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ments had discussed reform in the context of economic “accelera-

tion” and governmental “restructuring” (perestroika). Soon after in-
dependence in 1991, all five Central Asian states developed new strategies
to meet the immense challenges of post-communist transformation and
“de-statification.” Today, after more than 12 years of reform efforts, it is
clear that none of these Central Asian states have been successful in at-
taining their goals for political and economic development. To date, no
country has announced that reform has been brought to its conclusion.
To the citizens of Central Asia, reform has become a permanent condition
of governance and more of an explanation for why things do not work
than for why they do. In order to change that perception, significant work
remains to be done and many challenges must be faced.

On the whole, the governments of the Central Asia states have been
more enthusiastic about economic than political reform. The reasons for
giving priority to economic reform are straightforward and to a large
extent understandable. First, existing political leaders and government of-
ficials sought to increase their states’ economic potential without limiting
their own ability to benefit from their positions as public officials.! They
were inclined toward economic reforms that offered the promise of greater
economic rewards, but shied away from political reforms that might give
advantage to competing individuals or groups. Second, the leading ana-
lytical approaches to development stressed that economic reform should
be ordered logically prior to political reform.? According to many analysts,

l :or nearly a decade prior to independence, Central Asian govern-

141



44 GLEASON

countries that suffer from poverty, insufficient investment in human
capital, underdeveloped infrastructure, antagonistic or exploitative trad-
ing relationships, excessive bureaucracy and government over-regulation,
cannot be expected to implement political reforms successfully. However,
once economic reforms begin to create new opportunities, the theories
maintain, new constituencies will form and political reform will follow.
A third reason why economic reform has been more forthcoming than
political is that the international community has provided more moral,
technical and material assistance in this area. The level of external sup-
port offered by international donor institutions is a matter of academic
debate. Some analysts view the post-communist support offered by the
donor community as insufficient, misguided and generally irrelevant to
the domestic circumstances of the countries. Whatever the real effects of
international aid, international donors have, in fact, played a crucial role
in communicating the expectations of the international community for
political and economic practices.

While the Central Asian countries have made headway in economic
reform, they face the criticism that economic reform alone cannot en-
gender the long-term social and cultural changes that also are needed.
For people to demand integrity, accountability, fair play, openness, and
effective administration from their governments, they must be prepared
to provide public support in the form of taxes and public participation
in shared self-government. For democratic development to be truly sus-
tainable, cardinal changes must take place in the relationship between the
individual and the state. Moreover, some analysts argue that the long-term
viability of economic change hinges upon the character of governance.
Poor governance quickly cancels the benefits of economic transformation
and growth.

What strategies for reform have been adopted by the Central Asian
states? What is the relationship between economic reform strategies and
political reform strategies? How successful have these strategies been? This
chapter surveys the relationship between economic and political reform in
Central Asia, arguing that the assumptions, methods, conduct, and results
of political reform strategies have varied significantly by country. The
chapter concludes with extrapolations of reform trends for future Central
Asian political development.

Economic Reform and Political Reform

The principal development challenge to emerge from communism is
one of transforming previously authoritarian, centrally planned societies
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into market-led democracies, with vibrant economies and open politi-
cal systems. The rationale for these changes is not primarily cultural, but
functional. Globalization clearly tends to reward those countries that suc-
ceed in such practices and punish those who do not. In order to succeed
in globalized commercial and information markets, governments find
themselves under pressure to conform to accepted international standards
of policy and practice.

Prevailing international standards tend to be those practiced and
promulgated by the upper-income countries of the West. As a conse-
quence, “best practice” in political and economic organization tends to be
identified with practices that are prevalent in Europe and North America.
Although political organization in the developed world exhibits a variety
of institutional forms and procedures, a small number of principles are
common to all economically advanced, stable democracies. The political
organization of advanced countries tends to stress individual rights, vol-
untary contractual relationships, popular political participation, limited
government, public accountability and financial transparency.

These features are common, but not necessarily self-initiating and
self-regulating. They do not emerge from good intentions alone, but de-
pend upon a finely tuned and continually evolving framework of public
processes. Most often, public organizations are used to ensure that rules,
standards, norms and procedures of openness are enforced. For example,
although markets are elemental forms of human exchange and have been
in existence as long as people have been free to enter into relationships and
transactions on a voluntary basis, market relationships are not self-establish-
ing and self-regulating in all cases. They require that governments or some
alternative organizations solve collective action problems by discouraging
free riding, opportunism and rent-seeking behavior.

