Central Asian Journal
of Management, Economics and Soclal Reseurh

Special Issue, Numbaor 2
June 2001

KIMEP-Yale seminar papers
« Economic growth and human development in Canteal Asl
« Aftracting and managing foreign direct investments in the Cantral Astan Fagion
« Banking sector privatization in transition sconomiss
« Privatization techniques for Cantral Asia
KIMEP articles
« The Dutch disease: symptoms and policy implications for Kazakhstani sconomy
« Nuclear free Kazakhstan revisited: issues of deterrence
« Taxation and its influence on oblast
« Some remarks on environmental factors that affect companies' supply chain operations in Kazakhstan
Point of view
s Globalization: a short study
« The contribution of education to economic development
« Evolution of capitalism in the post-communist socielies
Abstracts of the articles in Russian
Book review panel

Wroroesie npoekTsi Mensckoro cemmnapa
» IJKOHOMMHYECKMH POCT M Yenoseyeckoe pasenTue & LlentpansHoi Asum
» [lpuBneyerme NpaMbIX HHOCTPAHHBIX MHBECTULMH B LleHTpansHo-Asnarckui pervom
« [lpuBatHaaums 6AHKOBCKOrO CEKTOPA B CTPOHOX NEPEXOAHOro NePHOAd
» O metopax npueaTHaaumu npuemnembix pns LlentpansHoi Asmm
Hayunsie crarsu KUM3Ma
+ “lonnanpckas BonesHe:” NOCNEACTBMS 1 BOIMOXHBIE HHCTPYMEHTHI €€ NPEeAoTBPALUEHH: B
Kazaxcrane
+ Ewe pa3 o 6esvspepHom Kazaxcrare & caere npobnemsi agepHoid yrpossi
« BnusHue HanoroobnoxeHus Ha obnactu
+ O HexoTopbix BHELHWX PAKTOPAX, BAUSIOLMX HA LenK CHABXKEHHA HHOCTPAHHBIX KOMIAHMH |
Kasaxcrave
"Touxa 3perus”
« [nobanuaaums: kparkoe uccneposaHMe
« Bknap obpazoranus 8 3koHOMH4ECKOE pazBuTHE
» PaseuTie KANUTANK3MA B NOCT-KOMMYHMCTMYECKMX CTPOHAX
» Ponb puck-MeHEeKMEHTA B NOBCEAHEBHOM XM3HH
Kparkoe cogepixaHue cTartei Ha PpyCccKOMm Aasbike
KunxHoe o6ozpenue

The KIMEP Center for Research and Development
http://www.kimep.kz/research

KIMEP Center for Research and Development Phone/fax: 7 (3272) 645 607
Off. 224, 4 Abai Avenue Phone: 7 (3272) 646 717
Almaty, 480 100, Kazakhstan E-mail: rscntr@kimep.kz, hoodash@kimep kz

-

CEMTRAL
FASTANY
JOWRMA

OF
MANAGEMENT, ECONOMICS
AND SOCIAL RESEARCH

Number 2

June 2001

Special Issue:

The KIMEP Center for Research and Development, Kazak!
Yale Center for International and Area Studies, USA



bbK 65.5
o0

EDITORIAL BOARD

Ata Hoodashtian, Ph.D., Chair
Director of the KIMEP Center for Research and Development,
Assistant Professor in Political Science and International Relations

Rescarcher at LEC (Laboratoire Education et Cultures),
the University of Paris, France

KIMEP Members:

Iichard Faillace, Ph.D., Assistant Professor, Department of Political Science and Public
Adiministration

Colwm Mostafa, Ph.D., Associate Professor, Department of Political Science and Public
Adininistration

Wichard Greaham, Ph.D.. Team Leader, TACIS-KIMEP MBA Project

Jumes Leibert, Ph.D., Visiting Associate Professor, Department of Political Science and Public
Adiiiistration, from Dickinson State University, USA

Kulvat Mynbayev, Ph.D., Assistant Professor, Department of Economics

Vissdly Voinoy, Ph.D., Associate Professor, Department of Business Administration

International members:

Coustay Ranis, Ph.D., Professor, Director of Yale Center for International and Area Studies,
Yile University, USA

Wobert Evenson, Ph.D., Professor, Director of Economic Growth Center,
Yale University, USA

Pauline Luong, Ph.D., Assistant Professor, Department of Political Science,
Yule University, USA

Philip Nichols, LM, Associate Professor, Legal Studies, University of Pennsylvania,
LISA

The Central Asian Journal of Management, Economics and Social Research is a reviewed jour-
nal published by the KIMEP Press on behalf of the KIMEP Center for Research and

Development. Individual author's opinion does not reflect the opinion of the Journal or that of
the KIMEP.

¢ 064000000
O0(05)-99

ISBN 9965-9047-3-1 @ KIME, 200

Central Asian Journal of Management, Economics and
Social Research

Special Issue, No 2, June 2001

The KIMEP Center for Research and Develppment
Yale Center for International and Area Studies, USA

CONTENTS
Chan Young Bang Message of the President of KIM I:P i
Habib M. Rahman Message of the Chair of the Organizing Committee.... i
Ata Hoodashtian 53351 1: ] ST S PpSP E LRD i

KIMEP-Yale seminar papers:

Inkar Kadyrzhanova, Alina Economic growth and human development in |
Kudebayeva, Tamara CentTal ASTA oivsiiviiiiansesshersasiasisassesiimanssosnassesmasnanssntsb
Mursalimova, Zhanyl

Sayakova, & Bolat Tatibekov

Attracting and managing foreign direct investments
in the Central ASian TEZION. ... .« coeriomrsresssnsmmnareis A4

Zhanar Abdildina, Evgeny
Alekseev, Damir Muzafarov,
& Kunnura Raiymbekova

Stella Bilalova, & Banking sector privatization in transition

: 3
Gulnoza Saidazimova COOMOIIIES . 110s0eeneesnsarsssisnrasesesssmsansstsnnsssssissusnasra sanssnbesasns 2
Philip M. Nichols Privatization techniques for Central Asia.............coo 4!
APPENDIX I:
Program of the Yale University - .
KIMEPR Serttier 00 0 G G s A a s et e eitna o i A KA T VAR AR
KIMEP articles:
Karlygash Kuralbayeva The Dutch disease: Symptoms and policy
' implications for Kazakhstani €CONONOMY....coouriiueisens 6
Richard Faillace Nuclear free Kazakhstan revisited:
[ssues Of deleITENCE. .cccviiirmrineresraresssisssusnmsasiasnanassnsansssseis 7
Madina Rustemova Taxation and its influence on oblastS.........omiiiiion 8

Philip M. Price, Daulet Some remarks on environmental factors that
Turetayev, & Vassily G, Voinoy affect companies' supply chain operations in
ICRZAKNSLAN . 1 2overseensnserersorsenssussssissssssibssansssamasssnssssabiss




PPoint of view:
Ata Hoodashtian Globalization: A short study (Conference at
Eurasian Institute of Market).................cocoueveirn.. 104

Richard Graham The contribution of education to economic

Lo 01324 1101 R S B T e S 120

Dinissa Duvanova Evolution of capitalism in the post-communist

(e T £ oo S e T P PP

Homi Motamedi

Notes on contributors 139

ROEEIREWENRTREE. . eiesseissessmeessessenessrsareed TN A e, AL TR 142

APPENDIX II:

ot R O S DL SR R B e M A e 145

B R BRCHIBE S . o cinnnnsismonsionionrorseserssrsrassanserndprosmanidedipnds dramsmnges 146

L A R AT S e 148

Contents of three issues of LINK,

B R LR R BRI (TBIIBE ... omon et i dibicentons ssossnerastnsnsies sbasdis i yam o mubbnin sovalidsl 149

APPENDIX HH (in Russian):

HYan Han bone Mocnanue INpesunenra KUMDIa......ieiiiiiin: 150

Xabuo M. Paxyan Kopotko o copmectiom cemunape KHM3Ia 1
VIenBCKOTO VHUBEPCHTET A ...cinvsessiessssssnsrssisisnssssiss 11

BDATEDS COMCPMARME CTATEH .icvuvnuiuesiosienciossssssssssscssesianssssassrsssersasarsnraonseassssonssaeniser 152

Heekonsko cnos o KUMDI e n

HAYUHO-HCCTEAOBATETBCKOM LICHTIE ..oii.reveiisessssssssesisssesssssssssssssssessesassnsstsisnastasnssestrress 161

TpebGoBanus K cTaTbsiM,

DPSRIATACMBIM. JUTR TYOMMKRITHE | 1hisissiiainis aidithsissacsisssssmbiansasiansnas inesosi Sisssonddnabtsadesayon 162

Conepxanne

|

The KIMEP Cenier for Research and Development

Message of the President of KIMEP

1t was a great honor for the Kazakhstan Institute of Management, Economics and
Strategic Research to host the Second Annual Yale - Central Asia Summer Seminar
"Seizing the Opportunity for Sustained and Improved Equity" on June 5, 2000.

Professors and experts from Yale University and all Central Asian research institutions
joined the KIMEP Center for Research and Development to discuss and debate differ-
ent political, economic and socio-economic topics during the two-week long work-
shop.

We viewed this seminar as an opportunity to pursue further cooperation between
KIMEP and all participants, in particular the Yale Center for International and Area
Studies. The publication of this special issue of the Central Asian Journal by the
KIMEP Center for Research and Development is a main step towards this objective.

I am pleased as well as very proud to present the 2nd edition of the Central Asian
Journal. Herein you will find several articles which are a result of this historical sem-
inar. [ hope you find them informative and enjoyable.

May I take this opportunity to thank Mr. Jon Purnell, the Deputy Chief of Mission of
the United States Embassy in Almaty, for kindly finding time to address the opening
session of the seminar. My special thanks are also extended to Dr. Gustay Ranis, Frank
Altschul Professor of International Economics and Director of the Yale Center for
International and Area Studies, as well as to the members of the KIMEP-Yale Joint
Organizing Committee for their efforts in organizing such an important event.

Chan Young Bang, Ph.D.




The KIMEP Center for Research and Development

Message of the Chair of the Organizing Committee

This spccia_] Issue of the Central Asian Journal is devoted to the Second Annual Yale
Central Asia Summer Seminar "Seizing the Opportunity for Sustained Growth and
Improved Equity".

Organized by KIMEP and Yale University, the Seminar took place at KIMEP for (two
weeks fmm June 5 to June 16, 2000 with the participation of 8 Professors from Yale
University and 24 researchers from the different Central Asian research institutions.

KIMEP had the great pleasure to receive Dr. Gustav Ranis, Frank Altschul Professor of
International Ecopomlcs and Director of the Yale Center for International and Area
Studies, and Professor Robert Evenson, Director of the Yale Center for Economic
Growth,

From Yale University, Dr. Pauline Jones Luong arrived earlier in Almaty to help the
Research Center and to facilitate the organization of the Seminar.

I'he Seminar covered 10 sections with different topics ranging from "Economic Growth
gnd Human Development” to "Agriculture Development", "Privatization and Corruption
in Kazakhstan", etc.

| would like to take this opportunity to express our appreciation and gratitude to the
mcm‘hers of the Organizing Committee and to the administration staff of KIMEP for their
help in hosting this prestigious event.

We see this seminar as an opportunity to develop further cooperation between KIMEP
and Yale Center for International and Area Studies.

For KIMEP, this is also a great honor that Professor Gustav Ranis, Professor Robert
Evenson, Dr. Pauline Jones Luong, and Dr. Philip Nichols, of the University of
}’cnnsylvama, accepted to become members of the Editorial Board of the Central Asian
ournal.

M.H. Rahman, Ph.D.,
Vice-President on Academic Affairs

Contral Asian Journal of Management, Economics and Social Flesearch, Tasue B, June 0017

The KIMEFP Cenler for Research and Development

Preface

This special Issue

The KIMEP Center for Research and Development is pleased to publish the Second Issue of the
Central Asian Journal of Management, Economics and Social Research. The first issue of the Journal
was published in January, 2000 under the leadership of Dr. Sachi Dastidar, ex-Director of the Center,
Distinguished Professor of the State University of New York, Old Westbury, and Fulbright Program's
scholar, USA.

A certain number of English language journals on Central Asia are being published in European,
North American, and other countries. But the KIMEP Central Asian Journal is the only academic
journal in Central Asia published in English language by a local institution.

This issue covers a substantial selection of the papers presented at the Second Annual Yale - Central
Asia Summer Seminar. which was held at KIMEP, on June 5-16, 2000. The theme for the seminar
was Seizing the Opporiunity for Sustained Growth and Improved Equity. It was a great honor for the
Research Center to host the Second Annual Yale - Central Asia Summer Seminar. Professors from
Yale University and Central Asian Research Institutions joined the KIMEP Research Center for this
two-week Workshop (please, see the seminar’s program in APPENDIX I, pp. 57-62). As the heads
of the Yale delegation, we received Professor Gustav Ranis, the Director of the Yale Center lor
International and Area Studies, and Professor Robert Evenson, the Director of the Yale Center for
Economic Growth. It is a great pleasure for the Research Center to have Professor Gustav Ranis,
Professor Robert Evenson, Dr. Pauline Jones Luong, from Yale University and Dr. Philip M. Nichols,
from the University of Pennsylvania, as members of the Editorial Board of the Central Asian Jourmal,

The Research Center

As KIMEP is expanding and new fields are opening in the Institute, many changes have been real-
ized since the beginning of the Academic year 2000-2001. "The Public Policy Research Center"
became "The Center for Research and Development." The Center has developed its internal and
exlernal activities significantly. With the help of the Vice President - Academic Affairs, Dr. Rahman
and the advise of the President of the Institute, Dr. Bang, the Center organized an Advisory
Committee consisting of KIMEP professors, and an International Advisory Committee with the par-
ticipation of European, American and South Korean professors and experts. In the course of this year,
the Center held five important conferences and workshops, managed more than six research projects
supported by international and national organizations, and hired eight Research Associates from fac-
ulty members and outside of KIMEP to work on different projects. The Research Center continues
to receive new research proposals. Another initiative of the Center was to create LINK in October
2000, a bi-monthly bulletin which reports on the activities of the Center and serves as the link
between the government and non-government organizations and international sponsors. Three issues
have been published as of June 2001 (please, see their contents in APPENDIX 11, p. 149).

Ceniral Asian Journal al Manaoemant. Economios and Bocial Fassarch. lasuse 8 . Line 8001 T
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Our Principles and new rubrics

The Central Asian Journal accepts articles from the fields of Economics, Management, and Social
Sciences. Articles in Political Science, International Relations, Education, History, etc.—as parts of
the Social Sciences--are also welcome. Articles should be related to Kazakhstan or Central Asia. This
issue of the Central Asian Journal is divided into three parts. The first part consists of a group of
selected papers that were presented at the Yale Seminar at KIMEP. The second part contains papers
we received from the KIMEP faculty members and other scholars. "Point of View" is a new rubric
that covers topics considered useful or necessary for general knowledge and research on the region’s
problems. Also, three new columns have been created in the Journal. In order to establish better rela-
tions with other universities and research institutes in Kazakhstan and in Central Asia, we have decid

ed 1o translate the article's abstracts, the prefaces, and table of contents into the Russian language.
Another rubric is the "Book Review Panel."” Two book reviews have been devoted to the last publi-
cations of Dr. S. Satubaldin, Senior Vice President of KIMEP. "Notes on Contributors” are for intro-
ducing our authors.

Friends of the Research Center and the Journal

As this Issue is devoted to the Yale-KIMEP Seminar, 1 would like to express my thanks first to all
the members of the Organizing Committee:

From the Yale University - Dr. Pauline Jones Luong and Raluca Munteanu; from KIMEP - Nazym
Tilemissova, Department of Economics, Inkar Kadyrzhanova and Ainash Alpeissova, Department
of Political Science and Public Administration, Dr. Cheong-Hwan Oh, Chair of the Department ol
Economics, Raisa Ayazbekova, Coordinator of the Research Center, and Almaz Tolymbek, Lecturer.
He was also the organizator of the preparatory stage of the seminar.

As the Editor-in-Chief of this Journal, T would like to express my gratitude to all friends of the
Research Center and the Journal, specially to Dr. Habib Rahman, the Vice President, Dr. Golam
Mostafa, Dean of Graduate and Undergraduate Studies, Dr. Richard Faillace. Dean of Student
Aflairs, Dr. James J. Leibert, Associate Professor in Political Science, Dr. John Clark, éx-Dean ol
Student Affairs, Dr. Dina Mukhamedkhan, ex-Associate Dean of Research, Dr. Homi Motamedi,
from Evening MBA Department, Dr. Kairat Mynbayev, Associate Dean of Undergraduate Studies,
Dr. Vassily Boinov, Assistant Professor, Philip Leatherwood, Senior Lecturer, and all others who
helped me in the Editorial Board and at the Advisory Commitiee in preparing this Issue. Thanks to
the Center's Research Assistants, Lyazzat Zhunisbekova, MA, and Alina Gabitova, MA, and our sec
retary Saya Saktaganova, BA, who participated in the publication of the journal. Special thanks
should be addressed to Gulnur Bolyspayeva, MPA, Research Assistant, who helped me greatly and
in the best way to finalize this issue. Without her help this journal could never been published. I was
delighted to receive help from Brian Block. Liza Ponzetti, Poroma Deb and William Adeleke in
English editing of this Journal.

A. Hoodashtian, Ph.D.,

Director, Center for Research and Development

Almaty, June 2001
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Economic growth and human development in Central Asia

Inkar KADYRZHANOVA
Program Specialist, UNEP Regional Resource Center for Asia and the Pacific, Thailand

Alma KUDEBAYEVA
Senior Lecturer, Kazakh State National University, Aimaty, Kazakhstan

Tamara MURSALIMOVA
Senior Lecturer, Kazakh State Academy of Management, Almaty, Kazakhstan

Zhanyl SAYAKOVA
Teaching Assistant, Institute of Economy and Law, Kazakh State National University, Almaty,
Kazakhstan

Bolat L. TATIBEKQOV
Head, the Department of Labor Market and Employment, Institute of Economics, Academy ol
Science, Almaty, Kazakhstan

Introduction

The interest of the authors to this issue was triggered during the Yale Central Asia Seminar
on Economic Planning and Development conducted in Almaty, 5-16 June 2000, This paper
is a product of joint work of the Seminar Working Group.

The theoretical background of this paper is based on the article Economic growth and human
development by Ranis, Stewart and Ramirez (2000). According to this article, links between
economic growth (EG) and human development (HD) form two chains, which demonstrate
a significant relationship in both directions. The purpose of this paper is to check the appli-
cability of this theory to the Central Asian region and find out whether these links between
EG and HD can be established for the region. The focus of attention is concentrated on the
Central Asian region, and on Kazakhstan in particular at the end of the 19805 and 1990s.

In the first part of the paper, the authors discuss the interrelations between economic growth,
which is expressed by GDP growth per capita, and human development, which is measured
by change in life expectancy, and education and health achievements.

Following this, the paper presents quantitative analysis based on two statistical models:
regression and rank-order correlation models. Both models were calculated 1o establish o
causal link for Chains A and B in application to Central Asia. Chain A, which reflects the
effect of EG on HD, was established through the relation of expenditure on health and edu-
cation as proportion of GDP o life expectancy. For Chain B, which reflects the effect of HD
on EG, the authors calculated a production function which shows interdependence between
GDP growth, on one hand, and capital investments and labor component on the other, Two
chains were constructed for Kazakhstan in 1993-1998.

ot Aainn Joumad of Management, Economics and Soial Rasearch, lssue 2, June d001 ]
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Rank-order correlation analysis was applied to EG-related and HD-related indicators in
Central Asian countries over a two-year time period. It was assumed that GDP contributes 10
HD through public spending on education and health, and life expectancy was taken as the
output HD-related indicator, which demonstrates the strength of Chain A. As for Chain B, the
authors used the total number of employees in the country and total investment in fixed assets
in the country.

Concluding remarks and recommendations are presented in the final part of the paper.

The Working Group would like to express gratitude to Professor Gustav Ranis for his assis
tance and for sharing his view and ideas during the preparation of this paper. Special thanks
are addressed to the Seminar Organizing Committee for giving us a chance to meet, which
has resulted in a very productive and pleasant collaboration.

Debate around economic growth and human development

The interconnections between EG and HD became a popular debate in the 1990s in develop
ment and international economics studies. The UNDP Human Development Report (HDR)
was one of the first papers where HD was advanced as an important contributor to EG. The
Report argues that "EG, if not properly managed, can be detrimental to HD" (1996). The
quality of growth is, therefore, as important as its quantity for its sustainability and HD
improvements.

Employment levels and the quality of the labor force were identified as critical for translul

ing the benefits of EG into better lives of people. According to HDR, HD is the end, while
G is the means of development. In other words, the purpose of growth should be to enrich
people’s lives. Far too often, however, it does not.

Recent research shows that there is no automatic link between growth and HD. The links
between these two are failing for people in the many countries with lopsided development
pood economic growth but little human development, or good human development but little
or no growth. One paper written by Ranis in co-authorship presents a more detailed typolo
gy of country cases based on empirical analysis. The analysis demonstrates that there are {our
categories of country performance, and these categories are described in great detail in the
article Economic Growth and Human Development (Ranis et al, 1999). The record over the
past 30 years shows that no country can follow a course of lop-sided development for a long
time, where EG and advances in HD are not matched. Lopsided development can last for o
decade or so, but it then either shifts (o a rapid rise in both incomes and human development,
or falls into slow improvements in both human development and incomes,

According to Ranis (2000), countries follow one of four patterns:

1) slow economic growth and fast human development (HD lopsided);

KIMEP-Yale sominar pupors Economic growth

2) fast economic growth and slow human development (EG lopsided);
3) mutually reinforcing growth and human development (virtuous); or,
4) mutually stifling growth and human development (vicious).

The 1996 HDR also gives a similar four-fold classification of its country case studies.

The 1999 World Development Report concludes that more EG. not less. will generally be
needed as the world enters the 21st century. Currently, more attention must 20 to the struc
ture and quality of growth. At the national level, short-term advances in HD are possible, but
they will not be sustainable without further growth: conversely, EG is also unsustainable
without HD. Improvements in HD have been possible even in times of economic setback. but
such advances can be sustained over a long time only if supported by EG. HD and EG should
move together, strongly linked.

Economic situation in Central Asia

In the case of the Central Asian countries after the dissolution of the Soviet Union, EG has
slowed down dramatically and in some years. during the late 1980s and 1990s, it even
became negative, The countries had to adjust to sweeping economic and political changes,
which were accompanied by the breakdown of previously established economic relations
among the countries of the FSU (see Graph 1). In this situation. the states of Central Asig
mostly relied on the system of public services provision and infrastructure inherited from the
Soviet period. The states could not maintain the then-existing level of expenditure related (o
the social sphere and the level of coverage of public expenditure had become minimal. In
Central Asia in general, the quantity, if not the quality, of public services offered by the gov-
ernment was comparable to that of higher-income OECD countries. However, the fiscal
resources available to operate and maintain these services and the whole public sector had
contracted by as much as 50-75% in real terms in the late 1980s-1990s.

Under conditions of slowing economic growth and a rapidly deteriorating public services
provision systems, the countries had faced a tough choice in how to focus their development
strategies - to focus either on restoration and acceleration of EG, or on improvements in the
HD sector. At that stage, the reforms could no longer be delayed and the priority was given
to the creation of favorable conditions for faster EG which, at a later stage, could be trans-
lated into better HD.

If we refer to the above-mentioned classification system, these countries could be related 1o
the fourth group, which is the group of so-called "vicious circle” countries. According to
Ranis, the determinant characteristics of this group are slow economic growth and slow
human development. This means that economies experience weak HD progress, which resull
i low EG and consequently in continued poor progress toward HD improvement. Strong
links between EG and HD can therefore influence the extent of poor performance in both
chains in a weakening direction. EG being a priority in the national development strategics

dampens HD improvements,
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The studies on economic growth and human development in the countries of Central Asia
demonstrate that these countries have some specific features in common in their socio-eco-
nomic development. The analysis of GDP per capita (see Graph 1) shows a common tendency
of GDP decline from the end of 1980s, followed by later stabilization in the middle of the 1990
with minor growth at the end of 1990s. The question, "Will stabilization of the late 1990s give
a basis for faster economic growth?", is still open. At the same time, the analysis of social, eco

nomic, and political transformations which have taken place in these states during the last
decade, and are going on at present, demonstrates that almost all the countries have substantial
chances of achieving sustainable economic growth which has not been achieved yet.

According to Ranis, the HD - EG cycle is formed by two chains, A and B, which reflect two
causal links - one goes from GDP to HD, another from HD to GDP. As was identified in the
article, GNP growth contributes to HD through household and government activity. Different
distributions of GNP in the economy may result in different performance in HD. Human
development includes better education and a higher standard of health of people. Higher lev
els of HD affect the economy through enhancing capabilities and labor productivity of the
population. Clearly, the health and the education of a population are among the main deter
minants of the growth of output.

Graph 1. GDP Per Capita (PPP method)
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Chain A: the effect of EG on HD

-

Economic transformations of previous years have resulted in a change in the public expendi
ture structure. An economic analysis conducted on expenditures in public health in all states
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of Central Asia in 1990-1998 demonstrates rather different lcmlen(':ics (see Qmphﬂ2!.‘ Asi r|1 i8
seen from Graph 2, the share of expenditure on public health in GDP in Ta_ukn-l)am Im.
increased from 4.08 % in 1991 to 6.64 % in 1996. Conversely, in 1991-1996, there was a
decline in the share of health expenditures in Central Asia.

Table 1. Life Expectancy and Health Expenditure

Life Expectancy at birth Public Heath Expgnditure
o d : | as a Percentage of GDP
_Kazakhstan ] _gg}‘ | i%g .
Kyrgyz Republic i | 8.3
Tajikistan . ! 69.3 : i 22?
Turkmenistan | 662 ; ‘ 41 d
Uzbekistan 162 i Sl A 7. b
ife Expectancy at birth ‘ Public Heath Expenditure
i . : as a Percentage of GDP
Kazakhstan | 641 . ﬁg
Kyrgyz Republic | 665 | 6‘64
Tajikistan & | 684 ur : __ }"'5"2'
Turkmenistan 6T LT ‘ 3.7
Uzbekistan | 692 A

GDP has been observed in other Central Asian states. As an c‘xample.‘in 1995 in ‘Ifyr.}.‘:yf'nluu
and in 1996 in Kazakhstan, expenditures on health have dm'ppcd noticeably. lh:-s.ln. ul:_\ Il::
the introduction of a mandatory medical insurance system 1n both states. .A puulp.ml 0 t1}
expenses in the health sector was covered by a surplus in budgf:lary fund%;_l'ur mua. ::. i . K-
ance. Table 1 indicates the relationship between health expenditure and life expectancy.

Graph 2. Public Health Expenditure as a Percentage of GDP
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From the above data we can observe a common phenomenon for all Central Asian states in
the process of restructuring the expenditure part of the budget, and a decrease in expenditure
elated to health and education sectors. These two sectors are determinants of HD in these
countries.

The analysis of expenditure on primary and secondary education in relation to GDP at the
end of the 1980s and 1990s demonstrates significant changes in this sector (see Graph 3. p.6).
In 1988 in Kyrgyzstan. expenditures on education were 9.51% of GDP, but in 1996 they com
prised 5.34% of GDP. In Uzbekistan the expenditures decreased from 9.17% in 1988 1o
7.77% in 1996. At the same time in Kazakhstan, they increased from 3.37% in 1988 to 4.68%
in 1996. In brief, in the countries of Central Asia, a general decrease in education-related
expenditures was observed after the demise of the Soviet Union. (See Table 2).

According to Ranis (2000), Chain A reflects a causal link between growth in GNP and its
influence on HD. This link can be established through the analysis of household and gov-
ernment expenditure structures. In this paper, the authors analyzed only government expen-
diture, as information about household expenditure patterns was not available. To capture the
influence of EG on HD, two bodies of statistics were correlated: the proportion of spending

Table 2. Life Expectancy and Education Expenditure

1990 | Life Expectancy at birth | Public Education Expenditure on primary/secondary education and on health to GDP, and life expectancy. Life expectancy
Bt han 683 ‘as %_zl?frcentage of GDP was used as it is one of the components of HDI; also, it reflects the gculer‘d! level of hﬂfl“h
Kyrgyz Republic | 68.3 i— Ay 832 ' and living conditions of the population. Tu.su.me extent, the choice of the indicators was con-
Tajikistan [B685 . il |~ 966 strained by the availability of national statistics.
Turkmenistan | 66.2 431 b o
Uzbekistan 69.2 =T [ 947 The authors analyzed the composition of the two chains only for Kazakhstan. This dCUI‘h'IO."
1996_- Lffe Expectancy at birth ' Pibilic Eduicativn Bepbbuifure was based on the availability of slatislics and the better kno'wlcdg:? the resﬂlﬂrCh_CI’-“v h_ild of this
: as a Percentage of GDP country. All the Central Asian countries, and Kazakhstan in particular, have inherited ?rom
Kazakhstan ==& 468 ' Soviet times a broad government-owned public services system. This system still works and
Kyrgyz Republic | 66.5 = 534 ¥ is predominant, although in all the countries privatization of the public sector has taken place.
Tajikistan e — [ 215 The authors believe that an analysis of government expenditures truly reflects actual expen-
Turkmenistan = 65.7 1.9 diture structures in the countries.
Uzbekistan 69.2 1.71

Graph 3. Public Expenditure on Education (% of GDP) For the analysis the authors used the following function:

E = f (H+¥ED)YGDP),

where E is life expectancy; H is public health expenditure; ED is public primary and sec-
ondary education expenditure.

CHAIN A: REGRESSION ANALYSIS

The authors used regression analysis to determine the correlation between these variables.
The independent variables were priority ratios and the dependent variable was life expectan-
cy. The relationship between variables is curvilinear. Causation in the model is one way. Thh
simply means that the causation goes from the independent variables to the dependent vari-
able. In other words, the higher the priority ratios or expenditure on health and education, the
longer is life expectancy. Causation is a highly desirable attribute of regression models.

— azakhstan
s KyrgyZ Republic
weseeees Tajikistan
Turkmanistan
—#— Uzbekistan

Public spending on Education (percentage of GDP)

Regression analysis has been applied to the case of Kazakhstan for the period of 1993-1998.

1867 . 1988 . 1984 I 1840 I 1981 . 1992 . 1993 . 1954 1595
Year
Sourcer World Developrment |ndicators, 1999

v e

e As it was presented above, the priority ratios have significantly decreased over the last
1866 1987 1898

decade and this resulted in life expectancy decline in Kazakhstan. A conclusion is that slow-
ing economic growth has a negative and significant influence on HD in Kazakhstan as sup-
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ported by the regression analysis, although other factors may clearly also be at work.
Results of regression analysis:

The dependent variable is life expectancy

VARIABLE COEFFICIENT STANDARD ERROR
(% -1.0821664 0.5383066
LOG(HEEx) 1.0658109 0.2853498

R-squared 0.7771s71
log LE= 1.06581091log (HEEx) - 1.0821664
standard error (0.28) (0.54)

CHAIN A: RANK-ORDER CORRELATION

IT the regression analysis applies to values measured on an equal-interval scale, it is possible
to apply the linear correlation to cases where variables are measured on a merely ordinal
scale. As the second method of analysis, a Spearman rank-order correlation model was used
for all five Central Asian countries, The correlation between ranks of two different indicators
for five countries was established. The authors calculated the correlation between one HI)
related and one EG-related indicator of development for every correlation. The calculations
were based on the following formula:

(=1-{6(di2 /n (n2 - 1)}, i=I
where n is the number of observations of one indicator for every country; di is the difference
between indicators for one country (di=xi-yi); and, the level of significance is 5%.

For Chain A, the authors calculated two correlations between expenditures on health and pri
mary/secondary education on the one hand, and life expectancy on the other.

The correlation between the proportion of public expenditure on health to GDP and life
expectancy in 1990 and 1996 for five countries was 0.6, while in 1996 it increased to 0.8
This change demonstrates a growing relationship between decreases in life expectancy and
decreases in expenditure on health expenditure in Central Asia.

Another correlation was calculated between the proportion of public expenditures on pri
mary/secondary education to GDP and life expectancy in the five countries over the same
years. In 1990, the correlation was 0.7, while in 1996 it decreased to 0.5. This shows a declin
ing relationship between these two indicators of EG and HD. The explanation could lie in the
insufficient privatization of the education sector and rapidly declining government funding.

Both correlations depict a strong link between HD-related and EG-related indicators, The
causality in both cases runs from a decline in priority ratios o a decline in life expectancy.

KIMEP-Yale seminar papers Economic growth

Chain B: the effect of HD on EG

As is clearly stated in Economic Growth and Human Development (Ranis et al, 20{)0)_. the
health and education of the population are among the main determinants of the growth of out-
put or GNP. These determinants are also important contributors to tcchnnl.ugicu! cupuciix and
improvement in all sectors of the economy. Another area of our analysis is the impact of HD
indicators on economic growth at the macro level.

In order to reflect the impact of HD on EG, the authors used a production function which
determines growth as a function of labor, the investment rate (as a proportion of GNP), and
technological developments. The basic equation of growth is:

(Y = (wi (Li + (rj (Kj + R).

where Y is national product or GDP; wi is the gross wage bill of labor of type 1. rj is the unit
return to capital of type j; and R is the residual technology change. The dominant character-
istic is the assumption of a strict link between the growth of labor and capital and the conse
quent growth of potential output.

Following Harberger, the first part of this equation takes into account the c(mlrihbulinn 1o I.Iu:
growth of GDP by the employment of labor, the movement of labor between tlil'lelrc!ll activ-
ities and improvements in labor productivity through education, experience, or training. The
authors used changes in the composite labor as an indicator of the level of HD in the coun-

try.

With respect to capital. the relevant categories are different from those applied to Iz!b(nﬂ .Th::
second part of the equation captures the contribution to economic growth stemming from
new investments and the re-location of capital between different uses.

The third part of the equation reflects technical advances and is a result of many different
forces.

For the analysis of chain B the following formula was used:
Y=f(L, 1),

where Y is national product or GDP, L is the total number of employees in the country, 1 is
total investment in fixed assets in the country and t is the residual,

CHAIN B: REGRESSION ANALYSIS

The regression analysis has been applied to data on Kazakhstan for 1993-1998, The model
of ordinary least squares was used (o construct the results presented below.

Renulin of fegression analysis:
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Dependent Variable is GDP

VARIABLE COEFFICIENT STANDARD ERROR
0 8.7094032 0.4864660
LOG(I) 0.0562659 0.0187449
LOG(L) 0.0438341 0.0423172

R-squared 0.934244

log GDP=0.0438341log (1) +0.056265910g (1) + 8.7094032
standard error (0.042) (0.01) (0.48)

The regression analysis was used for ordinary least squares, where the dependent variable is
GDP and the independent variables are investments in fixed assets and labor. Logarithms of
all variables demonstrate the elasticity of the coefficients. Results of the regression analysis
show that both investment and labor are significant, but with low coefficients. The GDP elas-
ticity is 0.05 with respect to capital and 0.04 with respect to labor. Accordingly, a 1% increase
in investment causes a 0.05% increase in GDP.

CHAIN B: RANK-ORDER CORRELATION ANALYSIS

The result of calculations for the 1990 rank-order correlation coefficient was 0.8 in 1996 it
had become 0.5. This demonstrates the strong and positive correlation between employment
and GDP. The decrease was probably due to the change in the source of the statistical data.
At the beginning of the 1990s, statistics were not in accordance with international norms.
This changed by 1995 when an international methodology was accepted and some changes
resulted. However, 0.5 still shows a strong relationship between the indicators. That is,
employment influences GDP positively.

Conclusions

Based on these findings, plus general information about the economic situation in Central
Asia, the conclusions of this paper are as follows:

In the Central Asian states the general tendencies relating to the subject at hand are similar
in many respects. There was a sharp decline in GDP starting at the end of the 1980s, followed
by later growth in GDP at the end of the 1990s. The decline in GDP as an indicator of nation-
al output was accompanied by a decrease in the priority expenditure ratios, which, in turn.
influenced the reduction of the level of HD in the region. In all states a decrease in the pub-
lic expenditure on health services and on education in relation to GDP has taken place.

As shown by rank-order correlation analysis, as well as regression analysis, in all countries
of Central Asia there exists a strong link between economic growth and indices describing
human development. The theory of Ranis et al. has found support in Central Asia. The

Central Asian countries can be grouped with other countries in the vielous eircle family.
Pa— PE————— T ——

Recommendations for policy-makers

Policy-makers are often mesmerized by the quantity of growth. They need to be more con-
cerned with its structure and quality. For policy-makers everywhere, the focus must be on
strengthening the links between EG and HD. To ensure that these links work efficiently and
effectively in both directions, policy-makers need to understand how the links connect. Some
of the most important issues relate to determining how EG contributes to HD. There are dif-
ferent ways: some of them are mentioned below:

Creation of job opportunities: EG is translated into people's lives when they are offered pro-
ductive and well-paid work. An important way to achieve this is to aim for patterns of growth
that are heavily labor-intensive, especially as it relates to Central Asia and to Kazakhstan in
particular,

Growth in social spending: Governments and local communities can greatly influence HD by
channeling a major part of public revenue into high-priority social expenditures, particularly
by providing basic social services to all.

Population policy, education, health and child survival all help in creating better living con-
ditions for the population, and in the longer run will be transformed into higher labor pro-
ductivity. A determined effort to expand human capabilities - through improved education
and health can help transform the prospects for EG, especially in the low-HD/low-income
countries.
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Introduction

Attracting foreign direct investment (FDI) to the economy of the Central Asian region is one
of the most efficient and fastest ways of reviving the regional economy. As a result of the col-
lapse of the Soviet Union and break-up of long established economic links, the countries of
the region pursuing the transition path from a planned to market economy found themselves

facing significant financial and fiscal constraints and a lack of national savings in order to
either maintain the existing level of investment or to raise it by launching new investment
projects. However, gained sovereignty and growing integration into the world economy also
brought to the region an opportunity of attracting international financial flows (i.e.. access to
external savings) in the form of FDI, portfolio investments, and loans. The loans are costly
as they accumulate external debt and require repayments in due time, while portfolio invest

ments are unreliable, being quick to come and quick to leave as it was once again demon-
strated during recent crises. FDI is more credible in that sense, and in economic literature it
is even defined as investment in the foreign country's asset with an intent to acquire a sus

tainable influence on its operation by managing this asset. FDI seems preferable as in addi-
tion to providing access to much needed international finances, it also has a number of other
important potential benefits: bringing in physical capital; creating Jjobs and training local
labor; generating tax revenues; and, ensuring access to international production, distribution
networks, and in case of export-oriented FDI, major international markets. Therefore,
although not considering FDI a panacea and not diminishing the value of local investment.
we believe that the rational approach to FDI provides an opportunity to attract significant
financial resources for investment in the key sectors of the Central Asian region.

Objectives and methodology

Due to its importance, FDI is probably the most frequently discussed topic in the context of
developing countries and economies in transition. After providing o summary of popular eco

nomic thought regarding major factors in attracting FDI, and an analysis of the investment
climate in the Central Asian countries, we would like to argue that no common approach can
be followed by both large foreign investors active in the extracting/mining sectors and
small/medium-size investors in all other sectors of the economy. The well-known factors pre-
sented in economic theory as influencing investment decision-making prove more important
in attracting the latter group of foreign investors in the Central Asian economies. Second, we
would like to raise the issue of income distribution and governance efficiency in FDI man-
agement and to emphasize that FDI performs its role in sustainable economic development
only if there exist capacity to efficiently manage FDI for the benefits of the country's overall
economy and population. Such efficient and transparent management by the government is
important (o ensure to ensure the sustainable and substantial positive effect of FDI.

In our analysis of the role of FDI in the Central Asian region, we will focus on Kazakhstan,
the Kyrgyz Republic, and Uzbekistan. All three countries have achieved remarkable progress
in attracting FDI in various sectors of their economies. However, due to differences in the
level of resource endowment and their extent of aggressiveness in pursuing market reform
policies, the results have not always been similar. The data suggest that Kazakhstan has been
far more successful in terms of physical volume of FDI; so far it has attracted the highest
level of investment per capita not only in the Central Asian region, but also in comparison 1o
Russia and Ukraine. Therefore, Kazakhstan takes the largest portion of our analysis,
Availability of data and other information permitting, the experience of Kyrgyz Republic and
Uzbekistan is then analyzed.

An overview of investment climate in Central Asian region
The available economic literature on FDI-related issues suggests that there is a whole set of

factors affecting the decision of foreign investors to enter a country. This rather large set of
factors can be divided in the following two groups: factors ensuring certainty and stability of

TFDI. also known as favorable business climate; and factors representing specific advantages

of the country in question. The first group of factors includes stability of political, institu-
tional and legal frameworks (e.g., strong president and government institutions; cooperation
between central and district level authorities; transparent, reliable and enforceable legislation
regulating property rights and other aspects), as well as the attractiveness of fundamental eco-
nomic policies and infrastructure. The second group of factors is sometimes more influential
in the decision-making process of a foreign investor and includes characteristics such as rich,
natural resources: a favorable geographical location; cheap labor and transportation costs;
and, closeness to large markets. If the first group of factors can be improved over time and,
therefore, raise the attractiveness of the country in the eyes of foreign investors, the factors
of the second group are given, can hardly be improved but rather adversely affected with the
increasing foreign investment!.

Since independence, major market reforms have been pursued in these three countries of the
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Central Asian region, albeit with a different level of aggressiveness. For example,
Kazakhstan and the Kyrgyz Republic clearly exceeded Uzbekistan in the pace and depth ol
their reforms, particularly in price and trade liberalization, privatization of state property,
restructuring of enterprises and the banking sector, and agricultural reform. However. it is
appropriate to say that the following features are common, in principle, to all three countrics
and shall make them attractive to foreign investors:

(a) political will and commitment to market reforms:

(b) political security and stability, similar political structure with a strong presidential lead
ership;

(c) liberal trade regime - to a greater extent in the Kyrgyz Republic which was the first among
the CIS countries to join the WTO and to a lesser extent in Uzbekistan;

(d) liberal exchange control regulations - with the exception of Uzbekistan, which restricts
currency exchange;

(e) availability of natural resources;

(f) low operational costs - to a greater extent in the Kyrgyz Republic and Uzbekistan:

(g) well-educated and relatively low-cost labor;

(h) banking and financial infrastructure - to a greater extent in Kazakhstan: and,

(i) access to a broad range of multilateral and bilateral sources of finance.

Table 1 demonstrates data on the structure of the economies of these Central Asian countrics
and their integration into the world community.

