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Abstract : 

Evolutionary Uzbekistan, Revolutionary Kazakhstan: 
An Explanation for the Differences in FDI Policies 

During the First Years of Econornic Transition 

Michael T. Paterson 
University of Guelph 

Advisor: 
Professor Fred Eidlin 

Foreign direct investrnent (FDI) is increasingly 

recognized as a potentially important component of economic 

development. This thesis will attempt to explain the greater 

urgency shown by the goverment of Kazakhstan as compared to 

the governrnent of Uzbekistan to undergo the difficult changes 

necessary to create an environment conducive to FDI. FDI 

policy in both countries has proven remarkably fluid, 

reflecting the pushes and pulls of national actors and 

international forces. 

Negotiations with foreign representatives of both 

transnational companies and international public lending 

organizations have pushed the governments towards an 

internationally competitive standard. While certain 

reactionary domestic interests have pulled back the speed of 

reform. Because of the traditional and constitutional power of 

executive, the countries' general economic direction including 

FDI policy ultimately follows the lead of the President. This 

thesis will demonstrate that the discrepencies in the 

respective FDI policies of Kazakhstan and Uzbekistan are not 

based upon long-term projections of economic utility, but the 

leaders' logical short and medium-term calculations of 

political risks and return. 
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Introduction to C e n t r a l  Asia and Chapters ûutline 

For most of the world, Central Asia remains a black hole 

on the international political landscape . Enveloped by sand 
and mountains, bordered by Iran, Afghanistan and China, and 

hidden behind the walls of the Soviet Union for decades, there 

are few regions which have been less accessible to Western 

media and scholars.' Within the Soviet Union. Central Asia 

inspired little academic interest. Social scientists 

understood that the perceived backwater was not a place to 

build one ' s career . Consequently, even af ter Glasnost , very 
little information about the region has emerged. 

This situation is bound to change for 3 reasons: i) 

money, ii) politics. and iii) religion. First, providing that 

new transportation networks are constructed, the CAR can once 

again become a critical link between two of the world's three 

great economic engines (the European Union and East Asia) . 

More importantly perhaps, under the soils of Central Asia, the 

Soviets have left- for both technological and ideological 

reasons- the greatest source of unexploited oil and gas 

2 reserves in the world. If access to the region can continue 

to be pried open, many billions of dollars will be shared 

arnongst ventures involved in the extraction and export of 

energy and other raw resources. 

Second, because of its geostrategic importance, the CARS 

have provoked a tremendous amount of interest £rom the world's 

current, rising, and declining superpowers. Although newcomers 

to the region, U.S. diplomats have almost as quickly as U.S. 



businessmen, recognized the CAR'S potential as an alternative 

to the volatile Middle East as a supplier of energy resources. 

While ~merican's may view access to Central Asia's oil 

fields as a tremendous opportunity, the Chinese may soon view 

them as a necessity. Very poor domestic drilling results, 

combined with rapid growth in industrial demand rneans that the 

Chinese import demands for oil and gas are projected to 

explode. Both sustaining China's economic miracle and 

therefore realizing its political aspirations may increasingly 

rest upon securing access to the energy resources next door.  

Finally, while Russia possesses significant oil and gas 

reserves, the country remains strongly interested in 

maintaining control over its potential competition's outlets 

to world markets. Though f inancially bloodied, the CAR ' s 

traditional patron maintains a strong political presence in 

the region and will be reluctant to release its military claws 

from what it perceives to be its natural sphere of influence. 

Blocked in the west by NATO and in the east by China, as 

Russia recovers £rom her reforms, there will be few other 

areas in the world to become reassertive. 

In addition to sharing their longest borders (north and 

east) with two of the world's three great military powers, 

China and Russia, the CAR'S other neighbours include some of 

the most volatile and mischievous countries in the world. To 

the west lie the burning nations of the Caucasus. In the south 

is the pariah state of Iran, the constantly feuding Pakistan 



3 - 

and India, and the interminable bloodbath of Afghanistan. 

Therefore, provided that Central Asia can resist becoming a 

pawn in another Great Gante, the nations will remain vulnerable 

to conflict. 

Third, Afghanistan is an example of military analysts in 

Moscow, Washington, and Beijing's worst nightrnare of Islamic 

3 zealotry. Al1 three countries have expressed grave concerns 

and reacted forcefully to suppress political movements 

associated with Islam -Russia in Chechnya and the Caucasus, 

China in Xinjiang, and the United States in Iran. Tajikistan 

has already been engulfed in a brutal civil war fuelled by 

Islamic radicals. Even the CAR'S Presidents fear that many 

more of Central Asia's frustrated young men could be drawn to 

a militant ~slamic cause. 

Uncertain Future: 

Central Asia has the potential to be either an island of 

stability and profitability, or a spark to ignite neighbouring 

incendiary conflicts. It is therefore imperative that the 

region remain relatively peaceful. Political stability is most 

likely to be maintained by a combination of authoritarian 

leadership and economic improvement. It is now apparent that 

the respective economies can recover only through refom. 

Despite initially very comparable economic and political 

situations, Central Asia's leaders have chosen radically 

di£ ferent paths and speeds of r e f o m .  The divergence of 

approaches is curious because the advice of international 
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economic organizations which have attempted to guide the 

nations through the transition has been consistent. Reflecting 

the neoclassical wisdom shared by most western economists, 

international advisors have stressed the urgency of 

accornplishing two tasks as quickly as possible. 

First, the countries must release many of the government 

brakes on private economic initiative by reducing the role of 

state in the economy. State cornpanies must be privatized, 

prices liberalized, and subsidies reduced to reflect true 

costs- while inflationary pressures must be kept within 

acceptable parameters by tight monetary policies and strict 

fiscal discipline. 

Second, the countries must address the acute shortage of 

investment capital which will accompany the government 

withdrawal £rom the economy.4 ~ntil domestic companies become 

efficient and productive enough to raise the necessary money 

through earnings and speculation, the gap must, to a certain 

degree be filled by foreign sources. Although a certain amount 

of borrowing may be available £rom international public 

lending organizations, funding £rom these sources has been 

declining. Therefore, one of the most important determinants 

of economic recovery will be the ability of governments to 

attract money from foreign private sources- the most promising 

perhaps, being foreign direct investrnent ( F D I ) .  

FDI has several advantages over the other sources of hard 

currency. The volume of FDI continues to grow, now far 
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surpassing the money available £rom international public 

5 lending institutions. While international private banks, 

having been battered by lending to developed countries in the 

1970s will be scared of the volatile inflation rates and the 

extent of macro-economic and institutional reforms to come. 

Therefore international private banks are likely to wait for 

the countries to prove their credit worthiness and/or demand 

signif icant risk prerniums . Unlike loans, the FDI does not have 

to be paid back, but (providing that the government has an 

effective tax collection service), will continue to add to 

government coffers through corporate taxes-"herefore 

considerably relieving burdens of international debt.' 

Finally, not only does the foreign direct investor assume most 

of the risk of in~estment,~ but the danger of capital flight 

is considerably lower than portfolio investments. 9 

In addition to being a potentially large and safe source 

of capital, there are several other compelling advantages to 

FDI. Greenfield investments not only create employment 

opportunities for workers in the new business, but if the 

Company subcontracts, demand will also increase in fields 

which must supply the business." Jobs created by foreign firms 

tend to offer higher than average pay (which provided the 

country has a functioning tax collection system will then 

contribute to the treasury accordingly) ." In addition to 

higher pay, workers have the opportunity to acquire valuable 

skills through both f ormal training, " and in£ ormal learning 
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by doing.13 These skills and work practices will not be lost 

if the worker's employment is terminated, but can be applied 

to the rest of the economy." 

Firms taken over by a foreign investor can expect not 

only an infusion of capital into their operations, '' but the 
introduction of new technology, l6 and exposure to new 

management techniques." Plugging into a MNC1s huge research 

and development divisions can give the Company the chance to 

develop products otherwise inaccessible. Access to z 

transnational corporation's ( W C )  international marketing and 

distribution network can open up otherwise unreachable export 

markets and allow for greater economies of scale for 

production. 18 

In cases where a sector is dominated by a few government 

monopolies, FDI introduces c~rnpetition.'~ Not only are new 

products introduced to the consumer, but with increases in 

ef f iciency, prices should f a11. 2o Both cornpeti tors and 

suppliers are forced to introduce new technology or techniques 

to reach a higher standard. Finally, successful operations 

could encourage other entrepreneurs. 2 1 

For al1 of the above mentioned reasons, FDI can be 

particularly useful for governments embarking on structural 

2 2 reform. Unfortunately, although many TNCs have expressed an 

interest in the region's natural resources, few have the 

confidence to commit to long-terni ventures. As in the rest of 

the Soviet Union, most foreign companies which have entered 
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the market have limited their operations to the barest minimum 

necessary to maintain a toehold. Despite commitments, very 

little foreign money has trickled into the region. In order to 

turn the trickle into a stream, foreign investors must have 

confidence in the long-tem economic and political stability 

of the region. A great deal of progress must also be made in 

creating institutions and legislation conducive to investment. 

Change will require econornic sacrifice and political battles 

with powerful reactionary forces. But without help f rom 

foreign sources, Central Asians do not have the money or 

skills to efficiently develop their own natural resources let 

alone compete internationally in other higher valued-added 

processes. 

Yet despite both the recognition of the importance of FDI 

for economic development and the knowledge that failing to 

progress towards an acceptable FDI climate j eopardizes al1 

other sources of foreign public and private funding, the 

priority of satisfying potential foreign investors has varied 

widely amongst Central Asia's leaders. This thesis will 

attempt to explain the greater urgency shown by the governrnent 

of Kazakhstan, as cornpared to the government Uzbekistan, in 

undergoing the difficult changes necessary to create an 

environment conducive to foreign investment. 

Chapters Outline: 

The thesis will be divided into four chapters and a 

conclusion. The first chapter will demonstrate the difficult 
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economic situation facing the countries of Central Asia 

-then examine potential sources of revenue 4ncluding 

potential for domestic fund raising, money £rom international 

lending and aid, potential short-term returns £rom trade with 

CIS, other immediate neighbours and far east and West. Purpose 

is to establish the importance of FDI as a means of economic 

development. 

The second chapter will compare the different paths to 

econornic development chosen by Kazakhstan and Uzbekistan by 

comparing both FDI specific legislation and other important 

policies affecting the foreign investment climate. The chapter 

will examine some possible explanations for the discrepencies 

in FDI climates between the two countries including the 

possibility of their being a problem with the economic theory 

and differences in the cognition of the leaders. Although 

acknowledging that personal bias of the leaders may play a 

part in decision-making, the chapter will conclude that the 

differences in the urgency of introducing FDI friendly 

environments are based upon logical short and medium-term 

political calculations of potential risk and return. 

The third chapter will argue that the enthusiasm of 

Kazakhstan's leader has been driven by the fact that 

Kazakhstan is likely to experience a higher return £rom 

initial FDI because of its greater capacity to attract and 

absorb FDI. Because of Kazakhstan's abundance of natural 

resources (particularly its oil reserves), the country will be 
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in a better bargaining position with interested FDI. In fact, 

it will be argued that it is largely the flood of interest by 

international oil cornpanies which has compelled Kazakhstan to 

create accomodating legislation. Finally, the chapter will 

argue that because of the composition of the Kazakh econorny 

and the fact that it is less self-sufficient than that of 

Uzbekistan, the consequences of waiting for foreign assistance 

will be greater. 

The fourth chapter will argue that the Kazakhstan's 

different political climate offered the President not only a 

better opportunity, but an incentive to act quickly in 

courting FDI . First , geopolitical and economic realities 

dictated that Kazakhstan keep up with Russian reform. With 

half of the population looking north, the Kazakh President had 

ample reason to fear longer-term separatist tendencies should 

his country fa11 behind, Second, because of Kazakh President 

Nazarbayev's temporarily firm position versus interna1 

political forces, it will be contended the President simply 

took advantage of a short-term window of opportunity. Faced 

with different perceived risks, on the other hand, it was 

rational for the Uzbek leadership to first consolidate power 

before introducing the potentially destabilizing reforms 

demanded by FDI. 





Chanter 1 -The Economic Crisis ~acincr the Central Asian 

R e m i b l i c s  Following the Break- of the USSR and the Case for 

FDI as a Partial Solution 

Central ~ s i a  consists of £ive republics- Kazakhstan, 

Uzbekistan, Kyrgyzstan, Turkmenistan and Tajikistan- which 

2 3 correspond to the former Soviet manifestations. Landlocked 

in the centre of Asia, their territories encompass 

approximately 4 million square kilometres. The flag of 

Kazakhstan £lies over 2/3s of the region, an area the size of 

India. However, its vast steppes, traditional domain of 

nomads, are sparsely populated by only 18 million people. Most 

Central  sia ans are squeezed into the oases and river valleys 

in the south. Residents of the region are predominately 

Turkic, but a rich mosaic of other cultures dots the 

landscape, and even dominates certain regions. Although 

relatively recent immigrants, Russians are the most populous 

residents of northern Kazakhstan. The earliest inhabitants 

were of Persian stock and their descendants are numerous in 

the ancient cities of Tajikistan and Uzbekistan. 

The first settlements in Central Asia were probably begun 

about 2500 years ago, developing into one of the first 

civilizations in the world. Geographically naked between 

roving great powers, Central Asia's long and glorious history 

is a tale of stoicisrn in the face of wave after wave of 

marauding amies. The Soviet boots are just the latest to 

stamp their mark into the land and the people. Legions of the 



Czars, Genghis Khan and Alexander the Great have afso trodden 

through Central Asia's cities. In fact, the Turkic races which 

now dominate the region are themselves descendents of nomadic 

invaders who migrated to the region £rom the 6th to 10th 

century . 
By no means has history condemed Central Asians to 

victim status. Time after time, their forces have risen £rom 

the ashes to conquer and re-establish the region's glory. 

Perhaps the bes t example of this resiliency was f ollowing 

Genghis Khan's wrath in the 13th century. In revenge for the 

killing of his ambassador, Khan unleashed his horde to 

massacre and ground into the dust anything in its westward 

path. As the perpetrators of the offense, and the first stop 

on the horde's journey (ultimately al1 the way to Kiev), 

Central A s i a  was plundered and burned with no rnercy. However, 

a century later (13691, under the leadership of Tamerlane, a 

charred and broken Samarkand had been transformed into the 

jewel of an empire that stretched into Afghanistan. Persia, 

India and Asia rninor. 

Central Asian prosperity has fluctuated throughout the 

centuries based upon two criteria. First and perhaps most 

importantly, economic progress has been dependent upon 

political and military stability. It is difficult to maintain 

one's living conditions if a neighbour is constantly burning 

down one's house and crops. Second, with few marketable 

natural resources of its o m ,  but located in the heart of 
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Eurasia, the lifeblood of Central Asia's economy has 

traditionally been the circulation of trade through its 

borders. 

Central Asia reached the height of its glory when al1 

trade £rom Russia to China to india flowed through its cities 

on a Golden Silk RouteJMap 2) From the mid-14th to the 

beginning of the 16th century, streams of camels bearing 

spices, silks and furs flowed into the cities, padding the 

pockets of merchants and local people. Immense profits, a duty 

to the arts and exposure to such a cosnopolitan array of ideas 

during this time transformed Samarkand into one of the most 

important centres in the muslim world of culture and learning. 

Unfortunately, following Vasco de Gama's discovery of a 

sea route £rom Europe to India and China at the turn of the 

15th century, the slower land route became less cornmercially 

attractive. Continuous friction and conflict between city 

states further deterred potential international ventures. a d  

for centuries Central Asia, forgotten by the world, suffered 

in its self-imposed isolation. In the 19th century, Central 

Asia was briefly returned to the centre of the international 

political arena as a key piece in the Great Game between 

Russia and Great Britain.24 The game ended however, following 

the socialist victory of 1917, and the region was effectively 

locked in confinement for over 70 years. Six years after the 

fa11 of the Soviet Union, the brightness of Central Asia's 

future is still unclear. 



Map 2 :  Historical ~radfag-Roqtes through Central Asia 



Circumstance/Weakness: 

Although the hard outer shell of the Soviet hinterland 

was finally cracked in 1991, many of the inner fibres of the 

empire continue to both bind the countries together (and 

isolate them £rom the rest of the world). The toughest strands 

remain economic. Under the Soviet system, modes of production 

were deliberately divided between republics in order to foster 

interdependence and tie the empire together. Central Asia's 

role was at the beginning of the industrial chain, supplying 

raw materials which were usually processed and refined in 

Russia and eas tern Europe. *' In the centre-periphery 

relationship, the finished products were in turn sold back to 

26 Central Asia. The fact that most value was added to products 

outside of their borders was not a particular concern for 

Central Asians in the Soviet era because compensation for 

their underdevelopment was provided from the centre. This 

subsidization accounted for between 40 and 70% of their Gross 

National Products ( G N P )  , " and allowed the Central Asian 

governments to provide a standard of living higher than rnost 

of its non-Soviet neighbours. 

After 1991, facing a dire economic crisis, the centre was 

forced to become increaslngly myopic. Russia's deputies could 

no longer ideologically justify the expense of maintaining 

their tradi tional responsibili ties to the near abroad . 2 8  In 

order to cut expenses and enhance revenues, Russia began to 

slash assistance to Central Asia and raise the prices of its 
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goods and services closer to the world standard. 

Simultaneously, in the aim of padding the treasury's coffers, 

tariffs were erected. Asserting its econornic sovereignty, 

Russia tightened its borders with red tape and, as a result, 

clogged up the arteries of trade with the ~outh.~' Perhaps rnost 

irnportantly, to combat inflation, Russia quickly made the 

conditions of staying within the ruble zone so uncornfortable 

that most Central Asian nations (with the exception of 

Tajikistan) were forced to introduce their own currencies. 

Cut off from traditional markets and patrons, unable to 

adequately process many of their natural resources, and 

capable of producing few manufactured goods of world standard 

£rom their decrepit, part-starved plants, the econornic 

situation f acing Central Asia ' s leaders was grave 

indeed.(Table 1) Plummeting revenues constricted the 

governrnents' ability to provide even basic necessities to 

populations conditioned to cradle to grave ser~ices.'~ Econornic 

malaise threatened to explode interna1 and external tensions 

which brewed throughout and across the republics. Tiny, ill- 

equipped national armies left the leaders in no position to 

defend their largely arbitrarily-drawn borders? Nor, because 

most important policy decisions were taken in Moscow, did 

Central Asia have bureaucratie ranks with enough experience to 

competently irnplement p01icy.~~ Despite the nationalist bravado 

of attaining sovereignty, the leaders possessed few resources 

to assert it. 



Solutions: 

i) Re-integration with Russia: 

It is no wonder then, that the first instinct of many of 

the newborn republics was to search for the teat of mother 

Russia and for warm relationships with other formerly Soviet 

republics. F i r s t ,  because al1 of the leaders (at least 

initially) and most of the nomenclatura survived the forma1 

change of systems, close persona1 ties remained. Second, 

newly-esected bureaucratic barriers could not override the 

reality that for the short and medium-term at least, the 

economies of the newly independent states were inextricably 

linked, especially to Russia. Third, because of Central Asia's 

landlocked position, the countries' means of getting their 

goods to international markets were extremely limited. A11 

international pipelines passed through Russia." Only one 

railway penetrated the southern borders of Central A s i a  and 

al1 international flights touched d o m  in Moscow. The road 

sys tem was also designed to encourage interdependence, wi th 

most major arteries running north-s~uth.'~ Finally, the 

intricate webs of infrastructure between the southern 

republics could not be easily broken. Because the NIS did not 

have the money to spin new ones, the region was forced to 

share cormon energy gr id^,)^ the same telephone and telegraph 

n e t w ~ r k ~ ~  and a single water systern. 3 7 

Although there was no escaping the fact that the CAR'S 

political and economic policies would revolve around the orbit 
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of Moscow for years, the trajectory deemed most appropriate by 

the respective States has varied. Turkmenistan has been the 

most insular, its Stalinist leader jealously guarding against 

any potential outside intrusions on his fiefdom. The 

governent of Tajikistan on the other hand, consumed by civil 

war has desperately pleaded for Russian troops to maintain the 

sanctity of the state. As a result, Tajikistan has become a 

virtual Russian protectorate. The undisputed champion of 

pursuing closer ties with Russia has been Kazakhstan's 

President Nursultan Nazarbayev." Defenceless against Russia 

to the north and sharing a long border with the third most 

rnilitarily powerful country in the world to the east, 

Kazakhstan can have no pretensions about pursuing an 

independent defense policy. Nor, particularly intertwined with 

giant Elussian industrial complexes during the Soviet period, 

can Kazakhstan a£ford to significantly trim its economic ties 

with R~ssia.~' Kyrgyzstan has also been particularly eager to 

re-establish ties with Russia. Lacking both the considerable 

resenres of natural resources and a sizeable industrial base, 

Kyrgyzstan is not well-positioned to pursue economic 

development independently. Finally, Uzbekistan has assumed a 

position regarding integration more enthusiastic than 

Turkmenistan, but less than the others. Although President 

Islam Karimov recognizes the importance of good relations with 

4 O Russia, with the largest army of the CARS, the greatest 

population and substantial natural resources, Uzbekistan is 
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well-placed to become a regional leader. Therefore suspicious 

of Russian intentions, obligations which could restrict their 

perceived destiny as a regional leader have been avoided? 

Russia's interest in the muslim republics has also 

varied. The primary concern of Russia is its own security. The 

vulnerability of Russia's southern flank has always obsessed 

Moscow's leaders and historically their fears have been 

justi£ied. Slavic phobia has been exacerbated by the extremely 

42 high birth rates of the muslim peoples, the apparent 

escalation of radical Islamic forces, and particularly the 

civil war in Tajikistan. 4 3 

M a n y  in the Kremlin believe that the best way to maintain 

peace is to ensure that there is an anchor of stability in the 

region capable of snuffing out potential unrest. The only 

state capable of acting as regional policeman is Uzbekistan 

and therefore many military minds argue that Russia should 

consider relations with Uzbekistan to be most important. 4 4 

Others would argue that Russia's deteriorating fiscal 

condition demands that it concentrate on economic rather than 

military relationships. Kazakhstan has the greatest economic 

potential in Central Asia in the short-term, and many in 

Moscow believe that Russia's primary interest should be in the 

control of oil resources. 4 5 

While it is unclear whether Russia will make Kazakhstan 

or Uzbekistan the most important regional actor, where there 

is no question is that ~ussia will continue to have an 



interes t the politics the region. Firs t, Russia needs 

the natural resources offered by Central ~sia.'~ Second, 

developments in Russian dornestic politics are forcing the 

Kremlin to reaffim its moral responsibilities to the 10 

million ex-patriots left behind in Central Asia. Third, and 

perhaps most importantly, economic practicalities mean that 

Russia could not accommodate a £lood north of political 

re£ugees in the event of civil unrest in the south. 

Costs of Re-integration with Russia: 

Ultimately, political stability in Central Asia will be 

based upon economic prosperity. According to Nazarbayev, 65% 

of Kazakhstan's fa11 in production could be traced to the 

breakup of the Soviet Union and another 20% £rom the loss of 

the Councii for Mutuai Economic aid (COMECON) .'" But even if 
economic ties with ~ussia could be officially re-established, 

there is no guarantee that this would halt the slide in 

production. Russian entrepreneurs encountering uncertainties 

of payments, shaky currencies and potentially unstable 

governments in Central Asia have intensified their search for 

new sources of raw inputs and have built new facilities to 

process them. Further, facing econornic stagnation for the near 

future, Russian demand for Central Asian comrnodities cannot be 

expected to pick up in the next few years. 

Providing that new partnerships could be established, 

there may be long-term economic costs to re-establishing 

traditional economic ties with Russia. Ruçsian products were 



not the only goods to be under-valued in the Soviet system. 

Central Asian resources were also provided at far below world 

4 8 prices . As Central Asian republics liberalize their prices 

closer to international standards, and especially if commodity 

prices rise worldwide, it is questionable how much the Russian 

republic will be able to a£ ford to pay for thern.4g How far the 

new republics should negotiate to re-establish their 

relationships with Russia and the rest of the Commonwealth of 

Independent States ( C I S )  wi11 depend upon some very 

complicated economic and political calculations of Russian and 

Central Asian interests and strengths. Perhaps the most 

important bargaining chip in determining the terms which can 

be negotiated will be the extent to which individual Central 

Asian republics can find alternative markets for their 

commodities. 

ii) ~conornic Integration Amongst the Central   si an ~egublics: 

To date, the majority of the pan-CIS organizations have 

turned out to be paper tigers. The political costs of 

appearing to re-establish the Soviet Union are simply too high 

for most leaders. Even its greatest proponent, ~resident 

Nazarbayev, is cautious of the potential consequences of re- 

establishing Kazakhstan's former relationship with Russia. 5 0 

5 1 Inter-CAR treaties have met with less resistance. The most 

comprehensive agreement has been the establishment of a 

"common economic space" between Kazakhstan and Uzbekistan, 

signed on January 10, 1994. The "common economic space" allows 
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for the free movement of capital, goods, labour, and cornmon 

policies of credit , prices. taxes, customs and hard currency . '* 
Kyrgyzstan joined the agreement shortly after it was signed, 

but Tajikistan has been unable to join and Turkmenistan still 

remains aloof. Further integration may be resisted because the 

leaders may have concerns over rnaintaining soveweignty £rom 

pan-Turkistani institutions. '' 
iii) Foreign Sources: 

Regardless of the leaders' success in negotiating fomal 

treaties with members of the CIS, declining economic 

conditions have dried up the £low of inter-CIS trade. The 

money needed to begin the road to development will not be 

found within the former Soviet Union. There are three possible 

means to acquire revenue £rom foreign sources: a) trade, b) 

international public lending institutions and c )  foreign 

direct investment. Of course the three are inter-related and 

tend to grow together. However, for the author's purposes, 

each will be exarnined separately. 

a) Trade: 

Located in the heart of Asia. historically the region has 

been most prosperous when the goods £rom al1 over Eurasia 

purnped through it. Re-establishing a healthy flow of trade as 

a bridge between east and West is the dream of many Central 

 sia an leaders. The vast reserves of oil and gas, now in high 

demand around the world, should provide some of the CARS with 

very valuable exports. Unfortunately, many of the potential 
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arteries of trade have either been blocked or have not been 

extended. 

The first obstacle to extending transportation routes is 

geography. The fact is that the lines of pipes, rails and 

roads will have to be extended a long way to get to markets, 

except through Russia. The great distances through the deserts 

and mountains which ring in the CAR will make such ventures 

very expensive, perhaps prohibitively so. This problem will be 

discussed at length later on in the essay. 

The second obstacle to pursuing trading relationships is 

political. Although Central Asia is no longer part of the same 

country as Russia, Russia still considers the CAR well within 

its sphere of interest. There is no reason to believe that 

Russia, in cornpetition for many of the markets which Central 

Asia may try to access, will easily let go of the riches it 

has jealously guarded and hoarded for decades. Although the 

military wall around Central Asia has been lowered, in the 

near future, potential trading nations will continue to be 

wary of disturbing the Russian bear. The Central Asian nations 

must also be careful of the still dangerous claws when 

attempting to foster trade ties." 

The complications presented to the CAR in pursuing trade 

relations by their northern neighbour have now been discussed 

at great length. But many other hurdles wi11 have to be 

overcome before Central Asia can expect trade to help solve 

some of their financial difficulties. The next section of the 
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paper will examine, case by case, the problems facing Central 

Asia in establishing closer trade links with its neighbours. 

It will begin with those neighbours in the south. 

The South - Pakistan, India, and Iran: 

Frustratingly, the two countries to the south with the 

largest populations and significant growth potential are just 

out of reach. Ebnbroiled i n  geopolitical cornpetition with each 

other, both India and Pakistan have expressed an interest in 

pursuing closer ties with the CAR. India has the larger, more 

dynamic economy of the two and has experience operating with 

Russian technology. However, the country is not only farther 

away £rom Central Asia, but is physically separated £rom the 

region by Pakistan." India is also culturally more distant. 

Pakistan, on the other hand, shares the religious bond of 

Islam as well as other historical tics? As a major producer 

of Cotton, Pakistan could be useful to Central Asia 

(particularly Uzbekistan) in the development of this industry 

as an exporter of technology and capital. Of the two, Pakistan 

has been the most successful in establishing ties with the 

CAR. The m o s t  celebrated example being the introduction of the 

£ive CAR into the Econornic Co-operation Organization (ECO) in 

February, 1993 at a meeting held at Quetta, Pakistad7 

Despite the desire of both India and Pakistan to 

establish closer ties to the CAR, the fact is that significant 

trade ventures cannot be undertaken until a safe passage of 

goods can be assured through the country which separates t h e m .  
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Almost al1 roads and railways connecting South and Central 

Asia must pass through the unsafe mountains of Afghanistan. 58 

Pakistan has rnanaged to reach an agreement with China to allow 

free transit of goods along three land routes to Kazakhstan 

and ~ ~ r ~ ~ z s  tan. 5 9  However, for the near future , the phys ical 

separation between South and Central Asia will continue to 

restrain commerce. 

The most restricting factor, severely limiting the CAR'S 

potential trading partners, is the fact that they have no 

direct access to the ocean. The shortest distance to the sea 

is through Iran. This doorway can be opened by utilizing a 

railway which already exists connecting Turkmenistan to the 

Iranian port of Bandar-Abbas. Auto routes between the two 

nations have also been extended. As a result, Turkmeniçtan has 

been particularly interested in investigating this potential 

avenue for exports. And it is conceivable that the more 

northern countries could piggyback their products through 

Turkmenis tan. 

Iran also has an interest in pursuing closer ties with 

the region. Iran's interest is probably not sectarian as many 

fear but rather pragmatic. Following U.S. President Clinton's 

May 2, 1995 announcement banning a l1  commercial transactions 

with Iran, Iran has felt increasingly isolated. Pushed to 

pursue ties with its neighbours (and make them anti-American) ; 

securing doser relations to Central Asia would significantly 

swell Iran's regional influence. A fellow member of the ECO, 
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with an extensive knowledge of the oil industry, on the 

surface Iran seems a very prornising alternative. 

Dependent upon Russia for military hardware and support 

however, Iran's relationship with Russia will take priority 

over Central  sia an interests. Prudence demands that Iranian 

initiatives be pursued slowfy and delicately. Although the 

common muslim culture allows for a more comfortable connection 

between the two peoples than wi th non-rnuslim nations, there 

are significant differences between the societies. The first 

is language. Persian is spoken by a large percentage of the 

population only in ~ajikistan and some neighbourhoods in 

Uzbekistan. Russian and various Turkic dialects otherwise 

dominate Central Asia. 

Iran's influence will be further tempered by the fact 

that most of Central Asia is Sunni not Shiite. Shiites are 

historically more revolutionary in their beliefs. This 

tradition of militancy makes many Central Asian leaders wary 

of importing destabilizing Islamic extrernism into their 

country.60 A mode1 of how to successfully overthrow a corrupt 

regime and impose a theocracy, Iran lost a lot of influence on 

the governments of the CAR because of its initial support of 

~slamist opposition in ~ a j  ikistan. 61 Uzbekistan is particularly 

wary . 6 2 

A considerable leap of faith will be required before a 

substantial amount of money will be spent developing the 

infrastructure necessary to trade with an international pariah 
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state. Iran simply doesn't have the financial resources to 

purchase a significant amount of Central Asian goods. Further, 

it is questionable how much will be exportable from Iran's 

shores. Finally. links with Iran may seriously strain economic 

relations with other countries. most irnportantly the United 

States. 

The West - Turkey, Saudi Arabia: 

Anxious of the potential spread of Islm into the region, 

several western countries have championed Turkey's secular 

mode1 for de~eloprnent.~~ A member of North Atlantic Treaty 

Organization (NATO), the Council of Europe and a large trading 

partner with the west, many Central Asians believed that 

closer commercial relations with Turkey might open up a 

conduit to the riches of the west. More industrially advanced 

than Iran, Turkey could also be more useful for transferring 

technology. Finaily, sharing a similar language and culture 

there would be fewer societal barriers to establishing 

business relations with Turkey than with any other country." 

On the weekend of October 30-31. 1992, Turkey invited 

representatives of Kazakhstan, Uzbekistan, Turk~nenistan and 

Kyrgyzstan to Ankara. Turkey in the auspice of beginning the 

6 5 process of forming a Turkish Cornmon Market (TCM) . Eager to 

demonstrate independence £rom Russia in foreign policy, the 

meeting was exploited by al1 the CAR actors as proof that the 

governments could tap alternative benefactors. Despite the 

promising rhetoric however, aspirations of pan-Turkic unity 
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and the anticipated economic benefits have not been realized. 

Both Central Asia and Turkey have balked at closer 

economic integration. Wary of Russian rnilitary power, but 

perhaps even more concerned about jeopardizing economic ties, 

Turkey has been unwilling to pursue Central Asian endeavours 

66 that might offend Russia. Having just escaped from the 

Russian yoke, Central Asia's leaders in turn have been 

hesitant to become economically intertwined with another 

Ottoman empire. Even the perception that Central   si ans were 

trying to balance Russia ' s predominance of power over the 

67 region would be provocative. But if even both sides were 

willing, the fact is that Turkey simply does not have the 

economic resources to pull Central Asia out of its economic 

s tagnancy . 
Because of its substantial liquid assets, some have 

suggested that Saudi Arabia could become an important patron 

to the CAR. Saudi Arabian connections could be particularly 

valuable because there are few countries in the world with as 

much experience in the oil and gas industry. Both Saudi Arabia 

and the CAR have an incentive to CO-operate in oil production 

to control world prices. In addition to the geopolitical 

68 considerations, there are also emotional and spiritual 

connections which could tie the two regions together. 