Over the years, the world’s international financial institutions, led
by the World Bank and the International Monetary Fund (IMF), have
developed a consensus on policy prescriptions to help their member
countries solve problems of economic development. Informally, this set of
policy prescriptions has come to be known as the “Washington consensus.”
An externally motivated structural adjustment package usually involves
policy correctives in a number of areas including: fiscal responsibility;
disinflationary policies; price liberalization; trade liberalization; currency
stabilization; and foreign investment attraction. A policy package may, for
instance, seek to tighten fiscal discipline through reducing government
budget deficits and subsidies to private sector, helping to privatize public
enterprises that might work more efficiently in the private sector, and
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bringing interest rates into line with market forces. Another type of pack-
age may also seek to aid in opening national economies to foreign imports
and establishing conditions to support foreign exports on the basis of
comparative advantage. The policies of the “Washington consensus” have
been criticized for differentially serving commercial interests represented
primarily in developing countries. Critics claim that the Washington con-
sensus tends to encourage underdeveloped countries to rely on importing
industrial goods made in the advanced countries while exporting primary
commodities and raw materials for markets in the developed countries.
Prices for industrial goods tend to be less sensitive to changes in market
cycles. Primary commodity prices, in contrast, tend to fluctuate widely,
creating destabilizing cycles of boom and bust in the underdeveloped
countries. These cycles are reflected in the instabilities and uncertainties
that characterize political processes in developing countries. As the Cen-
tral Asian states emerged from the Soviet period to become independent
countries, they quickly became subject to the pressures of the interna-
tional marketplace.

At the time of independence in Central Asia, all the governments and
important political leaders of the region endorsed the ideas of democratic
politics and market-oriented economics. Yet the countries adopted very
different national strategies for achieving their goals.> After more than
a decade of independence, it is apparent that the differing development
strategies adopted by the five new governments of Central Asia in the first
years of independence have led to significantly different policy outcomes.

In assessing how the contrasting strategies of these states affected
their progress toward economic liberalization and democratization, it
must be acknowledged that progress toward democracy in all the Central
Asian states has been limited. Four of the five Central Asian states are gov-
erned by former leaders of the Communist Party, and each of the Central
Asian republics are largely administratively run by former communist
party officials. By the end of the first decade of independence, all the
governments of Central Asia had “presidents,” but in all cases, these were
officials from the Soviet apparat or high rungs of the Soviet establishment.
Moreover, all the countries established “presidential” systems, giving the
presidents the power to rule by decree.

Although all of the countries have conducted elections, none of the
governments can be said to have conformed to international standards for
free and fair elections. Three of the governments have former communist
leaders who have extended their mandates in extra-constitutional ways.
None of the governments has what could be described as an independent
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judiciary. None of the governments has established a functioning legis-
lature with true powers of the purse. Even in the most open and liberal
of the countries—Kazakhstan and Kyrgyzstan—the parliaments have
been routed by presidential decree. Judging by the benchmark criteria
for measuring democratic progress used by Freedom House,’® in the years
since independence the Central Asian societies have failed to realize their
potential for democratic change.

Although the Central Asian states may have made limited progress
toward establishing sustainable systems of democratic governance, impor-
tant relative differences do exist among them. The status of democratic
reform is quite different in each of the states. To some extent, these dif-
ferences are the product of Fortuna—some of the Central Asian countries
have significant natural resource endowments, some have advantages of
position, some have simply been fortunate. But much of the variation
can be attributed to the substantive policies pursued by the states in the
a wide variety of areas, including governance, rule of law, adjudication of
disputes, human and civil rights, treatment of dissidents and opposition,
treatment of non-nationals, and tolerance for religious, ethnic, and ter-
ritorial differences.

While the international community has urged the countries of
Central Asia to adopt policies that would encourage democratization,
by far the most important impetus for change—both in terms of donor
resources and in steps taken by the countries themselves—has come in
the form of international efforts to support relatively non-political “gov-
ernance” reforms or “structural reform.” Structural reform of governance
standards, policies, and practices generally is regarded as a way of induc-
ing changes that will help bring countries into line with international
standards—without compromising the countries’ national sovereignty
and right to non-interference in domestic affairs.” Structural reform is
seen as a non-political process of improving the technical capacity of
governments to carry out public policy. To the extent that this is accurate,
structural reform does not entail “modernization” or “westernization,’
rather, it implies conformance with standards, policies and practices of the
international community.

Structural reform, in the broadest sense, is anything that happens
within a country that allows the country to participate more effectively
in the global economy. Structural reform entails a process by which a
country’s institutions, policies and practices are brought into line with
prevailing international standards. The purpose of structural reform is
to create a favorable policy environment for accountable, transparent
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economic policy, with well-defined public and private sectors working in
mutually reinforcing ways to promote prosperity and sustainable develop-
ment. Countries undertake structural reform programs because they real-
ize that participation in the global economy requires policy conformance
with international standards. Some structural reform measures are nar-
rowly economic in their purpose; others are more broadly oriented and
aim to improve the policy environment that facilitates economic activity.
Policy changes alter the status quo, producing winners and losers. As a
consequence, all policy changes influence the balance of constituencies in
a society. Moreover, economically oriented structural changes and politi-
cally oriented structural changes are linked in terms of reciprocal effects.