Table 1. Macroeconomic and structural indices, 19982

Kazakhstan | Kyrgyz Republic] Uzbekistan

opulation, millions 1156 4.7 | 24.1
Urban population, % of total |56 34 S UIESR
opulation density, people per square km 6 124 | 58
abor force total, millions ‘7 | 2 | 10
abor force in agriculture, % 22 32 35

of total labor force (1990) | | ~

GDP. USD billions BRI [ 7)) [ 1.7 ] ‘ 20.4
GDP per capita, USD | 1409 363 | 846
(GDP average annual 9% growth (1990-1998) | -6.9 i ‘ -7.3 ’ -2.0
Agriculture value added, % GDP |9 el ks R | 31
Industry value added, % GDP N ’ 24 | 27
Manufacturing value added, % GDP | = 18 | 13
Services value added, % GDP 60 | 30 | 42
Gross domestic investment, % GDP 17 | 18 119
Total external debt, USD millions | 5714 | 1148 3162
Eixternal debt, % GNP 25 50 J 15

KIMEP-Yale seminar papers Aftracting and managing FDI
.I
External debt, % of exports 2 | 79 135 | 93
Public sector - E _‘ ’ P | Ik ’
Government budget deficit, % GDP | -8 =99 | -3.8%
Public expenditures. % GDP | [ | 275 35.5%
Foreign economic sector . ‘ i ‘
Foreign trade, % of GDP ;| 66 {c 87 | 45
Foreign direct investment, % GDP e | 64 iy fc
Net private capital flow, USD millions . 1983 | 108 | 592
FDI net flow, USD millions ‘ 1158 . 10 | 200
FDI per capita, USD ) 74.2 32 | 83
Net official development assistance, 207 ‘ 216 I
USD millions | ‘
Foreign aid per capita, USD 13 | 46 1 6
Liberalization o ™ J ‘ -
Share of regulated prices in CPI, % | |~ |-
International tax receipts, % of imports RN o) . | e
Privatization
Share of privatized small enterprises, % = 100 - |
Proceeds from privatization, 1990-98, ‘ 6375.9 139.5 212
“USD millions - gL _ 3 :
Share of private sector in GDP, % 55 [ 700 ‘ 45
Enterprises and financial institutes ‘ '
Budget subsidies, % GDP R ‘ 3.3 ‘ 3.2%%
Number of banks (of which with foreign 71 (20) 23 (6) 30 (3)**
property) _ ] _
Share of bank assels in state property, % 1123 T ~ | T0.6%*%
Private sector crediting, % GDP | 6.5 51 =

* Central government and extrabudgetary funds, but excluding local budgets
*% 1997 data
Source: World Bank and EBRD

The governments of all three countries have identified FDI as a priority, passed special leg-
islative and regulatory acts aimed to create conditions attractive for foreign investors, and
established special state bodies to deal with foreign investors. The next three subsections pro-
vide a country-by-ountry analysis of the investment climate in Kazakhstan, Kyrgyz Republic
and Uzbekistan.

KAZAKHSTAN

There has been a large inflow of FDI into Kazakhstan since the country declared its inde-
pendence in 1991. Kazakhstan has attracted a higher level of investment per capita in com-
parison to Russia and Ukraine (US$74 in 1998) and received the second largest amount of
FDIamong the CIS countries with US$1.7 billion in 1996, US$2.1 billion in 1997, US$1.2
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billion in 1998, and US$1.4 billion in 1999. Such amounts have been achieved mainly
through privatization of large, formerly state-run strategic enterprises in the natural resou rees
extracting sector. A total of 213 local companies were originally identified by the government
as eligible for so-called case-by-case privatization which was - albeit not fully - implement-
ed in the forms of management contracts, sale of shares, asset sales, and the establishment of
joint ventures. Over the last few years, the Kazakhstan government has signed a number of
substantial contracts with foreign investors, including the establishment of a joint venture
with the US oil company Chevron; the sale of assets of Karaganda metallurgical enterprise
to the Indian company Ispat; the sale of assets ol local energy companies to Belgian
Tractebel; the signing of a management contract on copper mines with South Korean
Samsung; and, the sale of shares of local tobacco companies to Philip Morris and British
Tobacco. Distribution of FDI in Kazakhstan by sectors and by countries of origin is present-
ed in Tables 2 and 3.

Table 2. FDI in Kazakhstan by sectors, US$ million

= = | 1993-94 ‘ 1995 | 1996 | 1997 | 1998 9 months of 1999
Oil and gas 15198 315.1 | 387.1 | 7179 | 8245 11199
Food industry 86.5 385 | A7 | 706 | 429 426
Ferrous metallurgy 0.0 : 1021 1229 | 110.6 : 12.5 13.4
Non-ferrous metallurgy | 17.9 3445 | 7065 | 7613 | 774 454
Energy complex 0.0 ‘ 0.0 1260 | 128.3 .I 86.2 | 26.9
Mining industry 0.0 00 | 1186 | 617 |00 |00
Communications 278 | 349 | 204 | 1264 |46 | 54
Consumer goods | 0.0 0.0 ‘ 56.1 ‘ 122 '|298 ‘ 34.1
Banking [ 190 | 19 |34 | 258 [#s0 | 250
Other 260.1 1373 | 910 | 862 | 703 25.0
Total | 19311 | 9843 | 16737] 2107012332 | 13377

FDI in Kazakhstan by sectors, %
Oil and gas 787 | 320 [ 231 [ 341 [e69 | #7
Food industry &5 |39 |25 |34 |35 32
Ferrous metallurgy 00 ‘ 104 | 73 |52 o | 10
Non-ferrous metallurgy | 0.9 350 | 422 36.1 6.3 ‘ 34
Energy complex 0.0 | 0.0 7.5 ‘ 6.1 7.0 L 20
Mining industry ) L 0.0 S ESEE - 00
Communication [ 14 |35 ‘ 12 [ 60 |04 | 04
Consumer goods ‘ 0.0 00 34 06 |24 |25
Banking 1.0 T2 o2 |12 |68 | i»
Other | 135 | 139 |54 |41 |57 ‘ 1.9
Total ‘ 100.0 | 1000 | 100.0 ‘ 100.0 ‘mn_n 100.0

Source: National Bank of Kazakhstan

Table 3. FDI in Kazakhstan by Countries of Origin, %

1199394 | 1995 1996 | 1997 | 1998 | 9 monthsof 1999
Belgium X 00, |64, [ 13 o1z | 67
Britain Virgin Islands 0.7 0D L S M < N L L5
Great Britain [13  [155 | 289 | 148 | 70 | 64
Germany ‘ 0.8 1.0 e 2.5 5.6 1.0
Indonesia 0.0 (00 | 00 | s9 | 45 | 00
Iceland 00 L 00 | 50 T e
Canada 0.8 3.6 7.9- 1.1 _ . 2.5 (.6
China 05 (02 | 00 149 | 70 B Vi
USA 71.4 156/ | 98 | 99 | 224 53.0
Turkey hig i as o 3] a2 ] 22
Switzerland 0.0 EYIREY; §050 JAr3aR 1.3
South Korea 0.0 ‘ 275 | 264 | 342 | 26 | 14
Japan o6 30 ‘ 0.0 06 | 184 | 02
Other Er IR BT R T 35 |"7a | 298
Total 1000 | 1000 1000 | 1000 | 1000 1000 =

Source: National Bank of Kazakhstan

In regards to distribution of FDI by countries of origin, a leading role is played by the USA
while the role of other countries varies over time. The effect of the Asian crisis can be easi-
ly observed in the sharply decreasing shares of China, Indonesia, and South Korea among
foreign investors in 1997-1998. The above data also suggest that most FDI is in the oil and
gas sector and non-ferrous metallurgy: that is, in exploration and exploitation of the country’s
large natural resources. The size of investors dominating in Kazakhstan is very large, as
investments in extracting and mining sectors are capital-intensive with substantial initial
costs and a long pay-back period. Despite this, the share of the oil and gas sector in the struc-
ture of FDI in Kazakhstan keeps growing over time, while there is much less evidence of and
success in attracting investment in manufacturing and other industries (except for tobacco
companies), which also could have benefited enormously from the financial support, restruc-
turing, new technologies and management techniques brought in by FDIL In our view,
Kazakhstan's situation proves the point that FDI is not uniform, and pre-requisites for rapid
inflow of one kind of FDI differs from another. In Kazakhstan a major difference can be
observed between large investors involved in the extracting sectors and small/medium-size
investors in manufacturing and other sectors of the economy. The former are well represent-
ed in the Kazakhstan economy, driven mainly by rich natural resources and high profit expec

tations, despite all drawbacks in transparency, fairness, openness or certainty of the current
investment regime. In fact, US oil companies had already started their negotiations over il
exploration contracts with the Soviet government long before the development of a favorable
investment climate. The growing bias towards the development of extracting sectors is a
potential danger for Kazakhstan's ecconomy. Therefore, it is necessary to diversify the econ-
omy, 1o ensure better protection from world price fluctuations and to increase FDI to a level
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that would secure growth,

‘Foreigr‘a investors have practically no restrictions to being involved in various Kazakhstan
mdusltnes. though in early 1997 Kazakhstan authorities announced some priority sectors for
EDI: m.duslrial infrastructure, the processing industry, construction, housing, and tourism. To
attract investments in these sectors, it is vital that the investment regime is predictable ra;hcr
t];mn arbitrary. One factor which foreign investors view as being very important and influen-
‘ual i.n their investment decisions is the presence of an adequate legal system that includes leg-
islative and regulatory norms complying with international standards. and has re.liableile i]
and judicial institutions in place to enforce those norms. i

T‘hc Kazakhstan government has spent significant efforts trying to make the existing legal
framework more attractive to the foreign investors. The Foreign Investment Law was adoél(t-
ed as early as in 1994 and later amended following further consultations with I'nrcig;l advli\--
ers. The Foreign Investment Law, enacted in July 1997, determines the legal aﬁd econom-ic
ba.-.u. s for foreign investment, secures state guarantees for the protection of foreign investment
against changes in legislation or expropriation of investor's property, and establishes the
forms of foreign investment as well as the procedures for dispute settlements. It in‘cluc.ie-a a
"stability clause" indicating that the legislation in force at the time of foreign investments v;*iitl
flp[][y to those investments for ten years, a guarantee clause against expropriation of I’t*;rei gn
investment projects and immediate payment of adequate and effective compensation if it still
takes place. In addition to this specific law, other pieces of economic legislation n-:.uu]a;in'
overall business climate or clarifying certain aspects of FDI in Kazakhstan were p:wed ii;
1997-1998. (e.g., amendments to the Tax Code, Securities Market Law, and Bankrupt& Law
that clarified the legal status of foreign investment in Kazakhstan and simplified the ref:iu-
tration procedures for foreign investors). However. an extensive number of legislation T(.‘T'lll‘
lating different aspects of FDI, frequent changes and amendments to relevant legislative :nd
regulatory acts, and vaguely defined standards and clauses aggravate the overall business cli-
mate in the country, disturb investors' operations, and elevate the power of burcaucralr;.owr
their activity. ' h

On 28 February 1997, the government passed a law designed to increase investment out-
side the natural resources sector. The Law "On State Support of Direct [nvesl;nen(s" had
bf:-en d_esigned to increase investments in priority sectors of the economy. State support for
L!|rccl.1n\res,[men[s consists of a system of concessions and preferences permitting reduﬁ-
lton§ in income tax rates, full or partial exemption from customs duties on imports of
equipment, as well as raw and finished materials. Investors are entitled to five year's w;)rlh
tax Ilmolidays (with respect to income tax, land tax, and property tax only and when invest-
ing in priority industries), and a 50% discount on tax payments during the following I'iL»-c
years. The eligibility criteria for state support to direct investments includes the ereation of
new jobs, the introduction of new technologies, advanced equipment and know-how, and
the development of production which is oriented towards export promotion and iﬂ‘l ort
substitution. To operate this complicated system of privileges, Kazukhstan authorities hr:wc

PE— ..

established a special body, the State Committee on Foreign Investments, designed as a
"one-stop shop". The Committee is given power to award tax breaks and holidays to for-
eign investors on a case-by-case basis following the above eligibility criteria: it is also
responsible for preparation of investment summits and the overall promotion of
Kazakhstan's investment image. An additional function of the Committee is to issue licens-
es for subsurface operators. Although the Committee was created by the authorities in
response (o numerous requests of foreign investors, this mechanism has several serious
problems and operates far from perfectly. First, the idea of a "one-stop shop" has not fully
developed, as investors need to contact other ministries as well for information or clarifi

cations. More important, however, is the fact that investors cannot expect the same level of
support at different levels of the government. Second, tax breaks do not necessarily attract
the highest quality long-term investors. According 1o a survey by the International Tax and
Investment Center (1997, May), tax exemptions have little significance for foreign
investors in Kazakhstan in comparison with access to natural resources and large market
potential. Unless Kazakhstan has a comparative advantage in a particular sector, tax con-
cessions will only mean lost revenues to the government budget. Third, to develop appro-
priate tax incentives (o the investment projects on a case-by-case basis, the Committee
should be staffed with a highly experienced and professional staff, undertake a very thor-
ough and time-consuming analysis of each investment proposal. and have a very strong
administration capacity. Fourth, the Committee seems to concentrale t0o much power into
granting tax privileges to selected investors. To eliminate any opportunity for corruption,
all procedures should be very open and transparent; the Committee should be kept respon-
sible for the contracts it signs, and it should report regularly to the parliament and make
information available to the public.

Kazakhstan authorities continue their dialogue with foreign investors trying to improve the
existing investment environment. The Foreign Investors Council was founded in 1998 by
the Kazakhstan president and was strongly supported by EBRD in order to create a forum
where representatives of the foreign investment community could discuss problems with
and make suggestions directly to the president and top officials of the country. The mem-
bership of the council was designed to represent different sectors and different countries of
FDI origin.

Although Kazakhstan has attracted a higher level of investment per capita than Russia and
Ukraine, living standards of the population overall and of the population living in the invest-
ment projects areas have not improved rapidly. The government needs to apply an objective
and fair selection process for foreign and local participation in the natural resource develop-
ment projects, use open and transparent contract procedures, initiate the practices of public
disclosure, and control explicit consultations with different interest groups (consumers, trade
unions. NGOs, environment bodies, suppliers, ete.) in preparation and implementation of
such projects.
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RECOMMENDATIONS:

* Promote the development of small and medium business and improve the overall business
climate for both domestic and foreign medium-sized investors in such sectors as agricul-
ture, manufacturing and technology-intensive sectors, light industry and tourism, and

transport infrastructure.

* Define a strategy for attracting foreign direct investment. Support identified investmen

priorities, support projects and industries with feasibility studies, make relevant informa

tion on proposed industries available for potential investors, and search actively for both

domestic and foreign investors with the help of appropriate official agencies.
* Further improve the reliability, transparency and enforceability of laws; clarify the hier

archy and co-relation of existing legislative and regulatory acts regulating FDI in

Kazakhstan; and, strengthen the judiciary system.

* Work out the mechanisms ensuring adequate management of FDI (in the sector of natu-

ral resources, in particular) in the interests of the population and overall economic devel

opment. These could include requirements of public disclosure and involvement in the
decision-making through consultations with interest groups, as well as public monitoring

through parliament hearings, public benefits through establishment of oil trust fund.
?:.llmmate opportunities for corruption by improving the current legal system and increas-
ing public access to information.

KYRGYZ REPUBLIC

?l"he.Govemment of the Kyrgyz Republic has stated that a priority of its overall economic pol-
icy is the improvement of its investment environment. To do so, the government has made an
inventory of existing legislative and regulatory acts with the goal of restricting government
intervention into the operation of private enterprises, amended Licensing Law, and simplified

the process of entering and exiting the Kyrgyz Republic for foreign investors. On 30 June

1997, the Kyrgyz Government adopted the Foreign Investment Law, which makes certain
guarantees for foreign investors: their rights and responsibilities, principles of establishmen
fmd registration of legal entities with foreign participation, the level of taxation of foreign
investors, and provisions on labor regulations. Other legislation regulating foreign invesl-
ment include legislation on foreign currency transactions and currency control, on economic
partnerships and companies, and on state registration of legal entities.

The Kyrgyz government also undertook important legal and regulatory steps towards the pro-
tection of foreign investors by signing 21 bilateral agreements on mutual protection and pro-
motion of investment, as well as 11 bilateral agreements on avoiding double taxation. Kyrgyz
Republic authorities set up conditions for the creation of Free Economic Zones (FEZ). As of
today, there are four FEZ on the territory of Kyrgyz Republic - Karakol, Maimak, Bishkck.
and Narin. FEZ differ from the rest of the country in that they have a special legal status, a
separate system for registering business enterprises, a separate labor force regulation, and dif-
ferent export, import, and customs procedures. The objective of these FEZ is 1o increase the
export potential of Kyrgyz Republic by attracting FDI to export-oriented production and jobs

reation. For example, Bishkek FEZ have attracted FDI worth 4.1 million USD and is a home
0 416 companies, 235 enterprises with foreign investment, 152 foreign and 29 local enter-
rises. To raise the efficiency of FEZ and increase FDI inflow, it is envisaged that parts of
“EZ territories will be under management of foreign companies.

n September 1998, the President of Kyrgyz Republic established a Committee on Foreign
nvestment and Economic Development to provide new direction in the country's efforts
aimed at privatization and foreign investment promotion. The Committee pursues a state pol-
cy in attracting and utilizing foreign investments and foreign economic assistance in Kyrgyz
epublic and coordinates foreign economic and technical assistance extended to Kyrgyz
epublic. Functions of the Commiltee also include coordination and control of FEZ opera-
ion. This Committee represents Kyrgyz authorities at negotiations with foreign investors as
n authorized agent of the government of Kyrgyz Republic, performs evaluation of foreign
investors' proposals, issues licenses envisaged by Kyrgyz legislation. and signs contracts and
ereements. Having the status equal to that of a ministry, the Committee regularly reports to
the parliament on its operation and coordinates work with other relevant ministries depend-
ing on the nature of the investment proposal.

he Committee has since made ambitious strides towards facilitating foreign investment
process in the country, The Committee established an agency to provide administrative sup-
ort and consultation services to foreign investors, and opened a representative office of this
agency in Manas Airport following a 2 August, 1999 Presidential Decree. Also in 1999, a
Consulting Council on investment policy, with participation of local and foreign business-
men, representatives of the government, and international financial organizations, was creal-
d under the Committee for the purpose of improving the investment climate. FDI priority
sectors and industries have been identified by the Kyrgyz authorities and include export-ori-
ented manufacturing, import substitution manufacturing, agribusiness, investment to the FEZ
infrastructure development. Among the activities where FDI involvement is particularly wel-
comed are manufacturing and assembly of electronics and computer parts, machine-building,
food and other agricultural products processing, packaging materials, ferrous and non-ferrous
metal scrap processing; waste processing, and financial and banking services. To attract for-
ign investment in these areas, special privileges were established: simplified procedures for
registration, no VAT or corporate income tax, exemption from taxes for the period of enter-
rise operation, exemption from customs duties on exports produced in the FEZ, unlimited
irculation of foreign currencies within FEZ and between FEZ, special rights regarding
mployee contractual agreements. Foreign investors working in Kyrgyz Republic receive
ssistance in customs procedures, the settlement of investment disputes, the search for qual-
ified national staff, and the preparation and implementation of investment projects.

According to official statistics of Kyrgyz Republic, FDI in the country took off in 1995 and
accounted for US$438.5 million during 1995-1998. FDI were distributed across years as [ol-
Jows: US$95 million in 1995, US$153.1 million in 1996, US$84.2 million in 1997, US$106.2
in 1998, and US$68.3 million during January-September 1999, FDI inflow in Kyrgyz
Uchuhlic is implemented through a variety of forms and mechanisms: the establishment of
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juir.n ventures and foreign companies, management contracts with foreign firms, and privati{
?.atmr: of st.atc-run enterprises. At present, 4515 enterprises with participation of foreign cap-
ital are registered in Kyrgyz Republic, of which 1911 (or 42.3%) are actively operating.

In recent years, two important problems have emerged that present a potential danger for
attracting FDI and ensuring both political and economic stabilization in the country. One is
the rising external debt of the country and the potential risk of default and insolvency, which
makes development of export-producing sectors particularly important. The second problem

Table 4. Characteristics of enterprises with participation of foreign capital and their share infis exposure to terrorism and possible political and social instability in the country.

the economy of Kyrgyz Republic j

| 1954 | 1995 | 1996 | 1997 | 1998 9 months of 1999
Total number of registered I :
enferprises, 627 1288 | 2191 3282 | 4004 4515
 Ow.active 128 363 908 | 1396 | 2068 | 1911
Number of employees | 3997 7223 | 11750 | 19701 26742 | 26950
Share of enterprise 0.2 RE 0.4_” . 2 '
employees in total 4 1.2 1.6 1.6
employment, %
Share in total industrial o |, T 37551 [
output, % 9.4 | 1.7 282 330 | 310
Share in total capital Y 207 | 63 -' ' p E ;
investment, % i ‘ i 68,8 9.4 34.0 20.4
Share in total retail trade, % | 1.0 ‘ -] 28 | 54. |57 | 20

Distribution of FDI by sectors during the January-September 1999 was as follows: industry
- 22.3% construction - 20.4%, trade and catering - 28%, agriculture - 0.9%, transport - (. ] %,

cor.nnm.njcali:m - 0.1%, other - 10.8%. In general, foreign enterprises and joint ventures arc
active in mining, oil refining, trade, food processing, textiles and industrial engineering.
Leading foreign investors include UK (41.1%), US (26.9%), Turkey (14.2%), Italy (3.2% )
Russia (1.9%). The most important examples of foreign involvement in the economy of
Kyrgyz Republic are provided in Table 5.

Table 5.

Name af Company

Foreign Invesior Country Sectors

I. Kumtor Operating C qmp;@ » Canada Gold mining

2. CAVITAL (Kyrgyzstan) Lid. ltaly Investment promotion

3. Demir Kyrgyz International Bank | Turkey Banking

4. Reemtsma Kyrgyzstan Germany Tobacco industry

5. Coca-Cola Bishkek Bottlers | Turkey-USA Soft drinks production
~ 6. Norox Mining Company Ltd. Australia, UK Gold mining 1

7. Plaskap - Bishkek Turkey Plastic bottles

8. Kyrgoil Corpuraliuru’. -

Kyrgyz Petroleum Company USA Petinleum processing
9. Central Asian Group South Korea, China Hanking, food production

10. Hyatt Regency Bishkek

RECOMMENDATIONS:

e Promote FDI in small and medium business, tourism, transport and infrastructure, agri-
culture. Continue to specify investment priorities. Make information on proposed projects
available for potential investors, improve promoting and marketing capacity of the State
Cominittee on Investments.

e Promote FDI in export-producing sectors which generate foreign currency revenues and
sustain a secure level of international debt.

Further develop and specify investment priorities, and create a multi-year public invest-
menlt program.

e Simplify taxation and registration procedures for FDI, and ensure adequate benefits for
foreign investors entering Kyrgyz Republic.

e Improve the structure of the legislation regulating FDI and raise its enforcement.

UZBEKISTAN

Uzbekistan is the only double landlocked country in the world which makes its access (o the
world markets and attraction of foreign capital even more difficult. The government of
Uzbekistan has adopted two important legislative documents to replace old legislation: 1)
Law on Foreign Investments, and 2) Law on Guarantees and Measures to Protect Foreign
Investors' Rights. Implementing regulations are being prepared. and relevant changes will be
made to other legislation governing investment. Other important legislative and regulatory
acts affecting various aspects of FDI operation in Uzbekistan include:

e Presidential Decree on Additional Measures for Promoting Small and Medium Business
Development (31 January 1997), which exempts equipment imported under relevant
investment proposals from customs duties:

e Presidential Decree on Additional Measures to Develop Securities Market and Extend
Foreign Investors Participation in the Securities Market (31 March 1997);

e Presidential Decree on Additional Measures to Promote Export-oriented Production of
Enterprises with Foreign Investments (26 August 1997). which creates favorable condi-
tions for such enterprises:

e Presidential Decree on Additional Measures to Promote Implementation of Investment
Projects (19 January 1998), which outlines specific steps to promote FDI into the coun-

(ry.

Additionally, last month a decree was issued promoting FDI in the oil and gas sector. This is
an important new development as previously this sector was restricted from FDI involve-

| ment. The legislation outlined above demonstrates the high support and strong involvement
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of the president and government in promoting FDI. One possible danger, however, is that 1
large number of decrees affecting FDI might cause duplication and confusion between dif-
ferent pieces of legislation.

To further ensure that FDI is not treated less favorably than domestic businesses, the gov-
ernment of Uzbekistan provides a number of general conditions aiming to attract foreign
investors. For example, foreign investment contracts are regulated by the legislation existing
at the time of signing for up to 10 years, despite changes in Uzbekistan legislation or regula-
tions that might occur. The government commits itself not to interfere in the operation of the
foreign investor (unless it violates Uzbekistan law) and not to nationalize investment. The
government also guarantees the right for foreign investors to repatriate profits in hard cur-
rency or to use profits without restriction within Uzbekistan: the right to open bank accounts
in Uzbekistan without restriction and to use funds in such accounts to purchase hard curren-
¢y: and exemption from import duties on goods for use by a foreign company or its employ-
ees.

The Uzbekistan government also offers foreign investors a number of specific incentives.
depending on the industry sector and the size and significance of the investment. The
Presidential Order on Further Measures to Encourage the Creation and Activity of
Enterprises with Foreign Investment (31 May 1996) sets out such privileges which include
tax benefits and priority rights for currency convertibility. Currently, Uzbekistan provides
two categories of tax benefits: (a) general reduced tax rates applied to all new enterprises dur-
ing the first two yeas of their operation, to export-producing enterprises, and some other
"qualifying" types of investment, and (b) profit tax concessions for entities with foreign
investment. Since January 1997, additional tax concessions became available for large enter-
prises with a charter capital of over US$150,000 and foreign equity participation greater than
30%. In addition, more than 60% of enterprise revenues must be derived from "production
activities” (which are defined broadly and include more than just manufacturing activities).
Examples of variable tax treatment includes:

® cxemption from profit tax for 7 years if an enterprise is included in the Strategic
Investment Program of the Republic of Uzbekistan.

e exemption from profit tax for 5 years if an enterprise is involved in export promoting or
import substituting activities,

® reduced profit tax rate between 16-20% depending on the size of foreign investor's share.

There are approximately 20 agencies which are responsible for various aspects of regulating
foreign investments and which lack coordination among themselves. These agencies include
the Ministry of Foreign Economic Relations, Foreign Investment Agency, Ministry of
Macroeconomics and Statistics, Investment Department under Cabinet of Ministers,

Analysis of statistics on FDI in Uzbekistan and comparison with performance of Kazakhstan
and Kyrgyz Republic is complicated by the lack of clear methodology to distinguish FDI
from loans of international institutions or other official financial sources. The main defini-
tions used include foreign investment in general and enterprises with foreign investments,

"Foreign investments on the territory of Uzbekistan include all types of material and non-

material benefits and rights for them, including the rights for intellectual property, as well as
any income from foreign investments made by foreign investors in ohjf:cts of .emreprcrmur'-.
ial and other types of activities, not forbidden by legislation for profit-making purposes
(Mirensky, 1998, p.14).

'The share of enterprises with foreign investments (EFI) production makes up, on average,

15.4% of the economy. These enterprises are distributed across various sectors as t‘nl'lnws:
industry - 67.4%, agriculture - 0.5%, construction - 3.6%, transport and communications -
15.8%, trade and catering - 8.1%, other - 4.6%. As one can observe, most EFI are registered
in industry, of which the largest share is concentrated in the machine-building and food
industry.

The amount of FDI in Uzbekistan is steadily increasing due to the efforts undertaken by the
government and legislative bodies, which is seen in Tables 6 and 7, particularly as a ratio o
GDP. In early 1998, 3287 enterprises with foreign capital had been registered in the Republic
of Uzbekistan,

Table 6. The role of enterprises with foreign investments (EFI) in Uzbekistan economy (%)

| 1994 1995 1996 1997 1998
EFI share in total GDP | 263 | 2.05 74 | 125 | 13
EFI share mureign ll';;ﬂ_c l-Ul'T‘I{_WCT | 3.1 ';"- 20,9 :_?4_.4 _ 21.3
EFI sharc in total exports _Josm | 1 | 466 |80 |92
EFI share in total imports 559 1454 | 3675 | 360 | 340
EFI employees' share in total employment " o4z | o8 1.38 091 0.98

Table 7. Distribution of foreign investment by industries for 1997 and 1998 (%)

Industry | 1997 new investments | 1998 new investments
Light industry ' 5.0 17.6
Communications 18.9 ' 1.4
Oil-extracting and oil-refining 6.7 ' 13.8
“Food industry B, L e e 6.3

Transport ) : 19.3 19.1
Machine-building R ., S, 6.7

Chemical and petrochemical | 45 ' -

Other =ir | 204 21.9

Total | 100 100

However, EFI are not distributed evenly across the regions of Uzbekistan, The majority of
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EFI are heavily concentrated in Tashkent, Tashkent oblast and Fergana Valley (about 80% ol
total EFI). This limits the impact of foreign investment (e.g., job ereation) to certain regions
of the country, leaving other parts of the population not sufficiently benefiting from FDI o
completely unaffected.

RECOMMENDATIONS:

e Clarify methodology of FDI definition and monitoring in the country's statistics.

e Attract foreign investment across regions of the country, considering the experience ol
free economic zones creation. Develop industrial and transport infrastructure, and bank
ing institutions in the regions. Increase the efficiency of capital investment by increasing
investment efficiency in the area of production.

e Continue to improve a single, favorable national investment regime for both local and
foreign investors.
Simplify and systematize legal framework regulating FDI based on current legislation
Develop a mechanism to provide efficient application of existing legislative acts aimed
at providing security for investments of foreign investors doing business in Uzbekistun

® Liberalize the currency system and follow an efficient exchange rate and monetary poli
cy. Undertake devaluation of Uzbekistan national currency and bring the official
exchange rate close to the level of the real market rate.

e [Establish a single body to work with foreign investors and provide guidance to their oper
ation in the country, develop strategy of disseminating information and investment pro
posals, analyzing interests of investors from different world regions, and search for
appropriate investors through exhibitions, partnerships.

® [ntensify privatization, speed up the development of the securities market, and increase
the amount of portfolio investment.

General recommendations for improvement of investment climate
in the Central Asian region

Based on the above country-by-country analysis of the investment climate in three Central
Asian region countries, we conclude that despite observed differences in the investment
regimes there are two similarities in the three countries. First, there is a gap between the large,
prevailing FDI projects and the small projects of both local and foreign investors; second,
there is a gap between dominating FDI presence in extracting sectors and other sectors of the
economy. Large multinational investors, due to their significant input into a country's eco
nomic performance, can negotiate for themselves better terms of contract despite the imper

fection of the existing investment climate. They also can expect protection for their invest

ment from the top officials and address their complaints as high as to the president of the
country. However, to attract the medium-size FDI in the non-extracting sectors of the econ

omy, the overall business environment should be significantly improved. In our view, there
are a number of important common directions to be followed by all three Central Asian coun-
tries that could improve the current situation,

First of all, there is improvement of the overall business climate for all types of investments
in the country: the establishment of clear rules and of business-friendly registration and tax-
ation procedures, the establishment of a reliable, transparent and enforceable legal frame-
work, and the development of business infrastructure and market institutions, These steps
will attract both foreign and domestic investments.

Second would be the development of a clear investment strategy by the government and iden-
tification of the country investment needs. The problem is that investment appears to be con
centrated in a few industries, which limits the spillover effect that this investment will create
for the economy. It is important, therefore, to create linkages between the foreign-dominated
sectors and other economic activity. and to encourage FDI in sectors other than the extrac-
tion of natural resources. Investment projects should be analyzed locally, and offered to the
foreign investors with locally performed feasibility studies and analysis of industries and
existing markets.

Third, it is desirable to have this type of information concentrated in a single body that would
also be a major contact for foreign investors in tax, customs, and other business provisions
in the country. Such information should be open and known in advance to all potential for-
eign investors, it will put all investors in equal conditions before the open tender process and
improve the country's investment image.

Fourth, checks and controls should be developed and put in place to ensure that there is no
abuse of office power and that the interests of the country and its population are not damaged.
Possible mechanisms of public control include the strengthening of government institutions,
the development of public disclosure practices, the need of accountability to the parliament
by government bodies in charge of investments.

And last but not least, steps should be followed which lead to regional integration of he
Central Asian countries. Our countries have historical economic and trade links that should
continue play an important role. Open borders and standardized procedures and practices pro-
viding access to a larger regional market will raise the attractiveness of the region for foreign
mnvestors.

Conclusion

Kazakhstan, Kyrgyz Republic and Uzbekistan have been rather successful so far in attracting
a substantial volume of FDI into their economies. It is, however, important to think of FDI
not only in terms of their physical amount, but also in terms of the quality and sustainability
of their impact on the economies and populations of the countries. We believe that there 15
large room for improvement in the investment climate in the Central Asian region in order (o
attract high-quality and long-term investors. Effective utilization of FDI is an even more
challenging task than attracting FDI into the country and requires the establishment of appro-
priate institutions and mechanisms to oversee how FDI is managed. The way to achieve these
objectives is to study the positive experience of other countries that have proved to be suc-
cessful in attracting and effectively managing FDI, analyze the accumulated experience of
our region, and draw lessons from both positive and negative experience.
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Endnotes

1 E.g. rich natural resources can be exhausted by increasing exploration operated by foreign
investors, and cheap labor costs can rise as a result of higher wages offered to the local employ-
ees by foreign multinationals (Singapore).

2 The sources of the data are the World Bank World Development Indicators 2000 and EBRD
Transition Report 1999. 1998 data are the most recent available data on all three countries of the
Central Asian region, and therefore, used for comparison purposes. However, 1998 was an excep-
tionally bad year for Kazakhstan due to a number of internal and external factors (fall of world
prices on primary commodities that constitute major part of Kazakhstan exports; Russian crisis had
the most severe effect on Kazakhstan, as it is most exposed to Russian economy among Central
Asian countries; drought in rural areas).
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Introduction

Privatization is often viewed by both policymakers of transition countries and their foreign
advisors as the primary means of achieving a market economy. The goals of privatization
are twolold: effecting the transfer of ownership from state to private hands (Nichols, 1997),
and change of economic agents' incentives to make their behavior be market-oriented that,
thus, will foster a creation of market institutions.

Privatization of the banking sector (measured in this study as an increasing asset share of
private banks) has similar goals with regard to changing banks' incentives and reorients
banking activities to market signals instead of taking state orders on how to allocate loan-
able funds,

There are four parties that benefit from banking privatization. The first and most important
party is the banks themselves. The banks' privatization attracts outside investors and extra
capital injections, broadens the independence and autonomy of banks, fosters greater trans-
parency and openness of banks, strengthens principles of corporate management and
improves management. It is supposed to foster transfer of modern banking technologies and
ensure greater responsibility to the shareholders that finally results in greater efficiency.

Second, the government can benefit from the privatization both in the long- and short-term.,
Bank privatization should help to increase efficiency of the banking sector, und the devel-
opment and further strengthening of the whole financial system of the country by stirring up
competition in the banking-financial sector, and, as a result, improving quality of banking
services and creating a broader range of new bank products and services that will allow 1o
benefit from the economy of scope. Attraction of foreign capital into the economy us a
whole and into the financial sector in particular is also an advantage for government.
Strengthening banks to protect clients' interests, confidence-building measures among eco-
nomic agents to the banking system and the further development of a secondary stock mar-
ket and creation of commercial banks' securities quotation are also in the government's
interest. Besides, government receives proceeds from sales of bank shares,

The third party that will benefit from the bank privatization is potential investors, both local
and foreign. By receiving operational control, they enter new markets and then broaden the
range of services, provide services o already existing and developing companies which
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belong to investor's sphere of interest, receive income through broadening the range of
activities, acquire access to reliable information about potential markets for the clients, and
provide services 1o multinational corporations interested in the local market.

Fourth, the most important party is households and firms that will benefit from more effi-
cient allocation of resources and enhanced financial intermediation fostered by more com-
petitive environment.

During the banks privatization process it appears that one of the major concerns of investors
is the post-privatization interference of the state. Privatization experience in the countries of
Central and Eastern Europe and FSU shows that in practically all cases, investors are wor-
ried about the state's interference in the bank's operations. It is evident that interests and
objectives of the government and foreign owners of the bank may differ. A key factor is the
right of the government to demand banks to finance certain sectors of the economy or cer-
tain companies. Besides, positions on possible degrees of risk may differ. This problem may
be partially resolved when government issues guarantees for certain categories of loans as
was done in most countries with bank privatization experience.

The second greatest concern of potential bank investors after privatization is the design of
the restructuring requirements. The potential investors are concerned with estimate of their
future probable losses because of (1) asset losses during restructuring, and (2) expenses
associated with restructuring and adoption of new methods of management, so that the
investors can subtract these future standing costs while bargaining for the bank shares.

Methodology

The main goal of this study is, first, to give an overview of privatization issues in transition
countries (Part I), second, to evaluate whether privatization of banks in transition economies
has been successful (Part IT), and, finally, to suggest recommendations for countries at the
pre-privatization stage, based on the results of our study (Conclusions).

In this study observations were made on six transition countries, representing different
regions: four transition countries considered are at the stage of a complete or almost com
plete bank privatization: one from Eastern Europe (Hungary), one from the Baltic states
(Estonia), two from Central Asia (Kazakhstan and Kyrgyzstan), and Russia which stands
apart as a partial bank privatization case. Uzbekistan, a Central Asian transition economy
where banking sector privatization has not been implemented yet, has also been taken into
consideration for the purpose of comparison with post-privatization banking sectors.

Some scholars argue that Central Asia is quite different from other transition economies
(Nichols, 1997; Allworth, 1989), so that the appropriate comparisons with other countries
such as those of Eastern Europe, the Baltic states, and even Russia cannot be made for the
reasons of their different culture, their path of historical and economie development and
level of market institutions development during the pre-privatization stage. However,
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although true, for the purpose of a broader study, an effort was made to include countries
other than those of Central Asia in order to compare with better cases (such as Hungary and
Estonia) and half-privatization cases (such as Russia) that could have some valuable finan
cial policy implications.

In this essay, Part 1 is dedicated to a brief overview of privatization issues in transition coun
tries, focusing on Kyrgyzstan and Uzbekistan. In Part IT an effort was made to evaluate
whether privatization of banks in transition economies was successful by comparing the
change in the banking sector operating performance after the share of state-owned bank
assets has fallen. The thesis that will be tested in this study is whether a greater share of pri-
vate banks creates a more efficient banking system. There are three reasons for testing this
thesis. First, there are lots of cases where the privatization of the banking sector is viewed
as one of the most important means in ensuring more market-oriented and more efficient
bank performance. The second reason is the need to evaluate what are the actual results of
banking privatization in the countries where it was carried out. The third reason why the the-
sis of this study is important and worth testing is that in Uzbekistan, a country where bank
privatization is a policy issue under discussion, this study’s results could have valuable pol-
icy implitations.

The development of banking sector is viewed in a dynamic relationship with the change in
share of state-owned bank assets rather than in terms of its static figures after privatization
has occurred for two main reasons. First, in some countries, there is an intermediate stage
of bank privatization where the privatization is incomplete and the influence of the state in
the banking sector remains essential. There are no clearly defined figures for pre- and post-
privatization banking systems as the process of privatizing banks continues in these coun-
tries (all the studied countries except for Estonia where the state-owned bank asset share
equaled zero by the end of 1997), The second reason why evaluation of the development of
the banking sector is considered in dynamic relation to the change in the share ol state-
owned assets rather than in terms of its static pre- and post-privatization figures is that the
dynamic approach allows us to find a relationship, if there is any, between the share of state-
owned bank assets and the efficiency of banking sector performance. Finally, some conclu-
sions are presented based on the findings of this study.

Part I. Review of transition countries' privatization experience, focusing on
Kyrgyzstan and Uzbekistan (where the privatization is on the way of design)

HUNGARY

Hungarian banks are among the strongest in transition economies. The Capital adequacy
ratio exceeds 19% as the result of introduction of a law on commercial banks in 1992 which
imposed the Basle standards for capital adequacy followed by several recapitalisations
mainly during 1992-94,

A major part of banking reforms has been privatization, conducted mainly durine 1008.06
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In 1998, direct state ownership capital in the banking sector continued to decline falling to
20% by mid-1998 as a result of several privatizations. As a result, there has been a strong
expansion of bank credit to enterprises. Progress in bank recapitalization and privatization
has led to increased competition for corporate clients. Interest margins have fallen to below
4% and real credit growth to the enterprise sector was 20% in 1997. While access to credit
for medium-sized enterprises remains tight, increasing competition among Hungary's 38
commercial banks is forcing the most dynamic players into the small business and retail
market. Given low margins and high costs, a process of consolidation in the banking sector
is expected.

ESTONIA

Practically all of the big inefficient banks inherited from the planned economy were funda-
mentally reorganized or liquidated during the period of the early 1990s (Lepik. 1996).
Among the 5 leading banks (by early 1996) 3 practically fully private new banks started to
operate: Hansapank bank, the biggest private bank in the Baltic States, and Hoiupank (the
Savings Bank) which was fundamentally reorganized from a state-owned bank (with the
state share in capital confined to 24%). The total state share in the banking sector was lim-
ited to 18% of equity capital in 11 banks by 1996, with only one bank controlled by the state
(83% of equity capital).

During the first bank crisis a remarkable stock of government securities was issued for
recapitalization of Pohja-Eesti Pank (the North Estonian Bank) in late 1992, Many small
banks merged. Bank mergers in 1995 were largely influenced by raising the minimum own
funds requirement by the Eesti Pank (central bank) and the completion of initial distribution
of the banking market (Lepik, 1996).

Banks open to private investors, including foreign investors, led to a substantial enhance-
ment of banking sector performance and "the degree to which it was a foreign investment
motivational factor is regarded favourably” (Ziacik, 1998). Foreign ownership of banks is
significant. As of April 1997, the share of equity held by non-residents stood at 40% (of
which 53% was owned by foreign banks). The size of the state's stake in banks is small and
falling (EBRD, 1997). The Bank of Estonia (central bank) pursues a regime of tight super-
vision and regulation, raising the capital adequacy ratio for banks above the minimum rec-
ommended by the Basle Committee and the effective level of the reserve requirements.
Commercial banks in Estonia have grown into universal banking institutions.

RUSSIA

In the two-tier banking system of Russia, a large number of private banks emerged and other

former state banks have been privatized during the last few years. There are also wholly for-

eign-owned banks and JV banks. However, the state-owned asset share in total bank assets

still remain high, reaching 29% in 1997. The two largest banks, Sberbank (Savings bank)

and Vneshtorgbank, remain state-owned. Sberbank holds 75% of all retail deposits, 30% of

all assets and about half of interbank lending (EBRD, 1997), Privni&ullunrpl the banking
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sector of Russia consisted of several steps and was more complex and sometimes confused,
unlike the privatization of enterprises which was more transparent and well-organized, It
started with strengthening prudential regulations and banking supervision by the Central
Bank of Russia, particularly after the Asian and then Russian crises, and resulted in a reduc-
tion of the number of banks. Many Russian banks have sound position while the majority is
in difficulties and some might be liquidated or merged. Introduction of International
Accounting Standards in 1998 aimed at stabilizing banks' position and at improving per-
formance. However, the privatization results remain moderate as the privatization process is
only partially implemented. Since 1998, the Bank of Russia has been committed to the
restructuring of the banking system in order to improve commercial banks' activity and to
enhance their liquidity. The key part of that program was the set-up of the Agency for
Restructuring of Credit Organizations (ARCO) and the Inter-Agency Coordinating
Committee for Banking Sector Development (ICC).

KAZAKHSTAN

The banking sector of Kazakhstan has been strengthened through privatization and foreign
entry. Improvements in compliance with rules on capital adequacy. single debtor exposure
and connected lending have contributed to a decline in the number of banks and branches. In
1995, the government and central bank embarked on a five-year program of legal reform,
prudential tightening, bad loan workouts, bank privatization, restructuring and closures, The
intention was that Kazakh banks would achieve international standards of capitalization, lig-
uidity, asset quality, management standards, accounting practices and IT by the end of 2000
(EBRD, 1997). IAS accounting is mandatory for Kazakhstani banks from the year 2000, The
majority of the banking assets are privately owned. A 20% state stake of Halyk Savings Bank
was sold to private investors and the rest is destined for sale. The state owned Turan-Alem
Bank was re- privatized in April 1998.

The banking sector of Kazakhstan is highly concentrated. The two largest banks in
Kazakhstan (one private, the other state-owned) control more than 50% of deposits and 40%
of outstanding loans. The four largest banks hold 60%-65% of all banking assets (Jones,
2000). Twenty banks with foreign ownership comprise about 22% of the banking sector's
capital. A 25% restriction on the share of foreign capital in the banking sector was abolished
and foreign participation has since started to increase.

