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Abstract

A burgeoning literature argues that the abundance of oil in developing countries
strengthens autocratic rule and erodes democracy However, extant studieseither show
the average crossnational correlation between oil and political regime or develop
particularistic accounts that do not easily lend themselves totheorizing. Consequently,
we know little of the causal mechanismghat potentially link oil wealth to undemocratic
outcomes and the conditions that would help explain the ultimate, not average, effect of
oil on political regime.

Thisstudy AAOAT T PO A AT 1 AEOEI T Al OEAT OU 1T £ OE/
so by undertaking a statistical reassessment of the relationship between oil wealth and
political regime and a nuanced qualitative examination of a set of carefully selected
cases in order to contribute to developing an adequate account of causal mechanisms
that transmit and conditions that shape the relationship between oil abundance and
autocracy. It draws on qualitative and quantitative evidence collected over eighteen
months of fieldwork in oil -rich former Soviet countries of Azerbaijan, Kazakhstan, and
framework that draws on insights from the rentier state theory, historical
institutionalism, and rational choice institutionalism, | trac e, compare, and contrastthe
processes that potentially link oil wealth to regime outcomes in these countries between
1989 and 2010.

The findings strongly suggest that political regime differences can be better
explained by the interaction of oil wealth with several structural and institutional
variables rather than by oil abundance or another single factor alone. A thorough
gualitative analysis of the post-Soviet cases shows thatthe causal mechanisms
EUDI OEAOGEUAA ET OEA OOAOI OOAA AOOOAS 1 EOAO/
uniform across these cases and throughout the postSoviet period. This was becausea
particular interaction of exogenous variablesand oil wealth affected the causal
mechanisms differently, ultimately entailing different regime outcomes. The spread of
alternative political elites, relative size of the ethnic minority with ties to a powerful kin
state, and oil production geography were key exogenous factorsthat consistently

interacted with oil in affecting the political regimes.
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1 Introduction

The political resource curseliterature links the lack of democracy in oil-rich
developing countries to just that z their richness in oil. An offspring of the rentier state
theory, according to which high economic rents from natural resource production allow
the state to bypass development andboost its autonomy from the society, its
proponents argue that oil wealth sustains autocratic rule and hinders democracy by
enabling the incumbent elites to tax less while spending more on patronage, repress
dissent more vigorously, and hamper socioeconomic changes that are believed to entail
democracy in the long run (Anderson 1987; Beblawi and Luciani 1987;akd 1997;Ross
2001;Jensen and Wantchekon 2004).

Its critics point out that cross-nationally the relationship is far from clear-cut.
Some claim that the negative effect of oil wealth on political regime may be validfor
certain countries or some geographt regions, such as the Middle East, while being
irrelevant or incorrect for other countries or regions (Herb 2005; Smith and Kraus 2005;
Dunning 2008; Haber and Menaldo 2011; 2008; Oskarsson and Ottosen 200ome
argue that oil wealth has actually contributed to the survival of democracy in Latin
America (Dunning 2008). Others suggest the relationship is simply spurious and
political regime dynamics is determined by historical factors, not oil (Horiuchi and
Waglé 2008). However, other reassessments dispute these findingand reassert that oil
does entrench autocracy and impede democracyRoss 2009;Aslaksen 2010; Ramsay
2010).

This body of research hasmade important advancements in our understanding
of various aspects of politicalinstitutions in oil -rich states. Yet, itsconundrum leavesus
unable of giving an unambiguous answer to the seemingly undemanding question that
lies at the core ofthe contention: is there a relationship between oil and political regime
across nationsand if there is, is it negative or positiveé? The research on thepolitical
resource curse has largely oscillated between largeN crossnational studies and
idiographic single-country accounts, and, weful as they are otherwise few have
provided sufficiently cogent and empirically robust accounts of this relationship. The
problem, as | detail in the following chapters, stems from their limitations in developing
and testing theories: largeN regressions are marred with specification data, and
estimation issues andare unableto travel far beyond correlations, and case studes put
forth mostly atheoretical, impressionistic, and hardly generalizeable narratives An
unequivocal answer, however, as perhapsin many things in life, lie s Gn the middle 6z in

causal mechanismghat potentially link oil to political regime. Yet, neither approachis a
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strong candidate for a causalinference (Campbell 1975; Achen 2002; Brady, Collier, and
Seawright 2004; George and Bennett 2005; Freedman 2018 such,they have largely

beenunable to address threepuzzles that emerge fom a closer inspection of data

1.1 Three puzzles

The first puzzle is that, despite affinities, even similar oitrich developing
countries differ in their political regime outcomes. The political resource curseliterature
predicts that, in developing countries, the larger are the fiscal resources that accrue
from their oil wealth, the more autocratic their political regimes are likely to be. A
cursory look at the correlations between regime characteristicsin these countries and
their oil wealth suggests amore ambiguous picture and, specifically, that states with
similar oil riches can neverthelesshave different regime outcomes This is, of course,
becausethere are factors other than oil that affect political regimes in these countries 7
and many scholarsdo OAT 1 60T 16 & O OEA A mEA&BountnfE OOAE
analyses Yet, a further look at oil-regime dynamics in casesthat are similar in other
critical aspects(e.g., income, colonial heritage, region, etc.) such as the ones examined
in this study, reveals that these casedrequently differ as well, if not in type, then in
shades of political regimeand its stability. Why is this so?