Religious reverence draws al1 muslims to Saudi soi16' and 

family trees root many Saudis to Central Asia, particularly 

U~bekistan.'~ However, building on religious connections will 
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be dif ficult," and probably not desirable for either party. 7 2 

Further, the most important deterrent to trade relations will 

again be geography. Not only is Saudi Arabia distant £rom 

Central Asia, it is separated by Iran. 

East - China: 
Next to Russia, the CAR share their longest border with 

China. If long closed rail, road and air links continue to be 

re-opened across this border, China ' s growing appeti te for 

raw resources could provide a very lucrative opportunity for 

Central Asian exporters. Because China is now one of the 

largest, fastest growing economies in the world, Central Asia 

could also act as a conduit for China to the north and west. 7 4  

In searching for a mode1 for development, Central Asian 

leaders have been attracted to China not only because of the 

speed in which it has developed, but by the method in which it 

has developed. Western rnodels seem to demand weaker 

governments than is the eastern tradition and leave the state 

closer to political chaos than many leaders are comfortable 

with. 7 5 

Bolstered large ex-patriots living in the 

respective countries , 76 commercial ties between Kazakhstan, 

7 7 Kyrgyzstan and China have increased significantly. Ironically 

this expansion of cross-border activity has placed 

considerable stress upon Chinese-Central Asian relations. On 

the Central Asian side, particularly in Kyrgyzstan - poor 

quality, low-priced Chinese products have begun to flood into 
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7 8 the bazaars and crowd out locally-made products. A growing 

number of illegal Chineçe immigrants which have begun to flow 

into the border states have also bred resentment amongst 

permanent residents. 

~ehind the Chinese border, many officials have become 

increasingly worried about the possibility of a rise in pan- 

Turkic and/or pan-Islamic awareness erupting into dissidence. 79 

Many residents of north-western China share cornmon histories 

and cultures with Central Asia? Uighur exiles in Kazakhstan, 

Uzbekistan and Kyrgyzstan have become more and more vocal in 

demanding autonomy for their brothers in ~injiang.'~ As early 

as July of 1992, a "Free Uighurstan" party office was opened 

and offices for free Xinjiang have since been established in 

Ka~akhstan.'~ Other potentially disruptive sources of political 

tension between China and the CAR include border disputes," 

8 4 and environmental issues. Finally, China must remain wary of 

the delicate nature of Russia's tolerance of a Cold War foe's 

presence within its sphere of influence. Russia is still a 

formidable rival and potentially invaluable ally which China 

will be careful not to aggravate. 

In addition to political problems, many physical 

obstacles must be overcome before a new Golden Route will open 

up China. Although the Chinese econorny on the whole is growing 

at an extraordinary rate, it must be kept in mind that most of 

that growth is occurring at the opposite end of the country. 

The western regions of China which touch Kazakhstan, 
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Kyrgyzstan and Tajikistan remain relatively undeveloped with 

few higher quality goods arriving in the far west. With no 

maritime routes and few land links, the networks needed to 

move Central  sia an products east on a large scale are many 

years £rom being de~eloped.~' China's willingness to foster 

infrastructural links with Central Asia will depend upon the 

stability in the Xinj iang province and Central Asia itself . 

Beij ing will not risk importing political problems when 

centre-provincial conflicts in the east are already straining 

the traditional balances of power. China could just as likely 

build another Great Wall. 

South-east Asia: 

Many Central Asian leaders have spent a great deal of 

energy attempting to foster trading links with south-east 

Asia. The reasons are obvious. South-east Asia is quickly 

becoming the largest market in the world and is flush with 

capital. Demand for natural resources, particularly energy 

resources, is high. Both Kazakhstan and Uzbekistan have large 

South Korean communities which can be used to both launch and 

ease relations. Finally, because many of the governments of 

south-east Asia are ruled by strong and strict leaderships, 

civil rights is less of an issue than with some western 

countries. In fact, as is the case with China, many of the 

leaders of Central Asia admire the economic success of the 

authoritarian alternative to the western mode1 and would like 

to learn £rom it. 86 
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Unfortunately, Central Asian access to south-east Asia is 

largely dependent upon Chinese policy. Without guaranteed land 

routes across China's vast expanses, trade links to the east 

will be very indirect and diffi~ult.~' Even if a new Golden 

route could be established (and the infrastructure needs would 

be very costly), control over the land route would grant China 

a considerable amount of power over the region? Already very 

concerned about China's growing power and immersed in the 

world's biggest arms race, it is doubtful whether the 

countries of south-east Asia would want to place the supply of 

such strategic resources as oil and natural gas in the hands 

of a potential adversary and power broker. 

Far West: 

Still the richest and most technologically advanced 

region of the world, developing trade relations with western 

Europe and the United States should rernain a priority for 

Central Asia. Contrary to many developing countries, Central 

Asia's leadership is not encumbered by historical grievances 

against western capitalism. Central Asia's colonists were 

communists. The West for its part also has both strategic 

(Iran's influence) and economic reasons (the region's natural 

resources) to pursue closer trade relations. 

However, western countries have not ranked mongst 

Central Asia's iargest trading partners. Despite the mutual 

gxanting of rnost favoured status by some nations, problems of 

dis tance and accessibili ty will continue to s tif le trading 
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potential. As pointed out by James Rupert, there is no Central 

Asian constituency in the U.S. - or for that matter, western 

Europe- £rom which to build economic ties or to pressure 

governments to become economically involved. Diff icul ties 

with cultural distance will continue to be a problem. Human 

rights issues have been raised at the highest levels and have 

proved awkward. Many changes in the political and economic 

system must occur before the foundations desired by the west 

can be laid. 

Problems with Trade: 

The terms of passage through Chinese and Russian 

territory will largely determine the CAR'S ability to build 

trading relationships farther abroad. Access to other markets 

is essential. Re-establishing traditional trading ties with 

Russia, China and muslim neighbours can only slow Central 

Asia's relative decline. The populations of the countries 

9 O which surround Central Asia are large but poor. The tiny 

proportion of wealthier classes will be uninterested in the 

poor quality of Central Asia's manufactured products. For the 

limited funds of the impoverished masses, Central Asia will 

face intense cornpetition £rom Indian, Pakistani and Chinese 

goods . 
Unfortunately even i£ access to foreign markets could be 

secured, until significant investments are made, Central 

Asia's manufactured wares will have very limited international 

appeal. Isolated from consumer pressures and cut off £rom the 
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most sophisticated processes in the manufacturing chain during 

the Soviet era, Central Asian secondary industries are not 

capable of competing in the world economy. The leaders have 

ins tead placed their f ai th for future prosperi ty in the 

untapped oil, gas and minerals trapped beneath their soil. 

Many Central Asian countries also have substantial resources 

growing above their soils- particularly cotton- but also 

fruits and other agricultural products. Some have compared 

Central Asia's situation today to those of many post-colonial 

nations of the 1950~.~' Self-sufficient in food, cotton, oil, 

gas and electricity, it could be argued that many CARS are in 

fact, in a much better position. 92 

But the lessons O£ the New International Economic Order 

(NIEO) and other attempts to develop in isolation £rom the 

developing world are clear. Only the first world has the 

markets, capital and technology which can pull Central Asia 

into the developed world. The three most developed areas in 

the world are the United States, western Europe and south-east 

 sia a. Geographically Central Asia is closest to the latter two 

markets but still very far away. Not only will transit largely 

be controlled by Russia and China, but in order to maintain 

the old routes, let alone open new ones, significant amounts 

of money must be allocated to transportation networks. 

b) International Lending and Aid: 

Although the CAR have qualified for a certain amount of 

f oreign aid f rom developed governments, the f oreign aid 
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budgets of most countries continues to shrink and/or is 

distributed to United Nations affiliated organizations. As a 

result, the amount of foreign aid available has been small and 

as is most often the case, tied. Countries are much more 

likely to be successful in seeking loans. 

There are two potential sources of international lending, 

private international banks (PIB) and international public 

lending institutions (IPLI). During much of the 1970s it was 

the PIB, who flush with OPEC dollars, were most eager to lend 

to cash starved developing countries. However, following a 

number of defaults and difficult restructuring, most private 

banks are unwilling to take the risk until macroeconomic and 

structural reforrns are in place and inflationary pressures and 

other destabilizing factors are brought under control. 

Certainly few PIB would be willing to lend if the climate does 

not satisfy the public lenders of last resort. Even then, PIB 

will expect much higher risk premiums. 

Therefore the most promising source of foreign lending 

will corne from IPLI, particularly the World Bank and IMF,  but 

also the Asian Development Bank (ADB) and European Bank for 

Reconstruction and Development (EBRD) .  The World Bank has been 

essential for sustaining a bare standard of living during 

periods of transition, while the I M F  have been instrumental in 

providing relief to battered currencies and temporary fiscal 

imbalances . 
Al1 the CARS have been able to secuxe some monies £rom 



the IPLI. Kazakhstan has been the most successful in obtaining 

credit £rom the IFLI, negotiating US$817 million £rom the 

World Bank alone. Though Uzbekistan has received a 

considerably srnaller US$247 million £rom the World Bank,93 the 

nation has been successful in obtaining credit from other 

sources, including the IMF, '' the ERBD, '' and the Paris club. 96 

Table 2: World Bank Loans to Kazakhstan and Uzbekistan 

~zbekistan: 
October 1993 USS21 million Institution Building and 

Technical Assistance Project 
March 1995 USSI60 million Rehabilitation Loan 
May 1995 US$66 million for modernization of cotton 

production 

Kazakhstan: 
August 1993 
Sept. 1993 
April 1994 
June 1994 

April 1995 

April 1995 
June 1996 

June 1996 

US$38 million Technical Assistance Loan 
USSI80 million Rehabilitation Loan 
US$40 million Urban Transport Loan 
USS15.7 million Petroleum Technical Assistance 
Loan 
USS62 million Finance and Enterprise 
Development Project 
USS41.1 million Social Protection Project 
US$80 million Irrigation and Drainage 
Improvements Proj ect 
US$180 million Financial Sector Adjustment Loan 

Despite the apparent success, not only are the monies 

insufficient for investment purposes, but many would argue 

that the terms O£ reform demanded have been too harsh. Critics 

insist that in the pursuit of macro-economic targets, living 

conditions have deteriorated to unacceptable and dangerous 

levels. Most World Bank and I M F  economists have subscribed to 

neoconservative monetarist solutions. However, debate 

continues to rage in the economic community as to the 
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appropriate speed and sequencing of ref~rm.~' Where there is 

no disagreement is that prescriptions of shock therapy, if 

effective, are politically difficult to follow thro~gh.~' 

Another problem is that because of budget cutbacks, the 

amount of aid traditionally available £rom public institutions 

is falling.99 And unfortunately the CAR find themselves in a 

disadvantageous position for attracting financing because 

funding is to a certain degree influenced by poli tics. Wi th 

almost no Central Asian constituency in Washington and little 

LOO lobbying power, most loans to the CIS have been allocated to 

Russia. The fact is that economic (and therefore political) 

stability in Russia is much more important to the world 

because of Russia's military and particularly nuclear 

status . 10 1 

c) Private ~oreign Investment: 

This essay will concentrate upon the third and arguably 

most important potential source of revenue £rom foreign 

sources, FDI. FDI can be de£ ined as "the creation or expansion 

of fims that operate across national boundarie~."'~' FDI is 

distinguished from portfolio investment by the degree of 

control the investee maintains over the operations of the 

venture. Foreign direct investors demand and are able to 

establish command over al1 (or almost all) aspects of the 

business' decisions, whereas portfolio investors tend to leave 

the day to day affairs to others.lo3 The paper will not 

concentrate upon the former for two reasons. i) In the short 



and medium-term, Central Asia is unlikely to be successful in 

attracting much interest £rom portfolio investors . lo4 ii) 

+ Without a controlling stake in a fixed investment, net only 

will the foreign Party be less likely to introduce technology 

and know-how to the operation, but wiil be m o r e  prone to 

capital flight in the event of significant adversity. 

Table 3: Inward FDI to the Countries in Transition 

There can be no denying the growing potential of FDI as 

a source of developrnent revenues. More than 37 000 

transnational corporations operate around the world, with over 

170 000 foreign affiliates?" As a result, the magnitude of 

international public lending institutions is quickly pa1ir.k: in 

comparison to the possibilities offered from private sources. 
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Today the private sector invests approximately USSI75 

billion/year in the developing world, while US$55 billion 

comes £rom the public sector. Only seven years ago, public 

spending was 2 1/2 times that of private investment .'O6 

Thus far, the former Soviet bloc has been relatively 

unsuccessful in attracting money £rom foreign private sources. 

(Table 3) In 1994, only US$ 7 billion was earmarked for al1 of 

Central and Eastern Europe and the newly independent states 

107 (NIS). Even so, most of the nations have by now realized the 

108 necessity of FDI on their road to redevelopment. Revenues 

from foreign private sources could prove essential to maintain 

social programs and better exploit and export their natural 

resources. TNC's can offer not only money but technology, 

know-how and access to otherwise hard to reach  market^."^ 

As previously stated, in the initial stages of 

development Central Asia will be most cornpetitive, and 

therefore should concentrate on expanding their output of 

primary goods. But while it is an asset for Central Asia to be 

able to feed itself, providing its water resources are not 

exhausted in the pro ces^;'^^ and granted that oil and gas will 

be easily absorbed into the world econorny; the long-term 

prospects of relying solely upon primary resources (with the 

possible exception of petroleum products) "' for developrnent 
are dim. "2 As recognized by most leaders, in order for the 

econornies to mature, their processing capabilities must 

improve and the work force must slowly climb up in the 
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international division of production. "' FDI m a y  enable the 

economy to skip certain steps. 

Changing World Economy: 

In the 1960s, many developing countries attempted to 

seize the bottom rungs of the processing ladder by 

nationalizing industries. "' But in the post-industrial age, 
many of the f irst few steps in the industrial chain are gladly 

given by MNCs to the developing nations. Changes in technology 

including lower transportation and communication costs have 

allowed individual processes of production to move to the most 

cost-ef f icient areas of the world. A new in terna tional 

division of labour has developed in which a large number of 

jobs in simple manufacturing have moved to the third world. 116 

At the same time, many manufacturing jobs are disappearing as 

technological innovation such as the computerization of 

repetitive tasks and the automation and robotization of 

assembly lines has reduced the demand for certain occupations 

in tradi tionally labour intensive indus tries. 11' Theref ore, as 

demand decreases simultaneously with greater pools of 

unskilled labour becoming more accessible, the relative wages 

of unskilled, uneducated labour continues to drop, "' between 
and within countries . llg 

The highest-value inputs are knowledge-intensive 

120 processes. The product's advantage is increasingly dependent 

upon factors such as research and engineering, high tech 

manufacturing, marketing and di~tribution.'~' Most trade and 
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FDI flows within and between countries which can provide these 

services.'22 The difference between the undeveloped and the 

rapidly developing and developed world is the ability of the 

12 3 host country to offer the physical, but most importantly, 

human infrastructure, '24 which can accommodate these demands . '15 
In some respects, Central Asia has an advantage over many 

of its neighbours because under the Soviet system most of the 

workforce has been relatively well-educated and the literacy 

rate is very high? Central Asia must quickly seize this edge 

and build upon it through contracts with outside businesses. 

Central Asians must have access not only to foreign money, 

(but perhaps more importantly in this information age), 

workers must be exposed to the latest technology, know-how and 

business practices- The fastest and most efficient way for 

Central Asia to be linked to the rapidly changing global 

business climate is FDI . 12' 

Speed is of the essence. Plummeting revenues have 

strained the public coffers, diverting money away from 

education and into basic needs. But without a massive infusion 

of money, Central Asia's temporary advantages in skilled 

labour will be eventually eroded. The competitive advantages 

of cheap, unskilled labour continues to decline, as does the 

128 relative value of many natural resources. At the same tirne, 

the speed of technological innovation and product development 

in most manufacturing sectors is increasing. 129 Therefore, 

because of the large amount of capital and knowledge 
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accumulation needed to keep up in the technological race, 

without access to the huge research and development 

departments of MNCs, Central Asia will be excluded from the 

race for the most sophisticated (and profitable) sectors of 

production. In this case, unable to compete against white 

goods from both the east and West, Central Asia would be 

confined to a low rung on the international division of 

labour. 130 

In the preceding paragraphs, it has been established that 

following the collapse of the Soviet Union, Central Asia has 

been left in desperate economic straits. In order to begin the 

road to development, the countries must be able to better 

exploit their natural resources and secure a passage for them 

to market. Increased profits could be realized if Central Asia 

was better able to process its raw materials and eventually 

move up the value-added scale. But barely able to hold 

together the strands of the social safety net, the governments 

have no money to invest in their long-term econornic 

development. Central Asia's most recent patron, Russia, is not 

in an economic position to continue to help the region. Nor, 

in competition for oil and gas markets and comfortable with 

Central Asia's dependency upon it, is Russia willing or able 

to foster the region's economic independence. Other 

neighbours, stuck at a similar or even lower 1eveI of 

development, do not have the resources to pull Central Asia 
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out of its economic predicament. The only sources with enough 

money £or developrnent lie thousands of kilometres to the east 

(but more likely to the north-west) of the region. 

There are thee potential sources of money £rom the west, 

i) international lending and aid, ii) trade and iii) foreign 

investment. Of course the three are interconnected and to some 

degree the growth in one often spills over into another.13' As 

an engine of economic development however, foreign investment 

is probably the most powerful because of the additional 

advantages which accompany the capital including the 

introduction of new technology and management techniques. 

Unfortunately, rnost foreign investrnent dollars flow within the 

first world. For the remaining money, Central Asia rnust 

compete with the rest of the world, including very attractive 

destinations such as China, South and South-east Asia and 

several South American countries . 13' Still, the potential 

returns are enormous. Most western economists agree that the 

benefits of foreign investment for the general population far 

outweigh the potential short-term pain which will be 

experienced. 

Yet independent reports assessing the investment climate 

presented by the governments of the CAR continue to indicate 

two things. First, in al1 of the CAR, far more work rnust be 

done before they will be competitive in the race for foreign 

capital. State subsidies continue to distort real prices, too 

much property remains run by the inefficient hands of the 
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s tate and backward minds of i ts nomenclatura managers. 

Inflation and exchange rate volatility have not been tamed. 

Political and economic uncertainty continue to scare away 

potential investors and/or limit the scale of their 

participation. Tax and other incentives offered in 

compensation remain inadequate. Institutions and legislation 

meant to provide stability continue to change. Second, some 

countries have been willing to make far more sacrifices to 

attract FDI than others. 

This theçis will begin by trying to answer three 

questions: i) Given the importance of FDI for economic 

development why haven't the CARS been more vigorous in their 

pursuit of FDI? ii) 1s there a difference in FDI policies 

between the CAR? iii) If differences do exist, why? 
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Chanter II Kazakhstan and Uzbekistan: Different Paths to 

Case Study: 

This thesis will compare the situations regarding FDI for 

two countries: Kazakhstan and Uzbekistan. There are several 

reasons beyond simplification to concentrate on just the two. 

The first grounds were elimination. Tajikistan was eliminated 

because, immersed in a prolonged civil war, the government has 

very limited chances of attracting foreign money, and 

therefore their policy towards FDI is irrelevant. Neither is 

Kyrgyzstan capable of drawing significant FDI because 

unfortunately it has relatively few natural resources to 

offer. Turkmenistan, on the other hand, is blessed with 

abundant deposits of natural gas, however under the secretive 

President ~iyazov, information about the nation is very 

scarce. Because of the dearth of press coverage the republic 

remains, an enigma. Turkmenistan also seems to be an anomaly. 

For the foreseeable future, Niyazov appears fearful of any 

light £rom the West (including FDI) piercing his kingdom; his 

windows face the s0~th.l~~ 

The second reason to choose Uzbekistan and Kazakhstan is 

their economic and political potential. Of the £ive young 

nations to emerge from under the wings of Russia, they are the 

two which seem most likely to prosper in the new elements. 

Because of their size, relatively large populations, 

geopolitical locations, technological bases, and huge reserves 
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of natural resources, Uzbekistan and Kazakhstan are also most 

likely to compete for a hegemonic regional role. 

It is Kazakhstan which has attracted the most interest 

£rom international business because of its vast natural 

resources, particularly oil. The worldts first muslirn nuclear 

power and home to the Baikonur cosmodrome, Kazakhstan has also 

attracted the most attention £rom western political leaders, 

Under a conciliatory President, Kazakhstan was the first CAR 

to be recognized as an independent nation by the United 

States, even though t was the last to declare its 

sovereignty. The one great weakness of Kazakhstan is that less 

than half of its population is native Kazakh. This problem 

will be discussed at length later. 

Uzbekistan bases its hegemonic daims primarily upon the 

fact that it possesses the largest population of the CAR with 

many Uzbeks spread out in the surrounding region. "' 
Uzbekistan's second advantage is that it does not have as 

significant inter-ethnic troubles as does Kazakhstan. With 

over 70% of its population native Uzbek, there can be no 

serious challenges to Uzbek xupremacy within the country. The 

only group capable of stirring up considerable unrest are the 

T a j  iks. Although the Uzbeks and Taj iks disagree over which 

civilization is the oldest and most glorious, the Soviets 

included most of the great ancient cities into Uzbek 

territory. Because of this fortune and the fact that the most 

important regional Academy of Sciences was located in 
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Tashkent, Uzbekistan is considered the intellectual and 

cultural centre of Central Asia. Uzbekistan iç also deemed the 

military and spiritual hub. Uzbekistan's final attribute is 

the considerable mineral wealth which lies beneath its soil, 

though not to the same extent as Kazakhstan. 

There are many sirnilarities between the two countries. 

Uzbeks and Kazakhs both originate £ r o m  the same Turkic nomads. 

Their language, religion and values are also, on the surface, 

135 very much alike. Shaped by the Soviet system, their recent 

historical experience is shared. During the communist era 

their economic role was sirnilar. After the fall, the economic 

dependencies (subsidies) were comparable. The people who run 

their respective countries today are cut £rom the same 

apparatchik. Presidents Nazarbayev and Karirnov are both former 

communist party secretaries. "6 Yet the Uzbek and Kazakh 

leaderships have placed different emphases upon FDI as a means 

of economic development. 

Difficulties in Obtaining and Selecting Data to Compare 

Policies 

In atternpting to establish the differences between the 

FDI policies of Kazakhstan and Uzbekistan, one is confronted 

with a number of difficulties common in al1 studies in 

comparative policy analysisIfi7 but particularly case studies 

in developing co~ntries."~ The greatest problern is determining 

what should be taken into consideration and what weight should 

be accorded to it? Should the words of the politicians be 



equated as true reflections of policy, if so to which 

audiences? Should policy outcomes be compared? Not only is 

there lack of hard data (common to al1  third world countries) 

£rom which to base conclusions, but it often conflicts. Even 

with stable data, it would prove very hard to deterrnine how 

rnuch of the outcome was due to policy and how much was based 

upon other independent variables, for instance natural 

resources. As pointed out by a RAND analysis, 

Often it is virtually impossible to determine whether 
different policy outcomes are due to variations in the 
specificities of policies thernselves, in the character of 
the problems they seek to mitigate, in the general 
cultural milieus in which they operate, or some 
combination of these. Similar questions apply from the 
viewpoint of the structures of policies rather than 
outcornes . 13' 

The simplest method of establishing policy differences in 

Kazakhstan and Uzbekistan would be through a thorough line by 

line examination of the FDI specific legislation in both 

countries. Unfortunately, as is the case in al1 of the 

economies in transition (by definition), the legislative 

environment is very fluid. In order to overcorne this 

d i f  f iculty one could concentrate upon one snapshot in the. 

However, by employing this simplified technique, the 

conclusions will inevitably be skewed by the point in time 

chosen. 

Further, confining an analysis to specific FDI 

legislation is too narrow to present an accurate picture of 

the investment climate. Progress or regression in such areas 

as price liberalization, privatization, or currency conversion 
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may be just as indicative of a goverment's cornmitment to 

create an economy attractive to FDI. Inevitably. in evaluating 

legislation, progress in some areas will be found to be 

compromised in another wi thin and between the countries 

compared. In the case of trade-offs encountered, it may be 

difficult to determine which incentive (ie low taxes, number 

of sectors open to foreign participation, or guarantees 

against nationalization) is more indicative of an investment- 

friendly policy. 

Finally, as is the case in many developing countries, 

what is written in the legislation is not necessarily 

reflective of the true set of rules encountered, but rather an 

optimistic scenario. Just as important is how the legislation 

is interpreted and applied by the appropriate and often 

inappropriate bureaucratic layers of a corrupt system. 

Judgements on the irnplementation of policy are in turn 

difficult because firms' experiences can Vary tremendously 

depending upon their size. their business (whether they 

operate in a priority or restricted sphere), their friends and 

contacts, and many other factors. 

Conclusions must take al1 of the above (policy outcornes, 

FDI legislation, other relevant economic legislation. 

statements of leaders, statements of representatives of 

business) into consideration. Several independent 

organizations such as the World Bank, the IMF, the 

Organization for Economic Cooperation and Developnent (OECD), 



the Business Information Service for the Newly Independent 

States (BISNIS), and the Economist Intelligence Unit (EIU) 

have documented sorne of the harder evidence.l4' However, these 

organizations have presented their findings in the forrn of 

country reports and not in comparative formats. Because of the 

number of problems mentioned earlier, comparative assessments 

of FDI policy in Central Asia have been few and largely 

superficial. 14 L 

Differences in FDI Polic ies  of Kazakhstan and Uzbekistan: 

Based upon the preponderance of evidence, it is evident 

that Kazakhstan has initially been more enthusiastic and 

accommodating than Uzbekistan in its attempts to attract FDI 

to its country. Though cornrnitments remain small compared to 

many other developing ~ountries,"~ Kazakhstan for a tirne, 

surpassed Russia as the greatest destination for FDI in the 

NIS. la3 Per capita, only Hungary has been more successful in 

attracting foreign business. "* 

Uzbekistan, on the other hand, has drawn the lowest 

amount of FDI per capita in Central Asia, including war torn 

~ a j  ikistan. 14' President Karimov, has placed far less f aith in 

FDI as a solution to his country's problems than his northern 

counterpart. "One should not measure economic success with the 

amount of investments," Karimov stated recently. "What is 

important is not the investments but the terms of the World 

Bank ~redits."'~~ As will be demonstrated, many of the 

preconditions desired by FDI have not been met. 



FDI Sgecific Legislation: 

Government policies which deter investment may be divided 

into two main categories i) absolute restrictions on the 

activities of investors, and ii) policies or lack of policies 

which increase the costs of doing business. For it is 

imperative to appreciate that government policy is not only 

restricted to specific initiatives, but just as important are 

government decisions to leave problems to £ester. 

i) Absolute restrictions include: a) discriminations 

specifically targeting foreigners- for instance, restrictions 

from participating directly in privatization auctions, and b) 

constraints which also deter domestic investment, such as 

conditional property rights. ii) Government imposed or induced 

costs can also be divided into two categories, direct and 

indirect. High direct costs such as taxes and tariffs are 

perhaps the most obvious deterrents to investment. However, it 

is of ten the more insidious delays and expenses of unclear, 

unçtable legislation and a greedy, slow-moving bureaucracy 

which eventually Wear d o m  potential investors. 

On the surface both Kazakhstan and Uzbekistan have 

attempted to implement investment-friendly legislation. The 

foundation of foreign investment laws in the two countries are 

President Karimov's May 5,  1994 decree "On Foreign Investment 

and Guarantees of Foreign Investor's Activity" and 

Kazakhstan's 1994 Law on Foreign Investment. Both countries 

have a£ firmed their cornmitment to foreign companies in the 



enshrinement of national treatment.'47 Articles concerning the 

repatriation of profits"8 and freedom of activityUg guarantee 

against undue government interference in the activity of the 

fim. Stability £rom change is ensured by grandfathering 

151 clauses150 and protections £rom nationalization. As a final 

assurance, both laws guarantee compensation of losses in the 

event of unexpected change or disaster. 152 

Underneath the politically and economically correct 

statements and guarantees, serious legislative obstacles 

remain. It is the goverrunents' determination to overcome these 

obstacles which will ultimately dernonstrate the priority which 

the government places on FDI as a means of development. 

Progress to this end has been sporadic in both countries, 

accompanied by periodic policy reversais. Nevertheless, it is 

possible to compare legislative efforts to reduce the direct 

and indirect costs and to increase opportunities for potential 

foreign investors. The next section will demonstrate that 

Kazakhstan has been more dogged and consistent than Uzbekistan 

in the pursuit of foreign capital. 

Direct Costs -Taxes: 

Although its importance as a determinant of FDI activity 

may be over-rated,lS3 the governmentls willingness to 

temporarily sacrifice revenues (and perhaps face domestic 

criticism) to reduce FDI's tax bürden is a significant sign of 

resolve. Just as important as a reduction perhaps, is the 

creation of an understandable, predictable, and transparent 
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tax system. Recent amendments have simplified the tax systems 

of both countries. Kazakhstan's 1995 Tax Code, however, more 

than halving the number of taxes (£rom 45 to 19) required £rom 

FDI and introducing some international accounting standards, 

was particularly successful. 

Both countries have also attempted to encourage foreign 

and joint ventures by granting such operations tax breaks, 

particularly in strategic areas.''' Kazakhstan's attempts to 

attract FDI by special tax concessions can be traced back to 

the Foreign Investment Law of January 17, 1992 .15' From 1995, 

if the foreign share in a Kazakh Company was ~ 3 0 %  and in a 

priority sphere of the econorny then that enterprise could be 

exempt £rom some taxes for up to £ive years after a profit was 

first declared and for £ive years after than at a 50% lower 

than normal rate? In 1997, the President further broadened 

the scope of those that qualified and the tax  exemption^.'^' 

Uzbekistan has included numerous tax breaks for foreign 

investoxs frorn in its "Enterprise Tax Law" of 1991 and 

subsequent am end ment^.'^^ These advantages were extended in the 

January 1994 edict "On Measures to Further Deepen Economic 

Ref orm, Facilitate the Protection of Private Ownership and 

Develop Entrepreneurship", and solidified in the FIL of May, 

1994. Finally, in November of 1996, a Presidential Decree 

entitled "On Additional Benefits for Enterprises with Foreign 

granted even further privileges to companies involved in the 

manuf ac turing of goods . "' 
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Despite recent achievements, both tax systerns rernain 

complicated and onerous.'60 Kazakhstan's direct tax bite begins 

with a 30% corporate tax based upon profits (except in Special 

Economic Zones (SEZ) in which the rate is 20%) and is 

accompanied by either a 15% tax on dividends (for Kazakh legal 

entities) or 15% surtax on net incorne (for branch offices). 

~zbekistan's equivalent corporate profit tax for non-MEFI is 

now set at 37% (having fallen £rom 38% in 1995 and 45% in 

1991) . 16' Aside f rom incorne taxes, 16' Kazakhstan ' s other notable 

federal direct taxes on corporations include a 30% social tax, 

and 2% unemployment tax. 163 Corporations investing in 

Uzbekistan on the other hand, must contribute Mandatory Social 

Fund Payments of 40% of payroll (to welfare (36%), unions 

( 2 % ) ,  and unemployment funds (2%) ) ,  an Enterprise Property Tax 

of 2% of assets, and a natural resource tax which varies frorn 

1-5% depending upon the indus try. i64 Finally, there are a 

rnyriad of taxes which must be paid for services at the 

regional and local level . '65 
Indirect Taxes and other Costs: 

The value-added taxes (VAT) of Kazakhstan and Uzbekistan 

are comparable at 20% and 17% respectively. Whereas 

Kazakhstan's rate has remained fixed for several years, 

Uzbekis tan ' s rate has been adj us ted downward. 166 Mowever , 

because of the broadness of the tax, VAT'S have become 

Uzbekistan ' s greatest revenue source. 16' Further, because of 

the structure of the tax, (including the exemption of imports 
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and inclusion of exports £rom the tax base, and the exemption 

of retailers from the VAT) , it could be argued that the tax 

favours traders rather than FDI. 168 

To be fair, Uzbekistan has offered some tax concessions 

to companies which export since 1991.'~~ Both countries have 

tried to encourage home production by offering foreign 

investors some concessions in duties and other indirect taxes. 

However, Kazakhstan was the first and most aggressive to 

exploit this by establishing 6 free economic zones (FEZ) in 

Apriî of 1992."~ The FEZ were granted more tax privileges as 

they were turned into Special Economic Zones (SEZ). In January 

1996, a large area  around the n e w  capital, Akmola was declared 

a customs free zone. 

Many taxes are extrernely difficult to compare. Excise 

taxes Vary trernendously, depending upon the product and the 

discretion of the customs off icial . ''l Non- tariff barriers have 

also been notoriously difficult to classify and therefore 

eliminate, although Kazakhstan has also made significant 

progress in July of 1995 in this f ield.lT2 

Two taxes have been judged particularly harshly by FDI. 