However the relationship between structural economic reform and
democratization is, at best, a probabilistic one. While free markets in the
long run may lead to free minds, the effects of long run processes often are
beyond the time horizons of most political systems. Political leaders rarely
rely upon economic change to bring about desired political change. For
this reason, political leaders often adopt conscious strategies of political
reform to further their goals. All political leaders, even the most cynical,
have some concept of the public interest.

There are typically two basic thrusts of political reform strategies,
one formal and the other informal. The first method is to use political in-
stitutions to shape future political change. The formal political institutions
offer ways of engaging elected officials, representatives and the public in
the process of change. The other method relies upon political exchange.
This method consists primarily of using economic reform to support
favorable constituencies. All economic changes, even the most non-po-
litical, necessarily produce winners and losers. Political leaders recognize
that no matter how strong or deep their support, they are surrounded by
challenges and sometimes even by threats. Using the changes introduced
by economic reform to reward friends and punish enemies is one of the
most fundamental forms of political strategy, and far more important in
most developing countries than using the formal political institutions
themselves.

The formal institutions of democratic governance require an ac-
countable executive branch, a deliberative legislature, an honest and fair
judiciary, and the governance standards of probity, transparency, and
efficiency necessary to carry out the public mandate. Promoting change
through the use of the formal political institutions requires reliance upon
civil procedure, elections, public participation, recognition of the profes-
sional independence of the judiciary, and the vetting processes of opera-
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tional independence of auditors and review commissions. None of these
strike insecure political leaders as efficient mechanisms of rule.

Reliance on political exchange to reward supporters and punish those
who dissent or oppose the government appears to many political leaders to
be a more direct, and thus more efficient, means of achieving objectives.
Even when political leaders are not so cynical as to see the political process
as consisting primarily of quid pro quo exchanges, they nonetheless tend
to interpret the public interest in terms of their own desire to garner sup-
port and avoid opposition.

The pages to follow survey the main features of structural reform in
the countries of Central Asia. Extensive data and information are available
regarding the results of economic structural reform. Much less is avail-
able regarding the results of political reform. What has not yet emerged is
whether each country has arrived at its current state as a result of specific
economic or political factors.

Kazakhstan: Outlines of a Petrocracy

Many areas of Kazakhstan’s macro-economic reform have been suc-
cessful and some provide a model for other post-communist countries.?
Soon after independence, the Kazakh government established a legal
foundation and regulatory system for a private economy.’ The government
introduced a convertible national currency, the tenge. It moved quickly to
establish sound monetary and fiscal policies, including modern civil and
tax codes as well as banking and investment laws in accordance with inter-
national standards. The government also carried out macroeconomic re-
forms including price liberalization and freeing markets from government
controls. It turned major enterprises over to the private sector, including
a majority of the power generation facilities and coalmines. Seeking to
encourage international trade and foreign investment, the government
passed environmentally sound oil and gas legislation that met interna-
tional standards.!

In contrast with these economic policy successes, Kazakhstan has
made less headway in other areas. On the whole, the economic benefits of
Kazakhstan’s rapid economic growth have been available to only a small
portion of the population. With an average per capita annual income
of $1,300 in 2000, most Kazakhstan citizens still had not benefited fully
from the transition to market based economics. Structural reform means
that changes must take place in the country’s economic structure. These
changes will benefit some, but will be detrimental to others. The costs of
structural reform, that is the unemployment created by closing out-of-
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date enterprises, the loss of value of tangible assets, and the psychological
uncertainty introduced by the reforms, are rarely borne by the rich. The
costs of structural reform usually are imposed upon the poor or the less
well politically connected. In the wake of structural reform, Kazakhstan
continued to rely upon oil sector revenues, fiscal redistribution and for-
eign donor assistance to finance the costs of structural adjustment. Unless
exceptional steps are taken, further development of Kazakhstan’s oil and
mineral sectors cannot be expected to lead to a wide redistribution of in-
come. The situation is also grim in the agricultural sector where adequate
investment in infrastructure, such as roads, processing equipment and
farm inputs is lacking. Moreover, the banking reforms virtually ignored
agriculture, failing to provide much needed credits for farm expansion.
Although Kazakhstan has adopted a private pension system, moving ahead
of other former communist countries, the social safety net has worn thin
in many areas.

