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Abstract. This paper examines the current state of the investment climate in Tajikistan, determining factors,
problems, and challenges that have a significant decisive impact on the investment climate and energy sector of
the country, by conducting a survey and descriptive analysis. The result of the study identified important
determining factors that seriously affect investment, including regulatory, economic, political, and social factors,
the most important of which are political stability (risk), taxes, corruption, bureaucratic difficulties, access to
infrastructure. The results of our research have shown that the above-mentioned determining factors are the
most influential and important obstacles in the process of attracting and implementing FDI investments, which
seriously affect the business environment and hinder the process of attracting FDI to the energy sector of
Tajikistan. The study identified and confirmed the importance of role above-mentioned determining factors, in
improving the investment climate in the energy sector of Tajikistan. Keywords: energy, investment climate,
business climate, FDI.

JEL codes: E22, H54

AnpaTtna. byn makanaga TexikcTaHOafbl MHBECTULMANbIK KNMMaTTbIH afbiMAarbl Xafganbl, cayanHama Xyprisy
XeHe cunaTtTamarnblk Tangay Xyprisy apkbinbl enfiH, UHBECTULUANBIK KITUMaTbl MEH 3HEpreTuKanblK CEKTOpbIHA
anTapnbikTai Wewywi ocep eTeTiH akTopnapabl, npobnemanap MeH CbliH-KaTeprepai aHblKray
KapacTblpbinagbl. 3epTTey HOTUXKECIHAE MHBECTULMATIAPFA, COHbIH, iWiHAE HOPMATUBTIK, 3KOHOMMKArbIK, Casicu
XXOHe aneyMeTTik bakTopnapra anTapnblKTan acep eTeTiH MaHpI3abl hakTopnap aHblkTangpl, onapaplH iwiHgeri
€H MaHbI3ObIChl CasiCu TyPaKTbINbIK (Teyeken), canbiKkTap, Cbibannac XemMKopIblK, OI0poKpaTUSAnbIK KUbIHALIKTAP,
WHpakypbIfibiMFa KON XeTiMainik. 3epTTey HaTWXenepi Xofapblga aTtasnfFaH aHblKTaylbl hakTopnap 6usHec-
opTafra eneyni oacep eTeTiH oHe ToXKCTaHHbIH 3HepreTukanblk CeKTopblHa Tikenen LweTengik
WHBeCTMUMANapabl TapTy NpoLeciHe Keaepri KeNTipeTiH Tikenen weTenaik MHBeCcTMUmManapabl TapTy XaHe icke
acbipy npoueciHOe eH biknangbl XeHe MaHbl3abl Kefeprinep 6onbin TabbinaTbiHbIH kepceTTi. 3epTTey
ToxiKCTaHHbIH, 3HepreTuKanblk CeKTOpblHAAaFbl MHBECTULMANBbIK axyangbl KakcapTyAaarbl XofFapblga aTarnfaH
ankblHOayLWwbl hakToprap peniHiH MaHbI3abINbIFbIH aHbIKTan pactagbl.

TyniHai ce3pep: sHepreTka, UHBECTULMANDBIK KNUMAaT, iCKepnik KnMmar, Tikenen weTtengik uHBecTuumsanap.
JEL kopTapbl: E22, H54

AHHOTauuAa. B paHHOW cTaTbe paccMaTpuBaeTCs Tekylee COCTOSiHME WHBECTULUMOHHOMO KnumaTa B
TapxuknctaHe, onpegensitowmne aktopbl, NpPobnembl M BbI30OBbI, KOTOPble OKa3blBalOT CYyLLECTBEHHOE
pelualollee BAWSHUE HAa WMHBECTULMOHHBLIN KNMMaT U 9HEPreTUYecKUi CEeKTop CTpaHbl, MyTemM NpoBeaeHus
onpoca 1 onucaTenbHOro aHanusa. B pesynbtaTe uccnenoBaHusa Gbinv BbISIBEHbI BaXKHble onpeaensitoLne
drakTopbl, KOTOPbIE CEPLE3HO BMUSOT HA MHBECTULMM, BKITHOYas HOPMaTUBHbIE, SKOHOMUYECKNE, MOMUTNYECKNE
N coumanbHble dakTopbl, Hanbonee BaXXHbIMU M3 KOTOPbIX ABNAKTCS MonmMTUYeckas CcTabunbHOCTb (PUCK),
Hanoru, koppynuusl, BopokpaTndeckme TPYAHOCTWU, OOCTYN K MHMpAcCTpykType. Pe3ynbTatbl uccrnegoBaHus
nokasanu, 4To BblLUEYNOMsIHYThle onpeaenstowme GakTopbl SABNATCA Hanbonee BANATENBHBIMA U BaXKHBIMMU
NpensaTCTBUSIMA B MPOLECCE MNPUBNEYEHUS W peanu3aumm MNpsiMbIX MHOCTPAHHbLIX WMHBECTULMWA, KOTOpPbIE
Cepbe3HO BMMAKT Ha OwusHec-cpeqy W MPEnsTCTBYKT MNPOUECCY NPUBREYEHUA MPAMbIX MHOCTPAHHbIX
WHBECTULMI B 3HEpreTuiecknin cektop TamKkmkmcrtaHa. iccnegoBaHue BbISBMIO U NOATBEPAMIO BaXXHOCTb POSiv
BbILLEYNOMSHYTbLIX Oonpegensowmx (paktopoB B YNyylEHUN WUHBECTULMOHHOrO KnvMMarta B 3HepreTu4eckom
cekTope TagxukmcTaHa.

KnioueBble cnoBa: 3Hepretuka, WHBECTULMOHHLIA KNUMaT, AENOBOW KNUMAT, MpsiMble MHOCTPaHHbIE
WHBECTULMMN
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Introduction

This paper examines the determining
factors, problems, and challenges that have
a major decisive impact on the investment
climate and energy sector in Tajikistan by
conducting a survey and descriptive
analysis. The results of the study revealed
important determining factors that seriously
affect this sector and the need to improve the
quality of regulatory and legislative acts,
decision-making, and the importance of
creating modern electronic systems that give
a clear idea of the situation and improve the
investment process, and eliminate
bureaucratic difficulties, red tape, corruption,
and others. “A reduction in global investment
in renewable energy sources combined
could jeopardize the expansion of the use of
clean energy needed to achieve energy
security, climate, and clean air goals. While
we would need these investments to grow
quickly, we are disappointed that they may
fall over time” (Fatih Birol, IEA's Executive
Director).

Chairman of the Advisory Council on
improving the investment climate, President
of the Republic of Tajikistan Emomali
Rahmon noted the importance of improving
the investment climate and attracting
investment in the national economy,
especially in the energy sector, and
instructed to take measures to address
several problems that discourage potential
investors that they need guarantees and
transparency in their attitude to the
implementation of investments in the sectors
of the national economy. It is important to
emphasize that Tajikistan, in the course of
improving the investment climate in the
energy sector, will be able to attract both
foreign and local investments to solve the
tasks set by exporting its electricity to foreign
markets. For this reason, foreign investors
are most often potential investors in the
hydropower sector of Tajikistan. The most
effective way to attract foreign investment is
to contribute business climate, transparency
of the process, guarantees, and support for
investors (State committee of investment
and state property of the Republic of
Tajikistan, 2019).

An important principle is attracting FDI
for the development of any country's
economy. On a par with other countries,
Tajikistan is interested in attracting
investment. Due to the availability of
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sufficient  hydropower resources and
opportunities for the development of
hydropower, the country has attracted

significant inflows of FDI in the hydropower
sector over the past decade, which has
contributed to the country's economic

development. Today, energy plays an
important role in achieving sustainable
growth and energy independence in
Tajikistan.