Second, the oil-democracy scholarship argues that increased oil wealth in
developing statesis likely to result in reduced taxes, increaséd public spending, and
more vigorous represson (these effects arewell-summarized by Ross 2001)If oil wealth
sets a dynamic similar across o#rich cases then we should expect similar oilrich states
to adopt similar policies. But a careful analysis ofWorld Bank and IMF public finance
data (World Bank 2009; IMF 2010) and Cingranelli and Richards (2008) data on
repression produces mesier, less consistent picture. What explains this variation in
taxation, patronage, and repression among o#rich countries?

Finally, the variation in regime stability among oil-rich states also remains a
puzzle. While oil-rich authoritarian regimes as a goup are significantly more stable in
the face of crises than other nondemocratic regimes (Smith 2004; Ulfelder 2007),
nonetheless they differ in their post-crises trajectoriesz a few (e.g., CongeBrazzaville
and Nigeria 1979) broke down and reverted to athoritari anism, some (e.g., Nigeria
1999 liberalized and still some (e.g., Indonesia) achieved moderate levels of democratic
consolidation (Smith 2007; Marshall and Jaggers 2005; Freedom House 2007). What can
account for these differences?

Thesethree puzzles suggest thatsome important causal factorsare omitted and

that the relationship among key causal factors might be rather contingent and
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interactive than linear and additive. The key premise of this study is thatantecedent
conditions, such as preoil institutions or ethnic diversity, and context factors, such as
geopolitical environment, can interact with oil wealth in affecting the causal
mechanisms and, ultimately, regime outcomes.In order to understand the ultimate
effect of oil on political regim e, therefore, we need to dentify these factors and how they

operate in conjunction with oil abundance

1.2 The model in brief

This study builds on and contributes to recent research that points out the need
Al O AAOAT T PET ¢ OAIT 1 AE OEd curdelin gérierdl{DnBiIdg2605;1 £ OE
Tsui 2010; Robinson, Torvik, and Verdier 2006and the importance of context (Basedau
2008; Hertog 2010) I concur with Dunning (2008) and Ross (2009) who suggest that
identifying the conditions, which shape the relationship between oil and political
regime, is an urgent step we need to take in order to understand thepolitical resource
curse better. Like Dunning (2005, 2008), the present study aims to go beyond the
CAT AOGEA OAT 1 O0AGO 1 AOOAOOGS AOCOi AT O AT A OET x
place actors in theirimmediate strategic context that shapes their decisionmaking and,
ultimately, moulds regime outcomes. Thus, it shows how macrestructural forces
translate into policy and regime outcomes through shaping the incentives and actions of
major actors.

Employing a theoretical framework that draws on insights from the rentier state
theory, historical institutionalism, and rational choice institutionalism, the model |
develop in Chapter 3 makes three propositions. First, therelativity of oil resources to
costs of patronage, public goods, and coercion can be as important, if not more
important than the absolute size of these resources. The higher are the oil revenues
relative to costs of patronage, public goods, and coercion, the higher is the likelihood
that the leader will retain his autocratic control.

Therefore, and second, a spefic combination of the policies to maintain the
AOOOAT O OAGCEI A 1T O OOOAT COEAT EO xEI1l AADPAT A
disposal, but also on structural and institutional factors that define the costs of
patronage, coercion, and public goodsprovision.

