at different levels. Other researchers
have focused on this aspect. For example, A. Clarke (2020),
analysing the digitalisation of public administration, noted
the accountability dilemma accompanying digital govern-
ment reforms. This was not noted as a result of the study.
Other researchers, such as S. Quach et al. (2022), analysing
the implementation of digitalisation in practice, noted the
problem of data protection. This is especially important for
governance at the state level.

As a result of this study, it was found that the intro-
duction of digitalisation in the management of the state
budget requires the development of digital competencies
among employees of this industry in both Ukraine and
Kyrgyzstan. Such conclusions are consistent with the opin-
ion of other researchers. Some researchers emphasise how
important it is to update the knowledge and digital skills
of many employees as part of the ongoing digital transfor-
mation (Clarke, 2020). This study and its results are not ex-
haustive, but the results show the most important areas that
are important in the modern system of public finance man-
agement for both countries for further development. The
study examined the areas of public budget management,
improvement of transparency in the use of public finances
by the government and in the short term, and a sustainable
development of the economy.

Conclusions

Comparing state budget management in Ukraine and Kyr-
gyzstan, it can be concluded that despite the fact that after
gaining independence in 1991, the two countries had re-
sources and opportunities to improve this process. The two
countries have gone through different ways of reforming
the public finance management process. As a result of the
analysis of changes in the structures of public expenditure
and income management in both countries, it can be ar-
gued that the practice used in Kyrgyzstan has proved ef-
fective, but still requires improvement. The practice used
in Ukraine has proved ineffective. Combined with the mil-
itary actions in the country, it led to a large deficit in the
country for the period 2019-2023. Military conditions limit
the government’s ability to effectively manage the country’s
revenues, and the war also affects the security aspect while
increasing transparency in the use of budget funds. This is
clear from the main statistical indicators analysed in the
study. Since, Kyrgyzstan was able to go into a budget sur-
plus over the period 2022-2023, while Ukraine still has a
budget deficit. The level of external debt increases annually
in both Ukraine and Kyrgyzstan. In Kyrgyzstan, the level
of external debt increased by more than 75% in 2019-2023,
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and in Ukraine - by more than 3 times. But despite all the
measures being implemented in the two countries, there is
still room for improved public budget management and in-
creased budget transparency.

During the analysis, it was determined that the em-
phasis should be placed on attracting investments and
increasing taxes to the budget. If such measures are inef-
fective, it is important to change the structure of budget
expenditures and revenues by item. In addition, it is im-
portant to introduce digital technologies into the process
of managing the state budget in the two countries. At the
same time, it is also important in Ukraine to adapt the dig-
italisation of management to military conditions and se-
curity aspects of providing financial information to all in-
terested parties, improving the methodology for assessing
transparency and accessibility of information provided by
the government. With the introduction of digital technol-
ogies in public finance management, it is also important to
promote and develop programmes to improve the digital
literacy of employees related to the management functions

items of income and expenses that prevail in the budgets
of Ukraine and Kyrgyzstan. Such an analysis will provide
a better understanding of what measures should be imple-
mented to improve public financial management.

The process of digitalisation of public finance manage-
ment is important for further development. Such a process
will be able to improve the transparency of the use of pub-
lic funds and increase citizens’ trust in the government,
and improve democratic processes in both countries. In
the process of digitisation, it is important to improve the
digital competencies of employees in this industry for
greater efficiency of management processes. The digitisa-
tion process will vary in each country, but it is important
to gradually develop digitalisation to improve the efficien-
cy of financial resources management and increase trans-
parency of their use by the government, despite the fact
that both countries already have sufficient potential and
opportunities for improvement.
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AHoTauis. Meroro focmipkenHs 0yB aHali3 HagABHMX IpoOieM BUKOpucTaHHA 61omkeriB Kupruspkoi Pecrry6nikn Ta
YkpainuipospoOka pekoMeH/Ialliil 00 IOKpaIlleHHA yIIpaB/IiHHA lep>KaBHYMY KOIITaMI Y IBOX KpalHaX. Y HOC/IipKeHH]
IIpOBefleHO MOPIBHAIBHNUI aHali3 YIIpaBIiHHAM AepkaBHUM ¢iHaHcamu B YKpaini Ta Kupruscrani sa mepiog 2019-2023
POKiB. AHasi3 MpOBOAUBCS Ha MificTaBi OPILiiHMX CTATUCTUYHUX JAHNX, JeP>)KaBHUX IPOTPaM Ta iHIINX TEOPETUIHUX
IKeperaX. Y pesynbTaTi aHa/li3y BCTAHOBJIEHO, IO I 000X KpalH XapaKTepHMM € mediunt OrofxeTHUX KowTiB. Taka
CUTYallisl CHOCTEPIraeThcsA y IBOX KpaiHax npotarom 2019-2023 pokis 3a BUHATKOM cuTyanil B Kupruscrani sa 2023 pik.
XapakTepHMM /11 060X KpaiH € mopiuHe 36imbieHHs fep>xaBHoro 6opry. i Kupruscrany sa nepion 2019-2023 pokis
6inbi HbK Ha 75,1 %, a iy1a Ykpainu — Oi1bin HDK y 3 pas3n. XapakTepHUM TaKOX JULA JBOX KpaiH € IOpiYHe 3MeHIIeHH A
NIPO30POCTi BUKOPUCTAHHA OIO>KEeTHUX KOUITIB i3 TIOTipIIEHHAM ITOKa3HMKIB Ha 25 6aniB mis VYkpainu ta 2 6anu s
Kupruscrany sa nepiog 2019-2023 poxis. Y pesynbraTi aHanisy BM3Ha4€HO TOJIOBHI 3aX0/1 IO/0 TOJTIMIIIEHHA CUTYallilf,
10 CK/IA/IACA Y JBOX KpaiHax: 3a/1y4eHHs iHO3€MHOT0 KalliTally Ta 3MiHa CTPYKTYPM BUJIATKIB 1 JOXO/IB I/ 3MEHIIEHHS
mediunty OOMKeTy, a TakoX LUQPOBi3allif yIpaBlTiHHA Aep>XaBHUM OIofKeToM i IifBuleHHA piBHA 1MdpoBOi
IPaMOTHOCTI CHiBpOOITHMKIB allapaTy YIpaB/IiHHA /I MiIBUIIEHHA IPO30POCTi BUKOPUCTAHHA Jep)KaBHUX (iHAHCIB.
YkpaiHi ckIafHinre JOMOITICS TaKOTo e(eKTy 3 OIJIALY Ha BOEHHMII cTaH. Taki 3aXofu CJIiji BIPOBa>KyBaTH IOCTYIIOBO
KPOK 3a KPOKOM /I IXHBOT'O CIHEPTeTUYHOTO ePeKTy B pe3y/IbTaTi
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Abstract. The study aims to improve the state budget system to ensure informed decision-making, which will contribute
to more efficient use of budget funds and increase national financial stability. A comparative analysis of successful
budget planning practices in other countries, such as Sweden, Canada and Estonia, was conducted, and the legal
framework for coordination between government agencies in the budget management process in Latvia was reviewed.
The methodological approach was based on the analysis of statistical data from official sources and regulations, as well
as the use of information from government and ministerial websites. The results of the study showed that the analysis
of revenues and expenditures of the Latvian state budget for the period from 2019 to August 2024 revealed a steady
increase in revenues, with the exception of a decline in 2020 due to the pandemic, and an increase in expenditures,
which requires optimisation and better coordination between government agencies. The study determined that the
existing legal framework of Latvia regulating coordination between state institutions in budget management needs to be
improved to increase the efficiency of this interaction. A comparison of Latvia's budget management systems with the
successful practices of Sweden, Canada and Estonia demonstrated management improvement potential by introducing
long-term strategic planning, as in Sweden, integrating results into the budget process, as in Canada, and increasing
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transparency and public involvement, as in Estonia. Based on the data obtained, recommendations were developed to
integrate new technologies into the budget process and increase transparency, contributing to a more efficient use of
public resources. The results indicate the need to reform the state budget system to ensure informed decision-making
in Latvia. This will make it possible to use budget funds more rationally, increase the transparency of financial processes

and strengthen public confidence in government decisions

Keywords: financial management; innovative technologies; international experience; audit; performance evaluation

Introduction

Improving the state budget system is a key element in en-
suring stable economic development and effective financial
management in Latvia. In the context of current economic
challenges and growing demands for transparency and ac-
countability in government processes, the need to reform
budgetary mechanisms is becoming particularly urgent.

The need for this study arose due to several significant
problems in the Latvian state budget system that negatively
affect the process of making informed decisions. The main
challenges include a lack of transparency in budget process-
es, inefficient use of public funds, and a lack of data integra-
tion between government agencies. This leads to low effi-
ciency of financial management and limits the possibilities
for introducing innovative approaches to budget planning.
In addition, the current economic challenges and growing
pressure on the government to increase accountability re-
quire a review of existing mechanisms and the introduc-
tion of new technologies to ensure effective management
of financial resources. Given these challenges, research on
improving the state budget system is a necessary step to im-
prove the quality of decision-making, enhance financial sta-
bility, and strengthen public trust in government processes.

The problem of research in this area is determined by
an insufficient understanding of the mechanisms of for-
mation and management of the state budget for making
informed decisions. In particular, the issues relate to the
effectiveness of citizen involvement in the budget process,
the identification of the main factors influencing public fi-
nancial policy, and the assessment of the reliability of the
tax system. Additionally, the impact of harmonisation of
the national fiscal policy with the requirements of the EU
and the participation of local authorities in budget plan-
ning are investigated.

I. Linina et al. (2023) addressed the involvement of
citizens in the budget planning process in local self-gov-
ernment in Latvia, emphasising the importance of open-
ness of municipalities to increase the interest of residents.
E. Zubule (2023) assessed the socio-economic factors in-
fluencing the state financial policy of Latvia, focusing on
the need to consider the main challenges. A. Leontyev
and K. Ketners (2023) analysed the reliability of the tax
system, thus emphasising the importance of fairness and
efficiency in its assessment. L.A. Cristea and D.M. Ungure-
anu (2021) analysed the fiscal policy of the EU member
states in the context of economic stability, pointing out the
need to align national tax systems with European criteria.
B. Jatmiko et al. (2020) studied the impact of participation
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in the budget process on local government performance in
Indonesia, finding a positive effect of accounting knowl-
edge on organisational commitment. However, gaps that
require further research, including the impact of digi-
talisation on the transparency of budget processes, the
long-term effects of public engagement, mechanisms for
cooperation between different levels of government, and
an assessment of the impact of fiscal decentralisation on
resource efficiency, were identified.

D. Argento et al. (2020) conducted a comparative anal-
ysis of the impact of the COVID-19 pandemic on the budget
strategies of Finland, Norway and Sweden, highlighting
the diversity of approaches to public finance management
during the crisis. M.M. Rubin and K. Willoughby (2021)
analysed the strategies for balancing state budgets in the
context of the COVID-19 pandemic and the Great Reces-
sion of 2007-2009, finding that federal support in both cas-
es was implemented in different ways, which affected their
strategies for overcoming financial difficulties (The great
recession..., 2007). L. Shahini and P. Grabova (2023) stud-
ied the effect of budget revision on the Albanian economy
in the context of the crisis, noting that budget restructuring
often does not consider the multiplier effect, as it focuses
on specific goals. C. Dick-Sagoe (2020) analysed the impact
of decentralisation on the quality of local service delivery
in developing countries, pointing to the need to improve
transparency and accountability in local government to
achieve better results. F. Manes-Rossi et al. (2023) studied
the concept of participatory budgeting as an innovative ap-
proach to involving citizens in the processes of budget allo-
cation, identifying key factors that stimulate public activity
in financial management at the local level.

Insufficient consideration of transparency and efli-
ciency of budget processes was identified in the context
of improving the state budget system in Latvia. Existing
studies mostly focus on the general principles of budget
planning, without taking into account the specifics of
management decisions and technologies that can improve
the quality of budget management. This creates gaps in un-
derstanding the real challenges faced by public authorities
and highlights the need to develop new approaches to pro-
vide more informed solutions.

The research aims to identify the state budget system
of Latvia with a focus on improving the efficiency of deci-
sion-making in the field of budget planning and financial
resources management, as well as analysing the impact of
these changes on the country’s economic development.




State budget system improvement for informed decision-making in Latvia

To achieve the stated, the following tasks are to be ad-
dressed: to analyse the current challenges in the Latvian
state budget system, in particular in terms of transparency
and efficiency of budget management; to study the coordi-
nation between key state institutions, such as the Ministry of
Finance, the State Audit Office to improve the efficiency of
budget management; to compare the budget management
systems of Latvia with successful practices of other coun-
tries to identify possible ways of improvement; to develop
recommendations for the integration of new technologies
and improvement of transparency of budget processes.

Materials and Methods

To analyse the current challenges in the Latvian state
budget system, with a focus on transparency and efficiency
of management, primary data was collected and a detailed
statistical analysis of existing budget reports of Latvia for
the period from 2019 to August 2024 was carried out. This
analysis included the study of trends in revenues and ex-
penditures, as well as the identification of changes in the
structure of financing and budget execution.

A comprehensive analysis was used to analyse collab-
oration between state institutions to improve the effective-
ness of budget management through interactions between
key institutions such as the Ministry of Finance and the
State Control Service. Firstly, a review of the legal acts reg-
ulating the budget process was carried out, with a focus on
their coordination provisions. For the review, data were
taken from key documents such as the Constitution of the
Republic of Latvia, laws on budget and financial manage-
ment, as well as resolutions of the Cabinet of Ministers. The
analysis of the content of these acts was used to identify the
principles that ensure interaction between state bodies in
the process of budget management.

The study comparing Latvia’s budget management sys-
tems with the best practices of other countries was based
on the analysis of the existing budget system, in particular,
budget planning and execution procedures. For this analy-
sis, countries with successful budget management practic-
es were selected, including Sweden, Canada and Estonia.
Data was collected on their budgets, methods of control
and performance evaluation, as well as mechanisms for
engaging the public in the budget process. Based on this

data, a comparative analysis was conducted to identify key
success factors and shortcomings in the budget manage-
ment systems of the selected countries.

During the study of improving the state budget sys-
tem for making informed decisions in Latvia, statistical
data provided by The Treasury of the Republic of Lat-
via (2017) and the State Audit Office of the Republic of
Latvia (2022; 2023; 2024) was analysed. In addition, the
review of legal acts included the Constitution of the Re-
public of Latvia (1922), the Law of the Republic of Latvia
“On Budget and Financial Management” (1994), the State
Audit Office Law (2002), the State Administration Struc-
ture Law (2002), Regulation of the Cabinet of Ministers
of the Republic of Latvia No. 385 “Procedures for the Per-
formance and Assessment of Internal Audit” (2013), and
Regulation of the Cabinet of Ministers of the Republic of
Latvia No. 239 “By-law of the Ministry of Finance” (2003).
To compare Latvia’s budget management systems with the
successful practices of countries such as Sweden, Can-
ada and Estonia, information from the state budget re-
ports of these countries for 2023, obtained from official
sources such as the Ministry of Finance of the Republic
of Latvia (2023), Government Offices of Sweden (2023),
Government of Canada (Shore et al., 2024), Ministry of
Finance of Estonia (2023), was used to provide a compre-
hensive approach to analysing and identifying possible
ways to optimise budget management in Latvia.

Results

Analysing the current challenges in the Latvian state
budget system is an important step towards ensuring finan-
cial stability and efficiency of public administration. In the
current context, when states are facing numerous economic
and social challenges, it is particularly important to study
the aspects of transparency and efficiency in budget man-
agement. Efficiency of budget management means rational
use of resources and achievement of the set goals with max-
imum benefit for the society.

The study of state budget revenues and expenditures in
Latvia was relevant to determining national financial stabil-
ity in the context of economic changes. This will help assess
the effectiveness of budget policy and identify potential
risks arising from budget consolidation (Fig. 1).
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Figure 1. Analysis of state budget revenues and the impact
of consolidation in Latvia for the period 2019 to August 2024, EUR million
Source: compiled by the authors based on Treasury of the Republic of Latvia (2017)
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Between 2019 and August 2024, Latvias total budget
revenues demonstrated steady growth. Although there was
a slight decrease in revenues in 2020, this can be explained
by economic challenges, particularly the impact of the
COVID-19 pandemic. Starting in 2021, revenues gradually
increased, reaching new highs in the following years. The
first eight months of 2024 saw further growth, indicating
positive trends in economic development. Net budget reve-
nues also showed positive dynamics. Despite a slight decline
in 2020 due to economic difficulties, the following years
were characterised by steady growth. Revenues increased
year on year, reflecting more effective budgetary policies
and the economic recovery from the pandemic.

The impact of consolidation on revenues also varied
over the period. Consolidation rates have gradually in-
creased, reflecting increased financial integration and co-
ordination between different budgetary institutions. In
general, the analysis of Latvian budget revenues for 2019 to
August 2024 shows steady growth and improvement of the
budget process, despite the challenges faced by the coun-
try in 2020. These positive trends point to stable econom-
ic development and more effective budget management.
Further, the state budget expenditures and the impact of
consolidation in Latvia for the period from 2019 to August
2024 were analysed (Fig. 2).
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Figure 2. Analysis of state budget expenditures
and the impact of consolidation in Latvia
for the period 2019 to August 2024, EUR million
Source: compiled by the authors based on Treasury of the
Republic of Latvia (2017)

Between 2019 and August 2024, total budget expendi-
tures in Latvia demonstrated an upward trend. After an
initial increase in 2020, caused by the need for additional
spending to combat the effects of the COVID-19 pandem-
ic, expenditures continued to grow in the following years.
This growth reflects increased public investment in various
economic and social sectors.

Net budget expenditures also increased during this pe-
riod, indicating a growing budgetary burden. Although the
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growth was less sharp than in the case of total expenses, the
figures still reflect the general trend of increasing spending
on public administration, social programmes and infra-
structure projects. The impact of consolidation on expend-
iture remained stable over the period under review, with a
slight increase from 2019 to 2023. This indicates some pro-
gress in the coordination of budgetary processes between
different government agencies.

In general, the analysis of Latvian budget expenditures
for 2019 to August 2024 indicates a significant increase
in budget expenditures, which may be due to the need to
overcome economic and social challenges. At the same
time, the constant impact of consolidation indicates im-
proved coordination and management of budgetary pro-
cesses, which is positive for the further development of the
country’s financial system.

Thus, analysing the ratio of revenues and expenditures
of the Latvian budget for the period from 2019 to August
2024, gradual revenue increase was determined, but the
growth rate of total expenditures exceeded them. This has
led to an increase in the budget deficit, which indicates the
need to optimise costs and increase the efficiency of using
budget funds. Moreover, the observation of net revenues
and net expenditures showed a similar trend - despite the
growth of net revenues, expenditures grew even faster, in-
dicating structural problems in budget management. The
impact of consolidation on revenues and expenditures re-
mained stable, but declined in the last year, which may in-
dicate the need to review consolidation mechanisms and
strengthen coordination between government agencies to
achieve stable financial management.

In addition, using the consolidated reports on the state
execution budget and municipal budgets for the Republic
of Latvia in 2021-2023, Figure 3 shows the total amount
of the consolidated economic annual report balance sheet,
public debt, revenues and expenditures.
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Figure 3. The total amount of the consolidated
economic annual report balance sheet, public debt,
revenues and expenditures in Latvia (budget execution)
from 2019 to 2023, EUR million
Source: compiled by the authors based on State Audit

Office of the Republic of Latvia (2022; 2023; 2024)
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The analysis of the balance sheet and national consol-
idated debt of Latvia for the period from 2019 to 2023 re-
vealed positive dynamics in both indicators. The balance
sheet showed stable growth, which indicates an increase in
national financial resources and opportunities for invest-
ment in social and economic development. This growth
can be attributed to an improved economic situation, in-
cluding higher budget revenues, as well as more efficient
management practices.

As for the national consolidated debt, its gradual
growth reflects the increase in government liabilities. Al-
though the debt has been growing, its level remains rela-
tively controlled in the context of a growing balance sheet.

However, this growth requires careful monitoring and anal-
ysis, as excessive debt could negatively affect the national
financial stability. Overall, despite the increase in debt, the
positive trend in balance sheet indicators indicates the po-
tential for economic development and the need to further
optimise financial policy to ensure stability.

Coordination between government agencies plays an
important role in the budget management process. To en-
sure the effective implementation of budget programmes
and optimisation of resources, relevant regulations should
be employed. Table 1 provides an overview of the main
documents that regulate the interaction between state in-
stitutions in budget management in Latvia.