This article examines the current state
of the investment climate, determining
factors, problems, and challenges, that have
a significant decisive impact on the business
climate, investment climate in the energy
sector of Tajikistan, by conducting a survey
and descriptive analysis.

This study highlights the importance of
improving the investment climate in
Tajikistan, based on the analysis of the
current situation and significant factors that
are determined to attract investment in the
energy sector of Tajikistan to develop the
country. The results obtained in the course of
our research will describe the current
situation and show how it can be improved in
the future for developing countries by
coordinating and making the right decisions
to improve the investment climate associated
with the energy sector. It contains
recommendations and suggestions for
relevant agencies to improve the investment
climate and energy sector in Tajikistan. The
focus is to substantiate FDI relevance in
Tajikistan, for hydropower. In doing so, we
will examine each of the following points:

- the current economic situation in
Tajikistan, which is a necessary element that
affects attracting FDI to Tajikistan,

- foreign direct investment in
hydropower development

- FDI in Tajikistan and the Central
Asian region.

- significant determining factors for FDI

By studying the above provisions, we
can understand the inflow of FDI and
difficulties faced by investors, as well the
reasons for the lack of investment in the
energy sector of Tajikistan in the current
situation, considering specific economic,
social, and political factors, that affect the
level of FDI in hydropower, and identify
existing barriers-determinants and factors
faced by investors.

After analyzing each of the provisions
mentioned above, we can come to a
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conclusion and useful progress, expecting a
further improvement of the investment
climate in the field of hydropower.

- Favorable business climate makes a
positive impact on the increase of FDI in
hydropower in Tajikistan.

- Political stability (risk), taxes,
corruption, bureaucratic difficulties,
infrastructure is extremely determinant for
attracting foreign direct investment in
Tajikistan.

Starting in the 1970s, when the world
began to develop rapidly, and capital
increased, it became necessary to find a
general theory of FDI. However, by the end
of the second half of the '80s, it became
apparent among explication researchers that
some individual theories and approaches
were not sufficient as a whole (Cantwell,
2000). For all attempts to implement the
existing theory of explaining FDI, the eclectic
theory implemented by Dunning (1980)
defined as an effective representation of FDI
for multinational firms. This theory is a
combination of various theories of FDI (O-L-
I): "0" - the benefits of ownership, "I*-the
benefits of location, and” I" — the benefits of
internalization. While the current theory is a
basic system from the study that explains the
use of various theories in connection with the
other hand, the current theory weakly defines
barriers which are more important in
attracting FDI.

Other researchers argue that "the
eclectic theory is not a theory, but a
paradigm" (Cantwell, 2000) or "the tax theory
of other determinants of FDI" (Ithaca, 1991).
The determinants of FDI are defined by
destination, localizing o-L components, and
taking into account the growing impact of
choosing the location of FDI in the country
chosen for investment. According to the
current research, three aspects have
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identified that influence the choice of location
for FDI: the "endowment effect,” which
means access to cheap labor or natural
resources; "agglomeration effect," indicating
"the location of the firm in the same region";
and further "results related to this policy,"
confirming the influence of political
interference and institutions on the location
decision. This study highlighted the
significance of the effect of the chosen
exchange rate, supporting the relevant
sector following the decision-making process
for FDI placement (Dunning & Lundan,
2008). This theory is more appropriate for
Central Asian countries that have the
potential for sufficient resources. It defines as
an effective representation of FDI for
multinational firms in the region.

Central Asia, located in the Central part
of Eurasia, is an important region from an
economic and geopolitical point of view,
consisting of Kazakhstan, Kyrgyzstan,
Tajikistan, Turkmenistan, and Uzbekistan,
with a total population of 59 million, with an
educated workforce, energy and natural

resources, accessible technological
infrastructure  and great development
potential. Due to the Soviet Union

destruction in 1991, gaining independence,
country of the region faced serious problems,
such as weak integration into the world
economy, the inconsistency of their centrally
planned economy with the market economy,
differences in infrastructure and trade
between countries, and slow implementation
of reforms to match local economies of the
world market economy. The gradual
implementation of reforms and measures in
the countries of the region has led to tangible
results, such as favorable business
conditions, an improved investment climate,
which has contributed to new FDI
investments and economic development.

Table 1 — Central Asian Country Information

Country Surface Area Population GDP, bln GDP_per GDP growth,
capital %
Kazakhstan 2,725 18,5 181,6 9,030,3 4,1
Kyrgyzstan 200 6,4 8,2 1220 2,7
Tajikistan 141 9,3 8,3 801 6,1
Turkmenistan 488 5,9 45,2 7,356 6,2
Uzbekistan 447 33 57,7 1,504 59
Al central 4,001 73,1 301 2038,809,3 | 25
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Source: World Bank, 2019
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Foreign investment began its rapid
development and stimulation of the oll
industry in the mid-90s. Because it is the
main component in the energy sector of
Kazakhstan, all gas produced on the territory
of Kazakhstan accounted for by four major
gas producing companies. Of the total
volume of gas produced, 20 percent is
owned by the State-owned company
KazMunayGas, and three foreign consortia
locate the rest: "Agip Kazakhstan North

Caspian operating company" and
"Karachaganak integrated operating
company," "Tengizchevroil." The state is

interested in actively attracting foreign
investment and improving the business
climate (Energy Information Agency, 2009).

Two main laws define cooperation
between a foreign company and the state in
Kazakhstan: "the Law of the Republic of
Kazakhstan on oil," and "the law on subsoil
and subsoil use" (2008). That is, a license
issued by the state is equivalent to the rights
and regulations acquired by the investor for
subsurface use or concessions. The state
issues this license after a contract between
the Ministry of energy and mineral resources
and the producer company (a foreign
company). Both of these laws are
complementary to each other and regulate
the entire process of attracting investment in

Dynamics of gross FDI inflows in Kazakhstan
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the oil and gas sector (energy) Kazakhstan
(2008).

Thanks to the measures taken, gas
production in Kazakhstan reached 50 billion
cubic meters, which is 20 billion cubic meters
more than in previous years. It contributes to
Kazakhstan's entry into the foreign markets
of Russia and China. As a result, a promising
gas pipeline project built connecting Russia
and China's Shanghai, through which
Kazakhstan exports 25 billion cubic meters of

gas annually.
The above provision States that an
important and priority component of

attracting foreign investment in the energy
sector of Kazakhstan is the oil and gas
industry since potential foreign companies
are interested in investing in this industry.

The Ministry of energy presents an
improved version of the environmental code
that meets the OECD standards. To date, 11
free economic zones have organized across
the country, within which about 170 projects
implemented, where investors offered a
reduced corporate tax of 100%, i.e., zero tax,
property tax 0, Value Added Tax for
suppliers. Starting from 2005 to 2018, the
gross inflow of FDI to Kazakhstan amounted
to 277 billion US dollars, while the growth
rate of the gross volume was 15.4%, which is
12.3 billion US dollars.

Investment in Kazakhstan by countries,% (2017)
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Figure 1 — Dynamic of FDI inflows in Kazakhstan

As of 2018, were attracted investments
in the amount of 3.45 billion US dollars were
implemented were 29 projects. Created 8
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volume jobs were 6 of which are TNK (604
million US dollars) and created jobs for 1,300
people.
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Foreign Investment in Kazakhstan by sector in

2017
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Figure 2 — Foreign Investment in Kazakhstan by sector in 2017

Investments in the oil and gas industry
of Uzbekistan in 2016 amounted to about 2.8
billion dollars. The key investors in the
energy market of Uzbekistan are Russian
company LUKOIL and Chinese CNPC.
Investments in the development and
modernization of the oil and gas industry in
2016 increased by 8% compared to the
results of last year to 2.798 billion dollars,
according to the state statistics service.