Finally, it follows that different combinations of structural and institutional
factors, such as the characteristics of challenger groups, are likely to entail different
combinations of patronage, coercion, and public goods provision, ultimately affecting

political regime outcomes.
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1.3 Why isthis important?
Currently, about 30 developing countries are dependent on production and
export of oil and gas with two new producers in Africaz Ghana and Uganda coming on
stream. In addition, 12 developingcountries are dependent on hard minerals, such as
copper and diamond (Gelb 2010), which arguably have political effects similar to that of
oil. Many among thesecountries seem to beA £ZEAAOAA AU OEA OOAOI OOA
which is manifested in three main effects: (a) heavy distortions in the economy,
deindustrialization, and poor economic growth outside the resource sector, i.e. the so
AAT T AA O3% 08 ExackrBated doddsiic tensions that sometimes lead to civil
conflict, and (c) entrenchment of autocratic regimesh E8 A8h OEA Obida EOEAA
Most oil-rich developing countries exhibit more than one of these effects as they
seem to arrive in®undlesdFrequentyh  AAT T T 1T EA AEOOI OOEI 1T O A& I
survival strateges (Bueno de Mesquita et al. 2003; Humphreys and Sandbu 2004nd
rAAAT O OAOGAAOAE 11 cobfiinds théx$t @B Aditicat and iAshitdidnal
foundations (Robinson, Torvik, and Verdier 2006; Mehlum, Moene, and Torvik 2006;
Humphreys, Sachs, and Stiglitz 2007; Collier ad Goderis 2007) Therefore,
understanding the political resource curse becomes even more important.At any rate,
departing from overly general theories and excessively descriptive narratives and
examining how oil wealth interacts with antecedent conditions in triggering causal
mechanisms and producing different regime outcomes is crucialfor our understanding
of political and economic institutions in these countries and, ultimately, for developing

effective solutionsto their problems.

1.4 Conceptual framewor k

Before we embark on the quest forthe factors that explain regime dynamics in
oil-rich states, it is important to first define the key concepts. The first is the notion of
rentier state. According to Hossein Mahdavy (1970: 428)entier statesare countries that
OOAAREOA 11T A OACOI AO AAOGEO OOAOOAT OEAIT Al T ¢
Luciani (1987: 51) redefiné to mean a statex EAOA OOEA OAT 00 AOA PAE
where they accrue directly to the state; and where a minority is egaged in the
generation of this rent (wealth), while the majority is involved in the distribution or
OOEI EUAOQETT T &£ EO68 2AT 00 AOA 110 AAOEOAA A&
risk, but rather from utilization of natural resources (Jensen and Wantchekon 2004:
817).
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The secord important concept is that of oil wealth.! Given the inelasticity of its
demand, oil generates on average more rents than othenatural resources(Karl 1997,
Cooper 2003) In additonh OEA T EI OAAOI O EAO ATl ushayl Al AO/
geographically concentrated and capitatintensive, not labour-intensive, industry, it has
litte OOBEAAO AEEAAOOSG 1T O Ol El EWAIGHMad 1907 Shafed| A OA ¢
1994) The implications of these two featuresz excessive rents andd AT A1 AOGA6 11 A
production z can be profound: oil wealth can make incumbent rulers considerably
autonomous, hence less accountable to their societies.

There is a disagreement on whether oiwealth or oil dependencédas implications
for political regime, with different studies finding support for one or both variables. In
earlier studies, the operational definition of oil abundance z oil exports to GDP ratio Z
actually measured oil dependence and both its numerator anddenominator (GDP) can
contain information that biases results (Ross 2008) | pick this issueup in Chapter 2 and
show how different measurementscan result in drastically different findings. Chapter 3
(subsection 3.5.4) indicates the measuremerstused in the qualitative part of this study.

The third important concept is that of political regime. | use this term in its
institutional sense (Schmitter and Karl 1991; Collier and Collier 1991; Whitehead 1994)
rather than in its sociological sense(e.g., Mann 1993) which emphasizes specific actors
and therefore undervalues the institutional aspects of politics (Munck 2009). The
definition | adopt views a political regime as

an ensemble of patterns that detemines the methods of access to the principal public

offices; the characteristics of the actors admitted to or excluded from such access; and

the rules that are followed in the making of publicly binding decisions. To work properly,

the ensemble must be ingitutionalized » that is to say, the various patterns must be

habitually known, practiced, and accepted by most, if not all, actors(Schmitter and Karl
1991: 76)

Following #1 11 EAO AT A $AOEA #1111 EAO j YpmYQh )
the particular incumbents who occupy state and governmental roles, the politicd
coalition that supports these incumbents, and the public policies they adopt (except of
AT OOOA bDPi1EAEAO OEAO AAEET A (789 Simlaliiny&£l OI
operational definition of regime draws on Polity IV index (Marshall, Gurr, and Jaggers
2010) rather than Gastil index used by Freedom House(2010) A0 OEA 1 AOO
measurement includes aspects of the political systems that are not, strictly geaking,
necessarily thefeatures of political regime as an institution. Both the Polity IV and the

Gastil measures encompass repression as an indicator of political regime; however, |

Following a convention, I referto oilandCAO x AAT OE AO Oi Ei xAAl OEG 8
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exclude it to conceptually distinguish the means of sustaining regime fom the regime
itself, thus avoiding endogeneity problems. | pick this issueup in detail in Chapter 3
(section 3.5.4).