Table 1. Overview of the legal framework for coordination
between public institutions in the budget management process in Latvia

Legal act

Description

Recommendations

Key points for coordination

Constitution
of the Czech Republic

The fundamental law
establishes the legal
framework for the
functioning of state bodies

and defines the principles of

the state system, including
the budget process

for improving efficiency

Ensure strict adherence
to constitutional principles
in the budget process

Defines the basic principles
of coordination between
government agencies

Law of Ukraine No. 3898-XII
“On Budget and Financial
Management”

Regulates the process
of preparation, approval
and execution of the
state budget, defines
the responsibilities
of participants in the
budget process and the
mechanisms of control and
reporting

Defines the roles
and responsibilities
of different institutions
in the budget process
and establishes
coordination mechanisms
between them

Develop additional
mechanisms of interaction
between institutions
to improve the efficiency
and effectiveness
of decision-making

State Administration
Structure Law

Defines the responsibilities
of the State Control Service
in auditing and controlling
the use of budget funds, as
well as the mechanisms of
interaction with other state
institutions

Introduces regular joint
audits to increase the
transparency
and effectiveness
of budget control

Describes procedures
for joint audits
and coordination of control
actions between institutions

Regulation of the Cabinet
of Ministers of the
Republic of Latvia No. 385
“Procedures
for the Performance
and Assessment
of Internal Audit”

Establishes procedures for
internal audit and control
in state institutions and
defines mechanisms for
coordination between

internal audit units and other

bodies

Describes the mechanisms
of interaction between
internal audit departments
and other institutions

Increases the independence
and resources
of internal auditors
to improve audit quality

Regulation of the Cabinet
of Ministers of the Republic
of Latvia No. 239 “By-law
of the Ministry of Finance”

Defines the functions
and responsibilities
of the Ministry of Finance
in the budget process and
regulates interaction with
other state institutions for
effective budget planning

Strengthens the role
of the Ministry of Finance
in coordinating
and overseeing budget
processes

Ensures coordination

between the Ministry

of Finance and other
institutions

Source: compiled by the authors based on Constitution of the Czech Republic (1992), Law of Ukraine No. 3898-XII “On
Budget and Financial Management” (1994), State Administration Structure Law (2002), Regulation of the Cabinet of
Ministers of the Republic of Latvia No. 239 “By-law of the Ministry of Finance” (2003), Regulation of the Cabinet of
Ministers of the Republic of Latvia No. 385 “Procedures for the Performance and Assessment of Internal Audit” (2013)
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A review of the legal framework for coordination be-
tween state institutions in the budget management process
in Latvia shows that there are structured mechanisms in
place to ensure effective interaction between different state
bodies. Legal acts, such as the Constitution of the Repub-
lic of Latvia (1922) and the Law of the Republic of Latvia
“On Budget and Financial Management” (1994), State Au-
dit Office Law (2002), lay the groundwork for clear roles
and responsibilities of the participants in the budget pro-
cess. However, despite the existence of these documents,
there is room for improving the effectiveness of coordina-
tion through the introduction of additional mechanisms
of interaction, automation of processes and regular joint
audits. Recommendations set out in the table emphasise

the need to improve communication between institutions
and strengthen their cooperation, which will ensure a more
transparent and controlled process of using budget funds.
Implementation of these initiatives can significantly im-
prove public budget management, which in turn will in-
crease public confidence in budget processes and contrib-
ute to Latvia’s sustainable development.

To identify ways to improve Latvias budget manage-
ment system, it is important to compare Latvias budget
management systems with the practices of Sweden, Canada
and Estonia. These countries were chosen because of their
successful experience in developing and implementing ef-
fective budget processes that can serve as a benchmark for
Latvia (Table 2).

Table 2. Comparison of Latvian budget management systems
with successful practices of Sweden, Canada and Estonia in identifying possible improvement ways

Criteria

Estonia

Limited planning with
insufficient emphasis
on long-term strategy,

Emphasis on long-term
strategic planning,

Clear strategic
planning with a focus
on digitalisation, can

be used to respond
quickly to changes in the
economy and increase
the efficiency of
resource management

Clear strategic planning
for several years ahead
with the identification
of key priorities,
contributes to stability
and consistency in the
budget process

High integration

of results into the Systematic use

budgeting process,
which ensures that
expenditures are
adjusted based on the
results obtained

of the results to adjust
the budget contributes
to increased efficiency
and effectiveness
of spending

High transparency,
and active public
engagement, promote
trust in state institutions
and government
accountability

High transparency
through electronic
platforms, facilitates
access to information
and public involvement
in decision-making
processes

Flexibility in adjusting
the budget depending
on needs and
circumstances, which
ensures efficiency in
managing resources

Flexibility in adapting
to new economic
conditions, which can
be used to respond
effectively to challenges
and changes in the
environment

The wide involvement

of the public and experts

contributes to more
informed decisions

Involvement
of stakeholders through
consultations, which
ensures that their
opinions are accounted
for in budgeting

Strate.glc makes it difficult to allows the country
planning L - to adapt to changes
anticipate economic
and ensure stable
changes and formulate .
. - economic development
stable financial policies
Different uses of Use of performance
the results, make it indicators to assess
Integration difficult to assess the effectiveness, which
of results effectiveness allows for evaluation
of spending and the of the impact of budget
achievement of goals  expenditures on society
High transparency and
- accessibility
Limited transparency, . .
Transparency o of information to the
causes public distrust . .
of the budget o public, ensures active
and makes it difficult to S
process control expenditures participation
of the population in the
budget process
Limited adjustment Flexibility in responding
- . to economic changes,
Budget flexibility, rendering .
S . . which enables
flexibility rapid economic change .
. : adaptation to new
adaptation difficult -
conditions
- . Active involvement of
Minimal involvement .
. all stakeholders, which
of the public and experts -
Stakeholder 7. . . ensures that different
limits the effectiveness ) -
engagement . points of view and
of the budgeting . -
[0CeSS interests are considered
P in the budget process
Insufficient monitoring -
. . Regular monitoring
and evaluation, which B .
N - of policy adjustments,
Monitoring makes it difficult .
which allows for
and to control budget
. . prompt response to
evaluation execution and assess

the effectiveness of
spending

the results and budget
amendments

Regular monitoring and
real-time evaluation of
results, which ensures
accurate and timely
decision-making

Frequent monitoring
and evaluation of
performance, which
increases transparency
and accountability for
budget execution
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Criteria Latvia Sweden
Limited use of the latest  Active implementation
Use technologies in the of electronic systems

of technology budget process, reduces

management efficiency

to simplify data
collection and analysis

Canada

Employment of the
latest technology to
collect and analyse data,
which increases the
efficiency and accuracy
of the budget

Table 2, Continued
Estonia

Intensive use
of digital technologies
to automate processes,
which increases the
overall efficiency
of budget management

A lack of systemic anti-

Strict anti-corruption

Strong anti-corruption

Strong focus

Anti- . ; . measures, and clear on anti-corruption
. corruption measures practices ensure a high : . A .
corruption . reporting to increase initiatives, which
S can cause abuse level of trust in state
initiatives o transparency and ensures cost control
of the budget process institutions -
accountability and prevents abuse
Unstable financial High financial discipline, High financial discipline S.tro.ng.ﬁnanmal
. . o . and cost control, discipline, helps
Financial discipline can lead to which ensures cost - - R
Lo contribute to stability maintain a balanced
discipline cost overruns control and budget

and deficits

sustainability

and regularity in the
budget process

budget and prevent
abuse

Source: compiled by the authors based on Ministry of Finance of the Republic of Latvia (2023), Government Offices of

Sweden (2023), J. Shore et al. (2024)

A comparison of Latvia’s budget management systems
with the best practices of Sweden, Canada and Estonia re-
vealed several key areas for improvement. Latvia needs to
introduce long-term strategic planning to better anticipate
economic changes and adapt the budget to challenges. This
includes the development of a set strategy and establishing
mechanisms to integrate results into the budget process.
Increased transparency of the budget process and active
public engagement are critical to building trust in public
institutions and ensuring more informed decisions. It is
also necessary to ensure greater flexibility in budget ad-
justments to respond quickly to changes in the economy
and the needs of society. Investing in the latest technolo-
gies can significantly increase the efficiency of budget man-
agement, simplify data collection and analysis, and ensure
regular monitoring and evaluation of spending efficiency.
The implementation of these successful practices from oth-
er countries can significantly improve the budget manage-
ment system in Latvia, contributing to a more efficient use
of public resources for the benefit of society.

Modern challenges in public finance management re-
quire governments to adapt to new conditions, including
the integration of innovative technologies and increased
transparency of budget processes. In this context, recom-
mendations were developed to help optimise budgetary
practices and ensure more efficient use of budgetary re-
sources in Latvia.

The introduction of blockchain technologies in the Lat-
vian budget process could be an important step in ensuring
transparency and impartiality of budget transactions. The
first step in implementing this recommendation is to con-
duct a detailed analysis of the current budget management
system to identify key areas where blockchain can be im-
plemented. It is necessary to develop a technical specifica-
tion that includes requirements for security, scalability and
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integration with existing systems. This will form the basis
for further action.

The next step is to form an interagency working group
that will include representatives of the Ministry of Finance,
information technology and blockchain experts. This group
will be responsible for coordinating actions and developing
an implementation strategy. Evaluating available platforms
and choosing the best one will help ensure the successful
integration of the technology.

The development of a prototype blockchain system will
be the next stage, which could be used to test the technol-
ogy in real budget transactions. Pilot projects in selected
budgetary institutions or regions will provide an opportu-
nity to evaluate the functionality of the system and collect
feedback from users. At the same time, it is necessary to
organise training programmes for civil servants to enable
them to use the new system effectively. Thus, the introduc-
tion of blockchain technologies can significantly improve
the budget process in Latvia and ensure national sustaina-
ble development.

The integration of electronic payment systems in the
Latvian public sector is needed to improve the efficiency of
public financial management and reduce the risk of corrup-
tion. To start implementing this recommendation, it is nec-
essary to develop a single platform for electronic payments
that will allow all financial transactions to be consolidated
in one place. This will simplify payment processing, reduce
the time required to complete financial transactions and in-
crease their transparency.

To successfully implement this system, a detailed
analysis of the needs of various government agencies and
stakeholders is required. The involvement of experts in
the field of information technology and finance will help
determine the key requirements for the platform, such as
security, usability and the ability to integrate with existing
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accounting systems. It is also necessary to account for the
needs of users so that the platform is understandable and
accessible to all stakeholders. The next step is to select a
technology solution provider to develop the electronic
payment platform. It is necessary to hold an open tender to
attract the best specialists and technology. Once the sup-
plier is selected, a pilot project should be organised to test
the system in real-world conditions. This could be used
to identify shortcomings and make the necessary adjust-
ments before the full launch.

In addition, regular monitoring of the platforms ef-
fectiveness after its implementation will provide timely
identification of problems and improvements. Public in-
formation campaigns will raise awareness of the new plat-
form and its benefits, which in turn will strengthen trust in
public finances. Thus, the integration of electronic payment
systems will be an important step towards increasing the
transparency and efficiency of the budget process in Latvia.

The use of mobile applications for accessing budget
and expenditure information is a tool for engaging citizens
in the public finance management process in Latvia. The
creation of such applications will simplify the access to
information on the budget, expenditures and projects, in-
creasing the transparency and openness of the budget pro-
cess. The first step in implementing this recommendation
is to conduct a needs analysis of citizens and identify key
functions that should be included in mobile applications.

User experience research and collection of feedback
from potential users can be used to determine what in-
formation is most important to citizens. This may include
details on spending on social programmes and infrastruc-
ture projects, as well as the ability to receive notifications of
budget changes. The involvement of information technol-
ogy specialists will help to develop intuitive interfaces that
will make the apps easy to use. After the launch of mobile
applications, it is necessary to organise information cam-
paigns to raise public awareness of their capabilities. This
will help attract more users and encourage active partici-
pation of the population in the budget discussion process.
The use of such applications can be an important step in
improving communication between the government and
citizens, ensuring openness and transparency of budget ex-
penditures. Thus, mobile applications will become effective
for engaging the public in budget discussions and raising
awareness of financial processes in the country.

The use of artificial intelligence to forecast budgetary
needs opens new opportunities for improving public finance
management in Latvia. The introduction of such systems
will allow for more efficient analysis of large amounts of data
and accurate forecasts of financial needs in various sectors.

The first step is to assess existing data and systems to
identify gaps in budget planning. The next step is a selec-
tion of algorithms and artificial intelligence models adapt-
ed to the specifics of the process. Collaboration with data
analysts will help create systems for analysing historical
data, identifying trends and forecasting financial needs,
considering socio-economic factors.
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Once the system is developed, its effectiveness should
be tested on real data through pilot projects. At the same
time, training should be organised for civil servants to en-
sure that they are ready to work with new technologies. The
introduction of artificial intelligence will improve the accu-
racy of forecasting and allow for more efficient prioritisation
of funding, which will have a positive impact on the imple-
mentation of government programmes. Regular monitor-
ing and analysis of data will help improve forecasting algo-
rithms, which will contribute to the sustainable development
of the budget process in Latvia. Thus, the integration of ar-
tificial intelligence will be an important step towards ensur-
ing the transparency and efficiency of budget management.

The creation of an online platform for public control
is an important step in ensuring the transparency of the
budget process in Latvia. The interactive platform will allow
citizens to monitor the implementation of the budget, sub-
mit requests for information and receive answers to their
questions. This will increase public confidence in state in-
stitutions and improve control over the use of budget funds.

The first step in implementing this initiative is a sur-
vey, designed to identify the needs of the public and define
the functionality of the platform. The involvement of in-
formation technology and civil society experts will help to
create a platform that is user-friendly and understandable.
The interface of the platform should be intuitive and the
information easy to comprehend, which will ensure easy
access to budget data.

The next stage will be the development of the platform
itself, which should integrate existing budget accounting
systems and ensure automated data collection and process-
ing. This will enable the creation of up-to-date reports on
budget execution that citizens can view in real-time. In ad-
dition, the platform should include functions for submitting
requests for information and receiving responses, which
will simplify communication between government agen-
cies and citizens. Once the platform is developed, it should
be tested among the target audience to identify shortcom-
ings and make adjustments. It is also necessary to organise
information campaigns that will explain the platform’ ca-
pabilities to the public and encourage their active partici-
pation. Regular monitoring of the platform’s operation will
help assess its effectiveness and adapt its functionality to
the changing needs of users. Thus, the creation of an online
platform for public control will be an important tool for en-
gaging the population in the budget process. This will raise
public awareness, increase their participation in controlling
the spending of public funds and strengthen the demo-
cratic principles of financial management in the country.

In addition, a partnership with the private sector, es-
pecially with information technology companies, was pro-
posed to introduce new technologies in the Latvian budget
management. This cooperation would enable the adapta-
tion of innovative solutions to the needs of the state budget,
increasing the efficiency and transparency of financial pro-
cesses. The first step is to identify key information technol-
ogy companies with experience in the public sector, which
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can be done through open tenders and pitching. A clear
definition of the goals and roles of both parties will ensure
transparency and accountability. This will be followed by
the joint development of technological solutions, such as
automated budget planning and analytical platforms for
monitoring expenditures. The involvement of private sector
experts will provide public institutions with access to mod-
ern technologies, which will help improve budget manage-
ment. Regular monitoring and evaluation of the results of
cooperation will help to identify the effectiveness of the
implemented solutions. An open dialogue between govern-
ment agencies and private partners will allow for a prompt
response to challenges. Thus, partnerships with the private
sector will become an important tool for integrating new
technologies into budget management, increasing trans-
parency, efficiency and accountability in public finance.

Discussion

Analysing of existing budget systems and implementing
new reform strategies would allow not only to assess the ef-
fectiveness of public financial management but also to iden-
tify best practices and strategies that can be adapted to in-
crease the transparency and efficiency of budget processes.
This analysis reflects the growing interest of scholars in re-
searching state budget and budgeting issues aimed at achiev-
ing effective and transparent public financial management.

Y.N. Basa (2023), O. Blanchard et al. (2021), and C. Ax-
ioglou et al. (2023) analysed the legal framework of the
budget procedure in Turkey, proposals for replacing the
EU fiscal rules with fiscal standards, and the role of Inde-
pendent Fiscal Institutions (IFIs) in the EU as well as ways
to strengthen them. An analysis of budgetary procedures in
Turkey demonstrated that the basic rules are defined at the
constitutional level, with key principles enshrined Consti-
tution of the Republic of Turkey (2019). The detailed rules
are regulated by the Law of the Republic of Turkey No. 5018
“Public Financial Management and Control” (2013), which
ensures the legality of budget preparation, execution and
control, forming the legal basis for the state budget and ju-
dicial control over fiscal actions. The study also noted that
the EU has suspended its fiscal rules until the end of 2021,
which creates a need for changes due to the high level of
debt. National independent fiscal councils and the Euro-
pean Commission should have an important role in this
process, and disputes should be resolved through the Euro-
pean Court of Justice. According to the analysis, since the
introduction of EU legislation in response to the financial
crisis, the number of IFIs has increased significantly and
they have taken on a variety of functions. This provides a
useful basis for proposals for reforming the economic gov-
ernance system in the EU. It is found that the basic rules of
the budget procedure are enshrined at the constitutional
level, which ensures the legality of budget execution, and
the growth in the number of IFIs is noted, which requires
clarification of their tasks and guarantees of independ-
ence. These results of the study coincide with the conclu-
sions about the importance of the legal framework and
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independence of fiscal institutions for the stability of the
budget process, which is also relevant in the context of
improving the state budget system in Latvia. At the same
time, there are some nuances in the specifics of the imple-
mentation of fiscal standards and control mechanisms that
require further analysis in each country.

O. Speian (2022), J. Zhang (2022), and A. Sanchez-Bay-
on et al. (2023) covered various aspects of budget systems
and financial management, in particular, focusing on the
importance of effective fiscal strategies for ensuring eco-
nomic stability. They also analysed the impact of budgetary
practices on the economic development of countries, in the
context of global challenges such as the financial crisis and
the COVID-19 pandemic. While analysing the sources of
financing the budget deficit in the context of the growing
deficit caused by the COVID-19 pandemic, they focused on
domestic sources, in particular government securities. Fur-
thermore, the development of public debt in several coun-
tries, including the Republic of Moldova, was analysed, and
the expansion of the government securities market was
noted to be crucial for ensuring stable financing of the state
budget in the medium and long term. The review of fiscal
revenues in China focuses on the assessment of the share
of fiscal revenues in gross domestic product (GDP) and the
fiscal expenditure multiplier as key indicators of econom-
ic efficiency. Moreover, the review of the EU’s budgetary
system, based on the analysis of more than 700 indicators
of financial programmes for the period 2014-2020, showed
how countries with less economic resources benefit, while
Germany is the main beneficiary, thereby highlighting the
need for investment in sustainable production to improve
economic integration in the EU, indicating the importance
of balanced development of budgetary systems to ensure
long-term economic stability. Thus, the research findings
highlight the importance of domestic sources of financing
for the stability of budgetary systems, as well as the need
for effective fiscal strategies. This correlates with the study
results, which highlight the importance of adapting budg-
etary practices to achieve economic stability, especially in
the face of global challenges such as financial crises and
pandemics. The emphasis on investments in sustainable
development and optimisation of budget expenditures also
corresponds to the recommendations for improving the
state budget system.

However, there is a discrepancy in the results of stud-
ies by A. Nurgaliyeva et al. (2022) and Y. Bitoleuova et
al. (2020) due to differences in the aspects of implemen-
tation of these strategies, in the methods of assessing the
effectiveness of budget expenditures and control mecha-
nisms, which indicates the need to adapt methodologies
to the specific conditions and challenges faced by Latvia.
When considering the possibility of introducing a budget-
ing system in international organisations, it was found that
budgeting contributes to improving the efficiency of depart-
ments through planning and controlling financial flows.
In addition, the development of local self-government in
Kazakhstan was analysed, focusing on the approach of
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financial independence of bodies through the introduction
of an independent budget. The study determined that this
approach helps to increase the responsibility of authorities
for the use of financial resources and improves their ability
to respond to the needs of local communities. The study of
international experience has shown that a systematic ap-
proach to the budget process, particularly the introduction
of programme-targeted planning models, allows for more
efficient resource allocation and stimulates economic de-
velopment at the local level.

Studies by J. Diamond (2006), C.E. Lucia et al. (2021),
and L.A. Lovering (2021) analysed and identified different
approaches to reforming budget systems, studied the im-
pact of budgetary practices on economic development and
explored mechanisms to improve the efficiency of public
financial management in the face of global challenges. In
addition, a strategy for reforming budget systems is de-
fined, which includes increasing the flexibility of the op-
erating environment, providing resources for budgetary
institutions and creating pressure to improve performance.
Budget revenues of Romania for 2019-2021 were analysed,
showing the evolution of expenditures and the reasons for
their distribution by functional categories, and the impact
of various factors on changes in budget revenues and the
efficiency of public institutions during this period is as-
sessed. The transition from “government” to “governance”
since the 1990s is also examined, with a focus on the con-
struction of public authorities at the supranational and
local levels. European integration in the 1990s serves as
an example, where the creation of the EU facilitated the in-
tegration of markets without a common budget. Member
states coordinated policies through rules and quantitative
comparative exercises. These findings are consistent with
approaches to reforming the budget system, improving
public financial management, and identifying strategies
that include increasing the flexibility of the operating en-
vironment and securing resources. Analysing changes in
expenditures and their distribution by functional category
is also key to assessing the impact on budget revenues and
the efficiency of public institutions.

However, the analysis of the impact of budgetary ef-
ficiency on economic growth, as well as consideration of
the realities and illusions of the new public administration,
together with ways to improve financial control over the
use of public funds, are key aspects that emphasise the im-
portance of effective financial management to stimulate
economic development, and were therefore considered in
more detail by W. Putra (2021), S.G. Mauro et al. (2021),
as well as Z.K. Jumayeva & G.N. Mamadjonov (2024).
The authors addressed the capabilities of regions in West
Kalimantan to ensure budgetary efficiency and analysed
the relationship between expenditures and revenues. The
results confirmed the existence of a positive relationship
between expenditures and primary local revenues, as well
as between budgetary efficiency and the growth of gross re-
gional domestic income. The article also analyses the case
of an Italian ministry, which revealed the difficulties of
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integrating values and goals between different organi-
sational actors, which complicates the establishment of
causal relationships and threatens the success of reforms
in the budget process because actors remain within illuso-
ry models. In addition, the importance of efficient use of
state budget funds and opportunities to improve financial
control is emphasised, as proper financial control can sig-
nificantly affect the management of budget resources and
increase the overall efficiency of the budget system. The
importance of integrating effective management practic-
es, proper financial control and the relationship between
budget expenditures and revenues is key to improving the
state budget system in Latvia and coincides with the results
of the study. This underscores the need to create mecha-
nisms that ensure sustainable economic development and
increase the efficiency of public finances. As part of the
optimisation of the state budget mechanisms, new recom-
mendations have been developed to integrate new technol-
ogies and improve the transparency of budget processes.