Given Kazakhstan’s decade of experience with structural reform, one
of the critical issues for Kazakhstan’s future is how economic and political
reforms will be linked in terms of policy cycles. Economic development
strategies that emphasize a dominant economic sector under close gov-
ernment control run substantial risks. Too heavy a reliance on primary
commodity exports could lead to the so-called “Dutch disease”—a situa-
tion in which oil-rich countries draw in large amounts of foreign capital
for needed oil development, but find that the resulting strong exchange
rates hinder their ability to competitively price other goods and services.
While the government may be able to count on future revenue from rents
on oil and gas extraction rather than from broadly based and relatively un-
popular forms of taxation such as personal income tax or excise taxes, the
political consequences of government dependence on such an easily mo-
nopolized sector as oil and gas can present real challenges to other aspects
of liberalization. Government control of the natural resource sectors has
led to policies that conceal incomes, compromise fiscal transparency and
benefit insiders far more than the general public. The long-term success of
Kazakhstan’s structural reform is likely to rest upon policies that serve to
diversify the economy on a sector and regional basis.

The political reform strategy of Kazakh political leaders has put little
emphasis on the formal political institutions, or, for that matter, reform.
When the first post-Soviet legislature proved to be recalcitrant from the
point of view of the executive, it was dissolved summarily in December
1993 by the order of the president. The new parliament elected in March
1994 proved not much more effective and also was dissolved. Since then,
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the president has succeeded in winning overwhelming voter approval for a
new constitution which greatly expanded his powers. In addition, Kazakh
leadership has used adroitly the results of economic reform to politically
enfranchise its supporters.

Privatization created a stratum of “new Kazakhs” who gained influ-
ence in government and society because of their wealth, which largely
was acquired as a result of government supplied credits and special ben-
efits. Back door privatization through “management contracts” and other
stratagems allowed close supporters of the political leadership to profit
in the early post-communist reform. The government’s emphasis on the
development of an export-led economy, particularly energy and minerals,
helped promote the expansion of a stratum of close supporters who had
everything to gain from continuing their support and everything to lose
by arguing in favor of new directions.

Kyrgyzstan: Winning Friends and Losing Ground

Kyrgyzstan’s enthusiasm for reform early on earned it a reputation
as the “democratic showcase of the former Soviet Union.” Soon after in-
dependence, the Kyrgyz government embraced the international financial
institutions’ policy prescriptions known as the “Washington consensus.”"!
Following the standard policy prescription, the Kyrgyz leadership sought
to liberalize prices, scale back the size and scope of government, intro-
duce competition, and encourage foreign trade. Kyrgyzstan attempted to
implement these prescriptions in good faith, but at the same time, faced
substantial obstacles to successful economic reform. While the economic
reform measures did result in rapid and significant advances in state ca-
pacity, they did not lead to expected economic growth, improvements in
social welfare, or do much to improve the government’s capacity to protect
civil rights. Furthermore, these economic policy changes had negligible
effects and in some instances even negative effects on the processes of
political liberalization.

Kyrgyzstan’s particular path is closely related to its unusual back-
ground and circumstances. Prior to independence, Kyrgyzstan occupied
a highly specialized niche in the communist economic system, serving
primarily as a provider of commodities for industries located in the
European parts of the Soviet Union. When cut off from Soviet-era sup-
pliers and customers, Kyrgyzstan’s small and uncompetitive industrial
enterprises quickly became insolvent. The agricultural sector was blocked
from access to farm inputs such as tractors and advanced agricultural
technology. Unable to import expensive farm equipment and technology,
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the country quickly began slipping toward low-technology subsistence
farming. The transition to an open trading economy also proved difficult.
Between 1991 and 1994 farm and industrial output fell, trade dropped,
inflation soared, and the government ran a large fiscal deficit. The Kyr-
gyzstan economy reached a nadir in 1994, at about the time that foreign
development assistance began to arrive. The International Monetary Fund
(IMF), the World Bank, the Asian Development Bank, the European Bank
for Reconstruction and Development, and the other major international
financial institutions began pumping money into the Kyrgyzstan economy
to make an example of this small, rugged country that was willing to risk
the unknowns of entering quickly into the world economy.

Not until 1996 did the Kyrgyzstan economy begin to rebound from
the post-Soviet Union collapse contraction. During the period 1995
through 1997, inflation was reduced, the budget deficit as a proportion
of GDP was cut in half, and with international donor assistance, the
Kyrgyzstan government made good headway in establishing the legal
and regulatory foundation for a market economy. Kyrgyzstan carried out
privatization of small enterprises and overhauled the country’s banking
and financial systems. In 1998, the Kyrgyzstan constitution was amended
to allow for private land ownership and Kyrgyzstan became the first post-
Soviet country to join the World Trade Organization. The Kyrgyzstan
government eliminated export registration in 1998 and export duties in
1999.