In the structure of capital investment
sources, out of the total volume, foreign
investments and loans amounted to $ 2.104
billion, funds from the national holding
company (NHC) Uzbekneftegaz — $ 216.3

million, loans From the Fund for
reconstruction and  development  of
Uzbekistan — $ 303.5 million, loans from
Uzbek banks — $ 172.4 million.

Providing comfortable conditions for
foreign investors on taxation and regulation
of investment processes such as guarantees
for new enterprises with an investment of
more than 50 million us dollars will be valid
for up to 10 years. Adopted measures helped
to increase investment and loans in 2017,
around 2 348,2 million dollars, and a decline
of 6.4% the set value and increase average
35% (State Statistc Committee  of
Uzbekistan, 2018).

Dynamic of foreign investments in Uzbekistan
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Figure 3 — Dynamic of foreign investments in Uzbekistan

In particular, the Russian company
LUKOIL in 2016 invested 879 million dollars
in the implementation of two separate
production agreements (PSASs) in
Uzbekistan, with a total value of more than 8
billion dollars. Chinese CNPC has started
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construction of the fourth line of the Uzbek
section of the Central Asia-China gas
pipeline at a total cost of 800 million dollars.
Uzbekneftegaz has implemented a project to
upgrade two fields in the Kashkadarya region
(South of the country) at the cost of $ 294
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million and continues to modernize the
Mubarek gas processing plant at the cost of
$ 437.4 million.

The only company that exports gas
from Uzbekistan is NHK "Uzbekneftegaz." its
capacity allows for the production of natural
gas in the amount of about 70 billion cubic
meters and liquid hydrocarbons in the

Foreign investments in Uzbekistan by investor, %
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amount of 8 million tons per year. In addition
to Russia and China, the following countries
and international organizations carry out
investment activities in various sectors of the
economy in Uzbekistan: Japan, the
Netherlands, the United States, the IDB, and
the ADB.

Foreian Investment m Uzbekistan by Industry in
2017

s oil and 2oy production

foamaton and
Sommrzmicalion

* tanspevtation and storage
» Chemicals
= Healthigare
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Source: State Statistics Committee of Uzbekistan

Figure 4 — (a) FDI by the investor; (b) Foreign Investment by Industry of Uzbekistan
in 2017

FDI in the energy sector of
Turkmenistan regulated under the law "on
foreign investment" and the law "on joint-
stock companies." FDI in Turkmenistan
regulated under the law " on foreign
investment "and the law "on joint-stock
companies." Potential investors in the energy
market of Turkmenistan are China (39%) and
Russia (16%), Canada (9%), and the Persian
Gulf countries (12%). Over the past ten
years, from 2010-2020, the oil and gas
industry has attracted 10 billion dollars of
foreign investment (ADB, 2016).

As a result, domestic and foreign
investments have successfully implemented
several projects for the construction of new
enterprises, modern production facilities, and
facilities. Among them are a polymer plant in
Kiyanli and a plant for the production of
gasoline from natural gas in the Akhal region.
As well as the Turkmenistan-China gas
pipeline, the annual volume of gas supplies
through which is approximately 30 billion
m3/year.

In particular, more than 3.2 million tons
of oil and gas condensate, and about 25
billion cubic meters of natural gas produced
in January-April 2020. More than 650
thousand tons of automobile gasoline was
produced, which is almost 90 thousand tons
more than in the same period of 2019.
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Production volumes of diesel fuel amounted
to more than 600 thousand tons,
polypropylene 28.6 thousand tons, liquefied
gas-more than 70 thousand tons (State
Statistics Committee of Turkmenistan,
2019).

The dominant position in the energy
sector of Kyrgyzstan belongs to hydropower.
About 95% of the electricity generated in
Kyrgyzstan is accounted for by hydroelectric
power stations. The number of HPPs
generating electricity is 15 units, with an
average annual electricity generation of 12
billion kilowatts, and a power system
capacity of 3135 MW. With large Hydropower
resources to date, no significant investment
has attracted.

The entire energy sector is in the
balance of the state. One company is
engaged in power supply: JSC "National
electric network of Kyrgyzstan." All
consumers provided with electricity, but in
winter, the load on the power system
increases three times since all power
equipment has been working since Soviet
times, and 60% of them have exhausted their
resources. At the moment, measures are
being taken with donor countries and Russia
to attract investment of 4 billion us dollars, for
the reconstruction of the power supply
system, and the construction of Kambarat
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HPP-2, in Kyrgyzstan. The oil and gas
producing, distribution companies in
Kyrgyzstan are the Russian company
"Gazprom" and the Kyrgyz company JSC
"Gazprom of Kyrgyzstan." The main investor
in the oil and gas sector of Kyrgyzstan is
Russia, which invested $ 38 million in 2013
and has invested $ 600 million in the oil and
gas industry of Kyrgyzstan over the past 25
years.

As noted in Chapter 2.3, Adhering to
the National development strategy (NDS) of
Tajikistan for 2016-2030, the government
has taken certain measures to ensure
strategic initiatives by attracting FDI and
building new energy facilities that ensure the
country's energy independence, as well
increasing the country's energy capacity to
10 TWT by 2030. As a result, were achieved
current measures:

During 2005-2015, about 3.5 billion
USA dollars attracted to the energy sector of
Tajikistan. Priority areas of investment in the
Tajik economy are an investment in
hydropower, construction of hydroelectric
power stations, power transmission lines,
conversion substations, the introduction of
new energy-efficient technologies. Active
investors in the energy sector are Russia,
Iran, China, and India, which have invested
in  production, transmission, energy
infrastructure reconstruction, and energy
metering systems.

Within the framework of attracted FDI,
were built and put into operation following
energy facilities: In 2009, a 500 kV South-
North transmission line commissioned by
Chinese investment. The power
transmission line is one of the components of
the regional power transmission network that
connects the southern and northern parts of
the power system of the Republic of
Tajikistan, providing reliable power supply to
the Sughd region.

June 31, 2009, with an investment of
720 million US dollars, the Russian
Federation built the Sangtudinskaya HPP-1,
with a capacity of 670 MW, consisting of 4
hydroelectric units. With a stone-earth dam
on the Vakhsh River, which provides about
900 MWh, or 15 % of the total electricity
generation consumed in the Republic of
Tajikistan (Barki Tojik, 2017).

April 26, 2013, with an investment of
180 million US dollars, the Islamic Republic
of Iran, built the Sangtuda HPP-2, with a
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capacity of 220 MW, consisting of 2
hydroelectric units. It constructed on Vakhsh
River, with capacity 300 MWh, or 6 % of the
total electricity generation consumed in the
Republic of Tajikistan.

In 2011, it put into operation a 220 kV
interstate power transmission line between
Tajikistan and Afghanistan using modern
technologies. This line will allow exporting
electricity from Tajikistan to Afghanistan in
summer and will help to export excess
electricity from Tajikistan to neighboring
countries. In 2015, the 220 kV Kairokum -
Asht transmission line with a length of 74.3
km put into operation in the Sughd region.

This transmission line  supplies
electricity to residents from the Karakum
HPP of the Asht district. Through this
transmission line, consumers of Asht district
join the unified energy system of Tajikistan,
construction of substations "Shakhrinav-220
kV", "Gissar-110 kV", "Nurek-220 kV", using
modern energy-efficient technologies, gas-
operated switches, and effective relay
protection system.

Introduction of a Biling system,
delivery and installation of 250 thousand new
electronic meters, electricity readings, an
auditable billing system in Dushanbe,
Khujand, and other districts and cities,
rehabilitated high-voltage networks,
including the supply and installation of
equipment. Also, cables, transformers, and
substations rehabilitated. The measures
mentioned above have contributed to the
development and renewal of e energy sector,
reduced the load on the power system,
reduced technical losses of electricity from
18% to 11%, reduced theft and non-payment
for consumed electricity, improved the
automated system of protection of the power
system (MEWR RT, 2017).