1.5 Methods

Much of the recent work on political resource curse essentially shows the
average effect of oil wealth on political institution s (Dunning 2008). Useful as it may be,
knowing the cross-national average effect of oil on political regime can hardly help us
explain the variation among similarly oil-rich countries and inner workings of their
political institutions. In addition, the aveage-effects logic is based on theOAT 1 1T OEA
OEET ¢cO AAET ¢ A N@oéver, toAparapbrade Ghis| cbnventional ceteris
paribus assumption, ceteris are almost neverparibus in the real world. Consequently,
OEAOA OOOAEAO EAEIN ABPRA RBREMEAABDAEUVEIR | GEA xAQAI OFE
in different settings and depend on antecedent conditions and context variables
(Dunning 2008; Ross 2009).

Quantitative large-N studies are indispensable for spotting crosscountry
correlations, but they can be of limited use for causal inferencgCampbell 1975; Achen
2002; Brady, Collier, and Seawright 2004; George and Bennett 2005; Freedman 2010)
However, the inferential leverage that could be provided by a disciplined qualitative
inquiry has not been fully tapped by the scholarship on the effect of oil wealth on
democracy either (one of few exceptions is Dunning 2008). Instead, the wglitative
studies on the topic are often based on idiosyncratic single country analyses or
OAT 1 OADERDAAOGe AT A OEAOAZI OAh EAOA T EI EOGAA A

The key to resolving the debateon whether and how oil impedes democracy |
argue, lies through minimizing the sources of bias by isolating study findings from the
effect of research design and samjhg error in large-N studies, and by advancing
clearly-framed, context-sensitive and rigorously-tested causalaccounts. This is what this
study aims to do.

I first employ a set of statistical techniques called metaanalysis and its
regression equivalentz meta-regression analysis (MRAY that help integrate the results
of all available quantitative studies on the topic in a meaningful way and examine them
after isolating the effects of sampling error and research design. If in the population of
countries oil-regime effects have one value or are distributed in some way, then we
should be able to approximate that population parameter value or the distribution of
values after we isolate the findings of the studies from studyartefacts and sampling

error.
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The larger part of the study is devoted toa nuanced examination of a set of
carefully selected cases.Since my goal is to pinpoint structural and institutional
variables that interact with oil in affecting the causal mechanisms believed to link oil
abundance © political regime and to examine the effect of these causal mechanisms on
regime outcomes, a smalN qualitative design that is alert to multicausality, path-
dependence and endogeneity appears to be a better choice than the largd quantitative
alternative and conventional comparative method as propounded byPrzeworski and
Teune (1970) and Lijphart (1971 In other words, the particularities of context and
unexplored state of this research terrain render larg-N regression modelling as well as
essentially correlational smalkN less powerful alternatives. Therefore, | employ
methodological refinements in qualitative small-N design with their emphasis on
explicit theory -guided within -case processdracing that feed into structured acrosscase
comparisons(Hall 2003; Brady and Collier 2004 George and Bennett 200k

| draw on qualitative and quantitative evidence collected over eighteen months
of fieldwork, including through around a hundred semi-structured in-depth interviews,
in oil-rich former Soviet states of Azerbaijan, Kazakhstan, and Turkmenistan, andoil-
poor Kyrgyzstan. Employing the theoretical model briefly described aboveand detailed
in Chapter 3, | trace processes that potentially link oil wealth to regime outcomes in
these countries between 1989 and 2010.

In order to guide process tracing, | employ elements of the analytic narratives
approach (Bates et al. 199). Like many rational-choice accounts, analytic narratives use
formal modelling. Unlike many rational -choice accounts, they analyse actors and their
strategic interactions as embedded in their specific historical, social and political
settings. In other words, analytic narratives combine an explicit formal model with deep
knowledge of the case to account for creation and development of institutions. | rely on
such approach by using formal lines of reasoning(much like Levi 1999 to make my
theoretical framework explicit and make sense of messy histacal and interview data.
However, unlike in analytic narratives presented in Bates et al.(1999, the cases

examined in this study are not selfselected; instead, my case selection is theorguided.