The first has been the requirement O£ companies in both 

countries to pay taxes on the import of capital needed for 

production. Reaiizing the contentiousness of the issue âs of 

March 1, 1997, firms in Kazakhstan may gain full exemption for 

imports of equiprnent, raw materials and supplies needed for 

their investment. 173 
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The greatest outcry by foreign investors over taxes 

however, has been caused by Uzbekistan's foreign exchange 

ta.. ~ h i s  tax combined with a compulsory 30% foreign currency 

surrender (as wi11 be explored later in the section on 

Currency) remains one of the greatest irritants of FDI in that 

country. Although the Uzbek government has made some movement 

to drop this condition £rom certain sectors. this irritant 

will remain a major disincentive to invest. Further, the 

atmosphere of uncertainty left by this rash move will continue 

to linger. 

Privatization and P r i c e  Liberalization: 

Perhaps the most important-factor for FDI in the fomer 

Soviet Union is the degree to which the state has receded £rom 

the economy. The two most obvious signs of this are the 

progress made in privatization and price liberalization. There 

is no question that Kazakhstan has been among the f irst and 

most aggressive in freeing up prices. Fixed prices were ended 

for 80% of goods in the retail trade in January of 1992. 

Prices for other goods were raised throughout the year. By 

1993, the only retail prices still regulated were 

transportation and communication services. bread and bakery 

products, baby food. sorne energy products . and imported 

medicineç. 17' ~dminis tered prices for bread and bakery ended in 

October of 1994 and on oil and oil products in December O£ 

that year. 

~avouring a more gradua1 approach, Uzbekistan has been 
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much more hesitant to release price controls. A partial 

introduction of price reform also occured in 1992. However, 

contrary to the begrudged acceptance which citizens of al1 the 

other FSU republic demonstrated, and to the horror of 

government officiais, riots broke out in the capital city of 

Tashkent? Conservative by nature, the Uzbek regime quickly 

backtracked, even introducing a system of temporary rationing. 

Once the political situation had stabilized, another round of 

price liberalization was announced in January of 1994. Since 

that time a considerable arnount of progress has occured at the 

consumer level. Unfortunately, rnany producer subsidies which 

also affect prices, have been slower to be removed.lT6 

Progress towards the privatization of state enterprises 

in Kazakhstan can be roughly divided into two stages, i) 1991 

to 1993 and ii) 1993 to the present time. i) Although some 

small-scale privatization had taken place before, the legal 

ground work for the process was laid in the Law on 

Destatization and Privatization on June 22, 1991. The 

responsibility for the privatization process was given to the 

State Property Management Cornmittee (GKI).n7 The chair of the 

committee was eventually made deputy prime minister to 

indicate the seriousness of the effort.178 The committee was 

given a considerable degree of flexibility in determining the 

rnost suitable form of privatization including: leasing, the 

purchase of previously leased enterprises, the transf er on 

concession, the transformation of a state enterprise into a 
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joint-stock Company, employee buyout, sale to legal entities 

whose portfolio did not include state property, and sale 

through au~tion."~ In order to participate in the process, 

privatization coupons were given to each citizen. 180 

Controversially, citizens of foreign States were also allowed 

to take part in the pro ces^.'^' 

Despite early progress in the privatization of housing 

(Kazakhstan first introduced a voucher system to buy flats in 

December 1991, one year before R~ssia),'~~ the process did not 

proceed as smoothly as hoped. The public remained suspicious 

and showed little interest in participating in the process. 

Officiais misapplied or chose to ignore what they considered 

unclear and in some cases contradictory rules. Because of this 

disorganization, it is very difficult to rneasure the initial 

success of the program; la3 with 1993 estimates of the 

percentage of the economy in private hands varying £rom 3 -  

16% . lE4 In any case however, it became evident to the 

government that major changes had to be irnplemented. 

Responding to a number of problems plaguing the system, 

on March 5, 1993, President Nazarbayev announced a number of 

changes to the sy~tern.'~~ In order to reduce jurisdictional 

disputes and to strengthen the institutions responsible for 

the privatization, the chairmen of the regional state property 

committees would be appointed deputy heads of administration 

(Terkoms) in each ~blast.'~~ To ensure strong central control, 

the Chairman of the GKI was given the responsibility of 
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al1 progress in privatization. With the aim of 

speeding up the process, state-owned enterprises 

reorganized into joint-stock companies of open- 

Finally, in order to reduce the abuses which occured £rom 

local officialç, the government introduced stricter criteria 

for privatization. The main changes were contained in an edict 

"On the Programme of Destatization and Privatization" which 

took away  the discretion local officiais had over the methods 

of privatization, and clearly outlined the procedure to be 

followed. The procedure in turn, depended upon the size of the 

Company. Small cornpanies (with less than 200 employees) were 

to be privatized in competitive auctions. These companies were 

to be paid for by 50% housing coupons and 50% cash, with 

preference for natural citizens, and a 10% discount if more 

than 50% of workers in enterprise participated in the 

188 purchase. Medium-sized companies (with between 200 and 5000 

employees) were to be offered in mass privatization. The 

public participated in mass privatization by acquiring private 

inves tment coupons (PICs) which were distributed to the 

189 general populous. The PICs were to be used by the public to 

buy shares in a number of private investment funds (PIFS) 

registered by the government. The PIFS would then use the PICs 

to purchase the off ered shares . lgO Large-sized enterprises 

(with over 5000 employees) were to be handled on a case-by- 

case basis with the GXI choosing one of four options: sale to 
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a specified investor with specified conditions, auctions, 

management contract, or sale to the public .lgl 

The goal of the changes was to privatize 34% of the 

economy by the beginning of 1996. 192 It is unclear if that 

target was reached, though certainly the privatization of 

small-sized enterprises was qui te advanced. lg3 Since that tirne, 

Kazakhstan has pursued the privatization of industry at a 

torrid pace. The reliability of statistics are hard to assess, 

however, Sergei Kolchin, Head of the Economic Statistics and 

Comparative International ~nalysis of the Russian Academy of 

Sciences' Institute of Economic and Political Studies 

estirnates that almost 90% of industrial production has been 

sold off in the last 2 yeardg4 

Uzbekistan was slower to begin the process though it has 

since picked up its pace. The responsibility for privatization 

was assumed by the State cornmittee for State Property (GKI) 

seven weeks after independence by the Law on Destatization and 

Privatization. The legal basis for non-state fimis had been 

determined earlier in the year. 195 

With the highest proportion of private ownership in the 

US SR,"^ Uzbekistan's first initiatives towards privatization 

were in the housing sector. Uzbekistan ernbarked upon the 

transfer of title of public housing to the individual in 1992, 

(though these rights were limited and did not include the 

rights to the land). Enjoying a culture which encouraged 

money-making, Uzbekistan also concentrated upon the srnall- 
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scale privatization of retail shops, trade and service 

enterprises. Both of these reforms are largely cornplete. The 

European Bank for Reconstruction and ~eveloprnent (EBRD) 

estimates that approximately 60 000 small-scale businesses 

(96% of the total) has been privatized or leased to worker 

collectives. lg7 

The government first announced its intention to privatize 

larger scale enterprises in a Presidential Decree in March of 

1994.1g8 But without the fiscal imbalances of many of its 

neighbours , Uzbekis tan was able to postpone the painful 

reorganization of the bigger SOEs. Following the external 

economic shocks of 1994, the republic could no longer ignore 

the potential aid and therefore advice of the IMF. In a major 

policy speech in March 1995, President Karimov announced his 

country's cornmitment to a number of IMF conditions, including 

renewed efforts in privatization of SoEs.''' 

Little progress however, has been achieved in privatizing 

medium and large-sized businesses. By the end of 1995, it was 

estimated that only 2300 medium and large-scale businesses 

(approxirnately 20%) had been privatized. Many of these were 

denationalized through closed stock and government held 

majority shares. 200 

In order to speed up the process, in October of 1995, the 

President announced the launch of a Mass Privatization Plan 

(MPP). The goal of the MPP has been to increase the size of 

the private sector to 60% of the Gross Domestic Product (GDP) 
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by selling interests in 3000 state enterprises (51% to the 

public and 30% to private investment funds) . Despite much 
higher government claims, by the end of 1996, the EBRD 

estimates that only 40% of the GDP is actually controlled by 

the private sector. 201 

Many problems continue to plague the privatization 

process in both countries. Questions have been raised about 

the prices obtained for the privatized c~rnpanies."~ As in the 

rest of the former Soviet Union, ownership of the best 

companies is concentxated in few hands - thus the expression 

nomenclatura privatization. In Kazakhstan, the public has 

taken little interest in the investment funds that accumulated 

vouchers , 'O3 and public participation in auctions has proven to 

204 be disappointing . Critics have accused the government of 

dumping the least promising enterprises to the market and 

keeping many of the crown jewels. As a result, rnany 

enterprises to be sold a r e  unmarketable. 205 Finally, many 

ethnic Kazakhs (including government officiais) have feared 

that the process would unfairly favour the Russian population. 

Thus, privatization has proven to be an ethnically divisive 

process . 206 

The sale of state property to foreign sources in both 

countwies has also been limited by restrictions. Until the 

spring of 1995, for instance, foreign capital could not buy 

stocks directly in Kazakhstan, but had to bid in investment 

funds - even then, the stocks were not to exceed 31%. 'O7 Both 
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countries have also banned foreign participation in certain 

208 strategic sectors. Since 1995 however, Kazakhstan bas been 

increasingly eager to sel1 to foreign buyers. Restrictions on 

the percentage of foreign ownership were lifted and many more 

enterprises have been put on the selling block .  Caught in a 

cycle of plummeting demand and unable to pay workers' wages. 

Kazakhstan has been forced to sel1 to foreigners to begin to 

clear up inter-industry debt to re-establish tax revenues. 

One of the most positive signals to foreign investors in 

Central Asia was the passage of ~azakhstan's 0i1 and gas law 

on June 28, 1 9 9 5 .  formally opening up the energy sector to 

competitive bidding (including exploration rights) . Kazakhstan 

has also been very active in selling mines and energy plants 

to foreign inter est^.^^^ With ~ S S  urgent fiscal pressures on 

the other band, Uzbekistan has been able to be more selective 

with their foreign partners. 

Land ûwnershig: 

Consistently rnentioned as a concern of foreign investors 

are the restictions which continue to exist on land ownership. 

Kazakhstan's Law on Land made it the first country to permit 

private ownership including 100% foreign ownership. However 

the legislation is very straightf orward in outlining the 

limitations of deed. Ownership refers to the land surface not 

necessarily what is underneath, 210 nor adjacent to the property 

(for instance water}. TO the frustration of foreign investors, 

ownership of land used for industrial and other economic 
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facilities is still not transferrable. 211 Further. the owner 

must use the land as it was originally earmarked? 

A n  owner's rights are even more restricted in Uzbekistan. 

One of the reasons for the slow pace of land reform is that a 

guaranteed water supply regime has still not been secured. 

Until this development occurs, the irrigation-based 

agricultural sector which dominates the econony will be very 

vulnerable."' As a result. land can be owned for residential 

2 1 4  or trading purposes only. Further, the requirements for land 

ownership remain difficult to meet. Rather long-term leasing 

is encouraged (for up to 99 years) . 2 ' 5  

BankingKurrency: 

One of the greatest deterrents to investment are the 

problems with both of the countries' financial systems. Eefore 

the collapse of the Soviet Union, bath countries had relied 

upon central bank accounts in Moscow. Establishing new 

financial institutions has proven to be a long. arduous, and 

complicated task. The inconveniences. occasional policy 

reversals, and general limitations have proven very 

frustrating to investors, particularly in Uzbekistan- where 

al1 transactions by enterprises (except for travel and wages) 

must be paid by interbank transfer rather than cash. Because 

interbank transfers can sornetimes take months to clear, a 

parallel pricing system has been set up in which the price for 

goods in interbank transfers can be up to three times as 

e~pensive."~ The difficulties of obtaining access to hard 
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currency have proven even more complicated and inconvenient. 

The very limited number of banks allowed to operate can 

make it very di£ f icult to finance let alone insure projects 

internall~.~~ There are only 30 commercial banks in Uzbekistan 

and the market is dominated by two. 2 18 Kazakhs tan has 

encouraged more competition with approximately 200 banks, but 

the powerful domestic banks have maintained their Soviet roots 

and concentrate mostly in the agricultural sector. Many of the 

institutions which exist do not have the incentive or freedorn 

needed to best serve clients. In many cases they are not 

sufficiently free of Soviet era responsibility and government 

interference. In Uzbekistan for instance, local cornmittees at 

the Hokirniate (mayor ' s office) level can require commercial 

banks to give loans to a business if the enterprise can't pay 

wages . 219 

Finally, and perhaps most irnportantly, the limitations 

placed upon foreign ownership of banks and financial 

institutions has deprived the market of the stability of 

strong and dependable financial backers. Kazakhstan began to 

make strides in this direction with the passage on September 

6, 1995 of the Bank and Banking Activity Law which opened the 

door to foreign activity in the banking sector. Several 

potentially protectionist barriers remain. Operations depend 

upon a rating by the National Bank of Kazakhstan (NBK) . And 

branches will only be allowed to operate after the parent has 

been functioning for more than a year. However, several big 
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banks have taken advantage of this opening including Deutsche 

Bank ABN, AMCO, the Bank of China, and a subsidiary of Chase 

Manhattan. Despite concern following the collapse of the 

countries £ifth largest bank, the system appears to be 

stabilizing. 

Both Kazakhstan and Uzbekistan have drafted legislation 

guaranteeing the repatriation of profits and capital. 220 

However, the Uzbek government still has not signed Article 8 

of the International Monetary Fund (IMF) Charter obliging 

countries to execute convertibility for txade issues. Not 

coincidentally, one of the greatest complaints £rom foreign 

businessmen in Uzbekistan has concerned problems of 

~onvertibilit~. 221 Despite some progress since 1994, limited 

options have distorted the marketplace to focus on those 

industries which do operate in foreign currency (at the 

expense of many other local industries) .i22 Further, the 

situation drastically deteriorated in the fa11 of 1996 as the 

Uzbek government imposed a series of restrictions on currency 

transactions to cope with a decline in the value of the sum 

and greater than expected fiscal sh~rtfall."~ 

In August of 1996, al1 cash withdrawals were suddenly 

suspended wi thout specific permission. 224 Amongst other 

restrictions, as of October 22, 1996, the number of banks 

permitted to trade in hard currencies was reduced to two (the 

Bank of Foreign Economic Activities and the Uzbek Industry and 

Construction Bank) . Further , the number of f oreign exchange 
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225 offices was decreased from 95 to 39. The black market rate 

of the sum soared and foreign companies which were stuck with 

the rapidly devaluing currency lost money. The IMF deemed the 

situation serious enough to cease its loan payments, which 

have yet to be r e s ~ m e d . ~ ~ ~  President Karimov has since 

attempted to address sorne of the concerns of FDI, 227 but the 

exercise has seriously damaged foreign confidence in the 

country. 228 

O t h e r  ïmpediments t o  FDI: 

Although much of the legislation itself has improved in 

recent years,22g potential investors still cornplain of a lack 

of transparency and stability in the legal system, as 

persistent amendments are added. 230 In order to protect f oreign 

investors from the frequent changes, both countries have 

adopted some form of grandfathering principle. 23 1 However 

frustration continues to result £rom the modifications of 

amendments . 232 Many laws remain unclear even to the off icials 
whose mandate it is to carry them out. Differences in 

interpretations throughout the labyrinths of bureaucracy are 

frequent and there is little recourse. The whole process is 

complicated by the complexity, particularly in Uzbekistan of 

the hierarchical registration and approval procedures. 2 3 3  

Although much of the legislation has changed, the crooked 

and backward apparatchik charged with enforcing the laws have 

remained firmly entrenched in both countries. The 

implementation of legislative changes has been particularly 
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unsatisfactory in uzbekistan. 2 3 4  But with limited backers 

(apart from foreigners) and many opponents to change, 235 the 

process of overhauling the respective bureaucracies wi11 

consume a great deal of the government's time and money. Until 

then. investors will continue to be subject to the whims of a 

bureaucracy which has absorbed the worst qualities of eastern 

traditi~n"~ and communist practice. Many bureaucrats simply do 

not see themselves as public senrants. Parkinson's law in the 

extreme means long and complex paperwork. speeded up only by 

gifts .237 The amount of red tape confronting FDI, however, 

remains excessive. 238 

Lack of clear title239 and frequent changes of individuals 

240 in authority cornplicates the process. ~nwillingness of those 

in charge to make decisions frustrates foreign investors even 

241 more. Forbidden £rom having direct relations with foreign 

buyers during Soviet times and trained to simply follow orders 

f rom central cornmittees in Moscow, 2 4 2  investors consis tently 

cornplain of the lack of the bureaucracy's creativity in 

solving problems. 

Both leaders recognize the drag of their respective 

bureaucratic nightmares in al1 aspects of the economy, acd its 

negative effect on both foreign and domestic investment. In 

order to address these problems, on February 12. 1996, 

President Karimov signed into law resolution no.55 ("On the 

Perfection of the Creation of State Regulations and Activity 

of Enterprises ~ i t h  Foreign Investments in the Republic of 
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2 4 3  Uzbekistan"), to i) increase the speed of registration, ii) 

clarify document requirements, and iii) assign responsibility 

for procedures of implementation. Unfortunately, the 

registration procedures remain burdensome, requiring 

considerable documentation and many fees to be ~ a i d . ~ "  

President Karimov has also been active in firing top level 

officiais (for instance regional governors) to make examples 

of those slow to change. 

Out of desperation or conviction, President Nazarbayev's 

knife has plunged much deeper. The President has announced 

plans to reduce the government's administrative workforce by 

50%. 2 4 5  In the interest of streamlining decision-making and 

papemork, responsibilities in al1 aspects of the economy (not 

only investment) have been centralized in several key 

ministries. The number of ministries in the Kazakh government 

was just recently cut again by a third (from 21 to 14) ."6 

Perhaps most importantly for FDI however, has been President 

Nazarbayev's willingness to intervene at the local and 

provincial level to minimize interference £rom other levelç of 

government. This visible participation to ensure the integrity 

of larger ventures in turn inspires confidence and justifies 

many smaller investments. President Karimov on the other hand, 

with a few important exceptions like Daewoo, Coca-cola and 

BAT, has not. 



Sunnnary: 

Kazakhstan's plight is well-recognized by its government 

and particularly its leader. In order to Save Kazakh industry, 

President Nazarbayev recently stated that FDI rnust be tripled 

or quadr~pled.~" This recognition has been translated into 

action. The last section demonstrated the greater progress 

achieved by the government of Kazakhstan in implementing 

economic reforms necessary to attract FDI. 

Although problems remain, significant advances have been 

made in streamlining and clarifying Kazakh processes and 

legislation specific to FDI. Kazakhstan has established one of 

the most competitive tax regimes in the CIS. The country was 

the first and continues to lead in tax holidays, free economic 

zones and other business incentives. 

Kazakhstan has made considerable progress in providing a 

stable financial atmosphere, and has been far more liberal 

than Uzbekistan in the convertibility and repatriation of 

profits. The Kazakh government was the first to carry through 

on the difficult process of price liberalization. Kazakhstan 

has been more aggressive in offering ownership of state 

monopolies to foreign buyers. Finally, the Kazakh President 

has repeatedly faced down local administrators and other 

levels of bureaucracy which have atternpted to impede the 

operations of foreign investors. 

Reflective of the conservative nature of the regime and 

its ernphasis on stability12" economic reform in Uzbekistan has 
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proceeded at a slower pace. Rather than accede to 

international institutions' recomrnendations to shock the 

economy, President Karimov has preferred to pursue a gentler 

and "unique" Uzbek road to development. So far the Uzbek way, 

has meant a reluctance to loosen the reigns of government 

regulation and support. As stated by President Karimov in his 

recent book, Alona the Road of Deepenina Economic Reform, 

Since newly-organized organs had neither experience nor 
the very mechanism of self-regulation in market 
conditions. . . (there was a need for) reasonable 
administrative regulation, particularly so in interests 
of maintaining executive and financial order. 249 

As was evident during the currency crisis of 1996, faced with 

econornic stress, the government did not hesitate to revert to 

traditional draconian measures in order to maintain control 

over the economy. 

Although economic reform in Uzbekistan has speeded up 

considerably since 1994, including improvernents in FDI 

specific legislation, many problems remain. The gradua1 and 

moderate nature of reforms may have temporarily saved the 

population £rom an economic crash, however they have also 

discouraged investment. 

What Accounts of Uzbekistanls Slower P a t h  to Reform? 

The question then becomes, facing similar economic 

challenges to Kazakhstan, why has Uzbekistan placed far less 

emphasis on pursuing F D I ?  Shock therapists would argue that by 

pursuing reform gradually, President Karimov is simply 

prolonging the pain. The evidence from eastern Europe 

continues to indicate that the comunist countries which 



liberalized most quickly have experienced the greatest 

returns. If, as was argued earlier, FDI will be an important 

aspect of development, then it follows that moving slowly on 

creating an attractive investment climate is simply postponing 

development. It is therefore tempting. particularly in the 

wes t , to explain the discrepancy between the inves tment 

climates of Uzbekistan and Kazakhstan in terms of the 

enlightenment of the leaders. President Nursultan Nazarbayev 

has acted more quickly and forcibly in pursuing FDI because he 

is more enlightened. But is the answer to the discrepancy in 

emphases really that simple? 

Beyond normative judgements of a policy-makers' 

character, there are three possible logical explanations which 

may account for variations in policy. i) Although on the 

surface, the circumstances upon which policy is based appear 

similar, there are in fact, important differences which have 

swayed the policy-makers to make distinctive choices. ii) The 

circumstances are similar, but the policy-makers have either 

assessed the circumstances differently, or have dissimilar 

goals. iii) There is a problem with the economic theory which 

rnay affect its applicability. 

Why it is Important to Find Exphnation of Differences in 

Policies: 

The answer to this question is invaluable for a number 

reasons. Once the main obstacles to resistance and/or 

incapability is found, interna1 and external forces pressing 
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for a certain economic policy (in this case the creation of an 

environment conducive to FDI) can determine the proper methods 

necessary to achieve their goals. Not only could interested 

parties prove more persuasive, but reasonable parameters of 

success could be established. It is imperative that 

(particularly external) interests recognize what is a 

reasonable goal, because these judgements of progress often 

determine whether positive or negative inducements are 

employed. Miscalculations leading to negative inducements 

could serve the opposite effect, discouraging leaders and 

having a profoundly negative effect on the economy and 

population. 

Once again there are three possible answers, or more 

likely some combination of the three which may explain the 

discrepencies in policies. i) If thexe is a difficulty with 

the prescribed economic model (in this case, the neoclassical 

model) affecting its applicability- or if a more suitable 

model for development exists- then dogma must give way to 

practicality. For in pursuing an inferior, but favoured model 

of economic development, not only would those lobbying forces 

(ie the World Bank) be pushing economic policy in the wrong 

direction, but they would be punishing the leader and people 

for not pursuing the flawed ideal fast enough. In such a case, 

the lobbyist should rethink its prescribed poli~y.~'' 

ii) If the circumstances are similar and the economic 

policy is correct, then the problem lies solely with the 
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policy-makers. In this case, interna1 and external forces 

pressing for a certain policy to be adopted must either change 

the perceptions of the policy-makers and/or find some other 

way to address the policy-makers' fears and/or satisfy their 

goals. 

iii) If the circumstances are in fact different, the 

special impracticalities and/or difficulties of implementation 

of a certain policy rnust be recognized. In this case, while 

interested parties must not lose sight of their goals, in some 

circumstances, perhaps they cannot expect the same progress. 

While there is certainly a difference between justification 

and explanation, in cases where aid is conditional, a certain 

amount of leniency may be required for those with more 

difficult tasks. Once again, if the costs to the leader are 

already high, further negative inducements for not progressing 

fast enough may actually lead to discouragement and policy 

reversal. 

i) Problem with Economic Theory: 

Traditional Concerns: 

A tremendous volume of literature has been published 

exploring the first possibility. Although neoclassical theory 

has consistently dominated the thinking of most western 

economists and international economic institutions - where it 

has worked - in much of the rest of the world, its 

applicability as a mode1 of development has been ~hallenged.~~' 

One of the main concerns of critics of FDI in developing 
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nations is the inordinate degree of economic influence which 

some MNCs seem to have achieved over government p o l i ~ y . ~ ~ ~  Many 

theorists have argued that over-dependence upon a limited 

number of foreign companies can place tremendous pressure upon 

developing nations to accommodate their demands on issues as 

diverse as unions, the environment, and taxation, 253 or face 

losing money, jobs and technology they come to rely upon. The 

latitude of one's monetary policy can also be restricted if 

foreign interests rnust be taken into c~nsideration."~ 

Beyond the possible affronts to economic sovereignty, 2 5 5 

foreign-owned businesses are also often blamed for assuming 

oligopolistic positions and crowding out locally-owned 

enterprises. 256 In fact, because large, established foreign 

firms are considered more credit worthy by domestic banks, MNC 

borrowing can both decrease the capital available to domestic 

entrepreneurs and lower local ~avings.~" Critics have pointed 

out that many larger MNCs tend to operate in enclaves, 

therefore not having the same multiplier effect as dornestic 

f irms . '" Further, because multinational f irms are less likely 

to reinvest earnings but can repatriate profits during 

economic downturns, they are more prone to participate in 

capital flight - when their presence is most needed.i'g 

Many theorists have argued that the technology introduced 

into the developing world is often second rate?' Even, if the 

technology is very up to date and particularly capital 

intensive, it will, ironically, often end up cutting jobs.26' 
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In developing countries with high unemployment rates, 

downsizing is often politically unacceptable and 

inappropriate, 

There are significant factions within the field of 

development economics which favour less accomrnodating, more 

discriminating policies towards FDI . 262 Even the international 

economic organizations recognize that the quality of 

investments attracted may be just as important as the 

q ~ a n t i t y . ~ ~ ~  This reassessment of selective discrimination has 

to certain degree, been forced by the spectacular economic 

growth of the newly industrialized countries ( N I C s )  of south- 

east Asia. Many have argued that the NIC ' s  economic success 

has been based, to a certain degree, upon i) policies of 

selective market entry requirements which discriminated 

against certain foreign firms, and ii) a program of state 

subsidization of some domestic infant  industrie^.'^^ In 

addition to the protection of infant industries, sorne western 

economists have argued that in certain instances, non- 

cornpetitive policies can have other useful functions: 

including the securement of higher rent-yielding industries, Z' 

and the opening up of a cornpetitor's markets? 

~eoclassical Resgonse: 

Even strategic trade theorists admit that not only are 

the cases where state interference on behalf of domestic 

indus tries very limited, 267 but that by pursuing this 

discriminatory strategy the government runs the risk of 
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268 retaliation. Neoclassical economists continue to point out 

that even without retaliation, the costs of isolating an 

economy from competi tion are high. 269  

It is true, that in response to economic successes in 

East 

Asia and failures of reform in west Asia, international 

economic organizations have been forced to recognize the 

necessity of strengthening, not weakening many state 

apparatuses as essential preconditions of development. 270 

However, the utility of tightening the control of the state 

over the economy is to guarantee a stable investrnect 

environment- to provide for, not interfere in, fair and open 

cornpetition. 

While there is no denying the econornic success 

experienced by the NICs, the basis and sustainability of that 

growth is the subject of intense debate.27' Certainly south- 

east Asia's industrial policies were complimented by sound 

macro-economic policies. But it is highly questionable whether 

the NICs successes can be repeated by countries with fewer 

cultural, bureaucratie and other advantages in a different 

time . '72  For instance, even if the government agencies of the 

NICs were particularly skillful or lucky at picking the 

appropriate winners, it is doubtful whether less sophisticated 

bureaucracies could be discrirninating and flexible enough to 

adjust to an increasingly complicated and fast changing world 

273  economy. Finally, even if government agencies were capable 
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of assessing which sectors to promote, for political and 

personal reasons the temptation for nepotistism and/or other 

forms of political favouritism would be great- perhaps 

overwhelming . 274 

It is true that many TNCs have preferred to keep their 

most costly and sophisticated technology within their home 

country, in order to reduce costs and maintain their 

technological advantages. However, this protective reflex rnay 

be changing as more and more firms recognize that to adapt 

their products to increasingly competitive foreign markets, 

more and more sophisticated processes must be transferred 

overseas . 27s The opportunities for developing countries to 

attract more sophisticated processes are particularly 

promising in the electronic and biotechnology fields, and in 

the development of new materials and energy te~hnology."~ 

The fact remains that the industries of developing 

countries are more likely to gain access to important 

developments in research and development ( R  and D) if they are 

part of an MNC network than outside of it.277 AS was mentioned 

in the introduction, to be completely isolated f rom 

sophisticated technological developments of the huge R and D 

departments of MNCs, would exclude developing countries £rom 

seriously competing in many of the highest value-added goods. 

Although the advantages of TNCs may be overwhelming at 

first - even temporarily crowding out some domestic producers 

- in the longer run, cornpetition by foreign operations should 
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278 force domestic monopolies to become more efficient. For in 

many cases, only foreign firms have the capital necessary to 

challenge local monopolies and force efficiency gains. 279 

Greater efficiency should lead to lower priceç for 

280 consumers. But cornpetition should also have positive effects 

for producers. Used to foreign market conditions, TNCs tend to 

demand higher standards ranging from quality control to 

delivery dates to the prices of ~uppliers~~l to even pollution 

emission. 2 82 

There are a nurnber of other direct and indirect 

advantages 

gained £rom FDI. The most obvious benefit to host governments 

is the higher tax revenue extracted £rom foreign operations. 2 8 3 

Foreign firms also often offer higher wages for domestic 

lab~ur."~ Labour and management of foreign firms benefit from 

the formal training and transfer of informal knowledge of new 

technologies and industrial organization rneth~ds.~~' Eventually 

2 8 6  this new access may encourage entrepreneurship. Finally, the 

connections of foreign fims to other markets should not only 

open up opportunities, but also create an incentive for 

domestic fims to venture beyond their own  border^.*'^ 

There is no question that in order to attract FDI, 

certain sacrifices and compromises must be accepted. However, 

since the 1980s, there has been a general reassessment within 

the development community of the costs of accomrnodating 

TNCs . 288  Many of the rnost vigorous criticisms of TNCs 
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(particularly the dependency theories) were formulated in the 

1960s and 1970s, when the advantages of TNCs versus developing 

nations was arguably at its peak. The trends seemed to 

indicate that the advantages would continue to grow for fewer 

and larger American headquartered companies to impose their 

conditions upon increasingly dependent and defenceless 

developing nations.289 

There are three reasons why the bleak trends did not 

continue as forecast. i) The international economic situation 

changed. Contrary to the dire predictions, greater competition 

for global markets amongst TNCS,~~' and trends towards 

decentralization and away £rom conglomerization have improved 

the negotiating position of some developing countrie~.~~' ii) 

As third world governments gained more experience with TNCS, 

they understandably became more savvy- developing both 

stronger negotiating skills and more sophisticated monitoring 

capacities. 29' iii) Related to the previous point, developing 

countries have learned that their bargaining position improves 

after an TNC has committed itself to an investment project. 

For TNCs are more vulnerable during negotiations if they have 

a large stake of fixed assets at r i ~ k . * ~ ~  Therefore, many third 

world nations have found that it is better to welcorne in a 

foreign corporation and then squeeze benefits £rom it (through 

ie performance requirements and/or gradually higher taxes) , 

than to not let it in at all. 

Li) Leadersm Perception 
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As the economic logic of pursuing FDI remains compelling, 

the explanation for the discrepancy in policies must be found 

elsewhere. It is possible that the differences in policy 

decisions are simply reflections of differences in the 

decision-makers' perceptions of the problems confronting 

them.294 Since the end of WWII, a considerable amount of the 

research within the comparative policy £ield has been devoted 

to exploring the sociological and psychological factors which 

rnay temper this perception. 

The research can be generally divided into two 

categories. i) The first body of work has concentrated upon 

the classification of specific pre-existing individual and 

group character traits which are likely to influence the 

2 9 5 decision-makers. Considerations which may be taken into 

account in drawing up the profiles include the intellectual. 

ideological or religious education and training received by 

the decision-makers, other cultural or familial influences, 

evidence of traumatic experiences. and other specific 

296 idiosyncrasies. ii) A secon6 body of scientific inquiry has 

focused on how generalizations in human behaviour could be 

applied to predict reactions in specific circumstances. For 

instance, how decision-makers are likrly to react to different 

levels of stress. different sizes of confli~t,~~' a lack of 

information,298 or limited abilities to recognize and process 

in£ ormation because of in£ ormation overload. lg9 

Concentrating upon the mindsets of the leaders has been 
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considered particularly appropriate for analyzing the policies 

of developing countries for two reasons. i) First, the leaders 

of newly independent nations have been able to exercise a 

tremendous amount of power - which fias been much less 

constrained than in the developed nations. Many of the 

institutional checks and balances which have been legitimized 

by tradition in the developed world have not had tirne to 

challenge the executive in many developing nations. As a 

result, even if a policy isn't specifically drawn up by the 

leader, it is often created for h i m  by a fearful 

3 00 bureaucracy, and passed by a fearful legislature. 

ii) Second, there are few other alternative frameworks of 

analysis. For example, whereas policy analysts studying the 

developed world can fairly easily trace the evolution of 

policy through the incremental processes of firrnly established 

institutions; many of those mechanisms do not yet exist in the 

developed world - or are in a constant state of flux. Because 

of strong persona1 interests in blurring the parameters of 

their power , Io' the responsibilities of off icial positions are 

often unclear and/or overlap. Therefore, because of the 

translucent and secretive nature of the decision-making 

process, it has proven extremely difficult for analysts to 

establish the deterrninants of policy outside of speculations 

of leader's motives.302 

If focusing upon leaders' motivations has been favoured 

by comparative policy theorists examining developing 
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countries, it is only by default - it is perhaps the easiest 

and possibly least bad approach. But the method is far =rom 

adequate in explaining policy differences. If fact, analyses 

of leaders' motivations suffer £rom rnany of the same problems 

of secrecy and lack of information which have hobbled other 

explanations. One can never really get inside a decision- 

maker's head to determine what motivates him. This assessment 

is particularly difficult in rnany newly independent States - 

where leaders can choose to be isolated, and expressions of 

motivation are limited to statements in a propagandized press. 