Material and methods

After gaining independence, Tajikistan
began to shape the state system and
economic policy. The transition from a
planned economy to a market economy,
thereby integrating into the world economy,
has helped shape the priorities and
directions of the state development strategy
and the need to reduce barriers to trade and
investment. Given the location of Tajikistan
in the region and the lack of natural energy
resources (oil, gas), the Government has
focused on the development of hydropower,
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as the main priority for economic
development.  The  development  of
hydropower, as well as the construction of
HPP, requires large investments.

Given the investment intensity of this
sector, Tajikistan attaches great importance
to the promotion of FDI in the energy sector
by granting legal and legislative privileges,
giving priority to both foreign and local
investors. However, the position of attracted
FDI in Tajikistan remained low. Due to the
lack of proper monitoring of the determining
factors, such as bureaucratic difficulties,
corruption, taxes, political instability,
incomplete legal framework and legislation,
which become the cause of unattractiveness
and deterioration of the investment climate
(GCI RT, 2018).

At the 20th meeting of the Advisory
Council on improving the investment climate,
PRT Emomali Rahmon noted importance
and timeliness of measures on "Doing
business," modernization of public services
for business using electronic documentation,
simplification of business activities and
ensuring a favorable investment climate in
the country's economic sectors for both
foreign and local investors" (2020).

Effective functioning and development
of economic systems imply economic and
political stability, a stable financial and credit
system, the availability of an appropriate
regulatory framework that regulates the
entire  investment process. For a
comprehensive analysis of the conditions for
the rational use of investments in economic
science and practice, the category of the
investment climate used. Its generalized
characteristic of the aggregate, processes of
investment regulation, economic, political,
legal, social prerequisites, and determining
factors that presuppose the attractiveness
and feasibility of investing in a particular
country's economy (Vdovin, 2004).

Further down in the research
conducted by different researchers, the
discussion focuses on two main

understandings: the understanding of
modernization and the understanding of
dependency. The understanding  of
modernization-it explains that FDI promotes
the development of the economy, focusing
on the fact that the development of the
economy requires investment (Samuel,
2009). According to new theories: due to the
lack of proper social, political, and economic
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stability in developing countries, FDI is a
mechanism that contributes to their
economic growth, through the transfer of new
know-how, technology, management and
marketing skills, and access to open financial
markets (Mohammed, Shujaat, 2011).

From another point of view, the
concept of dependence theory explains, that
FDI does not always have a positive effect,
explaining that it makes a country dependent
on a foreign investor, takes under its
monopoly industry and economic sectors,
becomes a strong monopolist of the
domestic market, and a serious competitor
for local investors in the country (Bornschier,
1985; Samuel, 2009). Therefore, the
necessary relevant sectoral data selected
based on previous studies of determinants
factors of FDI in renewable energy sources.
Some of the factors that grouped in the
literature review process divided into four
criteria: the regulatory investment process
(institutional environment), the
macroeconomic environment, the social
environment, and the renewable energy
policy that will be subject to research and
interpretation of the results.

Necessary to study this problem and
find the existing determinants and barriers,
their impact in the energy sector, through the
development of certain recommendations
and proposals and calculations to improve
the investment climate in the energy sector
in order to create a favorable climate for the
active involvement of FDI in this sector as the
main driver of the development of the
national economy (NDS, 2016).

Several studies emphasize the
importance of FDI for economic
development, and important determinants
that seriously affect the future course of the
investment.  According to Kaygusuz,
hydropower is a type of energy source that is
growing very fast all over the world and
considers an important mechanism of
development of the economies of developing
countries (Kaygusuz, 2004). Besides, certain
factors that promote FDI, such as affordable-
developed infrastructure, market size,
contributing  factors  (regulating  the
investment process), access to certain
markets with developing countries,
developed countries are more attractive to
FDI. In the era of globalization, the
importance of FDI has grown significantly
and has become the main driver of the
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world's economies (Rahman, 2008).

According to international experience,
the following main profitable to the national
economy: 1. increase the level of
competitiveness, 2. increases the level of
people's knowledge skills, 3. introduces new
technologies, 4. integrates the economy, 5.a
convenient position for the development of
enterprises. In General, it is fundamental to
notice that FDI gives a good impetus to the
development of the national economy
(OECD, 2002; Moura, Forte, 2009).

It is important to note that, along with
the positive effects of FDI, it also negatively
affects the growth of the national economy,
covering more and more the market, natural
resources, qualified human resources, thus
as a potential competitor, limit the
opportunities and scope of activities of local
investors (Eller, Haiss, Steiner, 2005). Given
the current situation, it is fundamental to
notice that this position of FDI is most useful
for countries with developed economies and
rich capital (Beugelsdijk, Smeets, Zwinkels,
2008; Blomstrom, 1992). In countries with
low levels of development and high levels of
poverty, the positive impact of FDI is very
small (Kevin, Zarsky, 2006).

Researchers hold the view that if
human resources are properly
knowledgeable and properly qualified, this
contributes to the positive FDI effect on a
sovereign country (Borensztein, 1998).
Nevertheless, along with the positive factors
that affect FDI, some factors hinder and repel
FDI from countries, such as political
instability in the country, bureaucracy, and
imperfect legal acts that create barriers to
property rights (Ali, Fiess, MacDonald,
2011).

The most important factors that FDI
investors pay serious attention to before
investing are insufficient security, changes in
leadership or political regimes, conflict
(political instability), high levels of corruption,
the size of market sales (economic
instability), available infrastructure, and the
level of human resources. These factors
have a serious impact on investors '
decisions for further investment in the
country (Tatoglu, 2002).

Also in a study on the impact of factors
on renewable energy sources development
on FDI distribution, in comparison with
traditional determinants focused on wind
energy in developing countries, it was shown
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that the main factors affecting the
development of renewable energy sources
included the level of corruption, taxes,
infrastructure, market, price stability, and
access to Finance (Kelli, Ikeda, 2017).

In the article "foreign direct investment
Economics: investment incentives," it is
noted that foreign investors, as well as large
companies, invest in countries where the
level of real income, market size,
qualifications and skills, secure
infrastructure, political and economic stability
are important. As well as the investment
incentive of a country, it considered
important for companies to make decisions
about investing FDI (Blomstrom, Kokko,
2003). The article "FDI in Nigeria" discusses
the ways to attract more FDI by reducing
barriers that regulate the flow of investment.

At the same time, they consider it
important that their government provides
sufficient political and economic stability, as
well as normal infrastructure in the country.
In this regard, improve accountability and
transparency of government decision-
making, because these are the barriers that
can prevent foreign investors from investing
or not investing in the Nigerian market.
Furthermore, as a result, assuring foreign
investors about the high barriers, such as
reducing import or export duties, taxes, and
other  components, attracting more
investment to the economy would be
possible (Adeleke, Olowe, Fasesin, 2014).
Important factors (Soytas, 2008) that will
interest or repel investors before investing
are insufficient security, changes in
leadership or political regimes, conflicts
(political instability), high levels of corruption,
the size of market sales (economic
instability), the availability of infrastructure
and human resources, regulatory assistance
to investors, and market activity, which have
a serious impact on investors' decisions
about further investments in the country.
(Soytas, 2008) A study analyzed the data
from 38 developing countries and identified
that GDP growth rates, tax rates, and
affordable infrastructure were important
factors in FDI attracting (Demirhan, 2008).