KYRGYZSTAN

Privatization of the banking sector in Kyrgyzstan is almost complete at present and has been
relatively successful due to the privatization program chosen and because of significant
external support. Kyrgyzstan received monetary and technical aid from the European Union,
the World Bank, the International Monetary Fund, the European Bank for Reconstruction and
Development, and the Asian Development Bank. Individual countries including Japan,
Poland, and the US have also provided significant monetary and technical assistance
(Nichols, 1997).



KIMEP-Yale seminar papers Banking sector privatization

Banking sector prvatization

NIME S K o e

The FINSAC (Financial Sector Adjustment Credit) program carried out in 1996-98 prima-
rily supported the following key elements of the Financial Sector Reform Program: (i) cre-
ation of a policy and regulatory environment conducive to the sound growth of a competi-
tive and efficient banking system; (ii) liquidation of two dominant and insolvent State-
owned banks, which through their practices stifled the growth of their young private com-
petitors, and downsizing and financial restructuring of two other former State-owned spe-
cialized banks which had survived only because of preferential treatment and support by the
NBK; and (iii) creation of a regulatory and supervisory framework for the development and
growth of emerging NBFI's,

When banking sector reforms started in the mid 1990s, the "Big Four" specialized state
banks legacies of the former monobank Soviet system. accounted for 80% of the banking
system's assets and were insolvent. They continued to accumulate bad loans as well, so that
the bank systemic risk because of the inefficiency of these oligopolies was great. In early
1995, only eight percent of the banking system's loan portfolio was performing and, in addi-
tion to the four "big" banks, several smaller banks were insolvent. To remove the over-
whelming dominance of state-owned insolvent banks, and their negative impact on the new
private banks, drastic restructuring measures were taken. This included, as a first step, the

establishment of a temporary Debt Resolution Agency (DEBRA)! under the umbrella of

National Bank of the Kyrgyz Republic, which became operational in October 1996.

A detailed liquidation program was designed and implemented for Agroprom Bank, which
was the largest state bank in the country and the predominant lender to the agricultural sec-
tor, and for the successor of the former USSR Sberbank branch Elbank, the country's main
savings institution, that had also been used for the provision of disaster relief and housing
programs. The debt Resolution Agency (DEBRA) was established to resolve the bad debt
problem. Both state banks were placed under the receivership of DEBRA to start the liqui-
dation process. The value of their assets was assessed, and DEBRA started the loan collec-
tion process. Rather than develop automatic criteria, applicable to the collection of certain
categories of bank loans, an individual action plan for each debtor was found to be a more
effective way to collect the state banks' bad loans. As of April 1, 1999, about 12% of the
debt transferred for collection were collected, 14% have been written off or rescheduled,
and 73% of debts remain to be resolved by Debt Resolution Agency. The resolution of the
"old" bad loans problem has proven to be a difficult and protracted process mainly due to
problems of weak courts and the extremely bad quality of the state bank loan portfolios.

As a result of closures of several banks (including the state-owned Agroprombank and
Elbank) and privatization of other banks, accompanied by drastic restructuring measures,
the share of non-performing loans in total loans has fallen dramatically since 1996. Directed
credit provided by these banks had given way to auctioned credit, and real interest rates
were becoming positive.

The branches of Agroprom were sold or closed and the bank's staff was reduced drastical-
ly. The non-performing state loan to Agroprom was restructured with 25 year/s percent
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bonds: A spestul Bepostt Payoll Plan was designed. according to which Elbank's small
deposiin waie By puld off, the larger deposits were transferred to the Savings and
SECtement Corparation with an extended repayment scheme in order to spread out the bur
den o the fapuysrs and banks themselves. Elbank's branches were transferred to the
Miniutry of Finsnoe and Bibank's staff was laid off. The liquidation of Elbank was com
pleted I the sevond half of 1997, and the process was at the final stage of completion for
Agraproms bk

The two other “Big" state banks: Promstroi Bank, the local successor of the Soviet Bank for
Industry e Construction, and AKB Kyrgyzstan Bank, which originated from the Soviet
Houstong and Seciul Commodity Bank were financially weak, but fundamentally sound on
an-operationul basis (Promstroi), or showing improving financial performance (AKB
Kyrgyzstun), Therelore, these two banks were subject to privatization instead of liquidation
under the Restructuring Strategy of the FINSAC program. Diagnostic audits were preparcd
for both banks. An internally managed program was implemented, which provided for
strong loun eollection efforts, write-offs and adequate loan-loss provisions, as well as down
sizing and rutionalization measures. To improve the banks' balance sheets. a part of their bag
loans portfolio was transferred to DEBRA for collection. However, since the two banks did
not succeed In raiving sufficient additional capital from private sources. government con
tributed o these banks recapitalization through the placement of bonds. By fall 1997, the
banks had fully recovered and fulfilled the prudential requirements,

The policy and institutional measures introduced under FINSAC were appropriate {on
achieving 18 objectives, and achievements have been substantial in most areas
Amendments were made to the tax code, a Law on Banks and Banking Activity and a L.aw
on Pledge were passed, and a Central Pledge Registry was established. Regulatory reforms
adjusted prudential norms to Western standards, in some cases exceeding the requirements
of the Western countries and the Basle Commitiee (12% capital adequacy ratio vs, 8% rec
ommended by the Basle Committee). A new Law on the Organization of Insurance
Activities was enacted and provisions were added in the Civil Law concerning Leasing, A
new law on Investment Funds was enacted in June 1999, and a draft law on Private Pension
Funds is being prepared.

UZBEKISTAN

The two-tier banking system of Uzbekistan includes 35 commercial banks, two of which are
state-owned banks with more than 800 branches, 17 - joint stock banks, 10 - private and 6
banks with foreign capital. Total assets of commercial banks increased from UZS 72 bin in
1994 to UZS 952 bln in 1999.

The largest Uzbek commercial banks are the National Bank for Foreign Economic Activity

of Uzbekistan, Pakhtabank, Promstroybank, Asaka-Bank. which comprise 80% of total

assets and capital (Table 1). By the end of 1999, the NBU's assets reached UZS 553.6 bln
™
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(27% of GDP or 58.15% of total banking assets of Uzbekistan).

Table 1: Largest Uzbek banks: aggregate assets and gross capital ( January 1, 2000)

UZS bln. %

I. Aggregate assets 952 100
out of which
National Bank for FEA of Uzbekistan 553.60 58.15
Pakhtabank 106.60 11.20
Uzpromstroybank 79.40 8.34
Asaka-bank 54.50 BT
Uzjilsherbank 30.30 3.18
Gallabank 54.70 .75
Total 879.10 92.34
Other banks 12.90 7.66

IL. Gross capital 144.00 100
out of which:
National Bank for FEA of Uzbekistan 73.50 51.04
Pakhtabank 11.80 8.19
Uzpromstroybank 9.90 6.88
Asaka-bank 20.30 14.10
Uzjilsberbank 6.80 4.72
Gallabank 3.20 222
Total 125.50 87.15
Other banks 18.50 12.85

Source: EBRD

Thus, in 1999 gross capital of all Uzbek commercial banks reached UZS 144 bln, 83% of
which belonged to the state: about 57% was a direct state stake and 26% was an indirect state
stake in banks' equity.

Uzbek (

al Banks: Gross Capital
(1999) .

State Stake in Commercial Banks’
Capital (1999)

The restructuring and privatizing process of the financial-banking system is being conducted
in Uzbekistan at present. Two largest state-owned banks are planned to be privatized in
2001-2003, The 40% stake in the capital of the National Bank of Uzbekistan and the S0%
stake of Asaka-Bank are to be offered for sale among strategic foreign investors.

Pakhta-Bank, Uzpromstroybank, Zaminbank, Uzjilsberbank and Tadbirkorbank are banks
with smaller state stakes in their charter capital. Considering that these are specialized banks,
ways for their further development and possible diversification have been worked out in
order (o define potential local and foreign investors. The main objective of their privatization
is to apply principles of corporate management and thus improvement of organizational
structure and thus increasing their soundness.

Aviabank, Gallabank and Ipak-Yuli Bank are banks with relatively small state shares. They
are also specialized banks and the small state stake in their charter capital means that the state
does not have strategic interests in these banks (except, probably, for Gallabank which spe-
cializes in grain). Therefore the state stake of these banks will probably be sold to current
shareholders or other investors.

The state has indirect participation in some Uzbek banks through shareholders which are
either governmental bodies (ministries, agencies, associations) or state-owned companies.
They are mainly sub-sector banks such as Pakhta-Bank, Uzpromstroybank, Gallabank,
Uzjilsberbank, Aviabank, and Alokabank. The main shareholders of these banks are their
clients and organizations that the banks are subordinated to, thus shareholders/clients have
the opportunity to participate in decision-making processes and define their strategy of devel-
opment. A disadvantage for these banks is their narrow specialization which brings up, as a
consequence, high risks both for the banks themselves and the whole banking system, as
these banks form the biggest part of the latter.

In the first stage, 5 Uzbek banks are to be privatized - Uzjilsberbank, Asaka-Bank,
Uzpromstroybank, Andijan-Bank and Ipak-Yuli Bank. Considering the unfavorable situation
in international financial markets and due to the lack of "big privatization" experience, the
Uzbek government was adopted tactics according to which the privatization of smaller banks
is to be implemented first, and the privatization of the National Bank of Uzbekistan was posi-
poned to the year 2001,

However, on the way to achieve these goals, commercial banks face a number of problems
hindering the privatization process.

The first problem is the absence of a system of adequate evaluation of the banks offered for
sale: current share price is almost equal to the nominal one and does not reflect the real
size/growth of capital and/or the real price of shares, This is caused by the situation in the
stock market, which is in an embryonic state, At present, shares of only two banks - Pakhta
Bank and Uzmevasabzavotbank (merged with Savdogarbank in early 2000) - are included in
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the listing of the Republican Toshkent Stock Exchange. The absence of quotations causes|
problems with definition of the market price of the shares. The secondary stock market is also
underdeveloped, particularly, because of absence of taxation privileges for securities opera-
tions, which are necessary at the early stage.

Another important problem is the necessity to restructure banks' credit portfolios, which are
weighed down by sovereign guaranteed loans. In this regard, the system of restructuring off
loans should be worked out and mechanisms of concessions/selling of some loans or issuing|
long-term bonds for non-working loans should be introduced.

There are also problems with repatriation of income, transferring dividends. remitting inter-
est payments or payment of royalties. The existing mechanism is too complicated and takes
too long from the moment of applying for currency conversion to the actual repatriation and
could result in currency losses. Absence of governmental guarantees for remittance off
income/dividends impedes potential investors' interest in the privatized banks' shares.

In order to solve these problems certain specialized bodies were established by the Ministry
of Finance together with the Central Bank of Uzbekistan and the World Bank: The Financial
Sector Development Agency and the Bank Privatization Agency, which are responsible for
providing technical assistance to the whole banking sector, including the Central Bank.

To succeed in the banking sector privatization process, the following issues should be
addressed:

® Working out the methodology of strategic and business planning in commercial banks;
® Treasury management, credit portfolio management, computerization of credit analysis;
® Auditing, MIS, internal and international audit of banks;

® Giving recommendations on legal issues and currency regulation; and

e Improvement of payment and information systems.

Restructuring and privatization of banks, including:

® Working-out the mechanism of assessment of bank assets and shares:

® Drawing-up the methodology of pre-privatization preparation of a bank and methods of
restructuring/clearing (partial clearing) up balance sheet to increase investment attrac-
tiveness of banks;

Working-out recommendations on increasing the effectiveness of methods of corporate
management, including liquidation of participation of a bank in shareholders' capital of
other banks and providing participation of shareholders of a bank in increasing its lig-
uidity and capital growth: and

Search for investors among domestic and foreign companies;

Working-out mechanism of privatization;

Elaboration of the system of governmental guarantees for strategic investors on their par-
ticipation in bank management;

Organization of the privatization process for banks;

e Selling shares of commercial banks, increasing bank capital liquidity, improving and
enlarging banking services and supporting competition among commercial banks;
® Post-privatization control.

The next important direction is the development of a secondary stock market for banking
shares, which means the following measures:

e (Creation of attractive environment for foreign investors to re-invest income/dividends in
the local market by a preferential taxation system and other encouraging measures;
Providing securities operations with taxation privileges;

Adopting legal norms, simplifying securities operations, and preferential taxation regu-
lation on double quotation of banks' shares.

So far, the Uzbek banks have preferred to offer classical banking services, and the biggest
part of their profit was made from interest on loans and deposits. Other sectors of the finan

cial market should also be developed. Stock market and securities operations, trust operations
(asset management), hedging and other types of investment banking can assist banks to diver

sify services and thus reduce risk assets, raise their soundness, and increase profits.

A significant step towards further reform and privatization of the banking system was mide
when the decision on the obligation of commercial banks to obtain ratings from internation

al rating agencies was made. The National Bank of Uzbekistan became the first Uzbek bank
rated by an international rating agency. "Thomson Financial Bank Watch" assigned NBU the
issuer local currency rating - LC-1 and short-term rating IC-B/C. This is the highest level
among all the banks in CIS. Obtaining a long-term rating was not considered as expedient
unless there is a sovereign country rating for Uzbekistan. Defining a bank's rating is designed
to increase its transparency and promote effective placement of the bank's shares among for-
eign investors. Recently, the Banking Association of Uzbekistan in cooperation with the
Finaneial Sector Development Agency and local company "Akhbor-Rating", started prepar-
ing banks for pre-rating analysis and attracting international agencies to assign ratings 10
Uzbek banks,

Reforms in the banking sector of Uzbekistan are implemented with participation of interna-
tional financial institutions. The World Bank supports the financial institution building
process, providing a loan of USD 25min. EBRD is to assist in attracting foreign investors and
privatization of banks (NBU, Asaka-Bank, Promstroybank. Pakhta-Bank) providing them
with technical and consulting assistance. ADB participates in the restructuring process and
the preparation of Pakhta-Bank and Mevasabzavotbank for privatization.

Part 11, More private banks: what are the results?

In this part of the paper a study was made of the effects of privatization by comparing the
change in the state-owned asset share with other indicators.

S
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A study was also made to find a correlation between the state-owned bank asset share and
the bad loans to total loans ratio. There is some evidence of some correlation between the
state participation in the banking sector and proportion of bad loans in total loan portfo-
lio (Charts 7-9).

Strong evidence was observed in Hungary. Through 1994 to 1996 the evidence of this rela-
tionship is found for Kyrgyzstan, Kazakhstan. Estonia, and Uzbekistan as well: as the share
of bank state-owned assets falls, the bad loans ratio falls as well and vice versa. However, for
1997 there was no such correlation found in majority of the countries studied. It is explained
in some cases by the impact of the Russian crisis that increased the ratio of bad loans to total
loans, which happened in Estonia and Uzbekistan. However, in Kazakhstan and Kyrgyzstan
the opposite was observed: the bad loans ratio decreased despite the impact of the Russian
crisis and an increase in the state-owned bank asset share. However, the state asset share
increased in these two countries not as a reverse course of privatization, but was rather of a
remedial nature after the impact of the Russian crisis.

Conclusions

The study provides evidence that there is a correlation between the efficiency allocation of
loans and risk avoidance based on a market rationale: evidence was found that the greater
share of the privately-owned bank assets in total assets, the better the quality of bank assets
as a whole and the loan portfolio in particular measured as percent of bad loans to the total
loan portfolio. Some economists (Kitain, 2000) argue that bank privatization leads to fewer
loans being extended to enterprises because the banks have no incentives to extend lending
to enterprises if not ordered to do so by the state. However. there was not sufficient evidence
found of correlation of total loans to enterprises as a ratio to GDP and the state-owned bank
asset share. Only in one of the countries studied - Estonia - was there a direct relationship:
whenever the share of state-owned bank assets in Estonia fell, the credit to enterprises
increased: however, insufficient evidence was found in other countries.

The study reveals that there is a negative relationship between value of share of state-owned
assets and foreign investors' participation (measured as percentage of banks owned by for

eigners of the total number of banks). In countries with a high share of state-owned bank
assets such as Russia and Uzbekistan the ratio of number of foreign banks to total number of
banks is very low. However, there is insufficient evidence found of correlation between the
change in the share of state-owned assets and change in foreign investors' participation
(measured as percentage of banks owned by foreigners in total number of banks). This weak
change correlation is explained by the entry cost in the banking sector, on the one hand, and
the difficulties of restoring foreign investors' confidence once they decide to exit on the other
hand. The latter, therefore, keeps other potential foreign investors from entering the banking
market once the foreign investors' confidence is lost or severely lessened and explains why a
decrease in state participation does not necessarily lead to immediate inerease in the number
of foreign banks,

As u result of this study a conclusion can be made that banking privatization creates better
loan allocation efficiency, better risk management (in terms of lessening the share of riskier
loans in the total loan portfolio), greater foreign investors participation. The latter, however,
does not result immediately from the bank privatization as the investors' confidence is not
subject quick to change and the entry cost to the banking sector does matter, The study pro-
vides insufficient evidence on the relationship between loans to enterprises and privately
owned banks market share,

It is necessary to note that the final result of banking privatization strongly depends on the
methods of bank privatization and the privatization mechanism design so that not only a
nominal transfer of bank assets occur but the banks economic incentives change. The over-
all banking sector restructuring strategy, banks entry and exit policies, and prudential regula-
tions including the concentration and exchange rate risk elimination does matter as well.

The change in bank management incentives should be fostered by acquiring new skills
through specialized advanced training programs, supporting greater transparency and
enhancing the internal bank control systems. Much depends on the bidding model used for
potential bank investors and heavy preliminary pre-auction or pre-public offering advertising
both inside and outside the country in order to avoid the problem of underpricing the bank
assets that are subject to sale.

While designing the privatization program it is important to reach a consensus among all the
interested parties and to have a clear understanding of the post-privatization situation by both
privatization implementing authorities and the banks to be privatized.

[t is worth noting that conditions of privatization are usually of great interest to investors who
are usually interested in acquiring a controlling stake or at least a share holding that would
enable them to effectively control the bank. For this purpose it is necessary to minimize direct
and indirect involvement of the state and/or to clearly determine a possibility of giving for-
eign investors operational control over the bank after it is privatized.

During privatization the interests and goals of the bank's clients play a very important role
and should be taken into consideration as well. It is important to ensure during the privatiza-
tion process that the interests of all bank clients, both retail and corporate, will be secured.

Endnotes

! It acts as a receiver on behalf of NBK, taking control over and disposing of, the assets and lia-
bilities of intervened banks. Taking this into consideration, as well as the fact that DEBRA has been
self-financing (its budget is funded by an allocation of 5 percent of the debls it recovers).
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Privatization techniques for Central Asia
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Introduction

Central Asia constitutes "the heartland of the world" (Malik, 1994, p. 1). It was in Central
Asia that the great Silk Road connecting the Orient to the Occident intersected with the trade
routes connecting India and the Middle East to the forested steppes of the north. More than
one city emirate in the region grew wealthy from the goods that traveled these roads (Manz,
1994, p. 4).

‘Nonetheless, although commerce, bazaars and caravans are ingrained into the world's image
of Central Asia, the concepts of commerce, particularly of private ownership and private
enterprise are not necessarily ingrained into Central Asia. Although Central Asia was home
to several city-emirates built along the trade routes, the bulk of the region was peopled by
pastoral nomads whose major possession was livestock and whose collective claims to graz-
1.ing land were based in heredity. These people engaged in at most a simple form of commerce,
usually based on barter (Demko, 1969, p. 26).

Central Asia was absorbed by Tsarist Russia in the last half of the nineteenth century and the
first decade of this century. Russia's goals were the creation of a buffer zone between itsell
and British India, and access to the cotton fields and trade routes of Central Asia (D'Encasse,
1989, pp. 131-140). The Bolsheviks, faced with a restive and in some cases rebellious Central
Asian population, quickly brought the region within Soviet control, and over the vears
ensured that it maintained several of the more conservative bureaucracies in the Soviel
Union.?

In 1991, independence was thrust upon this region, which had been under Russian domina-
tion for over a century. The collapse of the Soviet Union left behind nations where there had
ever been nations,’ independent economies where there had never been economies, an
industrial complex that was bereft of the crutches it had relied on for fifty years, and a social
edifice that had been turned on its head. Central Asia was also presented with the opportuni-
Ly, or necessity, to interact with the world, from which it had long been physically and polit-
ically isolated.

One means of describing the situation of Central Asia is by means of institutions. Institutions
are rules, norms, patterns, guidelines, social constructs and such that allow people to com-
J prehend the world and that allow people to form relationships with one another (Krasner,
1983, p. 1, Nichols, 1999, p. 243; Thomas-Slayter, 1994, p. 1480). Certain institutions were
appropriate amony the pastoral nomads and among the Khanates of carly Central Asia, other
| institutions were appropriate during the interchange with Tsarist Russia and still others dur-
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ing the Soviet period. Central Asia - along with all of the other transition economies - is now
required to reconsider and recreate institutions in response to its changing position in the
world.*

Among the institution undergoing the most visible changes are those related to commerce,
property and ownership. Advisors and policymakers alike have devoted considerable time to
the adaptation or creation of commercial institutions. A critical aspect - many believe the crit-
ical aspect - of changes to commercial institutions is the privatization of state-owned assets
and enterprises. This essay discusses the means of privatization that are available to policy-
makers in Central Asia.

Privatization

The simplest and most useful meaning of the term privatization is the process whereby assets
owned or used by the state are transferred to the private sector (Shirley, 1992, p. 24). Because
privatization occupies a central role in the transition process of many polities, however, the
term has also taken on a meaning synonymous with systemic change to commercial institu-
tions (Frankel, 1995, p. 295).5 Over one hundred countries use privatization as standard eco-
nomic policy (Boutchkova & Megginson. 2000, p. 31 ).0 Political entities in North and South
America, Asia, Africa and Europe embrace privali;f.ul'inn.—"l Privatization is complex, howev-
er, when - as in Central Asia - virtually all property and commercial assets were at one time
owned by the state.

Two schools of thought dominate the theory of privatizing a formerly centrally planned econ

omy. Both emphasize the importance of competition and the creation of a market system, but
each differs in the amount of time to be used in implementing reform policies and the sequenc

ing of institution creation. The "big bang" method, advocated by theorists such as Frydman
and Rapaczynski, prescribes rapid privatization occurring simultaneously with massive insti

tutional changes including price liberalization, dismantling of barriers to foreign trade and
investment, tightening of fiscal and monetary policy, and the closing of inefficient industries
(Stephan, 1996, p. 184, Seideman, Seideman & Makgetla, 1995, pp. 437-38; Frydman &
Rapaczynski, 1994). Mass privatization, argue big bang theorists, is central to the transforma

tion from centrally planned to market oriented economies.® Without the swift transfer of assels
from puhlic to private control reforms to other institutions will fail, either because persons
with interests opposed to institutional change will have time to become entrenched or because
the general population will have no interest in using or accepting the new institutions. Positive
results, therefore, depend on the immediate privatization of all state enterprises. The wave ol
Western advisors to former centrally-planned economies generally supported the big bung
approach, and it still is often insisted upon by Western aid agencies such as the World Bank o
the European Bank for Recovery and Development (Linz, 2001, pp. 75-76; Belot, 1995, p. 86,
Gordon, 1995, p. 367; Gayle & Goodrich, 1992, p. 214). In light of the perceived failures ol
the big bang approach in countries such as Poland and in particular in Russia, the big bang
approach has fallen into general disfavor among reform scholars in the last few years (Linz,
2001, pp. 75-76).

The second construct, the gradual approach, is almost a mirror of the big bang approach.
Proponents of a gradual approach argue that a systematic sequence of gradual reforms will
create a viable non-state sector and provide the infrastructure necessary for successful priva-
tization, Thus, rather than rapidly transferring state held assets to private hands in order 10
support reforms to other institutions, the gradual method fosters the creation of other institu
tions in order to eventually support the private ownership or management of assets. The par-
adigmatic model for the gradual approach to the creation of a private economy is the system
of Chinese economic reforms in the last t(wo decades (Cao, 2000).2

Three basic forms of mass privatization fall within these two theoretical models. These are
voucher programs, collective investment programs, and public offerings and the gradualist
"Chinese Model." Each effect changes to commercial institutions.

Voucher programs

Voucher programs have been a basic feature of mass privatization in the transition countries
over the last decade (see Lieberman, 1995, pp. 19-20 (describing voucher programs in ten
Central and East European countries)). The most well-known and thoroughly studied vouch
er program is probably that conducted in the Russian Federation. 10

Although there are a number of variations, the simple mechanics of a voucher progrim
involve the distribution of privatization vouchers to participants. These vouchers may include
various types of government-issued coupons, investment points, or other tokens which par-
ticipants usually receive for free. The holders then exchange those tokens for shares in indi-
vidual enterprises or in some type of investment fund that exchanges the tokens for shares.

Foreign advisors and some domestic governments favor voucher programs for mass privati-
zation, especially as part of a big bang program. Voucher programs facilitate rapid privatiza-
tion of large numbers of state-owned enterprises, particularly when many of those enterpris-
es would be unattractive to sophisticated or foreign investors. Conversely. voucher programs
preclude domestic criticism that a country's assets are being purchased by foreign parties at
bargain rates.!! Through auction systems, voucher programs usually result in a wide distri-
bution of ownership among domestic constituencies.'? Voucher programs can also be struc-
tured to benefit traditionally disadvantaged groups or other targeted segments of a population
(Peck, 1994, p. 334). Many advisors also believe that voucher programs constitute an intro-
duction to and lesson in the market system for people who live in societies that have not had
extensive experience with capitalism (Dhanji & Milanovic, 1991, pp. 14-15).

The use of vouchers as a means of privatizing is not simply a matter of printing vouchers.
Voucher programs require some sort of system for distribution, either physical or notional.
They also require institutional capacity sufficient to administer the redemption of vouchers
and the registration of vouchers exchanged for shares (Baev, 1995, p. 11; Licberman, 1995,
pp. 24-29). The Democratic Republic of the Congo, for example, possesses several charac-
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u.’:risfics that indicate that a voucher program might not be an effective means of mass priva
ll?,atl(m:- these factors include a widely dispersed population that is difficult to ;eaci -'n;l
muf:h of which the central government is unaware, no means of physical or notional di;n-i-
bution or collection, low literacy rates, and few means of distributing information aboull the
program or about the enterprises to be privatized. The transition economies of Central and
Eastern Europe possessed far more of the characteristics needed for a voucher pro r"im'
nonetheless, much of the early technical aid to the Newly Independent States was inl:fn(d 3 I
to build institutional capacity for the purposes of administering voucher pmg;'ams: 2

Voucher programs do not, on the other hand, require a preexisting stock exchange. Some
ob_ser\‘rf:r.ﬂl believe, however, that the lack of a secondary market is the cause of the failt‘iré of
pnlvatzzan.on to create viable institutions in some of the transition economies. Kogut and
S{?tccr Qomt out that in the absence of a market in which to trade shares that lh;:y acqui;ml
pnvan? mdiyiduuls remained poorly informed both as to the values of their shares and |Iu~l
operation of markets (Kogut & Spicer, 2000). Stiglitz points out that in the absence of a sec
undarylmarkel through which holders of shares could realize value, holders simply lnotedl the
enterprises (Stiglitz, 1999, p. 20).

Voucl‘ler programs have been used in Kazakhstan and Kyrgyzstan. Kazakhstan issued non
transferable notional investment points through the Kazakhi Savings Bank syql;:.‘m' oints
anJId be used to purchase shares in Private Investment Funds that in turn Wllluld .ufe [h;‘
points to purchase shares in privatized enterprises. The Kyrgyz Republic, on the olher.hund
:s.sued transferable paper coupons that could be used direclly-by holders of those coupons u;
bid for shares in enterprises being privatized through auctions.!? i

Collective investment programs

Collective i‘rlycstment programs also occur in a variety of forms. In collective investment
programs, citizens do not individually own shares; instead, shares are held collectively .f'nr tiw
F)ent:ﬁl of current or future citizens. In its basic form, a collective investment program
mvplves transfer of ownership of a state owned enterprise to a collective investment vct:ic!u
Whlc.h usually is managed by a group of trustees. Individual persons do not éIccl o p-mici-‘
pate in the program but instead are designated or not designated by the state I(Bornslcinl ‘l‘}lH

pp. 43-44). Pension funds are often used as investment vehicles for collective pi‘ivaliqzaliun.
Shalres of state owned assets are transferred to a pension fund to which certain people aum.
matically belong. Those people do not directly involve themselves in the privatization of the
state-owned asset. Indeed, those people may not even know that shares of the asset have been
transferred to the pension fund; it is only when a person's right to collect from the fund vc-;ix
that the individual him or herself benefits from the transfer (Bell, 1995, p. 3). ”

The two principal uses of collective investment funds are first, as the primary vehicles either
for the privatization of large enterprises or for mass privatization, and second, as a u.ml in a
quprchcnsivc program for privatization, As a primary vehicle for privatization cullv:ctiv:‘
investment funds are attractive in cultures in which there fs little ulullrl}m}ding‘ ol pri.vulv
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ownership and where individual accumulation of wealth is not favored. They are also useful
in societies with low literacy rates and dispersed, difficult to reach populations. Collective
investment programs are also useful when capital markets and other institutions are weak,
and a lack of infrastructure makes distribution or collection of coupons difficult. Thus, while
voucher programs may not work in the Democratic Republic of the Congo, collective invest-
ment funds might provide a viable vehicle for privatization. Indeed, collective imvestment
funds have been used in countries such as Bolivia, Malaysia and Zambia (Bell, 1995, pp. 3-
4: Nankani, 1988, pp. 62-95).

Advisors to transition economies do not favor collective investment programs as vehicle for
privaitzation. For the most part, the cultural, societal, and physical conditions that lead to the
use of collective investment programs do not exist in transition economies; the transition
cconomies for the most part have high rates of literacy and basic means of information and
voucher distribution. Moreover, foreign advisors to transition governments strongly desire 10
inculcate market experience in the populations, an experience that they believe is more easi-
ly facilitated through a voucher program or through public offering.

As tools in a comprehensive privatization scheme, collective investment programs can pro-
vide intermediate stages for enterprises not yet ready for transfer to private ownership
(Gordon, 1995, p. 367). The benefits of a using a collective investment arrangement as an
intermediate stage are twofold. First, the asset continues to be held for the benefit of a large
number of citizens rather than squandered or transferred cheaply to a privileged class.
Second, the enterprises are often better prepared for the transition to private ownership; in
these arrangements the trustees of the collective investment vehicle often take an active role
in managing enterprises, and introduce these enterprises to concepts such as profit and
accountability. It should be noted that when a collective investment vehicle is used as this
type of tool, there generally are no dividends paid to any class of owners.

Within Central Asia, the collective investment technique has been used in Kazakhstan as an
intermediary stage for very large (and generally ailing) enterprises. Management and trustee-
ship of these institutions was generally given to experienced, foreign entities. While many of
the enterprises experienced improved efficiency and productivity, the structure of the pro-
aram was criticized because it encouraged the trustees to take a short term perspective rather
than focussing on the long term health of the enterprise. !

Public offerings

Public offerings consist of offerings of shares in or assets of state owned enterprises to the
public (Vuylsteke, 1988, pp. 11-15: Balfour & Crise, 1993, p. 84). This method is mostly
used within systems that are already largely private and that are privatizing single enterpris-
es or assets that have been controlled by the government, such as a rail system or a commu-
nication system. Some emerging economies, however, such as Jamaica, Moroceo and South
Korea have used public offerings to privatize large portions of their economies (Vernava,
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1996. pp. 120-139: Bell, 1995, p. 4; Leeds, 1991).

The.use of public offering as a means of privatizing state-owned assets requires a viable mar-
ket in which assets or shares of enterprises can be sold, and also requires sound enterprises
whose shares will be desired by potential investors. If a large number of enterprises or assets
are to be privatized through public offerings. there must also be sufficient capacity within the
economy to absorb the shares of those enterprises.

Public offering can be contrasted with voucher programs. In voucher programs, citizens of a
country are given the means for acquiring a direct stake in assets once held by the state, and
the state gains nothing. In public offering, assets are sold to whoever can buy them, and the
state gains money. In voucher programs the citizens benefit directly through the transfer to
them of something of value, in public offering citizens benefit indirectly because the statc
that serves them has more money to do so.

Straightforward public offering is generally not used as a means of privatization in the Newly
Independent States, which usually have neither experienced financial markets nor an ahun;-
dance (?f sound enterprises (Baev. 1995, p. 11).15 Some transition economies do, however.
use variations of the public offering method. Rather than using existing (or nonexisting) mar-
kets to sell shares or assets, special cash auctions or competitive bid programs are used; gov-
ernments may also enter into closed negotiations with selected parties (Angeloy, 1993, p.
215). Cash auctions vary: in general they are either open call or sealed bid, shares are sold in
lots, and a price floor is set below which shares will not be sold. Competitive bid programs
are more difficult to generalize; they usually are somewhat opaque and few govcrn.r.nems
have specified what factors contribute to a successful bid. In general, h(awevef. successful

hids-do not simply offer the highest price. They also offer societal, developmental or eco-
nomic benefits,

Eagh of the five Central Asian countries has used a variation of public offering in its privati-
zation programs. Pubhc offering has been used with varying degrees of commitment and suc-
cess. Many participants in public offerings have criticized the opaque process through which
enterprises are offered and sold.

The " Chinese Model"

The gradualist approach to privatization is exemplified in the privatization program of the
People’s Republic of China. The Chinese model exhibits a fundamental disagreement with
the premises of the big bang theory. The big bang theory suggests that the many institutions
that surround a viable market oriented economy cannot come into existence unless assets are
!lt‘.lq by the private sector. The Chinese model, on the other hand, suggests that the many
institutions that support a viable market oriented economy must be created before an exist-

ing state-controlled economy can be destroyed and state-owned assets put into private hands
(Cao, 2000, p, 28).

The Chinese approach, therefore, has been to allow assets to be held privately and to create
institutions to support a market-oriented economy while at the same time continuing 10 sup-
port state-owned enterprises. Indeed, even thought China often projects a market-oriented
image. state-owned enterprises constitute a very important part of China's social and eco-
nomic structure. State-owned enterprises provide markets for and supply products and serv-
ices to the smaller privately owned enterprises. These industries also provide employment
and in some cases goods or services that otherwise would not be available to persons who
live in China. Directors of state-owned enterprises continue to have political influence (Cao,
2000). Maintaining state owned enterprises, however, is costly.1 In theory these enterprises
should not be supported indefinitely.

The core of the Chinese model of privatization, therefore, is the creation of a market-orient-
ed private sector alongside the public sector. The model assumes that as the private sector
grows, it will take on a greater role in providing employment, goods and services. Al the
same time. those state-owned enterprises that cannot function as well as competitor private
enterprises will wither, and eventually disappear. The resources were used by those state-
owned enterprises will then be available for use by the private sector (Weitzman & Xu, 1994,
p. 121). Although there will be no direct transfer of ownership of state owned enterprises. the
effects will be similar because private citizens will obtain a progressively larger portion of
the economy and the state will control a progressively diminishing portion.'

The Chinese model requires at least two factors. First, the government must have sufficient
power and authority to maintain an expansive public sector while at the same time creating
the institutions needed for a viable market-oriented system. Indeed, one criticism of China's
implementation of the gradual approach is that it has allowed persons allied to the state-
' owned enterprises to become entrenched, making it politically difficult for the government (o
dissolve those enterprises if they fail or become unnecessary (Cao, 1995). Second, in addi-
tion to political capital, the government must have enough money to maintain inefficient
state-owned enterprise system for a considerable period of time. Again, an observation made
of the Chinese implementation is that the state-owned enterprises have silently brought the
Chinese government 1o the verge of financial collapse (Cao, 2000, pp. 60-61).

Two possible benefits flow from the Chinese model. First, a gradual approach avoids the
social and economic trauma of rapid mass privatization. This benefit is illusory, of course,
when as in Russia social and economic trauma is not a product of privatization but instead is
one of the reasons privatization is needed. Second, rather than basing a market economy on
industries that were created in a centrally planned economy, the Chinese model allows the
market to select what industries it wishes to grow while the centrally planned economy dete-
riorates. In this way, the economic distortions inherent to a centrally planned economy are
not carried into the nascent stages of the free market economy.

Within Central Asia, Uzbekistan has most explicitly embraced the Chinese model, The
Uzbeki government has clearly stated that its goal is the creation of a private, market orient-

ad economy, but it has also just as clearly stated that large enterprises and key industries will
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not be privatized in the foreseeable future. The economic success of Ugbekistan's adoption o
the gradual approach is not clear; most observers would suggest that the approach has not ye
created institutions needed for a viable market-oriented economy.

Conclusion

The mass privatization programs of Central and Eastern Europe have been referred to as (h
"crime of the century” and the "greatest robbery in world history” (Hedlund, 2001, p. 213)
On the surface, these criticisms have to do with the misappropriation of privatized assets by
privileged persons.'? Misappropriation, however, is only a symptom. The real failure of mas
privatization occurs when institutions are not created or changed. Simply handing property 1
people does not create institutions; in the absence of means to use and realize benefit fron
property owning property is not necessarily meaningful, and dysfunctional institutions may
be generated by persons to fill the void.

That the countries of Central Asia must privatize their economies is almost certain.
Policymakers have a variety of privatization techniques to choose from. Each has the capac
ity to alter or create institutions. When choosing from among these techniques, policymakers
should not simply ask which will most quickly lighten the burden on the state or which will
add the greatest amount of money to the government's fisc. Policymakers should place their
decision within the context of institutions. Choices that lead to the holding of property by pri
vate parties without the institutions necessary to support commerce are likely to fail. On the
other hand, Central Asia is a relatively stable region with an extremely well educated popu-
lation. If privatization techniques are preceded by institution building, then they may be part
of a suceessful change in the region,

Endnotes

1 This paper updates a portion of an earlier paper by the author that compared privatization tech-
niques used by the five Central Asian countries (Nichols, 1997a).

2 The relationship between Central Asia and Russia is multifaceted. Central Asians should not be
perceived as helpless victims; the interchange between the two regions enhanced both cultures
and contributed greatly to the identity of Central Asia. Most readers of this journal are familiar with
the relationship between the two regions; those who are not are referred to Akiner (1995).

¢ It should be emphasized that the borders of these nations were drawn by Stalin and his succes-
sors, largely for exogenous/palitical reasons, and have little to do with ethnic, geographic or other divi-
sions in Central Asia (Porkhomovsky, 1994, pp. 19-20). Scholars argue that the concept of a nation-
state, and particularly a nation-state based on ethnicity, is not indigenous to Central Asia (Fuller, 1994,
p. 20; Porkhomovsky, 1894, p. 16).

4 For a lengthy discussion of changes to institutions in emerging economies and transition countries,
see Nichols (1999). For a discussion of reaction to one change in one country in Central Asia, see
Nichols (1997b).

5 Frankel acknowledges that while systemic change has come to be synonymous with privatiza-
tion, the technical meaning remains the transfer of state property to private persons.

€ Boutchkova and Megginson (2000) report that these countries raise over US$ 140 billion annu-
ally through privatization (p. 31).

7 While it is easy to associate privatization with the transition countries, the United Kingdom actu-

lly plonserad large scale privatization of state-owned assels (Prosser, 2000, p. 63).

Frydman and Rapaczynski (1994), two of the most influantial theorists in the early period of the
ransition of formerly centrally planned economies, state that privatization is "the core process” in
he economic reform of such countries (p. 14).

For useful material on the first decade of Chinese economic reforms see Naughton (1995),
eynolds & Kim (1988).

0 For detailed descriptions of the privatization process in Russia, see Boycko, Shleifer and Vishny
1995).

11 Indeed, one defense of the use of voucher programs in Russia and Cenlral and Eastern Europe
that popular resistance to the potential sale of state-owned enterprises to foreign buyers forced
icymakers away from public offerings and into voucher programs (Rondinelli & Black, 2000, p.
7).

2 Peck estimates that "40 million Russians own stock, giving Russia a higher proportion of citizen
tockholders than in any established market economy." (Peck, 1995, p. 23).

3 Twenty-five percent of the shares of medium and large enterprises privatized through this
ethod were sold directly through coupon auctions, five percent was given to workers, and sev-
nty percent was offered to strategic investors or - in the absence of proposals from strategic
nvestors - sold though coupon auctions.

4 The program was also criticized for allowing trustees to void contracts and to cancel obligations
f the large enterprises being held in trust, which weakened many smaller enterprises that had rela-
onships with those large enterprises.

15 Baev (1995) points out that many transition economies suffer from "undeveloped capital mar-
kets, absence of liquidity, monopoly of information, deficiency of legal rules and institutions capa-
le of protection public investors,” all of which obviates use of public offerings as a means of pri-
vatization (p. 11).

16 Cao (2000) reports that twenty percent of the Chinese government's revenue is spent supporting the
sixty percent of state-owned enterprises that operate at losses - losses often caused by misappropriation
or theft (p. 42).

17 The degree of Chinese government commitment to divesting itself of unproductive assets is
unclear, hence this description must move from the factual to the hypothetical. The government has
decentralized management of some state-owned enterprises, although it has not created incentive
or regulatory institutions for these enterprises to substitute for government control or for market dis-
ciplines (Cao, 2000, pp. 40-52). The government has also converted some state-owned enterpris-
es into joint stock companies and allowed private investment into these companies; the govern-
ment does so explicitly for the purpose of increasing the government's fisc and the government
retains a controlling interest, making it hard to describe this corporatizing of enterprises as real pri-
vatization (Bersami, 1993, p. 302; Ocko & Campo, 1995, p. 145).

'8 Cao points out that because China does not contemplate the demise of state-owned enterpris-
es that are efficient the Chinese model will not bring an economy to exactly the same point as would
the more conventional means of mass privatization (Cao, 1995, pp. 100-01).

19 A survey supervised by this author in one Central Asian country found measurable levels of con-
cern regarding the disposition of the most valuable state-owned assets (Nichols, 2000).
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The Qil Industry as Resource of Economic Growth for

The Dutch Disease: Symptoms and policy implications for
Kazakhstani economy

Karlygash KURALBAYEVA!,
Lecturer, Kazakhstan Institute of Management, Economics and Stralegic Research, Almaty

Abstract

Kazakhstan possesses a huge amount of natural resources, which could bring significant
export revenues. In the context of considerable export revenues, consideration of the Dutch
Disease question becomes relevant. This paper presents the main symptoms and policy impli
cations of the Dutch Disease, and considers the possibility that Kazakhstan may face this
problem in the near future.

Keywords: Kazakhstan, oil, Duich Disease, transition
Introduction
Kazakhstan possesses a huge amount of natural resources, in particular oil and natural gas,

The proven reserves of Kazakhstan hydrocarbons deposits are estimated at 10.0-17.6 billion
 barrels of oil, and 53-83 trillion cubic feet? of natural gas (EIA?, 2000).

The exploitation and exports of these reserves are an important source of income for the
Kazakhstani economy. Oil and gas sectors attracted 66.86 percent of foreign direct invest-
ment to the country in 1998, 34.08 percent in 1997, and 43.91 percent over the period 1993
1996 (IMF. 1999). The oil and gas sector accounts for about one quarter of total exports in
the country. The oil and gas industries are also an important source of tax revenues for the
national government. Oil and gas sector taxes represented 43.7 percent of total tax payments
for the first five months of 2000. By comparison, the second most important sector in the
country - metallurgy - contributed a 26.8 percent share of total tax payments (Ministry of the
State Revenues, 2000). In 1999, oil production and refining contributed 32 percent to the total
value of industrial production, and over 10 percent of GDP (Agency of the Republic of
| Kazakhstan for Statistics, 2000).

It is clear that oil and gas sector is the most important sector of the Kazakhstani economy and
it is likely to maintain that position for the foreseeable future. A significant drawback for the
development of oil and gas sector remains the insufficient system of pipelines and export
capacities,

However, there are some grounds for optimism that the problem concerning the export capac-
ities will soon be solved. The quotas of Kazakhstani oil transit through Russian territory has

grown during the last two years, from 5 million tons (36,4 million barrels) in 1998 10 9.5 mil-
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lion tons (69.2 million barrels) in 2000. In addition, the most advanced pipeline route is that
of the Caspian Pipeline Consortium (CPC). The first phase of their project is expected to
become operational in 2001.