Kyrgyzstan’s population has been growing modestly since indepen-
dence. The estimated population was five million people in mid 2001."
Prior to independence, Kyrgyzstan’s workforce was spread evenly among
agriculture, industry and services. Yet in the past decade, industrial employ-
ment dropped to less than half of its 1991 level and industrial production
saw steep declines, especially in the early years after independence. With
the exception of a few mining sectors, the industries have not rebounded.
Coal production in 2000 was less than a quarter of its 1991 level, although
hydroelectric production did increase. During the same time, agricultural
employment grew by 50 percent. Agricultural output, which dropped ini-
tially after independence, increased overall by the end of the decade. Rus-
sia, historically Kyrgyzstan’s largest destination for exports, was overtaken
by Germany for first place among Kyrgyzstan’s export partners after the
1998 Russian financial crisis. Russia continued to be the largest source of
imports for Kyrgyzstan, followed by imports from neighboring Uzbekistan
and Kazakhstan.
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While the numbers and trends are discouraging in many sectors,
Kyrgyzstan, in absolute terms, has made the most visible progress of the
Central Asian states toward becoming a democratic institution. Even
though Kyrgyzstan retained a “presidential” form of government, the
parliament has grown relatively independent and challenges presidential
authority on key issues. Opposition political figures are often subject to
harassment and intimidation, but the very fact that such figures do speak
out indicates a domestic political context where competing views and
constituencies have some room to maneuver. Non-governmental civic
organizations are becoming more widespread and influential. In 2000,
heads of local administrations were elected for the first time rather than
appointed. While Kyrgyzstan’s human rights record receives criticism from
international organizations, more open discussions and fewer instances
of direct coercion and intimidation of human rights activists occur there
than in other Central Asian states."

Despite these promising signs, freedom of the press has suffered,
aided in part by a growing government concern with terrorism and insur-
gency. The political reform strategy of Kyrgyz political leaders, like that of
Kazakh leaders, places only minor emphasis on formal political institu-
tions. In 2001, the World Bank Institute of governance indicators ranked
Kyrygzstan as below the fortieth percentile in all six key governance cat-
egories.'* Electoral process, judicial independence, and human rights prac-
tices in Kyrgyzstan have been criticized by leading international human
rights organizations, such as Human Rights Watch and the Organization
for Security and Cooperation in Europe.

In Kyrgyzstan, just as in Kazakhstan, when the first post-Soviet legis-
lature proved to be recalcitrant, it was summarily dissolved by the order of
the president. A new parliament that favored pro-government candidates
was elected in a voting process managed by a central electoral commission.
The Kyrgyz government has found that the informal processes of reform
offer more easily manipulated mechanisms for influencing supporters
and opponents. Kyrgyz officials also have found that their influence over
government credits may be used to their advantage and many have prof-
ited from their connections. Conversely, some high ranking government
officials who fell out of favor have been prosecuted for corruption.

Tajikistan: The Struggle for Reconciliation
and Development

Physically remote and economically isolated from its neighbors by
the specter of political instability, Tajikistan’s social and economic indica-
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tors cascaded downward in the first five years of independence. Between
1992 and 1996, the Tajik economy contracted by nearly 40 percent.’” As
much as 40 percent of the country’s population was directly affected by
the civil strife; as many as 50,000 people lost their lives; 600,000 were dis-
placed; and 60,000 fled to neighboring countries.'s Thousands of women
were widowed and tens of thousands of children were orphaned. The
wartime damage was compounded by a series of natural calamities that
beset the country, including torrential rains, floods and earthquakes. By
the beginning of 1997, the year of the Tajik peace accord, Tajikistan ranked
115 out of 174 in the United Nation Development Programme (UNDP)
Human Development Index."

In 1996 the Tajik government embarked on the first comprehensive
effort at structural reform and the adoption of international standards of
fiscal and monetary management. The economic program targeted re-
ducing inflation, regularizing relations with external creditors, increasing
foreign exchange reserves, liberalizing external trade and payments, and
improving the social safety net. The government liberalized bread and
grain prices, replacing bread subsidies with targeted price compensation
payments. Trade restrictions were almost completely eliminated, as export
and import licenses and duties were lifted. The state grain fund was ter-
minated while liberalization of cotton marketing was begun. Shortly after
these initial steps toward structural reform were taken, the continuing
costs of the civil conflict, in addition to weak commodity prices, drove the
government to abandon some aspects of its reform program and policy
targets. Faced with a widening budget deficit, the government resorted to
administrative measures late in 1996 to raise new revenue and imposed
export and excise taxes and import duties, as well as halted foreign ex-
change auctions in favor of directed lending of foreign exchange by the
National Bank of Tajikistan (NTB). Following a United Nations brokered
peace agreement that was signed in June 1997, the Tajik economy began to
turn around.'® In 1997, the country registered the first post-independence
economic growth, as GDP grew by 1.7 percent, with most of the gain in
the last quarter of the year. Since then real GDP has been growing in Ta-
jikistan on an annual basis. Inflation, which had reached 164 percent in
early 1997, declined to 2.7 percent in 1998 as the GDP grew by more than
five percent.”