Research on the determinant of the
cross-country  distribution of FDI in
developing countries has shown that it is
closely related to political risks and GDP.
Political risks include changes in
government, unrest, violence, and politically
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motivated  strikes  (Edwards,  1990).
Analyzing FDI inflows and the impact of
political risks from 1984 to 2003 in 83
developing countries, it found that corruption,
government stability and accountability,
bureaucratic mechanisms, and the quality of
law enforcement agencies are strong
determinants of FDI (Busse, Hefeker, 2007).
In emerging economies, the quality of law
enforcement and bureaucracy are strong
determinants of FDI (Campos, Kinoshita,
2002). It is important to note that
administrative barriers, as well as the slow
process of establishing a company, are some
of the important barriers to FDI (Dumludag,
2009). Jongwanich has studied the
determinants of FDI in the energy sector in
Bangladesh by collecting data in a semi-
structured way and found that important
barriers in the energy sector are access to
infrastructure, market size, political stability,
taxes, employee insurance, wages, access
to resources and land. By examining the
determinants of FDI in wind power and
environmental investment (including
investment in renewable energy sources), it
found that tax measures, regulations, and

regulatory  support policies (including
guarantees of access to local electricity
networks and standards) are serious

determinants and have a strong influence on
investors ' decisions (Murovets, 2012;
Keeley, lkeda, 2017).

Conducting semi-structured interviews
and seminars on how investors perceive
barriers to investing in clean, renewable

energy and energy infrastructure, he
identified  that policy  effectiveness,
restrictions on auxiliary infrastructure,

electricity networks, transport infrastructure,
and overall management and regulation are
major barriers (Jones, 2015). Focusing on
Romania, the study of investment
determinants-barriers of FDI for renewable
energy identified the following categories of
barriers-determinants, administrative
(regulatory), economic, corruption, lack of
transparency of processes, obtaining
permits, access to electricity infrastructure,
technical and technological barriers (Pilogea,
2011). Studies on certain policies to promote
and support renewable energy sources
based on the experience of various countries
concluded that priority of access to electricity
networks (technical and technological
difficulties), preferential tariff, auction, and
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bureaucratic procedures play an important
role in promoting FDI in renewable energy
sources (Kang et al., 2020).

Based on the research mentioned
above and literature on the importance of FDI
and determinants-barriers in the economic
sector, as well as on renewable energy,
where investors often face difficulties
(determinants), these determinants grouped
into four parts, such as the regulatory
perspective (investment process), economic,
social and political perspectives, which are
subject to study in this paper. As a result of
the current study, it is necessary to identify
the determinants that hinder investment
attraction and negatively affect FDI and the
investment climate in the energy sector of
Tajikistan.

Methods

This survey is based on a qualitative
method, using primary data by collecting
views of both foreign and local investors in
the energy sector. A questionnaire used to
research and analyze the current situation of
FDI in the hydropower sector of Tajikistan,
determinants, and difficulties, barriers that
hinder. The questionnaire was prepared
using data from previous research in this
area and grouped according to the following
factors that regulate the investment process:
the economic component, the social
component, and the political component.

Structured interviews were conducted
with domestic and foreign investors in the
hydropower sector to determine whether
local domestic investors and foreign
investors face similar barriers, difficulties,
and determinants in this sector. Compiled
data from the survey is encoded, and for
each factor, five possible answers compiled,
the collected data is analyzed, and their
result will confirm and answer our research
guestions and hypotheses.

The survey conducted with
representatives of foreign and domestic
investment companies working in the energy
sector of Tajikistan. In total, 52 HPP's are
currently operating in the energy sector of
Tajikistan, with total capacity about 5900
MW. Where 14 HPP's are of medium and
large capacity operate year-round, and 38
HPP's are small capacity, but this number of
small HPP's only 20 HPP's operate year-
round. The remaining 18 HPP, from among
the small HPP, operate and produce
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electricity partially, that is, only in the full-
water seasons of the year, starting from
March to October. This is primarily due to the
level of water runoff in rivers, especially in
cold and winter seasons, when rivers freeze
and water level in rivers decreases, which is
the reason for their seasonal operation, and
small electricity production in the winter. Out
of the total number of HPP, was interviewed
34 respondents from each HPP.

From August 5 to September 27, 2019,
data collected from 34 respondents
consisting of the Chairman, Managing
Director, and Directors of the branch of the
investor's company, who directly
implemented and managed the investment
process. The survey conducted starting from
August 5-15, Districts of Republican
Subordination, August 16-21, Sughd region,
August 22-30, Khatlon region, September 6-
26, GBAO. A targeted sampling method
selected for data collection. Samples of basic
guestions asked to respondents conducted
as follows: (1) what is the main profile of your
company; (1) in your opinion, how important
is FDI in the energy sector of Tajikistan; (l11)
what are the strategic factors, that influenced
your investment in the energy sector of
Tajikistan.

The survey questions were designed to
understand the structure and content of the
guestions, as well as the direction of their

Table 2 — Structure of respondents

Ne3 (78) 2021

activities in this sector. Respondents should
describe the importance of their investments
in the energy sector in Tajikistan, as well as
the main determinants-factors that affect
their investments and activities in the energy
sector in Tajikistan. Based on research and
literature in this area, questions have been
grouped in such a way, to identify the
determinants (factors) that affect the entire
FDI process, which allowed us to understand
the current situation by analyzing and
identifying the main influencing factors, that
are crucial for the energy sector.

Respondents answered the
questionnaire on the Likert scale of 1-5,
respectively corresponding as follows: 1-"not
at all important," 2-"Slightly important,” 3-
"Fairly important,” 4-"Very important,” 5-
"Extremely important." For the convenience
of data analysis, the comparison of the
significance of group determining factors of
FDI according to the size of HPP (small,
medium and large) divided: not at all
important = 1-1.69, slightly important, 1.7-
2.39, Fairly important 2.4-3.09, very
important = 3.1-3.79, extremely important =
3.8-4.5. For the analysis of qualitative data,
grounded theory was used, as well as
numbering for various concepts and topics
for three groups of enterprises: large,
medium, and small, containing 29 factors
(Table 3).

Ne Firm size Power MW Position of the respondent of a Quantity of
power company respondent
Chairperson 3
1 Large HPP More than 50 Managing Director 5
2 Medium HPP 25~50 Managing Director 6
3 Small HPP 25 Director 20

Table 3 — Factors/ determinants influencing FDI decision making in the Tajikistan

energy sector

Ne

Factors

)
Not at all
important

&)
Slightly
important

©)
Fairly
important

(4)
Very
Important

®)
Extremely
Important

Regulatory investment Process

Competitive selection process

N

Presence of government guarantee

w

Government's commitment to enforcing
contracts

Power Supply control

Land acquisition/rent/lease of land

Construction permit

Protection of investors Act

Property registration and protection

O (N0~

Tax exemption

Economic
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10 | Skilled labor

11 | Availability of infrastructure

12 Financial facilities

13 Credit facilities

14 Road network

15 Price (tariff) regulation

16 | Wage and other returns
Political

17 | Control of corruption

18 | Accountability of public officials

19 | Coordination and collaboration between
ministries

20 | Capacity to adapt policies

21 Bureaucratic difficulties

22 Political stability
Societal

23 Stable income and accountability of citizens

24 Regulation on the qualification of personnel
who supervise the construction

25 Protection of property rights

26 Regulation on subsidy for consumers

27 | Workers' insurance

28 Human capital /skilled labor

29 | Wage and other returns

Discussion

Potential participants in the energy
market (sector) of Tajikistan, is Foreign
investors who invested in the energy sector,
with whose representatives conducted a
survey. By their national character, they
belong to such countries as Russia, Iran,
China, India. The share of electricity
produced by their companies is about 30
percent of the total power produced in the
country. The remaining share of generated
power-electricity is accounted for by local
investors, investing in small HPP, which
produces 10 percent of total power-produced
electricity in the country. Furthermore, the
remaining 60 percent of electricity generated

Social
23%

Political
27%

m Regulatory

Economic

by HPPs, which are on the balance of the
state.