1.6 The cases

The dissolution of the Soviet Union and the emergence of its successor states
enable one of the most productive inquiries into sources of differences in political
institutions: while the u nion republics were politically and economically homogenous
under the soviet regime, they stepped onto independent political and economic

trajectories in a matter of one year. Since only after gaining independence the
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governments in these countries assumed full control over their economies, including oll
sectors within -case comparisons can be as productive as they are straightforward

Five of the fifteen republics of the former Soviet Union (FSU) are major oil and
gas producers and exportersz Azerbaijan, Kazakhstan, Russia, Turkmenistan, and
Uzbekistan. Despite the initial opening of political space that followed the collapse,
political regimes in these countries became increasingly autocratic. As such, they
represent typical cases of oHrich autocracies. At the same time, they have differed in
their level of autocracy throughout the post-Soviet period. In order to reduce variation
in potential major causal factors that can be correlated with autocracy,|l exclude the
cases that exhibit significantly different values on those variables. The goal is to compare
cases thatare analytically equivalenf. In statistical parlance, this is a strategy to increase
unit homogeneity. After applying several caseselection procedures, | choose o#rich

Azerbaijan, Kazakhstan and Turkmenistanand oil-poor Kyrgyzstan, which serves as a

OAT 01 OAOEAAOOATI 86 AAOA CEOAT -foleécomdxi EI AO ET EC

1.7 Thesis outline

Chapter 2 offers findings of meta-analysis ofthe scholarship on political resource
curse. It provides acomprehensive qualitative andstatistical examination of its findings
and integrates them in order find out whether oil has a negative, positive or inconclusive
effect on political regime type.

Chapter 3 presentsmy theoretical model that helps explain the variation in
political institutions in oil -rich states of Central Eurasia and possibly beyond. It also
details the research design for the qualitative part of the inquiry, including a unified
process tracing framework (UPTF), an analytical heuristic introduced in this study.
Finally, as a way of sketchiig the terrain this chapter provides a background on political
regimes in former Soviet republics.

Chapters 4 through 7 provide the analysis of the four cases in fouranalytically
different periods of their post-Soviet existencez initial conditions and pre -oil coalition
£l Of AOGET T h OACEI A ATTO01T1EAAOEITh 1T OAET AOU
succession crises), and the periods of exogenous fiscal shocksach chapter examines
the relationship among oil, antecedent conditions, causal mechanims, and regime
outcomes in the specified period. Each chapter follows the samestructure z 1 first
present a theoretical framework that uses formal lines of reasoning to briefly sketch oH
regime dynamics in each case, then provide a detailed examination foeach case,

followed by a comparative analysis of similarities and differences in causal mechanisms,

2 See Brady et al(2004: 1)
18

o]



and finally, by the analysis of the likely sources of differences. Chapter 7 is differerftom
the previous ones in that it looks at the change in regimestability, i.e. only one of the
two dependent variables; therefore, its structure slightly differs from those of previous
chapters.

Finally, Chapter 8 concludes the thesis with adetailed summary of findings,
AOAxO OEEO OOOAUB0O O Eafidn®and sudgdst avehlded for fuftherE A U

research.
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2 Oil and Democracy: A Meta -Analysis

2.1 Introduction

Does oil® abundance affect political regimes in oilproducing countries? Does it
entrench authoritarianism and impede democratization? A growing body of political
science literature offers opposing views of the linkage between natural resource wealth,
particularly oil, and political regime type. While some argue that oil wealth is harmful
for democracy, others contend either that this association is spurias or that it is
circumscribed to certain geographic areas or periods of time. In this chapter, integrate
and assesdhe findings of these studies using the tools of the statistical technique called
meta-analysis and arrive at several firm and robust coolusions.

Drawing on the rentier state OEAT OUh OEA OOAOI OOAA AOOOA
increased oil wealth entrenches autocracy and hinders democracy Anderson 1987;
Beblawi and Luciani 1987; Karl 1997Ross 2001;Jensen and Wantchekon 2004).
According to proponents of this argument, large state revenues from natural resource
AAOT AAT AAh DPAOOEAOI Aol U TEI xAAI OEh ET AAO
autonomy from the society, making its political institutions resistant to
democratization. Critics point out that cross-nationally the relationship is not as clear
cut as the adherents argue. Some claim that the negative effect of oil wealth on political
regime type may be valid in some geographic areas, such as the Middle East and North
Africa (MENA z on whose experience therentier-state theory originally flourished),
while being incorrect or irrelevant in other areas (Herb 2005; Smith and Kraus 2005;
Dunning 2008; Haber and Menaldo 2011; 2008; Oskarsson and Ottosen 2008) other
geographic areas, some suggest, oil wealth has actually contributed to survival of
democracy (Dunning 2008). Others argue that the relationship between the two
variables can be positive, not negtive, crossnationally (Gurses 2009; Haber and
Menaldo 2011) Still others suggest the relationship is simply spurious and political
regime dynamics is determined by factors other than oil(Horiuchi and Waglé 2008).