Therefore. it is likely that oil and gas sector will continue to play a major role in the econo-
my of the country, and the country's recovery will primarily be based on revenues from raw
resource export. However, the country may not experience only benefits from oil and gas
booms. It could face a problem that took place in many oil-exporting countries, the "Dutch
Disease” problem. The "Dutch Disease” syndrome refers to a situation when rapid econom-
ic growth of the resource sector, in particular oil and gas sectors, may have adverse effects
on the non-resource tradable sectors, by crowding out of financial and intellectual resources
from these sectors, mainly though real appreciation of the exchange rate. These effects have
been termed the "Dutch Disease."

In view of the prospective oil boom and anticipated growth in export revenues, Kazakhstan
may face the "Dutch Disease" in the future. The possibility of a "Dutch Disease" is expected
to be a problem in the medium and long terms, when Kazakhstan would expand the export
capacities of oil and gas. Therefore, it is important to understand the problem now, its symp-
toms, and the policies available for managing it.

The remaining of the paper is organized as follows: the second section presents the basic
model of the Dutch Disease, which distinguishes between the two principal effects of the
boom in the energy sector. This section is an important basis for understanding the problem,
its main effects, and symptoms. The third section analyses the possible implications of the
Dutch Disease for Kazakhstani economy. It also summarises the main conclusions of the
paper.

The Dutch Disease problem: Basic model

There is a significant number of papers devoted to the "Dutch Disease" problem faced by
resource-exporting countries (see, e. g., Rosenberg & Saavalianen, 1998; Corden, 1984,
Corden & Neary, 1982). The main focus of the "Dutch Disease" literature is the analysis of
effects on resource allocation, relative prices and the real exchange rate of a boom in the nat-
ural resource sector. A boom in the resource sector can happen in one of the following ways:
there could be a once-for-all exogenous technical improvement in the resource sector, a dis-
covery of new resources, or a exogenous rise in the world market price of an export resource
relative to the general price of imports.

Corden and Neary (1982) present the classical model of Dutch Disease Economics. Actually
almost all papers on the "Dutch Disease" problem are firmly or implicitly rooted in Corden
and Neary's three-sector model. They consider a small, open economy which comprises of
three sectors: an energy or a resource sector, a manufacturing or (non-booming) tradable sec-
tor, and a non-tradable or services sectors, Products of the First two seotors, energy and man-
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ufactures, are traded at exogenously given world prices, while the prices in the third sector
are delined on the domestic market by equalizing domestic supply and demand. They make
three assumptions: First, all goods are used for final consumption only. Second, national out-
put and expenditures are always equal. Third, wages are perfectly flexible to ensure lhf: full
employment at all times. They assume that each sector uses one specific non-mobile factor
(capitul) and one mobile factor (labor). They consider the case when the boom is caused by

the once-and-for-all Hicks-neutral® improvement in the technology in the energy sector.

In the cane, when only labor is mobile, a resource boom affects the rest of the economy in
two muin ways: the spending effect and the resource movement effect.

e The spending effect

The boom in the natural resource sector leads to increased income in a country and, conse

quently, if some part of the extra income in the energy sector is spent (whether directly by
factor owners or indirectly by government through collecting taxes), results in increased
demand for traded and non-traded goods. Since the prices of traded goods are fixed interna

tionally, this effect leads to rising prices of non-traded goods relative to traded ones in the
short run, that is, a real appreciation of the exchange rates. The real appreciation will draw
mobile resources out of the energy and manufacturing sectors into the services sector. As 4
result, output of manufacturing sector declines due to the reduction of labor there.

® The resource movement effect

The boom in the energy sector raises the marginal product of labor in that sector, which, at
constant wage in terms of tradables, increases the demand for labor in energy sector. And this
causes a movement of labor from both the manufacturing and services sectors to the boom-
ing sector. This resource movement effect has two parts: First, the movement of labor from
the manufacturing sector to the booming sector is called "direct de-industrialization”,
Second, the movement of labor from non-tradables or services into the booming sector
reduces the output of services and thus creates excess demand for services additional (o that
created by the spending effect. Excess demand for non-tradables causes additional real appre-
ciation, and thus additional movement of labor out of manufacturing into services, reinfore:
ing de-industrialization due to the spending effect. The two effects combined (resource and
spending effects) lead to the movement of labor from manufacturing into services due to the
real appreciation, what can be called "indirect de-industrialization”.

Therefore, both the resource movement effect and the spending effect lead to labor leaving
the manufacturing sector, resulting in a decline in the output of that sector. The output in the

yming sector increases since the boom occurs in this sector. The change in the output of
the non-traded sector is ambiguous. Although the spending effect would lead to an expansion
of this sector, the resource movement would cause it to contract.

Jll' a booming sector does not use domestic factors of production or does not employ a factor
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that is mobile to the rest of the economy, the resource movement effect will not oceur, and
there is only a spending effect. In this case, there is no direct de-industrialization caused by
resource movement effect, and the boom in energy sector leads to a shrinkage of the non
booming traded sector and an expansion of the services (non-tradable) sector.

In countries like Netherlands, Norway, the United Kingdom, the traditional non-booming
sector that suffers from the boom in the resource sector, mainly includes a manufacturing sec

tor, while, in countries like Indonesia, Nigeria, and Venezuela, the non-booming tradable sec

tors more likely o include agricultural sector. The export boom, in that case, may lead to "de-
agriculturalization", as it has occurred in Nigeria, and also to some extent in Venezuela and
Indonesia.

The basic model of the "Dutch Disease" can be viewed in different ways. Let us present the
one of such extensions of the basic model. Assume that the non-booming tradable sector
comprises several industries, and in addition capital and labor are mobile between these
industries. In this case, as Corden (1984) notes, it is possible that some of these industries
expand, while the whole sector contracts as the result of the boom. Consider the case, when
the tradable sector consists of two industries, both of which employ labor and capital in dif-
ferent proportions to each other. The boom results in the usual movement of labor from the
non-booming tradable sector to the energy sector. But this time, there will be a rearrangement
within the non-booming sector as a whole. So, the capital-intensive industry will expand.
while the labor-intensive will contract.

The basic model considers the case when the boom in the energy sector is caused by improve-
ment in technology. It is necessary to note that in the cases of oil discovery or a rise in oil
prices (which appears the most relevant to the Kazakhstani case), the general results (the real
appreciation and crowding out of the non-oil-traded sector) hold as well.

To sum up, the central interest in the "Dutch Disease" syndrome is real appreciation, which
is associated with a shift of production from non-booming tradable sector towards non-trad
able. Real appreciation, which makes domestic goods more expansive relative to foreign
goods, and therefore, favors imports and discourages exports, leads to the problems of com
petitiveness of non-booming tradable sector.

Discussion: Possible consequences of the Dutch Disease and its cures
for the economy of Kazakhstan

Kazakhstan is well endowed with natural resources, particular oil and gas. This abundance of
oil and gas is an advantage for achieving sustainable economic growth for Kazakhstan in 2 1st
century. However, as it was discussed in the first part of this paper, contrary o natural expec-
tations, resource-exporting countries may face economic problems, alfecting, first and fore
most, the manufacturing sector. In particular, resource-intensity could lead to the "Dutch
Disease” problem in a resource-abundant country.

- KIMEP arficlos

But. it could be asked why the Dutch Disease is a disease at all. Why, for example, a seem-
ingly healthy flow of export revenues could lead to a problem? Or why a comparafive advan-
tage in exploitation of natural resources could generate difficulties? More recent studies of
cconomic growth theory provide answers to this question. Many researchers indicate that
cconomies dominated by natural resource extraction can grow less than other countries. The
appropriate explanation is that the long-term growth in the economy is generated mainly by
experience or learning by doing (Van Wijnbergen, 1984), and by the new technologies which
are developed in the manufacturing sector. Therefore, a decline in that sector may lead to
lower productivity and therefore to lower national income in the future. Needless to say that
a majority of new investment in Kazakhstan has gone to resource extracting industries so far
that it might arguably affect economic growth negatively. Nevertheless, even the learning by
doing effect may exist in Kazakhstan, its size could not be large enough to affect human cap-
ital formation and, therefore economic growth in the country.

Another factor that could explain the poor performance of resource abundant countries is the
fact that primary resource extraction is especially sensitive to fluctuations in prices, because
the prices of primary goods are more volatile than the prices of manufacturing goods. The
decline in the world oil prices in 1998 has shown that the governments of resource-exporting
countries like Kazakhstan could face severe budget problems. After such negative experi-
ences, ideas concerning necessity of diversification of the economy have been intensi fied in
Kazakhstan. For example, steps undertaken at that time to privatize oil refineries in the coun-
try may be regarded as a natural response to the oil price crisis of 1998.

Therefore. Kazakhstan like a number of other developing countries dominated by resource
extraction could experience negative effects of resource based policy in relationship to eco-
nomic growth. But, unlike developing countries, Kazakhstan can experience additional neg-
ative effects of the "Dutch Disease" concerning economic performance. The problem is that
Kazakhstan is a transitional economy and has experienced the shrinkage of the non-mining
tradable sector due to the reasons related to the transition period. These are the breakdown of
inter-enterprise relations, a weak familiarity with world markets, the inflexibility of domes-
tic producers in adjusting to new patterns of demand, and the market losses within the for-
mer Soviet Union,

Thus, the first years of transition period in Kazakhstan have been associated with a consid-
erable decline in industrial production. The largest decline in industrial output occurred in
1994, when output fell by 28.5 percent compared with 1993. After 1996, some industries like
timber and wood processing, construction materials, and light industry continued to experi-
ence a decline in output. However, the extracting sectors, particular oil and gas sectors expe-
rience growth,

Therefore, the recession due to transition factors has been deeper in manufacturing than in
resotiree-based industries, and could be also illustrated by the fact that the share of industry
and agriculture in gross domestic product shrank by one-third in 19931997, while within the
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industrial sector mineral production has increased its share in GDP during this period (Auty,
1998).

Further, Kazakhstan like other transition economies has began transition with an undervalued
real exchange rate. During the Soviet times, the real exchange rate was set up at an artificially
high level through controls of access to foreign currency and controls of domestic prices.
Upon liberalization, most transition economies initially face a sharp depreciation of their
nominal exchange rates, a strong decline in production, and accelerating inflation. The infla-
tionary pressure, macroeconomic instability and flight into foreign assets result in the fall of
the real exchange rate. As the transition period continues to develop, and once the macro-
economic stabilization has been achieved the real exchange rate starts to appreciate. There
are several potential factors which contribute to this appreciation of the transition economy's
currency (Singh & Laurila, 1999; Rosenberg & Saavalainen, 1998; Halpern & Wyplosz,
1996). First factor driving this appreciation is productivity growth in the traded sector due to
capital accumulation, which increases wage in non-tradables because of the competition for
labor, and therefore, rises relative prices of non-tradables. Second, prices of public utilities.
rents, and transport gradually adjust to cost-pricing, and therefore, increase the relative prices
of non-tradables. Third, improvement in quality of exportables improves the terms-of-trade,
and therefore put upward pressure on the real exchange rate. Therefore, transition from a
planned to a market economy is generally characterized by the real appreciation of the
national currency.

However, it appears that the real appreciation of national currency is stronger in resource-rich
transition countries than in other transition economies. This proposition has been supported
empirically (Rosenberg & Saavalainen, 1998). by analyzing the path of the real exchange
rates in three countries of the former Soviet Union with considerable natural resource sectors
as a share of GDP (Azerbaijan, Kazakhstan and Uzbekistan), and nine others without,

Therefore, the stronger appreciation of the domestic currency in oil-rich transition countries §

could imply a larger size of the related problems.

Thus. in the case of Kazakhstan. the real appreciation of the currency and shrinkage of the
manufacturing sector due to the transition related factors could be reinforced by the factors
predicted by the "Dutch Disease"” model. In addition to the decline in output of manufactur-
ing due to the reallocation of resources during transition period, the Dutch Disease phenom
enon (through real appreciation) could intensify the shrinkage of the non-mining sector.

Actually, Kazakhstan has already faced the problem of the real appreciation of tenge. Tenge
appreciated in real terms against Russian ruble by 68 percent from July 1998 to January 1999,
and against all trading partners by about 19 percent between July and December of 1998
(Shatz and Tarr, 2000). It had led to the loss of competitiveness of Kazakh-produced goods
relative to competitors in the region, especially Russia, and caused a difficulty in defending
the exchange rate. Efforts by the National Bank of Kazakhstan to support the exchange rate
had depleted hard currency and gold reserves to $1.7 billion by April- 1999 (Oxford

Analytica, April 12, 1999; Lyle, 1999).

Therefore, the one of the basic aims of policy minimizing the effects of the "Dutch Disease”
should be then retarding the real appreciation of the exchange rate. One policy suggested for
this purpose is the maintenance of the open trade policy, which Kazakhstan made subsmryli;ll
steps towards in 1995-1996 and by the removal trade barriers with Russia, and other neigh-
boring countries. That policy allows spending extend over the wide range of imports that par-
tially compensate for capital inflows into the energy sector. In contrast, in Kazakhstan poli-
cy makers often employ the trade protection policy (through tariffs or tightening import quo-
tas) to protect import-competing sectors. But this policy does not seem justified, because il
would be at expense of manufacturing exportables as well as that of the ol sector. The man-
ufacturing exportables would suffer twice: first by real appreciation (which would be higher
in that case) and by the loss of resources-inputs (which are imported). The central problem
of the "Dutch Disease" is the contraction of the whole manufacturing sector, and it seems not
logical to shift the burden of the problem to one part of manufacturing industry in order (o
shelter another part.

Another policy that could be implemented in order to avoid real appreciation may be sys-
tematic sterilization policy conducted by National Bank, for example, through open marke
operations. This policy could bring desirable reduction in spending, and therefore it would
"protect” the real exchange rate against appreciation.

The next important question of consideration must be the spending of mineral revenues.
Since the government is typically the main recipient of mineral export revenues (whether
through direct sales, royalties, or taxes), the question of how governments spend their por-
tion of resource revenues is of a great interest.

There are different options: oil revenues could be used for reduction of state liabilities
(through repayment of debt) and for finance of public investment. There are two choices
related to financing of public investment (Gelb & associates, 1988). The first is investment
in non-oil tradable sectors such as agriculture, manufacturing, and natural resource process-
ing. The second type of investment presumes a support of infrastructure sectors that are gen-
erally non-tradable, namely transport, communications, education, health, and housing.
While both types of public investment attempt to diversify the economy, the latter is expect-
ed to take more time to reduce dependence on oil, than the former. Therefore, a choice of an
appropriately balanced strategy between investment types must also be under the considera-
tion of policy-makers.

At the present, Kazakhstan's oil revenues are mainly transferred to the budget. However,
because of the high volatility of oil and other commodity prices, resource revenues should be
saved in special accounts or funds. The preparatory work on establishing of such fund in
Kazakhstan has been started already,
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It is supposed that the Oil Fund would be managed by representatives of the government and
the President's administration. Kazakhstan's oil fund would have three functions. The first
function is to ensure against volatility in oil prices. The second function of the OQil Fund
would be accumulation of funds for future generations, And the third one is aimed at accu-
mulation of oil revenues for financing big projects within the country. It is expected that the
fund would mainly invest contributions in safe assets abroad. The important concern here is
accountability and professionalism of the managers of the fund, which are the key to ensur-
ing the success of the fund,

Conclusion

Kazakhstan can be considered as a classical example of a mineral-dependent country. Its eco-
nomic and social evolution has been tightly attached to the exploitation of the mineral sector.
Looking ahead, Kazakhstan's exports over the foreseeable future will continue to be concen-
trated in raw materials and oil. Thus, Kazakhstan will remain vulnerable to the fluctuations
in the prices of primary commodities and to the effect of Dutch Disease.

This will require continued implementation of policies discussed in the paper, including the
open trade strategy, prudent monetary policies conducted by the National Bank of
Kazakhstan, and transparent performance of the Oil Fund. We are convinced that the imple-
mentation of these policies is the best path to the higher output, greater employment, and
higher living standards for the population. At the same time, these developments enhance the
resilience of the economy and its ability to withstand external shocks.

Endnotes

! This paper was supported by the grant of the KIMEP Research Center. The views and conclu-
sions expressed in the paper may not be those of the Research Center, nor of KIMEP.
Responsibility for any shortcomings naturally rests with the author.

2 1 cubic foot = 0.028 cubic metre

3 Energy Information Administration

4 Hicks neutral technological progress is technological progress where with any given factor pro-
portions the average and marginal products of all factors increase in the same direction.

5 "The real exchange rate is defined as the price of traded goods to the price of non-traded goods.
For empirical implications, the real exchange rate is defined as the exchange rate adjusted ratio of
foreign prices to domestic prices. A real exchange rate appreciation refers to an increase in the rel-
ative price of non-traded goods, or in increase in the domestic prices relative to the foreign price"
(Nyatepe-Coo, 1994).
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Nuclear free Kazakhstan revisited: Issues of deterrence
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Abstract

Most observers of international politics make the seemingly tautological assumptrion that
nuclear weapons increase the deterrence potential of a state. This article, contrary to the
above supposition, demonstrates that the Republic of Kazakhstan actually increased its
deterrence capacity and overall all security through the removal of weapons of mass destruc-
tion from its territory. By demonstrating nuclear altruism, Kazakhstan not only gained inter-
national financial support but also acquired security agreements with the Russian Federation

and the West that provided for a much higher level of deterrence than a reliance on nuclear
weapons ever could.

Introduction

The fall of the Soviet Union in 1991 and the emergence of three additional nuclear powers:
Belarus, Kazakhstan and the Ukraine occasioned significant apprehension for Western lead-
ers. Languidly, this fear abated with the withdrawal of nuclear weapons from these former
federated union republics. It appeared to most contemporary and recent observers that the
Republic of Kazakhstan relinquished its weapons of mass destruction by 1995 to attract
Western investment and encourage the influx of the Dollar, Deutsch Mark, and the Pound!.
This interpretation fails to take under consideration that the foreign policy apparatuses of the
Republic needed to appraise the military costs and the ultimate consequences upon the
nation's defensive capabilities by surrendering these weapons?. This article will discuss how
the removal of weapons of mass destruction actually enhanced the deterrence potential of the
nation. The removal of nuclear weapons from Kazakhstan signified a maturing foreign pol-
icy predicated upon the ideals of rational action and integration into the world community -
something which ensured a higher level of military security than weapons of mass destruc-
tion, especially when considering that "nuclear credibility” as a means of deterrence "is low
and getting lower"(Rosecrance, 1997, March, pp. 243-244). Consequentially and most
importantly, by forfeiting its direct deterrent capabilities, Kazakhstan was able to acquire a
series of defensive guarantees from Russia and the West that were remarkably more advan-
tageous in relationship to enhancing territorial protection than an unassuming faith upon ter-
ror weapons.® This is somewhat surprising considering the geopolitical situation of the
Republic.

Kazakhstan's geopolitical "'quagmire'

By all accounts, Kazakhstan's geopolitical location is horrid. The Republic inherited an enor-
mous territory ripe with natural resources, its population is extremely low in comparison to

its neighbors, and its borders remain relatively unprotected. Russia.faces Kazakhstan nr? its
northern frontier. On its eastern periphery, the Republic opposes China. Mureo.vcr.. the prob-
lems of ethnic Uigurs in the Chinese province of Xinjiang tend to spill over pCl'IUdlC.El“y urfu?
the territory of Kazakhstan. To the south, the Taliban and the resurgent fundamentalist f(lrtc,\
in the Ferghana Valley manifest a significant threat. Finally, to the Wes, ]h(azakhsta.m con-
fronts the globalizing powers of the United States and Western Europe, which menace }‘fulh
domestic economic development and national character. Considering that Kazukhe‘il’un is a
valuable prize in terms of mineral and oil potential and that the deterrence vallfe Qt its con-
ventional military is low, it is remarkable that the nation has manflgcd to remain mlac:l as a
sovereign power during the last ten years.® The question then arises, how has l‘(uznl\hstml
succeed in extraditing itself out of this geopolitical quagmire? The answer IS using nuclear
diplomacy.

Issues of retention

Perhaps the only significant foreign policy decision that the government of the Republic .“l
Kazakhstan made to increase its security was to relinquish all nuclear weapons ulml _nmtt‘fml
to the Russian Federation and the United States by 1995. The military value of this action
should not be underscored, for establishing itself as a non-nuclear state empowered
Kazakhstan to both pursue a much more flexible foreign policy and to ensure its long-term
security, However, when taking into account that Kazakhstan possessed :1Pp|'tax|:11ancly | FMU
nuclear warheads, as well as bomber capabilities, immediately after the disintegration ‘_’I. l_hc
Soviet Union it appears paradoxical that the Republic augmeng:d its deterrence cupul?ﬂllm
through their removal (Tokaev. 1997, p. 359).7 Many scholars in the early 199(}:.; !;nn.mlcrcd
the nuclear endowment of Kazakhstan as a considerable foreign policy Zlﬂi.‘l military asset,
Milan L. Hauner articulated in his 1994 article, "Because of its location, size, presence ol
nuclear weapons [italics mine] and major testing sites, and major rail.ways a.ml p:pf:imcs.
Kazakhstan holds a pivotal strategic position in the very center of Eurasia, bearing weight 1o
the east, west, and south of the dual Eurasian continent” (p. 216).

The nuclear retention theory failed to decipher the political reality concerning military ques-
tions in Kazakhstan. Since the inception of autonomy, the Republic not only pl'n‘pnscl'ully
refused to assemble an independent deterrent capacity based on let'mve}"Sowcl nuclf::Ft'
weaponry. but consistently expressed the desire for CIS integration, both military im.d [H)]ltl-.
cal as a means to achieve overall security. As early as January 1992, Ih.i‘- President of
Kazakhstan, Nursultan Nazarbaev called for a unified CIS military policy, with all weapons
controlled at the center, a euphemism for Moscow - unusual for a nation that '_'holds a pivotal
strategic position...."(Kazakhstanskaya Pravda, 1992, January 22), T!lus: the issue of nuclear
weapons and the future security of the Republic were much more intricate !I?an any com-
mentator could conjecture.® The question arises, what would have transpired it thtf Republic
of Kazakhstan defied international opinion and retained all or part of its nuclear forces as a
means of maintaining its "pivotal strategic position"?
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First, the Republic would have founded itself as a pariah, isolated from the world communi-
ty. Obviously, few nuclear states would sanction a new member of the nuclear club, but
arguably, all would favor the de-nuclearization of an additional de facto member. To a limit
ed extent, the abandonment of nuclear weapons has become an important mechanism ol
international politics to evade this dreaded pariah status. As stated by Richard Rosecrance.
"Today, nations are denuclearizing more rapidly than they are becoming nuclear powers,
South Africa, Argentina, and Brazil are notable recent cases of nuclear reversal” (Rosecrance.
1997, March, p. 243). Correspondingly, the United States. seized by the fear of nuclear pro
liferation would have assuredly hindered any attempts at retention (Kasenov. Eleukenov &
Laumulin, 1994, p. 4).2 Second, the Republic of Kazakhstan never had "access to the codes
needed to unlock and launch [the] nuclear weapons....", which were firmly in control of the
Russian Federation, thus diminishing the deterrence value of the weapons (Wooll).
Moreover, the likelihood of Kazakhstan deploying these weapons in a military capacity, even
if they possessed the ability to use them, is highly questionable, In the circumstance of exter

nal aggression the leadership of the Republic would confront a calamitous alternative. eithe:
to depend on largely impotent conventional forces that promise little prospect of adequate
protection or to employ its nuclear capabilities that offer only mutual destruction. As Kenneth
Waltz declared, "Deterrence in its pure form entails no ability to defend; a deterrent strategy
promises not to fend off an aggressor but to damage or destroy things the aggressor holds
dear” (Waltz, 1990, September). The retention of nuclear weapons by Kazakhstan could then
only severe as a prestige symbol with inconsiderable military value that only checked the for

eign policy alternatives of the nation. As Henry Kissinger pointed out in his work, Nuclear
Weapons and Foreign Policy (as cited in Vasquez, 1990, p. 304), "Given the power of mod-
ern weapons, "a nation that relies on all-out war as its chief deterrent imposes a fearful psy
chological handicap on itself." Accordingly, the foreign policy circles of the Republic not
only decided to concede its direct deterrence capabilities but also to exploit that diplomatic
maneuver as a device for procuring security arrangements with the Russian Federation and
the West (Akhmetgaliey, 1998, p. 95).10

The potentiality of obtaining security arrangements through the manipulation of internation
al anxiety over nuclear proliferation was not lost on the leaders of Kazakhstan. K. K. Tokaev.
the former Minister of Foreign Affairs (1997) accurately pointed out in his synthesis, Pod
styagom nezavisimosti: Ocherki o vneshey politike Kazakhstana that one of the major domi

nating doctrines of American foreign policy in the 1990s was "the non-proliferation of
nuclear weapons." The question that Tokaev either failed to answer or purposefully omitted
was what diplomatic measures Kazakhstan could adopt to exploit American and Western
fears of nuclear proliferation? By advertising itself as a state committed to the rectitude of
nonproliferation and the undertaking to transforming itself into a nuclear-free state, the
Republic might effortlessly capitalize on US international security fears. The evolution of
Kazakhstan's nuclear policy, although, did not materialize instantaneously. No matter how
auspicious Western assistance might prove in the future, it provided little comfort to the pol

icymakers of the Republic during the initial transition period.

The failure of CIS military integration and the nuclear policy of Kazakhstan

In the early 1990s, Nazarbaey preferred the establishment 01.' a confederated CIS 111i|ila.ry
structure in order to provide a protracted quasi-Soviet conventional and‘nuclear.umbrella for
the Republic. As Susan Clark contended (1994) in her arlicle,’ concerning the issue _uf‘cuw
ventional military forces, "Of all the leaders of the newly mdep_cn.dcm s':lz»nesiPwsu:lem
Nursultan Nazarbaev was arguably the strongest proponent of retaining unified forces" (p.
178). Charles Undeland and Nicholas Platt (1994) wrote "Although Nazarbaev has prn.:;mscd
security arrangements in addition to those of the CIS, he has repeatedly ’st"re.ssed @hc |mp:‘rr_
tance of the CIS collective security treaty and strategic closeness to Russia” (p. 36). The cre-
ation of such a force or solid alliance structure never emerged, however, dueblo the percep-
tion on the part of other CIS nations that a unified military'cnmmand might constitute
Russian neo-imperialism and with that, Kazakhstan's security dilemma only grew.

In May 1992, when it was apparent to the leadership of lhc_ chub!ic that the probability nt.
a united CIS military organization seemed unlikely, the nation hastily concluded an array ol
negotiations regarding their nuclear situation. On 23 May 1992, Kazat.;hsl:fn. as Wt:'” as
Belarus signed the Lisbon Protocol under which they guaranteed the relinquishment ..Ill of
their nuclear materials to the Russian Federation (Tokaev, 20(’{“. p- ,?_{}ﬁJ. Mfﬂ(!»ﬂ. the
Lisbon Protocol obligated Kazakhstan to comply with the prrwis.lons of START I that mun-
dated the reduction and constant inspection of nuclear weapons (W('JOI f}.. Kazakhslnn.‘ lIiIdCI
this agreement, also upheld the provisions of the Nuclear Nnn-Pr.ollferalmn T}‘célly of 1 )(.1&
which called for "Each nuclear-weapon State Party...not to transfer to any recipient whatso-
ever nuclear weapons...." (The Nuclear Nun—Pmlifcratiun.TreaF)f., Article 1, ]-%8". Hy
singing these two treaties, the Republic extensively weakened its abn!lny to c‘mpluy its nudu.u
forces in a deterrent capacity. Notwithstanding, it was Kazakhstan's acquiescence 10 these
agreements that propelled itself from a possible intemznlinnz}]’ oulcast lg a snmcwhul recog-
nized member of the world community. What Kazakhstan I'aileq to gain by adhering to Ih‘c
protocols of the Lisbon Accord and the 1968 Nuclear Non-Proliferation Treaty were securi-
ty guarantees, though these would materialize quickly.

Kazakhstan's security agreements

Few would disagree that Russia, like its Western counterparts, expressed d:-:.ep.-scalcd lrcp‘i-.
dation regarding the abandoned nuclear weapons in the hands of lhc.mtanl Repuhlu.
(Bondarevsky & Ferdinand, 1994, p. 43). This anxiety compelled the Russian ch{.:ra_uon t(:
act quickly after the collapse of the Soviet Union. On 25 May 1992, only lW.("l days alter 'lh:.
signing of the Lisbon Accord, the Republic of ‘Kazakhstan and the Russm:}.Fe:lerutmn
approved the Agreement of Friendship, Cooperation, and M.utual H‘elp (S.lm-rmk. .I .)98. pp.
64-73). The first few articles of the treaty generalized the rationale for recipro ‘a.l I.rwrludsh:p'
between the two newly independent nations and idealistically expresscd .lhc aspiration ol
both states to foster international peace, Article 6 stipulated that nelthf:r nation \.w'!uhl adhere
(o international or bilateral agreements directed against the other signatory (ibid., p. 66).
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Article 10 confirmed the territorial boundaries of both states (ibid., p. 67). In relationship to
the question of nuclear weapons, Article 8 of the treaty stipulated that Kazakhstan would
observe the Nuclear Non-Proliferation Treaty of 1968 originally signed between the United
States and the Soviet Union until the weapons could be safely removed from the territory of
the Republic (ibid., p. 66). Moreover, after the treaty the Russian Federation and the Republic
of Kazakhstan began to cooperate on energy issues, leading to exchanges between Russian
and Kazakhstan scientists concerning such issues as nuclear power (TsGA).!!

The Russian Federation was not the only nation that the Republic of Kazakhstan secured
treaties with concerning the nuclear issue. On 23 of September 1992, Kazakhstan and France
signed the Agreement on Friendship, Mutual Understanding and Cooperation (Sbornik.
1998, pp. 73-78). Article | of the treaty provided Kazakhstan with economic assistance (ibid.,
p. 74). Article 2 articulated that France would render democratic support to the Republic
(ibid., p. 74). Article 9, most importantly, declared that France and the Republic of
Kazakhstan would disavow the use of "weapons of mass destruction” (ibid., p. 76). In return
for Kazakhstan's acquiescence on the nuclear issue, Article 10 established a system of mili-
tary "consolations" and "exchanges" between the two nations (ibid., p. 76). While it would
be unjustified to portray the agreement as a military pact, it did signify to the world that
France would offer Kazakhstan military support in quid pro quo for surrendering its nuclear
capabilities. Immediately after the conclusion of the treaty, the Republic of Kazakhstan began
to cooperate with EU nations on energy issues - a very serendipitous event indeed (TSGA).
The United States was swift to follow France in providing Kazakhstan with de facto securi

ty arrangements in return for the promise of surrendering its nuclear weapons.

Clearly, the most important possible guarantor of Kazakhstan's security, save the Russian
Federation, was the United States. In accordance with this supposition, the Republic of
Kazakhstan, throughout the early 1990s courted American economic and military support,
which culminated in the February 1994 treaty. colloquially referred as the Democratic
Partnership (Sbornik, 1998, pp. 78-84). Article 4 of the agreement ensured the territorial
integrity of the Kazakhstan (ibid., p. 80). Article 5 of the treaty admitted the Republic into
the NATO sponsored program Partnership for Peace (ibid., p. 80). Article 6 stated that the
Kazakhstan and US would adhere to the 1968 Nuclear Non-Proliferation Treaty (ibid., pp.
81-82). In return for Kazakhstan's concession on the nuclear issue, the United States pledged
to render support to Republic in an event of an attack, whether conventional or nuclear

though the article failed to mention what this "support" might entail (ibid.). Articles 7 and 8
required Kazakhstan to adhere to the rules of the Atomic Energy Commission and in
exchange, the United States promised monetary and technical support for the "liquidation” of
all nuclear weapons in Kazakhstan (ibid., pp. 81-82). This budding relationship between the
two states was arguably the outgrowth of realistic foreign policy conceptions on the sides of
both nations. Kazakhstan would have not surrendered its nuclear weapons without the de
facto security arrangements granted by the United States, Moreover, it would have been
implausible for the United States to volunteer such critical aid to a former Soviet Republic il
it did not secure Kazakhstani assurances of nuclear rejection, As Robert G. Gilpin (1986)

wrote, "The realist need not believe that one must always forego the pursuit of these higher |
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virtues, but realists do stress that in the world as it is. the final arbiter of things political is
power" (p. 304).

Great Britain was not lagging behind the United States in concluding an analogous agreement
with the Republic of Kazakhstan concerning the nuclear question. In London, on 21 March
1994, Great Britain and the Republic of Kazakhstan singed the Joint Declaration on
Friendship and Cooperation, a treaty that paralleled the American variant in both terms of
motivation and substance (Sbornik, 1998, pp. 84-87). Beyond declaring "friendship" between
the two nations the agreement specified that both states would shun the employment of mil-
itary force. The agreement also professed that Britain and Kazakhstan disapproved of the use
of weapons of "mass destruction”. Again corresponding with the Democratic Partnership,
articles 6 and 7 of the treaty proscribed that in the event of an external attack upon
Kazakhstan, Britain would call a meeting of the United Nations Security Council as a diplo-
matic means to halt the aggression (ibid., p. 85). In relationship to Kazakhstan's seeurity
dilemma, this was a weighty proclamation. Given the assumption that the nuclear deterrent
value of the Republic could never provide an authentic defensive potential, only @ agile for-
eign policy designed to acquire extended deterrence from more powerful allies could offer
credible military and political security.

Conclusion

The main objective of the early foreign policy of the Republic of Kazakhstan was 1o grapple
with the security questions created by the collapse of the Soviet Union. For the first thne
since 1731, Kazakhstan needed to fend for itself in the hostile climate of the internutional
community. Paradoxically enough, the retention of large quantities of former Soviet nuelesr
weapons, would have defeated the endeavor to enhance the protection of the state, although
it might resolve short-term security issues. The foreign policy leaders of the nation were fully
cognizant that surrendering these weapons and creating a non-nuclear state would transmit i
conspicuous signal to the West concerning Kazakhstan's disposition to take its place within
the world community. Moreover, the leadership of the Republic understood that they could
exploit the nuclear weapons issue in order to encourage Western financial support, but more
importantly to gain Western and Russian protection. While the agreements lacked the over-
all absoluteness, which a nuclear deterrent could provide, they did allow Kazakhstan to begin
the process of integration into the international community. By surrendering its nuclear forces
the Republic of Kazakhstan not only gained money and a place in the ever-uniting world
community, but also greatly increased its security.

Endnotes

! Laumulin (1994, winter) writes, “In addition to the moral aspect of this question, there are also
significant economic and political aspects. These issues relate to the considerable aid package
that Kazakhstan is to receive from the world community and a number of developed countries in
order 1o Introduce measures for dismantling strategic nuclear missiles, dealing with the after-
effects of nuclear testing, and developing a peacelul nuclear energy program” (p. 62).

* Potter (1995, April) writes, “Kazakhstan's polioymakers, however, did weigh carefully the poten-
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tial utility of nuclear weapons for deterrent purposes. This assessment was complicated by the lack
of consensus as toward whom the deterrent should be directed and about whether or not an inde-
pendent deterrent force was necessary" (p. 35).

4 Within the same regard Potter writes, "Lengthy discussions between senior US and Kazakhstani
officials, including President Nazarbayev, State Counsellor Zhukeyev, and Secretary of State
James Baker, especially in the period prior to May 1992, had the effect of highlighting to
Kazakhstan the security liabilities of retaining nuclear weapons and the strategic, as well as eco-
nomic, benefits that would accrue from their removal” (ibid., p. 38). The major difference between
Potter's contention and this article is that | describe how Kazakhstan “accrued” these benefits, and
what benefits were "accrued.”

4 The security guarantees that the Republic of Kazakhstan acquired can be described as
"Extended Deterrence." Huth (1988, June) defines "Extended Deterrence" as "a confrontation in
which the policymakers of one state (“defender”) threaten the use of force against another state
("potential attacker”) in an attempt to prevent that state from using military force against an ally -
or territory controlled by an ally ("protege") - of the defender. The objective of extended deterrence
is to protect other countries and territories from attack, as opposed to preventing a direct attack on
one's own national territory." The Republic of Kazakhstan, in this case would be, in Huth's words,
the protege of the United States, the West and Russia (p. 424). Not all authors agree with this inter-
pretation in relationship to Kazakhstan. For example, Laumulin (1997) writes, "As for Kazakhstan,
the disappearing of the Soviet nuclear potential from its territory made the young state practically
unprotected in the face of swinging in the Central Asia stormy processes..." (p. 52).

5 For a description of the problems in the Ferghana Valley see Tabyshalieva (1999).

5 For an interesting analysis of how Kazakhstan's geopolitical situation affects it nuclear option see
Potter (1995, April, pp. 35-41).

7 This number only includes the amount of ICBMs located in Kazakhstan. An additional "370 air-
launched cruise missiles were in Kazakhstan" following the collapse of the Soviet Union (Potter,
1995, April, p. 5).

8 The issue of nuclear weapons also extends to energy issues of the Republic of Kazakhstan. As
early as 1992, the leadership of Kaztekhenergo was concerned over the possibility of its energy
resources falling into enemy hands in event of armed confiict. On 3 March 1992, the government
of the Republic drew up plans to protect these resources militarily. With this in mind, it does seem
surprising that the Republic would so easily give up its nuclear capabilities (TSGA, Fond 2267, Opis
1, Delo 132, List 767).

? As Albright, the former United States Secretary of State, wrote in her 1998 article, "We have cre-
ated monitoring and inspection regimes to prevent the spread of nuclear weapons and poison gas
while imposing penalties on those who violate global standards. We are working hard to halt the
proliferation of advanced missile technologies while developing theater and national missile
defense systems to defend ourselves” (p. 53).

19 There does exist another possibility concerning the rationality to remove nuclear weapons from
the territory of the Republic of Kazakhstan. In Semipalatinsk, the major Central Asian nuclear test-
ing site for the Soviets, "over a 40-year period from 1949 to 1989, there were 498 atomic tests."
This led to the creation of a significant anti-nuclear movement in Kazakhstan (Zholamanova, 2000,
January, p. 72). Kasenov, Eleukenov, Laumulin (1994), supporting this hypothesis, argue that
social pressures created by the ecological and human disasters at Semipalatinsk were the princi-
ple reasons Kazakhstan decided to embark on an anti-nuclear policy (p. 4).

! TsGA (Central State Archives). Fond 2267, Opis 1, Delo 141, List 37; Fond 2267, Opis 1, Delo
144, List 8. Almaty, Kazakhstan.

12 TsGA (Central State Archives). Fond 2267, Opis 1, Delo 135, List 182; Fond 2267, Opis 1, Delo
141, List 43, Almaty, Kazakhstan.
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Taxation and its influence on oblasts

Madina RUSTEMOVA
MA Degree, Kazakhstan Institute of Management, Economics and Strategic Research, Almaty

Abstract

The main goal of economic policy in Kazakhstan is to achieve macroeconomic and financial
stabilization and create conditions for economic growth. Regional policy plays a significant
role in solving general economic problems. Kazakhstan has a very large territory with dif-
ferent elimatic, economic and social features. The country's regions have unequal develop-
ment, due to their endowment of natural resources, and current economic situarion. Now the
rate of economic growth of any region depends mostly upon the performance of industry,
which in turn, relies on the flows of foreign investments. The volume of money inflow is deter-
mined by the investment climate of the Republic of Kazakhstan, a main consistent part being
the favorable tax regime. In this paper the taxation system of Kazakhstan is considered in
general, especially taxes applicable to subsurface users! are discussed. Looking at the vol:
ume of foreign investments in recent years, it is obvious that the investment policy has been
successful. Regardless of this, the government can further improve the climate for investment
by resolving the problems of bureaucracy, financial risk, currency stabilization and tmprove:
ment of legislation.

Introduction

The regional structure of modern Kazakhstan is highly differentiated in terms of social and
economic factors. This resulted from uneven development and distribution of production
facilities throughout Kazakhstan during the Soviet era. Perceived as a source of cheap raw
muterials, the republic was developed largely from the point of view of the comparative ben-
efits of certain regions. After the collapse of Soviet Union the government devoted consid-
eruble effort to create a conceptual approach to regional problems. The Principles of Regional
Development, adopted in 1996, outline the country's regional policy. Some of the major
points of this policy are the following:

® Transler of substantial economic authority to local administrations, especially in terms of
meglonal budget formulation, foreign borrowing, and the ability to create local stock mar-

ket creation;
# Trunster of social assets to fund the local budget.

jonal policy conducted by the government will not produce immediate results. The
ied regional problems in Kazakhstan and their specific social and economic charac-
ftequire careful evaluation and forecasting of the progress and results of reform in this
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The difference between regions is not only in endowment of natural resources, but also in the
current economic situation. The oblasts with comparatively high growth rates receive a large
flow of foreign investments. There are a number of factors that influence foreign capital
inflow: political stability, financial policy, currency control, legislation, taxation system, etc.
In this paper I would like to show how an appropriate taxation system can be used in atiraci-
ing foreign investments into Kazakhstan's economy, taking as an example Western
Kazakhstani region.

Taxation system in Kazakhstan

The Tax Code, which was introduced in 1995, significantly reduced the number of taxes and
simplified the tax system. The Tax Code defines and regulates all taxes in Kazakhstan, with
the exception of customs duties and pension fund contributions. Other sources of Tax legis-
lation include the following:

® Acts of the President and government of Kazakhstan.
e Acts of the Tax Committee of the Ministry of State Income
e International treaties to which Kazakhstan is a party (Emst & Young Int., 1999, p. 34).

The Tax Code provides for nationwide and local taxes. The distinction between these two
types of taxes is now minimal. All taxes are paid to the national government, which allocates
funds to the local governments. However, a greater percentage of the revenues from local
taxes is allocated to the local governments. The local governments set the rates for only few
taxes, such as the land tax.

The following are the nationwide taxes:
® Income tax on individuals and legal entities
® VAT
® Registration fees on securities
® Special payments and taxes on mineral resource users
® Excise duties and social taxes

The local taxes contained in the Tax Code are the following:
® [and tax
® Property tax
Vehicle tax
® Registration fees for business activities
® Licensing fee for the right to engage in certain activities
® Auction sale fees (Ernst & Young Int., 1999, pp. 35-36).

Other taxes include customs duties and pension fund contribution.

The tax authorities are responsible for the administration and enforcement of the tax law. All

lepal entities and persons registered as business agents must register with the local Tax
Committee within ten days after their legal registration. This also concerns foreign legal enti-
ties operating through a permanent establishment and representative offices of foreign enti-
ties. The tax authorities should control the gearacy of the tax calculation and the deadlines
of tax payments.

Kazakh and foreign legal entities must take advance payments of taxes on or before the 20th
day of each month. The payments are equal fo 1/12 of the estimated annual tax. Legal enti-
tics must file a certificate reporting estimated income and tax for the year with the Tax
Serviee by the 20th of January. Quarterly tax reurns must be filed by the 15th day of the sec-
ond month following the reporting quarter, Finl returns must be filed by the 31st of March
of the year following the tax year, and any income tax due must be paid by the 10th of April
ol the year following the tax year.

In the case when a taxpayer does not agree witha tax calculation or any other decision of the
tax authorities, the taxpayer can submit a petition. The tax authorities inform the taxpayer of
its decision on the appeal within 30 days. Further appeals may be made to a higher body of
the tax authorities or in court.

The tax authorities impose interest and various penalties for late registration, late filing, late
payment and fraud. Interest is payable on overdue tax at 1.5 times the refinancing rate of the
National Bank of Kazakhstan (currently 25%). If a legal entity or individual fails to file n
return by the due date, a fine of 5% of the tax due is imposed for each month following the
due date that the taxpayer fails to file the return. A fine of 50% is imposed on the amount of
tax understated on a tax return.