The analysis of the current study
showed the following results:

According to the results of the study
presented in, the average values of
determining factors of FDI for Large HPP,
sizes are primarily 27 percent more inclined
to the importance of factors of Political
stability and 26 percent more inclined to
factors Regulating the investment process.
Factors of an economic nature estimated at
24 percent, and factors of a social nature
estimated at 23 percent.

Regulatory
26%

Economic
24%

Political Social

Source: Author survey

Figure 5 — Mean score of determinants categorized by area for Large HPP

The average values of the determining
factors of FDI, for Medium size of HPPs, with
a small change, have a similar significance
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as in. According to the results of the study
presented, 28 percent of respondents are
inclined to the importance of Political factors
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and 26 percent to factors that Regulatory the estimated at 24 percent, and Social factors
investment process. Economic factors an are estimated 22 percent.
Regulatory

26%
Social
22%
Political Economic
28% 24%
m Regulatory = Economic = Political = Social

Source: Author survey
Figure 6 — Mean score of determinants categorized by area for Medium size HPP

For Small hydroelectric power plants consider social factors important, and in third
the most important is the importance of place, 25 percent attach importance to
determining factors of FDI, such as 27 economic factors. Regulatory factors
percent of respondents are inclined to the estimate the investment process at 22
importance of political factors, 26 percent percent.

Regulatory
22%

Social

26%

- Economic
Political 259%

27%

m Regulatory Economic Political Social

Source: Author survey
Figure 7 — Mean score of determinants categorized by area for Small size HPP

According to the results of the study factors are the third most important after
presented in, the average values of FDI them. Nevertheless, for Small HPP, the
determinants for three groups: Large, Political 27% and Social 26% determining
Medium and Small-sized of HPPs as follows: factors are important, followed by an
for large and medium-sized the size of HPPs, economical 25% and regulatory factors 22%.
with fewer changes, since the importance of Each foreign and local investor, before
regulatory 26% and 26%, economical 24% investing, focusing on political and regulatory
and 24%, social 23% and 22%, political 27% norms, the legislative framework for the
and 28%, which have almost the same value, stable promotion of their investments.
but extremely important values for all three Furthermore, local investors who have
groups of HPPs is a political component, invested in small HPP, also consider political
where the percentage shows 27%, 28% and factors to be the basis for their successful
27% for all three HPP size. promotion. And then the social and economic

This means that the political factors that are rated the most important, the
component is the most important, and the regulatory factors are rated an important
regulatory factors are the second most factor; this is because the state provides
important, and the economic and social them with certain preferences for promoting
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local-private investment and socio-economic
development of far-away regions.

As shown in all 29 determinants of FDI
analyzed according to the Likert scale on a
five-point scale, which determines the further
progress of FDI in the energy sector. The
result of the analysis showed that for all three
groups, analyzing the characteristics of all 29
determinants of FDI affecting investment in
the energy sector, it was found that almost all
determinants in all three groups of HPP
considered fairly important, very important,
and extremely important for the promotion of
investment activities in the energy sector. As
the result of the study shows, the fairly
important factor among all are the
competitive selection process (tender), the
ability to adapt policies, credit mechanisms,
price regulation, human capital /skilled labor
and wages, and road network
(infrastructure).

The very important factors are the
presence of government guarantee,

power suppLy conTroL [HENE

LAND ACQUISITION/RENT/LEASE OF
LAND

D

S

construcTion permIT [N
proTecTioN OoF INVEsTORS AcT NN
Tax exempTion [

skitteo Ltasor [N

avaiLasiLiTy of INFRasTRUCTURE [N
creotiT FacitiTies [T

roap NeTwork [HENE

price (TARIFF) REGULATION IS

GUARANTEE

GOVERNMENT'S COMMITMENT TO

Financiat FacitiTies [N

PROTECTION

waGe AND OTHER RETURNS |[HFSHE

PRESENCE OF GOVERNMENT
PROPERTY REGISTRATION AND

compeTiTive seLecTion process [N
ENFORCING CONTRACTS

corrupTion conTroL [N

accountasiLiTy of pustic officiALs [N
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protection of investors act,
registration and protection, construction
permit, coordination and collaboration
between ministries, qualification of personal,
land acquisition/rent/lease, road network,
power supply control, commercial facilities,
and protection of property rights. In order to
successfully and effectively attract and
implement FDI investments in any country,
including Tajikistan, it is necessary to
improve indicators for investment in the
energy grid and create a favorable
investment environment.

However, the analysis of the results
showed, that all respondents consider the
following determinants to be extremely
important determinants of FDI in the energy
sector; tax exemption, infrastructure
availability, control of corruption,
bureaucratic difficulties and political stability,
which determine how to attract and promote
investment for both local and foreign
investors.

property

1-not
important

2 - Slightly
important

3 - Fairly
important
4-Very
important
5-Extremely
important

.
capaciTy To ApAPT PoLicies IS
sureAaucrATICc piFFicutTies [N

N

proTeECTION OF PROPERTY RIGHTS [IESIE

S

workers' INsurRanNceE [HES

HumAaN capiTAL /skittep LABOR [N

M Large
HPP
Medium
HPP
Small
HPP

poriTicaL sTasiLiTy [

STABLE INCOME AND ACCOUNTABILITY
CONSUMERS

waGe AND oTHER RETURNS TSI

BETWEEN MINISTRIES
OF CITIZENS
REGULATION ON QUALIFICATION OF
REGULATION ON SUBSIDY FOR

COORDINATION AND COLLABORATION
PERSONNEL WHO SUPERVISE..

Source: Author survey

Figure 8 — Features of determinants important, on investing in the energy sector

The significant majority of respondents
noted that taxes are an important component
in promoting FDI in the energy sector. In-
country, those companies that have a
capacity of up to 1 MW are exempt from
taxes and VAT. These measures are part of
a tax incentive to attract more private
investment. However, this stimulation of
processes is not a sufficient measure to
solve the tax problem, and it is necessary to
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provide privileges for the company
regardless of capacity produced by providing
tax reforms, such as tax breaks for 15-20
years, which will help the government create
more favorable conditions for foreign and
local companies reducing their costs. It helps
them, on the one hand, reduce electricity
tariffs, on the other hand, positively affects
the budget of consumers—the measures
taken to promote the attractiveness of this
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sector for both local and foreign investors.

Also (Bond, 1996) studied "Tax reform
to promote investment" in Britain, noted that
tax reform and removal of tax barriers, the
host country concerning FDI, will increase its
attractiveness and facilitate business and
stable profits, which contributes to the
investing company to a more successful
promotion, and the host country to
successful development.

According to the results of the study,
Political stability is rated by all respondents
as an extremely important component, a
guarantee of the permanence of both local
and foreign investments, especially for those
who are more focused on current policy in
Tajikistan. Since a significant number of FDI
projects have long-term investments and
large capital investments, in the event of
political instability or threats and risks, there
is a risk of serious losses in the amount of
capital invested. Therefore, it is rated by all
respondents as a strategic factor that
ensures successful promotion, profit, and
security. Certain researchers have studied
factors that influence FDI, such as Political
risk, which is an important factor against
attracting capital or FDI.

As usual, in developing countries,
political risks and instability are less
noticeable, so investors attach more

importance to the current factor that
threatens FDI inflows. Political risks are also
important for stable countries that invest in
countries where the risk of political instability
(Lucas, 1990). Political and social instability
is a basic factor of weak development and
low levels of FDI in developing countries.
Political stability is also an important
determinant and condition for successful
business operations and attracting FDI
(Singh, Jun 1995).