The results of the study coincide with those of
A.]. Mokhtari (2019) and G. Citroni et al. (2019), since the
study developed recommendations for the budget process,
including improved methods of analysing financial data
and mechanisms for assessing the efficiency of using budget
resources, it is worth focusing on their implementation.
The recommendations emphasise the need to integrate
good management practices and proper financial control
to ensure the sustainability of budget systems. Whereas
defence financing emphasises the importance of army ex-
penditures in the state budget, stressing that effective plan-
ning and rational use of resources in the budget is neces-
sary to maintain the high readiness of budget managers
to perform tasks. In turn, the analysis of Algeria’s budget
revealed that dependence on oil revenues has significant-
ly affected the country’s fiscal policy, in particular, in the
context of the oil shock, austerity policies have been imple-
mented since 2014, which stabilised the budget balance by
reducing public spending. Analysing the austerity in Italy,
it was noted that in response to the economic downturn in
2010, the implemented rationalisation programme led to a
reduction in the autonomy of local authorities and changes
in public service management strategies, including a shift
to less costly models.

A correlation with the studies by L. Bartocci et
al. (2023), R. Downes & S. Nicol (2020), and D. Valle-
Cruz et al. (2022), who emphasise the importance of inte-
grating public participation into budget processes, imple-
menting gender budgeting and using modern technologies
such as artificial intelligence to improve the efficiency of
public spending, was also determined. This highlights
common trends in the search for new approaches to budget
management to increase transparency, equity and cost-ef-
fectiveness. Through a systematic review of the literature
on participatory budgeting, analysing 139 articles pub-
lished between 1989 and 2019, a conceptual model was de-
veloped to address the challenges faced at different stages
of state budget implementation, as well as to identify new
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directions for implementing participatory mechanisms
that may be useful for practitioners. In turn, gender budg-
eting emphasises the need to integrate gender equality into
fiscal policy, offering recommendations for implementing
this approach, which can contribute to social justice and
inclusive economic development. The analysis focusing on
the use of artificial intelligence in public budgeting exam-
ined how algorithmic methods can improve the allocation
of public spending. The use of a genetic algorithm makes it
possible to efficiently process large amounts of data, iden-
tifying complex nonlinear relationships in budget expendi-
tures. This can significantly improve the decision-making
process in the budgetary sphere, contributing to GDP
growth, lower inflation, and an improved Gini index.

An analysis of research on improving the state budget
for informed decision-making in Latvia shows that the
integration of effective management practices, proper fi-
nancial control and a clear relationship between revenues
and expenditures is key to ensuring financial stability. The
creation of new mechanisms to support the budgeting pro-
cess is recognised as important at all levels of government.
However, rather than the traditional approach that treats
these elements separately, the recommendations developed
in this paper integrate all these factors into a single frame-
work that allows for more in-depth analysis and evaluation
of the effectiveness of budgetary decisions.

Conclusions

The study of the Latvian state budget system by analysing
budget revenues and expenditures for the period from 2019
to August 2024 revealed a steady increase in revenues, al-
though a slight decrease was recorded in 2020 due to the
COVID-19 pandemic. Expenditures also tended to in-
crease, particularly in 2020, which may be a result of the
need to support the economy. The increase in the budget
deficit points to the need to optimise expenditures and
improve the efficiency of the use of budgetary resources.
Opverall, the results indicate the need to review consolida-
tion mechanisms and increase coordination between pub-
lic institutions to ensure stable and effective financial man-
agement in Latvia.

In turn, a revision of the legal framework governing
this interaction in Latvia was conducted to identify the co-
ordination between state institutions for effective budget
management, showing that there are structured mecha-

there is room for improvement through the introduction
of additional mechanisms of interaction, automation of
processes and regular joint audits. Recommendations to
improve communication and cooperation between institu-
tions could lead to a more transparent and controlled use
of budget funds, which in turn would increase public trust
and contribute to Latvia’s sustainable development.

Comparison of Latvias budget management system
with the systems of other countries, including Sweden,
Canada and Estonia, revealed several key areas for im-
provement. Latvia should introduce long-term strategic
planning, following the example of Sweden, and integrate
results into the budget process, as in Canada, which would
allow for better adaptation to economic changes. Increas-
ing transparency and public engagement, following the
example of Estonia, will help build trust in public institu-
tions. Implementation of these practices could significantly
improve public budget management in Latvia, contributing
to a more efficient use of resources for the benefit of society.

Based on the results, recommendations were devel-
oped, including the introduction of innovative technolo-
gies such as blockchain, electronic payments, mobile ap-
plications and artificial intelligence. These technologies
are essential for improving public financial management
in Latvia. Adapting to modern challenges requires a de-
tailed analysis of existing systems and the creation of new
solutions that will ensure transparency, and efficiency and
reduce the risk of corruption. It is also important to es-
tablish partnerships with the private sector, especially with
information technology companies, which will allow to at-
tract experts and modern technologies to implement these
initiatives. The key steps include the formation of working
groups, pilot projects, training of civil servants and active
involvement of the public through online platforms, which
will help to increase trust in state institutions and ensure
the sustainable development of the budget process in the
country. The key areas for further research in improving
the state budget system in Latvia could be to study the
role of new technologies, such as big data analysis and ar-
tificial intelligence, in the budget planning and execution
processes. This could be used to assess how such tools can
improve the efficiency of financial management and the
validity of decisions.
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AHoTallifl. MeTo0 JOCTI/PKEHHs € BOCKOHAJIEHHS CUCTEMM [eP>KaBHOTO OIO/KeTy [yisi 3abe3ledeHHs IPUITHATTS
OOTPYHTOBAHUX pillleHb, [0 COPUATIME OiTbII e(eKTUBHOMY BUKOPUCTAHHIO GIO/KETHMX KOLITIB Ta MiBUIEHHIO
¢inancoBoi cTabinmpHOCTI Kpainu. IIpoBefieHO MOPIBHAIBHMII aHAI3 YCHIIIHUX IPAKTUK OIO[)KETHOTO IUIAHYBAaHHA
B iHmmMX KpaiHax, Takux AK IlIBenis, Kanaga ta EcToHiA, a TaKOXX pO3ITIAHYTO IpaBOBi 3acafiM KOOpAMHALIT Mix
Iep)KaBHYUMM YCTAaHOBaMU B IIpolieci ynpasniHHA OlomkeroM y Jlarsii. MeTopmonoriunmii minxiy rpyHTyBaBcsA Ha
aHajisi CTaTMCTUYHUX JaHMX 3 OQIUifHMX JpKepel Ta HOPMAaTUBHO-IIPAaBOBMX aKTiB, a TaKOXX Ha BMKOPUCTAHHI
inpopmanii 3 ypsAmoBUX Ta MiHICTEPCbKUX BeO-caiiTiB. Pe3ynbTaTy JOCTII)KeHHA IOKa3ajy, IO aHali3 JOXOmiB i
BUIATKIB JepkaBHOro Olomkery Jlatsii 3a mepion 3 2019 poky 1o ceprenb 2024 poky BUABUB cTabilbHe 3pOCTaHHA
JOXOJiB, 3a BUHATKOM cnagy y 2020 poui yepes maHpgemiro, Ta 30i7bLIEeHHs BUJATKIB, 1[0 HOTpe6y€ onTumisaiii ta
Kpaloi KOOpAMHALil MiX fiep)kaBHMMU opraHaMu. [JOoCTiIKeHHA BUSHAYMIIO, 110 iCHylo4a 3akoHOfaBya 6asa JlaTsil,
AKa PETyII0E KOOPAMHALI0 MDK Jlep>)KaBHUMY YCTaHOBAaMU B YIIpaBJIiHHI OIOIKeTOM, HOTpeOye BJOCKOHATIECHHA 3
MeTOI0 MifiBMIeHHA e eKTUBHOCTI i€l B3aemopil. [TopiBHAHHA cucTeMu yrpasiiHHa O1omkeroM JlaTsii 3 yermimHnmm
npaktukamn IIBenii, Kanagyu ta EcToHil nmpogeMoHcTpyBamo moTeHIian A1 BAOCKOHATEHHA YIPaBTiHHA IUIAXOM
3aIIpoOBaJPKeHHA JJOBTOCTPOKOBOTO CTPATEerivHOro IyIaHyBaHHA, AK y llIBemnii, iHTerpamnii pesynbraTis y 6romKeTHMII
nponec, AK y Kanapi, Ta nifBuieHHaA Npo30poCTi i 3aly4eHHA TPOMaJICbKOCTI, K B EcToHnii. Ha ocHOBI oTpumanux
maHux Oymm po3poOiieHi pekoMeHpalii WOfo iHTerpalii HOBUX TEXHOJOriN y OIOfKeTHUI IpoLeC Ta MigBUICHHA
IpO30pOCTi, WO crupuATUMe Oinbll epeKTMBHOMY BUKOPUCTAHHIO Jiep>)KaBHUX pecypciB. OTpumani pesynbraTn
CBif4aTh Ipo HeOOXimHICTh pedOpMyBaHHA CHUCTEMHU HEp)KaBHOTO OHOMKeTy A 3a0e3lled4eHHS IPUITHATTA
o6rpyHToBaHux pimens y Jlarsii. Ile ;03Bo/mTD 6111 paLlioHaIBHO BUKOPUCTOBYBATY OI0/PKeTHI KOIITY, MiBUIIUTA
po3opicTb piHaHCOBMX IpOILeCiB i SMITHUTHU TOBipy IPOMajiCbKOCTI 1O YPANOBMX pillleHb

Kntouogi cnoea: gpinaHcoBuUIT MeHePKMEHT; IHHOBaLIiIHi TeXHOJIOr1i; MDKHAPOIHMI JOCBiJ; ayA1T; OLliHKa epeKTUBHOCTI
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Abstract. Determination of consumer behaviour is relevant for ensuring the effective functioning of both individual
companies and the country. Given this, additional research on instruments that describe it, such as demand elasticity,
remains important. The study aimed to analyse the elasticity of demand in Europe and the United States of America. As
part of the study, a statistical assessment of the price indicators for certain types of products, namely oil (from 1989 to
2023), milk (from 2001 to 2022) and chicken meat (from 1991 to 2022), as well as changes in the level of consumption of
these products, was conducted. Based on the calculated and analysed demand elasticity indicators, the study concluded
that price is not the only and main factor in changing demand for products. The most striking instance was the situation
with chicken, the price and demand for which increased significantly, primarily due to the transition of the population
to a more responsible and healthy diet. At the same time, the elasticity of oil demand for the United States of America
was stable and close to zero, while for European countries it was negative, due to their significant dependence on energy
imports, including oil, which contributes to a faster transition to alternative energy sources. In the case of milk, the
elasticity varied depending on where the assessment was conducted: in the United States or Europe. The results will
allow for more effective policymaking in this area and create new opportunities for the development of local companies

Keywords: market competition; market structure; oil; essential commodities; price growth

Introduction

In a modern highly competitive environment, the study of
variables such as demand elasticity is relevant for the forma-
tion of long-term strategies for companies and countries.
This metric shows how sensitive consumers are to changes
in the price of goods or services. This helps companies and

economists predict the market’s reaction to price changes.
If the demand for a product is elastic (a price change signif-
icantly affects demand), then a price reduction can increase
sales, while a price increase can decrease sales. Determi-
nation of the elasticity of demand helps companies find
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optimal prices that maximise profits, while governments
can use this indicator to assess the impact of taxes on dif-
ferent goods and plan support measures for social groups,
accounting for the different responses to price changes for
different groups of goods (Mayis et al., 2021). Therefore,
a comprehensive assessment of this indicator, including in
the context of different countries, is important.

In the context of current research on the elasticity of
demand, considerable attention was devoted to the study
of long-term relationships and trends in consumer behav-
iour, as this allows companies to more effectively formulate
their long-term sales strategies for the relevant products.
As such, .M. Alvarez et al. (2020) studied the relationships
between cigarette consumption, price and economic cycles
with a focus on Spain. The study showed that cigarette con-
sumption responds asymmetrically to economic changes.
In times of economic growth, a 10% increase in GDP leads
to a 4.05% increase in cigarette consumption, while a 10%
decrease in GDP during a recession leads to a sharp 58.16%
decrease in consumption. These results suggest that eco-
nomic recessions significantly reduce cigarette consump-
tion and that higher cigarette prices are also effective in re-
ducing smoking. Z. Csereklyei (2020), in turn, studied the
short- and long-term price and income elasticities of resi-
dential and industrial electricity demand in the European
Union from 1996 to 2016. The results of the study show that
the long-term price elasticity of residential electricity con-
sumption is inelastic, and the short-term elasticity for both
sectors is substantially inelastic. The study also shows that
population density, temperature and policy measures affect
electricity consumption in different sectors. The study ex-
amined consumer demand for organic milk in Sweden in
the period from 2011 to 2017 by H. Lindstrom (2022). The
results show that the demand for organic milk in the brand-
ed segments is more price elastic than for conventional
milk, but this is not the case for private labels. Demand for
private label products, both organic and conventional, is
more elastic than for branded products, due to strong con-
sumer preferences for traditional dairy brands in Sweden.
The study shows that despite small organic price premiums,
Swedish consumers remain sensitive to the price of organic
milk, especially for private label products, suggesting that
lowering price premiums could expand organic milk sales.

Another relevant component is a general assessment of
consumer behaviour in response to changes in the price of
goods, as it is necessary to assess the specifics of human
behaviour to define how economic development trends will
be shaped in the future. N. Ovsiannikova (2020), in turn,
studied the determinants of consumer behaviour, in the
context of analysing fuel demand. The author highlighted
the peculiarities of demand formation for such products
and assessed the existence of cross-elasticity. M. Bryuk-
hovych (2022) described how consumers can respond to
changes in income and how this affects their consump-
tion behaviour from the perspective of economic theory.
T.V. Chernychko et al. (2023) studied consumer behaviour
in the food market, including in terms of price. The need to
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address consumer behaviour peculiarities to ensure effec-
tive long-term enterprise development was also highlight-
ed. The above studies estimated the elasticity of demand
but did not compare trends across countries, which is also
important for assessing the characteristic differences in
consumption between regions.

The study aimed to analyse the differences in the price
elasticity of demand between European countries and
the United States of America. The objectives of the study
were to analyse the price elasticity of selected commodities
(milk, oil and chicken meat), and to investigate the main
reasons for regional differences between countries and as-
sessing the existing long-term trends in these indicators.

Materials and Methods

To estimate the elasticity of demand in the United States
of America and European countries, statistical data were
analysed. For this purpose, products that can be used most
effectively for comparison were selected. Thus, the follow-
ing was chosen: milk, oil and chicken meat. For greater
accuracy, the change in demand was calculated per capita,
since with an increase in population, the total demand will
increase, while the total need for the product per person
may decrease). The valuation with changes in demand was
based on the nominal price: an alternative is to use real price
changes, i.e. inflation-adjusted valuation. Both approaches
can be used, but the first one accounts for the reaction of
consumers to the price of goods in absolute terms, while the
other one addresses the price of other goods in comparison.

Statistical methods of analysis, including correlation
analysis, were used to assess the relationship between
changes in the level of prices and demand for products, as
well as the standard deviation of the elasticity level. This
indicator was calculated for different years (one year and,
for greater consistency, three years), and a high level of this
indicator would indicate a significant change in the elastic-
ity of demand over time, while a low level would indicate
a low level of change in demand. Thus, the price elastici-
ty of demand in the study was estimated both for current
period (for 1 and 3 years) and for the entire period (for
milk - from 2001 to 2022, for oil - from 1989 to 2022, and
for chicken - from 1991 to 2022).

Large amounts of data on the dynamics of demand for
products and changes in their nominal value were used in
the analysis. Milk prices in the United States of America
were analysed based on data from the US Inflation Calcula-
tor (2024), and information on per capita dairy consump-
tion in the United States was based on information from
Statista (2023). Data on milk consumption in European
countries were derived from Destatis (2024), and average
milk prices for farmers in European countries were ana-
lysed based on CLAL data (EU-28 and EU-27..., 2024).
Information on changes in oil consumption in individual
countries and regions, in the United States and Europe, was
taken from Our World in Data (2022a; 2022b; 2024) re-
source, and data on the Brent price was taken from the In-
vesting (2024). The change in the price of chicken meat was
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estimated based on information from the Federal Reserve
Bank (2024). To evaluate these data, statistical analysis
methods were used, in particular, regression analysis and
correlation methods, which made it possible to conclude
on the elasticity of demand for major types of goods in the
United States and European countries. This data set was
evaluated using statistical data analysis methods, which
was used to draw further conclusions on the trends in de-
mand elasticity in the US and Europe, and the similarities
and differences between analysed trends.

Results

The elasticity of demand is an indicator that reflects the de-
gree to which demand for a product or service is sensitive
to changes in various factors, such as price, consumer in-
come, or prices of related products. The most used term is
the price elasticity of demand, which measures how much
the quantity of a good purchased will change when its price
changes (Vargas-Lopez et al., 2022). If demand is elastic,
then a small change in price leads to a significant change
in demand. For instance, if the price of a product decreas-
es by 10% and its sales increase by 20%, the demand for
this product is considered elastic. In the case of inelastic
demand, even significant price changes have little effect on
the volume of demand. For instance, necessities such as
bread or medicines usually have inelastic demand. Demand
elasticity is significant for companies and government
agencies as it defines how changes in prices or income can
affect consumer behaviour and sales, which in turn helps to
inform decisions on pricing, taxation, and marketing strat-
egies (Bajzik et al., 2020). The elasticity of demand can be
represented graphically as shown in Figure 1.

E=1 E=0

Figure 1. Graphical representation

of the concept of demand elasticity
Note: P - price; Q - quantity; E - elasticity
Source: compiled by the author

As can be seen from Figure 1, the elasticity of demand
can vary depending on how the demand level changes with
price. Accordingly, the location of the demand elasticity
curve changes, which may have a different type of slope,
but be straight (vertical/horizontal). The horizontal curve
indicates that demand is infinitely large (perfectly elas-
tic). This means that even a slight price increase will lead
to consumers stopping buying this product altogether.
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Absolute elasticity may be characteristic of goods with
many substitutes, although in practice such cases are not
common (Yadav et al., 2021). In turn, the vertical line
indicates that demand is completely inelastic: these are
goods for which demand does not change at all, regardless
of price changes. Even if their price increases significantly,
consumers will still buy them in the same amount. The de-
mand curve for such goods is a vertical line. This is typical
for life-saving goods such as medicines or basic foodstufts
that cannot be abandoned despite the price (Andruszkie-
wicz et al., 2020). The figure also shows the line at E=1,
when the elasticity is unity, i.e., when the price increases
by 1%, the demand for it will decrease by 1%. If E> 1, de-
mand is considered elastic, and if E< 1, it is inelastic (Acu-
na-Agost et al., 2023).

Demand elasticity is significant in the definition of
consumer behaviour in both Europe and the US, but its
impact is shaped by the different economic, cultural and
political conditions in each region (Petricek et al., 2020).
The price elasticity of demand measures the extent to
which the quantity of a good in demand responds to
changes in its price, and is influenced by factors such as
consumer preferences, income levels and market struc-
ture. In Europe, the elasticity of demand is more sensi-
tive in sectors that are heavily regulated or influenced
by social welfare policies. European countries often have
more extensive social and consumer protection systems
that can reduce the immediate impact of price changes on
basic goods such as food and healthcare (Jalilova, 2024).
In contrast, discretionary goods such as luxury goods
tend to exhibit higher elasticities, as consumers in Eu-
rope can significantly reduce consumption when prices
rise due to higher taxes or environmental regulations. In
addition, European consumers may be more sensitive to
environmental and ethical factors, which can affect the
elasticity of demand for products that are perceived to
be less sustainable (Komilova et al., 2019). At the same
time, in the United States, consumer behaviour is shaped
by a more market-based economy, and elasticities tend to
reflect the stronger role of competition and lower levels
of government intervention in certain sectors (Adebayo
& Alola, 2023). For instance, the demand for healthcare
in the United States is less elastic due to the structure of
the insurance system and the need for this service despite
its high costs. However, consumer goods and services in
more competitive markets, such as technology and enter-
tainment, show higher elasticity. Consumers in the US,
who tend to have more disposable income than many Eu-
ropean countries, may exhibit different responses to price
changes depending on the type of product and the availa-
bility of substitutes.

In addition, cultural differences between Europe and
the US also affect how elasticity shapes consumer behav-
iour. Europeans may prioritise savings and long-term sta-
bility, while Americans may be more consumption-orient-
ed, making the elasticity of demand in the US more closely
related to short-term economic fluctuations and marketing
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strategies (Kovalchuk, 2024). In both regions, elasticity
helps businesses and policymakers predict how changes in
pricing, taxation, or economic conditions will affect con-
sumer spending, although regional economic structures
and cultural attitudes lead to different results. The study

estimated the elasticity of some major products, namely
milk, oil and chicken, for the United States of America and
European countries. Firstly, it is worth analysing the elas-
ticity of milk. Table 1 demonstrates price changes for these
products in Europe and the US, as well as consumption.