Enterprises carrying out activities in Kazakhstan, including enterprises with foreign partici-
pation and foreign entities operating through a permanent establishment, are subject (o tax,

The regular corporate income tax rate is 30%. This rate also applies to enterprises with for-
eign participation (joint ventures), wholly owned subsidiaries of foreign companies and per-
manent establishments of foreign companies.

Legal entities operating in special economic zones are subject to a profit tax at a rate of 20%.

It is known that tax revenues are the main source of income for the State Budget. A balanced
State Budget is one of the most important economic indicators of the country. In the 1990s
the budget performance was low because the budget policy was chaotic. As this graph shows,
the worst results in terms of tax collection were in 1994,

The liberalization of the economy highlighted the problem of non-competitiveness of
Kazakhstani goods initially in the processing industries, where there was output dropped dra-
maticully, This led to larger distortions in the industrial structure - a considerable growth of
mining sectors and a reduction of other industries, For example, in 1996, the fuel and ener-

pue-—
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gy sector accounted for 39% of industrial production, while light industry was only at 2%.

In order to achieve economic growth it is necessary to invest in the so-called basic industries
from which Kazakhstan could receive significant tax revenues. These revenues could be the
source of reinvesting in other sectors of the economy. The attraction and the effective usage
of foreign capital has been the main issue of economic politics of Kazakhstan for many years,
and moreover, now continues to be, as there are almost no strong sources of interior invest-
ments.

Structure of selected revenues of the State Budget
of the Republic of Kazakhstan for 1991-1996

40%
/ —e—\alue-added tax as % of
30% / lotal revenues
20% /.\ / —m—personal income taxas %
/ \.\{/ of total revenues
10% =0y s + ] 3 N Ul i including income taxas %
/ ps of total revenues
0% +— r r . T T
1991 1992 1993 1994 1995 1996
Source: UNDP, 1997
Table 1. Tax Revenues of State Budget, min. Tenge
1998 1999 2000001-09)
Republican | Local Republican | Local Republican | Local
Profit tax 17 588 20 683 27 380 27 380 57 618 57618
Income tax 4 778 25 260 797 34 532 834 36 471
Social 75 216 0 2 425 68 038 14 495 56 692
Property tax 219 22 187 981 23 556 728 201 740
Property tax 0 14 625 490 14 720 281 10 984
Fees for registration of
stock emission 219 5 330 14 202 10
Land tax 0 5013 75 4 569 132 4 141
Tax on vehicles 0 2 543 87 4 251 114 5478
Unified land tax 0 0 0 | 0 127

Source: Kazakhstan Economic Trends, July-September 2000

Sectoral Structure of Industrial production in 1996, %
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Source: UNDP, 1997

Direct foreign investments branch structure

m Oil refining industry
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@ Gas industry
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Source: State Committee of the Republic of Kazakhstan on Investments
As we can see in the diagram above, the largest portion of foreign direct investment has been
fin the oil refining industry. These inflows of foreign capital will allow for the increased pro-

duction of oil and petroleum based products in the near future.

Table 2. Expected production volumes in 1996-2005

1995 1996 2000 | 2005
Oil processing volume,
thousands of tons, including
production of: 10,854 11,500 16,000 | 19.000
Petroleum 2,186 2.400 3.200 ] 3.800
Diesel fuel 3,303 3,700 5,100 176,100
Fuel ol 3,791 4,000 5,600 | 6,660

Source: State Committee of the Republic of Kazakhstan on Investments

From the data presented in this table, we can see a steady rise in the volume of production in
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recent years. We expect the oil production to be almost twice as much in 2005 as in 1995,

Kazakhstan's oil and gas sector, partly inherited from Soviet times and partly created with
foreign investment, has the potential to bring significant wealth to Kazakhstan. Estimates of
Kazakhstan's undiscovered petroleum riches under the Caspian Sea alone range from 6 to 10
billion tons of oil. If such reserves are found and are determined to be "proved" reserves,
Kazakhstan will be ranked seventh in the world in proved reserves, after Saudi Arabia, Iraq.
the UAE, Kuwait, Iran and Venezuela (Arthur Andersen, 1999, September, p. 9). In order to
become a major oil producer, Kazakhstan has a number of political and technical problems
to address. These include securing oil export routes, cleaning up the environmental waste-
lands created by decades of Soviet reservoir (mis)management, and the operational problems
of pumping, transporting. and refining heavy, high paraffin oil.

The principal problem facing the gas and oil industry is that most of the reserves and pro-
duction lie in the west of the country, while most of Kazakhstan's population lives in the
southeast and the industrial north.

The investment rating of the regions is determined not by the efforts of the local administra-
tion, but by the natural wealth of the regions. The largest amounts of investments are aimed
at regions with well-developed industries and large stocks of oil and gas. About 90% of
‘investments are destined for these regions. In the Western region, there are some economi-
cally strong oblasts with well-developed industry, large reserves of strategic raw materials,
extensive economic stabilization, and scientific centers, Such oblasts have a sufficient capac-
ity to adapt to changing economic conditions. In the table presented below, these oblasts con

stitute the first group.

Table 3. Oblasts Viability Rating

Group | | Atyrau, Mangistau, West Kazakhstan, Aktobe, Zhezkazgan, Zhambyl, Kostanai
oblasts

Group 2 | Karaganda, Pavlodar, North Kazakhstan, East Kazakhstan oblasts, Almaty city

Group 3 | Torgai, Semipalatinsk, Taldykorgan, Akmola, Kokshetau oblasts

Group 4 | Kyzylorda, Kostanai, North Kazakhstan oblasts

Source: UNDP

In the Western Kazakhstan region there are many oil-extracting and oil-processing compa-
nies in which there are foreign participation. The Atyrau oblast is characterized by the largest
oil stocks. the volume of which is estimated at 700 million tons. Aktubinsk and Wesl
Kazakhstani oblasts are also important. Geologists estimate their reserves to be between 166
million and 100 million tons respectively. The most developed oil deposits are in these three
oblasts. The greatest investment volumes belong to such joint ventures as:
"Tengizshevronoil”, the consortium "Kazakhstan Caspishelf”, " Kazakhturkmunai", *Arman”,
"Tulpar Munai”, and "Aktobe Preussag".

Before, the tax system did not take into account all the specific features of the mining indus-
try. During the past few years the economic situation has changed swiftly and there appeared
a great inflow of investors, particularly into the oil and gas industry. Kazakhstan suffered
great losses as a consequence of absence of the clarity in the taxation of subsurface users. The
excise taxes also needed to undergo some changes because due to costs of exporting-oil, the
state lost millions of dollars every year. This required the improvement of the taxation sys-
tem for subsurface users.

Subsurface users must individually conclude a contract with the Government of the Republic
of Kazakhstan. Under the new law, the taxation system for oil and gas operations will depend
on whether the contract is a joint venture agreement or a production sharing agreement.
Theoretically, the intent is to insure that regardless of which type of contract is selected, the
tax liability is the same. The new law requires both types of contracts to include the applica-
ble tax regime within the contract (Arthur Andersen, April, 1999, pp. 22-23).

The joint venture agreement is subject to all taxes and payments provided for in the Tax
Code. Production Sharing Agreements (PSA) are subject to the selected number of taxes
because the Government's allocation of production is viewed as a type of tax. In the
"Production sharing” contract, both the Republic's and local budgets receive revenues as the
share of production. The new law attempts to reduce the tax liability of the oil company in
an amount equal to the value of the production the Government receives resulting from the
PSA., so that under either type of contract, the overall tax burden would be the same.

Three major laws in Kazakhstan govern the economic terms established in a subsurface con-
tract. They are the Subsurface Use Law, the Petroleum Law, and the Tax Code.

Ordinarily, the economic terms of a subsurface use contract entered into between a subsur-
face user and the authorized body of the Republic of Kazakhstan will remain valid for the
entire term of the contract. This includes the tax terms, which means that the Tax Code appli-
cable to any subsurface user is the Tax Code that was in effect on a specific date referenced
in the subsurface use contract (ordinarily the signing date of the subsurface use contract).

Most subsurface use contracts signed after January 1, 1996 (and any still to be negotiated)
must undergo an obligatory expert tax evaluation, and must follow the Tax Code in effect on
the date of signing of the contract. Subsurface use contracts signed prior to January 1, 1996,
are not required to incorporate tax legislation effective on the date of signing of the subsur-
face use contract. A branch of the Ministry of Finance previously performed the obligatory
expert tax evaluation, although recent changes to the structure of the government might move
such responsibilities to the Ministry of Revenue.

Taxes and other obligatory payments applicable to a company exploring for, producing and

selling oil and gas are as follows, They are also discussed in more detail under the heading
"Tax terms applicable to subsurfuce use contracts” (Arthur Andersen, April, 1999, p. 25)
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below:

* Bonuses (signature, commercial discovery )

* The share of the product to the Republic of Kazakhstan as stipulated in a PSA

» Royalties (rates will normally be set between | to 20% based on project economics)

= Corporate Income tax (30%)

* Value added tax (20%)

* Customs duties (rates depend on specific item being imported)

= Excise tax (currently the excise tax on domestically produced crude oil is zero; various
rates apply to domestically produced and imported petroleum products that may be need-
ed for the exploration and production of minerals. These rates are further detailed below)

» Excess profit tax (rates vary from 4% to 30% of net profit depending on internal rate of
return of contract area)

* Branch profit tax/dividend withholding tax (15% unless reduced by double tax treaty)

* Personal income tax (rates vary from 5% to 30% of income. The 30% rate is applied to
all income above approximately $4,815 US)

* Tax on issuance of securities (initial emission - 0.1%, additional emission - 0.5% of the
share's value)

¢ Land tax

* Property tax

* Tax on vehicles

* Fee for auction sales

* Payments for the use of forests (if applicable)

» Payments to the Environment Protection Fund

» Social tax (Arthur Andersen, April, 1999, p. 26).

Subsurface users may deduct in the form of amortization deductions expenses incurred on
geological studies, exploration and the preparation work for the extraction of mineral
resources, including expenses for assessment, equipment, general administration and in con-
nection with the payment of bonuses. Subsurface user operations are works related to geo-
logical studies and to the exploration and production of natural resources. Enterprises may
not begin to calculate amortization until the extraction of mineral resources starts. They may
set the annual amortization rate at their discretion, but the rate may not exceed 25%.
Subsurface users may carry forward tax losses seven years.

Special tax measures require the payment of bonuses, royalties and excess profit taxes by
subsurface users. Bonuses typically include a subscription bonus and a discovery bonus, The
amount of the bonuses and the determination of excess profits are negotiated between the
company, the Ministry of Finance and the ministry issuing the license for the mineral rights.

Research of the investment climate in various countries in the 1990s has shown that the pri-
mary factor determining the inflow of foreign investment is political and economic stability
and existence of stable economic legislation. The second factor is the stability of the nation-
al currency, guarantees of its conversion into foreign currencies and permission for capital (o

be taken out of the country, as well as correspondence of the domestic accounting system 10
international standards. The third factor is the quality of labor, which, in combination with
low labor costs, permits use of modern technology for the production of competitive prod-
ucts. Only after consideration of these factors do investors pay attention to tax and other priv-
ileges. They are interested in knowing the level of tax on profits, the opportunity to acquire
real estate. standards of depreciation, etc.

The main factors in attracting foreign investments are agreements on the avoidance of dou-
ble taxation. Thus, the precedence of international law over domestic law is recognized.
However, realization of agreements will require tax authorities to analyze not only the bal-
ance sheets of companies, but also the contract prices.

According to a recent study, the tax stimulus for attracting international investments often
had less significance compared to the general characteristics of the tax legislation. Foreign
investors are attracted not by the tax stimulus, but by the stability and guarantees of tax leg-
islation. In the legislation on foreign investment, it is necessary to provide guarantees thal
tax, currency and customs conditions for the given investor will be favorable for several
years. Mutual agreements on facilitation, mutual protection of investments, including a
favorable tax regime, the relaxing of customs barriers and removal of double taxation, play
a very important role.

Conclusion

At present, the President and the Government are continuously working on the further devel-
opment of reform in order to make Kazakhstan's economy more favorable for foreign
investors. They are struggling with determining the main obstacles preventing the increase of
foreign investments into Kazakhstan. which, until recent times, were the bureaucracy. finan-
cial risk, taxation and financial policy, legislative infrastructure and currency control, Also
there is the problem of the stability of laws, which are assisting investors' work, and
improvement of the Tax Code, targeted on stabilizing and decreasing the total tax burden for
investors. In 1998, the State Committee of the Republic of Kazakhstan on Investments began
the development of standardized privileges of total taxes and customs taxes for those
investors who contribute capital into production with maximum usage of local raw materials,
applying on ecologically pure methods of packaging and increasing the volume of inves-
ments in Kazakhstan.

Over the next several years, the State Committee of the Republic of Kazakhstan on
Investments determined three main directions in investment policy of Kazakhstan:
* Conclusion of contracts for prospecting and usage of mineral resources;
* Active support of investments, directed into the priority sectors of the economy;
* Creation of favorable conditions for investors, beginning with simplification of the pro-
cedures of official registration of their investments.
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Endnotes

' "A subsurface user" is the term used in Kazakh legislation to describe a company that extracts
natural resources, including oil, gas, precious metals, precious minerals, underground water, and

common minerals.
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Abstract

A new probabilistic approach for a sampling survey analysis based on a questionnaire is con-
sidered. The approach possesses an evident advantage due to the fact that it accurately takes
into account the correlation between different items of the questionnaire. Mtilizing it and rel-
evant statistical techniques, several hypotheses concerning environmental Jactors affecting
European and North American companies' supply chain operations in Kazakhstan have been
analyzed.

Keywords: Discrete probability distributions, sampling surveys, supply chain management
Introduction

Suppose we conduct a survey of a population. We design a special questionnaire to collect
data and ask respondents to indicate the degree of agreement or disagreement with each state-
ment of the questionnaire. The set of statements (items) depends on the goal of a survey, The
degree of agreement or disagreement is usually placed on a numerical scale. 8.8, (12 il 0
where 1 corresponds, for example, to strong agreement and 10 respectively to strong dis-
agreement. Each statement can possess a different scale. Having received the respondents’
answers, we can perform a statistical analysis of the data. Different techniques can be used

for such analysis.

The simplest analysis technique is to evaluate mean and standard deviation of answers for
each item of a questionnaire. This makes it possible to construct the confidence interval for
the mean value of those answers. The width of the interval is dependent on the number of
respondents questioned. If this number is not large enough (e.g., of the order of 10), the
analysis will be insensitive to tendencies of respondents’ opinions.

Another possible means of analysis is a linear regression model. The simple linear regression
madel applied o a statement of the questionnaire is much more sensitive to the trend in



KIMEP articles Some remarks on environmental factors

KIMEF articles Some remarks on environmental factors

respondents’ opinion than the mean value of their enumerated answers. This technique will
give better inferences for small samples than the preceding one, but we should remember that
one needs to take into account both parameters (intercept and slope) at once. Because of the
uncertainty in combining these parameters when obtaining an inference, it will not possess
the definite probabilistic meaning. Moreover, it is not easy to take into account the correla-
tion between statements. The multiple linear regression models are, in principle, applicable
in this case, but it is difficult to choose the proper one from the infinitely many possible ones.

Both approaches are considered to give expected values of answers or expected regression
parameters describing tendencies of respondents' opinion. It is possible to assign confidence
levels for their expectations but it seems more reasonable to have a probability measure for
such inferences.

In this paper, we propose (o use the multivariate probability model of Nikulin, Smirnoy and
Voinov (1998) which seems to be useful for such an analysis because it accurately takes into
account the correlation between different statements of a questionnaire and possesses very
clear probabilistic meaning.

The paper is organized as follows. In Section 2, using a numerical example based on the sam-
ple we plan to analyze in the paper, we shall demonstrate the probabilistic meaning of the
model proposed, the way of obtaining the estimates of probabilities of interest and the use-
fulness of the model for such analysis. Section 3 will be devoted to an analysis of 9 research
hypotheses concerning the influence of some environmental factors on European and North
American companies' supply chain operations in Kazakhstan. Interested readers can find
some mathematical and computational details related to the problem in Voinoy and Nikulin
(1993, 1996, 1997, 1998), Nikulin et al (1999) and Voinov et al (2000, 2001).

Methodology

Consider some environmental factors affecting companies’ supply chain operations in
Kazakhstan. Our questionnaire contains 45 questions, each of which asks respondents to
evaluate a separate environmental factor. Statistical analysis of the sampling covariance
matrix based on answers of the 43 responding companies shows that answers for some state-
ments of the questionnaire are highly correlated. We selected three groups of such answers.
The first group contained questions related to political issues. i.e.: (1) national government
trade policies, (2) local government policies, (3) conduct of national government officials,
and (4) conduct of local government officials. The second concerned economic issues, i.c.:
(1) customs procedures, (2) customs clearing time, (3) preparing certificates of origin, (4)
implementation of national laws, (5) systems of legal recourse, (6) corruption, and (7) smug-
gling. The third concerned social issues, i.e.: (1) education of workforce, (2) experience of
workforce, and (3) local work ethic.

The question posed to companies was: to what degree do cach of these 14 environmental fac-

J———— T T——.

tors affect your company's supply chain operations in Kazakhstan? Respondents’ answers
were scaled from -3 (very negatively) to +3 (very positively). The problem is to estimate sev-
eral composed probabilities that mean answers of each combinations of n respondents were

less or greater than some prescribed fixed mean vector r/n of thresholds (r:rl,.....rm)T (m
being the number of items in a questionnaire). In particular, we estimated probabilities that
mean answers on all questions in a group were less than the respective components of r/n
simultaneously and those that one of those mean answers was less than their respective com-
ponents of r/n.

Suppose there are three questions on the same scale (-3,-2,...,3) and that there are nM
(M=1.2....) respondents' answers. To be able to estimate unbiasedly the error of an estimate
of probability of interest one should use M >=2 independent samples by n respondents each
(see Voinov and Nikulin (1998)).

Let Xij be a random variable describing an answer of ith respondent (i=1,2,...,n) on jth item
M oL B

(j=1,2.,....m) of a questionnaire. We form (“ ] combinations by n respondents each, com-
n

pute

nM

n

n
k k J= il .
X;= > X 12, -m; k=120 [ )
i=I
sums of answers of every combination of n respondents and define the total mean answer
nM

i
|

Lys ke
nM] i

n
for jth question which is compared with the threshold component of a m-dimensional mean
vector ¢/n (e.g. -1,0,0) in the sense that we are estimating probability that, e.g., some one of
those m means is less than respective component of r/n.

Xj =

We compared those estimates calculated under two assumptions: 1) statements are inde-
pendent and 2) they are correlated. Estimates were different enough to show that one must
consider the correlation between statements of a questionnaire.

Denote A;=(X;<r;} an event that ith component of a random vector X=(X|..... Xm)T
describing answers of respondents is less than respective ith component of a vector v/n. Then

m
PA=P{ A,
il

1
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means the probability that all components of X are less than respective components of r/n

simultaneously. Respectively,
m

i=1
means the probability that any one component of X is less than respective component of r/n.
If items of a questionnaire are considered to be independent then, instead of P and P we have
to evaluate

I m m
Po=P{NA; ;=TIPA})
i=1 i=l1
and

: m m
Pk‘,:P{ Ai}=EP{Ai]—ZP(Ai)P(Aj)+
i=1

i=] i<j

+ Y P(A; JP(A IP(A} )= k=120

i<j<k

Let us consider the first group of four questions (m = 4). Suppose we are interested in esti-
mating probabilities that average answers of each 12 respondents out of 24 randomly
selected from 43 ones are less than any component of r/12. where r;/12

. 1=1,2.3.4. If, for example, r/12 = (-0.5, -0.5, -1, € {(-3-2,-1,0,1,2,3}

)T, then estimates P, B , B and P, of probabilities P~ P~ , P, and P,
respectively for two different vectors r/12:

r/12 = (05,05, -1, -)T and rp/12 = 0,0, -1, - )T
are shown in the Table 1.

Table 1.
P P R, 0
n/12 0.1164 00164 0.7103 0.8656
raf12 02099 0.0616 0.9969 0.9997

From this table we see that estimates f’,:\ which do not take into account correlation are
significantly less than corresponding estimates P,. On the contrary, estimates P, re
greater than P_,. The same tendencies are observed for the two other groups of questions.

For each five respondents out of 20 randomly selected from 43 ones and /S = (-1.5, -1.5,

1,-0.7,-0.3, -1.5, -1.5)T (m = 7, second group) the results are

P. =02557 +0.1706. P, =0.0187
P, =0.9177 +0.0767, B, =0.9979.

Under the same conditions, for /5 = (0.2, -0.2, -0.5)T (m =3, third group)

-

P, =0.1842+0.141, P. =0.0826
P, =0.7041 £0.185, P, =0.8203.

From these results, we see the importance of taking into account the correlation between
items of the questionnaire.

Applications

In this section we consider the following 8 research questions concerning supply chains in
Kazakhstan:

1) What is the state of supply chain management for Europe and North American companies
distributing their products into and/or within Kazakhstan?

2) What drives customer service levels for European and North American companies in the
Kazakhstan market?

3) How do European and North American companies' supply chain costs for business oper-
ations in Kazakhstan compare to those and in Europe and North America?

4) To what degree is information technology utilized in the supply chain management of
European and North American companies' operations in Kazakhstan?

5) To what degree are European and North American companies forming supply chain
alliances for operations in the new market of Kazakhstan?

6) What is the nature of the channel context for the distribution channels of European and
North American companies distributing their products into and/or within Kazakhstan?

7) For European and North American companies distributing their products into and/or with-
in Kazakhstan, is there a relationship between chosen market strategies and supply chain
practices?

8) To what degree do political, legal, economic. social and cultural factors of Kazakhstan's
market environment affect supply chain operations?

Concerning the Question 1, we consider three working hypotheses. The first one (H 1-A) is:
European and North American companies have less control over their supply chains in
Kazakhstan than in the European or North American markets. The respective questions of the
questionnaire were: (a) within Kazakhstan, does your company have more or less control
over internal product distribution than in North America? And (b) within Kazakhstan, does
your company have more or less control over internal product distribution than in Europe?
The respondents answered on a scale from 1, indicating a response of "much more control”,

u‘nﬂming a response of “much less control”, Forty-two companies responded, with the
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descriptive statistics summarized in Table 2.

Table 2.
Questions
(a) (b)
Mean 3.781 3.684
Standard deviation 1.362 1.210
Confidence. Int. 95% [3.309, 4.253] [3.299, 4.069]

From this table we see that the data confirm the above hypothesis (mean answers are greater
than 3.3 but they were evaluated separately for each answer). Pearson's correlation coefti-
cient for the data is 0.973 and is significant at the level 0.01. So. once again, correlation is a
highly desirable means of data analysis. To do this we evaluated estimates of probabilities

2
P;\= P{OI{X, Zl'i }}

|

For r/10 = (3.5, 3.5)T. The estimates were evaluated as mean ones for every 20 respondents
randomly selected from 42. The results are

and

2
U{Xi Zl'i}

i=l

P = P{

P-=0.8565 + 0.1435, P =0.741 + 0.177.

Since both estimates are greater than (0.5, we may conclude that the data do not contradict the
hypothesis H 1-A.

The second hypothesis (H 1-B) is: Compared to reducing cost or improving customer serv-
ice, market development plays a greater or equally important role in the supply chain man-
agement of European and North American companies in Kazakhstan. The question posed to
respondents was: to what degree do a) reducing costs, b) improving customer service and c)
aiding market development play an important role in the supply chain management of your
business operations in Kazakhstan? The respondents answered on a scale from 1, indicating
a response of "no role", to 5, indicating a response of "highly significant role". If H 1-B is
"true”, then mean answers for ¢) should be higher than those for a) and b). From the prelim-
inary data analysis it is seen that this is not the fact. Confidence intervals for mean answers
on a), b) and c¢) are overlapped. This is confirmed by our approach which takes into account
the significant positive correlation ( p = 0.341 ) of b) and ¢). The estimate of the probabili-
ty that the mean answer for each 10 respondents for ¢) is greater than 3 is 0,944 & 0.077, The
estimate of the probability that the mean answer for a) or b) is greater than 3 is 0.998. Hence,
there is no evidence in favor of H 1-B,

The third hypothesis (H 1-C) is: For overall international operations, European and North
Ameriean companies are at high stages of integration of their supply chain development. For
their Kazakhstan operations, the same companies have less integrated supply chains and are
at lower stages of development. Our approach showed that there is no evidence in favor of H
1-C,

(ﬂ'nnccrl‘!ing the Question 2, we consider the following hypothesis (H 2): Currently for
European and North American companies in the Kazakhstan market. company procedure and
market competition drive customer service levels to a greater degree than customer demand
does. The guestion posed to respondents was: to what degree do a) company policy and pro-
cedure, b) market competition and c) the customer drives customer service levels in the
Kazakhstan market? (1 = not at all.....5 = completely). The preliminary analysis showed that
H 2 is not confirmed; ¢) has the greatest mean answer (4.2 + 0.323), b) is also important
(3.947 % 0.286), the lowest mean mark being for a) (3.658 + 0.341). Our approach which
takes into aceount the correlation of b) and ¢) (p = 0.38 ) showed that for a) the estimate of
the probability of the greatest marks (4 and 5) is 0.998, for b) - 1.000 and for ¢) - 1.000. These
results confirm the preliminary ones. It is of interest to note that all three factors are impor-
tant. The probability to receive mean marks greater than 3 for a),b) and ¢) at the same time
s estimated as 0.998 + 0.002 (essentially greater than 0.5).

Concerning Question 3, we shall consider the hypothesis (H 3): Supply chain costs of
European and North American companies account for a higher percentage of the final cost of
goods for Kazakhstan operations than for European and North American operations. The
questions posed to the respondents were: a) if you do measure costs, compared to the North
American market, do supply chain costs account for a higher or lower percentage of your
final cost of goods in the Kazakhstan market? And b) if you do measure costs, do supply
chain costs account for a higher or lower percentage of your final cost of goods in the
European market than in the Kazakhstan market? (1 = much higher cost,...,5 = much lower
cost). The H 3 is supported by the simple statistical analysis: mean answers for a) and b) are

3.742 + 0,385 and 3.889 + 0.404 respectively, and, hence, are greater than 3. Taking into
ccount the high positive correlation of a) and b) ( p= 0884 ) we found that the estimate of
robability to receive mean marks greater than 3 for a) and b) at the same time is 0.941 +
.059. So, H 3 is not rejected.

s for Question 4, we consider the hypothesis (H 4): For European and North American
-ompanies, most types of information technology are used to a lesser degree in Kazakhstan
lhan- in Europe and North America. The question posed to respondents was: which of the fol-
lowing information technology initiatives: a) order processing software, b) telecommunica-
tions, ¢) forecasting software, d) point-of-sale, ¢) satellite tracking, 1) electronic data inter-
change, g) bar coding and h) the internet does your company use for supply chain manage-
ment in Kazakhstan? (1 = yes, 0 = no). The simple analysis showed that only basic tech-
nologies (a),b) and h)) are used. Mean answers for u) (0,475 + 0.157), b) (0.75 + 0.136) and
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h) (0.375 £ 0.152) can be considered as being more than or near 0.5. Our probability analy-
sis which takes into account the correlation showed that the estimate of the probability to
receive mean marks greater than or equal 0.5 for a) is 0.82 + 0.032. The estimate of the prob-
ability that the mean answer for b) is greater than 0.5 is 0.93 + 0.032. These agree with the
above mentioned confidence intervals. The estimate of the probability to obtain the mean
answer less than 0.4 for ¢) is 0.96 + 0.032, that for d) (less than 0.3) is 1.000, that for e) (less
than or equal 0.2) is 0.89 + 0.03, that for f) (less than 0.3) is 0.96 + 0.032 and that for g) (less
than 0.3) is 1.000. From these it follows that technologies c),d).e).f) and g) are almost not
used in Kazakhstan. As for the Internet (h) the data do not give the definite answer (mean
answer is 0.375 + 0.152). Our approach showed that the estimate of the probability to obtain
mean marks (for every 10 respondents in the average) less than 0.5 is 0.929 + 0.032 and,
hence, they almost do not use the Internet. So, the hypothesis H 4 is not rejected.

Concerning Question 5, we consider the hypothesis (H 5): European and North American
companies are forming fewer supply chain alliances for operations in Kazakhstan than for
operations in Europe or North America. The following two questions were posed to the
respondents: a) compared to operations in the North American market, has your company
formed greater or fewer supply chain alliances for operations in the Kazakhstan market? And
b) compared to operations in the European market. has your company formed greater or
fewer supply chain alliances for operations in the Kazakhstan market? (1 = many more
alliances in Kazakhstan,...,5 = much fewer alliances in Kazakhstan). The estimate of the
probability (evaluated with the help of our model which takes into account the correlation
between items) to obtain the mean marks greater than 4.5 for a) and b) at once is 0.701 *+
0.298. The estimate of the probability to obtain the mean marks greater than or equal 4.6 (for
a)) and 4.455 (for b)) is the same 0.701 + 0.298. The estimate of the probability that the mean
marks for a) are greater than or equal 4.6 or that the mean marks for b) are greater than or
equal 4.455 is 0.83 + 0.167. From these it follows that the data strongly confirm the hypoth-
esis H 5. .

Concerning Question 6, we consider three hypotheses. The first one (H 6-A) is: Mosl
European and North American companies believe that the Kazakhstan market is highly com-
plex. The question posed to the respondents was: how volatile and complex is the Kazakhstan
market for your company and products? (1 = extremely complex and volatile.....5 = negligi-
bly complex and volatile). The estimate of the probability that the mean marks for every 10
respondents are less than 3 is 0.999 £ (0,032, So, the hypothesis H 6-A is not rejected.

The second hypothesis (H 6-B) is: For European and North American companies in
Kazakhstan market, little value is added to their products by downstream intermediaries. The
question was: how much value is added te your company's product(s) by downstream inter-
mediaries (i.e., wholesalers and/or distributors)? (1 = very large amount of value added...., 5
= no value added). The probability to obtain the mean marks greater than 3.5 is estimated as
0.92 + (0.03. So, the hypothesis H 6-B is not rejected.

The third hypothesis (H 6-C) is: European and North American companies can easily be
replaced by their downstream intermediaries in the Kazakhstan market. The question was:
how easily can your downstream intermediaries replace your company and its product(s)? (1
= with great ease,..., 5 = with great difficulty). The estimate of the probability to obtain the
mean marks greater than 3 is 0.953 + (0.032. So, in this case the hypothesis H 6-C is reject-
ed.

The research Question 7 is composed of two hypotheses. The first one (H 7-A) is: For
European and North American companies, market participation strategies used in
Kazakhstan and those used globally will differ and will each correspond to differing supply
chain practices. The hypothesis was addressed by the following questions on the research sur-
vey with analysis codes preceding each response: A) The company faces both low cost and
low local responsiveness pressures. Most business operations are centered in the company's
home country and little manufacturing or marketing is done abroad. There is litile to no cus-
tomization of product or marketing strategy for the host market; B) The company faces low
cost pressures but high local responsiveness pressures. Local managers have more power
over operations in the local markets than the home country managers have. Products and mar-
keting are greatly customized for local markets: C) The company faces high cost pressures
but low local responsiveness pressures. Strategy and operations are centralized worldwide,
with materials strategically sourced worldwide, global locations selected for key supply
depots and distribution centers, and existing logistics technologies transferred into new mi-
kets. Both product and marketing are highly standardized; D) The company faces both high
cost and local responsiveness pressures. Seeking cost efficiency, strategy and operations are
somewhat centralized worldwide. However, seeking to meet local responsiveness pressures,
there is generally customization of product and/or marketing. The questions posed to respon-
dents were: a) which of the above four statements best describes your company's averall
global business strategy? and b) which of the above four statements best describes your com-
pany's current business strategy in Kazakhstan? (1 = A),2=B),3=C)and 4 =D)).

The preliminary statistical analysis showed that market participation strategies used in
Kazakhstan and those used globally will not differ (95% confidence intervals are overlapped:
2,737 % 0.302 (for a)) and 2.865 + 0.296 (for b)). Our probability approach showed that the
estimate of the probability for the mean answer be greater than 2.5 is 0.787 + 0.032 (>0.5)
for a) and 0.667 + 0.032 (>0.5) for b). So, we are unable to conclude that they (for a) and for
b)) will differ, because for both cases we see an evident tendency to practices C) and D)
(probabilities are higher than 0.5). To answer the question that they will correspond to dif-
fering practices we have compared distributions of answers for a) and b) using the chi-square
test. The value of %> is 1.754 (with V = 3 degrees of freedom). From this it follows that
at the level O = 0.05 there is no difference between distributions and, hence, we are unable

(o conglude that they correspond to differing practices. Thus, H 7-A should be rejected.

| The seeond hypothesis (H 7-B) is: For Buropean and North American companies in
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Kazakhstan, market entry strategies used in Kazakhstan and those used globally will differ
and will each correspond to differing supply chain practices. The question posed to respon
dents was: What is the typical ownership pattern of your company's operations in a) North
America, b) Europe and ¢) Kazakhstan? ( 1 = wholly owned, 2 = joint venture with local part
ner(s) only, 3 = joint venture with foreign partner(s) only. 4 = joint venture with both local
and foreign partners, 5 = franchise, 6 = export representative only and 7 = other).

From the preliminary analysis it follows that market entry strategies evidently differ for
North America and Kazakhstan, because their 95% confidence intervals for means are not
overlapped ([ 1.227, 2.107] for North America and [2.296, 3.554] for Kazakhstan). Quite pos-
sibly that the means are also different for Europe and Kazakhstan, because 95% confidence
intervals for their means are overlapped slightly ([1.275, 2.255] for BEurope and [2.296,
3.554] for Kazakhstan).

Our probabilistic approach showed that the estimates of probabilities for mean answers 1o be
less than 3 are 1 (for North America and Europe) and 0.146 + 0.146 (for Kazakhstan), respec
tive estimates for the mean answers to be greater than or equal 3 are O (for North America
and Europe) and 0.854 = 0.032 (for Kazakhstan). From these it follows that the hypothesis H
7-B is confirmed by this probabilistic approach.

To answer the question that they will correspond to differing practices we've compared dis
tributions of answers for the following pairs: a), b); a), ¢) and b), ¢) using the chi-square test.
The analysis showed that there is no significant difference between a) and b) (%~ =1.173) at
the level 0O = 0.05, and that there is the evident glil'fcn:ﬂce at the same level between a)
and ¢) ( %"= 23.17) as well as between b) and ¢) (%= 20.52). Thus. H 7-B is not rejected.

Concerning the research Question 8, we shall consider three hypotheses. They differ from
those considered already in Section 2. The first one H 8-A is: There are significant political
and legal factors specific to Kazakhstan which affect European and North American compa
nies' supply chain operations. These factors include national government trade policies and
the strength of the presidency, which have a positive effect (H 8-Aa), and local government
policies, conduct of local and national government officials, corruption and systems of legal
recourse, which all have a negative effect (H 8-Ab). Answers for all factors were scaled from
-3 to 3. For H 8-Aa there are two-dimensional vectors of answers with correlated compo-

nents. Let a threshold vector be (0,0)T (no effect for both components at once). Then. the
estimate of the probability that the mean answers for each ten respondents be greater than ()
for both components at once (positive effect) is 0.0103 + 0.0102. The same estimate for the
mean answers is greater than or equal 0 for both components at once is 0.024 = 0.024. These
probabilities are much less than 0.5 and, hence, the hypothesis H 8-Aa is rejected (no posi-
tive effect). For H 8-Ab there are five-dimensional vectors of answers with correlated com-
ponents. Let a threshold vector be (0,0,0,0.0)T (no effect for each component at once). Then,
the estimate of the probability that the mean answers for each ten respondents be less than 0
for all components at once is 0,972 + 0.027. Hence, H 8-Ab is not rejected (there is a nega
tive effect).
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The second hypothesis (H 8-B) is: There are significant social and cultural factors specific to
Kazakhstan which negatively affect European and North American companies' supply chain
operations. These factors include: stage of economic development, bureaucracy, road infra-
structure, rail infrastructure, customs procedures, communications infrastructure and geogra-
phy. Let a threshold seven-dimensional vector be (0,0,0.0.0,0.0)T. Then, the estimate of the
probability that the mean answers are less than 0 for all seven components at once is 0.953 +
0.047. Thus, hypothesis H 8-B is not rejected (there is a negative effect).

The last hypothesis (H 8-C) is: There are significant social and cultural factors specific to
Kazakhstan which negatively affect European and North American companies' supply chain
operations. These factors include: language, local work ethic, education and experience of the
local workforce, emigration of a skilled workforce and prevailing social conditions. Denote
X the mean answer for each 10 respondents out of 43 ones for ith factor, then an event

6 _
()X <(0.0,0,0,0,0)}, e.g., means that those mean
=]

answers are less than zero for each 6 factors at once. In these notations, estimates P of

respective probabilities for threshold six-dimensional vector (0,0.0,0,00)T are

6
P{NX; <(0,0,0,000)}=0.213 + 0.212, and

i=1

o
P{NX; <(0,0,0,0.0,0)}= 0.346 + 0.346.
i=1
It seems as there is no strong negative effect ( P<0.426 and P <0.692 respectively). At the
same time

8.
P(NX; <(LLLLLD} = 0.999 + 0.002 and
i

3

0.
P {NX; <(LLLLLD} = 0.994 + 0.006.
i=l
Thus, those probabilities are highly increased if we include into threshold ones (slight posi-
tive effect). And now we should conclude that there is a negative effect. Which component
(factor) gives the greatest influence on the latter probabilities? Consider the following esti-
mates

X; £(0,0.1,1,0,0)} =0.833 +0.126

o

{

~>
15

X; <(0,0,1,1,0.0)) = 0.687 +0.235

e -

P
i=1

1
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6 Voinow, V. G. et al. (2000). A probabilistic description of radioactive contamination. Appl,
P {ﬂ_ <(0,0,,0,0,0)} = 0.762 = 0.185 Radiation and Isotopes. Vol. 52.993-1002.

6
P (N X £(0,0.0,1,0,0)} = 0.34.

=1
One (1Z) in the third position of the threshold vector means "education of workforce” and
one in the fourth position means "experience of workforce". From these it follows that edu-
cation gives the greatest influence onto that effect (increasing of the probability). From this
and the above considerations it also follows that almost neutral answers (0 and 1) have a
rather essential weight and influence on those probabilities. Summarising. we may conclude
that a slight negative effect is the most probable and, hence., H 8-C is not strongly rejected
(there is a slight negative effect).
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Abstract

What is Globalization? When and how did it begin? And what are the main consequences of
such a global movement? Should it be considered as a mere economic movement and, if not,
what are the other aspects that should be taken into consideration? These are the main ques-
tions that were discussed in my Conference organized for the second and third year students
of 'Eurasian Market Institute’, International Economic Relations Department, Almaty,
January 2001.

This paper seeks to introduce some theoretical and practical conceprs, in order to understand
the real function of the world system and the movement of Globalization. After a general
description of Globalization in the first two parts, the last parts of this paper will look into
some ideas concerning the consequences of this world movement. The international eco-
nomic movement, which is termed Globalization, is Westernization! At this point, the final
parts of this study will focus on the problem of the confrontation of Eastern/traditional and
Western/modern cultural values and the possibility for the creation of the '‘Metissage of val-
ues' between the continental cultural spaces. It will also question the two different political
interpretations of Globalization: one related to Francis Fukuyama's work which describes
Globalization mostly as 'Homogenization' of different parts of the world in which countries
become closer to each other. The other belongs to Samuel Huntington, which emphasizes the
idea that Globalization creates a very 'Heterogeneous’ cultural and political world system,

Overview

The study of Globalization is remarkably complex. Different schools of thought have ana-
lyzed Globalization through application of various disciplines. I will try to give a short
description of Globalization in the most comprehensive way.

From an Economic point of view, Globalization has to do with the 'opening up of the fron-
tiers', and the tendency called "deregulation”, which started in the Western world between
1980 and 1988 and is considered to mean the domination of one economic model, the free
market economy. The economic performance of South-East Asian countries is another aspect
of this approach. From a political point of view, Globalization took off in parallel with the
collapse of communism and the end of the Cold War era.

Besides these two, there are other aspects and other approaches of Globalization, For each of

these approaches there are a significant number of studies which have been carried out by
western scholars and different schools of thought. My approach will focus on 'global studies'.
This short presentation, which is prepared for the second and third year students of 'Eurasian
Market Institute’, will first consider two aspects of the issues of Globalization namely: his-
torical and economical. While it can be argued that Globalization has some cultural and polit-
ical consequences, it is important to mention that Globalization has tremendously accelerat-
ed the contact and interactivity between the East and the West. This fact of course, has at the
same time evoked some other issues related to the confrontation of traditional and modern
cultural values, and consequently the emergence of a new global concept described as com-
bination or 'Métissage of Values'. This will be analyzed in the last parts of this study.

1. Historical approach

In order to better understand Globalization, one should first examine it as an historical peri-
od. Why is Globalization an historical phase? Because it evolved hand in hand with the col-
lapse of communism and the end of the Cold War era - both of which were political events
that created a new phase in the history of the twentieth century. From my point of view, the
rise of Globalization, as world economic movement takes its root from this world political
change, a sure precondition for worldwide development.

The study of the history of the twentieth century reveals four major events: First, the Russian
Revolution (1917), second, World War I, third, World War II, and fourth one is the fall of
communism. For the purpose of this study, the most important will be the last two, As we ull
know, after the Second World War, the world was divided into Eastern and Western blocks,
with two main headquarters (the United States and the Soviet Union which in fact, were the
main actors of this period). This major division triggered the beginning of the Cold Wi
Therefore in order to understand how Globalization is related to this parallel movement, we
need to describe the Cold War, the confrontation between the two blocks based on the fol-
lowing three preconceptions:

Ideology

During the Cold War era each block had its own ideology, distinctly different from that of the
other, and based on a specific Philosophy of History: communism and liberalism/capitalism.
Obviously, the interpretation of History is presented as one of the aspects of these ideologies.
The ideology of Communism understood History as the evolution of Stages. It is based on
the Philosophy of the "Historical Determinism” with a very clear final stage which will,
according to their interpretation, inevitably lead to Communism.

Consequently, the definition of "time" is specific here. There are the past, the present and the
Future; there is a “timetable” for History in which, finally the future becomes the most deter-
minant, In this perception of time, everything seemed programmable and human action is
fixed in relation with the future where Communism is the ultimate goal. The time of this last
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stage was to be the last fate of all History of humanity. This idealism coupled with the idea
of the last stage presented as one of the interpretations of History, influenced by the Hegelian
philosophical theory (accomplished by Marx), became the most important characteristics of
the ideology of the eastern block for more than half century.

Liberalism on the other hand understands history differently. There is no "great future" which
should come about one day, in which there may be a question of long-term plan for justify-
ing the present, or for directing human activities. In fact, in this conception of history, fol-
lowing the division of time into the past, the present and the future, the present becomes the
most determinant for liberalism. Consequently, things are constructed to be used and the
products are made to be consumed, a reality that created what is called 'The Consumer
Society' (Baudrillard, 1986). This pragmatism gives to liberalism the ambition of using time
for time, not for some other illusive objectives in an unknown future.

Politics

Afier the World War 11, each block reinforced its own political structures. The communist
block was a 'one-party system' with Communist party dominating both State and society. We
did not observe, during the Cold War, any serious efforts toward real open political pluralism
in the Soviet Union, even in China, Albania or Yugoslavia.

In the Western world political system is based on pluralism of ideas. We had have at least two
different political structures in this pluralism: 'the two-party system', e.g. United States, and
‘the multi-party system', e.g. Europe, mostly France, Germany and Italy. Both of these sys-
tems have been, and are considered democratic systems.