Significant changes still must take place for Tajikistan’s structural
reforms to spur political liberalization. Tajikistan, like all of the countries
of Central Asia, claims to support the principle of free trade. However,
unsatisfactory arrangements regarding government subsidies, currency
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controls, banking, customs and taxation, infrastructural development, and
control over access to markets, continue to hamper trade and development
in the country. At the urging of international financial institutions, the
Tajik government undertook a comprehensive program of structural eco-
nomic reform. The government’s program was established in the form of a
policy matrix with timetable benchmarks. The priorities for the structural
reform agenda were: improved governance, privatization, bank restructur-
ing, land reform and energy sector reform. Governance measures included
reform of the treasury system and establishment of a single independent
auditing agency. The goal of privatization was to raise productivity and
support growth targets, as well as assist in achieving fiscal goals, by bol-
stering revenues and lowering direct or indirect subsidies. In structural
reform, particular emphasis was placed on measures that would lead to
a greater use of monetarized commercial transactions and a reduction in
inefficient and non-transparent barter relations.

Much of the legal and regulatory framework for reform was already
in place. As early as March 1992, the Tajikistan Supreme Soviet, their par-
liament, had approved land reform legislation giving citizens the right to
own, lease and inherit land. Both the Tajik constitution and the laws on
privatization guaranteed property rights, including intellectual property,
real estate and business property. Agricultural land remained under state
ownership, but could be leased. Under the land code, lease rights are in-
heritable and may be sold. The initial privatization process in Tajikistan
moved slowly, stalled by the civil conflict and a weak banking sector. With
the assistance of the World Bank and the IMF, the “Law of the Republic
of Tajikistan on Privatization of State Property in the Republic of Tajiki-
stan” was passed on May 16, 1997. This law established the framework for
privatization, including a legal framework, title registry, and procedural
guarantees. New privatization legislation changed the process from a top-
down to a competitive bottom-up program, with more rapid wholesale
transfer of assets into the private sector.

Banking reform followed a similar course. In 1994 a new law, “On
Banks and Banking Activities,” established procedures for forming statu-
tory capital and specified the processes for: starting and terminating com-
mercial bank activities, issuing and recalling licenses for bank audits,
filing bankruptcies, and operating non-banking financial organizations.
A new tax code took effect in January 1999, while a reform in the value-
added-tax (VAT) took effect in July. These improvements in tax policy and
administration contributed to an improvement in government revenue
in 1999. However, the practice of tax offsets remained a hindrance to full
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monetization of the economy.” To enhance the role of the domestic cur-
rency, the Ministry of Finance started collecting all taxes in Tajik rubles in
September 2000.

The Tajik government has made major efforts in its foreign trade
sector through improvements in the public infrastructure for transport,
communication and banking services. As these efforts succeed, they can be
expected to exacerbate the trends in the region regarding organized crime
and drug trafficking. Traffickers use legitimate transportation infrastruc-
ture and banking operations in order to move their wares and to conceal
the funds derived from trade in handguns, weapons materials, drugs, drug
precursors and drug production materials.

Mirroring the economic reform strategy, Tajikistan’s political reform
strategy is extraordinarily complex. The growth of the Tajik economy has
not created a class of “new Tajiks” in the way that Kazakhstan’s economic
development has. Moreover, most of the political competition in Tajiki-
stan takes place in the context of civil war. While the civil war seemed to
center on ideology, in fact, the most significant dimensions of the dispute
were regional, reflecting Tajik traditions of long-standing. The winners
in the early years of reconciliation were the battlefield commanders who
had sided with the Rahkmonov government. Gradually, members of this
coalition broke up as the leader of the Hujand faction fell from favor.
More recently, the country’s political leadership has distanced itself from
this group as the political situation has grown more stable. What is not
clearly understood is the degree to which the government has benefited
directly or indirectly from the region’s drug trade revenues. Journalists
have speculated on relations between government officials and the drug
traffickers, but these accusations have proven to be ephemeral, in part,
because Tajikistan for a time is one of the most dangerous countries in the
world to be a journalist.”!

Turkmenistan: The New Sultanate

Among the countries of Central Asia Turkmenistan has been the most
resistant to the adoption of genuine structural reform. Those changes that
have taken place have been, for the most part, directed at increasing the
capacity of the state and in particular at enhancing the glory and authority
of the country’s authoritarian president, Saparmurat Niyazov. Bordered by
Iran and Afghanistan to the south, Kazakhstan to the north, Uzbekistan to
the north and east, and the Caspian Sea to the west, Turkmenistan’s deserts
dominate the country’s physical terrain. Turkmenistan is a country with
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great potential for economic development but is constrained by physical
circumstances and poor governance.