Table 1. The elasticity of demand for milk in the United States
of America and Europe in the period from 2001 to 2022

USA Countries of Europe
. Changing Average . . Average
Price 5 - o Price Changes in A o
change consumption Elasticity elasticity change consumption Elasticity elasticity
patterns for 3 years for 3 years
2001 3.6% -2.0% -0.57 6.2% 0.8% 0.13 X
2002 -4.2% -0.5% 0.13 -4.5% -0.1% 0.03 X
2003 0% -1.6% 0 5.74 -12.2% 0.5% -0.041 -0.1
2004 14.5% -1.6% -0.11 -0.39 2.4% -0.1% -0.03 -0.02
2005 0.9% 0% 0 -0.21 0.5% 1.3% 2.489 -0.17
2006 -3.4% 0% 0 -0.14 -1.3% -0.6% 0.458 0.4
2007 13.6% -1.1% -0.08 -0.1 12.5% 0.7% 0.053 0.12
2008 8.6% -1.1% -0.13 -0.12 10.5% 1.6% 0.148 0.08
2009 -18.2% 0% 0 -2.24 -23.8% -0.7% 0.028 -0.28
2010 4.8% -2.2% -0.46 0.47 15% 2.3% 0.155 -0.97
2011 9.5% -2.3% -0.24 0.73 12.9% 2% 0.153 -3.29
2012 -2.2% -2.3% 1.03 -0.58 -3.5% 0.6% -0.168 0.21
2013 -0.9% -3% 3.44 -1.25 10.5% 0.5% 0.049 0.16
2014 6.6% -3.7% -0.55 -2.69 -0.5% 4.6% -9.511 0.95
2015 -7.3% -1.9% 0.26 4.22 -18% 2.7% -0.15 -0.77
2016 -6.4% -1.3% 0.2 0.89 -5.7% 1.2% -0.202 -0.34
2017 0.9% -3.3% -3.49 23% 1.5% 0.064 -1.07
2018 -10.2% -2% 0.2 0.41 -2.5% 0.9% -0.37 0.28
2019 4.8% -2.8% -0.57 1.58 1.4% 0.6% 0.4 0.15
2020 9.2% 0% 0 -1.74 -1.8% 1.6% -0.884 -1.03
2021 6.9% -5% -0.72 -0.37 7.8% -0.2% -0.025 0.27
2022 15.2% -3% -0.2 -0.26 36.4% 0.1% 0.002 0.04
Medium 1.86% -1.94% -1.04 2.3% 1% 0.453 X

Source: compiled by the author based on data from the US Inflation Calculator (2024), Statista (2023), Destatis (2024),

and CLAL (EU-28 and EU-27..., 2024)

Thus, as shown in Table 1, the average price of milk in
the United States of America has gradually increased over
time: the average growth rate was 1.86%, while the decline
in consumption was -1.94%. This suggests that Americans
have been consuming less milk over time, which may also
be due to the price increase/decrease factor. At the same
time, the standard deviation of the elasticity is quite high,
at 1.13 - in other words, although on average it is -1.04
(i.e., the demand for milk decreases as much as the price
increases), the values vary over the years. At the same
time, the elasticity, which shows the trend over three years,
shows an even higher standard deviation of 1.95. The cor-
relation between demand and price is also low, at -0.3.
Therefore, changes in demand for milk in the US are only
marginally related to changes in price.
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The analysis of the data from the table on price and
consumption changes in the US and European countries
was used to highlight certain patterns and trends in the
price elasticity of consumption during 2001-2022. In the
United States, the elasticity of consumption is negative in
most cases, meaning that there is an inverse relationship
between price changes and consumption. For instance, a
significant price increase of 14.5% in 2004 resulted in a
1.6% decrease in consumption, with an elasticity of -0.11.
A similar trend can be observed in other years, where price
increases often lead to a drop in consumption, although
there are exceptions when price changes do not affect con-
sumption (for example, in 2003, when the price remained
unchanged, but consumption fell by 1.6%). The aver-
age elasticity over three years shows that in the US, this

&
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indicator fluctuated between positive and negative values
during certain periods, reflecting market volatility. Across
Europe, the elasticity also varies, but the overall average
elasticity is positive at 0.453, indicating greater stability
of consumption even when prices change. In some years,
there are significant deviations from the norm, such as in
2014, when a slight decrease in price (-0.5%) resulted in a
4.6% increase in consumption, which gave a negative elas-
ticity of -9.511, which is an anomaly. The average elasticity
over three years in Europe shows less fluctuation than in
the US, and its values indicate a more predictable market
response to price changes. Thus, it is possible to conclude
that US markets are more susceptible to fluctuations in

response to price changes, while European markets show
greater stability in consumption even in the face of signifi-
cant changes in prices.

Regarding European countries, they are characterised
by rising consumption and prices. The average elasticity of
demand is 0.453%, implying that one unit increase in price
causes a 0.453% increase in demand. An increase in the
price of a good would appear to be illogical, but in reality,
it means that demand for the good is increasing for reasons
other than the price increase. In this case, the standard de-
viation is high (1.13) and the correlation between demand
and inflation is almost zero. The data in the context of oil
demand and prices can be seen in Tables 2 and 3.

Table 2. Elasticity of oil demand in the United States of America in the period from 1989 to 2023

Change in consumption

Change in Brent price, % in the US, % Elasticity Elasticity for 3 years
1989 27% -0.05% -0.002 X
1990 28% 2.17% -0.078 X
1991 -14% -2.12% 0.147 -0.13
1992 -1% 2.08% -1.433 -0.3
1993 11% 0.87% -0.079 -0.03
1994 -6% 2.57% -0.397 -0.29
1995 6% -0.24% -0.041 -0.26
1996 18% 3.66% 0.201 0.37
1997 -5% 1.33% -0.278 0.26
1998 -27% 1.67% -0.062 -0.35
1999 42% 2.78% 0.066 -5.54
2000 41% 1.12% 0.027 0.14
2001 -13% -0.12% 0.009 0.06
2002 3% -0.01% -0.002 0.04
2003 12% 1.55% 0.127 1.04
2004 35% 3.63% 0.105 0.11
2005 46% 0.15% 0.003 0.06
2006 20% -1.28% -0.065 0.02
2007 12% -0.61% -0.052 -0.02
2008 31% -6.63% -0.215 -0.14
2009 -34% -5.19% 0.151 3
2010 26% 1.55% 0.06 -1.34
2011 39% -1.97% -0.05 -0.4
2012 -1% -2.33% 2.144 -0.05
2013 -2% 1.65% -0.663 -0.09
2014 -10% 0.67% -0.067 0
2015 -44% 2.04% -0.046 -0.07
2016 -15% 0.75% -0.049 -0.05
2017 21% 0.97% 0.046 -0.07
2018 29% 2.4% 0.084 0.14
2019 -10% -0.16% 0.016 0.09
2020 -36% -12.17% 0.342 0.38
2021 72% 9.23% 0.129 19.88
2022 1% 0.62% 0.015 -0.07
2023 -18% 0.3% -0.017 0.13
Medium 5% 0% 0.025 X

Source: compiled by the author based on data from Our World in Data (2024) and Investing (2024)
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Table 3. The elasticity of oil demand in European countries in the period from 1989 to 2023

Change in consumption

Change in Brent price, % in Europe, % Elasticity Elasticity for 3 years
1989 27% 0.14% 0.01 X
1990 28% 0.48% 0.02 X
1991 -14% -0.84% 0.06 -0.01
1992 -1% -3.67% 2.54 -0.54
1993 -11% -6.37% 0.58 0.4
1994 -6% -2.83% 0.44 0.67
1995 6% -1.18% -0.2 0.84
1996 18% -1.44% -0.08 -0.34
1997 -5% 0.24% -0.05 -0.13
1998 -27% 0.89% -0.03 0.02
1999 42% -0.91% -0.02 -0.21
2000 41% -1.39% -0.03 -0.03
2001 -13% 1.57% -0.12 -0.01
2002 3% -0.91% -0.27 -0.03
2003 12% 0.82% 0.07 1.08
2004 35% 0.59% 0.02 0.01
2005 46% 0.60% 0.01 0.02
2006 20% 0.68% 0.03 0.02
2007 12% -1.79% -0.15 -0.01
2008 31% -0.58% -0.02 -0.03
2009 -34% -5.08% 0.15 1.80
2010 26% 0.07% 0 -0.73
2011 39% -1.15% -0.03 -0.44
2012 -1% -2.21% 2.04 -0.05
2013 -2% -1.94% 0.78 -0.17
2014 -10% -0.63% 0.06 0.35
2015 -44% 0.63% -0.01 0.03
2016 -15% 1.66% -0.11 -0.02
2017 21% 1.74% 0.08 -0.08
2018 29% -0.26% -0.01 0.11
2019 -10% 0.03% 0 0.04
2020 -36% -11.65% 0.33 0.44
2021 72% 5.05% 0.07 34.03
2022 41% 3.03% 0.07 -0.09
2023 -18% -0.9% 0.05 0.09
Medium 5% 1% -0.16 X

Source: compiled by the author based on data from Our World in Data (2024) and Investing (2024)

Following Tables 2 and 3, in general, the elasticity of
demand concerning the oil price is either close to zero
or negative (which is typical for European countries).
This may be typical for European countries, among oth-
er things because they are eventually abandoning the use
of oil (and other traditional energy sources) in favour of
“green” ones. In the United States of America, this process
is also underway, but it is less urgent: in this country, the
relationship between demand and price is non-existent. It
can be concluded that this product is significant to the US,
and the country is free to use it, given its available resourc-
es. The correlation between the level of consumption in
the countries and the price is positive and is at the level
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of 0.39 (for the USA). 0.4867 (for Europe), 0.37 (for Euro-
pean countries). It is also worth noting that the standard
deviation of the elasticities is also relatively lower, at 0.475,
0.567 and 0.659, respectively.

Notably, the average change in the Brent price over this
period is about 5%, while the average change in US con-
sumption is close to zero. This suggests that, in general, oil
prices have a limited long-term impact on US consump-
tion, although some years show significant deviations. The
elasticities are low in most cases, indicating that changes
in Brent oil prices do not have a significant impact on con-
sumption. For instance, in 2000, when prices increased
by 41%, consumption grew by only 1.12%, resulting in an




The elasticity of demand and its role in consumer behaviour determination...

elasticity of 0.027. The situation is similar in 2022. How-
ever, there are years when price changes have had a sig-
nificant impact on consumption: for example, in 2020, oil
prices fell by 36% and consumption fell by 12.17%, result-
ing in an elasticity of 0.342. This is one of the most illus-
trative examples of the high elasticity when a change in
the oil price has a significant impact on consumption. The
elasticity over three years was used to assess longer-term
trends. In 1999, the elasticity was extremely high (-5.54),
which can be explained by the large price fluctuations in
that period. In later years, the elasticity stabilised, showing
smaller fluctuations. Overall, the average elasticity for the
entire period is 0.025, indicating a low overall sensitivity
of US consumption to changes in oil prices. However, it
is worth noting that in certain periods, stronger relation-
ships between these indicators may emerge, as seen in cer-
tain years such as 2020 and 2021.

The average change in the Brent price over this period
was 5%, while the average change in European consumption

was close to -1%. This indicates that, unlike the US, oil
consumption in Europe declined, even as oil prices rose
in some periods. In most years, the elasticity was low or
even negative, indicating a weak or negative relationship
between price changes and consumption. For example,
in 1990, when oil prices increased by 28%, consumption
increased by only 0.48%; a similar situation was observed
in 2000 when prices increased by 41% and consumption
decreased by 1.39% (elasticity -0.03). Another example is
2020, when prices decreased by 36% and consumption fell
by 11.65%, yielding an elasticity of 0.33, which also indi-
cates a strong impact of price changes on consumption in
that year. Overall, the average elasticity for the entire peri-
od is -0.16, indicating a general trend of a weak negative
impact of price changes on consumption in Europe. This
indicates that the European oil market demonstrates more
stable consumption, especially compared to the US. The
elasticity of consumption for chicken in the US and Europe
can be seen in Table 4.

Table 4. The elasticity of demand and consumption in the US and Europe,
as well as changes in the price of chicken in the world, from 1991 to 2022

Consumption

Pri nsumption . Elasticity for . Elasticity for
chan;:, % clg tPSI: Ugt, :;o Bk t:rsc:ecy?ar?s ;15::32:?; 2kl t:;tecy?arz

1991 -2.4% 3.7% -1.522 X 6.1% -2.6 X

1992 0.1% 3.2% 25.181 X 3.5% 27.5 X

1993 14% 1% 0.069 0.71 -1% -0.1 0.77
1994 1.1% 1.6% 1.428 0.39 5.5% 49 0.54
1995 0.4% -1% -2.817 0.1 2.6% 7.1 0.47
1996 12.3% 2.6% 0.208 0.23 5% 0.4 0.97
1997 2.1% 0.8% -0.368 0.23 1.6% -0.7 0.91
1998 3.6% 0.6% 0.167 0.3 3.9% 1.1 0.79
1999 -5% 5.5% -1.092 -1.79 -1.6% 0.3 -1

2000 -0.9% -0.9% 1.075 -1.99 2.7% -3.1 -1.92
2001 7% 0.3% 0.049 6.45 7.8% 1.1 11.59
2002 -0.9% 3.6% -4.201 0.58 2.9% -3.4 2.60
2003 4.9% 0.6% 0.129 0.42 -3.5% -0.7 0.63
2004 14.4% 4.4% 0.304 0.48 -0.4% 0 -0.06
2005 -2.4% 1.4% -0.573 0.39 2.9% -1.2 -0.07
2006 -6.3% 0.6% -0.097 1.39 -3.8% 0.6 -0.31
2007 12.9% -0.6% -0.048 0.42 4.7% 0.4 1.11
2008 8.2% 2% -0.248 -0.15 0% 0 0.06
2009 1.2% -5.5% -4.471 -0.37 1.7% 1.4 0.29
2010 0.2% 4.5% 21.794 -0.35 1.3% 6.5 0.33
2011 1.8% 1% 0.534 -0.1 0.9% 0.5 1.24
2012 7.9% -3.8% -0.48 0.16 2.4% 0.3 0.48
2013 10.1% 0.9% 0.093 -0.1 0.3% 0 0.18
2014 6.0% 1% 0.163 -0.08 3.6% 0.6 0.26
2015 4.2% 6.8% 1.635 0.43 4.2% 1 0.4
2016 -2.8% 1.5% -0.516 1.28 4.4% -1.5 1.71
2017 12.7% 0.3% 0.023 0.63 0.9% 0.1 0.7
2018 4.5% 1.9% 0.425 0.27 1% 0.2 0.45
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Table 4, Continued

Consumption

Price Consumption . Elasticity for . Elasticity for
change, % in the Ug, % Elasticity three ygars ::15::32:?; Elasticity three ygars
2019 -9.1% 2.5% -0.275 0.68 1.3% -0.1 0.47
2020 -17.3% 0.7% -0.042 -0.22 0.4% 0 -0.12
2021 37.9% -0.4% -0.01 0.8 0.1% 0 0.51
2022 38.6% 1.2% 0.03 0.03 0.4% 0 0.02
Medium 0.044 0.012 3.735 X 0.02 2.264 X

Source: compiled by the author based on data from Federal Reserve Bank (2024), and Our Worlds in Data (2024)

Following Table 4, the price elasticity of chicken is
high: at 3.73 for the US and 2.263 for Europe. At the same
time, the price of this product has been growing along with
demand. This is primarily since chicken is a healthy meat,
and consumers in most countries are increasingly begin-
ning to prefer it to other types of meat. In this case, the
trend towards healthy eating is the main one, which causes
both an increase in demand for products and a rise in their
prices (Shahini et al., 2023).

In the US, there are significant fluctuations in the elas-
ticity, which in some years shows a strong sensitivity to
price changes. For example, in 1992, the oil price increased
by only 0.1%, while consumption increased by 3.2%, and
the elasticity was 25.181, which is an abnormally high val-
ue. The average elasticity value for the US is 3.735, indi-
cating a general tendency for oil consumption to be highly
sensitive to changes in market prices. In Europe, the elas-
ticity is generally lower and less volatile than in the US. The
average elasticity for Europe is 2.264, indicating a lower
market sensitivity, although anomalies have also occurred.
For instance, in 1992, with a small price increase of 0.1%,
consumption increased by 3.5%, giving one of the highest
elasticities at 27.5. However, in other years, for example,
in 2019 (-9.1% price change), consumption grew by only
1.3%, and the elasticity was -0.1, indicating that the Euro-
pean market shows a weaker response to price cuts com-
pared to the US. Oil consumption in Europe is less elastic,
which indicates a more stable demand structure in this
market or greater adaptation to price changes.

Thus, the elasticity of demand determines how sensi-
tive the demand for a product is to changes in factors such
as price, consumer income, or the price of related products.
Elastic demand means that small changes in prices lead to
large changes in demand, while inelastic demand shows lit-
tle change in demand despite changes in prices, especially
for basic goods such as bread or medicine. Elasticity is im-
portant for companies and policymakers in making pricing
and taxation decisions. This concept is applied differently
in Europe and the US due to different economic, cultur-
al and political conditions. Cultural factors have a signif-
icant impact on the elasticity, with Americans being more
consumption-oriented and Europeans more focused on
long-term savings. The study assessed the elasticity of such
products as milk, oil and chicken, showing different de-
grees of sensitivity to price changes in the US and Europe.
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For instance, the demand for milk in the US responds only
marginally to price increases, while in Europe, factors other
than price contribute to increased consumption. Similarly,
demand for oil in Europe is declining due to the transition
to more environmentally friendly energy, while in the US it
remains stable due to the large reserves of this raw material.
Poultry showed high price elasticity in both regions, driven
by a general trend towards healthier food consumption.

Discussion

The study demonstrated that the elasticity of demand varies
depending on the product in question and what precon-
ditions may exist for changes in the price or demand for
the product. Elasticity studies for products such as elec-
tricity, gas, petrol and coal in Mexico were conducted by
A.O. Diaz & K.B. Medlock (2021). They demonstrated that
the income elasticity was positive and higher than the price
elasticity, with large differences between these groups of
households. Steam coal and firewood were distinguished as
lower-quality goods with negative income elasticities. The
results provide insights into how consumers react to chang-
es in energy prices depending on their economic status and
can help policymakers consider the welfare impact of fiscal
and energy reforms. Recent studies also demonstrated that
the response to changes in product prices is determined not
only by the fact of price changes but also by other variables,
including product characteristics. J. Gao et al. (2021) stud-
ied the income and price elasticity of energy demand using
a large dataset covering 65 countries from 1960 to 2016.
The authors proposed a new model for analysing panel
data to address five key issues: endogeneity, temporal het-
erogeneity, cross-sectional heterogeneity, non-stationarity,
and cross-sectional dependence. With its help, the authors
showed that the income elasticity of demand ranged from
0.6 to 0.8, while the price elasticity fell from -0.1 to -0.3.
Notably, the income elasticity has been declining since the
1990s, coinciding with global efforts to mitigate climate
change, suggesting that energy intensity may decline as the
economy grows (Karimli et al., 2022). It is worth noting that
the current study also found that the price elasticity of oil
demand is quite low, which coincides with the findings in
the paper above on the income elasticity of energy demand.
H. Balarama et al. (2020), in turn, described the price elas-
ticity of electricity demand for urban households in Bang-
ladesh based on household data. The study demonstrated
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significant heterogeneity in price elasticity, showing that
both the lowest and highest consumption groups are price
elastic, while the moderate consumption groups are price
inelastic. Based on these findings, the modelling shows that
incorporating this heterogeneity into pricing policies can
help reduce the imbalance between electricity supply and
demand and consumption inequality. Although the current
study did not evaluate heterogeneity by consumption or in-
come, it is worth noting that this is as important as any oth-
er individual characteristic. A particularly striking example
in this paper is the price of chicken, which increases over
time along with the level of demand, which is primarily due
to the transition of the population to the consumption of
this type of meat instead of another.

In the current study, the elasticity of oil demand
was assessed, which led to the conclusion that consump-
tion of this product does not depend largely on the price.
B. Wang et al. (2021) investigated the impact on household
electricity consumption in the context of electricity price
changes in China. The findings showed that electricity pric-
es insignificantly impact consumption, while habits have a
significant effect on electricity use. Thus, promoting ener-
gy-saving habits may be more effective in reducing electric-
ity consumption than adjusting prices. The study empha-
sises the importance of addressing internal psychological
factors such as habits over external economic factors such
as pricing in shaping consumption behaviour. Thus, both
studies reached similar conclusions on how oil demand is
affected by oil prices, namely an insignificant relationship
between the two. S. Thapar (2020), in turn, analysed energy
consumption behaviour based on data from urban house-
holds in India. The study shows that energy consumption is
influenced by seasonal patterns, inefficient appliances and
the “rebound effect’, while the impact of price changes was
less pronounced. Policy improvements are suggested, such
as peak load management, weatherproofing at home and
rationalising tariffs. These findings are aimed at influenc-
ing household energy behaviour and improving India’s en-
ergy efficiency strategies, which are crucial to meeting the
country’s climate goals and improving energy security. The
researcher also concluded that electricity prices in general
do not significantly affect electricity demand, which is due
to the high demand for this product by the population. As
noted earlier, these findings are in line with those of the
current study, which showed that in the US and Europe,
the impact of price on oil demand was minimal: although
the Indian household behaviour study examined the inter-
action for electricity as a commodity, the two commodities
are comparable given that oil is a major energy resource.

The current noted that there is a negative elasticity of
demand for oil prices for European countries. This, in turn,
is associated with a significant dependence on exports of
this resource, which is causing a shift to renewable ener-
gy sources: the faster the price increase, the more rapid
the transition will be (Shahini et al., 2024). The demand
for petrol in Turkey in the context of elasticity for fossil
energy sources was studied by J.I. Mikayilov et al. (2020).
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The authors noted that in the long run, petrol demand re-
sponds to these factors, with an income elasticity of 0.25,
a price elasticity of -0.27, and an inventory elasticity of
-0.80. However, in the short run, petrol demand does not
respond to changes in these variables. The inelastic nature
of gasoline demand in Turkey suggests that raising gasoline
taxes could increase government revenues, although the
revenue increase may be smaller than expected due to low-
er consumption. Higher petrol prices may also encourage
a switch to alternative fuels. In addition, raising taxes on
private car purchases or improving public transport could
further reduce demand for petrol. The researchers note that
financial and macroeconomic stability, manifested in sta-
ble exchange rates and low inflation, is crucial to sustaining
petrol demand and meeting tax revenue targets.

Thus, in European countries, the elasticity of demand
tends to be more regulated by social welfare policies, while
in the US, market competition instruments play a greater
role. Overall, the study highlighted differences in elastici-
ties between products and regions.