While the earlier interest in this phenomenon was pursued either via individual
case studies or comparative smailN studies of predominantly Middle Eastern states
during the post-WWII period, data availability and development of appropriate
statistical techniqgues made it possible to explore this issue statistically using largéN
crossnational time -series design. Starting with the pioneering work of Barro(1999)and
Ross (2001) many quantitative empirical studies of democracy have either included

natural resource weath variables as controls or focused on how natural resource

16 ET 1 OEAO OOOAEAOR O EI 8 OAEAOO Oi AiOE TEI AT A GAO
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abundance may affect political regime type.l identify 30 such studies, which in total
report 262 empirical estimates of the relationship between oil wealth and democracy.
The estimates range fromnegative through no-association to positive. While 85 percent
of these estimates report a negative and statistically significant coefficient, 15 percent of
estimates point out a positive and statistically significant link. The ratio between
statistically insignificant findings is similar: 75 percent of estimates have a negative sign
and 25 percent a positive sign. However, although the percentage of negative findings is
significantly larger than positive, the latter cannot be ignored.

How do we solve thisproblem in such a way that would enable us to say whether
oil wealth indeed has anti-democratic features across space and time? There are two
options to consider. The first one is to conduct a reassessment of the topic through a
new large-N study, equipped with much better data, better specification, and better
estimation techniques. Although this is an attractive option, it is not immune to the
issues and biases that pervade other studies. In other words, this option can add to,
rather than dispel, confusion due to subjective biases, data limitations, and theoretical
and methodological preferences. The second option is to integrate the results of all
available studies in a meaningful way and examine them after isolating the effects of
sampling error and resarch design. If in the population of countries oil-regime effects
have one value or are distributed in some way, then we should be able to approximate
that population parameter value or the distribution of values after we isolate the
findings of the studies from study artifacts and sampling error. This is possible through
a set of statistical techniques called metaanalysis and itsregression equivalentz meta-
regression analysis (MRA). This chapter offers the findings of such metanalysis of oit
regime effects.

Meta-analysis is a widespread approach in medicine, psychology, and several
other fields. While it is relatively new to economics and political science, certain, albeit
often limited, applications of this method in political science and political e conomy are
gaining popularity (Lau et al. 1999; D'Alessio and Allen 2000; Bishop and Smith 2001;
Imbeau, Pétry, and Lamari 2001; Nijkamp and Poot 2004; Roscoe and Jenkins 2005;

Once the tools of meta-analysis are applied to oitregime estimates collected
across all publicly available quantitative studies on the topic, the inductive findings
show that, crossnationally, the association between oil and democracy is not

inconclusive z it is negative, although small, confirming the rentier-state argument.

(1T xAOAOR OACEITT AT AEEAZAOAT AAOh DPAOOEAOI AOI U
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evident. Most important, | demonstrate that the study results are significantly affected
by measurement, data, estimation, and specification decisions.

The next section offers a brief review of the literature on the relationship
between oil and political regime type. In the third section, | provide a snapshot of the
methodology of meta-analysis and metaregression analysis. The fourth section
describes the data used in this study and how it was collected and organized. The fifths
section provides findings of a detailed metaanalytic examination of the topic. The six
section details what we know about the link between oil wealth and democracy, what
xA AT180h AT A OEA TEEAI U OAAOGITO xEU xA ATl
need to learn in order both to solve the theoretical conundrum and to be able to offer

tangible practical solutions.

2.2 Literature review

A growing body of literature links the lack of democracy in oil-rich countries to
abundance in oil (Anderson 1987; Beblawi and Luciani 1987; Karl 19H¢ss 2001Jensen
and Wantchekon 2004). This argument grings from the rentier state theory, which
maintains that disproportionately high economic rents from natural resource
production lead to adverse political, economic and social outcomes.

According to Hossein Mahdavy (1970: 428)rentier states are countries that
OOAAREOA 11T A OACOI AO AAOGEO OOAOOAT OEAIT AIT «
Luciani (1987: 51) redefine theentier state AO 1T 1T A xEAOA OOEA O0OA1T 60
actors; where they accrue directly to the state; and where a minorityis engaged in the
generation of this rent (wealth), while the majority is involved in the distribution or
OOCEI EUAOEIT 1T &£ EOG68 2AT 00 AOA 110 AARAOEOAA [
risk, but rather from utilization of natural resources (Jensen and Wantchekon 2004:
BYaqQs8 -1 OAT OAOh OEA TEI OAAOGI O EAO AT OAT A]
concentrated and capitatintensive, not labour-intensive, industry, it does not have
BOBEIADO AEEAAOGOS 10 Ol ET HHrgh@n 1977 Shae0 i OA OE O
AEEO OAT Al AGAo 11T AA 1T £ DOl AidhAnQukbeht rulkrs MoreE ECE
autonomous, hence less accountable to their societies.

The revenues procured from external sources, apart from enriching and
strengthening the ruling elite, have several effects wellsummarized by Ross (2001).