Further, although the leader may determine the final 

decisions on policy, concentrating solely upon the President 

is too narrow a focus. Other figures such as cabinet rnembers, 

military men, heads of econornic interests, and leaders of 

ethnic groups who form the President's basis of support must 

be consulted and also have a role in the decisionmaking 

process - if less obvious. 

Even when a policy decision is signed into law by the 

President, it doesn't necessarily mean that it will be 

implemented as designed. In order for policy objectives to be 

achieved, the tiny executive elite must rely upon a vast 

bureaucratic structure. Many public policy theorists have 

argued that it naive to consider these entities as mere 

dependent tools. But rather that the final policy is the 

result of intensive bargaining within and between the 

bureaucracy and admini~tration.~~' For bureaucratic structures 
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also have interests which rnay conflict with the 

administration's wishes . 'O4  The rules, timetables, processes, 

and budgets of institutions can place significant restraints 

upon what a politician can acc~rnplish.'~~ Perhaps most 

importantly, the bureaucracy is largely responsible for 

supplying (and filtering) the information which leaders use to 

consider the appropriate policy. Therefore, even if policy was 

primarily determined by leaders' perceptions, bureaucratic 

institutions can control that too. 

iii) Differences in Situations: 

The absolute dichotomy between behaviouralists and 

inst itutionalis ts continues to narrow as they are f orced to 

recognize the merits of each other's position. 

Institutionalists rnay grant that exploring a leader's 

perceptions 3s adequate in explaining the goals which the 

decision-maker is attempting to achieve. However , 

behaviouralists must admit that leaders are to a certain 

degree confined within institutional constraints and 

mind~ets,'~~ regardless of the decision-maker's recognition. 3 07 

In addition to institutional constraints, there are many 

other factors which wi11 shape the form and outcome of 

policies: including possible clashes with international law 

and non-compliance £rom those affected. However, these are 

simply factors which should be taken into consideration by the 

policy-maker. They do not change the fact that it is the 

leader who makes the final policy decisions. Behaviouralists 
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are therefore correct in concentrating upon the leader as the 

ultimate decision-maker. However, differences in leader's 

perceptions are more often than not based upon differences in 

the real situations. ~ h i s  is the case for the leaders of 

Kazakhstan and Uzbekistan. The thesis will argue that the 

discrepancies in policies are not just do to psychology, but 

to important differences in the situations in which President 

Nazarbayev and President Karimov find thernselves. 

A psychological analysis would explore the goals and 

fears of the leaders. However, this thesis will assume that 

the goals of Pwesident's Nazarbayev and Karimov are the same 

as most political leaders, and that is to stay in power. 308 

Further, the thesis wi11 attempt to demonstrate that the 

leader's expressed fears are not rnerely self-induced, but 

rather either relative reflections of reality or serve an 

unexpressed political purpose. It will be argued that despite 

the number of apparent similarities in the problems 

confronting the Presidents, there are important differences in 

the real situations in which the leaders find themselves. The 

author will contend that it is these differences which account 

for the discrepancies in policy. 

Once again, the author has adopted the realist approach 

that the primary consideration of politicians is the 

rnaximization of political power, and that policies tend to be 

reflections of this attempt. For if the long-term economic 

interests of the citizenry were the primary consideration of 
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policy-making, as the economic logic presented has shown - the 

discrepancies in FDI policies would rernain a conundrum. 

Therefore the explanation must lie not in economic but 

political calculations. 

Conflicting Choices: 

Unfortunately many policies which have long-term economic 

benefits may have short-term economic and therefore political 

costs - and this is the case with FDI friendly legislation. 

Many of the costs of creating a macro-economic climate 

suitable for investment are immediate, while it rnay take 

several years to reap the windfalls. Further, whereas the 

initial gains of FDI cornpetition (such as lower prices and 

greater product selection) may benefit al1 consumers in a 

small way, for those domestic industries which must al1 of a 

sudden compete with an overwhelmingly powerful foreign foe, 

the clashes and subsequent defeats will be particularly 

devastating, perhaps fatal. Therefore the opposition in these 

sectors can be expected to be particularly concentrated and 

intense. 

In the short-term there£ore, the leaders must expect a 

possible loss of powerful allies and a decline in popular 

support. The optimal time to pursue a specific policy, 309 or 

whether a political leader can afford this ternporary loss in 

his stock of political capital at all, will be detemined by 

a number of complicated political calculations. Because of the 

sheer number of factors which must be taken into consideration 
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by the decision-makers, the author has divided the political 

calculations into two sections: i) As was just previously 

discussed, in order to determine what are acceptable costs and 

risks, the leader must evaluate both the security of his 

political position within his country, and the potential 

consequences of losing political allies and popular support. 

ii) However, in order to determine the potential gains of 

pursuing FDI, when the gains might be realized, and what must 

be conceded in order to successfully attract F D I ,  the leader 

must also consider his negotiating position vis a vis TNCs. 

i) Assuming that it is the President who makes the final 

decisions about FDI policy,310 the most important questions 

which the leader must ask himself are: a) who are his 

foundations of power and b) what are the potential challenges 

to his regime? a) Even in a democracy in which the government 

is supposed to be the people, some people are much more equal 

than others. The government must assess whose support is 

essential, what it will take to maintain their confidence, and 

how the FDI policy will affect them. The decision-maker must 

always ask how F D I  will affect the financial position of 

important business, political, ethnic, and/or military allies. 

If it is near election time, or if the President fears 

political unrest, an important consideration is how FDI will 

affect the peoples' standard of living in the short and long- 

term. The leader may even want to consider how FDI may add to 

or cut into the bureaucracies' ability to extract kickbacks. 
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b) Second, how dangerous are potential adversaries and how far 

can they be pushed if the initial consequences of FDI are 

negative for them? In other words, how malleable are the 

citizens, their representatives, and bureaucratic structures 

to short-term pain such as increased unemployment or lower 

standards of living, and how able is the leader to resist 

these s trains? 

ii) The consequences of FDI are dependent upon which 

sectors are opened up to competition and which TNCs are 

involved. The agendas of the leaders of states and companies 

are not to improve the welfare of their counterpart, but 

primarily to generate revenue for their own. The policy 

determining the rules of FDI should reflect the best terms 

that the state believes it can achieve in its business 

relationship with foreign capital. The tems which the state 

can demand of TNCs are, in turn, dependent upon the strength 

3 11 of its bargaining position. The respective positions for 

negotiation will be determined by which needs the other more, 

the state or the TNC.3i2 The greater the quantity of physical 

resources, the higher skills possessed by the workforce, 

and/or the larger the size of the market which a country can 

offer, the greater concessions it can demand for access to it. 

The bargaining position of a country will also be affected by 

the nurnber of competing firrns interested in establishing 

commercial ventures within its  border^.^'^ 

On the other hand, a country's position in negotiating 
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with TNCs varies inversely with the greater the number of 

competing potential hosts with which the TNC could access.3'4 

Other advantages for TNCs when bargaining with developing 

nations include their control over finance, technology, 

marketing, and/or access to export control over the 

sourcing of inputs necessary to continue production, and the 

proportion of foreigners in managerial and technical 

positions. 316 

In conclusion, beyond the prejudices of the leader (which 

are hard to measure) there are two constraining factors which 

will determine the parameters of FI policy: i) the 

government's bargaining power with TNCs and ii) the leaders' 

power versus their general electorate and specific domestic 

interests. The next chapter will explore the former and ask 

three important questions. Firs t, what does FDI want? Granting 

that the needs of a Company Vary between and within 

industries, the chapter will begin by establishing several 

general deteminants O £  investment as outlined in John 

Dunning's Eclectic (or OLI) theory. Second, what do the 

republics of Kazakhstan and Uzbekistan have to offer a 

potential investor? This will be determined by an examination 

of the fairly hard data of several international economic 

organizations and other sources. This should establish both 

the respective bargaining positions of the two countries and 

the potential returns which could be expected Erom the 

successful implementation of an investment-friendly 
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enviroment. Third, what can Kazakhstan and Uzbekistan do to 

improve the attractiveness of their investment climates? There 

are many determinants of investment which are sirnply beyond 

the control of any government. One of the greatest attractions 

of Central Asia to foreign investors is the reserves of non- 

renewable natural resources and there is nothing that a 

national government can do (beyond expanding its borders) to 

increase that base. 

Unfortunately, many of the instruments available to 

governments to improve the countries' investrnent climates 

involve econornic sacrifice for the majority of the population. 

The governnent's ability to use these instruments will be 

based upon not only potential returns but potential risks. 

Chapter 4 will examine the interna1 pressures facing 

Presidents Nazarbayev and Karirnov which should influence the 

leaders' willingness to subject their populations to the 

conditions demanded by TNCs and their backers. Unfortunately, 

not only are the pressures difficult to quantify, but 

decisions are often based upon a leader's perception of risks 

(which can be influenced by a number of irrational factors). 

Nevertheless, the chapter will attempt to answer several 

main questions and a number of smaller ones. First, how do the 

people of the republics of Kazakhstan and Uzbekistan and their 

representatives view FDI? Granted, without the benefit of the 

relatively hard data of surveys, definitive answers are 

practically impossible. However, it is possible to list a 
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number of historical experiences and in particular, residues 

of the Soviet experiment, which are bound to temper 

perceptions towards foreign economic intrusions. Further, it 

is not the presence of the TNC which is likely to galvanize 

resistance, but rather the imposition of economic reforms 

necessary to attract the economic entity. Therefore, the more 

important question is what short and medium-term sacrifices 

are the people of the republics likely to tolewate in the 

pursuit of long-term economic benefit as calculated by the 

leaders? Again it is impossible to determine any absolute 

breaking points however, there are several important cultural 

and historical differences which must be taken into 

consideration by policy-makers. 

The chapter will end with the bottom line for 

authoritarian policy-makers. What can the people and their 

representatives do about their grievances? And this leads to 

the next question, what are the leaders' foundations of power? 

Finally, how vulnerable is the leader to local, regional, 

national, and other opposition? The last questions will be 

answered using the traditional approach of examining the 

respective institutions of power. These rational calculations 

of risks and benef its should determine the f lexibility the 

leader will feel he has in implementing the correct policy in 

al1 economic fields, including FDI. 

Thesis : 

This paper will argue that Kazakhstan's initial emphasis 
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on FDI as a rneans of economic development has been due to 

three factors: i) greater potential returns, ii) gxeater need, 

and iii) lower initial net risks in the irnplernentation of 

liberal policies. i) Because of Kazakhstan's abundance of 

attractive natural resources, the nation has a greater 

capacity for FDI. The returns from FDI developing these 

resources (particularly the large oil reserves) will be very 

large and fairly quick. ii) Unfortunately, Kazakhstan is 

hopelessly unable to adequately exploit the resources herself. 

Further, whereas Uzbekistan is relatively self-sufficient, 

Kazakhstan's economy has been devastated by the breakup of the 

Soviet Union. Finally, the Kazakh President has felt 

politically compelled to keep up with the econornic reforms of 

Russia. For al1 of these reasons, Kazakhstan is in desperate 

need of foreign capital. iii) President Nazarbayev had reason 

to believe that not only would the conseqyences of waiting for 

assistance be greater, but that his strong position vis a vis 

both his people and opposition presented an opportunity to 

press ahead with difficult reforms. Perceiving dangerous 

political consequences to policies of econornic attrition, 

President Karimov, on the other hand, has justifiably decided 

to consolidate power before undertaking reform. 



CHAPTER III Establishinq the Goverment's Neaotiatincr Posi t ion 

w i t h  Potential  FDI. 

What D o  Foreign Investors Want?: 

Foreign direct investments, as any private ventures, 

exist to eventually maximize profits."' Profits are realized 

by increasing revenues, decreasing operating costs or both. 

What foreign investors want are factors wbich will make or 

Save money. The significance of specific variables in this 

economic calculation differs between and even within 

industries. However, several factors appear to be particularly 

important in determining the feasibility of overseas 

expansion. These factors have been accumulated and probably 

best presented in John Dunningr s Eclectic (or OLI) ~heory.~'~ 

According to Dunning, the most important determinants of FDI  

fa11 into three categories: competitive advantage (O), 

locational advantage (L) and internalization advantage (I).'19 

Cornpetitive Advantage: 

In order to succeed in a foreign market, a firm should 

possess some kind of competitive edge which outweighs the 

difficulties of being foreign. TNCrs advantages over local 

firms can include a larger capital base, access to harder 

currencies , "O superior management and marketing , more 

sophisticated technology, economies of scale, and/or control 

over links in the production3*' and distribution chain. 322 If the 

advantages of the TNCs are overwhelming enough to crowd out 
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oligopoly  statu^.)^^ Such a position can be used for three 

things: the firm can i) command monopoly rent (higher prices) 

£rom its captured market ii) demand better terms with 

goverment. including lower taxes and less regulation. '24 and 

iii) fortify its niche from foreign cornpetition. 325 Theref ore, 

the first desire of FDI in the developing world is to find the 

maximum exploitable niche? 

Internalization Advantage: 

A company's decision to expand its reach to another 

country does not necessarily entail the opening of a new plant 

(which can be an expensive and risky venture). For instance, 

the Company might decide to expand in stages, first 

introducing a product through licensing arrangements and 

exports . 327 The correct mode of expansion must take into 

consideration the opportunity costs of al1 alternatives. 

Foreign direct investment may only be appropriate if trade and 

licensing costs are highed2' For instance. high tariffs will 

increase the cost of trade and therefore encourage FDI as an 

option. whereas lower tariffs should favour the latter? Most 

costs are location specific and will be discussed in the next 

section. 

~ocational Advantages: 

The attractiveness of host countries is dependent upon 

two components: demand and supply. In order to justify 

expanding operations to a foreign host, the host must offer 

either a significant market or a cost-efficient input of 
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production. For foreign companies interested in a host 

country's domestic market, the decision to invest is strongly 

influenced by the income levels of the population, the size of 

the market, its growth rate, and the level of urbani~ation.~~' 

However, with a few exceptions such as India and China, 

the appeal of developing nations for TNCs is what they can 

supply. What most foreign investors are looking for in a 

developing country is an inexpensive labour force and/or an 

332 abundance of natural resources. In assessing the costs of 

hurnan resources, there are a number of factors which must be 

taken into consideration in addition to hourly wages. One of 

the largest potential costs is training. It is therefore 

important that the base of potential workers is relatively 

well-educated and capable of quickly reaching western 

standards. The farther a worker is away from western standards 

in terms of education, attitudes and even health, the more 

direct and indirect costs can be expected. Large cultural 

distances between the host and investors can also prove to be 

significant complications, stretching the time of senior 

management. Finally, language barriers can exacerbate problems 

for expatriate staff, already expensive to relocate. 

Perhaps more important than cultural distance is the 

physical distance between the potential host and the market or 

next stage of production."' Distance and accessibility will in 

turn determine transportation costs. It is imperative that al1 

transportation modes be reliable and efficient, because delays 
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cari be expensive. The infrastructural backbone of a country, 

including reliable utilities, adequate telecommunications and 

the availability of supportive financial services, are also 

important determinants in the decision to i n ~ e s t . ~ ~ ~  In fact, 

generally, the more sophisticated the production process, the 

higher the quality of services needed. This is one of the 

reasons why most developing countries are excluded £rom most 

of the highest value-added modes of production. 

One of the greatest deterrents of investrnent in the third 

world is the potential for instability, both political and 

economic. Investors, particularly with significant stakes, 

loathe uncertainty. Political volatility can be a serious 

3 3 5 disadvantage. The evidence seems to indicate that intra- 

national events are more significant than inter-national 

conflicts as a negative variable. 336 

Negative economic indicators which may dissuade foreign 

investors include declining output, hyperinflation and 

exchange rate volatility. It is important for foreign 

investors that a potential host operate within sound 

rnacroeconomic paranieters and pursue reform in a credible 

rnanner. The rnacroeconomic expectations of foreign private 

companies are generally reflected in the conditions demanded 

by international public lending institutions."' To qualify for 

loans, economies in transition are expected to make progress 

in i) mass privatization, ii) demonopolization, iii) the 

liberalization of prices and the withdrawal of producer and 
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consumer subsidies, iv) shifting the focus of monetary policy 

to the reduction of inflation and the stabilization of 

currency, v) efforts to decrease or eliminate a balance of 

payments deficit, and vi) the liberalization of trade. 

The final and important considerations which influence a 

foreign investor's decision to locate can broadly be 

classified under the heading of government policy. Most 

foreign investors appraise government legislation and its 

implementation based upon three criteria: national treatment, 

direct costs and indirect costs. National treatment refers to 

whether or not domestic producers are granted certain 

privileges by law which therefore disadvantage foreign 

competition. There are many different avenues which a 

government can pursue to favour its ozm. Government support 

can include everything £ r o m  indirect subçidization and 

government procurement to blatant legislation guaranteeing 

monopoly status. Some of the more common interferences inchde 

restrictions on the amount of equity allowed by foreign f irms. 

the repatriation of profits, the convertibility of foreign 

currency, local content requirements, special licences, and 

3 3 8 high import/export quotas. Although much less comrnon, sorne 

governments have offered pre£erred terms to foreign 

companies, 339 

Direct costs in which a developing country must be 

competitive include al1 income, sales. import/export taxes, as 

well as other taxes and tariffs. Investors obviously seek the 
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lowest rates. However, it is often indirect costs which are 

the most prohibitive. Jurisdictions with cumbersome 

regulations are at a competitive disadvantage. The more layers 

of bureaucracy there are, the greater the delays, costs, and 

confusion. 

It is not just over-regulation which can be damaging to 

the chances of a developing nation of attracting FDI, but 

340 sometimes the opposite- a legal vacuum. Investors shy away 

£rom countries in which there is an unclear division of rights 

between f ederal, regional and local authorit ies . "' Inves tors 
hate uncertainty and w a n t  to know who to work with. Investors 

also require legislation which is universal, transparent and 

static. The faster the turnover of personnel, the greater the 

conflicts over jurisdiction; and the more fluid the legal 

changes, the more con£usion results. Confusion c~f t en  leads to 

long delays in decision-making, less accountability, and 

therefore increased bureaucratic discretion. 34'  Bureaucratie 

discretion in turn, usually results in corruption. 

Limitations of Government Control mer Cornpetitive Advantages: 

As pointed out by Sanjaya Lall, many attractions to FDI 

3 4 3  may be beyond the government's control. Beyond expanding the 

territory of the state or providing greater access to them, 

there is little that the government can do to enhance the 

state's stock of natural resources. The size of the market is 

also often a largely independent variable. Creating a skilled 

and educated workforce is very long-tem and depends upon an 
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investment of resources which the government may not have. The 

expenses of upgrading the country's physical infrastructure 

rnay also be beyond the government's means or limited mandate. 

The point is that a large percentage of the advantages of 

pursuing FDI policy are predetermined by a number of 

independent variables. The importance of independent variables 

are likely, to a certain degree, predetermine the parameters 

of the policies eventually chosen. 

What do the Governments Have to Offer?: FDI Potential 

Having established the needs of FDI, the next question 

is, what do the governments of Kazakhstan and Uzbekistan have 

to offer potential foreign investors? 

Macroeconomic Performance: 

As al1 of the countries in transition, both Kazakhstan 

and Uzbekistan have experienced severe macroeconomic stresses. 

The average decline of the GDPs of the C I S  between 1991 and 

1994 was 40%~'~ Reflecting both Kazakhstan's particular 

vulnerability to the loss of CIS suppliers and buyers, and the 

drastic reformist measures implemented by the government, the 

value of Kazakhstan's economy during the same period was more 

than halved. 3 4 5  In 1994. Uzbekistan' s GDP by comparison, had 

fallen by only 17% £rom the 1991 level? Since 1994, both 

economies have show some signs of improvement, with 

Kazakhstan registering marginal growth in 1996 and 

Uzbekistan's economy expected to modestly grow in 1997."' 

Because of both the previously discussed external factors 



101 

and the rapid implementation of shock therapy, the Kazakh 

economy also suffered through an earlier and more dramatic 

bout O£ hyperinflation. The annual rate of inflation in 

Kazakhstan was registered in four digit numbers for three 

years in a row, 1992 (at 2567%), 1993 (at 2169%), and 1994 (at 

1160%), until it was finally brought dom to 60% in 1995.~'' By 

postponing reform, Uzbekistan on the other hand, was able to 

contain the inflationary pressures until 1994, when economic 

dif ficulties caused the rate to soar to 1300% . j 4 '  Since that 

time, tough fiscal rneasures have managed to bring d o m  the 

amual rise in prices to a relatively respectable rate of 

3 5%. j 5 0  

Finally, both have exercised considerable fiscal 

discipline in bringing d o m  there budget deficits. Even 

through difficult refoms, Kazakhstan never experienced a 

budget deficit of more than 7.3% (in 1992) . 1 5 '  By 1996, this 

352 figure had been more than halved to 3.5%. Uzbekistan has 

also made considerable progress in getting its books in order. 

Tight reigns on spending combined with consecutive positive 

trade balances brought dom the budget deficit £rom 11% of the 

GDP in 1993, to only 4% in 1995.353 However, a March 1995 

decision to raise wages in the state sector combined with a 

trade deficit in 1996 (to be explained later), have 

considerably increased budgetary pressures. 

Market Potential: 

The inhabitants of Central Asia are amongst the poorest 
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In 1993. Kazakhstan and Uzbekistan's per capita 

US$3510 and US$2430 re~pectively.'~' As mentioned 

that time, the living standards of most residents 

have deteriorated ~onsiderably.~~~ Economic reforms threaten to 

further erode disposable income. Therefore, for the near 

future, there will be little market potential in either 

republic. 3s6 However , some companies , mos t no tably Daewoo, 

British-Arnerican Tobacco, and Coca-Cola, have set up 

operations in centrally located Uzbekistan to take advantage 

of its potential as an export hub to the large regional 

population. 357 

Labour Force: 

One of the most important potential cornpetitive 

advantages of al1 the countries of the former Soviet Union 

(FSU) is the priority which Moscow placed in basic education. 

Both Kazakhstan and Uzbekistan enjoy literacy rates of over 

95%.358 Unfortunately, neither managers nor blue collar workers 

possess an adequate knowledge of many of the practical skills 

which investors require. New techniques in everything £rom 

record keeping to managerial strategies to computer skills 

need to be introduced. 3 5 9  

A number of other problems have been reported, common in 

al1 CIS countries. These problems include poor work ethics, a 

lack of free enterprise culture, and a low level of commercial 

360 awareness. Overcoming differences with local management. 

recruiting and training local staff and relocating expatriate 
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staff could also prove to be a major diffi~ulty.'~~ Finally, 

although high hidden unemployment rates may mean that labour 

362 can be employed relatively cheaply, many of the highly 

skilled Russian labour force have left the republics leaving 

gaps in certain specializations, particularly in Uzbeki~tan.~~' 

Agriculture: 

As is the case of most developing nations, Kazakhstan and 

Uzbekistan are valuable for what they can supply. Under the 

Soviet system, both countries were significant agricultural 

producers. From its vast steppes, Kazakhstan contributed a 

full 1/3 of the USSR's wheat. 364  While Uzbekistan's fertile 

valleys were responsible for a large proportion of Soviet 

demand for cotton. Today, Uzbekistan remains the world's 

fourth largest producer of cotton, 365 and Kazakhs tan continues 

to produce a surplus of wheat. 

However, the agricultural industry in both countries has 

suf f ered f rom harsh cutbacks in governrnent subs idies . 
Sustaining the present levels of Uzbekistan's cotton 

production, let alone increasing production, may be 

particularly difficult because of environmental restraints. 

Heavy pesticide use and poor management have placed extreme 

pressures on traditionally productive land. Cotton monoculture 

has been particularly damaging, destroying vast tracks of land 

and wasting huge quantities of sparse water ~upp1ies.l~~ These 

problems will be discussed at length later. 

Another major obstacle for both of the two countries' 
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agricultural sectors is the lack of processing facilities. 

Approxirnateiy 95% of Uzbekistan's raw cotton was processed in 

Europe. 367 However, because of the prioritization which the 

Uzbek government has placed in developing its processing 

capability, this may be one area of opportunity for foreign 

firms. The Uzbek government has alrea&y negotiated with Swiss 

and ~urkish firms to set up new cotton processing facilities, 

and has signed contracts with several East Asian companies to 

rnodernize the processing of Uzbek fruit. 

In addition to the countries' limited growth potential, 

and insuf f icient processing capabili ties , a number of O ther 

di£ f iculties face potential inves tors. As mentioned in the 

first chapter, export routes continue to be restricted by 

geographical barriers and infrastructural inadequacies. Many 

holding centres and distribution networks for are corrupt and 

substandard. Agricultural subsidies continue to distort both 

prices and real costs. Finally, foreign companies will be 

reluctant to participate in the agricultural sector until they 

are granted the right to o m  land. 

Both countries have made some major purchases of 

3 68 agriculturaf equipment £rom foreign companies, in an atternpt 

to rnodernize agricultural production. However, the structure 

of countries' agricultural enterprises have hardly changed 

since independence. Therefore, apart from a few contracts to 

improve Uzbekistan's processing capabilities, FDI is likely to 

have little interest in the region for the short and medium- 
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Mineral Deposits: 

Much more economic potential will be found under the 

soils of Uzbek and Kazakh territory. Both countries are rich 

in rninerals. Uzbekistan is the world's seventh largest 

producer of gold and possibly possesses the world's fourth 

largest reserves.369 Uzbekistan is also responsible for 8% of 

3 7 O the world's annual uranium production. Large deposits of 

copper, zinc, lead, silver, wolframite and tungsten also 

remain to be exploited. It has been estimated that there are 

US$13 trillion of mineral reserves in Uzbekistan. 371 

Kazakhstan's list is even more impressive. Within the 

territory of Kazakhstan, lie the world's largest reserves of 

uranium, barite, lead, and tungsten. Kazakhs tan also ranks 

second in the world for chromite ore, silver and zinc, third 

in rnanganese, fourth in copper, seventh in iron ore, and ninth 

in g01d."~ Other minerals waiting to be exploited in 

Kazakhstan in huge quantities include coal, nickel, titaniurn, 

molybdenum, and aluminum. 

However, because a large percentage of both countries' 

commodities were traditionally processed in Russia, the 

available processing facilities remain inadequate and 

inefficient. In Kazakhstan for instance, many of the gold 

£ields are many hundreds O£ miles by train from the nearest 

copper smelter in Balkhash. 

In order to increase the capacity of their processing 
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facilities, both Kazakhstan and Uzbekistan have turned to the 

outside. Kazakhstan has been particularly successful in 

attracting FDI, including recent commitrnents by Samsung to 

spend US$700 million to modernize the Balkhash smel ter and 

USS1.05 billion to upgrade the Zhezkazgantsvetmet copper 

refinery, and a Trans World Group company's pledge to invest 

USS1.5 billion in a new aluminum smelter. 3 7 3  

The possibility of gaining access to Centrai Asia's 

minera1 reserves led to sorne genuine excitement in the 

international mining community. Thus far, the foreign mining 

companies which have entered Uzbekistan's markets have tended 

to concentrate upon gold. The two largest ventures have been 

the U.K.'s Lornho Corporation's USS250 million for a goldfield 

in the Navoi province, and a US$ISO million gold processing 

joint venture with Newmont Mining. 3 7 4  

In Kazakhstan, some of the bigger international players 

in the gold industry have been hesitant to enter the market, 

following a nasty dispute between the Kazakh government and 

Canada's Placer Dome. However, the gold market has been 

f looded by swarms of international juniors. Further, many 

other non-gold deals are also being struck, as rnining 

companies attempt to establish a presence in the country. 

Recently, for instance, the Kazakh government signed three 

contracts worth approximately US$1 billion. 3 7 5  

Industrial Potential: 

In the Soviet system, the effective use of resources was 
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often only a minor deteminant in the geographic location of 

industry. Al1 decisions had to fit into the grand plans of the 

central committees. Other goals which influenced industrial 

development included the prevention of political unrest and 

the promotion of socialist ideology. As a result, many of the 

industries of Central Asia must rely upon processes performed 

in other countries in order to produce a finished product. 

Dependent upon Russia for parts and orders, many companies lie 

dormant or under-utilized because of shortages and inter- 

industry debts. Because a large percentage of production was 

devoted to the military-industrial complex of the Soviet 

Union, demand cannot be expected to pick up in the near 

future. 375 

Of the two countries, Kazakhstan has the greater 

manufacturing potential. Uzbekistan's economy is largely 

powered by agricultural production. A full 37.8% of the Uzbek 

labour force works in the agrarian sector,'" compared to only 

15% of Kazakhs.37a And with a few important  exception^,'^^ 

Uzbekistan's manufacturing sector focused primarily upon 

farming products such as cotton cultivation machinery, 

irrigation equipment. textile machinery and fertilizer~.~~~ 

Kazakhstan, on the other hand, (along with Kyrgyzstan) was the 

most industrialized of the CARS, with industrial output 

accounting for more than 35% of its GDP in 1991.'~' One 

Company. the Karmat steelworks, accounts for a full 10% of the 

GDP of Kazakhstan and employs 30 000 people.382 



108 - 
Unfortunately, existing industrial complexes will remain 

unattractive to most foreigners. Five years after the 

dissolution of the Soviet Union, starved of subsidies, 

supplies, and markets, many of the plants lay dormant or 

operate at levels far below capacity. A large number of the 

Russian blue collar workers who were skilled in taking care of 

the factories have migrated. As a result, the condition of the 

rnachinery in most Soviet-era plants continues to deteriorate. 

Individual production processes will not be easily separated 

£rom huge, centralized industrial complexes, and therefore the 

costs of repair and upgrading of equipment will be 

substantial, perhaps prohibitive. For many enterprises, the 

costs of conversion may be more expensive than the costs of 

s tar t ing anew . 

Infrastructural Facilities: 

Inadequacies in the supporting infrastructural facilities 

will also add to costs and difficulties. Utility services in 

both countries require significant upgrading in order to reach 

international standards. However, because of the inability of 

many customers to pay for their services, institutions 

responsible for utility provision are finding it hard to 

function effectively. Shared facilities inevitably lead to the 

prisoner's dilemma. The result is periodic disruptions of 

services due to shortages and equipment failure. In fact, 

Kazakhstan's chief energy inspector bas recornmended that 

Kazakhs gather their own fuel for the winter of 1 9 9 7 . ~ ~ ~  
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Because tirne is money, the poor state of the Kazakh and 

Uzbek telecornmunications sectors is a concern. In Kazakhstan 

there are only 13 telephones available for every 100 

3 8 5 residents, in Uzbekistan the number is 8. With very few 

line~,~'~ and the system straining at almost full capacitytg7 

expansion of services will be difficult. The quality of 

existing services is poor. Most international calls still pass 

through the antiquated systems of Moscow. The average age of 

the networks is 25 years and the lines are primarily of analog 

type rather than tan digital (which has been in use in the 

West for 30-40 years).'" Kazakhstan has proceeded the fastest 

in opening up its systems to foreign technology by offering 

shares of Kazakhtelecom to Deutçche Telek~rn.~~' However , 

significant upgrading of the respective telecornmunications 

systems must be undertaken before the countries can hope to 

attract many of the more sophisticated processes of 

production. 

Kazakhstan and Uzbekistan enjoy the best transportation 

systemç in Centrai Asia. In fact, some western natural 

resource extractors have described them favourably cornpared to 

what they have found in many developing nations, if still far 

£rom first world standards. Both countries are serviced by an 

adequate number of railway lines. Within Uzbek borders there 

are over 7000 km of track and across Kazakhstan lie 13 600 km 

of line."' Unfortunately, the state of the locomotives leaves 

much to be desired. Much of the technology is outdated and 
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in a state of disrepair. Making rnat.ters more di£ ficult 

fact, that most spare parts, workshop equipment and 

stock are £rom Russia and the Ukraine. 

The length of roadways may also be described as 

adeq~ate.'~' However the condition of roadways, particularly in 

Kazakhstan, has suffered because of shortages in materials and 

equipment, therefore adding to maintenance costs. The numbers 

of vehicles available for road transport is large (400 000 in 

Kazakhstan), but their quality, reliability and capacity is 

392 very low. The concentration of ownership of distribution 

networks may also be a concern. 

However, the greatest liability of the transportation 

networks of Uzbekistan and Kazakhstan, as previously 

discussed, is their inability to easily access foreign 

markets. With no direct access to the sea and a very limited 

number of connections outside of the former Soviet Union, many 

exports must be funnelled through the territory of Russia."' 

For many potential investors, the limited number of options, 

has proven unacceptably expensive and/or risky. These concerns 

have been expressed no more evidently than in negotiations in 

the energy sector. 