Conclusions

The elasticity of demand for staples such as milk, oil and
chicken provide important insights into consumer be-
haviour shaped by different economic conditions, market
structures and cultural factors. The study demonstrated
that while the price elasticity of demand is a key indicator
of how sensitive consumers are to price changes, it varies
significantly by region and product. In the US, milk con-
sumption has shown a negative elasticity, and price increas-
es have led to a decline in consumption over time. This sug-
gests that consumers are more price sensitive, and milk may
increasingly be seen as a discretionary product, affected by
changes in dietary preferences or substitutes. In Europe, by
contrast, the price elasticity of milk has been positive, with
price increases correlating with increased consumption.
European markets with more extensive social safety nets
may also shield consumers from the direct effects of prices,
leading to less elastic demand for staples such as milk.

The elasticity of oil demand showed that on average,
demand is either inelastic or close to zero, especially in
Europe, where there is a strong push towards greener en-
ergy sources, reflecting the ongoing shift away from fossil
fuels towards renewable energy, making oil consumption
less sensitive to price changes. The United States, with its
abundant resources and slower transition to green energy,
showed a weaker relationship between price and demand,
highlighting the continued importance of oil in the coun-
try’s economy. As for chicken, both the US and European
markets showed high elasticity, with price increases accom-
panied by increased demand. This can be explained by the
growing global trend towards healthier diets, with chicken
meat being considered a healthier and more environmen-
tally friendly meat option than beef or pork. A limitation
of the study was the lack of sufficient information to esti-
mate the elasticity of demand for all product groups: this
limitation is due to the lack of data in terms of both time
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EnacTuyHicTb NonuTy Ta il posib y BU3HAYEHHi NOBEAIHKU CNOXXUBayiB:
MopiBHANbHUIA aHani3 €eponu Ta CLUA

AHeTta Onekcu-re64ymk

KaHanpgat eKOHOMiYHUX HayK, AOLEHT
LepxxaBHui yHiBepcuTeT npukaagHux Hayk y Hosomy CoHyi
33-300, Byn. Ctraricnasa Ctawumys, 1, M. HoBuii CoHy, lNonbLya
https://orcid.org/0000-0007-6185-5932

AHoTauifi. Bi3HaueHHA NOBENIHKY CIIOKUBAYiB € aKTya/JIbHUM Jyid 3a0e3ledeHHs e()eKTUBHOrO (PyHKI[iOHYBaHHA AK
OKpeMMX KOMIIaHiil, TaK i KpaiHW B IIi/I0MY. 3 OT/IARY Ha Iie, BayK/IMBUM 3/IMIIIAE€THCA JOAATKOBE JOCTiIKeHHA iHCTPYMeHTiB,
1o ii OIUCYIOTDh, TAKMX AK €MIACTUYHICTD MONUTY. MeTolo JOCTiIKeHHA OyB aHasIi3 eacTUYHOCTI MonuTy B €Bpori Ta
Cnonyvenrx IllTatax Ameprkn. B paMkax JOCTiIKeHHA Oy/I0 IPOBENEHO CTATUCTUYHY OLiHKY LIHOBUX ITOKAa3HUKIB
Ha OKpeMi BUJU IIPOAYKIIii, a caMe Ha oo (3 1989 mmo 2023 poku), Monoko (3 2001 o 2022 pokiu) Ta Kypsade M'Aco (3
1991 1o 2022 poxn), a TAKOX 3MiHM PiBHA CIIOKMBaHHA IMX IPORYKTiB. Ha 0cHOBI po3paxoBaHMX Ta IpoaHaTi30BaHMX
[TOKa3HMKIB eIaCTUYIHOCTI TOnuTy 610 3p06/1eHO BICHOBOK, 1110 I1iHa He € €AVHUM i OCHOBHMM (aKTOPOM 3MiHV ITOIUTY
Ha npopykuito. HarsackpaBiliyM npuKIazioM cTana CUTyalid 3 KypATHHOIO, I[iHa Ta IOMUT Ha AKY 3HAYHO 3POCIH, B
IIepIIy Yepry, 4epes mepexifi HacelleHHA Ko OiIbII BiIIOBigaIbHOTO Ta 3T0POBOro Xap4yBaHH:A. [Tpu 11boMy e1acTUYHICTD
ronuty Ha oo g Crionydenux IlltariB Amepuku 6yna cTabiNbHOIO i 6/IM3BKOIO 1O HY/LA, TOI AK JJIA €BPOIECHKIX
KpaiH BoHa OyJia BiJj' €MHOI0, 1IJO IIOB'A3aHO 3 IX 3HAYHOIO 3a/IOKHICTIO Bifl IMIIOPTY €HeproHOCiiB, 30KpeMa HapTH, 10
CTpysA€ MIBUIIOMY I€PEXOly Ha ajbT€PHATUBHI JpKepesa eHeprii. Y BUIA/IKy 3 MOJTOKOM €/TaCTUYHICTh 3MiHIOBa/macsa
3aJIeXHO Bif TOro, fie mposopwracs oninka: y CIIA un €Bpomi. Y BMIIafKy 3 MOTOKOM €TacTUYHICTD BifpisHsAmacsa
3aJIOKHO Bijj TOro, fe mposopmaaca oninka: y CIIA uy €spomni. OTpuMaHi pe3ynbTaTy JO3BOATH OUIbII e(eKTUBHO
¢dbopMyBaTy NOMTHKY B Liill cpepi Ta CTBOPIOBATI HOBI MOXX/IMBOCTI /I PO3BUTKY MicIieBUX KOMIIaHii
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Savytska et al.

Abstract. The purpose of this study is to theoretically elaborate the model of formation of customer experience of
service organizations at the conceptual level and to conduct a study using the developed tools for its evaluation on the
example of the hotel business. The main results are based on the principle of holistic personalism and are obtained
using the methods of field marketing research, questionnaire survey of respondents, scoring and index method. The
data were processed and analysed using statistical correlation analysis, graphical and matrix approaches. The Customer
development methodology was used to form a chain of positive customer reactions. The article substantiates a
conceptual model of formation of customer experience in service organizations based on the principles of behavioural
theory. The article allocates 2 groups of factors on the example of hotels that form the customer experience: explicit and
implicit, and includes 6 factor attributes. Three types of customer experience are distinguished: before the moment of
consumption of the product - the expected experience (CX ex en.), at the moment of consumption - as the perceived
customer experience (CX at the time), and intentions for future consumption of the service product (CX ex post). To
assess them, 4 marketing metrics are proposed to evaluate each type of customer experience. To interpret the results,
the values of the indicators are scaled. The carried out testing of the proposed methodology on a sample of 14 four-star
hotels confirmed the hypotheses of the study. The proposed theoretical concept and evaluation tools can be further used
to develop marketing programmes for Customer Experience Management (CXM)

Keywords: user experience evaluation; service performance; retention strategies; holistic approach; customer behaviour

Introduction

The nature of service organizations is inherently custom-
er-centric, with a primary focus on understanding and
enhancing customer experiences (CE). The significance
of CE in marketing research has been underscored by
the Marketing Science Institute (2022), highlighting its
consistent presence among research priorities since 2010.
Despite extensive scientific and practical interest, the lit-
erature on CE remains fragmented, with no consensus
on its essence and management methods. L. Becker &
E. Jaakkola (2020) address this fragmentation by propos-
ing fundamental premises for understanding CE, cate-
gorizing it as a response to managerial stimuli or con-
sumption processes. Their systematic review identifies
eight literature fields, each contributing to the conceptual
development of CE. Similarly, R. Rialti & L. Zollo (2023)
emphasize the necessity of conceptualizing a new digi-
tal customer journey in the digital era, focusing on how
digital transformation influences customer interactions
across generational cohorts.

In the context of retail trade in Ukraine, T. Shtal et
al. (2023) analyze the vectors of digital transformation,
revealing that technological and behavioral factors pre-
dominantly drive retail innovation. They suggest that
digital marketing tools are crucial for adapting to these
changes and enhancing business development. Comple-
menting this perspective, S. Puntoni et al. (2021) explore
the experiential perspective of consumers interacting
with Al, identifying four types of consumer experiences
that influence the perceived value of Al-enabled prod-
ucts and services. The importance of digitalization in
business development, particularly in the B2C market, is
further emphasized by N. Savytska et al. (2023). Their re-
search highlights the penetration of digital technologies
and the emergence of interactive services as key trends
influencing customer experience. Similarly, S. Rahimi-
an et al. (2021) propose a comprehensive framework for
Customer Experience Management (CEM) in the hotel
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industry, identifying four stages: customer identification,
experience design, implementation, and measurement.
E. Apostol et al. (2023) provide an insightful analysis of
how the pandemic has reshaped the hospitality and tour-
ism industry’s approach to CE design. Their study under-
scores the importance of safety, hygiene, and digital inno-
vations in creating positive customer experiences during
and post-pandemic.

Despite these advancements, there remains a gap in
the literature regarding the integration of explicit and
implicit factors influencing CE and the development of
comprehensive analytical tools for its assessment. The
purpose of this article is to theoretically substantiate the
conceptual model of customer experience formation in
service organizations and to develop analytical tools for
assessing customer experience in the hotel business. This
study aims to bridge the existing gaps by providing a ho-
listic framework for understanding and evaluating CE, ul-
timately contributing to improved strategic management
and customer satisfaction in the service industry.

Materials and Methods

The methodology of this study is based on an interdis-
ciplinary approach that combines the best practices of
service management, relationship marketing, behavioural
economics, and behavioural marketing. Customer experi-
ence in marketing science is a conceptual construct that
reflects the customer’s impressions of the processes of in-
teraction with a particular product. Customer experience
is holistic in nature, depending on tangible and intangible
factors of its formation not only within the company but
also in the market environment. The concept of the study
is based on the author’s understanding of behavioural
marketing, the central provision of which is the meth-
odological principle of holistic personalism (Savytska et
al., 2023). The principle of holistic personalism reveals the
interdependence of the development of the institutional
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environment and human behaviour in different roles: as a
client, employee, manager.

Survey questionnaires were developed separately for
hotel guests and staff. The survey covered 14 four-star ho-
tels in Kyiv. The questionnaires included all the indica-
tors listed in Table 3. The same number of guests and 30%
of employees were surveyed in each hotel. To assess the
customer experience of the hotel guest, the questionnaire
asked questions to evaluate the indicators by indicators
(K1, K2, K4, K5, K6). In assessing the internal custom-
er focus of the organization, questions were asked on the
indicators for K3. The Three Questions method was used
to calculate marketing metrics Y2, Y3, Y4. When check-
ing out of the hotel, guests answered three questions: “Are
you satisfied with the service?”; “Are you ready to visit the
hotel again?”; “Would you recommend staying at the ho-
tel to your friends, family”. The questionnaire was validat-
ed by conducting a pilot study. The questionnaires were
prepared in Google Forms. Currently, there is no single
methodological approach to assessing customer experi-
ence due to industry specifics and the complexity of cal-
culating the size of the evaluation indicators. The study
used a (ordinal) Likert scale in two gradations: from 1 to 5
for assessing indicators K1, K2, K3, K4, K5, K6; from 1 to
3 for the Three Questions questionnaire. Guests and staff

are surveyed in one-time period (post-COVID 2021) us-
ing an online survey. Guests filled out paper Three Ques-
tions questionnaires during check-out. To identify the
range of customers who form the core of brand advocates
and determine the reliability of the company’s position-
ing in the market, the Y5 customer reliability indicator
is calculated - an indicator of emotional attachment to
the hotel - Y5 (Secure Customer Index). This study ad-
hered to ethical standards, ensuring informed consent,
confidentiality, and voluntary participation for all survey
respondents.

The work involved conducting a survey among the
customer base and employees of 14 hotels in Kyiv. After
obtaining the results, the data processing stage was actu-
ally started based on the calculation of partial indices for
each factor. To summarize the data, the following meth-
ods: weighted arithmetic mean; integral assessment and
marketing metrics Net Promoter Score; Secure Customer
Index, were used. Table 1 shows the tools used to calculate
these indicators.

Correlation analysis is used to check the tightness of
the relationship between the indicators. The obtained re-
sults are transformed into areas for improving the hotel
service. For this purpose, the customer experience rating
scale shown in Table 2 is used.

Table 1. Methods of calculating the main indicators for evaluating the client experience

[ D ES Calculation

i
Factors of formation of CX  f-
(K): K1, K2, K3, K4, K5, K6 M

j=1

2(nij)/N)+i /5

Marking

K,,— M-th factor of customer experience formation;
nj — the number of respondents who gave the
corresponding score (from 1 to 5); N — the total
number of interviewees; b — score (from 1 to 5);

j — the number of indicator signs forming this factor;
i — the largest number of indicators for this factor.

L

experience: Y1 Y1

Expected customer (W) /
3

Y1 - expected customer experience; n, - the number
of respondents who gave the corresponding score
(from 1 to 3); N — the total number of interviewees;

g — score (from 1 to 3); i — the largest number
of indicator signs.

Perceived customer
experience: Y2

Y2 - an integral indicator of the perceived customer
experience; K, — M-th factor
of customer experience formation.

Customer Loyalty: Y3 Y3 = ng/N

Y3 - the share of loyal customers in the total
number of respondents; n_ — the number of satisfied
customers; N — the number of respondents.

Advocacy: Y4 Y4 = n,. /N

Y4 - the share of promoters in the total number of
respondents; n,- the number of promoters; N is the
number of respondents.

Customer Reliability: Y5 Y5 = ng/ng

Y5 - share of reliable customers;
n,, — the number of customers for whom the service
exceeded expectations;
n_.— the number of satisfied customers.

Source: compiled by the authors
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Table 2. Matrix of customer experience evaluation scales

CX ex en.
Y1

Expectations

CX at the time

CX ex post
Y3

Characteristics of CX

Were not justified <0.64 <0.64 Negative <0.6
0.65-0.74 0.65-0.74 Neutral 0.61-0.74
Were justified 0.75-0.84 0.75-0.84 Positive 0.75-0.84
0.85-0.94 0.85-0.94 Exciting 0.85-0.94

Were surpassed 0.95-1 0.95-1 Impressive 0.95-1

Source: compiled by the authors

The obtained marketing metrics allow interpreting
the survey results to improve the perceived customer
experience. Behavioural indicators of current customer
experience Y2 (perceived CX) and future customer ex-
perience: Y3 (loyalty), Y4 (advocacy), Y5 (customer re-
liability) allow seeing gaps in the quality of service pro-
vision. At the stage of planning corrective measures in
accordance with the identified results (closing the gaps),
a combination of SERVQUAL and CustDev methods was
applied (Blank, 2013). The SERVQUAL methodology by
Parasuraman A., Zeitaml V., Berry L. for assessing the
quality of services was used to assess the gaps between
the expected and perceived quality of services. It allows
integrating marketing methods of questionnaire surveys
with management methods of bridging the identified
gaps. The Customer Development (CustDev) methodol-
ogy, proposed by S. Blank (2013) as one of the variants
of a customer-oriented approach to understanding cus-
tomer needs and preferences. It allows making adjust-
ments to improve the product throughout the product
life cycle, does not require significant resources, and
does not affect other processes. The survey of hotel em-
ployees was conducted anonymously using a specially
developed questionnaire.

Results

CXM is a strategic task of a company’s management, one
of the important stages of which is the analysis of custom-
er experience. It is the process of assessing how customers
perceive the entire complex of interaction with the com-
pany’s products and services at various points of contact.
This process can also be described as a comprehensive
strategy aimed at creating and managing positive custom-
er experiences when interacting with a company’s prod-
ucts or services. This approach is based on a thorough
study, understanding, and optimization of every aspect
of the interaction between the customer and the brand.
The benefits of CXM include increased customer loyalty,
improved brand reputation, efficient use of resources, and
increased customer satisfaction. The latter, in turn, leads
to huge benefits for companies, including increased loy-
alty, improved reputation and revenue growth in general.
CXM is conducted according to the following procedure,
shown on Figure 1.
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- Defining a set of factors
and indicators for evaluating
the customer experience

- Development and validation
of questionnaires, development

of a scoring scale

- Survey of respondents:
guests and employees

- Data processing and analysis,
interpretation of results

Ll i 11

- Planning corrective measures

Figure 1. Customer experience evaluation procedure
Source: compiled by the authors

The procedure shown in Figure 1 includes the fol-
lowing stages: determining a set of factors and indicators
to assess the impact on customer experience; developing
questionnaires and scoring scales, preparing question-
naires in Google Forms, piloting and validating ques-
tionnaires; surveying respondents: guests and employees;
processing and analysing survey data; interpreting the
results (gaps, reserves); planning corrective measures in
accordance with the results (closing gaps). Based on the
behavioural theory of D. Kahneman et al. (1997), the ex-
perience that forms a certain value (usefulness) for the
client may differ depending on the time when a person
reflects on the object of interaction. The article expands
the vision of experiential utility. In addition to the val-
ue (usefulness) of a product in real time, the so-called
instantaneous utility (at the time) and the retrospective
assessment of the existing experience of previous interac-
tion (ex post) — the remembered utility, the authors added
the expected value of the customer’s product that arises
before the moment of consumption (ex en.). The factors
and indicators of customer experience formation were de-
termined in accordance with the conceptual vision of the
mechanism of customer experience formation. Figure 2
shows the conceptual model of customer experience for-

mation in service organizations.
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* Reputation
+ Advertising
* Reviews

‘ - Perceived customer
experience (Y1)

- Loyalty (Y2)

- Advocacy (Y3
- Reliability (Y4

Figure 2. Conceptual model of customer experience formation in service organizations

Source: compiled by the authors

It is the value of the product for the customer, for ex-
ample, hotel accommodation, which can be not only a ser-
vice but also a product, that determines the choice of the
company that will provide the service. For example, when
choosing a hotel, a person pre-evaluates the hotel based on
its reputation in the market, feedback from other custom-
ers, advertisements. At this stage, the customer forms the
expected value of the customer experience. The expected
value is formed in the customer’s mind before the product
is consumed. Accordingly, this creates initial evaluation re-
quirements for the product, which will affect the customer
experience both at the time of consumption and retrospec-
tively, sometime after the consumption of the product.

Figure 2 shows two groups of factors: explicit and im-
plicit. Explicit factors reflect the material focus of customer
experience. These are externally expressed, explicit logisti-
cal and regulatory procedures that together determine the
functional quality of hotel services. Implicit factors are the
inherent factors of a person’s perception of the experience

of interaction with a particular product (brand). In the
context of CXM, understanding these invisible influences
is important for creating effective strategies and improving
customer experience. They are subjective in nature, as they
reflect the emotional, sensory focus of the customer expe-
rience, which is always individual. Implicit factors include
cultural influences that shape the perception of a product or
service; subconscious preferences that determine customer
choices; fears and associations that can influence decisions;
informal social norms that define consumer expectations;
and emotional factors that influence the customer’s attitude
towards a brand or company. For effective CXM, it is im-
portant to analyse them, taking into account every aspect of
the customer experience. Uncovering these invisible influ-
ences allows for a deeper understanding of customer needs
and expectations, contributing to the creation of balanced
and successful CXM strategies. To evaluate them, a survey
method with a set rating scale was used. Table 3 shows the
system of indicators for assessing customer experience.

Table 3. A system of indicators for evaluating customer experience

Calculation method

The content of the evaluated indicators

Indicator

Explicit factors of CX formation

Comfort and quality
K1 of material living
conditions

The material factor includes: comfort and equipment of the
premises; development of hotel infrastructure; improvement of
the territory; convenience of the location of the hotel.

Point assessment
based on survey results

It is determined by the speed and efficiency of service

throughout the client’s journey; sanitary and hygienic safety; Point assessment

K2 Quality of service

procedures safety; service standards. based on survey results
Implicit factors of SC formation
. . It is determined by blocks of indicators: staff satisfaction; .
K3 Customer-orientation employee involvement; internal client-orientation Point assessment

of employees based on survey results

o

of the organization.
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Indicator

The content of the evaluated indicators

Table 3, Continued

Calculation method

Includes indicators highlighting the cleanliness and

Relations with
K4 personnel

appearance of employees; friendliness and attentiveness
of the staff; staff’s ability to communicate effectively;

Point assessment
based on survey results

coordination of actions of hotel employees.

A key indicator of understanding the client’s needs and

expectations (Customer Insights). It includes the following
indicators: the staff’s understanding of the problems faced by
customers, the effectiveness of their solution; attentiveness of

K5 Empathy and care

Point assessment
based on survey results

the staff to the needs and interests of customers.

The indicator is the inverse of the customer’s effort
(CES - Customer Effort Score) throughout the entire

Ease of customer

interaction with the hotel product. These indicators reflect the

Point assessment

K6 journey effort that the customer spends at each stage based on survey results
of the interaction, in particular, for hotel search
and reservation, check-in/check-out, stay in it.
CX ex en.
A marketing metric that characterizes the compliance Summarizing indicator
Y1 Expected customer of the received customer experience (weighted arithmetic

experience

with the customer’s expectations.

mean method)

CX at the time

V2 Perceived customer
experience

A marketing metric that characterizes the set
of impressions that were formed from interaction
with the product during its consumption.

Integrated indicator,
(harmonic mean
method)

CX ex post

Y3 Customer loyalty

A marketing metric that characterizes the willingness
of customers to purchase a service again.

The share of
respondents in the total
number of respondents

A marketing metric that characterizes the willingness
of customers to recommend a product
(be brand advocates).

Y4 Advocacy

The share of
respondents in the total
number of respondents

Marketing metric SCI (Secure Customer Index), which
characterizes the share of satisfied customers for whom the
level of service quality exceeded expectations.

Y5 Customer reliability

The share
of respondents in the
total number of loyal
customers

Source: compiled by the authors

Table 4 presents the results of the customer experience
evaluation based on responses from hotel guests and staff
across 14 four-star hotels in Kyiv. The Y5 customer reliability
indicator, an indicator of emotional attachment to the hotel,
was calculated to identify the core of brand advocates and
determine the reliability of the company’s market position-
ing. Its high value signifies an impressive customer experi-
ence and highlights the consumer’s perception of the hotel

product’s distinctiveness compared to competitors. The pro-
posed methodology for assessing customer experience was
tested on 14 four-star hotels in Kyiv, with the generalised sur-
vey results presented in normalised form. Table 5 shows two
laggards and two leaders in terms of customer experience. To
determine the degree of relationship between the customer
experience indicator and its formative factors, a correlation
analysis was conducted, which is presented in Table 6.

