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Last 15 years the World Economy had experienced huge flows of capital. The biggest part of
it belongs to Foreign D_irect Investment (FDI). Since the mid-1980s, FDI has grown twice as fast as
international trz;de and about two-thirds of world trade has been conducted by Multinational
Corporations (MNCs). .

Attraction of FDI is becoming increasingly important for developing countries. However this
is often based on the implicit assumption that greater inflows of FDI will bring certain benefits to the
country’s economy. The conventional development wisdom during the past 25 years has taken an
increasingly benign view of FDI. This view—which is shared by governments in most of the world’s
developing countries—emphasizes FDI’s advantages for recipient countries. It is now broadly
understood that inward equity FDI represents not only the import of non-debt creating capital, while at
the same time it is also a mecham'sm for transferring technology from developed to developing
countries and generating employment. Generally, it is now accepted that FDI is key to realizing the
goal of sustainable human development—for any country, developed or otherwise. However, the
global financial infrastructure at present faces a number of daunting problems. Many of these became
apparent during the East Asian and Russian financial crises during 1997-1998, and have been apparent
in Argentina’s recent financial collapse. However the impact of FDI is dependant on many things. The
Govemment pblicy towards FDI attraction and creation of FDI-friendly environment is very
important.

Relatively new to the FDI phenomena, the new field in economics — “Economics of
Transition” emerged with the collapse of socialist system. The process of Transition from centrally
planned economy to free market economy, started from the second half of 1980s. It happened after the
collapse of communist system in the former socialist oriented countries of Central and Eastern Europe
(CEE) and Former Soviet Union (FSU). The transformation of these economic systems is by its nature
and scale, a task and an effort without precedent in the economic history. The conditions of economic
distress that characterize these countries at the beginning of the transition make the task all more

urgent. The lack of an adequate body of knowledge from which to draw guidance adds more
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complexity of their undertaking.

The issue of FDI attraction is very much important to the development of these countries. The
inflow of FDI differs country byk country, depending on the path of reforms undertaken by
governments. Some ECE and FSU countries applied “shock therapy” type of transition and indeed its
results were fast. The others tried to make transition from centrally planhed economy to a market
oriented, gradually, i.e. applied “gradual” transition. Both cases have their pro’s and con’s. This thesis
is aimed to analyze transitional countries, which took different path for transition. Transition paths of
Uzbekistan and Kazakhstan could serve as an example case for this study.

In order to analyze cases of these two countries, firstly I will look through contemporary role
of FDI in the World Economy. And also provide information about the background and current
situation of Transitional Economies. In Chapter 2 literature review will be presented. Here I will
examine different theories on international investment and transition process. Case of Kazakhstan will
be obtained in Chapter 3, where I shall sharpen the attention on the Government policies as well as
operation of FDI in the country. Uzbekistan’s transition path will be discussed in Chapter 4. In this
chapter information on FDI situation and policy regulations will be presented. Also case study of one
of joint ventures (JV), UzDaewoo Auto, will be brought to attention. Chapter 5 provides conclusions

and findings of the study.
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