O i l  and Gas Reserves: 

By far the greatest attractions for FDI in the Central 

Asian region has been the largely untapped reserves of oil and 

natural gas. Although energy production is still short of 

domestic demand, Uzbekistan is rich in oiPg4 and particularly 
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natural gas.395 In fact, Uzbekistan has the potential to be 

amongst the top 10 producers in the ~orld.'~~ 

However, it is Kazakhstan which has attracted the most 

international attention, particularly an oil field on the 

north-eastern shores of the Caspian Sea called the ~engiz."' 

Estimates of Kazakh oil reserves are wildly divergent. But 

even the most conservative figures £rom the U.S. Congressional 

Research Service indicate proved oil resewves of 3.3 billion 

barrels (approximately 0.5% of the reserves of the ~ersian 

Gulf) .lga On the other end of the spectrum, the Kazakh Ministry 

of Energy and Fuel Resources believes that there are 16 

billion barrels of oil to be e~~loited.~'' The divergence in 

estimations is due to the fact that the US service has not 

taken into consideration offshore deposits and Kazakhs tend to 

ignore the economic f easibility of extracting the oi1 . 'O0 
Although no drilling has yet taken place, the most recent 

studies of the northern Caspian Sea seem to indicate crude oil 

reserves of between 4 (western estimate) and 10 (Kazakhstani 

estimate) billion metric tons. 401 

Described as "the world's largest unexploited source of 

wealth" the oil and gas deposits around the Caspian Sea have 

created a tremendous amount of excitement amongst 

international oil companies . The f irst of a number pro j ects to 
cause shock waves around the world was the creation of 

~engizchevroil in 1993. The Tengizchevoil project, which now 

includes ~ukoil and Mobil oil is committed to spend USSZO 
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billion (over 50 years) to develop the the massive ~engiz oil 

fields along the Caspian Sea. The next major deal occured in 

March of 1995, when ~ritish Gas, Agip (Italy) and Gazprom 

(Russia) signed a uS$3 billion deal to develop the 

Karachaganak gas field . ' O 2  

Since the passage of Kazakhstan's oil and gas law on June 

28, 1995, formally opening up the energy sector to competitive 

bidding (including exploration rights) , almost every major oil 

Company in the world has struggled to get a foothold into 

Kazakhstan and particularly following. Major deals with 

western cornpanies to develop the Alibekmola, Kenkiyak, Tulpar 

blocks, and Myortvy Kultuk oil fields were signed within the 

year . 'O3 Most recently (September, 1997 ) , the goverment of 

Kazakhstan signed a US$4 billion contract with the Chinese 

National Petroleum Company (CNPC) to development and exploit 

the Aktyubinsk oil field and another US$4 billion deal to 

exploit the nearby Ozen oil field.'04 

Problems for Oil and Gas: 

Before offshore Caspian Basin deposits can be exploited, 

many obstacles have to be overcome. The first problem is 

border disputes. Jurisdiction over the oil-rich basin is as 

yet unclear. One of the main disputes with Russia concerns 

whether the body of water is technically a lake or a sea. 

Classification of the Caspian as a Sea would, under 

international law, cal1 into question the jurisdictional 

claims of bordering nations and open up the banks to claims 
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and development £rom other nations. 405 

In oxder to access the offshore oil, complicated and 

expensive engineering pro j ec ts will be required. Because of 

the difficult logistics of offshore operations, many 

cornmunities dependent upon the sea have expressed legitimate 

environmental concerns. The Caspian Sea supports an important 

f ishing industry for both Russia and Kazakhstan, supplying 90% 

of caviar and other sturgeon products . 'O6 
Despite the excitement and future potential, both 

countries are still dependent upon foreign imports to fulfil 

409 domes tic demand. ' O 7  Huge inves tments in equipment , processing 

facilities and modes of shipping must take place before the 

expected returns will be realized. In a capitalist society, 

comparable resources with such potential international demand 

would not be so neglected. However, despite the fact that the 

Caspian shores of Azerbaijan had yielded such a huge dividend 

for so long, the Soviets showed little interest in developing 

the eastern Coast's potential. 

There were at least £ive reasons for this neglect."' il 

The potential reserves were believed to be modest. ii) Because 

of a high sulphur content, processing would be di£ f icul t . iii) 
The conditions for setting up operations would be particularly 

harsh. Many of the fields, isolated £rom cities and most 

towns, were subject to temperature fluctuations ranging frorn 

54.4 degrees C to -34 C. iv) The Soviet Union already had 

sufficient fuel resources in to operate and the central plans 
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did not cal1 for more. Other projects closer to the industrial 

centre had pri~rity."~ v) The final reason for the Soviets not 

to develop the oil reserves on its southern border is 

connected to Marxist thinking and the politics of the Cold 

War. The greatest external event to shake the international 

economic system and therefore the international balance of 

political power in the 1970s was the OPEC crisis. For the 

west, highly dependent upon Middle Eastern energy resources, 

the shock was economically devastating and led to a prolonged 

recession. The Soviet economy, on the other hand, being self- 

sufficient in energy resources, was not effected, and the 

power of the empire began to catch up with the west. Confident 

strategists in the Kremlin viewed the OPEC crisis as a crisis 

of capitalism and wanted to press their advantage. If, it was 

reasoned, the industries in the West could be starved of 

energy resources for a sufficient period of tirne, two things 

would happen. First, as western economies stagnated, workers 

would become increasingly dissatisfied and agitated, thus 

destabilizing the capitalist system and increasing the 

attractiveness of comrnunism. Second, western economies would 

become dependent upon the natural resources O£ the Soviet 

Union, tremendously swaying the balance of power. Therefore, 

even with huge international demand, the Soviet Union had no 

interest in producing a surplus, particularly on the outer 

edge of the empire where the facilities would be vulnerable to 

seizure and/or destruction by the west. When the Soviet Union 
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collapsed, Russia was producing a full 88% of the USSR's crude 

oil production while Kazakhstan was responsible for but 6.2% 

and only 1% of region's natural gas. 411 

Processing Facilities: 

Many of the problems which retarded growth in Soviet 

times still plague development aspirations. The oil fields 

remain isolated, the climate severe. Attracting foreign staff 

may be difficult and expensive. The crude oil is very high in 

mercaptans (corrosive foul-smelling compounds of carbon, 

hydrogen, and sulphur) , requiring sophisticated processing 

facilities . '12 Yet existing and accessible Kazakh ref ineries 

are not equipped to process the sulphur-laden oil. Old 

refineries must be upgraded and new refineries con~tructed."~ 

Despite the country's vast resewes, because of processing and 

distribution disabilities, Kazakhstan rernains dependent upon 

neighbours to meet its energy demand. 

Kazakhstan's two largest oil refineries, Pavlodar (in the 

east) and Shymkent (in the south) are not linked to the 

western oil fields. While Pavlodar processes oil £rom south- 

West ~iberia, "' most Kazakh cil is pumped along one of two 
pipelines leading north to be refined in south-west Rus~ia."~ 

The rest of the oil (including future Caspian reserves) is to 

be processed in facilities in Atyrau. Al1 three Kazakh 

refineries require substantial upgrading. In order to 

accomrnodate the expected rise in the volume of Caspian oil, 

the Atyrau complex in particular must substantially increase 
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its processing capacity.'16 Lacking the capital to complete the 

task, the Kazakh government has recently either sold or is in 

the process of selling al1 three refineries to foreign 

Uzbekistan's two major refineries are located in the far 

east of the country in Ferghana and Aly-Aryk. The industry has 

suffered £rom many of the same problems as Kazakhstan. Despite 

impressive reserves, as late as 1994, ~zbekistan imported more 

418 than 75% of oil it consumed frorn   us si a. In order to ease 

this substantial drain on foreign currency reserves and break 

Uzbekistan's dependence upon Russia, energy self-sufficiency 

has been a consistent and leading priority of the Karimov 

government. It is believed that the goal of becoming a net 

exporter of energy will soon be achieved. It is hoped that a 

419 recent EBRD loan, the financiai and technical commitments of 

Japan ' s Mitsui corporation to the Ferghana f acility, '20 

combined with other international commitments to modernize the 

Bukharan fa~ility,'~' will further increase Uzbekistan's status 

as a regional exporter. 

Pipelines: 

The greatest obstacle to Central Asia's oil exporting 

potential however, is not the state of its processing 

facilities, but its limited access to world  market^."^ 

Existing pipelines lead north, and therefore passage continues 

to be subject to the control of the Russian monopoly 

Transneft. Because of the huge capital requirements needed to 
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construct alternative pipelines, the bulk of Kazakh oil will 

continue to pass along the same routes north and west through 

Ru~sia.'~~ Presently, Kazakhs rely upon a swap system with 

Russia, pumping a certain amount of oil into Russia, and, 

after the transit and processing fees, picking up an 

equivalent amount of oil at the other end. 

In the near future, most oil will continue to be pumped 

north tc Samara and Ufa. From Samara (or Ufa) , the oil will 

flow west into the existing pipeline network through Belarus 

and into Eastern Europe. This route will be the quickest to 

become operational and is promoted as requiring the least 

capital investment. Nevertheless, significant investrnents will 

be needed to upgrade the present system. 

The most likely destination of westward flowing Caspian 

o i l  is the Russian port of Novorossiisk. In one plan, a giant 

pincer of pipelines would be built along the edge of the 

Caspian Sea. The northern pincer would carry oil £rom the 

Tenghiz fields and the southern pincer would carry oil £rom 

Baku. Presently, ~zerbaijan is connected to the Russian system 

through Grozny. 4 2 4  From the juncture where the two lines met 

(just south of Astrakhan), a third line would be built to 

Tikhoretsk and then a superpipeline to Novorossiysk. From 

Novorossiysk much of the o i l  would then probably be shipped 

across the Black Sea through the Straits of the Bosphorus to 

the Mediterranean Sea. However because of Turkish concerns 

about possible the environmental impact on Bosphorus straits, 
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there are also plans to build alternative routes overland 

around the s trai ts through Bulgaria, Greece. and/ or Turkey . 

(Map 3 )  

Unfortunately, before these plans can come to fruition, 

many expensive pipelines remain to be built. The capacity of 

existing connections must be increased considerably 

(particularly between Tikhoretsk and Novorossiysk) . The port 
facilities of Novorossiysk must be upgraded significantly. 

Finally, in addition to the difficulties which remain in 

finding financing for such an ambitious project. there are 

also numerous political problems which are inherent £rom the 

number of states and cornpanies which will be involved. 

Attempting to overcome these problems, a powerful group 

of representatives of international oil companies and regional 

governments called the Caspian Pipeline Consortium (CPC)  has 

met regularly to discuss solutions . 4 2 5  On December 7. 1996. 

af ter years of setbacks and disagreements . the CPC f inally 

resolved its differences and agreed to finance the route £rom 

Tengiz to Novorossiisk. Construction of the US$ 1.5 billion 

pipeline is to begin in 1997. The pipeline should be completed 

in 1999 with a capacity of 28 million tons of 0i1 . '~~  

Under the CPC arrangement, the Russian monopoly Transneft 

is to be limited to providing maintenance services. Tariffs 

and access rights are to be controlled by the CPC.'27 Even with 

the new deal however, the fact remains that Kazakhstan's 

export lifeline to international markets will continue to pass 
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through Russia. This situation concerns potential investors 

for two reasons. First. because Russia is a cornpetitor to 

Kazzkhstan in the international oil market, Russia has an 

economic incentive to make transit through its territory both 

costly and difficult. Second. control over Kazakhstan's most 

important source of foreign income grants Russia tremendous 

political leverage. Therefore, potential investors in the 

Kazakh oil industry are justifiably concerned that their 

investments could be held hostage to powerplays by a Russia 

seeking to increase its foothold in the region? 

Because of the disadvantages and uncertainties of Russian 

control over the flow of oil, several alternative routes have 

been proposed to avoid Russia altogether. The most likely 

option would be to run a pipeline along the bottom of the 

Caspian Sea directly connecting the Kazakh port of Aktau to 

Baku, ~zerbaijan, 429 or to ship it by barge. From Baku. the oil 

would then travel West through Georgia to the Black Sea or 

across Turkey to the Mediterranean. One of the greatest 

disadvantages of these routes is the vulnerability of the 

pipelines to the operations of strong and belligerent 

separatist forces (the Abkhazians and Kurds respectively), 

active within both countries. In addition to the financial 

costs involved, several countries (particularly Turkey) have 

also expressed concerns about the potential for environmental 

costs if a mishap occurred on the Black S e a . c 3 0  

A third option Kazakhstan has reputedly been considering 
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is the building of a pipeline east to China."' The new Black 

Gold route would connect Kazakhstan's western oil fields to 

the oil facilities of China's Tarim Basin which is now being 

developed. From the Tarim Basin, the network could eventually 

reach the markets of the far east. 

There are two serious obstacles which will hinder the 

development of this eastern route. First, as the pipeline 

would pass through the troubled region of Xinjiang-~ighur, its 

vulnerabili ty to acts of poli tical terrorism mus t be taken 

into consideration. 432  More importantly. at an estimated cost 

of US$l2 the price of the project rnay for the 

foreseeable future prove prohibitive. However, China National 

Petroleum Corporation's recent $4.3 billion interest in the 

Aktaubinsk oil Company and $3.5 billion commitment to link the 

Atkyubinsk oil fields to Xinjiang may speed up the process 

considerably . 4 3 4  

The final potential exit for oil and particularly natural 

gas is   ou th.'^^ The most obvious solution is to connect to the 

Iranian system through Turkmenistan, which is a relatively 

short distance. The oil could then either be shipped directly 

to the Persian Gulf, or more likely a swap system would be 

implemented. Agreements have already been made to ship 2-6 

million tonnes of oil by tanker £rom Kazakhstan to Neka, Iran. 

From Neka, the oil would be refined in Tehran and Tabriz and 

then shipped out of Khark on the Persian ~ u l f . ~ ~ ~  More 

difficult, but also being considered, is the construction of 
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a pipeline through Afghanistan to Pakistan and eventually the 

Indian O~ean.~" Because of geography, Uzbekistan has been 

particularly interested in these two avenues. 

There are several problems with the southern options. The 

initial trial r u s  to Iran have proven largely unsuccessful. 

The highly sulphuric Kazakh oil has proven extremely difficult 

for the Iranians to process. Financing for the Iranian route 

will also be extremely difficult because of strong Arnerican 

opposition. To pursue this route would damage relations with 

many countries, most importantly the United States. As 

mentioned previously, because of the Arnerican embargo, exports 

frorn 1ranian shores will be affected. The second southern 

route through the mountains of Afghanistan will, needless to 

say, be very risky. But because it could weaken Iran1 s oil 

industry, this route would be favoured by the United States. 

summary: 

The chapter began by establishing a number of factors 

which generally influence where a TNC will invest. The purpose 

of the second section was to determine what the republics of 

Kazakhstan and Uzbekistan can expect to receive frorn FDI by 

examining what they have to offer potential investors. The 

chapter demonstrated that the countries' populations are too 

small and poor to offer much market potential; although 

~zbekistan could be used as an export base. 

While both Kazakhstan and Uzbekistan can offer FDI a 

cheap, technically skilled labour force, the factories in 
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which they work are deteriorating £rom lack of funds. In 

addition, Soviet managers, rnountains of debt and unreliable 

utilities have proven signicant deterrents to FDI. As a 

result , committed, deep pocketed TNCs have proved di£ f icult to 

find, and the risk of attracting asset stripper very high. 

Despite the risk, because of the depth of the industrial 

catastrophe following the loss of the Russian market, there 

has been a particular urgency in Kazakhstan to get off state 

budget and into foreign bands. 

The two countries' agricultural sectors have also fallen 

upon hard times. Agriculture is much more important to the 

Uzbek economy with Cotton accounting for approximately 75% of 

hard currency export earnings . Un£ ortunately, the sector is 
unlikely to attract much foreign interest because of 

environmental problems, state interference, and a lack of land 

rights. Therefore Uzbekistan can expect little return from 

opening up a large segment of its economy to foreign 

interests. 

Foreign companies have made it very clear that it is not 

what is growing in the topsoils which interests them, but the 

deposits located beneath. Both countries have attracted a 

considerable number of minera1 companies to their territory. 

However, for the short and medium-term, by far the CAR'S 

greatest allure has been its tremendous reserves of oil and 

gas . 
Although Uzbekistan has the potential to be a large 
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producer of natural gas, it is access to the huge oil fields 

of western Kazakhstan which international oil companies most 

crave. In order to obtain access to Kazakhstan's energy 

reserves, TNCs have been willing to sign contracts worth tens 

of billions of dollars, Without this foreign capital, 

Kazakhstan does not have the capability to drill, process or 

get the oil to market. Therefore both the potential returns 

and opportuni ty cos ts are cons iderable incentives for 

Kazakhstan to pursue policies to accomodate FDI. 

Home Governments and ~nternational Organizations: 

Thus far, it has been demonstrated that FDI legislation 

is pushed by the respective negotiating positions of states 

and TNCs. It should be reiterated that what a country must 

offer (ie the price of a SOE) and what it must concede (ie tax 

concessions), must make it cornpetitive with alternative 

locations of business. However, it is also important to point 

out the extent to which TNCs rely upon both their home states 

and international organizations to represent their interests 

in broader areas of concern. In many cases, it is bilateral 

investment treaties (BITS) which codify the law in a forma1 

legal and terminological structure recognizeable to the TNC. 438 

Bilateral concessions can also be an instrumental tool in 

opening up investment opportunities. 

Although the extent of economic reform is a significant 

factor in a company's decision to invest, TNCs tend to leave 

it to IPLOs to insist upon the appropriate macroeconomic and 
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structural changes. The tools which IPLO can use include 

qualifications for membership (such as the Trade-Related 

Investment Measures of the World Trade Organization (WTO)), or 

more often the conditions for loans (ie for the IMF, IBRD, 

ERBD, ADB). Most important, the IPLO's economic assessrnent of 

a country's performance is often a critical factor in a TNCfs 

decision whether or not to enter the market. This power was 

most evident in Central Asia in the exodus of FDI in 

Uzbekistan following the IMF suspension of its loan in the 

fa11 of 1996. 

Conflicting Choices: 

As the astute observer will have by now noticed, many of 

the demands of FDI and organizations which represent their 

interests are contradictory and, in fact, trade off S. 439 For 

instance, demands for price liberalization inevitably lead to 

inflation, unless money supply is severely throttled - which 

in turn usually chokes growth. ~rivatization often leads to 

~nem~loyrnent.~~~ Greater unemployment results in fewer revenues 

£rom income taxes coming to the state, greater expenses for 

social assistance, and therefore huge budget deficits. To 

eliminate budget deficits often requires cutting into the 

budgets of education and other social problems, decreasing the 

quality and health of the workforce"' and of ten leading to 

social unrest. Social unrest in turn discourages investment, 

which is the point of the difficult reforms in the first 

place. Too many countries have been caught for too long in 
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this vicious downward spiral of catch 2 2 ' s .  

The parameters of government policy will be determined by 

the seriousness of the political and economic contradictions. 

The more severe the economic change, the greater the challenge 

to political stability. Surveys confirm that private firms 

inves ting in the region are highly sensitive to political 

instability. 4 4 2  If, as assumed, the government ' s principal aim 

is to stay in power, then the government would also place a 

high priority on political stability. The degree of economic 

change to accommodate FDI will be determined by a calculation 

of the governments as what will be accepted by the people and 

the representatives of special interest groups. 
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CHAPTER IV -Risk and Reforms 

Introduction to Costs and Risks: 

Whereas the last chapter explored the differences in the 

expected short-term benefits of FDI to Kazakhstan and 

Uzbekistan; the final chapter will examine the other side of 

the equation: the risks and costs of appeasing FDI. Beyond the 

opportunity costs associated with the considerable amounts of 

the governments ' time and money needed to draw up and 

implement FDI appropriate legislation, there are three other 

costs which rnust be considered. 

First, a short-term economic decline is inevitable during 

the transition to a market-oriented economy suitable for FDI. 

By implementing econornic reform more quickly, Kazakhstan's 

economy has been ravaged in the process; while Uzbekistan's 

microeconomic statistics have declined sl~wl~.'~' Direct 

concessions which rnay be required to attract FDI also 

4 4 4  represent lost revenue. A fa11 in government revenues in 

turn, invariably translates into less social spending, in 

other words social costs. Finally, social discontent of ten 

results in political costs and risks for those responsible. 

The paper will argue that it is a calculation of political 

risk upon which policy decisions are primarily based. 

There are two cornponents to the acceptability of risk. 

The first is the chance of risk occurring and the second is 

the scale or magnitude of a possible risk. For decision- 

makers, the two are inversely related. In other words, the 
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greater the negative consequences of a risk, the more 

reluctant a decision-maker will be to take it. There are at 

leas t three levels of risk f aced by authoritarian policy- 

makers. i) At the lowest level is the risk of dissatisfaction 

from those affected. ii) If the level of dissatisfaction is 

high enough, the people could turn upon themselves, most 

likely in the form of some form of inter or intra-ethnic 

tensions. iii) Finally, if social tensions become too serious, 

they could challenge the legitimacy of the regime. 

Measuring the levels of risk associated with any policy 

is very difficult. No-one can accurately determine just how 

far a population can be pushed and how they will react. The 

dearth of political surveys, 4 4 5  combined with restrictions 

placed upon the citizens' freedorn of speech mean that 

determinations of the Central Asian peoples ' elas ticity in 

accepting economic hardship and societal change is difficult 

to predict, as are their capacities for resistance. 

Furthermore, resistance or support of FDI and policies devised 

to attract it, will be dependent upon both the form of 

investment attracted and how it reacts after its arrival. 

Nevertheless, it is possible to list a number O£ benefits and 

externalities to which the population will be particularly 

sensitive. These sensitivities can be found and explained in 

an examination of historical residue and general cultural 

characteristics. 

The chapter will begin with an exploration of some of the 
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affect resistance to, or support for FDI, 

the willingness to accept short-term pain. 

that the willingness of the populations to 

accept the economic and societal stresses will depend upon 

reform's assault upon the family. Increased stress upon this 

most important institution could result in the greatest 

resistance and greatest potential for unrest. The question 

will then be asked if there are significant differences in the 

cultural characteristics of the Kazakhs and Uzbeks which may 

impede the introduction of reform (and/or lead to greater 

negative reactions) . The author will argue that because of 
historical circumstances, traditional conservative 

institutions have better survived the Soviet period in 

Uzbekistan. As a result, Uzbeks will be less willing and able 

to proceed with the necessary economic transformation. 

In both cases however, economic stresses and cornpetition 

for foreign investment are likely to exacerbate rifts between 

segments of the population. The next section will examine the 

regional, ethnic, religious, and clan rivalries (al1 of which 

tend to overlap), which rnust be taken into consideration by 

the policy-makers of Kazakhstan and Uzbekistan. It will be 

argued that not only are the opportunity costs gxeater, but 

for demographic, economic, and geographical reasons, the 

political risks of delaying some reforms in Kazakhstan are 

also higher. 

The last section of the chapter will examine the strength 
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of opponents to reform and the leaders ' capacity to subdue 

them. The section will compare what institutional levers are 

available to the leaders to overcorne resistance and to 

implement the policies deemed necessary to attract FDI. The 

section will contend that not only is the power of the 

executive vastly disproportionate to both the legislative and 

judicial branches of the state, but that both leaders have 

successfully vanquished and/or CO-opted al1 serious political 

foes. However, there are important differences in the social 

and political situations facing the respective Presidents. 

which are reflected in the Presidents' perceptions of the 

potential risks of pursuing certain actions. And these 

differences in perceptions are important determinants of 

policy-making; largely accounting for the discrepancies 

between the policies of Kazakhstan and Uzbekistan. 

Lowest Risk: Pogular Support 

Detelrminants of Popular Support: 

Political and economic stability will be difficult to 

achieve, perhaps impossible without an authoritarian 

government. Having not long ago thrown off the Soviet yoke. it 

would be understandable for a population to be hesitant to 

accept the powerful presence of new foreign economic 

interests. However, so far there appears to be little 

resistance to the adventurous foreign entities which have 

penetrated the economy. If the western presence is given the 

benefit of the doubt for the time being, it is because there 
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are no other solutions to the economic problerns; continued 

acceptance will depend upon producing results. Much has been 

sacrificed already. 

Public tolerance, let alone enthusiasrn for F D I ,  will 

depend upon the distribution of benefits and the extent of 

negative externalities. While there is no question that money 

and technology will flow £rom FDI into the developing 

countries, it is imperative that as many drink £rom that 

stream as possible. TNCs cannot be expected to willingly share 

their resources. As profit maxirnizing ventures, TNCs have an 

incentive to divide their dividends in as few ways as 

possible. In fact, TNCs wouldn't even be in the region if they 

didn't believe that they could take out more resources than 

they were putting in. 

Therefore it is essential that the government not only 

negotiate a fair share of the returns on investment from 

foreign companies, but ensure that it is distributed as 

broadly as possible. Support for, or scapegoating of, FDI, 

will depend upon the degree to which the government is 

successful in ensuring that the profits made £rom 

privatization and other dealings with foreign firms 

trickledown from the elites to the masses. Traditional values 

and Soviet propaganda overlap to reinforce the virtue, if not 

practice, of fair and equal distribution of resources. 

Just as importantly, may be the government's ability to 

ensure that benefits flow horizontally as well as vertically. 
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It is inevitable that some people and regions will gain more 

than others in a cornpetitive system. However, the government 

must ensure that some clans, regions, ethnic groups, or other 

cornmunities do not benef it too disproportionately f rom FDI, 

compared to their neighb~urs.~~~ The potential dangers of this 

scenario will be discussed at length a little later in the 

chapter . 

A third unwanted potential externality of FDI which will 

affect public support for TNCs is environmental damage. As is 

417 reflected in several political movements, Central Asians can 

be expected to be particularly sensitive to the negative by- 

products of commercial ventures. The lessons of pursuing 

short-sighted production goals at the expense of the local 

environment have been cruelly burned into the citizens of both 

countries. The results of the low priority of the environment 

in Soviet experiments continue to cripple the economies, 

pollute the land and poison the water (and therefore the 

people). Apart £rom creating chronic shortages of water, the 

blind pursuit of cotton quotas has over-saturated many Uzbek 

fields with pesticides or dusted them with evaporated sait? 

Vast territories of Kazakh steppe have been contaminated by 

nuclear fallout, other centres have been devastated by 

industrial waste. "' Therefore, not only may FDI be deterred by 
the unclear potential costs of ~leanup,'~~ but attempts to 

compete for FDI through the use of low environmental standards 

could have higher political costs than in some third world 
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Historicaliy (pre-Russian) trading peoples, Kazakhs and 

Uzbeks are unlikely to object to the physical entity of the 

TNC. Rather, it is the attritional policies enacted to attract 

TNCs which will be resisted. Privatization is likely to deny 

workers services which government can't replace in the short- 

term. Price liberalization inevitably increases inflation and 

therefore drives dom real wages. In order to rnaintain £iscal 

discipline during the this time, social spending must be 

reduced. If the degree is undetermined, there is no question 

that most citizens will experience a decline in their standard 

of living. 

Unfortunately, many economic (as explored earlier) and 

other sacrifices must be endured if the trickledown benefits 

of FDI are to be achieved. If the population is to sacrifice 

70 years of cradle to grave services, they must also expect a 

return. Continued support will depend upon how successfully 

the Company or state can compensate for the wide range of 

benef i ts previously provided by s tate enterprise. 4 5 2  Further 

cuts in the standard of living will be extremely painful for 

per capita the poorest people of the Soviet Union.'" Today, 

many rural areas lack some of the most basic services such as 

potable water, a house gas supply and even an adequate sewage 

system. 454 

No citizens react well to falling living standards. What 

makes Central Asia difierent is that the resistance will not 
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be based upon the decline or increase of individual standards, 

but rather the effects on the community. Unlike in the west, 

(where reliance upon the extended family has disappeared with 

the introduction of social programs, liberal ideology and 

other factors); the extended family remains not only the most 

important obligation but determinant of one's identity for 

mos t Central  sia ans . ''' Many of the traditional patriarchal 
structures remain. One's status is largely related to that of 

the patriarch's. Economic energy is accordingly directed to 

the greater good of the family under the patriarch's guidance. 

Although the Soviets destroyed a lot of Central Asian 

culture, they soon discovered that they could not undermine 

these traditional relationships. As a result, the Soviets 

worked with the familial structures to incorporate them into 

their cornmunist institutions in order to legitimize them. One 

of the best examples of this practice was the placement of 

many of the "aqsaqaly" (whitebeards) into positions of 

leadership over the state farm after collectivization. The 

traditional familial structures then eventually settled into 

their new roles and legitimized the institution. The same was 

true in other parts of the econorny. Gradually, families began 

to find it advantageous to specialize along the Soviet modes 

of production. Some families and extended families or clans 

inevitably became more powerful than others and began to 

dominate certain sectors of the economy. 

Carving out an economic clique in a comrnand system in 



which al1 important economic decisions were taken by the 

party, was attained by establishing close persona1 

relationships O direct familial representation in the 

governmental decisionrnaking body. Familial representation in 

both goverment and business was maintained through nepotism. 

As had always been the case, for the good of the family, it 

was expected that senior bureaucrats should promote other 

f amily members through the ranks of the bureaucracy. 

It is imperative, in order to understand the mindset of 

the region, to appreciate the intermeshing of familial, 

bureaucratic, and economic roles and obligations. It is also 

important not to examine the overlapping functions with 

ethnocentric judgements . What m a y  appear as corruption or 

collusion to one raised in a society in which the roles of the 

state and business have been fairly clearly defined and 

separated for centuries, rnay not have the same moral 

implications (or perhaps the opposite) to someone £ r o m  a 

society in which the state and business have been inseparable 

for millennia. 

viewed through this prism, many of the economic changes 

demanded by foreign capital can be interpreted as assaults on 

the family. Land reform becomes a direct challenge to the 

power of patriarch. Breaking monopolies and opening up control 

of some sectors to foreign companies is an attack on a 

f amily' s prestige, perhaps denying the patriarch of the 

ability to provide. The degree of popular resistance to be 
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expec ted should correspond wi th the imbeddedness of the 

traditional institution. The question then arises, is there a 

difference in the imbeddedness of these traditional values in 

the cultures of Kazakhs and Uzbeks which must be taken into 

consideration by policy-makers? The answer is a qualified yes. 

National characteristics are difficult to ascribe. As 

will be explored later, there are greater differences within 

the populations of the states of Uzbekistan and Kazakhstan 

than between them. Supranationalists promoting pan-Turkistani 

organizations would argue that it is primarily arbitrarily 

drawn Stalinist borders which now distinguish the peoples. 

Culture is largely a reaction to historic circumstances, and 

it is true that many common historic tribulations were shared. 

As is evident by their physical appearances, both ethnic 

Kazakhs and Uzbeks originate from a similar mixture of Turko 

and Mongoiian tribes. Until the 15th century when the Kazakhs 

broke away, both were ruled by representatives of the same 

khan? Since that time both cultures have been stamped by the 

ways of life of a long succession of invading amies. Most 

recently and most completely, both peoples were forced to 

adopt to Soviet values and institutions. 

However, there has been one important factor which has 

distinguished the two peoples and significantly shaped their 

ability and willingness to adapt to the customs of the foreign 

invaders. Kazakhs were traditionally a nomadic people while 

Uzbeks lived a sedentary life. As a result, for most of 
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history, while Uzbeks assimilated many of the cultural noms 

of the occupiers of their cities, Kazakhs did not have to 

adapt. Following the Soviet seizure of power however, the 

reverse occurred. 

Communists could not accept what they saw as the wild and 

uncivilized nomad in the new workers' republic, the two 

systems were completely incompatible- In ordew for communism 

to be implemented, strict control £rom inflexible chains of 

bureaucratie command was required. Accustorned to the 

individual freedom and loose systems of governance enjoyed 

while roaming the steppes, not surprisingly the Kazakhs 

refused to settle down and be subjected to the alien system. 

The human and cultural genocide which followed, called 

collectivization is well-documented. 

Both Kazakhs and Uzbeks suffered terribly, however the 

Kazakh way of life was ripped away forever while the communal 

farmers of Uzbekistan found many of the Soviet ways compatible 

with tradition. Therefore, as the Soviet system recedes, 

Kazakhs find themselves with no historic alternatives to the 

ideas and institutions of the west. Despite the nostalgia, 

Kazakhs have been cut off from the strands of their 

traditional way of life, and there is no realistic chance of 

reversion. With no alternatives, Kazakhs £ind themselves 

forced to pursue the new ways and accept the sacrifice to that 

end. 

Uzbeks may not have alternatives in the long run either, 
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but in the short run, what the nation does have is a sense of 

continuation of one of world's great civilizations, Uzbeks 

were not broken (at least not to same extent) as the Kazakhs. 

Because they were able to assirnilate some changes and resist 

others, many of the institutions and old ways were maintained, 

even in the face of Soviet pressures. Having survived the 

communists, renewed erosion of the venerable culture by reform 

or a foreign presence is likely to induce a more reactionary 

def ense. 

Perhaps in reaction to the numerous foreign intruders, a 

tremendous amount of influence and decision-making power in 

Uzbek society has been invested at the neighbourhood level, 

called the makhallah. Headed by a council of elders, the 

makhallah has been the most important level of societal 

relations for over a millemim. Recognizing the significance 

of the institution to the people, the communists did not 

destroy this system. Rather, the Soviets simply tried to 

infiltrate the entity, formalizing the traditional council 

into a local cornmittee. The council/cornmittee remains 

responsible for local justice, the settling of disputes within 

the neighbourhood, and even many distributional questions. 