Table 4. Scale of interpretation of respondents’ evaluations

Interpretation

Quantitative scoring

Interpretation
Index assessment

of quantitative assessment

of index assessment

1 Not important 0 Worst

2 Not very important 0.25 Badly

3 Indifferently 0.5 Unsatisfactorily
4 Importantly 0.75 Good

5 Very important 1 Best

Source: compiled by the authors
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Table 5. Results of data processing of customer and employee surveys

K1 K2 K3 K4 K5 K6 Y2
Ramada Encore Kyiv 0.89 0.904 0.845 0.9 0.895 0.9 0.89
Bratislava 0.82 0.823 0.779 0.82 0.815 0.817 0.82
Art Hotel Bakkara 0.838 0.835 0.815 0.835 0.84 0.837 0.83
Khreshchatyk 0.864 0.855 0.835 0.855 0.86 0.86 0.85
Kyiv 0.734 0.809 0.758 0.728 0.725 0.733 0.73
President Hotel 0.832 0.833 0.822 0.833 0.83 0.833 0.82
National 0.844 0.844 0.772 0.835 0.84 0.843 0.84
Dnipro 0.71 0.7 0.73 0.71 0.7 0.71 0.71
Cityhotel 0.92 0.92 0.85 0.92 0.92 0.92 0.92
ALFAVITO 0.89 0.89 0.84 0.89 0.89 0.89 0.89
Radisson Blu Hotel 0.844 0.841 0.81424 0.84 0.84 0.837 0.84
Vozdvyzhensky 0.894 0.885 0.854992 0.893 0.89 0.89 0.88
“Staro Hotel” 0.886 0.886 0.845229 0.893 0.89 0.89 0.89
Holiday Inn 0.878 0.865 0.810046 0.873 0.87 0.867 0.87
Source: compiled by the authors
Table 6. Correlation matrix of the relationship between the perceived customer experience
and the components of its formation for a sample population of hotels
Y2 Connection K1 K2 K3 K4 K5 K6
Y2 1
K1 0.9861 Sturdy 1
K2 0.9496 Sturdy 0.93437 1
K3 0.9517 Sturdy 0.900853  0.872173 1
K4 0.9906 Sturdy 0.996422  0.934743 0.91247 1
K5 0.9893 Sturdy 0.998218  0.932289  0.909433  0.998331 1
K6 0.9909 Sturdy 0.99641 0.937955  0.909339  0.998253  0.998909 1

Source: compiled by the authors

The correlation coefficients (R) presented in Table 6
exceed 0.9, which indicates a high level of connection
and equal importance of the identified factors in the for-
mation of customer experience. The data presented in
Table 5 allows identifying the factors for the formation
of a positive customer experience in accordance with the
goals of marketing management. Out of the surveyed
four-star hotels, 36% form a positive customer experience
(0.75<Y2<0.84); 50% - an exciting customer experience
(0.85<Y2<0.94) according to guests’ estimates. The level
of service at Ramada Encore Kyiv, Khreshchatyk, Cityho-
tel, ALFAVITO, Vozdvyzhensky, Staro Hotel, Holiday Inn
is very good, providing an exciting customer experience.
Cityhotel holds the highest position. The perceived cus-
tomer experience is estimated at 0.92 points. At the same
time, two of the 14 hotels surveyed — Kyiv and Dnipro -
have a satisfactory level of service that meets guests’ ex-
pectations, but the customer experience is in the neutral
CX zone, as the value of the current perceived customer
experience is in the range 0.65<Y2 <0.74 (Table 4).
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CXM of the hotel guest involves the collection and pro-
cessing of operational information to assess the relationship
between the conformity of the CX (ex en.) and the CX (at
the time) of the service product provided by the hotel. For
this purpose, the customer experience is periodically moni-
tored and the expected, perceived customer experience and
customer behavioural intentions are compared. For this
purpose, the behavioural indicators of customer experience
are compared: Y2 — perceived customer experience; Y3 loy-
alty and Y4 advocacy. The service of all hotels met customer
expectations, as two conditions were met at once. First, the
customer experience exceeded expectations. Figure 3 clear-
ly shows that Y2 is higher than Y1. Secondly, the values of
Y1 (CX ex en.) and Y2 (CX at the time) are in the range
from 0.71 to 0.92. According to the proposed methodolog-
ical toolkit, the situation is critical when the integral index
Y1(Y2) < 0.65 and the customer experience is defined as
negative. In the case of the authors, the guests’ expectations
were met. Let’s turn to the evaluation criteria presented in
Table 4 and compare them with the table. The assessment of
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these indicators exceeds the minimum table values, which
confirms the authors’ conclusion that the capital’s hotels, by
maintaining a high level of service, mostly meet guests” ex-
pectations, and as a result, the customer experience is posi-
tive. Figure 3 shows a comparison of expected and perceived

customer experience for a sample of hotels. For all hotels,
the actual (current) experience exceeded customer expec-
tations, which indicates a systematic approach to CXM in
four-star hotels, customer awareness of hotel conditions,
and familiarity with reviews and presentations.
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Figure 3. The results of the evaluation of the expected and perceived customer experience for a sample of hotels

Source: compiled by the authors

It should be noted that the overall satisfaction with
the hotel product is quite high for the customers of the
surveyed hotels. The assessment of the compliance of the
presented product with the guests” expectations includes
the use of a three-level scale of expectations: unjustified,
justified and exceeded. For effective hotel development,
it is necessary to have stable customer flows and high
occupancy, which can be achieved by retaining regular
customers and attracting new ones. For four-star hotels,

this means focusing on creating an exciting, engaging
and memorable customer experience. The presence of
such CX characteristics contributes to the formation of
new behavioural intentions that ensure loyalty and ad-
vocacy among customers. In order to confirm the close
relationship between the indicators Y4 customer advo-
cacy and Y2 customer experience perception Y3 cus-
tomer loyalty, a correlation matrix was built, which is
presented in Table 7.

Table 7. Correlation matrix of the relationship between customer loyalty,
customer orientation and perception of customer experience

Y4 Connection density Y2 Y3
Y4 1
Y2 0.968738 Strong 1
Y3 0.977468 Strong 0.988501 1

Source: compiled by the authors

According to Table 7, the pairwise correlation coeffi-
cients are in the range of 0.9-1, which corresponds to a
significant density of the relationship between the indica-
tors in the studied hotels. Loyalty is most closely related to
the perceived customer experience (Fig. 4). In the sample
of the surveyed hotels, which have sufficiently high indi-
cators of customer experience perception, there is a low-
er level of behavioural loyalty indicators. Table 8 shows a
summary of the scale data for the surveyed facilities, with
two leaders and two outsiders identified based on the re-
sults of the analysis of marketing indicators. The lowest
level of behavioural loyalty (Y3: 0.73 and 0.7, respectively)
and the value of predictive behaviour - Y4 advocacy, 0.535
and 0.481, respectively, were revealed for Kyiv and Dnipro
hotels. For these hotels, it is advisable to implement funda-
mental management decisions to improve the hotel service
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product. For Cityhotel and ALFAVITO hotels, which have
the best customer experience scores of Y3 (respectively)
and Y4 (respectively), the management task is to maintain
this level of service. The calculation of the Y5 indicator -
customer reliability — for hotels with an exciting experi-
ence showed that it is of low importance. Overall, only 3
hotels (Cityhotel, ALFAVITO, Staro Hotel) in the surveyed
population have up to 2% of followers who recognized
their experience as impressive and intend to stay only at
this hotel. This situation indicates a high probability that
other guests may choose competitors. Thus, despite the
high levels of satisfaction with the hotel product, manage-
ment needs to constantly improve it. Knowing the points
of interaction between the customer and the hotel allows
implementing marketing management measures to cre-
ate a chain of positive reactions from actual and potential

®
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hotel guests. The classic Customer development method
includes the following stages: customer discovery, custom-
er validation, development of needs; customer creation

(Blank, 2013). To implement marketing CXM measures,
it is proposed to track the customer development cycle,
shown in Figure 5.

Behavioural indicators of CX

Figure 4. Behavioural indicators of customer experience of the studied hotels

Source: compiled by the authors

Table 8. Evaluation matrix of customer experience based on research results

CX expectations Negative Neutral Positive Exciting Impressive
Were surpassed

Were justified Cityhotel, ALFAVITO
Were not justified Kyiv, Dnipro

Source: compiled by the authors

(. Analysis of behavioral
indicators of customer
experience

- Development of

measures to support

positive CX

- Formation of the
potential client's
interest in hotel services

- Marketing incentives to
choose a hotel

N

+ Market
segmentation

- Defining the
target audience

* Deep
understanding
of your target
audience through
research

* Portrait
oftheclient )

Figure 5. Application of the Customer development methodology for the analysis of the customer’s journey

Source: compiled by the authors

The logical order involves a multi-stage continuous
process of adopting and implementing management func-
tions (organization, planning, control, motivation), which
are ensured by monitoring and analysing customer experi-
ence; customer orientation of staff and determining behav-
ioural indicators of customer experience. Customer experi-
ence as a set of impressions during interaction with a hotel
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has a decisive impact on the level of guest loyalty (Terk-
enli et al., 2022). CXM forms the basis of CXM’s market-
ing strategy and increases the company’s value in the eyes
of the customer. The CXM process focuses on comparing
the expected and current customer experience. During the
customer’s interaction with the hotel’s services, the custom-
er’s perceived value is revealed, the quality of service and

®
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the staft’s focus on their needs and interests are assessed.
These aspects are reflected in specific customer experience
indicators, such as positive customer experience, loyalty,
willingness to recommend the hotel to others and intention
to choose this hotel in the future. A high level of CX quality
(at the time) ensures an increase in hotel occupancy in the
future. Knowledge of CX analytics provides businesses with
concrete facts about how customers perceive the interac-
tion with a service product. The proposed methodology for
assessing the customer experience of service organizations
has made it possible to identify the main factors that shape
its perception by consumers (Boiko, 2023). Establishing a
correspondence between CX ex en., which is formed by
marketing incentives (reputation, advertising, custom-
er reviews), and actual experience of interaction with the
product, helps to reduce customer outflow and increase the
reliability of the customer base. As each customer’s expe-
rience is personal, and each customer may have different
impressions, it is important to conduct surveys periodically
to identify general trends in guest satisfaction and to iden-
tify strengths and weaknesses in the customer experience.

Discussion

Regular CXM research is key to the success of any com-
pany. As part of the study, the attitudes of customers and
employees towards selected hotels in Kyiv were assessed,
which allowed drawing some conclusions. Based on the
analysis, some recommendations for improving CXM strat-
egies can be identified. It remains so important for com-
panies to create a comprehensive framework for assessing
customer experience that covers both explicit and implicit
factors. Explicit factors, such as material and technical pro-
cedures, should be clearly defined, while implicit factors,
such as cultural influences and emotional aspects, should
be carefully analysed. In addition, expected values from re-
spondents’” answers should be included to understand how
different they are from the current level of understanding of
product satisfaction. The emotional component of custom-
er experience should also be taken into account in surveys:
implicit influences, such as cultural factors, as well as fear
or anxiety, can play a crucial role in shaping respondents’
answers and their attitudes towards goods, objects, products
(Thnatenko et al., 2022). In addition, companies should pay
more attention to the study of theories, in particular be-
havioural theories, as this can improve the efficiency of the
survey and make its results more accessible for use. Further
improvement of the company’s activities should be con-
stant and continuous. It is also worth noting that such sur-
veys should be conducted on a regular basis to maximize
the results. This will allow tracking trends in customer and
employee satisfaction. Adherence to such recommenda-
tions will not only increase the effectiveness of the research
methodology, but will also improve the business results of
the target companies in general.

The impact of customer experience factors on well-be-
ing (customer joy and satisfaction) was studied by C. Xie et
al. (2022). The researchers studied the impact of three
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main factors — convenience, productivity, and relationships
(between customers and staff) on Consumer Well-Being
(CWB). They showed that while productivity directly or indi-
rectly influenced CWB, other factors had an impact through
the component of joy and satisfaction (with the product
or service). Thus, the customer service experience shapes
CWaB to a large extent, emphasizing the complex interaction
between the factors identified by the author and the level of
customer satisfaction. In view of this, the researchers rec-
ommend that companies pay much more attention to how
the above factors affect customer well-being. It is worth not-
ing that the work on analytical tools for assessing customer
experience did not focus so much on these components, but
it is worth noting that they also play a significant role. In
addition, the CXM methodology applied in this study also
proved to be quite effective in assessing the level of custom-
er satisfaction, and also confirmed the fact that this compo-
nent has a significant impact on the further use of a product
or service by customers in the future (Polinkevych, 2023).

S. Maklan & P. Klaus (2011) evaluated marketing re-
search based on customer experience. In general, the au-
thors of the study concluded that managers of enterprises
and departments should pay more attention to how cus-
tomers react to their products or services, i.e. to study the
level of their own interest in the produced good. Moreover,
in their opinion, improving customer experience should
become the main strategic goal of an enterprise, given the
significant amount of positive impact it can bring to the
company in the long run. Nevertheless, researchers still
recommend paying attention to some important compo-
nents when making such assessments. For example, cus-
tomer experience is still difficult to measure, as it is a more
complex component than other (more traditional) product
or product quality characteristics (Smutchak et al., 2023).
Researchers must independently identify the product per-
formance indicators and attributes that are important to
them in order to assess financial performance, but even
then, they cannot be sure that they will do so correctly. In
addition, each of these studies is always unique, as it must
take into account not only the specifics of a particular busi-
ness, but also the target audience. Moreover, since their
results rely primarily on the results of surveys, the quality
of their conduct also plays a significant role. Researchers
have to pay attention to all sorts of minor factors that can
affect respondents’ responses at the moment to maximize
the reliability of the results. However, this is also not always
possible. In the paper on the study of the methodology for
assessing customer experience on the example of Kyiv ho-
tels, it was described in some detail how the study would be
conducted, why certain scales were chosen, the questions
were described in detail. The reason for this is precisely be-
cause it is impossible to process the results and explain what
they may mean for the company without an initial detailed
description of the methodology. Thus, it is worth agree-
ing with the results obtained by the authors in the study.

The concept of customer experience and the possibil-
ity of using a multimodal approach for it were studied by
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D. Zha et al. (2023). The study revealed the modular nature
of the CXM concept, emphasizing its evolution in service
marketing, experiential marketing, and branding. The re-
searchers noted that this is consistent with the principles of
evolutionary psychology and organizational theory, in par-
ticular with the modular approach used in complex system
analysis. Thus, the paper presents a modular view of CXM
(as a strategic tool for firms to shape their future develop-
ment strategy). The researchers conclude that the use of the
approach together with the modular structure will allow
solving consumer problems more effectively and increase
the success of the company’s products in the market. Nev-
ertheless, it is still difficult to say how effective the modular
approach will be within the CXM concept (Jalilova, 2024).
The methodology proposed in the study on the assessment
of hotels in Kyiv is also quite effective and allows achieving
the goals set by the company. Thus, it is worth conducting
an empirical study using the approach proposed by the au-
thors in order to assess the benefits described by them.

CX methodology in retail was studied by C. Bascur &
C. Rusu (2020). They noted that in the modern business
landscape, more and more attention is paid to how com-
panies present their products, systems, and services to
customers, which is due to the wider spread of CXM. The
authors’ research has shown that, despite the popularity of
the concept, there are still no unified approaches to how
research on this topic should be conducted. In other words,
as mentioned above, each study related to CX analysis is
largely individual and largely depends on the approaches
chosen by researchers, the requests of the company (at the
request of which the study is conducted). Thus, researchers
recommend developing a unified methodology for con-
ducting this type of research. It is worth noting that the
methodology used in the study of CX among Kyiv hotels
was also largely original. And although it was able to cope
with these tasks quite effectively, it is possible to agree that
in the future, it would be much easier to conduct similar
studies according to a more standardized plan. However,
it is worth noting that such a methodology must first be
evaluated by many scientists in their work and tested in
practice, which may take years. Therefore, the only way out
now is to develop our own approach to CXM.

Conclusions

Thus, CXM is an important aspect of a company’s strategic
management, involving a thorough analysis of customer
interaction with products and services at various points of
interaction. This comprehensive strategy is aimed at creat-
ing and controlling positive customer experiences through-
out the customer journey, contributing to increased loyalty,
brand reputation, resource efficiency and customer satis-
faction. It has several key stages, which, if followed, will
help achieve the desired results from the methodology and
thus optimize the company’s performance.

The article provides a significant improvement in the
understanding of empirical utility by introducing the con-
cept of expected value (ex en.) along with instantaneous
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utility, remembered utility (ex post) and real-time value.
One of the conceptual models describes the formation of
customer experience in service organizations, identifying
explicit and implicit factors that influence customer per-
ception. Based on the work done in this area, it can be
concluded that implicit factors rooted in individual and
emotional aspects require careful analysis before they are
analysed in the framework of CXM.

The study assessed the level of service satisfaction in
Kyiv hotels based on a sample of 14 properties. The results
confirmed the strong correlation and equal importance of
the identified factors in shaping the customer experience.
The analysis differentiated hotels based on customer per-
ceived experience and loyalty. In addition, conclusions
were drawn on which components should be improved. In
particular, several hotels with satisfactory service levels, but
neutral customer experience were identified, indicating the
need for strategic improvements (for the long term).

Overall, it can be concluded that this type of research
plays an important role in generating new customers and
improving the attitude of the old ones. In addition, by con-
stantly monitoring and analysing customer experience,
organizations can implement targeted marketing activities
to create a positive image of their company among guests.
It was concluded that it is crucial for companies to create
a comprehensive framework for assessing customer expe-
rience, taking into account both explicit (logistical proce-
dures) and implicit factors (cultural influences and emo-
tions). In addition, taking into account the expected values
from respondents’ answers is important for understanding
the level of satisfaction, and given the emotional compo-
nent of customer experience, research should be taken se-
riously, ensuring that external factors have minimal impact
on the final results.

The carried out research and empirical testing of the
proposed tools for assessing the customer experience of
service organizations allows using marketing management
tools to improve the customer journey at each point of
interaction. The tools disclosed in the article can be used
in further research, as they serve as a basis for developing
marketing programmes for CXM. The use of the proposed
methodology, as well as the formation of a single template
for conducting such studies, is also currently relevant, as
this will minimize its shortcomings and allow for wider
implementation in practice. Future research should explore
the impact of emerging digital technologies on customer
experience, examine cultural and emotional factors across
different demographics, and develop advanced tools for re-
al-time assessment. Longitudinal studies on the long-term
effects of CXM interventions on business performance are
also recommended.
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Axotauia. IIpupopa cepBicHMX opraHisaliil anpiopi posInAfaEeTbcA depes NpU3My KIi€HTOOPi€HTOBaHOCTI. MeToro
TAHOTO JOCII/KEeHH: € TeopeTNYHa po3pobKa Mopeni GopMyBaHHA KIIEHTCPKOTO JOCBily cepBiCHUX opranisaliil Ha
KOHIIENITya/IbHOMY PiBHI Ta IIPOBeIeHH: HOCTII>KeHHA 3 BUKOPYCTAaHHAM pO3p0OOIeHOro iHCTpyMeHTapilo 10r0 OLiHK!
Ha IpukIagi rorenbHoro 6isHecy. OCHOBHI pe3y/lbTaTyl IPYHTYIOTbCA Ha NPMHLMII XOJMICTUYHOTrO II€PCOHANI3MY Ta
OTPUMAaHi 3 BUKOPUCTAHHAM METO/IIB II0/IbOBOTO MaPKETUHIOBOI'0 IOC/II)KEHH I, aHKETHOI'O ONIUTYBAHHSA PECIIOH/IEHTIB,
6anbHOrO Ta iHfeKcHOro Metony. [aHi Oymum o6poOyeHi Ta IpoaHani3oBaHi 3 BMKOPUMCTAHHAM CTaTUCTUYHOIO
KOpeJLALIHOrO aHayisy, rpadidHOro Ta MaTpU4YHOro minxopis. JIna GpopMyBaHHA JIAHIIOXKKA ITO3UTUBHMX peaKiliil
CIIOXKMBa4iB BUKopucTaHo Meroponorito Customer development. O6rpyHTOBaHO KOHIIENTYa/IbHY MOJeEIb (POpMyBaHHA
KJII€EHTCHKOTO IOCBifly B CEpPBICHMX OpraHisanisax, o 6a3yeTbcs Ha IPMHIMIIAX TOBeliHKoBOI Teopil. Ha mpukmapirorenis
BUAIEHO 2 rpyny GakTopis, mo GOpMYIOTh KIIEHTCHKIII HOCBiM: ABHI Ta HEABHI, Ta BKIIOYEHO 6 (PaKTOPHMX O3HAK.
Bupineno Tpu TUIM KIi€HTCHKOrO HOCBify: O MOMEHTY CIIOXXMBAaHHA NMPORYKTY — ouikyBaHuil gocsig (CX ex en.), B
MOMEHT CIIO>KVBAHHS — K CIIPUITHATII KTieHTchbKuli focBin (CX at the time) Ta Hamipu o0 Mai0y THHOTO CIIOXKVBAHHA
cepsicuoro npopykry (CX ex post). JIis iX OL[iHKY 3aIIpOIIOHOBAHO 4 MapKeTVHIOBi MeTPUKIA, IO JO3BOJLAIOTD OL[iHUTU
KOXXEH TUII KJIIEHTCBbKOro BocBiny. [lnd iHTepnpeTanii pesynbraTiB 3Ha4eHHA IOKa3HMKIB MacTabyooTheA. [IpoBeneHe
TeCTyBaHHA 3allPOIIOHOBAHOI MeTORMKM Ha BUOIpLi 3 14 4OTHMPU3IpKOBUX TOTe/IiB MiATBEPAWIO IilIOTe3Y JOCIiIKEeHH.
3amponoOHOBaHa TeOpeTWYHa KOHIENIid Ta iHCTpyMeHTapiil OILiHKM MOXYTb OyTM BMKOPUCTaHI I po3poOKu
MapKeTVMHTOBYX IIPOrpaM YIpaBIiHHA KIiEHTChKUM JocBifom (CXM)

KniouyoBi cnoea: ormiHka JOCBily KOpMCTyBaya; BUKOHAaHH:A IIOCTYTW; CTpaTeril yTpMMaHHA; XOMICTUYHMII MifXif;
TOBeJliHKa KJIIEHTIB
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Abstract. The study aims to analyse the possibilities of using blockchain technology to increase transparency and efficiency
in sustainable finance. The application of blockchain technologies and environmental and social practices in the context of
sustainable finance was analysed, emphasising implementation and prospects in Kyrgyzstan. Blockchain, as an innovative
decentralised data recording technology, provides a high level of security, transparency and immutability, which renders
it particularly valuable for the financial sector. The study highlighted how blockchain can improve international transfer
processes, increase the transparency of financial transactions and simplify the management of smart contracts, and noted
existing challenges such as scalability and legal issues. The role of blockchain technologies in sustainable finance, especially
in the field of green investments, was highlighted as an important aspect of the study. The introduction of blockchain in
areas such as green project financing and social initiative management can help increase investor confidence and improve
investment performance. Financial technology is also central in shaping new approaches to finance and investment,
facilitating access to capital through crowdfunding and person-to-person (P2P) lending platforms. The introduction of
environmental and social practices in financial institutions of the Kyrgyz Republic demonstrates the growing attention to
corporate responsibility and sustainable development, despite the initial stage of their implementation. On international
stage, successful projects such as the use of blockchain to track supply chains, green bonds and carbon credit management
demonstrate the potential of technology to improve the transparency and efficiency of sustainable finance. These examples
can be used by Kyrgyzstan in developing and implementing domestic blockchain and environmental and social initiatives,
contributing to more sustainable economic growth and attracting international investment

Keywords: environmental factors; environmental and social practices; technology integration; digital transformation; risk

management

Introduction

Blockchain technology is rapidly gaining popularity in var-
ious sectors of the economy, and one of the most promising
areas of its application is sustainable financial activities. In
the face of global environmental challenges such as climate
change, environmental degradation and the depletion of
natural resources, sustainable finance is becoming a way
to support projects aimed at reducing carbon footprints,
developing renewable energy sources and ensuring greener
business practices. However, effective investment in such
projects faces several barriers, including insufficient trans-
parency of financial flows, difficulties in assessing risks and
doubts about the integrity of the funds.

