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The economic potential consists of the available opportunities and resources. However,
their mere existence is not sufficient. This has been confirmed by the experience of many
countries around the world. For instance, despite having almost no natural resources, Japan is
considered a global leader in the production of innovative goods. In contrast, African countries
rich in natural reserves and resources generally have economies that rely heavily on raw
material exports or are characterized by a one-sided structure. Moreover, this pattern has also
been reflected in the historical development of countries. Specifically, the phenomenon known
in the history of economic development as the “Dutch disease” illustrates such a situation. In
this process, the discovery of a gas field led to rising inflation and unemployment due to the
contraction of the manufacturing sector [1]. This situation, first and foremost, is associated with
efficiency.
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Therefore, increasing the economic potential of both a country and a region requires
special attention to improving efficiency. To achieve this, the methodological aspects of this
concept should be used to assess the current situation in the Republic of Karakalpakstan. Most
studies conducted in the field of efficiency interpret this concept in relative terms, that is, they
evaluate the relationship or ratio between input and output [2]. Nevertheless, one study
interprets the concept more broadly [3]. In that research, efficiency is considered not only as
an indicator but also as a means to determine changes in performance results. Additionally, the
study emphasizes the importance of evaluating a country’s budgetary conditions, its positive
aspects, the financial resources attracted to the economy, and the share of foreign investment
in representing efficiency.

In our view, efficiency should not be limited solely to the ratio of output to input; it
should also include an assessment of the level of resource mobilization and the ability to ensure
such resources.

First, let us analyze the financial efficiency of economic potential. For this purpose, we
examine the budget situation of the Republic of Karakalpakstan. According to our research
findings, its efficiency indicator remained negative during the period from 2010 to 2019.
However, in the years 2020-2022, this indicator demonstrated positive results (Figure 1).

2020y | —
2021y
2020y
2019y
) -20.0 15,0 -16,0 5.0 o,lo 5.0

Figure 1. Financial Efficiency of Economic Potential in the Republic of Karakalpakstan [6]

When determining the financial efficiency of economic potential, we assess the
difference between budget revenues and expenditures. If this ratio is positive, the financial
efficiency is considered favorable; otherwise, it is deemed ineffective. Based on the analysis, the
situation of the Republic of Karakalpakstan is divided into two periods. During the negative
period, the economy was largely one-sided, focusing on selling resources. After 2018-2019, the
initiation, expansion, and modernization of hydrocarbon resources and gas processing yielded
positive results.
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When we investigated the main factors contributing to these positive outcomes, we
found that investments are the most significant influencing factor. Therefore, in order to fully
assess the region’s efficiency, special attention must be paid to investments.

In particular, several indicators are used to evaluate the investment efficiency of
economic potential. These include the investment rate, capital return, capital intensity, and the
Incremental Capital-Output Ratio (ICOR). These indicators reflect the effectiveness of different
aspects of the region's economic potential. Accordingly, we first consider the investment rate.
The investment rate is regarded as a factor that uniformly affects all criteria of economic
potential.

In other words, an increase in the investment rate leads to the expansion of production
volumes in industries, an increase in income, modernization, and diversification. Additionally,
it ensures the creation and expansion of jobs, which form the basis of social criteria, through
investment. Therefore, increasing the investment rate is considered a direct factor influencing
economic potential.

At the same time, a group of researchers has paid special attention to investigating the
effective level of this rate. According to these studies, in order to accelerate modernization and
develop innovations, the investment rate must be maintained at 30% or higher [4]. Achieving
this rate ensures the renewal of fixed assets in the economy. In particular, the renewal
coefficient of existing machinery and equipment leads to the creation of new jobs and an overall
increase in production volumes. This, in turn, increases household incomes and expands overall
demand. Consequently, through the multiplier effect, this process continues to boost aggregate
supply and GDP.

In the Republic of Karakalpakstan, the investment rate fluctuated unevenly between
2010 and 2020.1n 2010, it was 22.8%, increasing to 29.8% by 2022. The average value over the
study period was 43.1% (see Figure 2). The highest value, 89.8%, occurred in 2015, after which
it gradually declined in subsequent years. This trend is associated with the construction,
expansion, and development of the Ustyurt Gas Processing Complex. That is, the volume of
investments directed to this project has been increasing in recent years.
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"Figure 2. Investment Rate in the Republic of Karakalpakstan [6]"

Even so, to assess the impact of the investment rate on the regional economy, we analyze
it in comparison with GDP growth rates. Specifically, the average GDP growth in 2010-2022
amounted to 8%, while the investment share was 43.1%. International experience indicates
that an average GDP growth of 10% corresponds to an investment share of approximately 32-
35%. This implies that, on average, a 1% economic growth is supported by a 3.2-3.5%
investment share. In the Republic of Karakalpakstan, however, this relationship appears
relatively inefficient. During 2010-2022, the investment rate required to achieve 1% growth
was 5.4%, representing a 1.5-fold lower efficiency compared to international benchmarks.