According to the analysis of data
conducted with respondents, Corruption in
the energy sector of Tajikistan is considered
extremely important in the distribution of FDI.
On the other hand, it can see as an
extraordinary tax that negatively affects the
efficiency of investment. There are cases,
when at the final stage of the project, a group
of interested persons, represented by
officials, offer their assistance in winning the
tender, in return for certain fees. Such
actions are blocked by competing groups of
individuals or by competing individuals, who
insist on the re-conducting tender. It worsens
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the transparency of the process and plunges
into uncertainty. As a result, a certain group

of people associated with influential
government  officials or bureaucracy,
preferring corrupt actions, affects the

outcome of tender and award of projects to
certain participants.

In the process of reviewing and
approving investment projects in ministries
and departments, there is a similar case,
where in return for their positive assessment
of investment projects, officials will require
certain bribes from interested investment
group or company. Analyzing the
relationship between corruption and FDI in
the Dominican Republic, he found that there
is a clear negative relationship between FDI
and Corruption, which affects living
standards and also reduces FDI in the host
country (Marcos, 2007).

Also, other researchers using data
from companies and firms that invested in
Eastern Europe and the former Soviet Union
on the "impact of corruption on FDI" confirm
that corruption in host countries is a serious
barrier to attracting FDI. They confirm that
corruption has a serious impact on FDI flows
to the host country (Kosinskiego, Kraka,
Koman, 2012).

According to data analysis,
Bureaucratic difficulties are considered an
extremely important factor in attracting FDI to
the energy sector. This situation is common
in ministries and departments with officials
who use their official powers to demand a
bribe, which makes it difficult to submit,
review, and implement  investment
proposals. Non-compliance with regulatory
laws, lack of proper coordination, and
borrowing between relevant ministries and
departments create a prerequisite for
bureaucratic difficulties for foreign and local
investors.

As practice shows, the situation
remains the same, lack of accelerated
implementation of tasks, slow coordination of
actions between relevant institutions, delays
in the verification process, the occurrence of
corruption actions, becomes a serious
problem to the detriment of foreign and local
companies. It is a serious obstacle in this
direction. If this problem is solved, the inflow
of investment in the energy sector can be
activated, and the economy will develop.

The study (Tobias, Andreas, 2007) on

the relationship between bureaucratic
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difficulties, corruption and FDI in the host
country (post-Soviet countries), confirms the
fact that most important factor that creates
bureaucratic difficulties and corruption are
officials who interpret the legal field in their
favor, in order to obtain a bribe. It has
negatively affected both: foreign and local
investors. They recommend the way to solve
this problem: is to toughen penalties for
corruption, strengthen the legal framework,
increase salaries and create innovative new
digital systems for reviewing and approving
requests and proposals, which contributes
significant reduction of level bureaucratic
difficulties and corruption (Tobias, Andreas,
2007).

As a result of the analysis show, the
Availability of infrastructure is extremely
important for FDI inflow in the energy sector
of Tajikistan. It is the main artery for exports
and imports, equipment, goods, services,
and electricity. Lack of or limited access to
infrastructure creates serious problems for
local and foreign companies and makes it
difficult to implement the planned plans
within a specified time frame. Providing
access to infrastructure for invested
companies is an important task for each host
country, which can activate or slow down the
flow of FDI for the energy sector.

Other studies (Carol, Nelson, 2016) on
the Impact of infrastructure development on
FDI in Kenya found that water infrastructure,
transport infrastructure, communications
infrastructure, sewerage, and water supply
infrastructure, and exchange rate, have
positive effects on FDI inflows. One
important infrastructure is energy
infrastructure, which has a significant
positive impact on FDI inflow to the Kenyan
energy sector (Carol, Nelson, 2016).

As shown in data obtained comparing
significance group factors of FDI by HPP
size, according to a five-point Likert scale
shows that Large and Medium-sized HPP,
presence of Political and Regulatory factors
is extremely important. Economic and Social
factors are very important (Table 3). Because
potential investors of these companies are
foreign investors, and HPP data according to
their feasibility studies are very capital-
intensive and requires huge financial and
technical investments. Same time, very
sensitive to political risks and instability.
Furthermore, the whole process of
successful promotion and regulation of
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investments, very important for investing a
company, that has planned to invest for a
certain time in advance and receive
dividends. The extreme importance of the
groups mentioned above factors, due to the
fact, that in the event of unstable Political
situation and an unhealthy regulatory
environment that regulates the entire
investment process, the foreign company will
suffer huge losses in time and investment.

The economic and Social group of
factors are marked very important, for the
reason that the success and promotion of
their investments seriously depend on the
fundamental factors of these groups. A
potential partner and monopoly for foreign
companies in the energy market of Tajikistan
is company Barki Tojik, which drains the
production, transportation, and supply of
electricity. Naturally, all foreign companies
under the contract obliged to sell their
produced electricity to the domestic market
of Tajikistan, i.e., to Barki Tojik. Foreign
companies are not allowed to export their
own produced electricity to the foreign
market in other countries, nor they allowed to
build their power lines, with a chain of the
conquest of the domestic and external
energy market.

First of all, due to the regulatory legal
framework that restricts the ability of foreign
companies to build their infrastructure or
export manufactured products(electricity).
There are also other certain five extremely
important factors obtained during the
analysis of this study. Before investing,
foreign companies take into account the
economic and social significance of group
factors that determine the success and
promotion of their activities. They are related
to the availability of infrastructure, financial
resources, the size of the consumer market,
skilled labor, income of the population.

Nevertheless, for Small HPP, the
political and social components of group
factors, have extreme and very important
significance. It is primarily to the fact that all
companies operating in the field of small
electricity production consist of local-
domestic investors, and they located
throughout the country in far-located areas.
The significance of political and social group
factors for them, and risk of political instability
corruption, is fraught with them, loss of
investment and socio-economic difficulties.
Companies need to have access to energy



MEMINEKETTIK BACKAPY XXOHE MEMJIEKETTIK KbI3BMET

XanblKaparnblK fblibiIMU-Tangay >XypHarnbl

the
legal

road infrastructure,

profitable tariffs,
protection in financial and corruption
situations, and stable income, which
contributes to the successful promotion of
investments.

The main priority of Small HPP is that
they granted certain privileges such as tax
exemption, exemption from tax on water
used for electricity production to companies,
with production capacity up to 1000 kV.
Convenient location in the vicinity of districts
and localities provides them with a constant
supply of electricity to consumers, and with
low losses to supply electricity to consumers.
Moreover, in terms of maintenance, they
have low technical and economic costs,
which allows local companies to limit
themselves to low maintenance costs and
have access to qualified personnel and
permanent electricity consumers.

Regulating group factors are very
important, because of the successful
promotion of investments, companies
interested in the full guarantee of their
freedom and legal protection, protection of
property, acquisition of land for construction,
compliance contracts between state and
investor, tax exemptions, guarantees on the
power supply. However, according to law,
they have limited access to export produced
electricity to the common grid, and this is the
main disadvantage of the company, which
creates difficulties in accessing energy
infrastructure. It creates prerequisites fact
that, when building a small business, the
investing company obliged to construct its
energy infrastructure (power transmission
line, transformer substation) in each locality,
district, region falling under its jurisdiction.