Trust between market participants remains one of the
key challenges in green investment. It is often difficult to
verify the extent to which investments are aimed at achiev-
ing environmental goals, which reduces the appeal of such
projects for investors. Greenwashing issues, where compa-
nies and projects claim to be environmentally friendly but
fail to achieve significant results in practice, also under-
mine trust and slow down the pace of sustainable finance.

Blockchain, as a decentralised and immutable re-
cord-keeping technology, can offer a solution to these
problems. Given the possibility for transparency, account-
ability and traceability of transactions, blockchain can be
used to monitor in real time how and where investments
in sustainable projects are used. This not only increases the
credibility of such investments but also reduces administra-
tion and control costs.

Blockchain can be used to create global sustainable
finance platforms where information about projects and
their environmental impacts can be made available to all
stakeholders (Furmanchuk, 2023). Thus, investors can bet-
ter assess risks and make more informed decisions based on
transparent data. In addition, the automation of process-
es through smart contracts can significantly simplify the
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implementation of projects and ensure their compliance
with environmental standards.

An important step in the definition of the role of block-
chain in sustainable finance is an analysis of the results of
research conducted in this area by various authors. K.J. Lee
& H. Jeong (2022) emphasised that blockchain can elimi-
nate the issue of asymmetry of information between inves-
tors and recipients of funds. The study demonstrates that
the decentralised structure of the blockchain allows each
participant to access immutable project data. K. Schulz &
M. Feist (2021) investigated the effectiveness of smart con-
tracts in sustainable finance. They concluded that automat-
ing processes using blockchain could not only speed up
contract execution but also ensure that the project meets
environmental and financial standards. Q. Li et al. (2022),
in turn, addressed the use of blockchain in the supply chain
tracking system for green investments. Their study demon-
strated that blockchain can be used to monitor every stage
of project implementation. S. Anvar kyzy et al. (2022) con-
ducted research confirming that the use of blockchain in
the financial sector can reduce transaction costs. Their find-
ings show that decentralised systems can replace tradition-
al intermediary structures. J. Woo et al. (2021) analysed the
issue of improving the mechanism for verifying environ-
mental projects through blockchain. This technology can
significantly reduce the time required to verify the com-
pliance of projects with environmental standards based on
open and publicly available data. S. Guo et al. (2023) also
addressed the potential of blockchain to combat green-
washing. Following the authors, blockchain makes it im-
possible to change or conceal data on funds usage. R. Al-
madadha (2024) analysed the use of blockchain to increase
the transparency of environmental, social and corporate
governance (ESG) reporting of corporations. Blockchain
can help companies provide more accurate and timely
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information about their environmental impact, which
increases their reputation among investors. N. Alshara-
ri(2021),in turn, analysed the integration of blockchain with
other technologies, such as the Internet of Things (IoT), to
improve the monitoring of sustainable projects. Y.-S. Ren et
al. (2023) analysed the role of blockchain in creating global
sustainable finance platforms. Their findings showed that
such a platform could provide global access to investment
opportunities. M.R.H. Polas et al. (2022) concluded that
blockchain can facilitate democratic access to green in-
vestment by allowing small and medium-sized investors to
participate in financing environmental projects that were
previously only available to large institutional investors.

Many authors confirm that blockchain has signifi-
cant potential to address key issues related to sustainable
finance, including transparency, efficiency and reduced
transaction costs. Despite a significant amount of research
on the use of blockchain in sustainable finance, several im-
portant topics remain under-researched. In particular, the
aspects of blockchain use in the context of green invest-
ment management in the Kyrgyz Republic, as well as the
impact of blockchain on transparency and risk mitigation
in the sustainable finance ecosystem in an emerging econo-
my, are not sufficiently studied.

The study aimed to analyse the impact of blockchain
technology on sustainable finance in the context of green
investments and ESG practices. The objectives of the study
were to assess the impact of blockchain on the transparency
and efliciency of sustainable finance in the Kyrgyz Repub-
lic, to explore opportunities and challenges of implement-
ing blockchain to improve green investment management
and to analyse ESG approaches in the financial sector.

Materials and Methods

A complex approach was employed to analyse the role of
blockchain technologies, financial technologies and ESG
practices in financial institutions in the Kyrgyz Republic.
The effect of innovations on the sustainability of business
and the development of the country’s financial sector, as
well as the implementation of the Sustainable Development
Goals, was prioritised.

A detailed analysis of the topic of blockchain, financial
technologies and ESG practices was initially conducted.
Areas of sustainable development and the inclusion of ESG
factors in the investment decision-making process were
prioritised. In addition, the use of blockchain in green fi-
nance was analysed. To better define the specific features
and opportunities for using blockchain, financial technolo-
gies and ESG practices in the financial sector of the Kyrgyz
Republic, an analysis related to financial innovation and
sustainable development in the country was conducted.

One of the key research methods was a comparative
analysis of the ESG practices of financial institutions in the
Kyrgyz Republic with international experience. Examples
of implementation of ESG standards by such organisations
as Optima Bank (n.d.), Eldik Bank (n.d.), Aiyl Bank (n.d.),
Commercial Bank Kyrgyzstan (n.d.), Bai-Tushum Bank
(n.d.), Bank of Asia (n.d.) and DosCredoBank (n.d.) were
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used to identify the most effective models and methods
that can be used to increase business sustainability and im-
prove financial performance. This data was used to assess
the impact of ESG factors on the reputation, customer con-
fidence and long-term business sustainability of financial
institutions in the country.

The study of real cases of blockchain and financial tech-
nologies in the Kyrgyz Republic was an important part of
the study. For this purpose, examples of financial technol-
ogies, such as person-to-person (P2P) lending and crowd-
funding, which were already introduced into the national
financial sector, were analysed. An analysis of successful
initiatives to use blockchain to increase transparency and
reduce risks in the process of allocating credit resources
and managing public tenders was conducted.

Key initiatives that use blockchain in green invest-
ments were selected to analyse international projects.
These initiatives include initiatives such as the IBM Food
Trust, which is used to track food supply chains, ensuring
transparency and sustainability of products. Another im-
portant example is SolarCoin, a global project that rewards
solar energy production in the form of tokens, which helps
to increase clean energy production. The WePower project
and the Power Ledger, demonstrate the use of blockchain
for green energy trading and decentralised energy, simpli-
tying access to finance and reducing the carbon footprint.
Initiatives analysed included Energy Web, which uses
blockchain to manage distributed energy resources, Posei-
don Foundation, which has developed a platform to track
and reduce the carbon footprint of commodity purchas-
es, Hongkong & Shanghai Banking Corporation, which
applies blockchain to track and manage green bonds,
Santander Bank, which also actively employs blockchain
to provide transparency and speed up international trans-
actions within its green bonds. These projects were select-
ed for detailed analysis to identify their role and impact on
sustainable finance and green investment.

Results

Blockchain is an innovative decentralised record-keeping
technology that allows data to be stored and transmitted
securely, transparently and permanently. It is based on a
distributed network consisting of nodes, each of which
stores a copy of the data. Blockchain technology was cre-
ated as a basis for the bitcoin cryptocurrency, but since
then its application has expanded to many other areas,
including the financial sector. One of the key advantages
of blockchain is its decentralised nature. Unlike tradition-
al databases that are managed by central organisations,
blockchain does not require trust in one party. All network
participants have access to a single version of the data, and
any changes are made only after a consensus is reached
among all network nodes. This renders blockchain highly
protected against fraud and manipulation, which is highly
relevant for the financial sector, where data accuracy and
security are crucial (Zheng et al., 2018).

In the financial sector, blockchain is already actively
used to address an array of tasks. One of the most prominent
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applications is the improvement of cross-border payments.
Traditional international transfer systems require the in-
volvement of intermediaries and often face delays and high
fees. The blockchain, due to its decentralised structure, can
be used for quick international transfers at minimal cost
(Collomb et al., 2016). An example is Ripple, which uses
blockchain for instant and low-cost transactions between
financial institutions around the world.

Another important area of blockchain application in
the financial sector is ensuring transparency and traceabil-
ity of financial transactions. This is particularly relevant in
the context of the fight against fraud and money launder-
ing. Blockchain can be used to create an immutable record
of all transactions, which simplifies auditing and moni-
toring. As a result, banks and other financial institutions
can more effectively comply with anti-money laundering
requirements and know their customers.

In addition, the blockchain can be used to create smart
contracts - automated digital agreements that are execut-
ed only if pre-agreed conditions are met. This simplifies
financial transactions, reduces the cost of legal support and
minimises the risk of non-compliance with contract terms.

Despite all the advantages, the introduction of block-
chain in the financial sector has certain challenges. First,
it is scalability. Currently, many blockchain systems can-
not process the same volume of transactions as traditional
financial systems. Second, legal and regulatory issues are
also significant aspects. Most states and financial regulators
do not yet have set rules for the use of blockchain, which
makes its implementation difficult (Mishra and Kaush-
ik, 2023). With the development of technology and the
emergence of new solutions to increase scalability and effi-
ciency, blockchain can become the basis of the future finan-
cial infrastructure, ensuring the security, transparency and
accessibility of financial services for all market participants.

Blockchain technology can radically transform the
process of sustainable finance, in particular green invest-
ments, thanks to its potential transparency and reduced
risks. In the context of global environmental challenges,
attracting investment in projects aimed at reducing carbon
emissions and protecting the environment is becoming
highly relevant (Macchiavello and Siri, 2022). However,
this process involves several challenges, such as a lack of
trust between investors and projects, as well as difficulties
in assessing and verifying the environmental performance
of projects. This is where blockchain can be used.

Transparency is one of the main advantages of block-
chain. In the context of green investments, this technology
can be used to create immutable, decentralised records of
all transactions and project stages. This renders the financ-
ing and monitoring process accessible to all stakeholders
in real-time. For instance, if a company or government
agency receives funds to implement an environmental pro-
ject, blockchain can be used to track how these funds are
used, what resources are purchased, and what results are
achieved. This transparency prevents misuse or misman-
agement of resources, which is one of the key issues in green
investments. Another problem investors face is the risk of
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“greenwashing’, when companies claim to be environmen-
tally friendly but fail to achieve real environmental results.
Blockchain helps combat this phenomenon by recording
all stages of project implementation and its environmental
impact (de Freitas Netto et al., 2020). For instance, infor-
mation on carbon emissions or the use of renewable energy
sources can be automatically recorded on the blockchain
through smart contracts and IoT sensors, which is in line
with the principles of the green taxonomy. The green tax-
onomy aims to create a unified approach to defining envi-
ronmentally sustainable economic activities, and the use of
blockchain technologies allows for transparency, accuracy
and reliability of data related to environmental indicators
(Ministry of Economy..., 2024). This, in turn, contributes to
more efficient management of green investments and mon-
itoring of projects’ compliance with sustainability criteria.

In addition to increasing transparency, blockchain can
reduce risks for investors. Firstly, due to the immutability
of data, blockchain minimises the possibility of fraud and
manipulation of financial statements. This ensures that in-
formation, including that for investors, is correct Second-
ly, the decentralised structure of the blockchain reduces
dependence on intermediaries, which lowers transaction
costs and minimises the risks associated with delays and
inaccuracies in data transmission. Moreover, blockchain
can be used for global investment at minimal cost. This is
especially relevant for green projects that may be located in
remote regions with limited access to traditional financial
institutions. Blockchain enables direct interaction between
investors and recipients of funds, bypassing complex and
expensive banking structures.

Financial technologies are becoming primary in sus-
tainable development, shaping new approaches to financing
and investment. It includes a wide range of innovative solu-
tions such as mobile payments, crowdfunding, algorithmic
investing and digital currencies. These technologies can
simplify and speed up financial transactions, which is espe-
cially relevant for sustainable finance (Gomber et al., 2017).
Traditional financial systems often prove to be complex
and expensive for SMEs involved in green projects. Finan-
cial technologies are facilitating access to capital through
crowdfunding platforms and direct P2P loans, where in-
vestors can finance projects directly, without the need for
intermediaries. This opens new opportunities for financing
environmentally friendly projects, especially in developing
countries where access to traditional finance is limited.

In addition, financial technologies such as algorithmic
investing and artificial intelligence are enabling a more
accurate assessment of the risks and potential benefits of
green investments. Big data and machine learning in finan-
cial technologies can be used to analyse the sustainability
of projects, predict their environmental impact and suggest
optimal investment strategies (Zelisko et al., 2024). This not
only increases investment efficiency but also reduces the
likelihood of investing in inefficient or unreliable projects,
making the sustainable finance market more reliable.

ESG approaches are significant in the development of
corporate responsibility and sustainability standards. ESG
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metrics are used to evaluate companies and projects in
terms of their environmental impact, social responsibility
and management quality. For investors and financial organ-
isations, integrating ESG factors into the decision-making
process can be used to assess not only financial performance
but also long-term sustainability. Studies show that compa-
nies with high ESG scores are more resilient to risks, includ-
ing environmental disasters, social conflicts and changes
in the regulatory environment, making such investments
more attractive to long-term investors (Schramade, 2016).

An important aspect of ESG is its role in building a
culture of corporate responsibility. For instance, companies
that actively implement ESG principles strive to minimise
carbon emissions, use renewable resources, ensure decent
working conditions and support gender equality. For finan-
cial organisations, this means accounting for these factors
when assessing investment projects and credit risks, which
contributes to a more sustainable and ethical business.

The economy of the Kyrgyz Republic is characterised
by a combination of factors that determine the specifics of
its development as a post-Soviet republic in transition. The
main national economic sectors include agriculture, min-
ing and services, with agriculture remaining the key source
of employment for a large proportion of the population. The
country is also a major transit hub for trade between Chi-
na and Central Asia, which strengthens its role in regional
economic ties. The financial system of the Kyrgyz Republic
is developing under conditions of limited resources and de-
pendence on external capital inflows. Remittances from la-
bour migrants working abroad remain an important source
of external financing. These remittances play a significant
role in maintaining the national balance of payments and
ensuring household income (Hasanova, 2018).

The Kyrgyz Republic faces institutional and infrastruc-
tural challenges, such as limited development of the finan-
cial sector, weak financial regulation, and low financial
literacy. The national central bank is seeking to improve
control over financial flows, but access to credit for small
and medium enterprises remains difficult due to high in-
terest rates and tight conditions. This slows down the de-
velopment of entrepreneurship and reduces employment.

On the other hand, the impact of financial technolo-
gies on the banking sector and financial organisations of
the Kyrgyz Republic is becoming more and more noticea-
ble every year. One of the key areas of financial technolo-
gy development in the Kyrgyz Republic is mobile banking.
With a significant part of the population not having access
to traditional bank branches, the use of mobile phones
for financial transactions has become a popular solution.
Mobile payment services, such as Elcard and Mbank, have

become widespread and are actively supported by commer-
cial banks. These platforms allow users to pay bills, send
money transfers, and purchase goods and services online,
making financial services more accessible to the popula-
tion, including those in remote areas.

One of the significant achievements of financial tech-
nology in the Kyrgyz Republic has been the simplification
of access to credit. Traditional banks often impose strict
requirements on borrowers, which limits the opportuni-
ties for small and medium-sized businesses. At the same
time, financial technologies offer alternative lending mech-
anisms, such as P2P (person-to-person) loans and crowd-
funding. These platforms help small businesses and indi-
vidual entrepreneurs raise capital bypassing traditional
banking structures. This provides businesses with flexible
access to finance, which fosters entrepreneurship and stim-
ulates economic growth.

The introduction of ESG practices in financial institu-
tions in the Kyrgyz Republic is a relatively new but rapidly
developing process. This trend is dictated by both global
changes in the financial sector and the need to address lo-
cal economic and social problems facing the country. Giv-
en the growing importance of sustainable development and
environmental challenges, financial institutions in the Kyr-
gyz Republic are gradually realising the importance of im-
plementing ESG principles to ensure long-term econom-
ic growth, business sustainability and attracting foreign
investment. First, the implementation of ESG practices is
closely linked to the growing requirements of internation-
al financial organisations, investors and partners, who are
increasingly paying attention to sustainable development.
Banks and financial institutions in the Kyrgyz Republic
should adapt to these new standards to remain competitive
in the international arena and to have access to global in-
vestment and capital. This implies the need to comply with
international standards of corporate responsibility, which
includes environmental, social and governance aspects.

On the one hand, financial institutions need to im-
plement initiatives aimed at minimising the environmen-
tal impact of their operations and assets, for instance, by
supporting green projects and refusing to finance environ-
mentally harmful enterprises. On the other hand, respect
for human rights, including within supply chains, and safe
and inclusive working conditions are becoming mandatory
elements of their strategy. Another key factor is ensuring
transparent and ethical management, which is reflected in
the openness of data, financial reports and management
decisions that build investor and partner confidence. Ta-
ble 1 presents examples of ESG practices in financial insti-
tutions in the Kyrgyz Republic.

Table 1. ESG practices in financial institutions of the Kyrgyz Republic

Type of ESG practice

Financial organisation implementation

Implementation goal

Impact on sustainable

Impact on business development

Social responsibility
(support for local
communities)

Optima Bank

Improving the social
climate and increasing
customer loyalty

Improving reputation Creating jobs,
and customer supporting small
confidence businesses
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Type of ESG practice

Financial organisation Implementation goal

implementation

Table 1, Continued

Impact on sustainable

Impact on business el )

Risk management

(sustainable Reducing investment

Financing green

Minimising financial - . .
projects, increasing

Eldik Bank . . risks and increasing  losses due to changes P
investment and risk : L . - responsibility in
o portfolio stability in legislation .
monitoring) lending
Social programmes  Promotngrural - (SR i
Aiyl Bank (support for rural development and ! 9

areas)

inclusion

improving the inclusion in rural areas

business reputation

Improved

Commercial Bank Persistent corporative

transparency
and compliance

Improving corporate

Increasing investor
governance and

Kyrgyzstan management with international confidence reporting standards
standards
Financing Promoting the Expanding the product _. .
. . . Financing of solar and
Bai-Tushum Bank of renewable energy development of a line, attracting green . .
. wind energy projects
sources green economy investors

Environmental

Increasing
transparency of

Reducing our

Strengthening carbon footprint

market positions

Bank of Asia management (carbon . : and supporting
- . environmental aspects  and attracting new .
footprint reporting) . sustainable
of operations customers
development
Investments in social Supporting Improving customer Improving the quality
DosCredoBank and environmental educational and P 9 of life and social

projects

healthcare initiatives

reputation and loyalty security in the regions

Source: compiled by the author based on Optima Bank (n.d.), Eldik Bank (n.d.), Aiyl Bank (n.d.), Commercial Bank
Kyrgyzstan (n.d.), Bai-Tushum Bank (n.d.), Bank of Asia (n.d.) m DosCredoBank (n.d.)

These practices not only contribute to the improve-
ment of social and environmental responsibility but also
have a positive impact on the business performance and
financial stability of organisations, reflecting the growing
interest in sustainable development in the Kyrgyz Repub-
lic. Blockchain technology in sustainable finance in the
Kyrgyz Republic is at an early stage of development but
shows significant potential. Blockchain, as a decentralised
and transparent system, has unique properties that can sig-
nificantly improve sustainable finance processes, especial-
ly in areas such as green investments, social project man-
agement and transparency in financial decision-making.