As discovered by the Soviets, the cell-like makhallah has 

proven extremely difficult to penetrate. An Uzbek's social 

relations are very centrali~ed.'~~ For many functions, the 

populous will simply not accept outside in£ luence. 4 5 8  Therefore 

the successful implernentation of reforms in Uzbekistan will be 
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dependent upon gaining the approval of the council. 

Unfortunately, dependent upon communal loyalty for prestige, 

the elders may be particularly sensitive to liberalism or any 

reform which threatens what they perceive to be Uzbekistan's 

cultural heritage; especially the importance of rnacro-familial 

relations. As long as the community and extended family remain 

the focus of the individual's economic energy, essential 

private initiative will be drained.'" In fact, it is during 

the uncertainty and difficulties of transitional times that 

familial ties and old values are likely to gain new 

strength. 460 

One idea which did penetrate the makhallah and will 

continue to be an important cultural and intellectual 

influence in the lives of the Uzbeks is Islam. Kazakhs, 

because of their nomadic lifestyle did not present captive 

audiences and are relatively new con vert^.'^' It should be 

stressed that religion as a factor shouldn't be assumed to be 

a positive or negative determinant of development, 

462 dernocratization or reform. Nor should the deeper roots of 

Islam in Uzbekistan necessarily translate into greater 

resistance to FDI or the difficult economic reforms required 

to attract it. Rather, whether Islam is a positive or negative 

force will be determined by the form which it takes and the 

4 6 3  interpretations it follows. In fact, the fatalistic attitude 

and respect of authority instilled in followers of Islam could 

be used to the government's advantage. 
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However, there are at least three aspects of Islam which 

could prove troubling for reformers. First, private ownership 

is a contentious issue for Islamic scholar~.'~' According to 

the Koran, al1 land belongs to God and should be used £or the 

good of the community, reinforcing the existing socialist 

465  practice. Second, the responsibilities to one's community 

are clear and firmly entrenched in the doctrine of Islam. 466 

These obligations reinforce the traditional familial 

relationships and provide ample spiritual justification to 

resist challenges to the institution associated with the 

individualism of capitali~rn.'~' Finally, despite Islam's 

history of tolerance, in sorne countries, zealots have 

jus tif ied xenophobic policies as maintaining the purity of the 

faith. Western FDI in particular, has been targeted f o r  

importing contaminating values. 

Thus far there is little evidence of any religious-based 

resentment directed against TNCs. However, one of the few 

polls conducted on the question of religious faith in 1992 did 

find some worrying results in the tolerance towards non- 

muslims in U~bekistan.'~~ Even if prejudice is not focused upon 

TNCs directly, there is a fear that an intolerant Islamic 

assertion combined with increased economic competition between 

the citizens of Uzbekistan could exacerbate either political 

instability (as will be discussed later) and/or an exodus of 

skilled workers, crippling the economy. 469 

Suimn;iry: 
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To summarize the first section then, popular support for 

the economic changes necessary to attract FDI will depend upon 

the benefits and negative externalities associated with 

f oreign capital. One of the most important determinants of 

support will be the governments' ability to ensure that the 

gains of economic reform, and F D I  in particular, trickledown 

both vertically and horizontally. Because of the destructive 

externalities of Soviet industry, the populations will a l s o  be 

particularly sensitive to environmental concerns . But i t is 

more likely that the population will react negatively to the 

difficult reforms necessary to attract FDI rather than the MNC 

entity itself. Further, a positive or negative reaction will 

probably be based upon reform's affect upon the standard of 

community, not the individual. 

Government actions which may be interpreted as 

challenging the family structure or prestige of the patriarch, 

such as land reform and certain sectoral reforms, have proven 

particularly difficult to execute in both countries. However, 

Uzbeks rnay be more conservative and possibly reactionary for 

at least three reasons. i) Traditionally a communal 

agricultural society, the Uzbeks were much better able to 

adjust to Soviet institutions. Because they did not conflict, 

the Uzbeks were able to maintain many traditional ways of 

living, for instance the makhallah. Therefore challenges to 

the cornrnunist system not only threaten the economic interests 

of nomenclatura, but also endanger the mode in which many 
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traditional Uzbek ways and values have been sustained. ii) 

Many social. constraints imposed by both the makhallah and 

individual family are reinforced by Islamic teachings. A much 

stronger presence in Uzbekistan, Islam rnay not only be used to 

justify opposition to certain reforms, but to support 

xenophobic actions. iii) Finaily, predominantly an 

agricultural society, Uzbeks must begin reform from a slightly 

lower standard of living than the more industrialized Kazakh 

population. Therefore, if the dangers of resistance correspond 

to an absolute level poverty, Uzbeks are closer to that level. 

Furthermore, the gains from agricultural reform as less likely 

to be as dramatic in the short-term as those in the sectors 

which dominate Kazakhstan's economy. As a result, political 

support will be difficult to sustain. 

Of course, one could argue that popular support is not 

necessarily essential in an authoritarian regime, if the 

goverment can push through difficult rneasures without 

democratic checks. However, by denying democratic outlets, 

governments rnay increase the possibility of two negative 

consequences, increased corruption and conflict. 

Possible Reactions to Economic Stresses: 

Shortages have already spurred greater activity in the 

grey and black market in both Uzbekistan and Kazakhstan. Even 

before independence, Uzbekistan was demonized throughout the 

Soviet Union for its level of corruption.470 As borders are 

opened up, the drug trade has fl~urished.~" The huge profits 
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being realized from the flow of illegal products £rom 

Afghanistan and the growing potential of both countries are 

likely to spur increased a~tivity."~ Add to this, the fact 

that budget constraints are continuing to trim money £rom law 

enforcement agencies, 473 and the result is a dramatic climb in 

crime rates .474 These signs of lawlessness, symbols of economic 

reform, will be unpopular with the people, and could be seen 

as a subversive threat to the leaders of Uzbekistan and 

Kazakhstan. The desire to avoid the distasteful Russian 

excesses is ample justification to either slow reform or 

crackdown upon social f reedoms . Un£ ortunately , such a 

crackdown could exacerbate interna1 conflicts, igniting more 

challenges the state. 

ii) Medium Risk: Interna1 Tension: 

Introduction: 

The difficult changes deemed necessary to pass through 

the transitionary stages can be expected to exacerbate 

tensions. Even before the attritional policies began, over 45% 

of the population of Uzbekistan had to survive on incomes 

475 considered below the subsidence levels. A spiralling birth 

rate will place even more strain upon the social support 

476 systems. Frustration and anger are likely to be directed by 

many at forces both within and outside of the societies. But 

foreign companies will probably remain a distant foe; the more 

likely casualty will be inter-tribal, inter-ethnic, and inter- 

regional relations. 
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Violence began to erupt between ethnic groups even before 

the republics obtained independence, as the Soviet Union was 

477 weakening. Many potential conflicts have been restrained in 

Uzbekistan and Kazakhstan by a hard authoritarian clampdown on 

group activities. The continuing tragedy of neighbouring 

Tajikistan will be a constant reminder that civil society is 

a distant dream. Therefore, political stability will rernain at 

the forefront of al1 policy decisions, including those 

relating to FDI. The next section will examine the divisions 

and social clashes which exist within Kazakhstan and 

Uzbekistan. The weighing of the political consequences of 

reform necessary to accommodate FDI will ultimately be the 

most important deteminant O£ policy. 

The Citizens of Kazakhstan and Uzbekistan: 

In the last section, the author attempted to distinguish 

the reactions of native Kazakhs and Uzbeks to reform. ~nalysis 

was limited to these segments of the populations for the sake 

of simplification, and because representatives of both groups 

dominate the positions of political power. However, both 

countries are inhabited by very large and influential 

populations of different origins. Uzbekistan for instance, has 

identified over 100 ethnic groups within its borders. 47 8 

Centuries after being flushed to the sides of the great 

clcirrents of transit which flowed through the river valleys, 

many s t i l l  vibrantly maintaining the customs and values of 

their ancestors. 
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M a p  4: wographic Location of Central Allia's E t h n i e  Groups 
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Both republics have also been richly pocketed by enclaves 

of migrants and deportees from the Soviet period. (Map 4) After 

Siberia, Kazakhstan was Stalin's favourite destination of 

exile. Large communities of Germans, Ukrainians, Koreans , 

Jews, Arabs, and gypsies have congregated in, and even 

dominate certain geographical points. The largest influx of 

immigrants though, came f rom ~ussia herself . In f act, for rnos t 

of Kazakhstan's recent history, Russians have outnumbered the 

native Kazakhs. And despite recent favourable immigration 

patterns, ethnic Kazakhs remain a minority within their own 

country. 

Segregations: Leading to Tension 

The parameters of econornic policies and the speed of 

economic reform adopted will, to a large degree, depend upon 

the leaders' calculations of how far the populations can be 

pushed before political conflict between and within the 

various ethnic groups could erupt. Although the might of the 

Soviet state was able to constrain open hostility, traditional 

rivalries continued to £ester. Historical animosities proved 

too fimly rooted. Millennia long anirnosities, such as between 

the Uzbeks and Tajik civilizations, would not be forgotten in 

a mere 70 years. Centuries old inter-family and inter-clan 

rivalries were simply carried on through intrigues in the 

bureaucratic machinery of the communist state (much as they 

had in the previous governments) . 

As well as reinforcing intra-ethnic rivalries by 
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patronizing specific powerful families, 480 the Soviets also 

implemented two initiatives which continue to strain inter- 

ethnic relations. The first was the arbitrary redrawing of the 

CAR'S borders. Stalin's strategy was to decrease the 

cohesiveness of potential ethnic based opposition to his rule. 

But today, (just as in post-colonial Africa), because nations 

and states do not perfectly overlap, large pockets of people 

remain stranded from their ethnic brothers- and resent it. 

This sense of isolation and resentrnent is shared by the 

millions of deportees which Stalin expelled to Central Asia 

£rom al1 over Eurasia. Bitter at their displacement many 

deportees re£used to assimilate and/or chose to 1ive in 

isolated communities. 

Despite efforts £rom Moscow to create a Soviet man, 481 

ethnic background remained an important identity. The Russian 

482 population continued to act as colonialists. Little attempt 

was made by the Europeans to learn the native language or 

483 culture. The disdain was mutual. Guardians of an older, and 

they believed more sophisticated civilization, many Central 

Asians in turn looked d o m  upon their colonialists as 

barbarians. Particularly offensive to many of the natives was 

4 84 the fact that many of the Russians were atheists. Very few 

intermarriages between the European and muslirn populations 

occurred. "' 
Inter-ethnic Conilict: 

Conflicts Between the Russian and Native Populations: 
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The most populous European group in both countries are 

the Russians, representing 8.3% of the population of 

Uzbekistan and a full 37% of the population of Kazakh~tan.~'~ 

(Table 4) Row to handle the ex-patriates left behind has 

proven extremely difficult for both the Central   si an nations 

and Russia. Being abandoned by their motheriand, and 

witnessing their positions eroded by nationalist policies has 

been a confusing, heartwrenching experience for many Russians. 

On the other hand, the Russian population has a lot to answer 

for. For decades many of the sacrifices were downplayed and 

the atrocities buried by Soviet revisionist history. But as 

the full scope of the horrors of the first decades of 

communism began to re-emerge with glasnost, nationalist fires 

were re-lit. 

Table 4: Ethnic Composition of the Uzbekistan and Kazakhstan 

Uzbekistan: 
Uzbek 
Russian 
Taj ik 
Kazakh 
Tatar 
Karakalpak 
other 

% of pop. 
7 1 . 4  

8 . 3  
4 .7  
4 . 1  
2 . 4  
2 . 1  
7 .0  

Kazakhstan 
Kazakh 
Russian 
Ukranian 
German 
Uzbek 
Tatar 
other 

% of pop. 
41.9 
3 7 . 0  
5.2 
4 . 7  
2 . 1  
2 . 0  
7 . 1  

Nationalists have been particularly vehement in 

4 87 Kazakhstan, where Russians have a 10nger''~ and more brutal 

history. 489 Partly in revenge for the cultural genocide 

executed by the Soviets, and partly in an atternpt to 

resuscitate Kazakh ways, nationalists have pushed several 

ethno-chauvinistic policies. The most provocative expression 
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of Kazakh revivalists has been efforts to entxench Kazakh as 

the official language of the state. 

The opening volley occurred in 1990, when a law was 

passed requiring Russian-speakers to acquire a fluency in 

Kazakh by 1992 in order to enjoy al1 the advantages of 

490  citizenship, As only 1% of the Russians in Kazakhstan had a 

working knowledge of Kazakh, this would effectively turn 99% 

of the Russian population into second class citi~ens.'~' The 

next year, President Nazarbayev was persuaded to entrench 

Kazakh's official status in the Constitution. Since 1991, both 

the law and Constitution have been changed in reaction to the 

backlash, However, language rights remain a very contentious 

issue. 4 9 2  

These short-term squabbles are probably inevitable. What 

is more important is what may happen over the long-term. The 

native and Russian populations remain very segregated: 

geographically, demographically, politically, and by the role 

they play in the respective economies. Geographically, most of 

the Russian populations are concentrated in the northern 

provinces of Kazakhstan. Russians are also very 

disproportionately represented in the ~ities,"~ while over 80% 

of the indigenous populations of Central Asia are rural 

d~ellers.~'~ Characteristic of rural reçidents, ethnic Central 

Asians have a far higher birth rate than Russians. 4 9 5  AS a 

result, while the average age of the European continues to 

creep upward, the average age of the indigenous people 



continues to p l m e t  .496 Large, young rural families in turn 

have different needs than urban couples, and this is reflected 

in political values. Finally, as will be explained in depth in 

the next section,  uss si ans rernain very segregated by the 

functions which they performed in the economic society. 

The fact is that because of the segregation of natives 

and Russians, they are not equally prepared to cope with the 

structural reform necessary to attract FDI. As a result, some 

structural changes (ie privatization) have exacerbated 

conflicts between the Russian and native populations and 

others (ie land and agricultural reform) have had to be 

postponed altogether. 

Serious Situation in Kazakhstan: 

Again, the situation 1 s  far more serious in Kazakhstan 

because of the much larger Russian population and unequal 

divisions of labour. Whether by exclusion497 and/or by 

choi~e,'~~ as is evident by the nurnbers, Kazakhs and Russians 

rernain very polarized into certain roles in the economy. 

Despite comprising almost 50% of the population, Kazakhs 

account for only 3% of the entire skilled workforce and Il% of 

unskilled ~orkers.~'~ Russians are not only disproportionately 

represented in the blue collar industrial workforce, but Slavs 

also dominate many of services industries such as medical 

centres. 'O0 Rather, Kazakhs are over-represented in the 

agricultural sectors and government spheres. 

The end result of the polarization of labour has been 
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that Russians were on the average, rnuch better paid than most 

Kazakh~.~" Predictably, this situation has led to a festering 

resentment towards Russian dominance, particularly amongst 

many young Kazakhs who cannot find jobs. In order to address 

the problem, affirmative action programs to promote Kazakhs 

were implemented as early as the 1960's by communist secretary 

~ u n a ~ e v .  502 These programs were largely successf ul in including 

natives in administrative capacities . 'O3 

Generally less qualified than the Europeans, the Kazakh 

representation in management positions was often token. In 

fact, it was the Russians who continued to run the plants. 

Nevertheless reverse discrimination has been an irritant for 

the  uss si an population since its inception. 504 The 

intensification of the process since independence, referred to 

as "~azakhization", and the negative consequences associated 

with it have rubbed the Russian wound raw? 

Russians have had good reason to be sensitive. Not only 

has the Russian population become disillusioned by loss of 

empire and position, but has been hit particularly hard 

economically by the breakup of the Soviet Union. Living and 

working in the northern provinces, when the Russian borders 

were tightened after independence, many of the inter-connected 

factories were choked off from integral functions in the 

production process. As a result, the industries were forced to 

radically cut or cease production. The fa11 in the standard of 

living was dramatic as the industrial belt rusted. There have 
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even been some reports of star~ation.'~~ Needless to Say, the 

Russian population is also very sensitive to economic 

deterioration. 

Economic reform is likely to exacerbate tensions, not 

only because it is decreasing the population's standard of 

living, but because it is likely to widen the econornic gap 

between Russians and native Kazakhs. The Russian population is 

simply better positioned to take advantage of the benefits of 

reform. The fact is that the money and technology of FDI is 

more likely to flow to the Russian industrial centres than the 

agricultural comrnunities of the Kazakhs. As a result, rightly 

or wrongly, many Kazakhs have wesisted privatization because 

of the belief that it will be unfairly beneficial to the 

Russian population. 'O7 Further, not only are Russians more 

likely to benefit in the short-term, but the implementation of 

many reforms is likely to have disproportionately negative 

econornic consequences for the indigenous people. It is Kazakh 

jobs which have been and will be rnost vulnerable to cutbacks 

in the public administration sector-'O8 Much of the Kazakh 

population is also very dependent upon the agricultural and 

other government subsidies, which, bloated and inefficient 

will have to be trimmed. 

The author is not contending that Russians support 

econornic reform, far £rom it. However, the point is that 

without some kind of reform, the economic conditions may 

becorne so unbearable that social tensions could rise to open 
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conflict. In the worst case scenario, inter-ethnic feuding 

could feed the £ires of the separatists. For the Russian 

population will measure its living standards with their 

  us si an brothers to the north. If the discrepancy becomes too 

large, ~resident Nazarbayev risks losing half of his country. 

Inter-ethnic Conflict: Uzbekistan 

With much fewer Russians residing in the country, and 

physically farther away £rom the Russian federation, 

Uzbekistan does not have the same pressures to emulate Russian 

reforms. Nor with 71% of the population Uzbek, does the state 

face the same dangers of inter-ethnic disintegrati~n.'~~ 

Nevertheless, some separatist movements have been established, 

most notably representing the Karakalpakistan Other 

inter-ethnic conflicts also simmer and occasionally boil over. 

Foilowing independence, Meshketian Turk, Kyrgyz and even 

Armenian blood was spilled. The majority of the fighting 

occurred in Ferghana Valley, exacerbated by religious 

differen~es,'~~ competition for scarce land, and particularly 

hard economic conditions.512 

The Uzbeks' most dangerous inter-ethnic conflicts 

however, are with the Tajiks. The competition between the 

Uzbek and Tajik civilizations can be traced in various forms 

for millennia. While differences between the Tajiks and Uzbeks 

paled in comparison to those between themselves and the Soviet 

occupiers, as their mutual foe recedes, traditional identities 

are becoming more important. Historical enmities have been 
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piqued by Stalin's ceding of many historically and culturally 

important Tajik cities to Uzbekistan.'13 As a result, many 

Taj iks resent Uzbekistan ' s fortune and f ear that Uzbekistan 

will use its power to dominate al1 of southern Central Asia. 5 1 4  

Intra-ethnic Conflict: Uzbekistan 

Granted that there are several inter-ethnic problems 

facing the republic of Uzbekistan, the more serious conflicts 

are intra-ethnic . In many cases, the his torical enmities 

between clans and even families stretch back for centuries. 

Perhaps the most important challenge for the Uzbek government 

and greatest guarantee of political support, will be the 

leadership's ability to keep a balance between the interests 

of Uzbekistan's most important clans and families. 

It is irnperative in any analysis of Uzbekistan's 

political climate to appreciate the extent to which informal, 

often familial regimes dominate the regions. Most of the local 

clans, in turn, can trace their roots to the hierarchy of the 

historic khanates of Bukhara, Kokhand and Khiva. Once again, 

the Soviet system did not destroy the clan system but, in 

fact, in order to ensure that directives were carried out, 

centralized control relied upon and reinforced the power of 

certain clans. 

The six most powerful clans to emerge are the Tashkent 

clan, the Bukhara clan, the Eastern clan (of Ferghana, 

Andi jan, and Namangan or FAN) , the Sukhan-darya and Kashka- 

darya clan, the Khorezm clan and the Western clan (of 
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Samarkand, and Djizak). From the time Sharaf Rashidov was 

first placed into power, it has been his clansmen of Samarkand 

which have held on to the most powerful positions in 

government. It is not a coincidence that current ~resident 

Islam Karimov is also from Samarkand. Senior government 

positions have been, and continue to be presented to 

representatives of each clan to keep the social peace.'15 

However, as the stabilizing resignation to the Soviet comrnand 

system resides, the conflicting interests will become more 

acute. There is no doubt that some will benefit £rom reform 

and FDI far more than others, as will be s h o w  in the next 

section. Increased pressures will not only be firmly resisted 

but may break into open conflict. 

Kazakhstan's Intra-ethnic Conflicts: 

Kazakhstan's intra-ethnic clashes on the other hand are 

much less pronounced. Nevertheless, there is also evidence of 

friction along historical alliances. While a nomadic people, 

most Kazakhs belonged to a loose confederation of one of three 

Hordes. The Hordes in turn, consisted of a number of tribes 

(Uruk). Each Uruk could be subdivided into a nurnber of oymaks 

which consisted of a number of arises which were compositions 

516 of soy. At the highest level, much of north and eastern 

Kazakhstan was ruled by leaders of the Kishi Yuz (or Small 

Horde) ,'17 the centre by the Orta Yuz (or Middle Horde) ,518 and 

the south by the U l u  Yuz (or Great Horde) .5'9 (Map 5) 

The largest and most powerful Horde in recent history, 
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Wap 5 :  ~raditional Homelands of the Hordes 



and the last to be conquered by the Russians, was the Ulu Yuz. 

Correspondingly, representatives of the Great Horde were over- 

represented, and in fact, dominated goverment during the 

Soviet era in the aim of enforcing the peace. 1t is no 

coincidence that President Nursultan Nazarbayev is from the 

Great Horde, as was Dinmukhamed Kunayev. However, the reign of 

the Greater Horde in Almaty, is being increasingly 

challenged. 521 Again, economic ref orm is unlikely to benef it 

al1 of the Hordes equally, and will cause tension as will be 

shown in the next section. The gap between political and 

economic power bases is already widening. 

~nter-regional Conflict: 

Both Kazakhstan and Uzbekistan can be generally divided 

for a general analysis into three regions. In Kazakhstan, 

political and economic interests can be broadly divided along 

the territories of the three Hordes. mile in ~zbekistan the 

most powerful political and economic regions are i) Samarkand 

and Bukhara in the south (successor to the Bukhara khanate), 

ii) the Ferghana Valley in the west (successor of Kokand 

khanate) and iii) the Tashkent region.522 Each region is 

important for different reasons and has distinct interests 

which will inevitably clash. 

Uzbekistanls Regions: 

i) As the capital of Uzbekistan and home of the Uzbek 

Academy of Science, Tashkent is a city of relatively 

sophisticated and wealthy residents who have an interest and 
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influence in government. The urban region around Tashkent is 

fairly industrialized and is home to the largest Russian 

speaking population. ii) The Ferghana Valley on the other 

band, containing some of the most fertile soils in Central 

Asia, is dominated by agricultural interests. The large rural 

population's roots to both the soi1 and to traditional ways of 

life run very deep. Strongly entrenched into these oldest of 

settlernents is Islam, which is emerging as a force in the 

region. iii) Ln between the two extremes is the region 

surrounding Samarkand and B i i k h a r a  , ancient but s igni f icant 

industrial centres. As was rnentioned befoxe, the region wields 

considerable political power as the home of Karirnov and his 

Western clan. 

It is significant that al1 three centres of power lie in 

the eastern half of the country. Many of Uzbekistan's natural 

resources however, which would interest FDI and therefore 

benefit the citizens of that regiorr lie in west. In the Navoi 

province for instance, are trernendous reserves of gold, 

5 2 3  silver, and uranium. One of the reasons therefore, for the 

slower pace of FDI policy, is simply that the region which has 

perhaps the highest economic potential is not well represented 

in the national government. 

Kazakhstan's Regions: 

The region which has probably the greatest potential 

for growth in Kazakhstan is the west, especially the provinces 

of Mangghystar and Batys Qazaqstan. It is in this sparsely 
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populated area, ( traditionally the terri tory of the Lesser 

Horde), where most of the oil deposits are located. As a 

resul t , the western provinces have attracted a 

disproportionate share of the country's FDI. Because of its 

srnall population and acute poverty, the territory has not 

commanded a strong political voice. However, its political 

influence will grow as the revenues of its foreign operations 

contribute a greater and greater percentage of the state 

budget. It can be expected therefore, that the residents will 

use that growing voice to support initiatives which increase 

their economic and political power. 

The most industrially developed region of Kazakhstan is 

the north and north-east which was traditionally the domain of 

the Middle Horde. Today, this territory is heavily populated 

by Russians and peoples of European de~cent.'~' The region is 

rich in rnineral~~~' and has a large industrial base. But as 

mentioned previous iy, many of the indus tries were connec ted 

with their neighbours to the north. As trade flows have 

diminished, some of the area has turned into a rust belt.'26 

Therefore, the region is in critical need of an infusion of 

money. Although there are cornplaints of plundering and the 

creation of ghost toms £rom union leaders, with no hope of 

significant domestic investment in the near future; in order 

to maintain let alone increase production capacities, the 

region simply rnust attract FDI. 

The final region is the traditional homeland of the Great 



160 

Horde, the south. Predominantly ethnic Kazakhs, most residents 

earn a living in the agricultural or government sectors. 

Southern Kazakhstan has the least economic potential, which is 

one of the reasons why government offices were located in 

Almaty. Very dependent upon agricultural subsidization and 

government employment, residents of the region are perhaps the 

most vulnerable to budget cutbacks. As a result, Southerners 

are the most reactionary and least willing supportive of 

527 economic ref orrn. Un£ ortunately for the Great Horde, their 

power is receding, and will decline even further the capital 

of Kazakhstan is rnoved £rom Almaty to Akm01a.'~' 

Snnmi;iry: Conflict and Interests 

In every country toiling through this difficult period of 

transition, it is clear that the benefits of an open econorny 

and FDI have very lopsidedly favoured certain regions, 

localities and individuals. The economic hardships necessary 

to create the foundations of an acceptable investrnent climate 

have also been uneven. Central Asia will be no exception, the 

costs and benefits associated with FDI will, at least 

initially, be very disproportionate. 

The greatest and most irnmediate beneficiaries are likely 

to be the poor peoples in the sparsely populated western 

provinces of Kazakhstan, as huge multinational corporations 

cornpete to spend billions of dollars in the exploitation of 

its oil deposits. The European populated provinces in the 

north-west may also be attractive to FDI because of their vast 
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mineral resources and relatively well-trained industrial work 

force. Shut off from traditional industrial ties in Russia 

this work force is suffering. The Russian population will 

continue to look north for solutions, 529 and, for the time 

being, Russia continues to pursue reform. It is in the south 

where most of the resistance towards refom can be expected. 

With little to offer foreign investors and much to lose with 

the withdrawal of agricultural subsidies and government 

positions, resistance will continue. 5 3 O 

In Uzbekistan, most of the population and al1 of the 

important centres of power are located in the eastern half of 

the country. Many of the country's mineral resources lie in 

the centre and western regions, sparsely populated by Kyrghyz 

and Karakalpaks who do not have a strong political vcice. Some 

of the industries surrounding Tashkent have benefitted £rom an 

infusion of foreign capital and technology. However, there are 

strong political interests (particularly in the Ferghana 

Valley) which have reacted negatively to reform. 

Unfortunately, the combination of economic stress and the 

growing opportunity for ethnic and familial chauvinism has led 

to increased tension between identifiable groups. 

Occasionally, the pressures have resulted in outbursts of 

violence. In Kazakhstan. this tension tends to be expressed 

along inter-ethnic lines, whereas in Uzbekistan, the most 

dangerous conflicts will pit ethnic Uzbeks against one 

ano ther . 
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Exactiy how much pain the residents of Kazakhstan and 

Uzbekistan are willing to tolerate in the name of reform 

before the political situation becomes dangerous is impossible 

to predict. Further, the level of people's frustration is only 

one component a leader's political calculation. The leader 

must also assess the political tools at his disposa1 which he 

may use to help him resist opposition and impose his will. 

This will be examined in the next section. 

iii) Highest Risk -Challenges to Regime 

Granted that interna1 tensions will continue, the pace of 

economic reform chosen will depend upon a combination of the 

Presidents' will and the political tools which he feels are at 

his disposal. The President 's will is determined by: i) the 

conviction that he is pursuing the right path and ii) his 

perception of risks. Apart from political statements it is 

very difficult to measure will. It is apparent however, that 

both Presidents have managed to seize a tremendous amount of 

political power and influence. 

Both Presidents have ruled since before independence and 

have a mandate to continue to rule into the next mil1enni~x-i.~~' 

Al1 prominent opponents have been successfully vanquished. 

From the legal vacuum following the fa11 of the Soviet Union, 

both ~residents managed to fashion Constitutions (in 

Kazakhstan's case two Constitutions) consolidating an 

extraordinary amount of political power in the executive 

branch, and specifically the Presidential 



Power vs Judiciary: 

The Presidents are the law, if not the state in both 

countries. As guarantor of citizens' rights and freedoms, the 

Presidents are largely immune from judicial checks. Mere 

shells compared to any western equivalent , the j udicial 

branches are rather tools; created primarily to support, not 

check Presidential powers. Heavily infiltrated by President's 

men, the courts rarely use what little power they have 

theoretically allotted to them. Both Presidents for instance, 

blatantly defied their Constitutions in seeking another term 

in office to win with Soviet style results? The reason that 

this went largely unchallenged is that there is no illusion of 

independent responsibility, 

This can perhaps be most clearly seen in Kazakhstan 

(arguably more liberal of the two regimes) . The most important 

positions in the judiciary are direct appointees of the 

President ( including the Cons ti tutional Court ( later Council) , 

judges, and the Prosecutor General), and their powers are 

extrernely limited. The Constitutional Council's sole duty for 

instance, is to check over draft laws before they are signed 

by the President and only in very limited circurnstances. 534 

Furthemore, there is little chance that the institution will 

ever rule against the President. For not only are 5 of the 7 

members, ef fectively controlled by the President, but in order 

to win a case, the President needs the support of only three 

judges . 5 3 5  
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Finally, even if the Council decided to rule unfavourably 

for the President, Nazarbayev has already proven that he is 

not bound by the Constitution and is willing to draft a new 

one that suits his needs. On August 30, 1995, during a period 

of Presidential rule, the President simply abolished the old 

Constitutional Court and rewrote a new Constitution, further 

reducing the possibility of legal challenges to Presidential 

decrees . 5 3 6 

Power vs National Legislatures: 

One of the most important reasons why the Presidents were 

able to so forcefully subvert the courts (and as will be shown 

in this section), dominate the legislatures was becauçe for 

several years they were the only political actors who could 

clah legitimacy from popular support. While communist party 

secretaries Nazawbayev and Karirnov secured mandates as 

Presidents soon after independence; in the interest of 

stability, the Supreme Soviets remained unchanged for another 

three years. Fearful of the uncertainties of elections and 

comfortable within familiar bureaucratic networks, deputies 

were content to hang ont0 their positions in the legislature. 

However, lacking the democratic seal of approval, and 

increasingly dependent upon the President for their 

livelihoods, the institutions' power slowly eroded. 

Control mer Electoral Processes: 

~resident Nazarbayev has been the more subtle of the two 

leaders in neutralizing the danger of democratically based 
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challenges, while President Karimov has been more heavy- 

handed. In Uzbekistan, not only the two most popular 

opposition parties ( E X  and Birlik), but al1 religious based 

parties have been banned outright. Financial constraints, 

strict limitations on the freedom of assembly, and difficult 

registration requirements have also successfully frustrated 

the operations of those movements unfavoured by the 

537 government. The most dangerous leaders of the opposition 

have been imprisoned or e~iled.'~~ Finally, as reported by 

human rights organizations, the Karirnov regime has even used 

physical intimidation against those which have stayed and 

their f amilies. 5 3 9  

President Nazarbayev on the other hand, has been more 

successful in nullifying potential cornpetitors through co- 

540 option. The Kazakh regime has only officially prohibited the 

activities of two hardline ethnic-based parties. However, 

local election corrunittees have been very vigilant in weeding 

out potential troublemakers . 54i Furthermore, the activi ties of 

political associations and political parties have been 

s trictly regulated. 5 4 2  Finally, potential opposition parties 

and candidates have been weakened and often restricted by 

debilitating financial requirements (electoral deposits) . 543 

Because of the above-mentioned factors, as well as the 

fact that a considerable number of seats in both legislatures 

5 4 4  were restricted to indirect voting, it should come as no 

surprise that both legislative bodies have been packed with 
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President ' s men. "' Al though nominally democratic (as both 

parliaments have been multi-partied) ; the divisions between 

the parties were virtually meaningless, as were the parties' 

deviation £rom Presidential policy. 

Results : 

This is clearly evident in the outcornes of both elections 

in Kazakhstan. The result of the March, 1994 campaign was a 

Supreme Kenges dominated by four parties; 5 4 6  two direct 

descendents of the former comunist  part^,^'^ a labour party, 

and the continuation of a Soviet tolerated rnovement. But even 

this composition proved unacceptable to the President. For 

only a yeaw after the first post-communist parliament was 

voted into office, President Nazarbayev dissolved the 

548 institution and declared a state of ~residentiaf law. During 

the interim, the President worked hard to ensure that 

difficulties in the legislature could not thwart the 

executive's initiatives, particularly those concerning 

economic ref orm. 