Socially speaking, Communism applied a kind of Collectivity concept of interpersonal rela-
tions, while Liberalism is historically based on Individualism. For Communism, the collec-
tivity or the community takes priority over individual, and its interests; for liberalism, indi

vidual has priority over collectivity. Here the idea of individualism fits in perfectly with the
philosophy of a free market economy.

The nature of Capitalism and the movement of Globalization during the last twenty years
have forced most of the Socialist parties in the West and in other countries to accept and
apply the key characteristics of Liberalism.

Economy

During the Cold War there were two main directions of the economy. The first was based on
‘State economy'. The Communist system considered the State as the only proprietor and actor
in the market. No individualism, neither at the social nor at the market level was accepted
thus economic competition was considered the first enemy of the society. Following this
logic, almost all attempts to introduce the notion of private ownership were radically sup.

pressed,

On the other side, in the western world, at least two interpretations of the capitalism, social-
ism and liberalism, dominate. The U.S. applies liberalism if not neo-conservatism knowing
that liberalism is understood differently in most part of Europe, from its application in the
United States. In most part of Europe, except in the UK, Europeans preferred socialism for
the society and liberalism/capitalism for the market! Market, for the majority of Europeans
should be run with some State Control. Britain however has always been considered the main
European pioneer of liberalism if not certainly neo-conservatism, promoting the free market
economy.

* K ¥

The end of the Cold War is synonymous with the end of the philosophy of two opposing
blocks and this is an historical evolution. We no longer see any major ideological, polilicaf.
or economic confrontation in the world. between major countries and between the economic
blocks. There is no more ideological division or '‘Block Conflict' in the world as we could
notice during the Cold World.

Nf:.vcr.iheless. the world still has some difficulties such as geopolitical fragmentation, the rige
of various political dictators and finally the development of fundamentalism. This will be dis-
cussed in the later part of this work.

I1. Economic Approach

Alter the end of the Cold War, Globalization gave a new structure to the world. One would
ask about the new universal formation and its main direction. 1 would like to divide the dis-
cussion of this trend into the following parts.

Deregulation

Where does Globalization begin? Generally speaking, Globalization is related to the ‘open-
ing up of the frontiers', the movement called "deregulation", which started with relaxation of
governmental controls of the market activities. The Reagan administration was the first pro-
moter of deregulation in the United States from 1980 to 1988. During Reagan's two terms in
the office, the airline sector of the economy was deregulated, a measure that solved major air

transport problems, by allowing the airlines to determine the fares for their services on the
busis of competition independent of government sanctioning. Indeed, this tendency began
under the Presidency of Jimmy Carter when telecommunications network were partially
lerepulated creating competition for long distance telephone services in the United States
(Cooper et al, 1988). Basically, deregulation should be regarded as a very British-American
practice, American reforms received an active support from the British Prime Minister - Mrs.
Marguret Thatcher. Shortly after the Canadian conservatives conformed to the deregulation.

rivatization gained a momentum, and western countries gradually reduced the State inter-
R
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ference with the market. Other countries in the East, Latin America, and Africa, followed this
progressive initiative, trying to adopt similar economic systems thus boosting a new compe-
tition in the world (Wackerman, 1995).

Relieved of the government control, American and European companies rushed to the
Eastern markets in droves. Consequently, the main/or first direction of the movement of
Globalization was from the West to the East. Soon one could observe a high acceleration of
western businesses in eastern economies. For many of the eastern States, with the exception
of Japan, it is the first time they will become so actively involved in international business-
es.

At the end of the 1990's the top three hundred companies in the World were western.
Moreover, Y4 of all production resources in the world come from the West. European com-
panies like Phillips became active in 45 countries. Nestle became a Global company, having
headquarters all over the world. By 1997 McDonald's, which was created in 1955, had built
22,000 restaurants in more than 100 countries, serving more than 40,000,000 clients per day
(The Economist, 1999).

Free Market Economy

Globalization however, can be regarded to mean the domination of one economic model - 'the
free market economy'. But, many people still believe that free market system is the only
model of capitalism. Far from this, from the very beginning of the emergence of capitalism,
the European capitalists have held different perceptions on the concept of liberty, Civil
Society, State, and market. Liberalism is one of these. It was only when the Cold War ended
that liberalism and free market economy became the dominating factors in the West and in
the rest of the world.

But what exactly is free market economy? There is a need to understand the concepts and
consequently the definition of the free market economy which surpasses the economic
sphere. To define the concept, the free market economy can be better explained by using three
main parameters. (The following explanations should not be considered as the only way to
describe the free market economy):

a- Individualism which 1s not an only economic concept, but a very deep social and political
one. Individualism involves giving all/first values to Individuals. It is a political and
social concept, in which individual and his interests are above those of the collectivity. A
lot of non-western societies which are trying to adopt the free market economy have very
little understanding of this basic concept of liberalism. Many of them fail to comprehend
that the free market economy is not necessarily the "War of All Against All" as ascer-
tained Hobbes, a British political philosopher of 17th Century society (as cited in Enoch,
1993). In fact, the free market economy is based on a moral principle, in which an indi-
vidual is accepted with mutual respect. Scholars do agree that the most referred theoreti-

cian on such legal society and its moral principles has always been Emmanuel Kant, the
most important German philosopher of 18th Century (Kant, 1956). Therefore, the first
and original model of a real free market economy is applicable only to a society with high
cultural values and thus, it is related not only to the level of economic production, but
specially to the level of political and cultural maturity of that society as well.

b Competition. Competition should not create a jungle-like environment, but follow a rule,
in which the needs of both the rich and the poor are mutually respected. In a society with
high cultural level, law and constitution should protect the rule of competition and the
competitors. No real competition will be possible without the application of a mutual
individual respect and the legal support of inferior groups. This is the first fundamental
concept of a real Civil Society.

Although competition is supported by a mutual individual respect, the philosophy of the
[ree market economy, as liberalism stipulates, is based on the idea that the market and its
interests come first and the law of demand and supply are as its driving force. A situi-
tlon whereby society's behavior and industrial outputs follow the market principle,
Intellectual schools and economists are still debating on this third aspect of the free mar
ket economy. In Europe, the crucial discussion turns around the appropriate level of the
State intervention in the market and the interrelation between the State law and the muar-
ket interests. After the end of the Communism, many among the communist and socials
I8t supporters, specially in Germany and in France, have joined liberalism and by so
doing launched debates concerning the way in which a State might operate and ussure
soetal protection in the competition that market imposes on the civil society. Some of
them suggest that the free market economy should not be restricted to material needs
only, but that priority should always be given to the society. Therefore a certain degree
ﬂ_{'ﬂﬁte regulation of the market will certainly be necessary. We will come back to this
Consequently, Competition is directly related to individualism. Competition would be
pussible when individual as a social unity, and the individual sectors of the market, are
fpected by the rule of the society.

e

) Economic System and its main characteristics

wous western analysts have noted that the world economy functions as 'One Unigue
e’ The origin of this idea comes from the great French historian and economist Fernand
: I (1985). He launched his theory in the 1970's, which seems to be mostly related to
peealled period of "Internationalization” in the world economic evolution (Schwald,

P 42). Immanuel Wallerstein® in the United States has been working on this theory
i I8 based on the idea of Capitalism functioning as one whole system with one World
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becoming familiar with the structure and conception of modern technology helped the most
active non-western countries to produce progressively the western model of technology!
From ‘utilization to production’, an important historical transition in the structure of the
World Economic System was born, in which the ex-colonies are becoming the new industri-
alized countries and actively competing with the West. This is the significance of the rise of
Asia, South Korea, the countries of the South East Asia are among the fastest. In 1970s-
1980s, they have been called the 'NICs' (Newly Industrializing Countries). Today, all the
country members of ASEAN are in this exceptional process!?. It is impossible to conceive of
the economic performance of these non-western countries without the process of
Globalization.

Métissage of values

As different regions of the world apply more and more western technology, embrace market
economy, western democracy, and western model of education, they however do not become
a part of the West but westernized. One very important fact is that: Westernization seems 1o
stimulate local values, as newly industrialized countries retain their national, ethnic and cul-
tural identities (Hoodashtian, 1997). This stimulation appears as an 'Identity Resistance’ man-
ifested by each country as they join the world movement and Globalization, which tends, by
nature, to eliminate all differentiations. Globalization tends to homogenize the world. So, the
more it is developing, the more Identity Resistance seems to attract people in some non-west-
ern countries.

Here, 1 am going to look into this from the point of view of political and cultural values
prevalent in the regions in question.

I) At the beginning of the movement of Globalization, around 1990-1997, the major debate
among the western scholars was based on the vital question of whether Globalization, which
is imposing to different domestic economic structure one and the same type of technology
and model of production, could promote a certain political and cultural homogenization
among different countries (Fukuyama, 1993). In other words: It is right to say that technolo-
gy, rational by concept and construction, has the same nature and function all over the world
There is no 'geographical’, ‘racial’ or ‘cultural’ priority for technology to be used (Ellul, 1977)
Technology is not a racist! Once it is understood as a need. in India, in Africa, in America,
all people are capable to use the same technology in the same way. The utilization of com
puter technology is the best example. Who could imagine. in the 1950s or even in 1970s, that
the computer which possesses one of the most complex structures, could be used by all
nations of the world in such an easy way? Who would believe that this technology was soon
to be used one day in all areas of the society like: hotels, restaurants, universities, companies,
ministries, creating a real world network as e-book, e-shopping, e-commerce, e-development,
e-government, e-democracy. e-group, even e-diets and so many other e-s ? (The Economist,
2000).
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The main question is in spite of such a common and general utilization of the same technol-
ogy, we do not notice countries becoming closer to each other. Contrary to what Francis
Fukuyama, in his famous "The End of the History", had expected to see, we did not notice
the same understanding of the need for world peace, the same conception of democracy and
Human Corporation among nations. Despite Globalization and penetration of the western
technology in all countries, we did not see fewer wars around the world; we did not see peace
dominating everywhere. This means that utilization of the same technology does not produce,
mandatory and all round the same culture. According to some other authors, Globalization
has prepared a better ground for new political conflicts between international powers through
nationalism and the emergence of religion. According to Sammuel Huntington, Globalization
is creating a heterogeneous situation which stimulates confrontations between countries.
From the beginning of the 1990's, we could notice in many developing countries, in Eastern
Europe, Middle East, etc., the movement towards regional independence. Some countries
become smaller due to internal divisions, such as in the ex-Yugoslavia. Along with the emer-
gence of nationalism, we notice that emergence of regional conflicts, particularly Islamic, in
Middle East. North Africa and in some Asian countries, has created another source of con-
frontation between the West and the East (Huntington, 1996).

2) In short, the international economic movement of Globalization, or the process of
Westernization, seems to stimulate local values and universal utilization of technology,
though does not influence this reality very seriously.

For example, the Central Asian countries and specially Kazakhstan after the end of the Cold
War established very advanced relations with the West and attracted numerous American and
European companies to its territory. Westernization in Kazakhstan seems to have taken a {uir-
ly rapid pace in application of technology, business methods, and structure of education. Al
the same time, one of the first actions of the President of the country was to reinforce and
support preservation of Kazakh language along with the Russian language, which was for
merly dominating in the Republic, and to promote Kazakh national traditions. Another exam-
ple is Japan, which was highly dominated by the United States both economically and cul-
turally after the World War IL. After 1950's Japan took a very serious movement towards
Westernization in economy, industry, and education, while simultaneously strongly presery-
ing some aspects of national culture (Demorgon, 1996). One can observe a moderately sim-
ilar situation in South Korea.

This conflict of cultures creates a real confrontation between Western/modern and
Iastern/traditional values in the non-western countries. Nowadays, the question and the
insues of such values confrontation are posing big challenges. Scholars in Europe are focus-
ing on this very important question, and some of them have come with ideas that the real
(nsue of confrontation of modern and traditional values would be the creation of new context
which could be called "Métissage of Values” (Barbier, 1996). This is a Métissage of Western
aned Astan values, in which non-of the values will be eliminated, but combined in a new
framework. The Métissage is a framework which will not be anti-modern or anti-traditional,

A
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but will carry both of them. It will neither be modern, nor traditional. If this Meétissage con-
cerns specific kind of values related to the cultural and spiritual life, "Structural Métissage"
1s a combination of values at all levels of life, in culture. social. politics and other levels, in
the non-western countries. (Hoodashtian, 2001, September).

Following the theory of Métissage, we understand how original would the situation be in
each non-western country. Each Structural Métissage is different from another, because each
Structure is realized in relation with the specific historical/political and cultural situations of
_lhal specific country. There is no universal model of Meétissage. Each combination of values
is unique in this sense that it has been created in a specific time, and under a specific condi-
tion and in a particular historical context. Consequently, the theory of Métissage underlines
that there is no more "real traditional society” in the world. The modernity and its values
affect all countries, which are in relation with the West. In fact, Westernization of the world
creates a framework of Structural Métissage in the non-western countries and pushes them
automatically to emerge for facing the new problems created by this new situation. This is
the same process, which motivates them to compete with the West.

l.n the West, the study of Métissage of values as a new Anthropological approach to the ques-
tion of cultural interactions between countries is yet to be fully researched. However, the
interest of scholars in this matter has increased since the beginning of the period of

Globalization. At the University of Paris (St.-Denis), the Research Group CRISE! and its
sup-group GREMA are focusing on the last issues of the cultural contacts between the Asia
and the West.

Conclusion

Globalization is a world movement with a specific sense: from the West to the East. It should
not be simply considered as an economic movement. Following the internationalization of
the modern technology and the free market economy, cultural and political aspects should be
taken into consideration as well. Globalization started with ‘Deregulation’ and the penetration
of the capitalist model of economy based on the free market in the most parts of the world.
Some scholars consider this as the best opportunity for the establishment of a future homog

enous .wnrld. Others believe that Globalization accelerates a political antagonism between
countries.

In any cases, Globalization is a global progress, highly motivating the interactivity of cul-
tures, expression of some confrontations between Western/modern and Eastern/traditional
values. For the non-western counties, this confrontation could create a kind of combination
of values at all levels of the society, what we could call, in this study, "A Structural Métissage'
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Endnotes

T This Conference was given to the second and third year students at ‘Eurasian Market Institule’
in Almaty in January 2001. | would like to express my gratitude to Dr. Aitkali Nurseit, President of
the 'Eurasian Market Institute,' and Ms. Firuza Seitova, Pro-rector on External Affairs, in inviting me
to share some thoughts with students. | also would like to express my thanks to Aset Kopbaav,
MPA, Research Assistant at KIMEP Research Center who took notes and helped me lo prepara
the first draft of this paper. The author has completely reviewed the last part of this paper.
2 We can notice how the history of Russia is related to the history of the world in the twentieth cen-
tury and some how, conditions it, and how the internal movements of this country could up to now
modify the map of the planet.

3 One of the specific results of the movement of Globalization was the development of Global
Companies. One main difference between Global companies and a Multinational companies s in
the degree of Centralization of power and, consequently, in the style of management. The first
model builds its headquarter wherever there would be the possibility of a new innovation related to
the profitability and the development of the company. The second model is mostly based on one
headquarter which is the source of diffusion of the main decisions and orientations of the compa-
ny.

4 Immanuel Wallerstein is the Direclor of the "FERNAND BRAUDEL CENTER for the Study ol
Economies Historical Systems, and Civilizations" at Binghamton University, State University of
New York, which has been founded in September 1976 o engage in the analysis of large-scale
social change over long periods of historical time (http://fbc.binghamton.eduy/).

5 Abolhassan Banisadr is an ex-President of The Islamic Republic of Iran for the period of 1980
1981.

6 Certain other countries, like China and Iran, have still some ideological confrontations with the
Wast, but practically, they are aimost applying the main lines of capitalism with the State interven:
tion. Both of them are highly, at least in theory, encouraging the private investments.

7 Even Islamic Iran, under the reformist President Rafsanjani, and specially President M, Khatamy,
does not wish any more to preserve the whole practice of the State Economy and the Govermiment
keaps inviting the capitalist Iranian living since the revolution in the United States and Europe, and
encourage the western companies to invest in Iran.

i For the movement of "Anti Globalization', see:
hitp//www.unc.edu/depts/anthro/escobarpaper.html, and
hitpwww.corpwatch.org/news/2001/0038.html

I What are the modemn technology and its difference from the traditional technology? See: Goffi
(16988), For more information, see Habermas (1973), Heidegger (1958), (1962).

10 ASEAN is 'Association of Southeast Asian Nations'. Created in 1967 for promoting regional eco-
namie and political stability, it includes Thailand, Malaysia, Singapore, Indenesia, and Philippines.
Hrunel and Vietnam joined ASEAN in 1984 and 1995 respectively.

I The Idea of Métissage is coming from my Professor Rene Barbier, the head of the Research
Group CRISE (http://www.fp.univ-paris8.ir/recherches/accueilCRISE2.html) at the University of
Parls B. His main theory is the 'Métissage Axiologique', which means a combination of cultural val-
ues. But the idea of 'Structural Métissage' comes from this author. Described in his doctoral dig-
sartation, and then in a book, "Une Modernite sans Occident” and in an article, "Eight modals of
1he Btructural Métissage” (see References), this last idea refers to the point that Métissage Is not
onily  reality of the combination of cultural and spiritual values but it concerns all values, In soclal,
(i aducation etc, and would cover all aspects and the whole structure of the life in the non-

woslain countries.
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The contribution of education to economic development

Richard GRAHAM
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Abstract

It has long been argued that the possession of raw materials is the source of economic devel-
opment. The argument has been advanced that given the possession of adequate raw materi-
als a country has the resources to use these raw materials to attract capital in their exploita-
tion. The classical economic formula of Capital (investment) + Raw materials (resources) =
Growth, has been demonstrated by history to be flawed.

Until recent research and analysis this model has, however, been followed by countries try
ing to move out of the LDC classification. Examples of this adherence to economic doctrine
have been notable by their inability to exploit their natural resources to achieve economic
growth (e.g. Malaysia, Brazil and Indonesia).

Until work by economic researchers like Paul Romer, the classical model of development and
growth appeared to pass over the most important factor in economic managemeni and devel-
opment. As the quote from "The Economist” and from latter day teachers such as Ohmae,
Myrdahl, Peters, Rostow and Dichier suggest, the answer (if there is one) lies with PEOPLE,
As Romer suggests, development comes through people and their skills.

People, however, by themselves do not produce the dynamism needed to drive an econom)
towards increased wealth. Without the appropriate training and education progress is slow
and erratic. The model described in the paper explains the way in which modern education
and training can produce the synergy needed to compete in the global market place. Modern
management structures and methods of organization rely on the supply of well-trained and
motivated workforces. McKinsey, one of the world's leading management consultancies
demonstrates this point with their 78's description of successful organizations:

Structure (modern, shallow, low hierarchy)

Strategy (responsive to customers, fast reaction, competitive advantage, quality focused)
Systems (delivery of the needs where wanted, when wanted, how wanted)

Staff (open minded, adaptable, motivated, involved, responsive)

Skills (highly trained, customer oriented, continuous updating)

Style (consultative, participative, customer focussed management style)

Shared beliefs (everyone in the organization working for each other, all in the same direc-
tion)

It is suggested, thervefore, that well trained and highly motivated people are the driving force
in economic performance. It is suggested that investment in this facet of the economy will be

the best return on investment a country can make. To do less is to penalize yourself, to penal-
ize education and training is to sentence everyone in the economy to poverty.

Introduction

The transition of command to demand economics has had profound effects upon the struc-
tures of all aspects of Social, Legal, Economic. Political and Technological parts of our lives.
Changes in behavior have been necessary, but the reward system, associated with changes in
behavior, has not been seen to be significant enough for radical change in all aspects of eco-
nomic life. In many cases the "penalties” also have not been fully realized.

'I'he paper explores the radical changes, which have taken place in education and the effects
of the "marketization” of the education system.

The changing face of education and training in response to a fast changing world

"There is only one constant in life: only one thing we can rely upon, and that is change”
Professor Theodore Levitt

The world is a fast changing place, we in Kazakstan have seen our fair share of these changes
over the last few years. Economic change has meant that we have had to readjust our lives
and behavior to accommodate these changes and to learn to survive in a world for which we
had been ill equipped. The skills and knowledge we once developed now appear to be inap-
propriate to the tasks we now have to perform.

Change is uncomfortable, it is unsettling, it is unpredictable and, therefore. it is frequently
resisted. Resistance often stems from lack of information and lack of training to understand

. why the change is necessary and how the individual can benefit from the changes. This

process of information dissemination is an education process of an indeterminate time scale.
- change extends the period.

Education and training has a vital role to play in the change process as it is the primary input
for the change agent. Through education new ideas can be stimulated and then developed into
new skills, which can then be translated into new benefits for the most important person in
the demand economy: the customer (sometimes called client, patient, employer, tax payer,
voter, fellow worker, boss or colleague).

Through education and training, the new skills which will generate our employment and
incomes can be acquired, skills which are appropriate to the needs of tomorrow's world and
to the needs of our customers. The skills of people are the most important factor in develop-
ment as people make the difference between advance and stagnation (Romer, 1983),

“The ability of a workforce 1o make the best of new technologies may be a country's best
competitive advantage, Wealth in raw materialy, the foundation of innovation two centuries
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ago, barely matters; anyone can buy them. Proximity to rich markets matters less as transport
costs fall, relative to the value of the goods. A demanding local market is help but can be
replaced by still more demanding foreign ones. Technologies pass rapidly from one compa-
ny to another. Only that intangible, vital quality, the environment of active brains and pro-
ductive skills in which companies operate in is non-transferable. To change it governments
need to start at the school gates" (The Economist, 1992, January 11-17).

Romer focuses attention upon the "human capital” in the economy, arguing that people are
the most important factor in the development equation. He puts the argument forward that
investment returns and growth rates can be sustained through the availability of information
leading to knowledge. The development of knowledge which leads to skills and greater com-
petencies in the workforce is a basic factor in Romer's equation. Restricting information by
control or by making the acquisition of information expensive inhibits the possibility of
development in a competitive world.

The following model of sustained growth, adapted and augmented from Romer's model, sug-
gests how the education and training systems of a country might provide the engine room for
sustained growth.

Figure 1. Sustained Growth (adapted from Romer, 1986)

Capital _— —_— Labor ——» Increased
Investment plus Investment i
Competencies e .
Higher Quality Products
Education <+— | '
r Knowledge Higher
Value Added T i
Products
Business Management

Improvement

Skills Information l
T Improved Marketing
International Business +——  Customer Demands
Quality Competitive Environmental Forces for Service &

To start the process the necessary training must be given to the workforce, so that they are
able to come up to the required quality levels of international competition. The emphasis is
on international competitiveness because increasingly the maelstrom of international markets
sucks countries into this environment. Kazakstan is already involved in international busi

ness: it has already been drawn into an international consumer-oriented behavioral pattern. It
follows, therefore, that it must adopt international levels of competence for its workforce if
it 18 to survive in this competitive environment.

The globalization of consumer tastes and its effects on fixed costs, the rapid dispersion of
technology, the explosive growth of the FX empire - in short, the cumulative, relentless flow
of information around the globe - has taken years to alter the landscape long familiar to cor
porate strategists. But it has done its work well. Today if you look closely at the world.
national borders have effectively disappeared and, along with them, the economic logic that
made them useful lines of demarcation in the first place. Not everyone, however, has noticed"
(Ohmae, 1990).

Structural unemployment, possibly the largest single problem to be faced in a period of eco-
nomic transition, can only be remedied with the help and application of the education and
training institutions. However, the need to retrain, the will to retrain, and the resources 1o
retrain have to be identified. The education sector itself has to be restructured and reoriented
to the needs of its customers. In fact, the institutions have to be made aware of their customer
needs. In other words, education and training have to become market led rather than product
led if they are to remain relevant to the needs of the person who pays the bill,

Tom Peters, the American management guru, wrote, "The workforce is indisputably our prin:
cipal asset. Each day its overall level of useful skills (as well as its commitment and energy)
is either increasing or decreasing relative to that of the competition. The operative strategic
question, then. is obvious: What have you done today to enhance (or at least insure aguins
the decline of) the relative overall useful-skill level of your workforce vis-a-vis cmm.w(it'ms'.’"

Training to meet the new challenge is the responsibility of the education sector. Training is
still, however, seen by many organizations as a cost instead of an investment in the future
competitiveness of the organization.

The UK experience

[t became evident in Britain by the late 1940's that devaluations of currencies, licensing and
government control of business was not the way forward towards recovery. By the mid 1950’
the environment was changing so rapidly that government policy always appeared to be one
step behind events. By the 1960's it became glaringly obvious to the British government that
its biggest disadvantage to economic competitiveness in international markets was its poor-
Iy trained and poorly educated managers and workforce. By the 1970's it had also realized
thit fanovation, quality and marketing were essential for its commercial survival.

The British government sought advice from its business community about the way it should
bulld un environment which would make it more competitive and improve economic per-
formance. Out of the deliberations of this "think tank" came a picture of graduates who were
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very well educated and knowledgeable, BUT, were not able "to do" the things required of
them by business. Their recommendations focused on skills competence as much as knowl-
edge, and a highly developed ability to perform in a problem solving capacity in organiza-
tions. From this information the British government set about establishing two bodies to man-
age the operation of a new system of education which was charged with producing the
required "product.”

The Business Education Council (BEC) and the Technician Education Council (TEC)
launched their courses in 1975/76. These courses were (o address the problems of lack of
skills, and problem-based learning. They were to be at three levels: General
Certificate/Diploma (14 to 16 year olds), National Certificate/Diploma (16 to 18 year olds)
and Higher National Certificate/Diploma (18 upwards).

The courses were designed to provide three increasingly complex levels of business and tech-
nician education (Graham & Hutchison, 1982).

The development of the courses has followed a "national" model which is provided at col-
leges and schools throughout the country. This enables participants to transfer from college
to college and thus contributes to greater labor mobility. The courses are also transferable to
constitute entry criteria for continuing education at Masters’ degree level for example.

Further changes in the education system followed in 1988 with the Education Reform Acl.
Under this act the colleges were required to become self-funding and to become more rele-
vant to the needs of their customers (marketized). The competitive nature of education was
enhanced when the system of catchment, the monopolization of recruitment within a given
area, was abolished. In essence the changes required:

- Strict financial management and devolved budgetary control;

- The efficient use of resources with an emphasis on productivity;

- The extensive use of quantitative performance indicators;

- The development of consumerism and the discipline of the market;

- The manifestation of consumer charters as mechanisms for accountability:

- The creation of a disciplined, flexible workforce, using flexible individualized contracts,
staff appraisal systems and performance related pay: and

- The assertion of managerial control and the manager's right to manage (Randle and Brady,
1996).

Each college now has to market its courses and to produce results which are measurable and
to the "customers” liking. The economic pricing of courses is also a requirement, although
some colleges enjoy subvention from local funding.

Naturally, this has not been an easy transition for many of the profession who feel that the
commercialization of education is anti academic. But if the taxpayer objects to high taxes,
then government in a democracy has to respond or lose its mandaie,
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In any case, competition in the sector from private, commercial training organizations, col-
leges and institutions forces the issue if survival is to be achieved.

"For good or bad, market forces and the terminology of the market place have gradually crept
into the world of education, and consumer culture has arrived with the emphasis on quality.
choice, standards and value" (Donaldson & Runciman, 1995).

The concept that one should not charge for knowledge that has been gained freely does not
really hold water. No knowledge was gained freely as there was surely some economic price
to pay for that knowledge. Perhaps by the hard-pressed taxpayer, he surely is entitled to know
how his money has been spent?

The long-term requirement of survival for educational establishments is surely a sound rea-
son for becoming marketing oriented. In education and training this marketing orientation
revolves around:

- Customer orientation (Industry, Commerce, students, employers)
- Employee orientation (Lecturers, administration)
- Organizational orientation (Institutional reputation, quality, ethics and integrity)

"An organization follows a market orientation to the extent that its structure, culture, systems
and procedures are established and developed in a way that ensures long term customer (both
clients and employees) relationships within the resource limitations and long term survival
requirement of that organization" (Siu & Wilson, May, 1998).

Education and training has a vital role to play in the resurgence and sustained growth of
Kazakstan but it can only play this role if it gets itself fit enough to do so. Retraining, and
reorganizing for the future is part of the solution, but, looking to the customers of our prod-
ucts is even more important.
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Abstract

The following article presents a theoretical analysis of the ethical and social problems con-

fronted by new market economies of East/Central Europe and the former Soviet Republics. It

argues that the experience of post-socialist development in these countries deviates from the
theoretical frameworks of classical liberal theory of capitalism. The article discusses the lim-
its of libertarian political economy and suggests an alternative framework to account for the
deviating experience of the post-communist societies.

Introduction

The classical political economy approach suggests a liner correlation between the develop-
ment of capitalist market economy and evolution of social structures associated with capital-
ism. Among these structures the rule of law, extended network of social associations, popu-
lar political participation, and an inclusive political system are often mentioned. All these
properties of society are usually embraced by the term "civil society." Thus, for classical
political economic thought the evolution of the capitalist economic order leads to the emer-
gence of civil society and democratic state.

However, the current experiences of the developing nations, some of the historical examples
of late industrialization, and today's problems of transition from socialism to capitalism pres-
ent some doubts about this theory. It seems that liberalization of the economy and the intro-
duction of market forces, both of which are associated with capitalism, do not necessarily
result in a flourishing civil society and democratized political regime.

The book The Idea of Civil Society by A. Selignam (1992) identifies two troublesome char-
acteristics of the current post-socialist transition to capitalism. These characteristics are (1)
the difficulties in functioning of market and (2) underdevelopment and weakness of civil
society (pp. 145-178). These characteristics suggest that current capitalist formation in the
former socialist countries deviates from the classical liberal model of capitalist development,
which implies that the economy is able to regulate itself and society is powerful enough to
restrict the government.

To explain this deviation appears to be an important theoretical and even practical problem,
This article will present some considerations on this issue, and will argue that deviations from
the classical model of capitalist development detive from the logic of imposed capitalist
development in the East/Central Europe and the former Soviet countries,
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In this respect the article will have two particular focuses. First, it will consider the leading
role of the entrepreneurial class in promoting market development and will address some
implications, which can be derived from this for the transitional economies of the post-com-
munist countries. Second, and probably more important, the article will focus on the crucial
role of investments and investing agencies for the direction and social consequences of the
capitalist development.

Ethics of capitalism: Troublesome pat in the post-communist countries

From the classical liberal perspective, the establishment of a capitalist economic order coin-
cides with the emergence of an entrepreneur class. The evolvement of entrepreneur ethics is
treated as a prerequisite for the development of capitalism by many authors, including M.
Weber and J. Schumpeter. According to Weber (1958), desolation of the medieval ethics.
which had treated economic activities and capital accumulation as a sinful endeavor, preced-
ed the emergence of capitalism (p. 292).

Let us now recall the importance, which was assigned to the entrepreneurial class by the clas-
sical liberal tradition. In Schumpeter's widely popular model. for instance, it is the entrepre-
neur who plays the focal role in propelling the dynamical changes that are the essence of the
capitalist system. The entrepreneur is an engine of the progressive process of "creative
destruction," the engine without which the whole capitalist system looses its dynamic poten-
tial to generate new technologies, products, and the means of organization through the dem-
olition of old practices (Shumpeter, 1976, pp. 82-83).

Recognizing the importance of capitalist ethics in the whole structure of capitalist society.
liberal thought treats changes in ethics and economic progress as parallel, mutually facilitat-
ing processes of early capitalist development. But what if changes in the values are absent?
What if the society undergoes market development, but lacks capitalist ethics? Classical lib-
eral doctrine does not account for the described situation. Being a theory of genuine, well-
rooted capitalism, it fails to predict developments in a society, which undergoes imposed
"capitalization". The study of the historic examples of imposed capitalism can advance our
understanding of contemporary problems experienced by new markets.

Alexander Gerschenkron's essay Social Attitudes, Entrepreneurship, and Economic
Development thoroughly examines the question of how the absence of capitalist ethics affects
the development of capitalism. In this essay, Gerschenkron emphasizes an idea of interde-
pendency between "popular evaluation of entrepreneurs and entrepreneurial activities" and
the country's rate of economic development (1962, p. 52). As Gerschenkron's study of rela-
tively backward countries of Europe in the 19t and 20™ centuries shows, social approval is
an important factor for the emergence of entrepreneurial activities. For instance, analyzing
Russia in the 1880-1890's the author asserts that in a collectivist community the entrepre-
neurial activities were seen as deviant behavior. Not only, those who were disengaged in such
kinds of activities, but also entreprencurs themselves viewed this lmhuw.ml.sinful. Social

Evolutfon of capilaling
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attitudes of this kind "greatly reduced the number of potential entrepreneurs and herehy
reduced the rate of economic development in the country"” (ibid., p. 62).

This, however. does not mean that countries where a value system of capitalism has not
evolved will not undergo capitalist development. According to Gerschenkron, the lack of val-
ues supportive for capitalism in "relatively backward" countries results in the development
of characteristics of capitalism different from classical ones:

« Disrespect and distrust prevail in society, which is guided by the old collectivist values
but deviates from them in its economic activity; )

« The state replaces entrepreneurs in directing and propelling development and innova-
tions; I b i i

* Rapid economic development coincides with stagnation in the development of social
institutions.

The logic of the Gerschenkron analysis is the following: Capitalist development jn L'f:Uﬂll‘in:ﬁ.
which happened to undergo industrialization and capitalist development later in time lhap
others, is hardly influenced by the existence of the more advanced and well-organized capi
talist economies. The examples of the more developed nations impose considerable pressure
for accelerating the progress. This results in more rapid rates of economic deve.luprmt'nl and
changes in socio-economic structure, Society cannot quickly adju:-it to ll:ltfsc rapid socio-ecos
nomic changes so the evolution of capitalistic ethics and socio-political structures lugs
behind.

Society cannot wait for evolvement of moral, social, and e(:(?n.omi(: prcrcquisircs.fur the
development of industrialized market economy. These prerequisites are rcplagc(! \.wlh any-
thing that can promote the progress. The possibilities opened for the late industrializing coun-
tries range from the centralization and coordination of investments by lhel: state 1o the bor-
rowing of technologies, means of organization and production, and Lh:.a capital from the more
advanced countries. The later possibility means that backward countries may not rely on the
domestic financial and intellectual capital for propelling their industrialization. They do not
need to build it in the first place, as early-developed countries did. The emergence and (h:wul-
opment of capitalism turned to be not a natural authentic process, but an imposed and simu-
lative one.

The set of characteristics of the late developing nations sketched above was generated from
the 19t and 20t century's experiences of backward European countries. Neyerthclcss, il }u%h
some significance for the current problems of "marketization” in the countries unldur n:m:m-
tion from socialism to capitalism. Although contemporary infant market economies of l-;w.al
Europe and the former Soviet Union do not face challenges of industrialization, tlch experi-
ence needs very similar to the backward countries discussed by (icrschgnkrun. 'lhc).! are on
the way to establishing an efficient, viable, and self-developing economic systems ol ’lalfU'lltct
capitalism. This challenge is very similar o the challenges faced by European industrializing
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nations of the late 19" and early 20N centuries.

In the post-communist countries. the entrepreneurial spirit was under attack for a long time
and in some cases, socialist regimes had succeeded in absolutely surmounting it. In this
respect, post-communist societies resemble those of feudalism, where people were subjected
to authorities and individual entrepreneurial activities were regarded as deviant. A swift shift
in values creates social apathy. frustration, and distrust among the people. As a result, social
associations vanish and political isolation of citizens prevails. Civil society as a paradigm for
the network of social associations stays undeveloped and in some cases remains suppressed
by the government. Post-communist countries largely rely on foreign capital and technolo-
gies to foster development and restructure the economy. The state takes the burden of pro-
moting economic development. This leads to the strengthening of the state role in the eco-
nomic development comparing to the role of society.

It seems that characteristics of backward countries’ capitalist development can now be found
in the post-communist countries. Although now we do not speak about industrialization, the
Gerschenkron framework applied for late industrialized countries of the 19th and early 20th
centuries are useful for analyzing the post-communist economic development and its social
and political consequences. Within this framework the deviations of the East/Central
European transition from the classical model of Western Europe and the United States can be
explained.

Weakness of civil society and tendencies toward authoritarianism are not foreseen by the
classical theory of political economy, but are expected within the frameworks ol
Gerschenkron's theory of relative backwardness. A society, in which people lack entrepre
neurial spirit and skills, cannot rely on individual activities for the promotion of develop-
ment. The importance of the state is emphasized at the expense of civil society and the indi-
vidual, The difficulties with the formation of individualist values and entrepreneurial spirit
are reinforced by the nature of transitional economic development.

Importance of investments: Who pays for transition?

In order to establish a visible correlation between evolution of market capitalism and the
emergence of democratic political and social institutions it can be useful to consider the role
of investments and investing agencies at the initial stages of capitalism. These stages in the
Western Europe and North America coincide with the industrial revolution and the estab
lishment of liberal democratic institutions. Classical liberal tradition treats the former process
as a prerequisite of the latter. Moreover, sometimes it is implied that a market economy guar
antees the later emergence of a democratic political regime. limited government. and the rule
of law. This may well portray the case of the Anglo-American capitalist development
However, most of the countries even in the European peninsula had deviated from this
Libertarian model.

There were presented different explanations of the exemplary character of Anglo-Americun
capitalist development, the most popular of which are the cultural and historical approaches.
They emphasize an indefinite number of peculiarities of Anglo-American culture and histo
ry and suggest that since history and culture cannot be replayed and copied the unique model
of Anglo-American capitalism cannot be recreated in other countries.

The theory of relative backwardness presents an economy-centered account of deviations
from the classical Anglo-American model of capitalist evolution. The crucial factor of the
capitalist economy is capital as one of the factors of production. In the form of investments,
it appears as a major force propelling capitalist development. It is arguably more important
than the two other factors of production - labor and land - in the sense that it has fewer lim-
its for growth. Karl Marx by referring the term "capitalism" to the system of industrial mur
ket economy had stressed the importance of capital as an essential characteristic of this sys
tem.

From this juxtaposition those who possess the capital and who are willing to turn il into
investments are very important actors in the evolution of capitalism. Classical liberal model
rests on the fact that in advanced countries of Europe and in the Northern American colonies
industrialization at the initial stage of capitalist development was financed by the means ol
individual wealth. This had created ideal conditions for the formation and maturation of ¢ivil
society and for the establishment of limited government. The progress of capitalism i
England, Holland. and North America (and to a lesser extent in other Western countries) wis
a result of individualistic economic activities and individual capital accumulation,
Individuals had carried the whole burden of promoting economic development; thus, the
social importance of individuals was fully recognized. Social and political institutions fully
reflected this fact.

The slogan "No Taxation Without Representation" appears only in a situation where individ-
ual economic activity is the primary source of wealth in society. In this situation the wealth
of individuals and their importance in the economic development of the nation is a cause of
strength of society's position vis-a-vis the state; this in turn is a cause of the emergence of
limited and restricted government. From this we can infer that the evolution of liberal social
and political institutions is linked to the particular model of market economy development,
an essential characteristic of which is the prevalence of individual economic activities.

Let us consider the current reinvigoration of market economy in the post-communist coun
tries. At the initial stage of transition to the market the fall-downs in production, slowing
economic growth rates, and decreasing standards of living required large amounts of invesi-
ments into the state-owned and public sectors of the economy. Who could supply the needed
capital for restructuring the economy? It is obvious that the emerging market economy could
not rely on individual savings as a major or at least considerable source of investments, By
the time of the collapse of socialism, the post-socialist states were the owners of the major
means of production, capital, and with few exceptions the land. The overall majority of pop-

T — T




Point of view Evolution of capitalism

ulation was dependent upon state-sponsored employment. At the beginning of the transition-
al period, all this resulted in the virtual non-existence of accumulated private capital and in
the concentration of all sources of economic development in the hands of the state.

Although the policy of privatization implemented by all post-socialist countries was aimed
to create a class of owners, this policy due to the series of causes has not created the oppor-
tunity for private investments. Among these causes the most apparent were hyperinflation,
which devalued assets and discouraged saving, and the underdevelopment of the financial
system. The other side of this problem is that for the implementation of cardinal and rapid
restructuring of the economy individual investments are too hard to mobilize and coordinate,
and thus, not efficient.

The situation depicted above is very similar to the situation in the "backward countries" ana-
lyzed by Gerschenkron. His analysis of the economic development supports the thesis that in
the countries experiencing the need for rapid economic changes "supply of capital for the
needs of industrialization required the compulsory machinery of the government”
(Gerschenkron, 1962, p.20). In the backward European countries a century ago, as well as in
the nowadays post-communist countries, the challenge for accelerating economic growth had
strengthened the role of the state and its position vis-a-vis civil society.

In the transitional period the state becomes the central agent of development. The central eco-
nomic role of the state undermines the economic and social significance of individuals, their
entrepreneurial activities, and their voluntary organizations. Individuals cannot demand
effective representation, because they do not have sufficient wealth and social significance.
The power of the state to impose taxes and regulations on society is justified by the leading
role of the state in transition. Society, deficient in the opportunity to implement the task of
rapid rebuilding of the economy, is led by the state and does not have enough power to
impose restrictions on this political institution. The tendency toward unlimited state cannot
be overbalanced by economic power of society.

From this perspective, it becomes apparent that the introduction of a market economy does
not inevitably result in an automatic establishment of liberal democratic political institutions
and a viable civil society. The sources of investments necessary for capitalist economic
development appear to be the important factor in shaping the emerging market economy and
social structures accompanying it. The deviations from the classical liberal model of capital-
ism, namely the central role of the state instead of the limited government, observed in post-
communist countries according to the logic of this analysis derive from insufficient private
domestic investments and their inability to implement a large-scale goal of rapid market
economy development.
* ook

As R. Skidelsky (1996) stated: "The replacement of Communism by capitalism is an entire-
ly novel experience in human history, No society has ever been centrally planed down to the
last detail before, So the dynamics of transformation are unpredictable, Conservative philoso-
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phies of change can offer no guide for the future. The social institutions needed to contain
the new forces will have to be recreated from the fragments of broken system" (p.173). By
sighting this fragment I do not imply to accuse the classical liberal doctrine of been conser-
vative, neither do I imply that no predictions about the future development of newly emerg-
ing market capitalist countries can be made. I just want to point the limits of libertarian polit-
ical philosophy.

There is no doubt that history cannot repeat itself again. It is naive to expect that unique cir-
cumstances of capitalist development occurred in the countries of early capitalism will repeat
themselves today. Nevertheless, a comparison of some characteristics of early capitalism in
its Anglo-American variation with the contemporary introduction of market capitalist econ-
omy in the post-communist countries can help to understand the problems of transition.

These problems are economical as well as socio-political. Difficulties in capitalist ethics for-
mation and in the emergence of the entrepreneurial spirit can account for the unsatisfactory
functioning of the markets. The nonexistence of the post-communist counterparts for indi-
vidual assets and investments accounts for the strong position of the state and tendencies
toward unlimited government

Endnotes

! Gerschenkron has developed a theory of economic development, which he named “The Theory
of Relative Backwardness." The term "relative backwardness" was referred to the countries of
Europe, which have started developing capitalism in the process of industrialization after the indus-
trialization in the other countries. Gerschenkron treats countries of Eastern and Central Europe,
Prussia and even France in different periods of their capitalist development as "relatively backward
col{ntﬁes.' Gerschenkron's arguments can be summed up as the following: because some of the
nations had gone through the path of the capitalist industrialization, the essence of which was
remarkably portrayed by Adam Smith in his Wealth of Nations, countries, which develop their mar-
ket economies later, had different characteristics of capitalist development and social structures
accompanied it.

# For examples of cultural approach see Almond (1989) and Putman, Leonardi & Nanetti (1994),
A good example of historical explanation is Tilly's “The Formation of National States in Western
Europe” (1975).