For the Kyrgyz Republic, where the level of trust in fi-
nancial institutions is often low, the introduction of block-
chain into sustainable finance processes could be an impor-
tant step towards increasing transparency and confidence
among investors and the public. One area where block-
chain could be particularly useful is in the financing of
green projects. In the Kyrgyz Republic, as in other Central
Asian countries, environmental issues are becoming in-
creasingly relevant, given the impact of climate change and
problems with access to clean water and renewable energy.

In 2022, the Kyrgyz Republic started attracting the at-
tention of international investors to cryptocurrency min-
ing using hydropower, which is one example of a combi-
nation of blockchain and ESG practices. The country has
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a significant potential for clean energy, and some mining
companies have started investing in projects aimed at sus-
tainable cryptocurrency mining, minimising the carbon
footprint (Final Report of..., 2022). Such initiatives can
contribute to economic development without worsening
the environmental situation.

The Kyrgyz Republic has microfinance institutions that
play an important role in providing access to finance for
small businesses and rural communities. Some of these or-
ganisations have begun to consider the use of blockchain to
improve transparency in the distribution of credit resources
and reduce fraud risks. An example is the discussed intro-
duction of blockchain technology in microfinance to track
transactions and confirm the reliability of borrowers, which
helps to build trust in the system and ensure transparency
of operations (Kyrgyz Republic Development..., 2023).

In Kyrgyzstan, the Ministry of Finance, with the sup-
port of the World Bank, is launching a system of labelling
green budget expenditures to increase transparency and
efficiency in the use of public funds for environmental
programmes (Mambetalieva, 2024). This initiative aims to
track funding related to environmental protection and cli-
mate change adaptation, which is in line with the United
Nations (UN) Sustainable Development Goals and the Par-
is Agreement. As part of the pilot project, the labelling will
be introduced in the Ministry of Natural Resources and
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Ecology and the Ministry of Emergency Situations, which
will allow for the classification of green finance flows and
improved resource management. This, in turn, will open
new opportunities for attracting international financing,
which will create conditions for the implementation of
environmental projects and the introduction of innovative
solutions to protect the environment.

In 2024, a project to introduce digital identification us-
ing blockchain technology was presented in the Kyrgyz Re-
public. This provides secure and transparent identity verifi-
cation, which can be used in the financial sector, including
for providing financial services to remote and rural com-
munities (Alabi & Telukdarie, 2021). This area contributes
to social inclusion, which is an important element of ESG.
So far, projects in the Kyrgyz Republic using blockchain and
ESG are at the stage of experimental and pilot initiatives.
However, their successful implementation can open up new
opportunities for sustainable economic growth, improve
confidence in financial institutions and attract international
investment in environmental and socially oriented projects.

Many countries and companies have begun to actively
use blockchain to increase the transparency, efficiency and
sustainability of their operations, especially in the context
of green finance and socially responsible investment initi-
atives. On the international stage, one of the most success-
ful examples of blockchain use is its implementation for
tracking supply chains in the framework of sustainable de-
velopment. Large corporations such as Walmart and Uni-
lever use blockchain to monitor the supply of products,
including agricultural and low-carbon products (Male-
ki, 2023). This not only increased transparency but also
ensured that products meet high environmental standards,
which is part of ESG practices. For instance, the IBM Food
Trust’s blockchain platform traces the origin of products
and confirms that they meet sustainability requirements.

Some countries, such as Sweden, are experimenting
with issuing green bonds based on blockchain technolo-
gies (Jahankhani et al., 2021). These bonds aim to finance
environmentally sustainable projects, such as renewable
energy or energy-efficient buildings. Blockchain ensures
transparency at every stage of the bond’s life cycle and sim-
plifies the reporting process for investors, who can track
where the funds were allocated. As a result, green bonds
are becoming more attractive to investors, as blockchain
provides assurances that funds are being used in line with
the stated ESG goals. International experience shows that
blockchain can be successfully used to solve social prob-
lems that also fall within the ESG context. The World Bank
and the United Nations use blockchain to provide financial
services to refugees and people who do not have access to
traditional banking systems. In this context, blockchain
becomes a financial inclusion method, which is one of the
key elements of ESG. For instance, Jordan has implement-
ed a blockchain project that allows refugees to receive as-
sistance in the form of vouchers used to buy food, making
the processes more transparent and protected from cor-
ruption (Juskalian, 2018).

In European countries, such as Germany and the Neth-
erlands, blockchain is being actively used in energy pro-
jects related to the distribution of renewable energy. Block-
chain-based platforms allow households and businesses to
trade energy directly with each other, bypassing traditional
energy companies. This approach contributes to sustain-
able development by increasing energy efficiency and en-
couraging the use of renewable sources. One such project
is the Power Ledger in Australia, which successfully uses
blockchain to trade solar energy, enabling buyers to track
the source of energy and its environmental footprint. Ta-
ble 2 shows the most famous international projects using
blockchain in green investments.

Table 2. International projects using blockchain in green investments

Project

Project description

Application
of blockchain

Role in sustainable
finance

Food supply chain

IBM Food Trust tracking platform

Usage of blockchain
for transparent tracking
of product supplies

Guarantee Increasing transparency
of sustainable food and trust in the food
origin supply chain

Remuneration for solar

Blockchain is used

Stimulating clean More than 10 GWh

SolarCoin energy productionin  to track produced solar . of renewable energy
energy production .
the form of tokens energy was registered
S L Simplified access
WePower A platform for green  Tokenisation of energy  Attracting investment to financing for green

energy trading

supply contracts

in renewable energy energy projects

Solar energy trading
between consumers
directly via a
blockchain platform

Power Ledger

Decentralised platform
based on blockchain

Successful
implementation
of decentralised energy
trading

Supporting distributed
energy and reducing
our carbon footprint

Blockchain for
managing distributed
energy resources

Energy We

Decentralised energy
management

Improving the Attracting new market

efficiency participants and
of renewable energy increasing transparency
sources of operational data
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Table 2, Continued

Role in sustainable
finance

Application
of blockchain

Project

Project description

Reducing carbon
footprint and
attracting customers
to sustainable
projects

A platform for tracking Blockchain integration
and reducing the to track the carbon
carbon footprint footprint

of goods purchases of transactions

The programme was

introduced into retail

to offset customers’
carbon footprint

Poseidon
Foundation

Employment
of blockchain for

Simplifying the Supporting the funding

A platform for financing

Santander Bank environmentally

friendly projects

transparent finance
tracking

process of obtaining
financing for green
projects

of multiple sustainable
initiatives around the
world

Hongkong & Green bond
Shanghai Banking tokenisation
Corporation programme

Usage of blockchain
to create tokenised
assets

Attracting investment
in sustainable
development projects

Successful issue
of green bonds on a
blockchain platform

Source: compiled by the author

International experience with blockchain and ESG
practices in the financial sector shows that the combination
of these two areas can lead to significant changes in the man-
agement of sustainable projects, investment attraction and
transparency. The Kyrgyz Republic can use these examples
to accelerate the implementation of domestic blockchain
and ESG projects, creating conditions for more sustainable
economic growth and attracting international investment.

The successful implementation of blockchain and ESG
practices in the financial sector of the Kyrgyz Republic re-
quires more active cooperation between the government,
financial institutions and international organisations aimed
at creating a comprehensive legal framework and techno-
logical infrastructure. The government should develop
regulatory standards that will ensure transparency and se-
curity of the use of blockchain technologies in sustainable
finance, as well as create incentives for green investments.
These standards should include reporting requirements on
ESG criteria and mechanisms for monitoring the fulfilment
of environmental and social obligations.

In addition, it is necessary to strengthen the devel-
opment of local digital infrastructure, which implies the
introduction of secure digital platforms and data man-
agement systems for the effective use of blockchain. At
the same time, educational programmes and training for
financial institutions that will cover not only the basics of
ESG practices but also the practical use of blockchain for
investment management should be emphasised. This will
help raise awareness of the benefits of blockchain and ESG,
as well as improve the skills of employees.

The integration of blockchain technologies into invest-
ment management will significantly reduce operational
risks, improve the transparency of financial transactions
and increase investor confidence in environmental projects.
The introduction of ESG practices will ensure the long-
term sustainability of the financial sector, making the Kyr-
gyz Republic more attractive to global investors interested
in responsible and sustainable financial instruments. The
synergy of blockchain and ESG will create conditions for
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modernising the financial system, increasing its competi-
tiveness and developing new areas of sustainable finance.

Discussion

The study demonstrated that blockchain has significant
potential to transform the financial sector, including sus-
tainable finance and green investment management. One
of the main advantages of this technology is its decentral-
ised structure, which ensures a high degree of transparency
and data security. This is especially relevant in the context
of sustainable development and implementation of ESG
practices in financial institutions in the Kyrgyz Republic.
O. Juszczyk & K. Shahzad (2022) investigated the use of
blockchain technologies in the financing of renewable en-
ergy projects. The authors concluded that the use of smart
contracts significantly increases transparency and reduces
transaction costs for green investments. These findings are
similar to the current results, especially in terms of increas-
ing transparency and efliciency of transactions. However,
in contrast to current data, the authors did not address the
challenges of implementing blockchain in countries with a
low level of digitalisation.

F. Kalfaoglou (20210) highlighted a significant reduc-
tion of financial risks for banks that actively apply ESG
practices. The author noted that the implementation of
these standards helps to increase investor confidence and
strengthen reputation. B. Torre Olmo et al. (2021) demon-
strated that investments in sustainable development direct-
ly increase banks’ profitability. In the current results, ESG
practices also show a positive impact on the image.

The experience of implementing blockchain in the fi-
nancial sector of Kyrgyzstan identified several key areas of
its application. Firstly, the technology is used to increase
the transparency of financial transactions and control over
the distribution of funds, which is relevant for government
tenders and international grants. In the context of a low
level of trust in national financial institutions, blockchain
can help reduce corruption and increase transparency.
T. Jiang et al. (2022) addressed blockchain integration into
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the carbon trading system. Authors noted that blockchain
reduced fraud and increased investor confidence. These
findings are in line with current findings on improving
data security and transparency for investors. However,
unlike the current study, the authors did not address the
impact of blockchain on small and medium-sized enter-
prises, which is an important aspect.

In addition, the use of blockchain can significant-
ly improve access to finance for small and medium-sized
businesses, especially in rural areas (Tsapova et al., 2024).
Notably, microfinance institutions in Kyrgyzstan are al-
ready showing interest in using blockchain to increase the
transparency of lending operations and minimise fraud
risks. This also contributes to building trust in the system
and developing small businesses, which is an important
element of national socio-economic growth. M. Kumar-
athunga et al. (2022) studied the impact of blockchain on
microfinance for sustainable agricultural projects. They
emphasised that blockchain promotes transparency and
the elimination of intermediaries, which is consistent with
current findings. H.O. Bello et al. (2024) noted that the use
of financial technologies simplifies the implementation of
ESG practices in small and medium-sized companies by in-
creasing transparency of operations and automating report-
ing. However, they stressed that for smaller organisations,
the main barrier is the lack of financial resources to invest
in modern digital solutions. The current study also deter-
mined a positive correlation between financial technolo-
gy and ESG practices, especially in terms of transparency.

One of the most promising areas of blockchain use
is the support of green projects, such as the sustainable
use of water resources for cryptocurrency mining (Spyt-
ska, 2023). This is an example of how technology can help
attract foreign investment while minimising the negative
impact on the environment. In Kyrgyzstan, there are al-
ready initiatives to develop cryptocurrency mining based
on hydropower, which contributes to a more environmen-
tally friendly use of energy. H. Kalaiarasi & S. Kiruba-
hari (2023) addressed the introduction of blockchain in
companies specialising in green bonds. They noted that
blockchain helps improve reporting and control over envi-
ronmental projects, which coincides with current results.
However, their study demonstrated that the introduction
of blockchain has not yet provided a significant increase in
green investments.

International experience also confirms that block-
chain can be effectively used to ensure the sustainability
and transparency of supply chains (Smutchak et al., 2023).
Large corporations such as Walmart and Unilever are al-
ready using blockchain to track product deliveries, which
helps not only to increase transparency but also to ensure
that products meet high environmental standards. The
implementation of such solutions could be useful for the
Kyrgyz Republic, especially in the context of developing
the agricultural sector and improving product quality.
B. Georgescu et al. (2022) addressed the use of blockchain
to track the supply of organic food in the EU. Their study
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noted thatblockchain ensures transparency and traceability
of the entire supply chain, ensuring that products truly
meet environmental standards. This is in line with current
findings on blockchain transparency, but the author em-
phasised an increase in consumer confidence from block-
chain usage. In contrast to the current data, which focuses
on direct green investments, the authors focus on the role
of consumer confidence.

M. Nour et al. (2022), in turn, investigated the use of
blockchain technologies to track the supply of products
within large-scale renewable energy projects. They noted
that blockchain provided better control over the supply of
equipment for solar and wind farms, which reduced logis-
tics costs and minimised delays. These findings support
the current results in terms of improving the efficiency of
supply chain management through blockchain. However,
unlike the current study, which focuses on the impact of
these technologies on attracting green investments, the
authors emphasise their role in improving the operational
efficiency of projects.

Despite its considerable potential, blockchain imple-
mentation faces certain challenges. First, it is scalability.
Many blockchain systems are not yet able to process the
same transaction volumes as traditional financial sys-
tems, which limits their use in large financial institutions
(Vazov et al., 2022). Second, legal and regulatory aspects
remain challenging. In the Kyrgyz Republic, as in many
other countries, there are no clear rules and standards gov-
erning the use of blockchain in the financial sector, which
creates uncertainty for its implementation. In analysing
the impact of blockchain on the banking sector, A. Ahl et
al. (2022) highlighted negative aspects such as the high
energy footprint of blockchain and regulatory issues. This
partly contradicts the current findings, which focus on the
potential of blockchain to stimulate green investment. Un-
like the authors, the current study emphasises the desire
to reduce the carbon footprint by switching to more ener-
gy-efficient technologies.

Overall, blockchain could become substantial in the
development of sustainable finance in the Kyrgyz Repub-
lic, but scalability and regulation issues need to be ad-
dressed for successful implementation. Given the growing
interest of international investors in sustainable develop-
ment projects, blockchain can become central in attracting
capital to green projects and increasing the transparency
of financial processes.

An analysis of studies by various authors demon-
strated that blockchain technologies are central both
in the financial sector and in stimulating green invest-
ments. Nevertheless, approaches to assessing the impact
of these technologies on sustainable finance vary and
may differ depending on the context and the aspects
under investigation. The overlap between the research
findings includes aspects such as increased transparency
and traceability of supply chains, improved operational
efficiency and stimulating green investments through
the introduction of blockchain.
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Conclusions

Blockchain technology is an innovative means of re-
cord-keeping that provides secure, transparent and
immutable data storage. This technology, originally devel-
oped for cryptocurrencies such as Bitcoin, can be effectively
used in the financial sector to improve transactions, trans-
parency and fight fraud. The main advantages of block-
chain include its decentralised nature and the ability to pro-
vide reliable and fast international transfers, such as Ripple.
It also increases transparency and traceability of financial
transactions, which is critical for compliance with an-
ti-money laundering and customer due diligence standards.

The introduction of smart contracts also greatly sim-
plifies financial transactions, reducing the cost of legal
support and minimising the risk of non-compliance with
contractual terms. Nevertheless, there are scalability, legal
and regulatory issues that are slowing down the adoption of
blockchain in the financial sector. Nevertheless, blockchain
has the potential to become the foundation of the future
financial infrastructure, offering improvements in the se-
curity, transparency and accessibility of financial services.
In the context of sustainable finance and green investment,
blockchain can significantly increase transparency and re-
duce risks. It can be used to create immutable and decen-
tralised records of all transactions and project milestones,
which is relevant for preventing abuse and combating green
marketing. It also reduces dependence on intermediaries
and reduces transaction costs, which is particularly useful
for projects in remote areas.

Financial technologies are also substantial in sustain-
able development, providing new approaches to financing
and investment through mobile payments, crowdfunding

ESG approaches are substantial in the development of
corporate responsibility and sustainability standards. In the
Kyrgyz Republic, the implementation of ESG practices in fi-
nancial institutions and the use of blockchain are at an ear-
ly stage but show significant potential. Optima Bank, RSK
Bank, Aiyl Bank and many others demonstrate the growing
interest in sustainability in the Kyrgyz Republic and show
how financial institutions can implement ESG approaches
to improve their social and environmental responsibility, as
well as to increase financial stability.

Examples of successful blockchain applications include
attracting international investors to clean mining and us-
ing blockchain to track transactions and improve transpar-
ency. International projects such as the IBM Food Trust
Power Ledger, SolarCoin and Veridium demonstrate the
successful use of blockchain to improve transparency and
sustainability of transactions, which can serve as an exam-
ple for the Kyrgyz Republic in creating a more sustainable
and transparent financial sector. Thus, international expe-
rience and research show that blockchain can significantly
improve the management of sustainable projects, attract
investment and ensure transparency.

The study limitations include a lack of data on the
long-term results of blockchain implementation in finan-
cial institutions of the Kyrgyz Republic, which renders the
definition of their impact on sustainable development diffi-
cult. For further research, it is advisable to study the impact
of blockchain on financial performance and social devel-
opment in the long term, as well as to compare it with the
practices of other developing countries.
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AHoTauifa. MeToro JOCTimKeHHS 6yB aHa/Ii3 MOXX/IMBOCTEN BUKOPMCTAHHA TEXHOJIOTII 6/IOKYENH I MiJBUILEeHHS
Ipo30pocTi Ta epeKTUBHOCTI y cdepi cTanoro pinancyBanHA. [IpoaHamisoBaHO 3aCTOCYBaHHA O/IOKYeIIH-TeXHOIOTIN
Ta eKOJNOIiYHMX i COIia/IbHMX NPaKTUK B KOHTEKCTi cTajoro QiHaHCYBaHHSH, 3 aKLEHTOM Ha BIPOBAaJ>KCHHA
Ta mepcrnekTuBu B Kuprmscrani. brokdeiiH, AK iHHOBalliliHa TEXHOJOTifA [leI€HTPa/li30BAaHOTO 3alNUCy JaHUX,
3abesnedyye BUCOKUII piBeHb Oe3IeKy, IPO30POCTi Ta He3MiHHOCTi, IO poOOUTH JOro OCOOMMBO LIHHUM JIA
¢diHaHCOBOTO CeKTOpy. Y HOCI/KEHHI MiIKpecIoeTbes, AK OOKYelH MOXKe NOJINIINTU Hpollecy MiXHApOTHUX
IepeKasis, MABUIIUTH NIPO30picTh (iHAHCOBUX OIepaliil i CIPOCTUTM yIpaBIiHHA CMapT-KOHTPAaKTaMU, a TaKOX
BiII3HAYAIOTbCA iCHYI0Yi BUK/IMKMY, Taki AK MacIITabOBaHICTb i MpaBOBi NuTaHHA. BaXkKJIMBUM acIIeKTOM JOCTiI>KeHHA
CTajIa pO/Ib TEXHOJIOTIN O/I0KYelH y cTajoMy (piHaHCYBaHHI, 0cOO6MMBO y cdepi 3eneHux iHBecTULii. BrpoBamxenHa
O710K4YelIHy B Takux cepax, AK GpiHaHCYBaHHS 3€JIeHUX IIPOEKTIB Ta YIPaB/IiHHA COLjia/IbHUMM iHiljiaTMBaMy, MOXe
CIIPYATY IiABUILEHHIO OBipY iHBecTOpiB Ta MOKpalleHHI0 eeKTUBHOCTI iHBecTuin. GinaHCcoBi TexHOMOrT TaKOX
BifirpaloTh IIeHTpaAbHY POIb Yy GOPMYBaHHI HOBUX IiAXOAIB o (iHAaHCIB Ta iHBeCTUIN, MONETIIYIOYN JOCTYIL O
KaIiTasy 3a JOIIOMOroo KpayadaHauHTy Ta ITaTOpM KpeAUTyBaHHA Bift mropuuu fo moguuu (P2P). BuposamxeHHa
eKOJIOT{YHIIX Ta COoljja/IbHNX IPaKTUK y piHaHCOBMX ycTaHOBaX Kuprusbkoi Pecrry6riku feMoHCTpye 3pocTaiody yBary
[0 KOPIOPATUMBHOI BiZiIIOBiZJA/IbHOCTI Ta CTA/IOTO PO3BUTKY, HE3Ba)Kal04YlM HA IIOYATKOBMII €Tall IX BIPOBAJ KEHHS.
Ha mixHapopHiit apeHi Taki yCIilIHI IPOEKTH, AK BUKOPUCTAHH: OIOKYEIHY I BificCTeXKeHH JIAaHIIIOTiB IOCTaBOK,
3eseHi oOiralnii Ta ynpasIiHHA BYIVIELIeBUMY KpeJUTaMy, IeMOHCTPYIOTh IIOTEHIia]l TeXHOJIOTIN I/IA MigBUIeHHA
Ip0o30pocTi Ta eeKTUBHOCTI cTasoro pinancysanHs. i npukaagy MoxXyTb 6yTu Bukopucrani Kupruscranom npu
po3po01i Ta BIpoBapKeHH] BHYTPILIHIX 6JIOKYeIIH- Ta eKOJIOr0-COllia/IbHMX iHII[iaTuB, 110 CIpUATIME Oi/IbLI CTAIOMY
€KOHOMIYHOMY 3POCTaHHIO Ta 3a/Iy4€HHIO MDKHAPOIHMUX iHBECTUILii

KniouoBi cnoBa: exosoriuni ¢akropy; exonoriuni Ta coliaJbHi IpaKTUKM; IHTerpanis TexHomorii; mmudposa
TpaHcdopMallig; yIpaBliHHA pU3UKaMU
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