Drawing on the literature on the important role played by taxation in the emergence of
representative institutions (Tilly and Ardant 1975; Bates and Lien 198550me studies
argue that oil rents relieve the governments from the need to levy taxes, thereby

weakening the crucial link between the state and society(Skocpol 1982; Anderson 1987;
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Beblawi and Luciani 1987) They can also be partly distributed to the population as a
form of social and political control through large public projects and selective spending
to preclude the formation of autonomous social groups (Moore 1976; First 1980;
Shambayati 1994; Entelis 1995; Crystal 1995; Vandewalle 1998) addition, resource
abundance can allow governments to maintain and enhance internal security that
effectively suppresses dissent and attenuates potential domestic challengeréSkocpol
1982; Gause 1995; Bellin 2004)

Using time-series crosshational data from 113 states between 1971 and 1997 to
test the findings of several single and comparative case studies, Ross (2001) finds strong
support to the argument that oil impedes democracy through these channels.He also
finds partial sub BT OO O xEAO EA AAI 1O A Oi T AAOT EUAOQE
O0cOi xOE AAOAA 11 OEA Agpi 00 1T &£ TEI AT A TEI
AOlI OOOAT AEAT CAO OEAO OAT A O BOIRASRBLAAT T |
finds empirical support for the argument that oil exporters are on average more
authoritarian than mineral exporters. Snce oil enjoys more inelastic demand and its
extraction requires a relatively small labour input than agriculture and coal, copper, or
diamonds mining, the effect of oil rents can be more profound than that of mineral
rents.

Early literature on the political resource curse conflated two issues that later
came to be seen as distinct: survival of authoritarianism and survival of democrac{Ross
2009). Jensen and Wantchekon (2004) argue that regardless of the regime type, resource
wealth will make the regime in the owner country more authoritarian due to
incumbency advantage and executive discretion over allocating resource rentdJifelder
(2007), on the other hand, separates the two issues and finds strong support for the first
argument, i.e. that oil wealth helps autocracies survive. In a refinement of the previos
argument, Ross(2009) also finds that oil wealth impedes democratic transitions in
autocracies. However, this reassessment finds support only to one of the three causal
mechanisms tested by Ross (2000 OE Aentiér effecto h xEEI1T A AAEI ET ¢ Ol
OO0DDI O OrepbessioDdifdad OA mollerrixation effecd 8

A number of large-N crossnational studies challenge the oithinders-democracy
argument positing an inconclusive relationship between oil wealth and poltical regime.
Some argue that natural resource abundance in general and oil wealth in particular is
not consistently associated with less democracycrossnationally z it may have both
negative and positive effects in different environments, but this effe¢ cannot be
generalized across space and timéHerb 2005; Smith and Kraus 2005; Dunning 2008;

Haber and Menaldo 2011; 2008; Oskarsson and Ottosen 2009Punning (2008)
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demonstrates that in Latin America oil wealth did not only not impede democracy, but
also helped to sustain it. Other studies suggest oil wealth might have a positive, rather
than negative effect on political regime crossnationally (Gurses 2009) Still others
suggest variation in democracy is due to other factors and heterogeneity of country
experiences, rather than oil wealth(Horiuchi and Waglé 2008).

What do we conclude from these conflicting results? How to find out which
claim is more valid? One way is to undertake another reassessment gy either the
same or a new set of data, specification and estimation techniqueg and probably add to

the confusion. Another way is to conduct a metaanalysis.

2.3 Methodology of meta-analysis

To help resolve this debate, | conduct a metaanalysis of studiesthat offer
empirical estimates of the relationship between oil wealth and political regime. Meta
analysis is a set of statistical techniques that allow summarizing research findings,
evaluating betweenstudy differences, and explaining these differencesigorously and
systematically. Metaregression analysis (MRA) explicitly estimates the effects of study
characteristics on study outcomes. It enables to not only summarize, but alsantegrate
findings from different studies in a meaningful way by isolating study results from study
artefacts (e.g., betweenstudy data, specification, and estimation differences). As such,
MRA goes far beyond conventional literature reviews, which often suffer from
Oi AGETATT1 T CEAAT OA1T AACET 1T AEA&idnOd kndviedyd
(Stanley 2001)

2.3.1 Identifying empirical effects

Studies on a given topic report positive and negative results that are either
statistically significantornon-OECT EAZEAAT O AO A OPAAE EZEAA
methods z whether there are more positive and statistically significant estimates than
negative or vice versaz although appealing, can be misleading as they ignore a lot of

useful information and do not allow summarizing the studies (Hunter and Schmidt

1 AAZ

1 AO/

2004). Provided that each study included in the metaAT AT UOEO EAO DAOOAA

AEAAEONh AT T AOAOET ¢ A OEGCT OAOO 1T A& bi OEOEOA

however. | canduct such test using the formula

0 pAch

Q%) ®

where
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A Z,. is the standard normal deviate, orz score, for the overall series of
findings;
A N, is the number of positive findings; and

A N is the total number of findings.