When  comparing results and
differences between foreign and local
investment companies, it is important to note
the following: Infield of large and medium-
sized HPP, where foreign companies
operate, political, regulatory group factors is
extremely important, economic and social
component group factors are very important.
Because:

1) needs huge investments

2) have modern
technological equipment

3) need for private road and energy
infrastructure, depends on Government,
road and energy infrastructure

4) seriously dependent

infrastructure,
persistence of

expensive

on state
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monopoly

5) Do not have independent access to
internal and external energy markets

6) Seriously dependent on political
shocks, risks, and changes

7) need important  protection,
maintenance, and highly qualified personnel

8) need to tax preferences

This situation explained by the fact that
investor companies, on Large and Medium-
sized HPP, due to their close dependence
assumptions mentioned above and groups of
factors, are more vulnerable to political and
socio-economic changes and risks, which is
fraught with large losses for them. Because
political stability is a guarantee of the
successful  promotion of investment
companies. Nevertheless, in other ways,
dependence and vulnerability of foreign
companies of investors, large and medium-
sized HPP, due to their close dependence
prerequisites mentioned above and groups
of factors, can be assessed as to their
advantage. Because, they have high-tech
energy-efficient equipment, use state road
and energy infrastructure with low costs, are
in close cooperation with state, have
potential consumers of electricity, such as
industrial plants and factories, and have
highly qualified personnel.

It is important to note that in the Small
hydropower sector, political and social group
factors are extremely important and
economic and regulatory group factors are
very important. Because political stability is a
guarantee of the successful promotion of
investment companies. It is due to the fact,
that the State is interested in promoting and
attracting local investments, in order to
develop small-scale energy and provide
regions and remote areas with electricity,
which contributes to "Ensuring energy
independence of Tajikistan" economic
welfare of regions, raising the living standard
of the population. It has given local investors
certain privileges, that allows them an
advantage over Large and Medium HPP's,
they are as follows:

1) needs low investments for
construction and operation, relatively large
and medium-sized HPP

2) has modern appropriate
technological equipment

3) owns its road and energy
infrastructure

4) is a monopolist in the energy sector
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of a particular region, district or locality

5) has access to the internal electricity
market, regions, districts or localities

6) relative dependence on political
shocks, risks and changes

7) can ensure the safety of the
enterprise and promote investment, has
access to qualified personnel

8) has tax preferences, is exempt from
taxes, is exempt from taxes on water
consumption for electricity generation, is
exempt from VAT.

The result of the study showed that all
three groups, Large, Medium, Small, HPP,
are seriously dependent on components of
four FDI groups factors (Regulatory,
Economic, Politic, and Social) in the energy
sector of Tajikistan, with a relative difference
on Likert scale. For example, Large and
Medium HPP, first, consider extremely
important, Political and Regulatory, and
second, consider very important economic
and social groups of factors. Small HPP,
considers extremely important political and
social groups of factors first and considers
economic and regulatory groups of factors
very important second.

As shown in features of important
determinants that affect investment in the
energy sector of Tajikistan. Out of all 29
indicators of four groups factors only five
factors: Tax exemption, Infrastructure
availability, Corruption control, Bureaucratic
difficulties, Political stability, is extremely
important (See penultimate paragraphs-
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analyze and comparison with other studies,
countries). Given their importance, all three
groups of HPP expressed their opinion.

Unfortunately, all three categories of
investment companies in the energy sector
of Tajikistan, Large, Medium, and Small
HPPs are vulnerable to the five found,
extremely important factors. Frequent visits
by representatives of tax and other
authorities who have connections with
certain power circles and encourage
corruption and financial fee.

In the process of reviewing and
approving certain documents, proposals,
and projects for construction of energy
facilities, representatives of relevant
ministries  and departments  create
bureaucratic difficulties, which slows down
the process, contributes to delay of planned
projects, encourages corruption and bribery.

Officials create corruption actions in
ministries and departments in order to
receive bribes, that impair the transparency
of processes, the quality of implementation of
investment projects, and the country's rating.

The existing difficulties in road and
energy infrastructure make it difficult to
deliver goods and products-electricity, to
designated points independently. Political
stability is a guarantee for promoting
investment in the energy sector. In the event
of political upheavals, changes in the ruling
regime, or risks, there is a danger for both
foreign and local investors.

Group factors Comparison by FDI size

5

4

Large
M Regulatory

Medium
Economic

Small

Political Social

Source: The conducted survey

Figure 9 — Comparison of importance FDI group factors, by HPP size

Conclusion

This article examines the current state
of the investment climate in the energy sector
of Tajikistan, determining factors, problems,
and challenges, that have a significant
decisive impact on the investment climate

139

and energy sector of the country by
conducting a survey and descriptive
analysis. As a result of the conducted
research, important determining factors have
identified that have a serious impact on
investment and have caused costs,



MEMINEKETTIK BACKAPY XXOHE MEMJIEKETTIK KbI3BMET

XanblKaparnblK fblibiIMU-Tangay >XypHarnbl

difficulties, and lack of transparency in the
investment climate in the energy sector.
Determining factors are among the

following groups of factors: regulatory,
economic, political, and social factors.
Extremely important components

determined in the process of analyzing:
taxes, availability of infrastructure,
corruption, bureaucratic difficulties, political
stability(risk). The results of the research
have shown that determining factors
extremely important factors in the process of
attracting and implementing FDI in the
energy sector of Tajikistan, which seriously
affect the business environment and hinder
the process of attracting FDI to the energy
sector.

Besides, the analysis describes certain
facts, that became reasons for identified
extremely important factors, where officials
resort to corrupt actions, using their official
powers in relevant bodies, ministries, and
departments. Bureaucratic difficulties in
ministries and  departments  caused
difficulties, slow consideration of certain
proposals, investment projects, which will
lead to large time costs, delays in
implementation of projects, and encourages
corrupt actions on the part of officials.
Unexpected and unscheduled inspections of
representatives of tax authorities, who have
connections with officials of higher state
structures, create difficulties in the process of
work and require bribes. Corrupt actions,
where officials take advantage of their

provisions, require a fee or bribe, for
performing certain tasks.
Access to infrastructure is an

extremely important factor, especially for
foreign investors who use state energy
infrastructure to export electricity and do not
have direct access to domestic and foreign
electricity markets. The study revealed and
confirmed the important role of five extremely
important determining factors listed above in
improving the investment climate in the
energy sector of Tajikistan.

The results of the research confirm the
research hypothesis that a favorable
business environment contributes to the
inflow of FDI into the energy sector of
Tajikistan. Furthermore, the five important
factors that determine the inflow of FDI to the
energy sector in Tajikistan, obtained in the
course of analysis, will confirm the
hypothesis of this study that they are
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extremely important in the inflow of

investment in this sector.

Recommendations

Based on five extremely important
factors obtained during the analysis of the
current study, which extremely important in
attracting FDI for the energy sector of
Tajikistan, proposed the following measures:

The government should focus on a
legislative level; it is necessary to fix
inviolability, stability, and protection of
property rights, guarantee, and security of an
investment  company, according to
international norms in the event of political
instability, risks, or regime change.

The government should encourage tax
legislation for foreign companies and provide
tax preferences, accordance with
international acts, which increases the
interest of investment companies.

The government should Improve
legislation and regulations in the field of
investment

The government should continue
active reforms to reduce procedures for
issuing construction permits, conducting
business, and improving the business
climate

The government should encourage
energy legislation, to urgently obtain
licenses, permits for construction, and
operation own energy infrastructure for
foreign investors

The government should open direct
access to domestic and foreign electricity
export markets to foreign companies,
operating in the energy sector of Tajikistan,
which will allow them to directly serve large
local and foreign consumers and increase
electricity exports in summer. Thereby
reduces the load on the country's energy
system and creates stable competition in the
energy market.

The government should create and
implement a modern electronic system of
monitoring for reviewing and approving
proposals and investment projects, which
helps to reduce time costs, bureaucratic
difficulties, and corruption between relevant
ministries, departments, and the government

The government should create of
unified modern electronic databank system,
legislative norms, rules, and investment
projects, which gives foreign companies a
clear understanding of investment climate
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and investment projects in the energy sector salaries, and strengthen control over the
of Tajikistan. fulfilment of obligations of competent
The government should tighten ministries and agencies.

legislation in the field of corruption, increase
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