Considered "too unwieldy",'" the structure of the Supreme 

Kenges was considerably altered. Not only were the number of 

seats in the parliamentary body reduced £rom 177 to a more 

manageable 114, but the responsibilities of the former 

unkameral institution were divided into two chambers, the 

directly elected Mazhilis and the indirectly elected Senate.''' 

Although the number of parties represented in the Mazhilis 

increased in the second (December, 1995) election, 551 its 
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composition remains very favourable to the goverment, and the 

Senate is almost completely compliant. 

In Uzbekistan the election results were even more 

resounding. Before the election cal1 on December 25, 1994, 

President Karimov's People Democratic Party accounted for 2/3 

. of the seats in the Oliy Maj lis (Supreme Soviet) . 5 5 2  When the 

results were calculated in January 1995, the People's 

Democratic Party (PDP) increased that lead. Although the PDP 

could officially clah only 69 seats, with 14 seats going to 

sister party Vatan tarakkiyoti" (Development of the 

Fatherland) Party (or FP), and 167 representatives coming £rom 

the local Soviets,553 it is estimated that 93% of those who ran 

£rom the Soviets were in fact representatives of the 

presidential party. 554 

Both leaders have made cosmetic changes to improve their 

international image which could jeopardize funding £rom 

international public lending institutions. In order to create 

the facade of democracy for instance, Uzbekistan's Ministry of 

Justice has registered several new parties and movements, 

including the Social Democratic Party Adolat (Justice), the 

Milliy Ticklanish (National Resurrection)  ovem ment , 555 and the 

Khalq Birligi (People ' s Unity) Movernent . 556 However, has been 
described as more of an effort to suck away support from 

unregistered movements than to truly broaden the scope of 

political debate?' The fact remains that neither of the most 

popular movements, ERK or Birlik is recognized by the state. 
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Since the first "democratic elections", both Presidents 

have in fact, strengthened their positions versus the 

legislative bodies. President Nazarbayev's new Constitution 

al1 but eliminates the possibility that the parliament could 

5 5 8  dismiss the top executive, while granting the President 

559 greater discretion to dissolve the legislative. In addition 

to direct hierarchical links which the Uzbek President has 

forged with the Cabinet of Minister~,~~~ the role of the 

Presidential Council which advises the President, continues to 

561 grow. Therefore, for the f oreseeable future, the national 

legislatures are more likely to function as shields than 

restraints on executive power. providing an invaluable 

scapegoat for the Presidents to blame the pain of economic 

reform. As long the Presidents can continue to manipulate the 

processes leading to elections, limit the powers of the 

members of the legislature, and firmly shackle the capitals' 

562 press core, the Presidents will be able to overcome any 

opposition at the federal level. 

Regional Govemments: 

Because of the impotency of the national legislatures, 

the greatest challenges to the will of the Presidents within 

the system have originated £rom regional and subregional 

563 levels of government. Powerf ul khokims (mayors ) have been 

particularly effective at thwarting reform in Uzbekistan by 

5 6 4  taking advantage of their power over land allocation. Many 

regional and subregional administrations remain dominated by 
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families adept at manipulating legislation for their own 

nepotistic interest. However, so far the nature of 

disagreements between the centre and the regions has remained 

largeiy non-confrontational. The form of resistance preferred 

is simply ignoring or postponing the implementation of a 

presidential decree. And while this rnay slow reform and become 

a major irritant in the capital, it is not a direct threat to 

the national leadership. The national governments can continue 

to rely upon the loyalty of regional governors (hokims) as 

long as they remain directly accountable to and appointed by 

the Presidents. 

Outside the Svstem 

As has been demonstrated in the previous section, both 

former comrnunist party secretaries have been able to secure a 

firm enough grasp over the levers of power to maintain control 

of the political system. This does not imply that the 

Presidents' initiatives will be prornptly carried out. As was 

explained in chapter two, one of the greatsst problems for FDI 

is not the legislation, but the slow cornpliance or 

misapplication of the rules by unaccountable bureaucrats. 

However, it does ensure that the consequences of direct 

disobedience will be sufficient enough to deter open hostility 

from within the system. The dangers which both Presidents must 

take into consideration before introducing policy corne 

primarily from forces not represented in the new systern. 

Despite inclusive rhetoric and the introduction of new 



political parties, neither the Uzbek nor the Kazakh 

governments have achieved a representative degree of 

ideological or ethnic diversity. Although the indigenous 

population has always been attracted to the goverment sector, 

both leaders have felt it necessary to feed the wave of 

nationalistic outpourings by disproportionately rewarding 

ethnic allies with government appointments. This tactful 

discrimination combined with flagrant gerrymandering in the 

parliamentary efections has resulted in the gross under- 

representation of al1 other ethnic groups in government? 

Because of the previously discussed demographic 

situations, the consequences of an ethnic backlash are 

potentially much more dangerous for Kazakhstan. However, thus 

far, despite strong moral support £rom the Cossacks beyond the 

Russian border,566 the Russian population in Kazakhstan has not 

been galvanized into the strong opposition force f eared by 

Almaty. There are a number of explanations for this. ~irst, 

the disheartened Russian population has suffered £rom poor and 

divided leadership. There are at least four Russian ethnic 

parties which have diluted an already low voter turnout ?' 

Second,  uss si ans are much more interested in their economic 

conditions than political representation. Because of the 

traditional division of labour in Kazakhstan, Russians do not 

equate their standard of living with inclusion into the 

government sector, as do the Kazakhs. Finally, President 

Nazarbayev has managed to assuage some tensions by allowing a 



limited degree of political expression by recognizing most 

ethnic based parties. 56a Only two ethnic parties, one Russian 

and one Kazakh have been officially ban~~ed;'~' the rest of the 

parties remain too disorganized, poorly-led, and dependent 

upon the government for their existence to pose any immediate 

threat . 
President Karimov has chosen to pursue a harder line to 

discourage potential insurgentç. As mentioned in the last 

section, Uzbekistan ' s two mos t inf luential movernents : ~irlik'" 

and its splinter group Erk,571 have not been officially 

recognized by the state. Although primarily concerned with 

democratic and economic reform, the leaders of both movements 

have been exiled. mile this strategy has proven very 

effective in silencing potential troublernakers, the heavy- 

handed approach has also denied moderates a forum for 

political expression. As a result, the President has 

discredited temperate approaches to opposition and has risked 

radicalizing the political forces driven outside of the 

system. 

The greatest fear of the Uzbek regime has been that the 

disenfranchised could fa11 under the sway of radical Islamic. 

This concern is understandable. The fa11 of the Soviet Union 

not only opened a political, economic, and military vacuum, 

but left an ideological one as well. Uzbekistan seemed 

particularly vulnerable to the Islamic fundamentalists across 

the reopening borders of Afghanistan and Iran. Indoctrinated 



through communist camps the irrationality of the opium of 

the masses, the ~resident must have developed a preconceived 

prejudice against organized religion. 

This suspicion was quickly justified as a brutal civil 

war erupted in neighbouring Tajikistan where faith and 

politics were not completely separated. In his own country, 

several radical 1slamic organizations including Tavda 

(~e~entance) 572 and the Islamic ~uard,"~ began to try to impose 

the Shari'a in the Ferhana Valley, shedding civilian blood in 

the process. Other broader based movements developed, 

including the Islamic Democratic partyS7' and most importantly 

the Islamic Renaissance Party (IRP) . 5 7 5  Most recently, the 

bloody gains of the Taliban movement in Afghanistan have 

brought a powerful brand of Islamic zealotry closer and closer 

to Uzbekistan's southern borders. 

It is this threat of a powerful, religiously-based force 

which has driven or justified a considerable amount of 

government policy in Uzbekistan. If the President perceived 

that there was the potential of igniting some kind of a jihad 

this would be of the highest risk, as described at the 

beginning of the chapter. The consequences to the country and 

the President could literally, be fatal. Therefore measures to 

preserve the stability over the country would take precedent 

over al1 other policies, including economic reform and FDI 

specific legislation. This is in fact what has occurred. 

Why Islamic Forces H a v e  Not Develoged into a P o l i t i c a l  Threat: 
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It is reasonable to expect that difficult economic 

downturns will increase the attractiveness of the simple 

solutions of fundamentalist ideologies . 576 However, while a 
large percentage of the Uzbek population shares a sense of 

belonging to the and continues to observe Islamic 

rituals, the potential for Islamic forces to grow into a 

dangerous political force is questionable. The f act that 

Islamic parties have a niche in the opposition is largely a 

578 question of default. Not only has the President's harsh 

crackdown on Islamic based political movements proved 

effective, but many of the conditions which propelled 

threatening Islamic organizations to power in other countries 

have (as yet) not emerged in ~zbekistan. 

Why the Uzbeks are not Susceptible: 

Well-educated and highly literate. the Uzbek people may 

be less susceptible to the fundamentalist movements which have 

swept O ther muslirn populations. 58' Isolated £rom Islamic 

teachers, the average citizen's knowledge of the Koran is very 

limited.'R2 Wiped out by the Soviets, highly trained Uzbek 

clergy are scarce though increasing. With the exception of the 

Saudi's. foreign Islamic educators have made little inroads 

into the country. The governments of Iran and Afghanistan have 

appeared far more interested in developing trade and commerce 

than spreading the word of Islam (though this may change with 

the Taleban) . In fact, with little foreign aid, 5 a 3  some Muslim 

leaders have accepted invitations to join government 
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Ministries in advisory roles, therefore legitimizing the 

regime. 584 

Although Islam's social status rnay be growing, it has not 

materialized into the revolutionary force once feared. 

Reflecting the people, the forms of Islam which have made the 

585 most inroads into the country have been passive. Even Shiite 

activity is confined largely to Bukhara, Samarkand and the 

Ferghana Valley. As was -the case 75 years, divisions within 

sects will continue to Sap the political power of ~ s l a r n . ~ ~ ~  As 

a result, President Karimov should become more confident in 

his power. And this should be reflected in FDI policy. 

Siumnary : 

The last chapter attempted to examine the interna1 

constraints which would affect the speed with which 

governments couid introduce economic reform, including FDI 

policy. One consideration which the governments must weigh is 

the popular support for reforms. As opposed to the west, it 

was proposed that the most important deteminant of popular 

support would be how the reforms would affect the family and 

comrnunity, particularly in Uzbekistan. Uzbeks can be expected 

to be more reactionary to reform for at least three reasons. 

i) Because the Uzbek's communal agricultural order was more 

compatible with the Soviet system than the nomadic Kazakh 

lifestyle, attacks on the communist system may also threaten 

traditional convention. ii) Much more ingrained in Uzbek 

culture, Islam may act as a conservative force, justifying 
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opposition to certain reforms. iii) The agricultural sector, 

which employs a large percentage of the Uzbek workforce, is 

likely to suffer badly from economic reform in the short-term, 

but unlikely to quickly benefit £rom FDI. 

Because some sectors of the economies are in a much 

better position to adjust to the reform process and attract 

FDI, the disparity between the haves and have-nots in both 

countries will grow. This disparity is likely to correspond 

along regional lines. In Kazakhstan, 2 out of 3 regions will 

clearly benefit £rom FDI, while the third is getting weaker. 

In Uzbekistan, many of the regions which will be most 

attractive to FDI do not have a strong political voice. 

The implementation of policies of economic attrition 

carries the risk of exacerbating existing tensions. For 

President Nazarbayev, the main danger of introducing reform is 

fuelling tensions between the Russian and Kazakh populations. 

Although several inter-ethnic incidents have occurred in 

Uzbekistan since independence, because of Uzbekistan's 

demographic situation, the most serious conflicts are more 

likely to occur between ethnic Uzbeks. Conservative reactions 

in the name of peace and political stability are easily 

justified in both countries. 

However, there are also serious risks in not implementing 

economic reform. The evidence f rom other f ormerly communist 

countries suggests that delayed reform only prolongs the 

economic pain which the populations m u t  suffer. There are at 
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least two reasons why the Kazakh people may be less willing to 

wait for reform. First, the residents of Kazakhstan suffered 

a greater drop in their standard of living following the 

collapse of the Soviet Union. Second, because a large 

percentage of the Russian population will compare their 

situation to their brotherç across the northern border, 

failing to at least keep up with Russia's reforms could risk 

the separation of Kazakhstan's northern provinces. 

Firmly in control of both the legislative and judicial 

system, the Presidents could try to ram through economic 

reform. Able to manipulate both the electoral processes and 

the media, the leaders can continue to stifle opposition £rom 

within the political system. But by excluding contrary 

visions, the ~residents risk radicalizing those political 

forces. 

President Karimov has felt compelled to crackdown harder 

upon political opponents because of the fear of a political 

force which is unlikely to take hold in Kazakhstan, militant 

Islam. Convinced that religion has been a divisive factor in 

the civil wars of Afghanistan and Tajikistan, and w a r y  of the 

influence which Islam maintains in neighbouring Iran and 

Pakistan; President Karimov has been determined to maintain 

the separation of church and state. The consolidation of power 

and the battle against al1 factors which could feed Islamic 

radicalism have superseded every other priority, including 

economic reform. It is this preoccupation which largely 
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accounts for the discrepancies in the policies of Kazakhstan 

and Uzbekistan concerning FDI. 

Conclusion: 

The paper began with an exploration of the precarious 

economic situations facing the governments of Central Asia 

following the collapse of the Soviet Union. The paper then 

examined three potential foreign sources of foreign capital: 

trade, international lending and aid, and FDI. Although al1 

three would be necessary, and in fact complimentary sources of 

foreign money, it was detemined that FDI was the most 

promising solution. Unfortunately, it was also established 

that even though the number of firms interested in expanding 

overseas is increasing drarnatically, cornpetition £rom 

developing countries for this capital is also growing more and 

more fierce. The paper then attempted to demonstrate that some 

countries of Central Asia have been much more serious about 

entering this race for foreign capital than others by creating 

friendlier investment climates. The purpose of the essay was 

to try to explain Uzbekistan's initial hesitancy, (as cornpared 

to Kazakhstan), to seriously pursue this potentially vital 

source of fiscal and technoloçical assistance by failing to 

implement policies conducive to foreign direct investment. 

Although Presidential prejudices may well explain some of 

the discrepancies in policy, the paper attempted to find a 

more rational explanation. The author contended that there 

were two answers to the initial variation. i) Kazakhstan's 
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President Nursultan Nazarbayev was in a more powerful position 

versus both domestic opposition and with TNCs - ii) Time was 

working against Kazakhstan which had more to gain by rapid 

reform and more to lose by delaying the introduction of TNCs 

to its economy. 

i) Chapter 3 attempted to establish the scale of FDI 

which the two countries could hope to attract in the short and 

medium- term. Drawing on a number of conternporary theories, 

but primarily John Dunning's Eclectic (or OLI) theory, the 

main determinants of overseas expansion were examined - 

including market size, the costs and ski11 Ievels of the 

workforce, the reserves of natural resources, the state of 

physical infrastructure, and industrial potential. It was 

concluded that the most important factor to attract FDI in 

Central Asia is the quantity of natural resources. The 

evidence suggests that although both countries have large 

reserves of natural resources, Kazakhstan's immense oil 

deposits have provided it with a great advantage. The rush of 

transnational oil companies offering large sums of developrnent 

money has prompted Kazakhstan to implement policies to 

accommodate them. 

In order to attract the same enthusiasm, President 

Karimov on the other hand, would be placed in the dif f icult 

political position of having to offer more substantial 

inducements. This would be particularly difficult because as 

show in chapter 4, with fewer allies for reform and facing 



greater opposition, (including what perceived 

dangerous Islamic forces), President Karimov judged the 

political risks of implernenting rapid change to be higher. 

Protected by years of Soviet inertia, bolstered by a 

traditional eastern deference to authority, and perhaps helped 

by the fatalistic attitudes associated with Islam,587 both the 

regimes were able to maintain legitimacy in the eyes of most 

citizens after independence. Utilizing these advantages, the 

leaders have adeptly increased the power of the executive at 

the expense of the legislative and judicial s y s  tems ; providing 

stability if not order to the political system. However, the 

painful reforms which must be irnplemented in order to attract 

FDI and drag the economy out of its communist decay will also 

shock the political system. Tfiat the Presidents have had to 

determine is the appropriate timing and speed in which to 

introduce the reforms. 

ii) President ~arirnov's perception that Uzbekistan was 

vulnerable to political volatility seemed to warrant 

conservative policies until the social situation was 

stabilized. There are at least £ive factors which may justify 

the adoption of a slower pace of reform than Kazakhstan. a) 

Because the Uzbek's communal agricultural order was more 

compatible with the Soviet system than the nomadic Kazakh 

lifestyle, attacks on the comunist system may also threaten 

traditional convention. b) Much more ingrained in Uzbek 

culture, Islam may act as a conservative force, justifying 
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opposition to certain reforms . c) The agricultural sector, 
which employs a large percentage of the Uzbek workforce, is 

likely to suffer badly £rom economic reform in the short-term, 

but unlikely to quickly benefit £rom FDI. d) Because 

Uzbekistan began f rom a lower economic starting point, the 

citizens may be more vulnerable to the attritional policies 

required during the transition. e) Finally, the Uzbek 

government was able to maintain a level of economic stability 

while delaying important reforms. 

Less self-sufficient, Kazakhstan did not have the luxury 

of postponing painful changes. Heavily integrated into Russian 

industry, the Kazakh economy was devastated by the breakup of 

the Soviet Union. Cut off £rom the processes of production, 

sources of raw material and even energy requirernents, 588 

factories were forced to shut down. As a result of this 

isolation, inter-industry debt soared, many northern regions 

turned into rust belts, and there were even reports of 

starvation. Without heavy capital investment, (unavailable 

internally), the countries very existence was at stake. 

Therefore with half the population looking north, it is no 

wonder that President Nazarbayev has managed to at least keep 

up with (if not surpass) many Russian economic reforms and 

stay ahead of Uzbekistan on the road to reform. 

Although the Kazakh President took the lead, the gap 

between Uzbek and Kazakh FDI policy will probably continue to 

narrow. The attritional policies enacted by the Kazakh 



government are beginning to bite. In 1995 for instance, the 

unemployment rate in Kazakhstan rose faster than anywhere else 

in the C I S  while Uzbekistan enjoyed the slowest rate.'" AS a 

result, the Kazakh reform movement is losing what popular 

support it may once have enjoyed. 590 Unions have becorne more 

active. Almaty's streets are crowded with bigger and bigger 

demonstrations by those hurt by the transition.s91 As happened 

in Russia, reform is increasingly denounced as unfairly 

benefitting the nomenclatura. Anecdotal evidence tends to 

support the complaint that corruption is beginning to grow in 

the bureaucracy because of Nazarbayev's policy of 

Kazakhization. If this is true, Kazakhstan may be losing one 

of its greatest advantages in attracting FDI. 

Six years after independence with no serious challenges 

to the secular nature of the state, President Karirnov has 

begun to feel stable enough in power to embark upon the 

tentative steps along the road to economic reform. Following 

the President Karimov's re-election, several key FDI-friendly 

documents were signed into law. Although reform has suffered 

several setbacks, most notably the conservative reflex leading 

to the currency crisis; as competing alternatives are 

discredited, the naturally conservative President has been 

forced to recognize the inevitability of reform. The 

constantly ernerging evidence of the benefits of reform in 

other formerly communist countries, and particularly 

Kazakhstan's success in attracting multi-billion dollar 
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contracts £rom TNCS, will also no doubt becorne determining 

factors. 592 

In conclusion, the exact route which Presidents Karimov 

and Nazarbayev will follow to wrench their countries from 

econornic crisis is still undetermined. The Presidents are 

reportedly closely studying the examples of a number countries 

including Russia, 593 Turkey , 594  China, 5 9 5  South Korea, 596 and 

Ind~nesia.~~' What is clear is that both countries have a long 

way to go before their economies can fully take advantage of 

the vast wealth and technology offered by FDI. Despite their 

long-term potential, the economic and political obstacles 

remain overwhelming for al1 but a few companies. Too many 

O ther , better opportuni ties beckon around the world. The 

private money attracted to Central Asia and in fact the whole 

Soviet Union, pales in comparison to the flows to other 

emerging markets. It should also be pointed out that little of 

the rnoney pledged by TNCs has actually materialized. Most 

joint companies registered remain inactive. 598 

It is imperative therefore, that the governments use this 

window of opportunity to raise the stake of FDI in their 

countries by contiriulrlg zef orm. If the di£ f erence between 

socialist and capitalist systems is that socialist incentive 

is moral and capitalist is material, then material results 

must be achieved. How long the populations wi11 wait for 

results, and who must benefit £rom reforrn is unclear. It is 

probably dif f erent in al1 of the f ormerly comrnunis t countries . 
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But sooner o r  l a t e r  citizens must see r e s u l t s  o r  the  appeal of 

alternatives w i l l  grow. This chance t o  pursue long-term 

economic g r o w t h  m a y  be fleeting. 
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av. (1998) 
InfantMortalityper 4 6 . 5  72.0 69.6 60.1 24.7 
thousand babies born 
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sects also existed in the cities. Reuel R. Hanks. Glasnost, 
Islam and ~ationalism: Uzbekistan in the Gorbachev and Post- 
Soviet Eras. PHD Dissertation, University of Kansas, Kansas, 
1993, p.60. By the 10th century, a few nirkic tribes began to 
adopt the practice. (Kama1 H. Karpat. "The Roots of Kazakh 
~ationalisrn: Ethnicity, Islam, or Land?" p.p.313-333) Islam 
has played an important role in Uzbek's belief system since 
the conversion of Uzbek Khan, who Uzbeks trace as their first 
leader. 
462. Most Kazakhs maintained their traditional forms of 
anirnism and ancestor worship till the late 18th and early 19th 
century. The nomads were not only elusive to preachers, but 
the other forms of worship were more suitable to the Kazakh 
lifestyle. Mosques were stationary, the Kazakhs were not. 
Ironically, Islam was promoted to the Kazakh population by the 
Russians to alienate the people £rom the Chinese. Martha Brill 
Olcott. The Kazakhs. Hoover Institution Press: Stanford, 
California, 1995, p.18 However, even if weaker and diluted 
with other beliefs in Kazakhstan, Islam has still becorne an 
important part of ethnic Kazakh identity. Even during the 
numerous communist crackdowns on religion, most of the muslim 
population continued to observe Islamic rituals at birth 
(circumcisrn), marriage and death, if in secret. Ahmed Rashid. 
The Resuraence of Central Asia: Islam or Nationalism? Zed 
Books, London, 1994, p.41 
463. It is common for western commentators to refer to muslim 
populations as the Islamic world, however important 
distinctions separate muslims into one of two camps, Sunni and 
Shiite. Most of the muslim world is Sunni as is most of 
Central Asia. Within Sunnism there are also a number of sects 
and schools present in Central Asia including the predominant 
Hanafis mathab school, Sufism, and Wahhabism which can be even 
further subdivided as will be explored latex. 

The main difference between Sunnis and Shiites is that 
Sunnis base their beliefs solely on the sayings and deeds of 
the prophet Mohammed. Shiites add the teachings of Mohammed's 
scn-in-law Ali- Shiites have also long disagreed with Sunnis 
on the status of the caliphs, leaders of the Islamic 
hierarchy. E a r l y  defeats and a long history of suffering in 



their disputes with the caliphs have created many martyrs. As 
underdogs in the Islamic world, opposition to authority has 
become ingrained in their beliefs, revolutionary fervour more 
acceptable. Nations with Shiite majorities have also tended to 
be more reactionary to the infiltration of western values and 
by extension westerr, companies into their society. 
464. The debate over the rights of ownership of the individual 
and state is a complicated question for Islamic scholars. 
Although, an individual may have guardianship over a certain 
area of land, and may even kill to defend his castle, the 
owners use of the land must benefit not only himself but the 
community. The owner should not use the land to bring injury 
to others or the community should redistribute the land. Ahmad 
Zaki Yanami . Islamic Law and Contemporary Issues. The Crescent 
Publications, Takoma Park, MD, 1967, p.29-30 
465. On the other hand, it is possible that the adoption of 
private property will be viewed as a step up on the Russians 
and their collective mentality. Saleh Mohammed Farhan Al- 
Khathllan. Uzbeks and Islam: Their Contemporarv Political 
Culture. An Eh~irical Studv. University of Kansas, Kansas, 
1993, p.184 
466. "The individual is charged with the responsibility of the 
community welfare and protection. Individuals partake in the 
service of the community, each according to his native ability 
and knowledge, in such a way that the needs of the community 
are satisf ied by a division of labour. " Ahmad Zaki Yanami . 
Islamic Law and Contemporarv Issues. The Crescent 
Publications, Takoma Park, MD, 1967, p.17 
467. It is not surprising therefore, that a main focus of 
Islamic based opposition movements has been the plight of the 
farnily during the transition. 
468. Although Central Asia's muslims have generally been 
tolerant of other faiths and the non-faithful, a survey of 710 
people in 1992 found that: i) 67% strongly disagreed that 
Islam was a private matter, ii) almost 3/4 thought influential 
positions should be given to practicing Muslims, iii) 77% 
disagreed that should be equal treatment for al1 religions in 
Uzbekistan. Saleh ~ohammed Farhan Al-Khathllan. ~zbeks and 
Islam: Their Contemporarv Political Culture. An Empirical 
Studv. University of Kansas, Kansas, 1993, p.206-7 
469. Saleh Mohammed Farhan Al-Khathllan. Uzbeks and Islam: 
Their Contemporarv Political Culture. An Empirical Studv. 
University of Kansas, Kansas, 1993, pl85 
470. A reporter for Pravda Vostoka in 1986 described the Uzbek 
system as follows, "The Sovkhoz deceived the raion, the raion 
deceived the oblast, the oblast deceived the republic, and the 
republic deceived the whole government. ~ r e ~ o r ~  Gleason. 
mUzbekistan" From Statehood to Nationhood", p.344 in Ian 
Breemer and Ray Taras (eds.) Nation and ~olitics-in the Soviet 
Successor States. Cambridge, Cambridge University Press, 1993 
f rom L. Kurin. "Trudnye liudi v trudnom raine", ~rada Vostoka, 
~pril 16, 1986, p . 2 .  Part of the problem was lack of diligence 



from the centre. Under the Soviet system an unwritten 
understanding existed between the centre (Moscow or Tashkent) 
and the national and regional leaders of Central Asia. As long 
as the indigenous leaders kept their people subservient and 
passive, and continued to come close to reaching the economic 
goals of the centre, Moscow was content to let them run things 
as they saw fit. See Boris 2. Rumer. Soviet Central Asia: "A 
Traqic Emeriment". Boston: Unwin Hyman. 1989. p.p.144-159. 
Few questions about excesses were asked. As a result, with the 
weight of the communist party and military behind them and 
facing few restraints, the leaders of al1 the regimes became 
notoriously corrupt. 

Largely ignored in Moscow (only Kazakhstan's Dinmukhamed 
Kunayev became a full member of the Politburo in 1971), the 
leaders were allowed to rule with virtual irnpunity and appoint 
friends and family to positions of power. (Ahmed Rashid. The 
Resuraence of Centrai Asia: Islam or Nationalism?. Zed Books, 
London, 1994, p . 3 5 )  The nepotism was particularly blatant and 
rampant from early 1960s to the early 1980s, during which time 
there was virtually no changes in leadership. Party boss Jabar 
Rasulav of Tajikistan who ruled from 1961, died in office in 
April 1982. Kyrgyz communist secretary Tudiakun ~subaliev 
rnaintained his grasp on power from 1969 until his forceable 
retirement in 1986. The head of the comunist party in 
Turkmenistan, Mukhamednazar Gapurov of Turkmenistan also 
retired in 1986 after ruling since 1969. Dinmukhamed Kunayev, 
became first secretary of the comrnunist party of Kazakhstan 
(CSKZ) in 1964 and ruled until he was replaced in December of 
1986. Kunayevts patronage of his Dzuze clan of the Great Orda 
was legendary and many his government ministers would be 
better described as mafia. (D. Doder and L. Branson. 
Gorbachev: Heretic in the Kremlin. Futura Books, London, 1990) 

But it was the government of Uzbek party secretary Sharif 
Rashidov, which was the most notoriously corrupt and 
eventually led to the greatest scanda1 of the late Soviet era. 
For years Rashidov had used monopolies in the cotton industry 
to enïich his friends and family, this was well known and 
tolerated by Moscow. While it was acceptable to steal from the 
people, what finally led to Rashidov's downfall was the fact 
that his officials were caught fudging numbers on cotton 
production, and therefore stealing £rom Moscow. The scheme was 
uncovered by accident by a couple of Russian journalists while 
looking at numbers for another story. The scope of the 
deception shocked rnany in Moscow. Uzbek officials claimed and 
got paid by Moscow for 8 million tons of cotton per year, but 
in fact, were only producing 5 million. The difference in 
numbers was in turn hidden by Moscow bureaucrats for a 
percentage of the profits. The scope of the deception and the 
number of officials eventually implicated was staggering. Four 
oblast first secretaries were directly involved. Also arrested 
was former second secretary ~imofei Osetrov and Chairman of 
the Council of Ministews of the Uzbek SSR, Narmakhonmadi 



Khudaiberdiev. Eventually even first secretary Inamzhon 
Usmankhodzhaev (successor of ~ashidov) was placed under house 
arrest, (although he was later to be partially vindicated when 
the competency of the prosecution was questioned) . (Martha 
Briii Olcott "Central Asia: The Ref orner ' s Challenge a 
Traditional Society" p .p. 253 -280 " in Hajda, Lubornyr and Mark 
Bessinger (ed.). The Nationalities Factor in Soviet Politics 
and Society. Westview Press, Boulder, 1990) By the end of 
1987, a full forty of sixty-£ive Uzbek party secretaries had 
been replaced. (Gregory Gleason. "Uzbekistan: From Statehood 
to Nationhood", p. 339 in Ian Bremmer and Ray Taras (eds. ) 
Nation and Politics in the Soviet Successor States. Cambridge, 
Cambridge University Press, 1993 from 1. Usmankhodzhaev, 
~artiinaia zhizn, no.1, January, 1987, p.p.28-33) 

Gorbachev attempted to use this scanda1 to purge the rest 
of the governments of Central Asia, but encountered bitter 
resistance to his anti-corruption efforts. When Dinmukhamed 
Kunayev was finally displaced as Kazakhstan's head of state by 
Genady ~olbin, a Russian, riots erupted in the streets of Alma 
Ata. Abuses it seemed could be overlooked by the Kazakh 
population as long as the leader was a Kazakh- In fact, 
corruption was even to a certain extent glamorized as it was 
seen as a snub to the CPU. Ahrned Rashid. The Resursence of 
Central Asia: Islam or Nationalism? Zed Books, London, 1994, 
p.92 
471. See Lowe11 Bezanis . "An Enlarged Golden Crescent" , 
Transition, vo1.2, no.19, September 20, 1996 (net) and Oxford 
Analytica. "Criminal Gangs Overrun Central Asia, " The Globe 
and Mail. November 22, 1994, p.Al1 
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mountains of Uzbekistan grow an estimated 2000-3000 hectares 
of opinion poppy. Anonymous. "After the Silk Came the Smack", 
The Economist, vo1.331, no.7865. May 28, 1994, p.33 
473. In 1994, Kazakhstan decreased funding for its central 
police by 25% and local offices by 15%. Oxford Analytica. 
"Criminal Gangs Overrun Central Asia," The Globe and Mail. 
November 22, 1994, p.All. Cutting the police budget not only 
decreases the number of law enforcement officers, but lower 
salaries leave the remaining personnel susceptive to bribes. 
474. Kazakh crime figures increased 14% in 1992, 10% in 1993 
and another 8% in the first half of 1994. Oxford Analytica. 
"Criminal Gangs Overrun Central Asia, " The Globe and Mail. 
November 22, 1994, p.Al1 
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Next. " Izvestia. Sept. 2, 1989, p. 1, Current Diqest of the 
Soviet Press (CDSP), vo1.41, no.35, Sept 27, 1989, p.p.23-24 
476. Only 43% of the population is now of working age (20-59). 
Alastair McAuïey. "Poverty and Anti-Poverty Policy in a Quasi- 
Developed Society: The Case of ~zbekistan," Communist 
Econornies and Economic Transformation. vo1.6, no.2, 1994, 
p.191 



477. Confrontations in and near the Ferghana Valley have been 
particularly volatile. In June of 1989, over 100 people were 
killed and 16 000 evacuated in clashes between Uzbeks and 
Meskhetian Turks. In another incident the following June, 200 
people died Osh in a fight over land between Uzbeks and Kyrgyz 
in Osh. Rupert, James. "Dateline Tashkent: Post-Soviet Central 
Asia," ~oreiori Poiicv, no.87, summer 1992, p.181 
478. Rustam Dosumar. "Uzbekistan; A National Path to the 
Market" in Boris Z. Rumer. (ed). Central Asia in Transition: 
Dilemmas of Political and Economic Development. M.E. Sharpe, 
Armonk, N.Y., 1996, p.137 
479. 0. B. Naumova. "Contemporary Ethnic Process in 
Kazakhstan, " Reviia za narodnostno mrasania - Razprave in 
aradivo (Journal of Ethnic Studies and Documents, vo1.21, 
p .p. 153 -159 
480. By patronizing families they thought could best ensure 
order and maintain the prescribed tribute to the centre, the 
Soviets legitirnized the re-establishment of private fiefdorns. 
As ideological constraints against private gain disappear, the 
high stake competitions between fiefdoms which plagued Central 
Asia before the Soviets are likely to re-emerge. 
481. The Soviets attempted to create a New Soviet Man of al1 
of their peoples. Richard Pipes. "Introduction: The 
Nationalities Problem" in Zev Katz (ed.). Handbook of Major 
Soviet Nationalities. The Free Press, New York, 1975, p.2 
There were several stages in this process including the 
introduction of a common language (Russian), the rnodernization 
of cities, inter-marriage and finally the creation of an 
international comrnunity of Soviet culture. Alexander 
Bennigsen. "Soviet Musiims and Self-Determination," p.528 in 
Shtromas and Kaplan. The Soviet Union and the Challenae of the 
Future. Paragon House, New York, 1989. Of course, some of 
these processes did not adequately occur. 
482. The f irst Russian troops arrived on Central Asian soi1 as 
early as 1731 at the invitation of the Abdul' Khayr, khan of 
the northern Small Horde who swore oath of loyalty to Anna 
Ionona. Weak from infighting, Khan Ablai of Middle Horde swore 
oath to Russia's ruler nine years later in 1740. Despite 
clairns that it was a temporary arrangement, Russian forces 
stayed, dotting the northern steppes with forts. For most of 
the 18th and early 19th century, Russia devoted her energies 
to expanding and securing her empire i the east and 
periodically defending her territory £rom the west. However, 
beginning in the 1840s, Russia began to look south once again. 
From its bases in the north, Russian troops quickly moved 
across the rest of the steppe to secure the territories of the 
Middle and Great Horde. Progress into Uzbek lands was a little 
more slow, but in 1865 Tashkent fell into Russian hands and 
three years later Samarkand. The same year, 1868, the whole 
Emirate of Bukhara became a Russian Protectorate, followed by 
the Khanate of Khiva in 1873. Finally, in 1876, the Khanate of 
Kokand was annexed. 