In mid 2001, Turkmenistan had an estimated population of 5.5 mil-
lion people, growing at an annual rate of 1.3 percent.> Turkmenistan’s
workforce historically had been predominantly agricultural and service
oriented. However, since independence, the service workforce has dimin-
ished in size and the agricultural workforce and industrial labor sectors
have each grown by about 25 percent. Official statistical materials on
economic activity, supplied by the Turkmenistan government, are viewed
with skepticism by outside observers. According to the statistical data pro-
vided by the state, agricultural production is reported to have increased
substantially in the years since independence, especially the production of
food and forage crop. Cotton production also is reported to have increased
sharply.

While agriculture is the largest employer in Turkmenistan, the coun-
try’s energy sector is the largest revenue earner. Because gas and oil sec-
tors revenues are so closely related to Turkmenistan government revenues
(with allegations that gas revenues have enriched individuals responsible
for public decision making) and because those revenues are critical to
Turkmenistan’s official credit rating, statistical reporting on the energy
sector is an item of great sensitivity for the Turkmen government. The
government began concealing production figures for natural gas in 1997,
and some suggest actual output levels for gas and other forms of industrial
production in the latter 1990s are considerably below 1991 pre-indepen-
dence levels. Turkmenistan’s foreign trade figures are similarly unreliable.
Thus, it is difficult to develop a clear picture of Turkmenistan’s balance
of payments. There are indications that the 1998 financial crisis in Russia
impacted heavily on Turkmenistan’s balance of payments, by leading to
the cancellation of Russian gas orders along with delays in outstanding
payments. Some evidence also shows that Turkmenistan ran a significant
balance of payments deficit in recent years. Despite Turkmenistan’s great
potential energy wealth, problems of administration and governance have
prevented the country from fully benefiting from its natural resource
base.

Turkmenistan’s first and only president, Saparmurat Niyazov, was
the former first secretary of Turkmenistan’s communist party during the
Soviet period. Until the Soviet collapse, Niyazov appeared to be a staunch
communist, ideologically committed to the Soviet Union. However, as the
Soviet Union began unraveling, Niyazov changed his ideological colors,
assuming the position of a Turkmen nationalist. Like other Central Asian
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communist party leaders who suddenly became presidents of independent
states, Niyazov was a public proponent of building a democratic, market-
oriented state. Since independence, however, Turkmenistan’s progress in
democratization has been negligible. Political authority is concentrated
in the office of the president, with little legislative or judicial autonomy.
Non-governmental civic initiative is routinely curtailed, and political
opposition figures are isolated and excluded from the political process.
Human rights abuses are frequent and severe. While Turkmenistan was
ranked in the top fiftieth percentile in terms of political stability in 2001
by the World Bank Institute governance indicators, the country scored in
the bottom tenth percentile in the categories of regulatory quality, voice
and accountability, and government effectiveness.?

Turkmenistan’s political reform strategy does not warrant the dig-
nity of being called a reform strategy. The political leaders have done little
more than to pay off friends and eliminate enemies. Any idea of reform
ended with the assassination attempt on Niyazov’s life in late 2002.2* In the
wake of this event, the country’s human rights situation has deteriorated
markedly as the sole criterion for advancement in the society has become
unquestioned loyalty to the country’s leader.

Uzbekistan: National Consolidation and Social
Consensus

Uzbekistan, with an estimated population of 25.1 million people in
mid 2001, has the highest rate of population growth among the Central
Asian countries.”” Traditionally, Uzbekistan’s workforce has been ori-
ented toward the largest sector of the economy, agriculture. However,
over the past decade, while the agricultural workforce has continued to
increase, the largest employment growth has occurred in light industry,
food processing, and the service sector. Cotton remains the mainstay of
Uzbekistan’s agriculture, but crop diversification has occurred as Uzbek
agricultural officials, in response to the demand for more foodstuffs, have
placed greater emphasis on the production of cereals and grains. Industrial
diversification, reflecting market forces, also has taken place. Coal produc-
tion has fallen substantially, while oil, natural gas and electricity produc-
tion have increased. Although Russia traditionally has been Uzbekistan’s
primary trading partner, the Uzbek government has sought to diversify its
trade patterns. Uzbek foreign trade began to develop in the early 1990s,
but the import of manufactured goods and luxury items led to trade
deficits in 1996. To restrain the growth of this deficit, promote domestic
production, and curb capital flight, the Uzbek government introduced im-
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port substitution measures in 1996. Between 1996 and 2001, Uzbekistan’s
self-reliance measures profoundly impacted both its domestic and foreign
markets.