To provide a comprehensive evaluation of investment efficiency, we also consider the
volume of products generated per unit of investment. In the Republic of Karakalpakstan, the
volume of products produced through investments has been increasing steadily. This trend is
also reflected in capital returns. Analysis of regional capital returns shows that the highest value
was observed in 2010, whereas the lowest occurred in 2015 (Figure 3), indicating an inverse
relationship with investment volume. The primary reason is that most investments in the
region were directed toward large-scale projects, where the scale of the project is inherently
linked to the timeline for implementation.

Consequently, while short-term capital returns are higher in small businesses, long-term
returns tend to be higher in large-scale projects. Therefore, to enhance the efficiency of
investment utilization in the region, it is crucial to optimize the timing of project
implementation.
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Figure 3. Capital turnover in the Republic of Karakalpakstan, in units (average 2.7 units) [6]"

At the same time, it is necessary to develop and adopt the required regional programs.
Implicit in this is the need to optimally allocate investment projects across the districts and
cities of the region, as well as to develop the labor factor that utilizes them. In addition,
expanding foreign investments in investment sources also increases the efficiency of their use.

One of the distinctive features of the Republic of Karakalpakstan is the low population
density and the large interregional distances. This typically requires the state to pay special
attention to investing in social and production infrastructure when financing large projects.
According to the Chinese experience, state-budget-based investments play a crucial role in
achieving high economic growth and enhancing potential [4].

In our view, investments based on the state budget directly increase both foreign and
local investment volumes. This is because state-budget funds invested in fixed capital serve as
a guarantee for investors, increasing confidence in the profitability of the project. This situation
is also supported by international experience, particularly in public-private partnership
systems that have proven effective.

Alongside the above, we also examine capital capacity. This indicator averaged 0.4 units
during 2010-2022 (Figure 4)
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Figure 4. Capital capacity in the Republic of Karakalpakstan, in units (average 0.4 units) [6]

The capital capacity reflects changes in the investment rate, with higher values generally
interpreted as unfavorable. Its maximum and minimum levels vary proportionally with the
investment rate.

Our analysis indicates that capital capacity is not solely determined by the investment
rate but is also influenced by the composition of investments. In particular, periods during
which population savings and commercial bank contributions constitute a significant share of
the main capital investment sources correspond to positive values of this indicator.

In this context, the favorable aspects of the capital capacity coefficient highlight a direct
dependence on investments financed through household savings and commercial bank credits.
This relationship can be explained by the substantial role of small enterprises and private
entrepreneurship in the region’s Gross Regional Product (GRP). Investments in the small
business sector are typically implemented over short timeframes and yield tangible outcomes
rapidly. Therefore, optimizing the timing of regional investments and prioritizing projects that
can be operationalized in the short term is crucial.

Moreover, the relationship between investment and economic growth in the region can
be assessed using the Incremental Capital-Output Ratio (ICOR). In the Republic of
Karakalpakstan, this coefficient averaged 6.4 units during the period 2010-2022 (Table 1).

Table 1. Capital capacity and ICOR coefficient of economic growth in the Republic of Karakalpakstan [6]

2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022
Years Average
y y y y y y y y y y y y y
Capital
value 1,82 | 466 | 295 | 694 | 797 | 856 | 3,53 | 429 | 739 | 630 | 162 | 417 | 816 6,4
(ICOR)
GRP
12,5 7,3 11,8 8,0 9,2 10,5 | 12,5 6,1 58 7,0 2,0 7,4 3,7 8,0
growth
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Nonetheless, its value exhibited irregular fluctuations, increasing from 1.82 units in
2010 to 8.16 units in 2022. Moreover, the indicator demonstrates an inverse relationship with
economic growth, reflecting a certain degree of misalignment. Previous studies have identified
4 units as the optimal level for its effective performance [5].

Achieving this optimal value requires updating technological standards, increasing the
share of direct foreign investments in the overall investment portfolio, enhancing the
proportion of investments allocated to infrastructure, and fostering the development of human
capital (Figure 5).
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Figure 5. Relationship between economic growth and the ICOR coefficient in the Republic of
Karakalpakstan [6]

In the Republic of Karakalpakstan, labor productivity exhibited positive values during
2010-2022, although it fluctuated irregularly. Despite these fluctuations, its impact on the
economy is considered significant, as this measure reflects the synergistic outcome of multiple
contributing factors. Therefore, enhancing these indicators requires focusing on expanding the
real sector of the economy, increasing the industrial share, broadening the scale of agricultural
product processing, and strengthening export potential.

Based on the above, it can be concluded that improving the efficiency of economic
potential in the Republic of Karakalpakstan first necessitates the development and adoption of
regional programs. This includes increasing investments in infrastructure development and
expansion, with particular emphasis on centralized investments. Additionally, the investment
portfolio directed toward the real sector of the economy should see an increase in direct
investments. At the same time, it is essential to expand both private and public investments in
human capital. In particular, when attracting investment projects, regional capacities must be
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taken into account, ensuring optimal allocation of investments and the development of
infrastructure to implement projects in the short and medium term.

Overall, by enhancing capital and labor efficiency, the economy can achieve higher
productivity and more effective utilization of its economic potential.
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