3 For discussions on politico-economic problems of transition see Lavigne (1999, p. 328), and
Zuzowski (1998, p. 165).

1 For details see Skidelsky (1996, pp. 142-160).
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Role of risk management in day-to-day affairs

Homi MOTAMEDI
Risk Manager, Consultant; Assistant Professor, Evening MBA, KIMEP

Cost of Uncertainties in our day-to-day life is becoming more and more as we proceed and
expand. Let's assume, how profitable it was and what a comfortable conditions we could cre-
ate, if we did not have any Uncertainties and we were able to only concentrate into our main
task/profession. Worries/Uncertainties are adding up, as soon as we fix a desirable target,
Sometimes they over-load us, and sometimes we are able to live among them, but this strug-
gle will continue and continue!

Dictionaries describe the Uncertainty as Risk, some of them refers to uncertainty as danger-
ous event which may eventually happen and completely destroy and Jjeopardize all what we
have created. Some refers to it as possibilities, which at the same time can bring good chances
and be profitable.

As of early 1975, the issue of controlling and managing the uncertainties were become more
tmportant and mainly this was due to an enormous growth and sudden expansion in World
Economy. Till that time, Insurance Companies were assumed to be the onl y places where one
can transfer its risks and be compensated in case of loss or damage. But the immediate prob-
lem faces the industries and world trading organizations was that: One cannot transfer each
and every risk to an insurance company. Risk MUST have few peculiar characteristics, and
hence an insurance company may become involved.

This stage was the beginning of Risk Management Studies. A practical knowledge which
assist every enterprises or individual to manage its risks. Risk Management and risk man-
agers started their expansion and shortly in early 1980s, Companies with more than 1000
employees created new positions or departments for their risk mangers or risk management
departments.

Nowadays, Risk Management is considered as the main and first part of each and every suc-
cessful operations. It has been expanded and became an integral part in political structure of
countries.

By Risk Management, one can: Identify all perils / risks which are exposed to his operation
or his existence / Measuring the identified perils and risks / Proposing choice and methods to
manage such, identified and measured risks and finally making sure that the system adopted
to manage such risks will smoothly operate and administrate as long as the exposures are in
existence,

Risk Management is classified into only three methods; 1- Avoid a risk. if it is at all POssi-
ble. 2- Retain a risk.3- Transfering a risk to either an insurance company or non-insurance
company.

A risk manager duties will concentrate on the above methods and he by using various tech-
niques and studies, will create situations and conditions for a company (o continuously sur-
vive and be able to maintain its earning power,
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In Kazakhstan, the subject of risk management was proposed and is considered by few edu-
cational institutes in early 1996 and gradually draw more attention. It goes without saying
that, Risk Management will prove to be an important part in transitional economical envi-
ronment of Kazakhstan. The risk management graduates. no matter of their working places,
will gradually propose methods and adopt policies which enable the country to successfully
pass through the present transitional sphere and reach toward the main economical reforms
which the authorities and policy makers are targeting.

On continuation of our discussion we will consider the importance of this subject when
selecting and managing a project together with a consultant. There are many consultants
active in Kazakhstan on different issues, legal/ audit / telecommunication / education / ener-
gy. utilities, etc. Liaising and coordination with such firms, either Local or International and
making sure that the project in question will receive the value as originally assumed is a con-
siderable difficult task. Risk Managers can play an important role in dealing with consultants

and making sure that the targets are achieved as planned and expenses and fees charged by
them are fully justified.

A risk manager who is in the process of selecting a consulting firm first and foremost should
select a firm and partner with whom he feels comfortable working.

After all, the project could take a long to finish. When soliciting a consulting firm, risk man-
agers should ask themselves the following:

Is my company one of many clients to consulting firm is currently working with on vari-
ous ongoing projects?

Is the firm unproven, and am I willing to subsidize its learning curve?

* Can the consultant devote the time necessary to get to know my business and what I seek
to accomplish on this specific project?

Is the firm licensed in my Country?

Discuss the firm's failures with it. What did the consultant learn as a result of these failures?
Make sure to check for conflicts of interest before entering into negotiations.

Obtain resume of the individuals who would be assigned to your project. What experience do
they possess? Whalt is their educational background? What is their cost?

The risk manager seeking to control consulting costs should also consider smaller firms and
individual consultants. Many smaller firms and individuals can perform the project as well
as the larger firms for substantially less. Many independent consultants have as good if not
better experience than their counterparts in the Big 5 consulting firms and their costs are sig-
nificantly less. Do not afraid to interview these individuals.

Check job references and determine which individuals were on the project. Check with the
potential consulting firm to see if these individuals are still with the firm. Many of the larg-
er consulting firms have high turnover. These firms will still list the projects as references,

but many of the individuals who preformed the work may no longer be employed with the
firm.

Is the firm a "Can Do" firm or do they just intend to figure out what needs to be done and
have someone else do the work? Do they have the manpower to roll up their sleeves and get
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the job done?

Appoint a liaison officer from your company to interact with the consultants, This ipdividt_ml
needs to oversee the consultant’s progress and be available for interpretation and project guid-
ance. Budget overruns need to be approved by this individual.

For long-term projects discuss expense reimbursement up front. and incorporate the results
of these discussions into contract wherever possible. Items that need to be agreed to up front
are vary, prepare a checklist base on the concept.

Partners at large firms will attempt to sell you other services that you may or may not require.
Their rationale for hiring them over equally qualified individuals who charge substantially
less, is that their firm can provide you with a plethora of services. Today with the Internet and
other online services, consultants in just about any field can be located. If you require these
other services do not hesitate to contact other firms. There is no reason why two or more
firms cannot work on separate projects within your company.

Beside the Big 5 Consultants in Kazakhstan Market, there are many others in dil't'ct_?:m
Consulting activities area. Starting from Education to E-Commerce and Oil And Gas,
Utilities etc., it is direct responsibility of Risk manager to make sure the requirements which
his company is looking for by concluding the consulting contract are fulfilled and not what
the consultants expect to perform within the contract. The use of spreadsheet is one way 1o
determine if the partner or other consultants may be over billing on your project. At the same
time this type of accountability will weed out unauthorized expenses that are recouped by
adding additional hours to the project. The majority of the projects in Kazakhstan Market are
either few years old, with less than 10 years practical experience or are al the beginning ol
take off. The tendency and passing new laws and or amendments 1o current legislations clonr
ly speaks about, the fact that things are in process of improvement. The authorities e
extremely keen making sure that things are realized in proper manner und s pet
Internationally acceptable ones, but obviously time and experience plays an important role in
this sector as well.

Banks are required to have their own risk managers and works as per risk management man-
ual, actuaries are being trained and working with specific rated reinsurance companies are
only permitted. On the other hand, preparation of all requirements in-house may prove (o be
expensive, therefore Firms and organizations might find it more economical to use the
Consultants available. These consultants may be independent consultants or contract cmplpy-
ees. Contract employees are covered by the firm's liability insurer, and taxes may be with-
held. Independent Consultants provide their own liability insurance and pay their own taxes,
The disadvantageous to this approach are that it does not I(l:ck in cx_msullams. who may not
be available for your project. If the consultant firm is_hirmg outside consultants to assist
them, they may be charging a surcharge for those individuals. A reasonable charge may be
necessary 10 cover insurance expenses and some profit. Many times, nulst‘dc cunsullan}s will
be replaced by the consulting firm's own employees coming off other projects, whlo often do
not possess the same expertise. This will cover additional cost to the client for their learning
curve,

A similar approach can be conducted by Risk Manager into any other issue. The point is how
far companies are prepared or geared up to involve their risk managers.
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During the last few years, we have witnessed failure of various projects due to issues, which
easily could have been avoided as of the beginnings.

New Investment era and market in Kazakhstan encouraged and will bring various companies
into operations. Lawmakers and authorities are trying their best to ease the obstacles and
attract as much investment as possible. But fundamental differences between traditional
approaches of multinational investors and local legislation and formalities cannot be wiped
out in a matter of forming a new law or an amendment to a bylaw for protecting foreign
investment.

The least for an investor is seeking compensation from an insurance company regarding the
losses occurred. Recovery and coming back to business again after a loss is getting extreme-
ly difficult. Companies are considering and planning on very competitive margins to com-
pete.

Involving risk management program into the project as of the beginning enable the parties to
concentrate only on their specialties. Risk managers can divide projects into various stages,
depending on the concept. 1E, Pre-Contract Risk Management, / Risk Based Project Risk
Management./ Project risk management and assessment, etc. each and every stage will again
be broken down to other parts. And finally there will not be any sudden issue or hiccups,
which have not been considered or thought about.

Risk manager vision into the deal / project is completely different from the others involved
in the deal. His duty is to look and imagine for reasons, which can cause delays or stop or
damage the project. Simultaneously to this vision, he is considering methods to avoid such
stoppages. He considers issues which cannot be seen and or imagine by the specialists and
professionals.

Similar attitude and plan by Risk Management departments enable the politicians,
Governmental authorities, Ministers, Municipals etc to make sure that the out come of the
policies, projects, changes, reforms will bring results anticipated and more over budgets and
costs to be justified.
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Sagindyk S. SATUBALDIN
""Asian firisis: Causes and lessons'', Almaty: 2000, 680 pp.

Globalization, the process of integration of national economies, makes the world economic
system vulnerable to shocks and crisis similar to the most recent ones in Asia. Dr. Satubaldin,
in Asian Crisis: Causes and lessons, argues that globalization does not necessarily mean
solving the economic discrepancies of the last century. Instead, mankind seems to prefer
becoming the hostage of a world economic system in which a few highly dynamic, transna-
tional companies dominate, and the number of stagnant national economies increases.

The Asian financial crisis has become the initial shock for a global economic system, which
has an unprecedented movement of capital and goods across national borders, and a growing
oligarchy of interstate and transcontinental financial institutions. This economic interde-
pendence has been the reason for the main peculiarity of this Asian economic crisis; the
breadth of its impact and its lingering results. Based on Dr. Satubaldin's assessments, the
most serious consequence of the Asian crisis has been the destruction of geo-political bal-
ances. This crisis has influenced both countries that have entered into a post-industrial era
and developing states with their traditional exports of natural resources. The impact of the
Asian crisis was fully reflected in the crash of the international stock exchange market in
1997, ending Asia's economic boom.

The author believes that the original, true causes of the Asian crisis are manifold: impetuous,
uncontrolled economic growth, resulting in overproduction; poor management by incapable
governmental institutes; inconsistent democratic developments; and, corruption. Additional
factors include monetary speculations, fictitious capital, and international conspiracies.

The Asian crisis was not simply a financial crisis. The author also points to the crisis in soci-
etal structures and industrial and social relationships which, in turn, allowed international
associations to model possible scenarios of uncontrolled globalization. There are some
grounds to argue that there will be two-side alliances that will play a dominant role in the
economy of the region (e.g.. USA-China, USA-Australia, USA-Japan).

Dr. Satulbaldin believes that the actions of the Pacific Rim countries and the reaction of their
governments were quite professional in how they handled the consequences of the crisis.
Long before the crisis, some far-sighted economists warned others of the illusive universali-
ty of economic regulators and financial instruments. For instance, the sterilization of capital
flows would undoubtedly lead to budgetary restraints, cuts in social programs, a deteriora-
tion of the investment climate, and stagnation. The IMF's recommendations proved to have
had little effect in improving the situation in the region, as well. IMF donors, the "Big Eight"
countries in particular, found themselves very frustrated about the loss in purchasing power
for such a large region and the reduction in economic capabilitics of the Asian national
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economies.

The author defines three types of national models and anti-crisis programs. The first model
embraces those countries that are actively being assisted by IMF (Korea, Thailand,
Indonesia). The second model is represented by Malaysia, which rejects foreign financial aid
due to the economic and legal conditions which such aid entails. And finally, the third model
which includes those countries that were able to limit the negative consequences of the cri
sis (e.g., Singapore, Brunei, and to some degree, Taiwan).

Taking the most illustrative country examples from each model. the author thoroughly exam
ines stabilization and anti-crisis model mechanisms. He also analyzes the essential premises
that lead from crisis and stagnation to stable rates of economic growth (e.g. restructuring of
the financial-banking system, liberalization of the economy, democratic and political reforms,
positive transformations of social and educational politics).

Sagindyk S. SATUBALDIN
" '"Dragons' and '"Tigers' of Asia: Would the Kazakh 'Snow-Leopard’ be able to follow
their paths?", Almaty: 1998, 680 pp.

The extensive economic development of East and Southeast Asian countries, so called "drag-
ons" and "tigers", is deeply investigated and analyzed in this monograph. However, the
author does not limit himself only to these countries. He expands his analysis to highlight the
similarities in economic processes in the regions of Latin America. Europe, and Australia, ns
well as in Asia.

The book outlines characteristics of these countries and the sequence of developments which
have facilitated the swift socio-economic development of the Asian "tigers" and "dragons”.
These characteristics and events include:

® An advantageous geographic location, with access to a sea or ocean for importing and
exporting goods;

* Tight social policies, and a stable socio-political environment;

® A favorable climate, which can allow rapid growth in output of agricultural goods and
exports, resulting in the accumulation of foreign capital;

* An enormous resources of cheap labor, as well as an embedded culture of tradition, dis-
cipline. tolerance, and self-sacrifice;

¢ Countries with comparatively small territories, a high density of population, and a max-
imized mobilization of available resources:

* Strong industries, and investments from the USA, Japan and other countries.

The author's analysis extends to explain the difference in approaches to country-specific
Issues, which have been formulated by the history, geography, demographics, and other fac-
tors, Japan, South Korea, Taiwan, Singapore, Hong Kong, Thailand, Malaysia, Indonesia, the
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Philippines, Turkey, Iran, Pakistan, India. Australia, Brazil, Argentina, China and Vietnam
are considered. In tracking the stages of Kazakhstani reforms through this prism of world
experiences, the author indicates that many of the stages of economic development in
Kazakhstan coincide with stages that the "dragons" and "tigers" went through at the begin-
ning of their transition.

In contrast with other Asian countries, Kazakhstan's monetary policies were not sufficiently
supported by industrial policies as these industrial policies were blocked by the socio-eco-
nomic problems that Kazakhstan faced following the collapse of the Soviet Union. At pres-
ent, reconstruction of the industrial sector with new technologies must become a first priori-
ty of the economic politics. The oil and mining industry needs to be the engine of economic
development in Kazakhstan.

Based on extensive analytical material gathered in this book, a reader may see that
Kazakhstan has all the conditions to succeed in its economic development and could even
avert all the complications that the "tigers" and "dragons" have had to deal with. The author
concludes that while Kazakhstan cannot automatically adopt the experiences of the "tigers”
and "dragons”, nine lessons learned by the Pacific Rim countries can be successfully applied
in Kazakhstan,

1. Industrial politics are one of the key instruments. As seen in the experiences of China and
the Republic of Korea, industrial politics must be based on a system of priorities, which inter-
change in the course of solving various tasks. The most rational forms of state support and
involvement in prioritized sectors of the economy are fully described in the book.

2. The establishment of special economic zones have proven to be very practical in China and
Taiwan. Similar economic zones have been created in Kazakhstan.

3. An educated work force, modernization of technology, and investment in R&D are very
important for successful economic development. The lack of an educated work force is cur-
rently not an; however, in the long run, this may become a key problem.

4. Regional politics need to be considered, and constitute an important problem for
Kazakhstan. Suggestions regarding this matter are reviewed in the complex strategic pro-
grams of some regions in Kazakhstan (e.g., Almaty and Atyrau oblasts).

5. State price policies, the function of natural monopolies, and tax politics require a great deal
of attention. Based on the experience of several countries, the author sets forth a series of sug-
gestions (0 make the taxation system fiscally sound and to stimulate growth in local manu-
facturing.

6. The protection of internal markets and the support of local manufacturers also require sig-
nificant attention. Many countries of the Pacific Rim have implemented similar policies at
some stage. It should be noted that some elements of such policies have already been imple-
mented in Kazakhstan.

7. The support and promotion of exports remains very important, even in times of a world-
wide economic crisis. Using the experience of Japan, the Republic of Korea, Taiwan, and
China, the author outlines a series of proposals, which can be applied to Kazakhstan,

8. Land reform in Taiwan is analyzed in order to introduce several policies that can be fur-
ther implemented in Kazakhstan. Dragons and Tigers of Asia underlines the relationship
between private enterprises and the state.

9. When radical economic changes are introduced to a country, this necessitates an actively
involved state. On this basis, the author explores both the practice of indicative planning and
methods of task-oriented planning, which is beginning to acquire some greater meaning in
the Republic of Kazakhstan today.

In Dragons and Tigers of Asia: Will the Kazakh snow leapard be able to follow their paths?,
the critical approach taken to explaining the methods of reforms undertaken in the acific
Rim countries, and the conclusions drawn from this analysis, provides an opportunity (o
avoid similar mistakes and minimize the possibility a financial and economic erisis in
Kazakhstan.

Jh‘——- 1l

KAZAKHSTAN INSTITUTE
OF MANAGEMENT, ECONOMICS AND SSTRATEGIC RESEARCH
(http://www.kimep.kz)

The mission of Kazakhstan Institute of Management, Economics and Strategic Research
(KIMEP) is to provide the young people of Kazakhstan with the skills and knowledge
necessary 1o pursue prosperity and stability for the entire nation through competent and
ethical leadership in business and government. In order to fulfill our mission, KIMEP
offers graduate and undergraduate programs comparable with international standards in
Business Administration, Accounting, Economics, Public Administration, and Social
Sciences. KIMEP seeks to select students from among those who demonstrate leadership,
talent and language capabilities irrespective of race, gender, ethnic origin, or financinl
means and is constantly striving to provide the highest level of instruction in cconomics,
business, public administration, and continuing education. The idea of the Institute dates
buek to early 1991, when President Nazarbaev, acutely aware of the Republic's urgent
need for trained personnel, asked Doctor Chan Young Bang to create an entirely new edu-
cational institution in Almaty, staffed by foreign instructors and operating according 1o
the highest academic standards of the Furopean Community and the United States.




THE KIMEP CENTER FOR RESEARCH AND DEVELOPMENT
(http://www.kimep.kz/research)

The KIMEP Center for Research and Development was established in 1998 in order to stimulate
research, contribute to disciplinary knowledge, and build capacity within the local faculty and student
body. The Research Center strives to identify and concentrate on critical issues pertaining to the
region. It collects, evaluates, and distributes research materials with the assistance of the three KIMEP
academic Departments of Economics, Business Administration, and Political Science and Public
Administration,

Since 1ts establishment, the main objectives of the KIMEP Research Center have been

- to conduct social survey studies on economic, social and political issues;

- to study and analyze economic, business and government issues:

- to study interethnic relations in the Central Asian region with a focus on Kazakhstan;

- to publish a scientific journal, moniographs. research papers, articles, etc.:

- to organize and conduct conferences, seminars and workshops at the national, regional and interna-
tional levels;

- to establish collaborative research projects with local and foreign research centers,

During 2000-2001, five important conferences were held: KIMEP-Yale Seminar on Economic Growth
and Human Development, two Conferences on Student Research Activities, NBR workshop on Oil
and Gaz production in Kazakhstan and INTRAC Workshop in the framework of the project on NGOs

and Civil Society in Kazakhstan.
Since its establishment, and especially from the beginning of this Academic year. the Center managed

more than 6 different research projects with some International Organizations as Soros Foundation and
LGI, Hungary, NBR, Washington, FOA, Sweden, INTRAC, UK, Canadian Embassy, Kazakhstan, and
USAID, and hired 8 Research Associates [rom KIMEP and other Institutions for conducting research
and helping the staff of the Research Center, In September 2000, the KIMEP Research Center organ-
ized an Advisory Committee and International Advisory Committee to help with and consult on the

Center's activilies.

Research Center Advisory Commitiee
Habib Rahman, Ph.D., Vice-President, Academic Affairs
Richard Graham, Ph.D., TACIS-MBA Project leader
Golam Mostafa, Ph.D., Dean of Graduate and Undergraduate Studies
Cheong-Hwan Oh, Ph.D., Chair of Department of Economics
Bojan Popovic, Ph.D., Department of Economics
Kairat Mynbayev, Ph.D., Associate Dean of Undergraduate Studies
Vassily Voinov, Ph.D., Department of Business Administration
Ata Hoodashtian, Ph.D., Director of the Research Center, Chair of the Committee

International Advisory Committee
Moon Chang-Sook, Ph.D., Head, Division of Ecnomics, Sookmyung Women's University, Korea
Robert Evenson, Ph.D., Center for Economic Growth, Yale University, USA
James G. Leibert, Ph.D., Chair, Department of Social Science, Dickinson University, USA
M. Van Bengen, Ph.D., Associate Dean of Ph.D. Studies, Maastricht School of Management,
Netherlands
Carlos Martius, Ph.D., Associate Professor, Department of Economics, Oregon State University, USA
Luc A. Scenen, Ph.D., Professor, Maastricht School of Management, Netherlands, College of
Business, California Polytechnic State University, USA
Ata Hoodashtian, Ph.D,, Director of the KIMEP Research Center, France, Chair of the Committee

ort description of research projects for 2000 -2001
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RULES OF SUBMISSION OF ARTICLES

The KIMEP Center for Rescarch and Development welcomes any articles on Central Asia's manage-
ment, economics and social research. Articles should be in English [in exceptional cases it may be sub-
mitted in Russian]. It should not be more than 15 typed pages long. Articles must contain endnotes and
contain a bibliography. Citations should follow APA standard. All articles will be submitted for review.
Please submit one copy of the article in paper and a copy in Hoppy disc to:

Dr. A. Hoodashtian Phone/fax: 7 (3272) 645 607
The KIMEP Center for Research and Development  Phone: 7 (3272) 646 717
Off. 224, 4 Abai Avenue, E-mail: rsentr@kimep kz,
Almaty, 480 100, Kazakhstan hoodash@kimep.kz

THE APA (AUTHOR/YEAR) SYSTEM OF DOCUMENTATION IN BRIEF
(more information is available on http:/fowl.english.purduc.edu/handouts/research/c_apa.himl)

The American Psychological Association (APA) system is a variant on a general approach called the
author/year system which uses parenthetical notes in the text that correspond to sources listed at the end
of the paper under References.

Puncutation of notes
I Parenthetical notes are included within sentences to which they refer.
2. Commas separate name from date when both appear inside a note.
3. An ampersand (&) is used instead of and between authors' names, when more than one name appedars
in a note. (But use and when you mention co-authors in your text. )
4. The abbreviations "p." and "pp." Are used to indicate page and pages, except after volume and issue
numbers.

Listing sources under references
Punctuation

I. Book titles and periodical names and volume numbers are underlined.

2. Titles of essays and periodical articles are not placed in quotation marks {and they are not underlined).
3. Only the first word, proper nouns, and proper adjectives in book, essay. article titles are capitalized.
But all main words in names of periodicals are capitalized.

4. Commas are used between authors' surnames and initials and between authors. With more that one
author, an ampersand (&) is used before the last author's name.

5. Periods separate the main parts of an entry - author. (date). title. publisher.

Format

I. Sources are listed alphabetically by their authors' last names, or when author is not known. by the
first word of the title, ignoring A, An, The.

2. No first names given for authors, just initials (unless two people have the sume names and initials).
3. The year of publication (inside parenthesis) follows the author's name. When two or more sources have
the same author, list the sources chronologically. If two or more articles appeared in the same year, use let-
ters (a, b, ¢) to distinguish them, and list them alphabetically. Repeat the author's naie in each case.

SUBSCRIPTION

2  Central Asian Journal
Subscription is twenty US dollars (USD 20) per year, plus five US dollars (USD §) for Postage and 3 International Pariners: USAID, LGI
Handling for CIS countries, and forty US dollars (USD 40) per year, plus ten US dollars (USD 10) for 4-7 Grants and Fellowships
Postage and Handling for other countries. Checks are to be written in favor of KIMEP [please indicate 4 Education Is the most important factor in life, by Dr. Mostafa
that it is for Central Asian Journal] and is to be send to: ﬁ 5 My expenence at KIMEF, by Ms. Ibrayeva
6 About our Director
Dr. A. Hoodashtian Phone/fax: 7 (3272) 645 607 5  Seoul Exchange Programme
The KIMEP Center for Research and Development Phone: 7 (3272) 646 717 7  SIFE
Off. 224, 4 Abai Avenue, E-mail: rsentr@kimep.kz, 7-8  Central Asian News In Briaf
Almaty, 480 100, Kazakhstan hoodash@kimep.kz Ivili - Selected abstracts from the Second Student Conference
— 1

About LINK in brief

LINK i5 the bi-monthly bulletin of the KIMEP Research Center designed to foster creation of an inno-
vative and resowrceful realm of activities for KIMEP faculty members and students, and to establish
and sustain a robust and mutally beneficial link berween Departments and the Center.

It will report on the internal and external activities af the Center and will be offered to all faculty mem-
bers, staff. and students. This publication is also intended to be a link between the Research Center
and external associates of KIMEP,

INSIDE THE FIRST ISSUE

1 Who We Are. Introducing LINK to KIMEP

1-35,8 Our Research Center

1-3 INTRAC: Work in Central Asia

Intemational Partners: INTRAC, OECD, NBR

Granls and Fellowships

Invest Now to Get Retumns in the Future, by Dr. Mynbaev

Intemational Conference on Critical Thinking, by Dr. Mukhamedkhan
Fiscal Decentralization in Central Asia, by Ms. Nezhina

Central Asian News in Brief

Research Center Advisory Committee

mwmmagm

INSIDE THE SECOND ISSUE

1-2  The First KIMEP Conference on Student Research Activities

1-3 NBR Workshop

1-2 What is happening at the Research Center

INTRAC at KIMEP K

Intemational Partners: YCIAS, FOI

Speaker’s Forum

Grants and Feflowships :
Develop Markeling To Be Competitive (interview with Mr. Bilyalov), by Ms. Zhunisbekova
Last Years' Research Activity, by Dr. Voinov

Carrect Prionties Today - Developed Society Tomomow, by Ms. Kuralbayeva
Student Exchange Program, by Dr. Leibert

Central Asian News in Brief

Announcements

New Staff at Research Center

Selected absiracts from the First Student Conference
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INSIDE THE THIRD ISSUE

1-2 The Second KIMEP Conference on Student Research Aclivities
1-3 What is happening al the Research Center
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The KIMEP Center for Research and Development

MNocnaunwe MNMpeangenta KUM3Ma

MocnaHue npeacenarensi OpraHM3aLMOHHOW KOMUCCUM

Orpomuoii  uecteio s Kaszaxcranckoro WMucruryra MenemkmenTa,
Oxkonomukn n Crpaternueckux Mcecneposanuii 6u10 cTaTh OpraHusalmeii-
ycrpouteneM Broporo Exeroanoro Jlernero CemuHapa, NpOBEAEHHOTO
cosmecTHO ¢ Membekum Yuusepenterom B mione 2000 roga.

B teuenne nByx nemenb npodeccopa Mensckoro YHHUBEPCHTETd H 9KCHEPTEHI
Bcero LlenTpanbHO-A3HATCKOrO pErHOHa THCKYTHPOBAINHM O DPa3iiMYHbIX
MOJUTHYECKHX, IKOHOMHUECKHX M COLMAIbHBIX Npobiemax.

Mpbl  paccMaTpMBaeM 93TO COOBITHE Kak BO3MOMKHOCTH JajibHEHIIero
corpyannyectsa KMMD3Ila ¢ ysacTHukamm ceMuHapa, B ocoboii crenenu ¢
Henvckum Llentpom Mexaynapoausix u Pernonansupix Mccnenosanmii.
[Mobmukanms crenuanbHoro Beinycka LlenrpanbHo-Asuarckoro XKypHana,
NOCBALLIEHHOTO COBMECTHOMY CEMUHAPA, CIIEAYET paccMaTpUBaTh KaK OJIHH W3
BaKHCHUIHX IIAIOB Ha IYTH K 3TOH LICIIH.

Xorenock Obl BBIPA3HTH NPU3HATEILHOCTD -HY [lapHeny, 3aMecTHTENIO IIaBh!
muccun CIIA, 3a To, 4TO OH Hamen BpeMs IONPUBETCTBOBATH YYACTHUKOB
cemuHapa. Ocobyio 61arofapHOCTh 3aC/y)KHBAIOT YIEHbI OPraHH3alHOHHOTO
KOMHMTETAa CEeMHHAPA.

Yan Man Bonr, JI-p HAYK

51 6p1 XOTeN BOCHOJB30BATHCS MPEAOCTABICHHON MHE BOIMOIKHOCTHIO M

Dror enenpanbabii Beinyck Llenarpansno-Asuarckoro XKypHana nocBAULIETCH
Bropomy Exeroanoromy Llerpanbuoasuarckomy Jlernemy cemunapy "Bosmoknoc i
VCTOHMHBOTO POCTA M paBHONPABHS," npoBoMoro MeabekuM YHUBEPCHTETOM.

Opraunsopasneii copmectHo ¢ KUMOIlom, cemMHHap NpoOXoawsi B TEUCHUE JIBYX
Hedenb € 5 mo 16 mons 2000 roga 8 KMMDIle. B cemunape npuusiun yvacrue
npodpeccopon Menbckoro yuusepeutera u 24 meciie/[0BATENS H3 PASTHYHBIX HAYIHO-
HCCJIGAOBATEIBCKHX HHCTHTYTOR LleHTpansioi Asnuu.

bonwiioi vectsio aus KMMDIa 6suto npuuste y ceds goxtopa yerasa Panuea,
npodeccopa MEKAYHAPOJHOH IKOHOMHMKH, [IHPEKTOpA Mennckoro Llentpa
Mekaynapoansix 1 Pernonaisubix Meenenosanuii, u mpodeccopa Podepra Dnencona,
Jlupexropa Mennckoro Llentpa dxonomnueckoro Pocra.

Hokrop MNonun Ixoyuc Jlnonr, Syayun ogHuM M3 UICHOB OPramu3aiiMoHHOro
koMurera, npnbbima B AsMaThl 3apadee a8 OKasaHHA [OMOIIM  HAYYMHO-
uccnenoratenbekomy nentpy KMMDI1a B opranusainy ceMuHapa.

"IKOHOMHYECKHI pocT
"TTpusaTnsnnmn 0

Cemunap cocrosut 13 10 ceximii, OCBeN@BIUIMM TAKHE TEMBI, KAK
i uesnoseueckoe passutue,” "CenbckoxossifcTsenHoe passuthe”,
koppynumd B Kasaxcrane” # T.11.

BHIPIAN T
CBOIO OIarojlapHoCTh HjieHaM OPraHn3auMOHHON KOMHMCCHI M aJIMMIIC T Pating
KHUM?3Ia 3a uX MOMOILL B OPraHN3alHK ITOTO MPECTHKHOIO COORTHS.

Mbl CUHTAEM MAHHBI CEMHHAD XOPOILEH BO3MOKHOCTEBIO LI PASHTIN JaJLHERIIero
corpyaundectsa Mexny KHUMBIlom u Henvckum LlentpoM MesuyHapojgnbix n
Pernonansubix Mecnenosannii.

At KUMOBITa Gonbinoi weersio Gui10 10, 4to npodeccopa Iycras Panne, Pobepr
Deencon, jgoxkrop [Momun Lkoyue Jinonr ns Menbckoro yHUBEPCHTETA, 4 TAKKE

jnoxrop Mwimrnm Hukone w3 [TeHCHILBAHCKOI0 YHUBEPCHTETA COTIACHINCE CTATH
yienamMu perakionHoi kouternn Lenrpamsio-Asuarckoro XKypuasa.

M. Paxman, /i-p nayk,

Bune Hpewent no Axapemmicckuy Boupocam
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Abstracts in Russian

KpaTtkoe copepxaHue craten

Wurap KALBIPYKAHOBA, Anma KYEBAEBA, Tamapa MYPCAIIMMOBA,
Xanbin CAAKOBA, Bonar J1. TATUBEKOB

IKOHOMHYCCKHIT pocT H yeoBeyeckoe passurue 8 Llenrpaibuoii Aznu

Teoperuueckoit 6a3oi AanHOl cTaThy sBUnach ctates I'. Panuca, ®. Crioapra u A.
Pamupeca "IKOHOMHUYECKHI POCT M ue/ioBeUecKoe passurue.”

Pazmen 2 - "JlebaTsl BOKPYr SKOHOMHYECKOTO POCTa H HEIOBEHECKOTO pasBHTHs"
PACKPBIBAET MCTOPHIO PA3BHTHS, OCHOBHBIE TEOPETHUECKHE [MMOJIOKEHHS M
FABUCHMOCTH, CYUIECTBYIONIME MEXLY JBYMS STUMM cocTas/siomumu, B uactnoctu, n
pasiene OTMEYaercs. YTO COrIaCHO OCHOBHBIM TEOPETHHYECKUM [OJIOKEHHIM
npoeccopa I'. Panuca Moo HAGIIOAATE YeThIPE THITA HX B3AMMOOTHOLICHHIT

- MEJUICHHBIH 9KOHOMHYECKHH poCT 1 BbICTpOE HelloBeYecKoe passuTHe - Henoseveckoe
PAa3BUTHE - HEPOBHOE;

- ObICTPBIH IKOHOMHYECKHIT pOCT M
IKOHOMMUYECKHI POCT HEPOBHBII;

- B3aMMOYKPEIUICHHE 3KOHOMHYECKOT0 pocra
AobponeTenbHoe, 1

- B3AUMO3/IBIXAIOUIHACS YIKOHOMHYECKHH POCT H YENIOBEYECKOE PA3BUTHE - MOPOYHOE.

MCJIEHHOE YCNOBCUHCCKOE pasBUTHE -

M YHEJIOBEHECKOro pasBHTHS -

Paspen 3 - "Dxonomuueckas curyaums B LlenTpansHoii Asun" oTpakaer npoLeccsl,
KOTOpBIE IMPOU30NUIH U npoucxonsat B Llenrpansroii Asun nocie pacnana CCCP. B
Pazie/ie ABTOPLI Ie/1ai0T BLIBOIbL, TO CHTYALMS B 9TOM peruoHe 0imska K "mopouHomy
Taiy paisuris.” B Toxke spems Tengentus BBIT k konny 90-X ronos nokassisaer ero
ME/UIEHHBIH pocT. SBisiercs s 310 npusHakoM Gyayliero 3K0OHOMHYECKoro pocra’
ITO OcTaeTcss OTKPLITHIM BOnpocoM., OIHAKO, aHAIN3 CONMATBHO-9KOHOMHYECKUX H
NOJUTUYECKHX M3MEHEHHH TTOKa3bIBACT, YTO MOYMTH BCE CTPAHBI MMEIOT PEallbHbIC
HIAHCHI K CTAOMIBHOMY 9KOHOMHUECKOMY POCTY.

Pasnien 4 - Llens "A" u paszen S - Llens "B" packpbigaior 3asucumoctn mexiy BBIT u
POAOKHTENIBHOCTBIO JKH3HH, PAacXoZaMH Ha 3ApaBOOXpaHeHme, obpaszosaHie.
Jaunble pasjieiibl PACKPBIBAIOTCS € LENbIO MOATBEPKICHHA TEOpUH mpodeccopi
Pannca. Jlannele pasjesnbl HCHOAB3YIOT B KauecTBe OCHOBHOH 0assl mccne1oBaHms
METOAbl PAHIOBOIl KOppeasiuni W perpeccHoHHbiii aHanui. Jlis cpasHeHus
HCTIONB3YIOTCS CTaTHCTHYeCKHe MaTepranel Pecriybmku Kasaxcran.

B 3akmiouMTeNbHON 4acTH CTarhm M B PEKOMEHAALMAX HBRTOPLI  OTMEYAIOT
noATBepxkaeHne Teopun npodeccopa Pannca no Llentpansiolt Asun i pekoMenyiol
[pasurenscrsy 00paTHTLE BHUMAHKE Hi 00€ BIAUMOCOCTARIMIONINE.

|

Xanap ABOUNBOWHA, Esrenuii ANNEKCEEB, Oamup MY3A®APOB, KyHHypa PANBIMEEKOBA

[MpuBJjedenne NPsIMBIX HHOCTPAHHBIX HHBECTHIMI B YTIpaB/ICHHE HMH
B LlenTpanbno-A3uaTckoM pernose

[TpuoGperenne HE3aBHCHMOCTH M HHTErPALIHS B MEHKIYHAPOIHYIO SKOHOMHKY CHEIUI0
BO3MOKHBIM LIeHTPaIbHO-A3SHATCKOMY PErHoHy NMpHBiedb GoNLIIoi 00BeM NPIAMBIX
HHOCTPAHHBLIX  MHBECTHUMIL, KOTOphC SBIATCS IKOHOMHYECKH  Hanbojee
shhexTuBHOl HOPMOH MPUTOKA MEIKAYHAPOIHLIX (PUHAHCOBBIX CpeCTB. B o1amnvme o1
nopreibHbIX HHBECTHIIMI 1 3aiiMOB, OHH CNOCOOCTBYIOT CO3AAHMIO AOTOIHHTE/IBHLIX
pabOuMMX MECT, MOBBILEHHIO KBAIM(PUKALIMH MECTHOTO HACCICHHA, YBEITHUCHHIO
HAJIOTOBBIX MOCTYIUIEHNH, A0CTYITY HA MEKIYHAPOIHBIE PhIHKH.

ABTOPSI AAHHOIT CTATHH AHATM3UPYIOT POJIb MPAMBIX MHOCTPAHHBIX HHBECTHIIMH B TPeX
[enrpanbro-Asnatcknx pecnybankax - Kasaxcrane, Keipreicerane n Vabeknerane,
AHAIN3 NPOBOIMTCH HA OCHOBE [ABYX IPyNn (akToOpoB, BIMSIOUINX Ha pPeIIeHme
HHBECTOPOB: ONATONPHATHBIN  HHBCCTUIMOHHBIN  KAUMAT M COCUMDHICCKIE
NPEHMYIIECTBA CTPAHBI B LETIOM, BKJIIOUAA HATHUME NPUPOAHEIX DOFaTCTH, MrOAnoe
reorpaMueckoe MoNoKeHne, MPHOTHKEHHOCTE B KPYIHLIM  PBIHKAM SO i,
Kasaxcran, Kpiproiseran # Vi0ekucraH HMEOT MHOTO OOHICIO B (hOPMHPONIIIN
MHBECTHUHOHHOTO KJIMMATA: MPHBEPKEHHOCTL PHIHOYHBIM  N1PEOOPASORINITNM,
HOANTHYECKAS CTabIIBHOCTD, HAMYNE TIPHPOIHBIX PECYPCOB, KBAIMPHMIMPONMIIIN I
Aetenas pabouas cuna.

B HanboJiee BIroHOM nojiokeHnn cpein LIeHTpanbHO-A3HATCKHX CTPAH HUXOMMICH
Kasaxcran, kotopstii ssasiercss sropoit crpasoit 8 CHI' no obGnemy nusectmimi
Gaaromaps, B OCHOBHOM, NMPHBATH3ALNAH KPYMHBIX CTPATETHHECKUX TOCYIMAPCTHEHILIX
NPEIPUATHI B A0ObIBAIOLICH TPOMBINUIEHHOCTH. [TpaBUTEILCTBAMI BCEX TPEX CTPiil
OBLUTH APEANPHHATEL YCHIMSL [0 YIYHIHEHWIO HHBECTHLHOHHOTO 3aKOHOAATENLCTHI,
ONHAaKO, HACThIe W3MEHEHHS M TOTIPABKHM MOJOKEHHMI M 3aKOHOAATE/ILHBIX OKTOB,
HCUETKHE CTAHIAPTHI NPensaTeTBYIOT A3(hekTHBHOIN padoTe HHBECTOPOB.

PekOMEHIALIMA ABTOPOB 10 YAYHILEHHIO MHBECTHIIHOHHOIO KinMata B LlenTpainno-
ASHATCKOM pErvoHe BKJIIOYAIOT YIyUIIECHHe 3aKOHOAATENbHONH 0asbl, ynpouenue
PEIHCTPALMOHHBIX H HAJIOTOBBIX TIPOLEAYP, YIy4lICHHE NPOIPAUHOCTH H HANCKHOCTH
CHCTEMBI, pa3paboTKy fCHOI HHBECTHLUMOHHON CTPATErHM C YCTKHM BLIABJICHHEM
IPHOPHTETOB,

Crenna BUNANOBA, lNynbHosa CAWAASMMOBA

Hpunamsauuu DANKOBCKOTO CCKTOpA B CTPAHAX NEPEXO/IHONO NCPHO/LR

TeoperHuecku nPUBATHIALIA DAHKOBCKOI'D CEKTOPA UMECT P HPeHMYINectn. bunku
HOAYHAIOT  BOIMOKHOCTE  DPHBICKATH  JLONOMMHTCHLHLIL  KAIMTIL  BHEHIn
HHBECTOPON, HX ACHTEALHOCTL CTanonmren Goee Hesapneumol 1 npospainoi,
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MOBBIILAETCA YIPABICHYECKHH YPOBEHb, YBEITMUHBACTCA TpaHc(epT COBpEeMEHHBIX
GaHKOBCKHX TEXHOIOIHH, BO3PACTACT OTBETCTBEHHOCTD MEpe/] AKLMOHEPAMH, 4 TAKKE
YEPEenisioTes NPUHIKIIG KOPHOPATHBHOIO yupapieHus. Bcee sTo Bamser Ha
spdexTuBrocTs pabotel Gankos. INlosennenue s(pdexrnBrocTi GaHKOBCKOI chepst
HANPAMYIO CBA3AHO € PA3BUTHEM Beell (PUHAHCOBON CHCTEMBI TOCYNACTBA, BKIOYAsN
PBIHOK LIEHHBIX Oymar, a TakkKe NPHBICKATEIBHOCTh CTPAHbl JUIS HHOCTPAHHBIX
HHBeCTOPOB. Bonee Toro, rocynapcTBeHHbIH BIOKET MOMOIHACTCH 34 CHET NPOAAKH
rocy1apCTBEHHOM J0mn B OaHKEX.

Henbio faHHoi paboThl ABISETCH HCCTIOBAHNHE BIHAHHS IPHBATH3ALMK GAHKOB Ha MX
HPGEKTHBHOCTL TTyTEM CPaBHEHHS M3MEHEHHS I'OCYJAPCTBEHHON IOMHM M APYTHX
HHIHKATOPOB AedareibHocTH dankos. Tak, manpumep, Obuta HaiiieHa Koppeasins
MEILY CHIKCHHEM I'OCYaPCTBEHHON 10U H YBEJIHYEHHEM HHOCTPAHHOTO yqacTHs, 4
TAKIKE CHIIKEHHEM JIOJTH HENOrallleHHbIX KPenToB B 061emM noprdee saiimon. Cnabas
KOppessiinst  Obula  BRISIBJIEHA MENAY TOCYIApCTBEHHOH Jjoneil u  odhemom
KPe/IMTOBAHMS B npoueHTHOM OoTHOoweHnn kK BHIL Otciopa cieayer, uro B 1enom
NPUBATH3ALHA OIAroNpHATHO CKasbiBaCTCs HAa GAHKOBCKOI JICATEILHOCTH.