Under the stern leadership of President Islam Karimoyv, the country’s
first and only president and a former communist party chief, Uzbekistan
has become a highly authoritarian state. The executive branch dominates
the administration, the legislature and the judiciary. The activities of
non-governmental civic organizations as well as the media are tightly
monitored and controlled by the government. Fundamental freedoms of
speech, association and political expression are similarly limited by the
government. However, strident political opposition, fueled by insurgency
movements originating during the Afghanistan war and in the Tajik civil
conflict, has grown increasingly active over the past decade, breaking
into violence in the late 1990s. In response to the growth of political op-
position, the Uzbek government mounted significant counter-insurgency
efforts, which have had the effect of stifling civil and human rights. The
2001 World Bank Institute governance indicators ranked Uzbekistan in the
bottom third percentile in all six key governance measures.?

Still, Uzbekistan’s political reform strategy has been the most suc-
cessful in Central Asia in terms of supporting the political stability of the
leadership. It remains to be seen though, if this strategy has succeeded in
consolidating political support within the country. Critics of the Karimov
regime claim that the government’s stress on the “Uzbek path” with its
go-slow approach to macroeconomic structural reforms has undercut
the expected benefits of true market liberalization. Uzbekistan’s strategy
emphasizes: self-sufficiency in energy and food grains; the export of pri-
mary commodities, particularly cotton and gold; and the creation of an
internally oriented services market. Fundamental reforms in agriculture,
state enterprises, state procurement, and the financial sector, (includ-
ing foreign exchange) have been postponed. The reforms that have been
enacted primarily have benefited middle-level government officials who
tend to support the Karimov regime. It is quite possible that the economic
rationale of these policies was much less important than the political con-
siderations.

In the mid-1990s, a significant political opposition emerged within
Uzbekistan, fueled by popular dissatisfaction with stagnating incomes,
government intervention in the economy, and a dearth of opportunities
for meaningful participation in public affairs. As the Uzbek government
consolidated political control during the mid-1990s with heavy-handed
methods, some government opponents were drawn to Islam as a natural
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counterforce to the new regime. Seeing this development as a threat, the
Uzbek government identified Islam with the political opposition and
began a series of campaigns aimed at isolating and neutralizing opponents
of the regime by branding them as criminals, Islamic political fanatics and
terrorists. The counterinsurgency campaign cast a wide net, ensnaring
both the regime’s legitimate and illegitimate opponents alike.

The situation in Uzbekistan changed dramatically following the Sep-
tember 11 terrorist attacks on the United States. The American response
led to the formation of an international coalition to remove the Taliban
from power. The realignment of strategic purpose in the region brought
Uzbekistan’s foreign policy closely into sync with the strategic policies of
the United States in the region. This new coalition fundamentally altered
Uzbekistan’s role in international affairs. Central Asia, with Uzbekistan at
its center, once again became a hotly contested area, a “Great Game” for
influence in Asia. The country’s prominent role in the U.S. formed inter-
national coalition brought Uzbekistan considerable international good-
will within the global diplomatic community. In March 2002, President
Karimov met with President George W. Bush in Washington, D.C. and
reaffirmed Uzbekistan’s commitment to accountable, democratic govern-
ment, an open economy, and the observance of international standards of
civil rights. The year 2002 also witnessed a series of visits to Uzbekistan by
high-level diplomatic and military delegations from a number of countries
and international organizations, culminating with the visit to Uzbekistan
by United Nations Secretary General Kofi Annan in October. Uzbekistan’s
political reform strategy clearly had acquired an international dimension
to complement the domestic. The Uzbek government’s increasing empha-
sis on the importance of conforming to international standards of practice
created rising expectations for substantive change.

Conclusions

This survey of the structural reform policies pursued by the Central
Asia republics since independence leads to a few general conclusions about
the process of reform, and the role of deliberate government strategies in
promoting it. The success in economic reforms has not been uniform, but
it has been notable and in some countries, particularly Kazakhstan, signifi-
cant. Economic reform strategies are never purely economic in the sense
that they always entail some political consequences. Every reform strategy
has a political aspect.

Reform is not free of risk. One of the most significant consequences
of the disintegration of communism was the steep decline in government
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revenues. Since independence the new leaders of the post-communist
states have faced rising public expectations and declining financial re-
sources. Even those reform-oriented leaders who sought to conduct real
reforms found financing reform to be more challenging than expected.
Financing reform, in fact, may be the single most difficult task confronting
the political leader in any country undertaking post-communist transi-
tion. To support the changes they favor, political leaders must somehow
mobilize resources, and this usually entails winning supporters and neu-
tralizing opponents. The experience of the Central Asian states illustrates
the myriad compromises involved in carrying out economic and political
reforms.
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