483. In Uzbekistan, 4.6% of Russians possess a working 
knowledge of Uzbek language, while in Kazakhstan only 1% of 
Russians have a working knowledge of Kazakh. Karen Dawisha and 
Bruce Parott. Russia and the New States of Eurasia: The 
Politics of U~heaval. Cambridge University Press, 1994, p.83 
484. The Tajik and Turkic names for atheist, "bidin" and 
"dinsiz" respectively, are roughly translated as "scoundrel" 
and "idiot." 
485. Only 4% of married Kazakhs had non-Kazakh spouse. see Yu 
V. Bromlei Natsional'nve otnosheniva v sovremennuvu e~okhu. 
Moscow, 1987, p. 151. 
486. According to the State Cornmittee on Forecastincr and 
Statistics, in 1993, ethnic Uzbeks consisted of 71% of the 
population of Uzbekistan, whife Russians accounted for 8%, 
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percentage of Taj iks is probably under-represented and the 
percentage of ethnic Uzbeks slightly over-stated. 
487. Anatoly M. Khazanov. "The Ethnic Problems of Contemporary 
Kazakhstan", Central Asian Survey, vol.14, no.3, 1995, 
p.p.243-264 
488. Again, the first Russian troops marched ont0 the Kazakh 
steppe in 1731, they did not conquer Uzbek territory for 
another 200 years. 
489. probably no other people suffered more £rom the beginning 
of the Elussian civil war to the end of the collectivization 
drives than the Kazakhs. In addition to those who died in the 
fighting, with their crops destroyed by the civil war and cut 
off from Russian supplies by the White amies, many Kazakhs 
died of starvation. Other natives perished in the hunger 
induced epidemics which raged at the time. Finally, many 
Kazakhs were killed by Russian settlers for their food. Marco 
Buttino. "Politics and Social Conflict during a Famine: 
Turkestan ïmmediately After the Revolution", p.p.347-368 in 
Marco ~uttino (ed. ) Ïn a Colla~sina- Em~ire: ~nderdevelopment, 
Ethnic Conflicts and Nationalisms in the Soviet Union. 
Fordazione Giangiacomo Feltrinelli, Milan, 1993. It is 
estimated that a full one half of the Kazakh population 
perished during the collectivization drives of the 1920s and 
1930s, (Kamal H. Karpat. "The Roots of Kazakh Nationalism: 
Ethnicity, Islam, or Land?" p.321 in Marco Buttino (ed.) In a 
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Nationalisms in the Soviet Union. Fordazione Giangiacomo 
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Maryland, College Park, and the Johns Hopkins School of 
Advanced International Studies, June 1993, p.4 
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491. Karen Dawisha and Bruce Parott. Russia and the New States 



of ~urasia: The Politics of U~heaval . Cambridge University 
Press, 1994, p.83 
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proficient in Kazakh by 2001, while  uss si ans are expected to 
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Kazakh and Uzbek urbanites has actually fallen. Karen Dawisha 
and Bruce Parott. Russia and the New States of Eurasia: The 
Politics of Mheaval. Cambridge University Press, 1994, p.147 
495. A high birth rate amongst Central Asians is due to a 
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operation with the Economies in Transition, Paris, 1996, p.19 
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Although racism was a factor, another explanation for the 
exclusion of Kazakhs from projects requiring unskilled 
workers, was economics. The Soviet Union had a surplus of 
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Soviet companies to import temporary workers from the Caucasus 
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Contemporary Kazakhstan", Central Asian Survey, vo1.14, no.3, 
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nation; key posts in the Party, state, administrative, legal, 
scientific and educational institutions were primarily given 
to the Kazakhs and the Kazakh youth enjoyed privileges in 
entering higher educational establishments." 0 .  B. Naumova. 
"Contemporary Ethnic Process in Kazakhstan,'' Reviia za 
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524, 0. B. Naumova. "Contemporary Ethnic Process in 
Kazakhstan, " Reviia za narodnostno mrasania - Razprave in 
crradivo (Journal of Ethnic Studies and Documents), vo1.21, 
p.p. 153-159 
525. The region around Ust-Kamenogorsk produced a full 50% of 
the lead and 40% of zinc requirements of the whole Soviet 
Union. Larisa Kokovinets. "Slavs Displeased With 
Constitution," Moscow Tribune, August 30, 1995, p.2 
52 6. See Geof frey York. "Changes Painful to Kazakhstan'' , Globe 
and Mail, March 6, 1995, p. A9 
527. It should be noted that the clash of economic interests 
does not necessarily always fa11 along ethnic lines. Many of 
the Kazakhs who live in the north share the same economic 
concerns as their Russian neighbours. In fact, many northern 
Kazakhs look d o m  upon the demands of their rural, 
agricultural, and more religious kinsmen in the south as 
backward. See Jiger Janabel. "Kazakhstan's ethnic Relations", 
Central Asian Survev, no.1, March 1996, p.p.5-31 528. 
Officially the move was done for environmental reasons. Other 
rationales include: drawing some of the redundant labour in 
the south to the north and breaking the Eldex Clans 
stranglehold on power. However, moving the capital is likely 
to have a negative economic impact not only on the people who 
are left behind in the south, but on communities along the 
major transportation networks between the old capital and 
Russia, which used to benefit from an infusion O£ activity. - 
Finally, the move will be very expensive, the cost of 
relocation has been estimated at USÇ20 billion. Anatoly M. 
Khazanov. "The Ethnic Problems of Contemporary Kazakhstan", 
Central Asian Survev, vo1.14, no.3, 1995, p.256 
529. At least one case seems to indicate that the Russian 



population, for the time being, appears willing to trust in 
economic reform even if it means sacrificing political 
freedom. During the latest constitutional crisis, miners from 
the Sokolovsko-Sarbaisw mining cornplex, workers of the 
Pavlodar aluminum plant, and Yermakov plant of ferrous alloys 
al1 demonstrated for the new constitution because, even though 
it would grant the Kazakh president vast (authoritarian) 
powers, they felt that the stability which it would provide 
would be attractive to foreign investors . Sergei Leonov. 
"Nazarbayev's Constitution or a Constitution for Nazarbayev?" 
New Times. October 1995, p.p.30-31. 
530. Most recently 2000 people illegally gathered in the city 
of Zhanatas to protest the "ruinous social and economic 
situation," 
Bruce pannier. "Demonstrations over Living Conditions in 
Kazakhstan", OMRI Dailv Diaest, July 31, 1996 
531. President Karimov managed to extend his term of office to 
the year 2000, while President Mazarbayev was able to lengthen 
his term to the year 2001. 
532. Under the old constitution, the Kazakh President was 
already assumed the responsibilities of Commander-in-Chief, 
the power to control currency, and the ability to appoint 
rnembers of alrnost ail important government positions 
(including the provincial governors, the constitutional court, 
judges, and the prosecutor general). The new Constitution has 
even further strengthened the executive's position versus 
parliament and the judiciary. 
533. President Karimov won with an astounding 99.6% of the 
vote. BBC Summarv of World Broadcasts ( S W B ) ,  SU/2266/6, 31 
March 1995. President Nazarbayev won his referendum with the 
approval of 95.4% of voters. "Kazakhstan: Referendum on 
Extension of Presidential Term", Keesinqs Record of World 
Events, Apriî 1995 
534. The Council can only act by request of the President, 
speakers of the houses of parliament, or at least 1/5 of the 
deputies of parliament. The Prosecutor's office does not have 
the power to ask for a decision. It is also extremely unlikely 
that an individual citizen's appeal will be considered by the 
Council. See "Wow a Branch of Goverment was Lopped Off", 
Current Diaest of the Soviet Press, vo1.48, no. 19, June 5, 
1996, p.17 from Lyudmila Murtazina. Pravda 5, no.17, May 8-17, 
1995, p.7 
535. Central Asian Monitor. Re~ort of the ~azakhstan-American 
Bureau on Human Riahts and the Rule of Law: The Human Riahts 
Situation in Kazakhstan: Januarv-October, 1996 (net) 
536. Al1 courts are now supervised under the special body of 
the President in Kazakhstan, (Sergei Leonov. "Nazarbayev's 
Constitution or a Constitution for Nazarbayev?" New ~imes. 
October 1995, p.p.30-31) prompting strong reaction by the 
former judges. Six of the ten previous constitutional ]udges 
admitted that this "curtailed human rights and freedorns and 
distorted the principle of the division of power." Douglas 



Busvine. "Kazakhs to Vote for Presidential Powers, " The Moscow 
Tribune. August 30, p . 1  
537. ~ccording to Uzbekistan's recently passed Law on 
Political Parties for instance, parties cannot be based on 
ethnic or religious lines. Nor can parties be regionally 
based. Parties requesting official recognition must divulge 
details of 3000 members distributed over more than 8 regions. 
Military and law enforcement personnel, foreigners. and 
stateless people are prohibited £rom joining a political 
party. Despite the impoverished condition of most parties, it 
is illegal for the organization to accept money £rom state, 
foreign, religious, or anonymous sources. - 

For Kazakhstan's code see Dave Dhavna. A New Opposition 
Movement is Crushed in Kazakhstan" OMRI DD vol. 1, no.76, 
April 27, 1996 
538. The only person to offer real opposition to President 
Karimov has been Mukhammad Solikh, leader of Erk (Freedom) . 
Placing second to President Karimov in the December 29, 1991 
elections, (with 12% of the vote), M r .  Solikh was perhaps the 
only oppositional leader with the national profile to threaten 
the ~resident, and so was subsequently exiled. Birlik's most 
prominent leader, Abdul Rakirn, Pulatov has also been driven 
into exile (in the west) . 
539. Opponents and even their families have reportably been 
intimidated and beaten. See Mohammad Turan. "Uzbekistan: 
Abduction Said to be Aimed at Quieting Dissent", Radio Free 
~urope/Radio Libertv, November 13, 1996 and Arral Azizullah. 
"Uzbekistan: Dissident Ordered Evicted, Family Ordered £rom 
Homes", Radio Free Europe/Radio Liberty, November 28, 1996 
540. There were only two men who have the stature to challenge 
Nazarbayev, Serik Abrdakhmanov (£rom the Great Horde) and 
Olzhas Suleimenov (Middle Horde). Abrdakhmanov remained 
influential largely because of the power which he wielded in 
the Kunayev regime. Suleimenov's standing had been based upon 
his ties to the Russians of the industrial north. However, 
Nazarbayev has managed to neutralize Suleirnenov by exporting 
him to Italy as ambassador, while Abrdakhmanov appears to have 
been CO-opted into the regime after receiving the important 
chair of the Popular Unity of Kazakstan coalition. Martha 
Brill Olcott . ~h~ Kazakhs. Hoover Institution Press Stanf ord, 
California, 1995 
541. In fact, over 220 unfriendly potential candidates were 
denied eligibility to run for election. Keesina's Record of 
World Events News Digest for March 1994, p.39913 
5 4 2 .  For Kazakhstan see Dave Bhavna. "A New Opposition 
Movernent is launched in Kazakhstan. " OMRI Dailv ~icres-t, vo1.l. 
no.76, April 27, 1996 
543. An electoral deposit of 100 times minimum wage (US$ 500) 
has effectively proved beyond the means of most impoverished 
opposition parties, let alone independent candidates. "Law on 
Elections is Published", Current Dicrest of the Soviet Press, 
vol.XLVI1, no.40 (1995), 24 £rom Sergei Kozlov. Nezavisimava 



qazeta, October 4, 1995, p.3 
544, In Uzbekistan, only 83 of the candidates were elected 
centrally while 167 of the deputies were elected indirectly 
via local Soviets. In Kazakhstan's first election, 42 of the 
177 seats reserved for people on state list as selected by 
government officiais. For Kazakhstan's second election see 
endnote 425. 
545. In addition to the 42 seats reserved for people on the 
Nazarbayev government's lists, over one half of remaining 
seats were captured by candidates with state posts, therefore 
obligated to Nazarbayev. 
546. Party affiliation of Kazakhstan's Mazhilis following 1994 
elections: 
Par tv Seats 
i) SNEK 43 
ii) People's Congress Party 22 
iii) Socialist Party 15 
iv) Federation of Trade Unions 14 
V) Organization for Legal 
vi) Lad 
vii) Azat 
viii) Birlesu 
ix) Communist Party 
x) Union of Engineers 
xi) Union of Youth 
xi i ) Independent 
Total 
From Kaztaa, March 17, 1994 
547. The greatest number of seats were won by the President's 
Congress of People ' s Unity of Kazakhstan (SNEK) . In third 
place was the Socialist Party. Both were direct descendents of 
the Communist party which was disbanded at independence. The 
party was refused registration by the Ministry of Justice 
until 1995. As a result, the old KZCP was split into three 
splinter parties. i) Some of the more moderate members formed 
the Socialist Party in September of 1991 (present chair Petr 
Svoik) . ii) Because many Kazakhs did not want to join, 
Nazarbayev created the Popular Congress of Kazakhstan in 
February 1993 "for broader support" (present chair Serik 
Abrakhmanov). iii) Many of the inteilectuals, both Kazakhs and 
Russians formed the Socialist Democratic Party. Martha Brill 
Olcott. "Kazakhstan: a republic of minorities", p.p.313-330, 
in Ian Bremmer and Ray Taras (eds.) Nation and Politics in the 
Soviet Successor States. Cambridge, Cambridge University 
Press, 1993 
5 4 8 -  Parliament was officially dissolved because of the 
recommendations of the constitutional court, upon hearing the 
challenge of a Russian journalist on the legitimacy of the 
March 1994 elections. The Court ruled that were vote rigging 
and other irregularities. In fact, the President seized power 
in order to more quickly implement reforms. To aid the 
President in this endeavour the Nazarbayev "assumed the right 



to issue decrees with the status of laws and to amend law. 
including constitutional laws. Keesins's Record of World 
Events News Digest for March 1995, p.40454 - 

549. See Kazakh ambassador to Moscow, Tair Mansurov's cornments 
in "Democracy a la Nursultan Nazarbayev", Current Dicrest of 
the Soviet Press, vol.XLVII, no.27 (1995), £rom Bvetlana 
Sukhova, Komersant- Dailv, July 6, 1995, p.4 
550. Seven out of the forty-seven Senators were appointed by 
President Nazarbayev, the others are voted for in electoral 
colleges. The electoral colleges are composed of deputies of 
local and regional maslikhats (or councils). Except for the 
increased Kazakhization which has occurred since independence, 
rnost maslikhats are little evolved from the former Soviets. 
Maslikhats are largely controlled by chief administrators 
(akims) who in turn report directly to the President. Many of 
the members of the Senate are themselves akims, Because non- 
akim Senators tended to receive 50% of the votes £rom their 
electoral colleges but fell short of the 80%, many will be 
rotated after only 2 years in office. A full term is 4 years. 
"Nazarbayev is Satisfied with Election Results", Current 
Dicsest of the Soviet Press, vol.XLVI1, no.40 (1995), from 
Sergei Kozlov. Nezavisimava crazeta, December 8 ,  1995, p.3 
Therefore with little control over the centre and dependent 
upon Presidential approval for their livelihood, the Senate is 
firrnly under executive control. "Law on Elections Published", 
Current Disest of the Soviet Press, vol.XLVI1, no.40 (19951, 
p.24 £rom Sergei Kozlov. Nezavisimava qazeta, October 4, 1995, 
P - 5  
551. The party affiliations of the current members of 
Kazakhstan's Mazhilis are as follows: 
Par tv : 
Party of People's Unity of Kazakhstan 
Dernocratic Party of Kazakhstan 
Agrarian Union 
Federation of Trade Unions of Kazakhstan 
Youth Union of Kazakhstan 
Academy of Engineering 
Communist Party of Kazakhstan 
The People's Congress of Kazakhstan 
People's Co-operative Party 
Party of the Revival of Kazakhstan 
Nevada-Semey Anti-Nuclear Movement 
Union of Entrepreneurs of Kazakhstan 
Club of Creative Workers (Aktybinsk) 
Public Foundation of the Victims of Natural 
Calamities Assistance 
Association of the Lawyers of Kazakhstan 
Total 

Seats : 
24 
12 

7 
5 
3 
3 
3 
1 
1 
1 
1 
1 
1 

1 
1 

77  
552. Keesincr's Record of World Events, News Digest for January 
1995 p.40362 
553. Econornist Intelligence Unit. "Uzbekistan", p.145-163, 
Georcria, Armenia, ~zerbiian, Kazakhs tan, Central Asian 



Republics- Countrv Profile 1994-1995. The Economist 
Intelligence Unit, London, 1995, p.147 
554. "One-Party Parliament in Uzbekistan", Current Dicrest of 
the soviet Press.. vol.XLVII. no.2, (1995), p.29 from Irina 
Gribov. Sevodnva, January 11, 1995, p . 4  
555. National Rebirth was created in June of 1995 and is 
chaired by Aziz Karimov. 
556. Khalq Birligi was recognized on May 25, 1995. 
557. Erika Daily. "Uzbekistan: The Human Rights Implications 
of an Abuser Goverment's Improving Relations with the 
International Community", Helsinki Monitor, vol.7, no.2, 
(1996) 
558. A 3/4 majority is needed to impeach the President. The 
President can only be dismissed if found to be incapacitated 
by illness or found guilty of treason. Anonymous. "Kazakh 
Leader Wins Big in Referendum,ll The Moscow Tribune. September 
1, 1995, p.6 
559. The President may now dissolve parliament if there is a 
no-confidence in government or if twice rejects President's 
nomination for prime minister. The justifications for when the 
President can cal1 for a state of emergency and rule by decree 
have also been expanded. Anonymous. "Kazakh Leader Wins Big in 
Referendum," The Moscow Tribune. Septernber 1, 1995, p.6 
Finally, parliamentarians lost immunity from prosecution. 
Sergei Leonov. "Nazarbayev's Constitution or a Constitution 
for Nazarbayev?" New Times. October 1995, p.p.30-31 
560. The first Vice Chairman of the Cabinet is, in fact, a 
representative of the President, therefore enforcing a strong 
executive presense over the Cabinet of Ministers. Organization 
of Economic Co-operation and Developrnent (OECD) . The 
Investment Guide of Uzbekistan. ~01.111, No.39, OECD Working 
Papers, Paris, 1995 
561. By informal convention, in the interests of speed and 
efficiency, the Council has found it expedient to occasionally 
circurnvent the Oily Majlis altogether. 
562. The press has been dealt with particularly harshly in 
Uzbekistan where rnuch of the media has been taken "under 
presidential protection" to improve their financial situation. 
Other publications, such as Izvestia, were put under "woxkers' 
control". But the harshest measure against independent media 
occured in January of 1994, when the government ordered the 
re-registration of al1 media outlets. By the end of the 
process, the only publications authorized to operate were 
those of government structures. "Uzbekistan: Only Goverment 
Newspapers Being Published in Republic", CDPSP, vol.XLVI, 
no.2, (1994), p.p.29-29 £rom Mekhman Gafarly. "Independent 
Publications Denied Re-registration", Sevodnva, January II, 
1994, p.5 

Again, Kazakh President Nazarbayev has chosen a more 
subtle 

approach. For instance, although radio transmissions are 
theoretically subject to few restrictions, the high cost of 



aimaves has effectively priced this media out of the reach of 
independent operators. Bruce Pannier. "High Prices for 
kazakstani Broadcast Frequencies", OMRI Dailv Dicrest, December 
20, 1996. Controversial media programs and newspapers, 
including Komsolnolskaya Pravda, have run into legal problems. 
Finally, reporters who are too critical of the regime are 
frequently accused of slander under the criminal code. Dave 
Bhavna. "Alleged Violations of Press Freedoms in Kazakhstan1', 
OMRI Dailv Disest, April 11, 1996 
563. From the Soviet system, Kazakhstan has been divided into 
20 
oblasts (provinces) . Recently renamed, the oblasts (now called 
oblys) are Aqtobe, ~lrnat~, Almaty centre, Ongturstik 
Qazaqstan, Zhambyl, Zhezqasghan, Attrau, Qaraghandy, 
Kokshetau, Qostanay, Qyzylorda, Mangghystau, Soltstuk 
Qazaqs tan, Semey, Taldyqorghan, Aqmola, Torghay, Batys 
Qazaqstan and Shyghys Qazaqstan. Uzbekistan comprises of 12 
oblasts and an Autonomous republic: the Autonomous Republic of 
Kazakalpakstan and the provinces of Andifan, Bukhara, Djuzakh, 
Kashkadarya, Navoi, Namangan, Navoi, Samarkand, Surkhandarya, 
Syrdarya, Tashkent, Ferghana and Khorezm. The provinces are in 
turn further subdivided into regional governments, Uzbekistan 
for instance is composed of 157 regions. 
564. See Max Spoor. "Agrarian Transition in Former Soviet 
Central Asia: A Comparative Study of Uzbekistan and 
Kyrgyzstan", The Journal of Peasant Studies. vo1.23, no.1, 
October 1995, p.p.46-63 
565. The ethnic origin of the MPs of the Kazakh parliament 
following the 1994 elections were as follows: 
Ethnic origin Number of M P s  
Kazakhs 105 
Russians 49 
Ukranians 10 
Germans 3 
Jews 3 
Uzbeks I 
Tartars 1 
Ignash 1 
Koreans 1 
Poles 1 
Uighur 1 
Total : 177 
Keesincr's Record of World Events News Digest for March 1994, 
p.39913. 
The registered ethnic origin of MPs in the Uzbek parliament 
are as follows: 
Ethnic origin. Nurnber of MPs. 
Uzbeks 215 
Russians 9 
Taj iks 5 
Kazakhs S 
Karakalpaks 5 



Kyrgw 1 
Turkmen 1 
Tatars 1 
Ukrainians 3 
Armenians 1 
Osetin 1 
Iranian 1 
Korean 1 
Gagauz 1 
Total : 250 
From Resul Yalcin. CENASIA Newsgroup. May 12, 1997 
566. Atamans of the Ural and Siberian Cossacks have repeatedly 
pledged their cornmitment to their brothers in Kazakhstan. A 
strong Cossack movement has also taken root within Kazakhstan. 
Demands include the responsibility of defending Russian 
borders, to work in customs and to serve as policemen and 
other law enforcement capacities. 
567. Three ethnic Russian parties have been officially 
recognized: Lad (Harmony) , Civic Contract and Democratic 
Progress. Of the three, only Lad has experienced any success 
at attracting votes, managing to win four seats in the Supreme 
Kenge in the March 1994 election. 
568. The most important party representing ethnic Kazakhs is 
the Azat (Free) Republic Party. Azat was created £rom a fusion 
of the £ormer Zheltoksan (December) party, the Republican 
Party, and several srnaller parties in 1992 for the "true 
decolonization'' of Kazakhstan. Azat is chaired by Prof. 
Sabitazi Agataev. Although Azat has been successful in 
attracting some prominent people to its fold it has not been 
a force at election time. 
569. The only Russian party to be officially banned is 
Edinstvo (Unity) because of extrernity of views. Edinstvo does 
not recognize the sovereignty of the Kazakh state and calls 
for the restoration of the Soviet empire. On the other side, 
the government has deemed Alash, a pan-Turkist party accused 
of pursuing an Islamic government to be too radical to 
regis ter. 
570. The Birlik (Unity) People's Movement, otherwise known as 
the "Movement for the Preservation of Uzbekistan ' s Natural, 
Material and Spiritual Riches", was founded by Abdulrahim 
Pulatov in October of 1989 to demand more autonomy from the 
Soviet Union. The movernent's members are diverse including 
prominent nationalists, intellectuals, poets and even Islamic 
fundamentalists. Birlik's CO-leader is Shukrat Ismatullavev. 
For a history of the party please see William Fierman, "The 
Cornmunis t Party, "Erk" and the Changing Political 
Environment, " Central Asian Survev, vol. 10, no. 3, 1991, 
p.p. 55-72 
571. Erk splintered £rom ~irlik in February of 1990 because of 
an interna1 clash of leadership. Erk's first leader was 
Mahamed Salih. Because the group was more moderate than Birlik 
it was allowed to participate in the first parliamentary 



elections. However, after only his first day of work, Mohamed 
Salih demonstratively left the Parliament to protest the 
authoritarian nature of the regime. Erk was banned. Eventually 
Erk splintered and the result was a subparty moderate enough 
to be registered called the "Path of Independence Party". The 
"Path of Independence Party" has been led by Shadi Karirnov. 
572. Members of Tavba were tried for several terrorist acts in 
the Ferghana Valley. 
573 .  The Islamic ~uard was created in Namangan and is devoted 
to enforcing the Shari'a and weeding out the infidels to 
purify the true believers. 
574. The Islamic Democratic Party is led by Dadakhan Hassanov. 
5 7 5 .  Created in June of 1990, the IRP was originally 
established to protect Islam against the forces of secularism 
and to seek the same rights as were granted to the Russian 
Orthodox Church. A pan-muslim organization has been recognized 
only in Tajikistan. The Uzbek IRP is chaired by Abdullah 
Utayev. In 1992, the IRP was more popular in Uzbekistan than 
both Erk and Birlik. Karen Dawisha and Bruce Parott. Russia 
and the New States of Eurasia: The Politics of Upheaval. 
Cambridge University Press, 1994, p.116 
57  6. Mehrdad Haghayeghi . " Islamic Revival in the Central Asian 
Republics", Central Asian Survev, vo1.13, no.2. 1994, p.263 
577 .  The umma is the al1 inclusive community of Muslim 
believers. 
5 7 8 .  Islamic movements have had the advantage of a thousand 
year old ideology while other alternatives have had only f ive 
years, facing extreme logistical difficulties to organize and 
formulate coherent policy platforms. Saleh Mohammed Farhan Al- 
Khathllan. Uzbeks and Islam: Their Contem~orarv Political 
Culture. An Em~irical Studv. University of Kansas, Kansas, 
1993, p.282 
579. The chair of the IRP, Abdullah Utayev, for instance is 
either in prison or in exile. 
580. See Mehrdad Haghayeghi. "Islamic Revival in the Central 
Asian Republics" , Central Asian Survev, vol. 13, no. 2, 1994 ,  
p.p.249-266 
581. Although, a recent survey found the greatest attachment 
to Islam amongst the higher educated as well as the old and 
males, al1 of which enjoy a high status in Uzbek society. 
Saleh Mohammed Farhan Al-Khathllan. Uzbeks and Islam: Their 
Contem~orarv Politicai Culture. An Empirical Studv. University 
of Kansas, Kansas, 1993, p.246-249 
582. Further, few Uzbek understand Arabic, which is the 
language of Islamic law. Mehrdad Haghayeghi. "Islamic Revival 
in the Central Asian Republics", Central Asian Survev, vo1.13, 
no.2, 1994, p . 2 6 3  
583 .  Dale F. Eikelman and D a m r a r i  Pasha, "Muslim Societies and 
Politics: Soviet and U.S. Approaches -A Conference Report", 
Middle East Journal. vo1.45, no.4, Autumn 1991, p.p.630-647 
584. Christopher R .  Kedzie. Stumblincr Blocks and Step~inq 
Stones: The Crossincr From Soviet Domination to Self Rule in 



the Republics of Central Asia. RAND, Santa Monica, CA, 1994 
P - 5  - 

585. Although there is increasing Shiite activity in Bukhara 
and the Ferghana Valley (particularly Samarkand) , its 
influence is largely limited to those regions. (Most Shiites 
in the region are of the Ismal'isi order) . The majority O£ 
muslims in the republics of Uzbekistan and ~azakhstan- are 
Sunni and £rom the  anaf fis mathab (school of law following the 
teachings of Abu Hanifah) . See Shirin Akiner. Islamic People ' s 
of the Soviet Union. KPI, London, 1983. Hanafis tend to be 
tolerant and liberal in their interpretations of the Koran. It 
was Hafanfis which was officially accepted and controlled, if 
not promoted, by the Soviets. Islamic practices were 
officially regulated by the Spiritual Administration of 
Muslims (SADUM) in Tashkent. SADUM was in turn overseen by the 
Council of Religious Affairs in Moscow which was attached to 
Council of Ministers of the USSR, the final authority on al1 
religion in the Soviet Union. 

Today, because ~afanis carried an official communist 
stamp, rnany, particularly of the younger generation, assume 
that it has been diluted or polluted. See Saleh Mohammed 
Farhan Al-Khathllan. Uzbeks and Islam: Their Contemporarv 
Political Culture. An Emirical Studv. University of Kansas, 
Kansas, 1993, p.126 As a result, two other Sunni sects have 
experienced a revival; one indigenous to the region and one 
newly introduced. The first called Sufism is a mysterious, 
ancient tradition which survived Soviet prosecution by hiding 
deep underground. Sufist orders can be fond in al1 the rnuslim 
areas of the Soviet Union. In Kazakhstan, most believers are 
congregated in the south and west, in Uzbekistan Sufism is 
concentrated in the south, particularly Bukhara. (Bukhara is 
home to the most important and ancient order of Naqshbandiya) . 
Sufists are described by Alexandre Bennigsen as, 
"conservative, anti-social, anti-modernistic, anti-western, 
violently anti-western and anti-communist." Alexandre 
Bennigsen. "Official Islam and Sufi Brotherhood in the Soviet 
Union Today" in Alexander S. Cudsi and Ali E. Hillal Dessouki, 
Islam and Power. The John Hopkins University Press, Baltimore, 
1981, p.p.95-106 The Islamic Renaissance Party ( I R P )  is an 
heir to earlier Sufi sects. 

The other increasingly popular movement is Wahhabism £rom 
the 18th century teachings of Siek Muhammad bin Abd as-Wahhab. 
Wahhabism is the very conservative and strict sect which 
dominates Saudi Arabia. Relatively new to the region, 
(introduced around 1912 by Sayed Sharie Mohammed) the sect is 
quickly being spread throughout the Ferghana Valley by du aat 
(rnuslim preachers) from Saudi Arabia, who are supported by 
substanti-al amounts money of but also moral authority (as 
Saudi Arabia is the home of two of Islam's holiest sites, 
Mecca and Medina). 
586. At the beginning of the Russian revolution, the Islamic 
community of Turkestan was being divided by two forces, 



liberal and conservative. The split was opened up by the 
increasing influence of a movement called Jadidism (Renewal). 
Jadidism was initiated by the Crimean Tartar Ismail Gaspiralli 
(1851-1914) in reaction to the underdevelopment and to address 
the vulnerability to pan-Slavism of the muslim peoples of the 
Crimea and Kazan. But the movement quickly spread throughout 
the muslim populations of the Russian empire. Jadidism 
promoted increased literacy, education, modernization and 
national awareness. William O. McCagg Jr. and Brian D. Silver 
(eds.) Soviet  sia an Ethnic Frontiers- Pergamon Policy Studies, 
New York, 1979, p.121-122. This course of action clashed 
directly with the mullahs, who recognized that the 
vulnerability of the muslim people to Slavic forces but 
believed that the solution was a more strict imposition of the 
Shari'a. See Michael Rywkin. Chapter 3. Moscow's Muslim 
Challense. M.E. Sharpe Inc., Armonk, N . Y . ,  1982. The two 
movements ended up fighting on opposite sides in the civil war 
and until 1926, Jadidist forces CO-operated with the reds to 
snuff out the Islamic guerillas (Basmachi) which periodically 
challenged the communist regime. See Gerhard Simon. 
Nationalism and Policv Towards the Nationalitieç in the Soviet 
Union. Westview Press, Boulder, 1991, p.78 
587. Saleh Mohammed Farhan Al-Khathllan. Uzbeks and Islam: 
Their Contem~oraw Political Culture. An Em~irical Studv. 
University of Kansas, Kansas, 1993, p.181-186 
588. ~ e s ~ i t e  Kazakhs tan ' s abundance -of oil , because of both 
the pipeline system and its inability to exploit and process 
its reserves, much of northern Kazakhstan rernained dependent 
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