Taxxe naercsa ouenka ek THBHOCTH M 0030p npobieM NPUBATH3AUMM B CTpaHAax ¢
NEPEXO/IHON JKOHOMHKO#, Bimiodasa Beurpmio, Kasaxcran, Kupruscran, Poconio.
V3bexkucran u ICToHNIO. B 3aK1I04EHNM CTATBLH NPHBOAATCS PEKOMEHIAIHM U CTPAH,
HAXOAAINXCA Ha NMPe/-ITPHBATH3AIIMOHHOH CTAIHH,

bununn M. HUKONC

O meronax npusaruzanun, npuemiaemsix s Llentpansnoii Aznn

B jaHHO# cTaThe HA OCHOBAHWM H3YUEHHs OTBITA JPYIHX CTPAH ABTOP AHAIMZHUPYE]
METO/Ibl NPHBATH3ALNHN, KOTOphie Haubosee npuemieMsl juts crpad Llenrpanshoii
Asun.,

[Tporpammsl  Maccosoi npusatusaunn LlentpansHoit u Bocrounoii  Espornin
cuuraloTes "npectyniueHusaMu peka" u "Benmuaiimmmu rpabexamMu B MHPOBOI
ueropun." C niepBoro Birigaa 9Ta KPHTHKA OCHOBBIBAETCA Ha IPUCBOEHHH
NPHBATH3HPYEMBIX AKTHBOB NMPHUBHIETHPOBAHHBIMH JTHIAMN. OIHAKO, KAK YTBEPHKIACT
ABTOP JAHHON CTATHH, MPHCBOEHHE SABIACTCA TONLKO cHMITOMOM. JlelicTBATE I BHBII
NPOBAT MACCOBOH NPHBATH3ALIHH ITPOUCXOINT B TOM CITy4ae, KOT/1a HE COINAIOTCS MK
HE H3MEHAIOTCA HEOOXO[AMMBIEC MHCTHTYThI, TAKHE KaK, HANPHMEpP, NpaBHia, HOPMEL,
CcTpyKTYphl H T.J1. Ilepeaaua B uacTHyio COBCTBEHHOCTH €HIE HE O3HAUAET COBTAHMC
HOBBIX HHCTHUTYTOB; HPH OTCYTCTBHH CPEACTB Ul NOAYUEHMs npHbLUH 07
HCTIONB30BAHUA COOCTBEHHOCTH, COOCTBEHHOCTL TepsieT 3Hauenue. bomee toro, s
3aMOJTHEHHs BAKKYYMa MOTYT ObITh co3aatbl HeDYHKUMOHAIBHBIE HHCTHTY T

]'lpu Bb!ﬁO]’)C METOJ0B HPHBATHIALIMH NMOJHTHKAM HE CIIS/AVET OCTAHABIMBITHCH HA TEX,
KOTOpPhIC obsieruar Focy1aperseHnoe ﬁpCMﬂ. W KOTOpbLIE H anbosiee moOnoONNN

rocyapersennnii 6iowker. Bubop gomken Gurn o60CHOBaAN B KONTECTE HHCTHTYTON,

bes co3zgaHusg HHCTHTYTOB, HEeOOXOIUMBIX [UTA 1TOLIEPHKAHI OuzHeca, HpPUBiTH U
MOIKET MOTEpPNeTh Kpax.

Kapnbiraw KYPAJIBAEBA
"Foanamackas 601e3nb:" NOCACACTBHS H BOIMOKHEIE HHCTPYMEHTRI €€
npeaorspamenns B Kazaxcraue

)
Kasaxcral oOnajaer GOMBIIMMH 3aracaMu NMPHPOIHBIX PECYpCOB, KOTOPbIE Mf.:ll:: ;
[pUHECTH crpaHe Oolibiiue JOXOABI OT HX skcnopra. B KOHTEKCTE OKH/LE %
AHAMHTEIBHBIX IKCHOPTHBIX AOXOM0B DOJBUIHHCTBO HCCIE/OBATEICH MOAHHME X
ponpoc "roUTAHACKOM Hosesnn”, € KOTOPOH Ka3axs’rasj MOKET C'ronxﬂy*rbt]::nb
Gkaiimenm 6yayiem. Urobsl u3bexars Wi, N0 KpanHEH MEPE, MHHHMHM‘!?U

BOIMOIKHBIE MOCTEACTRIS "TOIIAHACKOH HonesHn", BaXKHO nonn-rh.npuﬁnemy;u:::::::;i
M3YUMB €¢ CHMOTOMBI H ODCYIHB BOSMOKHDBIC HHC"r‘pyMCHTbI‘,LUlf ee perfje|1 zm‘ ocﬁoun o
paboTe PACCMATPHBACTCS KIACCHHECKAd MOACITD rOMIAHACKO#H GOHE;{HH ‘u o
ce cumnToMmbl. COracHO 3TOH MOJEIH, OCHOBHBIM npoanfeumm. '[O.HJI{I!.;.[L

GOe3HH SIBISETCA OTHOCHTEIIBHO BBICOKHI KYPC HAIHOHAILHO BANIOTE! B PCillIbHOM

BLIDAKEHHH, HTO MNPHBOAMT K MOTEPE KOHKYpeHTOCnocobnocTn Meulgnx‘
NPOM3BOANTENCH H K IAJCHUIO npousBoicTBa B 0OpabarpiBalomies CEKTOPE
IKOHOMHKH,

B paunoii pabore Takke OOCYKIAIOTCS BOZMOKHBLIC noc/aeCTBIS  "TOIIANICKOM
BosesHn" B HHCTPYMEHTBI LIS TPEAOTBPALICHAA yroii Gonesnn B Kazaxcrane.

Puuapg ©IMNAC
Euie pas o Gesusiepnom Kasaxcrane B csere npod ieMbl SICPHOH YIPO3bl

B craThe pACCMATPHBAETCH 3HAUECHHE H/IEPHOrO BOOPYKEHIA BO BHEITHEH fwnmlpm;
Kasaxcrasa B CBeTe NpoOneMbl sJIEPHOH yrpo3bl. ABTOp YyTBEpKAaeT, UT

OTKA34ABIIHCHL OT SACPHOI0 BOOPYKEHUS B 1995 KazaxcraH TOIBKO ?'ernun vc‘noug
6e30nacHoCTb, [OJINHCAB  PAll cornamennii o OezonacHocTH ¢ POCCHHACKOH
Meepatmeii, Ppanumeii, Benukobpuranueii u CLIA.

Bascueitmeii 3apaucii  Kasaxcranckoi BHELIHEH TOJHTHKH B lEpBLIC TOJIBI
HE3ABHCHMOCTH  ObUTO  pelieHne npodiem He3011aCHOCTH crpaum. nozumf:‘l}i::
senenctane passata Coserckoro Cowsa. Jlngeps Kazaxcranckon Btll‘.‘.‘.lllﬂeﬁ 11:0.1'1.111 L
OCORHABLIN, HTO OTKA3 OT SACPHOIO BOOPYKEHMA M, KaK CICACTBHC, -ﬁcom::mm
GesnsiepHoro rocyapersa dyaer COACHCTBOBATH TOJTYHCHHIO cb“m-mncx[;no ‘H:r:(}:";-m a
Janama 1, 410 Gosee BAKHO, TOMOKET JAPYIHTLCA rm.r.umpm‘cou 'u:'ulc m:t. .“1 -
Fartatit, JAKIOUCHHBIC Coratenis e obecriensanm ABCOIMOTHON BATIHTRI, KOTOPY
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MOTZI0 Obl /IaTh AJACPHOE BOOPYXeHHEe, HO Gaarogaps UM OblI HAMAT NPOLECC
nHTerpammu Kazaxcrana s Mmuposoe coobiiecTso.

ManuHa PYCTEMOBA

Bimanne nanoroobaoxenns na obiacrn

MakpookoHOMHYeCKas M (PUHAHCOBAS CTAOWIN3ALHS, 4 TAKKE CO3IAHNE YCITOBHIl LA
IKOHOMHUCCKOTO pPOCTA ABISAIOTCS OCHOBHOM LEIBLIO 3KOHOMHUYECKOH HOMIMTHKN
Kasaxcrana. OcoGennyio ponb npH perenuy o61mx 3KOHOMHUECKHX TIPobiiem Hrpaet
pernonanbHas monnruka. Kaszaxcram pacnonaraer orpomMHoil TeppHTOpHEil ¢
Pa3sHOOOPAIHBIMH  KIHMATHYECKMMH,  IKOHOMHYUECKHMHM M COLHAIBHBLIMH
XApAKTEPUCTHKAMH. PErHOHBl pasiMyaoTcs 10 YPOBHIO PA3BHTHS B 3aBHCHMOCTH OT
OBeCHeyeHHOCTH TIPUPOAHBIMI  PECYPCAMH, a4 TAKKe TEKYHIeil IKOHOMHYECKOI
cutyaunH. B nacrosiee BpemMst TeMIbI 9KOHOMHYECKOIO POCTA PEIHOHOB B OCHOBHOM
3ABUCAT OT NPOMBIIICHHOI'O NPOW3BOACTBA, KOTOPOE B CBOK) OMEPE/ib OTHPAECTCS Ha
MHOCTPAHHBIC  HHBeCTHUMH. OO0beMbl  JAECHEKHBIX [IPHTOKOB  OMNpPEAEIAIOTCH
HHBECTHIMOHHBIM KitnMaToM Ka3jaxcrana, o/iHOl W3 cocTaBIsIOMIX yacTeii KOTOPOIo
ABIACTCA ONArONpUATHREI HAJIOTrOBLIH pexkuM. B naunoii pabore paccmatpmsaercs
Hajsorosas cucrtema Kazaxcrama, B YACTHOCTH HAJIOTH HA HEAPONONL3OBATENEI.
AHanuzupys 00beM HHOCTPAHHBIX MHBECTHLMIT MOXKHO CHETATh BHIBOJ, YTO
HHBECTHIIHOHHAS MOJUTHKA mochaeaHux sier Owuta ycnemnod, Hecmorps na aro
NMPABUTEILCTBO JIOJKHO PEUIMTE [PodiieMul GIOpoKpaTtHH, (MHAHCOBBIX PHCKOB.
JICHEAHOM CTAOMIBHOCTH M YIyUIIeHHS 3aKOHOAATENLHOMN Gasbl.

I'nasHoii 1enbio skoHOMHUMecKoill nonuTukn Kasaxcrana sBasercs A0CTIDKeHMe
MAKPOIKOHOMHYECKOH M (PUHAHCOBOI CTAOUIH3ALIN, & TAKKE COZTAHUE YCIIOBHMIT LTS
IKOHOMHHECKOTO pocTa. PernoHanbHas NMOAMTHKA MIPAET 3HAYMTEIBHYIO POlb B
pewieHin 06X IKOHOMHYECKHX mnpobiaem. Bnaroaaps orpomuoii TEPPHTOPHH
Kaszaxcran cwibHO pasiuiaeres no KIMMAaTHYECKHM, IKOHOMHYECKHM H COLHANbHbIM
0COGEHHOCTAM. PEermoHsl XapakTepH3yIOTCsS HEPABHOMEPHBIM PA3BHTHEM, B MepByio
OuCpe/ib, i3-32 OOECHRUCHHOCTH NPUPOAHBIMM PECYPCaMH, 4 TAKKe M3-3a TeKyueil
IKOHOMMUCCKON CHTyallni. B Hactosiee BpeMst TeMIbI 9KOHOMHYECKONO poOCTa B
OCHOBHOM 34BHCHT OT COCTOSHHS NPOMBIMUIEHHOCTH, KOTOPAasi B CBOIO OYEpe/lh
NOJATAaeTes Ha MOTOKM MHOCTPAHHBIX MHBecTHUMIT. OO0BheM AEHEKHBIX BIANBAHMIT
ONPEReIsSETCS HHBECTHIHOHHBIM KIHMATOM PECYOIHKHN, OHHOH H3 IJIABHBIX
COCTABHRBIX YACTEH KOTOPOro ABIACTCH ONaronpusTHEIH HATOTOBLIH pexkuM. B januoii
CTaTLE PACCMOTPEeHBl Hajlorosass cucrema Kazaxcrama soobiue, a B 4acTHOCTH -
HAJIOTH, NPUMEHHMbIC K 10DBIME MONE3HBIX HCKONaeMbIX. Ecin nocmorpers na o6mem
MHOCTPAHHBIX HHBECTHLIMIT 33 NOCAEHAE T0/IbI, MOKHO CKA3ATH, UTO HHBECTHIMOHHAS
MOJINTHKA OKAa3anach B LEJIOM yenemHoid. Tem e menee npannrenserso obssano
petmars npobaeMbl GIOPOKPATHH, (PHHAHCOBOIO PHCKA, ACHEKHON Crabisnocty i
VAYHILTCHHS 3aKOHOAATENBCTRA.
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dunmnn M. MPAAC, laynet W. TYPETAEB, Bacunwii I'. BOMHOB

O HeKOTOPHIX BHEIHNX GAKTOPAX, BANSIIOINX HA NN cHADKeHHs!
uHocrpanusix komuanui B Kazaxcrane

B crathe paccMATPUBAETCS HOBBIH BEPOATHOCTHBIN MOIXOA AHAIM3A AHKET ll]’tlt
BpI6OpOUHOM OGCneAOBAHUM  MONYJSILMA.  ITOT HOAXOA  HMMEeT O.qc?."m,“z.b.
111m:1mymecmo nepei M3BECTHBIMH METOAAMH, TAK KdK OH KOPPEKTHO )r‘ll-{ll;[l‘hlli. l.
KOPPENSLMI0 MEKIY PasiuuHbiMM Bonpocamu anker. Mcmonbsys 5ToT H JIpyrie
H3BECTHBIE METOJIbI, POAHATHIUPOBAHO HECKOIBKO TMIOTES, KACAIOMXCH BIMAHIA
pasnnuMbIX BHEWHUX (akTOpoB Ha uenu cHaxkeHus EBponeickux H Cenepo-
Amepukanckux komnanuii B Kasaxcrade.

M3 9THX runoTes OTMETHM CHEYIOHIHE!

1. Epponeiickie u Cepepo-AMEPHKAHCKHE KOMIAHMHM crabee KOHTPOJIMPYIOT CHON
nenu cuabxkenus B Kazaxcranwe mo cpaBHenuio ¢ pweiHkami EBporist 1 C.l.jrlllt.'plll!ii
Amepuky. Jlanmbie, HCTOJIL3OBAHHBIE B ITOH CTAThe, MOATBEPHKIAIOT IHIOTEY JUb
CesepHoit AMEPHKH 1 HE TOATBEPKIAIOT - Uit EBpOTibL.

2. Esponeiickne 1 CeBepo-AMEPHKAHCKHE KOMIAHHH HAXO/UTCH Ha Gostee nucokoi
CTYNEHH MHTerpaimi cBoHX wereii cuabxenns 8 Espone n Ceneproit Amepnie 1o
cpauennio ¢ Kasaxcranom. Jlannpie He NOATBEPHKAAIOT ATy IHIIOTERY.

3. Vikazaususie Buime Komnanuu B KasaxcraHe HCOOMB3YIOT MEHEE CONPEMETHTIC
undopMalonasie Texnonornd, yeM B Espone u Ceseproit Amepuke. Jlamiie e

OTBEPIraloT 5TY THIOTE3Y.

4. Puimounsie crpaterun Espomneiickux u Cesepo-AMepHKaHCKHX rkommmuﬂ "
Kasaxcrane oTnuaiorcs or Takossix B Esporie n CesepHoit AMepHKe, i IHiores

HCIOJIB30BAHHBIMH JaHHBIMHA OTBEPIACTCH.

5. B Kaszaxcrane uMeercs HEbid P/l MOJHTHYECKHMX. COUMANIBHBIX M KYJILTYPHLIX
(aKTOPOB, KOTOpPBIE OTPULATEIBLHO BIMAIOT HA ONEPALMH, CBABAHHEIC C LEHAMMN
. cnaGkenns Esponeiickux  n  Cesepo-AMepukanckux — Komrauui.  Jlanune

MOTBEPIAAIOT ITY FHIIOTESY.

Ara XYAAWTHUAH
[ nofaamsanms: KpaTkoe HeeaeoBanme

I » ')
"Yro rakoe rnobammsanua? Kora noKak 3apojuiioch 910 BCEMUPHOE JIBIDKCHNE!
Kakontl ero  raspusie  nocaeacrsun?  Sopasercs  ju 910 JIBHOKEHHE  TOJILKO

muuw' eeriM? G Het, 1O KAKHE APYIHe ACTICK TR CEAYET IPHITHL KO BinManie?
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- TAKOBBIMH ObLITH OCHOBHBIE BOMPOCHI, OCBEIIEHHbIE B JICKIHH, [IPOBEICHHOIT aBTOPOM
CTYICHTAM BTOPOIO H TPETBErO KYPCOB (hakynbTeTa MEKIYHAPOAHBIX IKOHOMHYECKNX
ornHomennit Espoasnatckoro Mucturyra Peika r. Anmatel B smuBape 2001 rona.
Hannasg cTaThs HE 1a€T OKOHYATEbHLIX OTBETOB Ha BCE BONMPOChH!. [IIABHOM ee Lenbio
ABJAACTCA O3HAKOMMTEL, HHTATENs! C HEKOTOPBIMH TEOPETHUYECKHMU KOHIIENIIUAMM,
SABJISIOLHMHCH OTIPABHBIMH TOUKAMH B [POLECCE TMO3HAHMS MHPOBOH CHCTEMBI B
LCJTOM M INOHATHA I'.‘IDGEUI]‘I'S&IL[HH B HdCTHOCTH.

ABrop Jaer oOmee onucanne riodANN3ANMH KaK HOHATHS. TAKKe IIPeACTABJIEHDI
HEKOTOPLIE 1TOJIEMHUYECKHE HIOEH O TIOCISACTBHAX 3TOIO BCEMHPHOTO aBmxkenns. [enas
AKLEHT Ha raodammsallii M BECTEPHH3ALMM - MENJAYHAPOJHOE IKOHOMHYECKOE
JIBIDKEHHE, BXO/Uililee B paMKH rj1o0anusanmu - aBTop OCBEUAeT NpodJIeMy
KOH(POHTALIMH BOCTOUHBLIX/TPAIMLIIHOHHBIX H 3aNATHBIX/COBPEMEHHBIX KYILTYPHBIX
LIEHHOCTEH M BO3MOKHOCTH CO3/IaHUA TaK Ha3biBaeMoro "meruccaxa " - komOHHAIINN
LHEHHOCTEH pasaudHbIX KyJabTyp. Jlanee, aBTOp CpPaBHMBACT JIBA PAa3IMYHBIX
MOMUTHYECKHX TOJIKOBAHMS I7I00AMM3AINH, OIHO W3 KOTOPBLIX CBS3AHO C TPYAaMH
MDpancuca DyKyiaMbl, 118 KOTOPOro raolaiu3aliusg He yTo HHOE, KAK TOMOTEHN3alHs
PA3INYHBIX MUPOBBIX KYJIbTYP, BCIEGJACTBHE HEIQ CTPAHBI CTAHOBATCA ONMXKe APYTr K
Apyry. Astop BTOpoii uurepnperaumn - Camioas XaHuTHHITOH - YTBEPKIAET, 4TO
rnobGanu3zauns BeAeT K CO3JAaHHIO TeTePOreHHOTO KYJABTYPHOTO M MOJHTHHECKOrO
MHPOBOI'O MPOCTPAHCTBA.

Pwuapn NrPOM

Bicsian oGpazoBanus B IKOHOMHUECKOE PA3BHTHE

Ve JABHO JIOKA3dHO, YTO HAANYHE CHIPLEBBIX PECYPCOB CHYKHUT HCTOMHHKOM
SKOHOMHMYECKOTO Pa3BuUTHS rocygapersa. Jannetii apryment 6bur oboraieH tem
(akTOM, 4TO MMed AJCKBATHbLIC ChIPHEBBIE PECYPCHl CTPAHA MOXKET HPHBJIEKATH
Kanuran g ux sxeruryataumn. Ho knacenueckas popmyna "Kanuran (HHBeCTHLHH) +
CrippeBbie pecypebl = DkoHoMHuecknii Poct" He onpasjiana cebs Ha npakTHKe.

OfHAKO 10 HEJABHUX TOP 9Ta MOJIeNb ObUTA MCHONL30BAHA CTPAHAMH, NMBITAKIIHMHCS
BLIPBATLCS M3 MopouHoro kpyra Oemxocrn. IlpuMepsl noA0OHOH NPUBEPKEHHOCTH
IKOHOMHHECKON JIOKTPUHE OTIHHHAIMCh HECHOCOGHOCTBIO  IKCIUIYATHPOBATE
MPHPO/HBIC PECYPChI IS JIOCTIDKEHHS SKOHOMUYECKOro pocta (Hanpumep, Manasusi,
bpaswmis u Ungounesns).

Jo nossrnenns pabor takux skoHomucros kak Ilon Poymep, kiraccmueckast Mozent
Pa3BUTHA U POCTA ocTaBnsiia 03 BHHMAHUS CAMBIH BasKHBIH (haKTOP IKOHOMHUHECKOI0
YIpasieHHsd U pasBHTHA - gejoseveckuii xanuran. [To cnosam Poymepa, paszsurue
JIOCTHIAETCH NPH MMOMOIIH JTIOJICH U UX YMEHHI.

OaHako caMo Hace/IeHHe He Bblpitﬁ&‘l'hlﬂilt?‘[' JIMHAMMM, HEODXOMMMBII JU1S Yayuienmns
OIATOCOCTOSHHSA, an OTCYTCTBHH AJICKBATHOTI'O l’iﬁpll’ll’lmﬂ'll‘lﬂ n Oﬁy‘ICHHH Inporpecce

ameserca. Mojiens, TpUBeIeHHas B ITaHHOM UCCIIEJIOBAHMMA, PACCMATPHBAET OJIHH 17
crocoBOB, ¢ TOMOIIBIO KOTOPOTO COBPEMEHHOE O0pasoBaHHE M ODYyUEHHE MOIY1
BLIPABOTATL CHHEPIHIO, HEOBXOAHMYIO [UIS KOHKYPEHTOCHOCODHOCTH Ha MHPOBLIX
poiikax. CoBpeMEHHbIE YIPABJICHYECKHE CTPYKTYPBl M CIOCODBI MX OPramu3aiiim
ZABHCAT OT NPEATOKEHHS BLICOKOOOPA30BAHHON 1 MOTHBUPOBAHHOH paboueit Chulbl,
KOTOpasi SBISCTCH JABMOKYuiEil cuiioif skonomuueckoro mnporpecca, [losromy
MHBECTHIIMH B 00pa3oBanue SBISIOTCA JIYHMIIHM BKIAJIOM, KOTOPOE MOMKET CHACHAThH
CcTpaHa.

Nuunceca OYBAHOBA

PazsuTie KanuTAIH3MA B HOCT-KOMMYHHCTHYECKHX CTPaHax:
JICBHATHBHLIE MOIC/IH NO3JHEN0 RKANHTATHTHYCCKOI'O pA3BHTHI

Jlannag craThs MpeacTaBiser CoOO0il TEOPeTHHECKMH AHANMS HTHKO-COLMAMLILX
npobieM NEPeXoaHoro MepHoia B CTPAHAX LEHTPANbHONH M BocTouHOi HEuponn, o
taike OwBero Coserckoro Cowsa, ABTOp yKaspIBa€T Ha JBA IPEeHsTernmg n
crasoBieHnn kanutanuima B Bocrouynoit Espone u 6siBinx Coserckux PecnyOmmkny:
OTCYTCTBHE PAa3BHTONH CHCTEMBI NPEANPHHUMATENLCKON HTHKH N HEPAINHTOCT )
rpaxkianckoro obuecrsa. JlaHHble XapakTePUCTHKH MOCT-COUNMIHCTHUECKOTD
pa3sBUTHA TPEAOTPEACIAIOT OTKIOHEHHE HKOHOMMHECKOTO H COLMO-TIONMTHMECKOIO
pasBUTHS B HMOCT-CONMATHCTHIECKOM TPOCTPAHCTBE OT KiaccHueckoll anbepuiiiol
TEOPHH KATTHTAIN3MA 1 TIPAKTHKH KATTHTATHCTHIECKOTO Pa3Bitist Ha Jarie.

JUis 0OBSCHEHNA JTOTHKH W OCODEHHOCTEH KAIMTAIUCTHUCCKOIO PASHHTIN I HOCT-
COLATMCTHYECKNX CTPAHAX ABTOP TpewraraeT oOpaTHTLCH K TeOpHi "oTHoCHTeLHO N
IKOHOMHUYECKOTT OTCTAIOCTH", NPEAIOKEHHOH IKOHOMHCTOM A, T'eplienkpononm »
cepeptne 20-ro Beka, COIMACHO KOTOPOH OTKIOHCHUS OT KIACCHYCCKON  MOJE I
KAIMTAJIMCTHUECKOTO PA3BUTHS B TIOCT-COLMAITMCTHYECKUX CTPAHAX NPEACTARIIOTEH
npoaykTaMu (GOPCHPOBAHHON KannTaam3aimun (TaK HasbiBaeMBIil "Kammraimim
ceepxy"). CrTarThsd AKUSHTHPYET BHMMAHHE HA NPEUIPHHHMATEABCKON HTHKE W
MIUTHBHAYATBHOM MHBECTHIMOHHOM KaNHTAIE KAK HEODXOAMMBIX MPEANOCHUIKAX
KanuTaimiMa. ABTOP JeNaeT BBIBOJ, YTO LEHTPAlbHAA POJib TOCYAAPCTRA (KAK
ZAMEHHTES YACTHOH MNPeAnpHHUMATENILCKON ACATENLHOCTH W HMHANBHAYILHLIX
MHBECTHUIHIT) HA HAYATBHOH CTAAMH KANHTATHCTHYECKOIO PA3BUTHA NPELONPEACIHeT
YHUKATLHOCTE (POPMHPYIOLIAXCH IKOHOMHHECKHX H TTOMMTHUECKHX HHCTHTYTOR B 11OCTS
COLHAIMCTHYECKHX CTPAHAaX.

Xomn MOTAMELIIA
PoJih pHEK-MEHEUKMEN T B HOBCCANCBHON KNI

yIIPlIHJ'ICI'IHC PHCKOM = 910 HOBAS C(IJDpil BTEeXHOJOIMM, 1 B CTATHE ABRTOP HBITACTEH He
FOABKO  ONMHCATEH  KOMUEHIHK, Ho " ODBICHNTL U!IJUPI-I CC HMCHOALIOBIITNY,
Heonpeaesenmoct eer/um Ghui OANOR Y TIARNIX IPETPIL I YT HET0Beeckoro
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nporpecca, W YeM YycrelrHee Mbl crpaBisieMcs ¢ 9T0H npobsiemoii, Tem 0onbine
BOMOKHOCTEH JUIS TPOrpecca Mbl HMeeM.

B 510ii craThe roBOpUTHECS O CAOKHOCTSX B OTHOIICHHAX C KOHCYJILTAHTOM U O POIH
PHCK-MEHE/DKepa BO BHEAPEHHN TOrO Wil uHoro npoekta. Mo yreepikienuio asropa,
HNPHHIHIIEL PHCK-MEHEKMEHTA MOTYT OBLITh UCNONL30BAHBI B MIOOLIX AcnekTax Haluei
MOBCE/THEBHOH KU3HM,

1 Croso "meTuccax” npoucxoauT oT thpaHu. métisser, 03HavaloWero "cMelunsaTs, KombuHuposaTh."
MHTepecHo, YTo B aHIMMACKOM A3bIKe Takoro cnoBa He cyulecTeyeT. [laxe Bo (paHLy3ckom sigbike OHO
HE MCTIoNL3YeTCs B TOM pakypce, B KOTOPOM OHO MCMONbIoBaHO B 9TOM cTatke. Métisser (B nepesoae
Ha PYCCKWIA - METWC) Taike O3HavaeT CMeck pasnuuHbix pac. K npumepy, pebeHok achpukaHua w
dhpaHuykeHin Byaer cunTatbea MeTcoM. TepMuH "MeTUccax LeHHOCTeR," nenonbayemsiid B AaHHO
cTaTbe, AOBOMLHO ChneyndUUeH 1 UMeeT HEeCKOMNLKO aHTPONONordeckuid oTTeHok. Bnepesie oH Gbin
ucnone3osaH B lMapwkckom Yuusepcurere NeB uccriepoeatensmu rpynnel GREMA (‘Group de
Recherch et d'Elude sur le Mélissage Axiologique'), coananHoi mHoi 8 1997 rogy. ABTOpom aToro
TepMuHa ABnAeTcs npodeccop Mapwkckoro YHusepcuteta Ne8 o-p Peus bapbee (npum. astopa
cTaThu).

KazaxcraHckui WHCTUTYT MeHeDKMeHTa, IKOHOMWUKU U NPOrHo3npoBaHuA

Muccuen Kasaxcrawckoro WHctuTyTa Menemkmenta, SkoHoMuKM U [porHoavposaHus
ABMABTCA NpefocTaBneHne Monoaexu KazaxctaHa 3HaHWA M HABLIKOB, HEODXOAUMBIX [ins
npougetaHna 1 cTabunbHOCTH BCen Hauvm nyTem obecrnedyeHus NpaBoMoYHOro U HPABCTBEHHOrO
YNpasresns B YacTHOM W rocy1apcTBEHHOM CeKTope.

B yensax ocywjectenedus aaHHon muccumn KMM3I npeanaraet nporpaMmel Gakanaspuarta
W maructpatypbl no [lenoBoMy agmMWHUCTpUpoBaHWio, byxrantepckomy Yuerty, SKOHOMMKE,
locypapcreedHomy YnpasneHuio n CounansHsIM Haykam.

KWM3I ocyuwectenaet BbiGop cpeau CTyAeHTOB, NPOAEMOHCTPUPOBABLUMX NUASPCKMe
Kadectsa, TanadHTtbl W HA3bLIKOBbI®@ HABBLIKW, HEe3aBUCUMO OT pacel, nona, 3THUYECKOro
ngoncxomel—mn WK hrHaHCoBLIX BoamoxHocTen. KMM3I nocTosHHO npunaraeT yeunua ans
obecnevyeHus Hauwbonee BLICOKOTO YPOBHA NpenopasaHusl 3JKOHOMMKKW, Bu3aHeca,
rocyapCTBEHHOro yrnpasneHus, a Talke Be4epHero o6pazoBaHus.

Haoen aHWA MHCTUTYTa BO3HWKNA B Havane 1991r., koraa lMNpeanpeHt Hasap6aes, ocoaHan
OCTPYl0 HEeOOXOAMMOCTL B KBanuUUMpoBaHHLIX Kaapax, norpocun Hoktopa Yan HAur Badra
COo3AaTe HOBLIA OBpas’oBaTenbHbIN MHCTUTYT B ANMaTel ¢ 3apyBexHbiMi npernogapaTernsmm,
@, OTAIWMMK B COOTBETCTBMW C BLICOKUMW akageMuyeckimn cradpapramum EBponeickoro

to3a n CoeauHeHHsix LLiTaTos.

HayuHo-uccnegoearensckun Llentp KUM3MNa

HayuHo-uccneposarensckmin uedtp KMM3[Ma 6ein ocHoBad B 1998 rogy ans
CcOAEeNCTBUA HayqHbIM UCCNEeaoBaHuaM, BHECEHUS BIITada B Pa3BUTUE AWUCLIAMITMHAPHBLIX
HayK, CO3daHus noTeHuuana cpegyu MeCTHeIX MnpenojaBartenen M CTyaeHToB. HayuHo-
MCCNeAOoBaTENbCKWA LIEHTP npunaraet yeunusa ANA BbISBNEHWA W KOHUEeHTpauuu Ha
BaXHbIX pernoHaneHblx npobnemax. UeHtp cobupaet, oueHwsaeT, pacnpenensger
) BAaTENbCKME MaTEepUansl NpW COAEUCTBMN TPEX akageMuyeckux AenaptameHTon
KMM3Tlla no SkoHomuke, [enosomy AOMUHUCTPUPOBaHMIO W [lonuTuyeckum Haykam w
[ PCTBEHHOMY YMpPaBreHunio.

% rﬁom HTa CO3[aHWA OCHOBHBLIMM LEMNSMK Hay4yHO-UCCNeaoBaTenbCKoro UueHTpa
KMMOTMa bbinu: ¥

- NpOBeAEeHWe coLManbHbIX WCCNegoBaHWA Mo 3KOHOMMYECKWAM, couuanbHbiM W
MosiMTUYECKUM BOMNPOCaM,;

- W3y4eHWe W aHanu3 3KOHOMWYECKUX BonpocoB, npoBGneMm 4acTHOro W
rocyapCTBeHHOro cekTopa, i)

> M3YHMEHUWE MEXITHUYECKUX OTHOWeHWn B LleHTpansHo-A3uaTckom pervoqe, B
yacTHoCTH, B KasaxcraHe; Y ]

- nyBAuKaLUmMa Hay4Horo XypHana, moHorpadpuid, uccnegoearensckux pabor, cratei
WT.A; A

- OpraHu3auvs W nNpoBefeHWe KOHEepeHUWd, CeMUHAPOB W CUMMO3UYMOB HA
HaUWOHaNEHOM, PEMMOHANLHOM U MEXAYHAPOOHOM YPOBHSX;

- CO3[@aHWe COBMECTHBIX WCCNEeAoBaTenbCKUuX T[POEeKToB € MecTHbIMU W
WHOCTPaHHbIMW Hay4HO-uccnefosaTenbCkuMy LieHTpamu;

B TeyeHne 2000-2001 akagemudeckoro roga Bbinv npoBefeHbl YeThipe BaHbIo
KOH(hepeHUn; cemuHap rna 3KOHOMWYECKOMY POCTY W YernoBe4eckoMy PaisuTuio,
COBMECTHO € VenbLckum yHuBepcuTeTom; Ase Konq)%genlému no cTyAeHYeckon .‘.ﬁﬁ“&'o‘
nccneagosarenbckon aedtensHoctn, cemviap MHTPAK B pamkax npoekta "
rpaxaaHckoe obulectso B KasaxcraHwe". C momeHTa oDpasoBaHua u, 0cobeHHo, ©
Havana yyebroro 2000-2001 ropa LienTp ocyulectBun okono 10 paannyHbix Hay-mHo-
WUCCIEA0BATENBCKUX NPOEKTOB C TaKUMK ME.‘)K,%yH OQOHBLIMW OpraHu3aLusamMm, kak o
COPO%, LGl BHI"'E)HDH; HBP, BaluvHrron; oip Lﬂaeqnﬂ; pi(ana.ucxoe |10c:olg.m'
Kasaxctan; MHTPAK, Benukobputanus; KOCAUL u 1.0, LieHTp npuHsn Ha o7
cotpyaHnkos KMMO3ITa u apyrux MHCTUTYTOR SIS NPOBEAEHNA Hay HbIX MCCIIBAONANK
W NOMOLLM COTPYAHUKAM Hay4YHO-UCCNef0BaTeNbeKoro UeHTpa.

B ceHtsbpe 2000r. HayuHo-uccnegosatensckui UeHTp KUMOla opranmaonan
KOHCYIBTaTUBHLIA KOMATET U MEXAYHapOAHbIWN KOHCYNbTATUBHLIA KOMIATET L1151 NOMOLIW 1
KOHCYNbTaLWA AeSTENLHOCTH LieHTpa.

KoHCcynbTaTUBHBLIN KOMUTET Hay4YHO-UCCNEA0BATeNLCKOrO UeHTPA

Xabub PaxmaH, goktop Hayk, Buue MNpeangeHT no axiuéammecmm BONPOCAM
Puuapg I'pam, AokTop Hayk, pykosoguTtenk npoekra TACIS-MBA

lonam MocTada, AokTop Hayk, AekaH bakanaspuara W MarmcTparyphi

Yon XBaH O, AoKTOp Hayk, 3aBeyowmin kadieapon aKOHOMMUKK

boxa [lonosuy4, AOKTOP Hayk, kageipa 3KOHOMMUKN

Kanpar MeiHbaes, JoKTOp HayK, 3amMecTiATens [ekada Hakanaspuara

Bacunuin BowHoB, fokTop Hayk, kacbeapa Aenosoro agMuHUCTPUpoOBaHMA

Ata XypawTuaH, OOKTOp Hayk, AWPEKTOp Hay4YHO-WCCrnenoBaTtenbLekoro LeMrTpa,
npeaceaarenk KOMUTeTa

MexayHapoAHbIN KOHCYNbTAaTUBHBIA KOMUTET

glyu l-IﬂHK Cyk, poktop Hayk, Aekad kadenpbl SKOHOMUKKM, XKeHCKUN yHuBepcuter
KMSH, )

sgﬁapr ggnc&rk poktop Hayk, LleHTp oakoHomuueckoro pocta, Mensekuit
HUBE &}

ameﬁm%c? Jmﬁept, JIOKTOP Hayk, AekaH kadeapb! coumanbHbix Hayk, YHuBepcuter

@M, [OKTOP HayK, 3aMecTuTernb [eKkaHa no AoktopaHtype, Maactpuxrekas
HTa

LUkona
Kapnoo ; .uoxr&;': Hayk, [oUeHT Kadeapsl akoHomuk, [ocyaapcTBeHHbii
HIAN oHa, CLUA

. [IOKTOp Hayk, npodeccop, MaactTpuxrekan Wwkona MeHempKMeHTa,
mx-lec KOMNEK, TOCyAapCTRaHHLIA NONUTEXHUYECKMH YHUBEPCUTOT
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TpeboBaHusa K cTaThaM,
npeanaraembiM ana nyénukauum B LleHTpansHo-Asuarckom XypHane

Hayuno-Heenenosarenscknit Llentp Kazaxcranckoro MuernTyTa MeHeEMEHTA, IKOHOMUKH 1
[Mporuosnposanus (HULL KMMDIT) u3paer ananuruucckii kypuaan - "LienrpansHo-Asnatckmii
Kypnan no Menemkementy, 3konomuke 0 CoumansHeiM Meenenosanmam”, JKypHan wagaercs
aBa pasa B ron tapakom 500 sxzemiuiapos. B kypHane nyGiMKYIOTCA HAYYHBIC CTAThH,
OCBELIAIONIME HSKOHOMHYECKHE H COURAnbHBIE TPoGiembl LIeHTpanbHO-AZHATCKOTO PerHoHd.

ITpeanoxkeHHbIe CTATEN IOJIKHEL OTBEUATH CHeYIoNuM Tpeboranuam:
3wk - aurHiicKnit (TONBKO B HCKITIOMH TEIBHEIX CIYHAAX - PYCCKHI)
Obsem - ne Bonee 15 nevaTHeIX CrpannL

[ pudrr - 12 Times New Roman

Mexcerpounstit unrepsan - 1.5

CraTes JOJUKHA COAEPKATHL CHHMCOK MCHOML30BAHHOH JMTEPATYPhl, COOTBETCTBYIOLIHI
CTAHAAPTAM AOKyMeHTalHn AMepikanckoil Acconpnannn euxonoros.

Crarnha NpeaoCTABIAETCH B MaAllTHHOTMHCHOM BHIC H Ha JIMCKETE MO ajpecy:

KHUM2I1, Hayuno-Hecnepoparensekuii Lientp
KoM, 224, npocniext Abas 4, 480100, Anmatel, Kasaxcran
ven/thake: 7(3272) 645607, ren: T(3272) 646717

JInGo BLICKUIACTCA HIEKTPOHHOI HOUTOM HO ajipecy:
rsentri@kimep.kz win hoodash@kimep.kz

OchopmneHne cnNMcka UCNoNL30BaHHON NUTEPaTypbi
cornacHo Cucreme [lokyMmeHTaumum AmepukaHckoid Accoumaumi Meuxonoros

3uaku npenuuanmus

I. Hassauue KHATH H NEPHOMYECKOTO HITAHNA, & TAK e HOMED TOMA [JOIKHEI ORITE MOIUEPKHYTHI.

2. HaspaHHe 3¢ce 1 CTATRH HEPHOMMIECKOTO HAMAHTS HE 3AKTIOUAIOTCA B KABLITKH (1 He
NOAYEPKHBATOTCA).

3. B massanuy KHHIH, 9CCC WIH CTATHH TOJBKO NEPBOE CHOBO HAUMHACICH ¢ 3AIABHON OYKBEI, B
OTIHYHE OT HASBAHUA HEPHOANYECKOTO HIMAHNA, I/IC KAKAOC CNOBO HAMHHACTCH C 3aTTaBHOl GYKBBI.
4. BanaTsie cTapaTea MeAUTY (haMITHEl aBTOPA, ero HHILMATAMN, A TAKKE MEKITY HMEHAMH COABTOPOB,
Amrniepcant (&) - 3HaK, COOTBETCTRYIOLI o0y "n" - CTABHTCH NEpel MMEHEM TTOCICANETO COaBTOpPd,
5. OCHOBHBIE HACTH CHOCKH PASACISIOTCH TOUKAMH - ABTOP. (Ma1a). HA3BAHHE CTAThH. HAZBAHME
NEPHOAHYECKOTO HINAHNA, HIAATENLCTRO.

Dopmar

1. Merounmiu nepesncasiones B aipaBuTHOM NOPSUIKE cornacno (ariummsm asTopos. Eciu ske nms agropa
HEH3BECTHO, TO DEPeTes NEPBOE CIOBO HAIBAHUA HCTOUHKKA. ApTHEmH (a/an, the) Bo BHAMAanne He GepyTes.
2. [Momioe MA aBTOPA YKA3BIBACTCA JIHIIL B TOM CITYHae, ECIH JIBA aRTOPA MMEIOT OIHHAKOBLIC HHHIIHAITILL,
3. Fox wianms, 3aKnoUeH LI B CKOGKH, cneyer 3a nMenem apropa. Ecin y asyx n Goee HCTOMHHKOB
O/IMH # TOT e ABTOP, TO OHM PACHIONATAIOTCH B XPOHOIOIHYECKOM nopaake. Ecinn y asyx n 6osnee
CTaTeH OIHH M TOT K€ I'0J HIAAHHA, HCHOIB3YIOTCH DyKBb! (4, b, ¢) s nx obosuadennn. B kammom
Cly4ae UMA aBTOPA MHINETCS TOBTOPHO.

Mopnucka

Croumocrs noamuckn: jums crpan CHI - 20 nonmapos CHIA 8 ros, nimoc 5 nonnapos CLHA sa ocranky,
u1s octanbHEbiX crpat - 40 nonnapor CLLUA s roa, mmoe 10 ommapos sa nocrasky. Yeku, Bunacannsie Ha
v KUMDIa ¢ ykasanuem: s LlentpaabHo-AsSHaTeroro sypHala, oTnpaisivre o aipecy:

480100, Kasaxcran, AaMars,
npocnerT Abag 4, ad. 224,
Hayuno-Hecneaosatensexmii Llenrp, KMM™MIT

LleHTpansHo-Asunatckuin XKypHan no MeHemkmMeHTy, SkoHomuKe 1
CoumansHbim MccnegoBaHuam

CneunaneHbii Beinyck, Ne 2, MioHb 2001

Yan Han Bane

Xabub M. Paxman

Ama Xydawmuan

Hrorossie NPOEKTHI ﬂem.clwro
cemMHHapa:

Hurap Kaodvipawcarnosa, Aima
Kyodebaesa, Tawapa Mypcanmosa,

COOEPXAHUE

[Tocnanne IMpezngenta KMM3Ia. . .....oooovvviininnnn |

KopoTtko o coBmectHOM cemutape KHUMDIa n
€NLCKOrO Y HHBEPCHTETA. . ... ... B e ooy i

BCTYIHUTEIBHOE CIHOBO...ouiueuiiien i iinias Gepla i

DKOHOMHYECKHIT POCT M HEIOBEUECKOE PATRHTHE
B LICHTPATEHOM ABHH ...ooovvvinrneeeieeeeseiisernessseeeersisisnss |

Hanwein Caskosa, Boram Tamuberos

Hanap AGownwouna, Eecenuil
Aaexcees, Havup Mysadapos,
Kynnypa Paumberosa

Cmenna bunsnosa,
Iyasnoza Caitdazumosa

Pununn M. Huxone

NPHIOXEHUE I:

Iporpamma Menbckoro cemurapa

Hayunsie crarsn KMM3I1a:

Kapavieaw Kypanrbaesa
Puvapo ®aiinac
Maduna Pyememosa

@uwnunn M. Hpaiic, layrem
Typemaes, Bacunui Bounos

IMpuBneueHue MPAMBIX HHOCTPAHHBIX HHBECTHIMI
u yrpasieHue uMu B LienTpanbio-Asuarckom
PECHUBE L.\ conesnsanenpbnmnsmreer sassersinaeniars iotaset i I
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B CTPAHAX MEPEXOTHOTO MEPHOMA . rvveirrsisrnissiniianes 49
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