Next, | summarize all empirical estimates to answer two important questions.
First, is there a genuine association between oil wealth and political regime? Second, is
this association inconclusive? To find answers to these questions, all empirical estimates
across studies first need to be conerted into standardized measures comparable across
studies. | convert each empirical estimate of the effect size into a partial correlation

using the formula

c8

where, for each estimatei,

A 1 is the partial correlation between oil and political regime
At isthe t-statistic
A dfis degrees of freedom.

The resulting partial correlations run from -1 to 1.

Once partial correlations are derived, we can calculate a cumulative crosstudy
estimate of the relationship under study, i.e. mean partial correlations, using different
weights. The resulting measure is the best estimate of the extant empirical literature on
the effect of oil abundance on political regime. | use the following formula for deriving

mean partial correlation(s):

Bo -
-5

where
A -Tis the mean oil-regime effect
A 1, is the standardized effect from thei™ regression estimate of thej™"
study
A Nis the associated weight.
It is conventional in meta-analysis to regardthe effect small if the absolute value
of -[is less than 0.10, medium if it is 0.25, and large if it is greater than 0.40

i $7 OAT O1 EACI O AT A 51 OAARI 81 O 4iigq
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Once -[is calculated, | construct 95 percent confidence intervals in order to
evaluate the accuracy of the mean partial correlation. The confidence intervals are
constructed using fixed-effect model, random-effects model, and applying three
weights: the sample size, the weighted number of citations of the study, and the impact
score of the journal where the study was published. In addition, | construct credibility
intervals, a Bayesian alternative to confidence intevals. Credibility intervals are more
conservative than confidence intervals and unlike the latter assume thedistribution of
population parameter values rather than a single parameter. | follow Hunter and
Schmidt (2004) and construct credibility intervals by subtracting expected sampling
error from the observed variance in the findings z the remaining variance can be

regarded as due to factors other tlan sampling error.

2.3.2 Exploring the heterogeneity in reported results

Once partial correlations are calculated and summarized, it is possible to explore
the heterogeneity in reported results. Specifically, vy do studies report seemingly
divergent results? k the observed heterogeneity of findings a feature of an underlying
distribution of oil -regime population parameter values or the result of studyartefacts? A
meta-regression analysis (MRA) allows answering these questions. | estimate several

versions of the following basic model:

- 7T O 1Y 7Y 7Y " 6 Q 8

where

A - denotes the partial correlation between oil wealth and political
regime given by regression,

A Dis a vector of data characteristics used in the regression

A Sis a vector of variables representing specification differences (i.e.,
whether a particular variable is used in the regression or not),

A Ris a vector of regional dummies (i.e., specific regins of the world
that the sample of the regression utilizes),

AATEO A OAAOGI O 1T &# OEIi A AOIiTEAO jE8AS
sample utilizes),

A X is a vector of estimation characteristics (i.e. which estimation
technique is used),

A 0 is the disturbance term,

A Qis the error term.
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MRA can estimate two types of statistical models: randomeffects and fixed
effect models. Random-effects MRA(RE) is based on the assumption that in addition to
sampling error, some of the variation in - is due to unidentifiable random differences
(Equation 4). Fixed-effect MRA (FE), on the contrary, is based on the assumption that
the variation in - can be explained by sampling error andsystematic differences
between studies. Contraryto what some scholars suggest, estimating both models might
be misleading; instead, the choice of a model should be strictly guided by not only
whether the whole population or a sample of studies is used but other study
characteristics. | estimate exclusiely random-effect models for the reasons described in

the analysis section.

2.4 Data

To conduct meta-analysis of the relationship between oil wealth and political
regime, | pull together all publicly available studies on the topic. A comprehensive
search using ISI Web of Knowledge, Google Scholar and ProQuest dissertation and
theses database identifies a total of 120 publicly available studies of the effect of oil
abundance on political regime. Then the task is to select those studies that can be
meaningfully analyzed using the tools of metaanalysis and metaregression models.

| include in the meta-analysis those studies that are peereviewed articles,
working papers, books, and theses; employ statistical/econometric analysis; employ
Polity, Gastil or dichotomous/ trichotomous regime variable as the dependent variable;
and report all necessary results, such as coefficients, significance test results, standard
errors, etc. Although some scholars suggest dropping working papers from the analysis
as they may not eport final results and may not have gone through a peer review, |
include such studies to explicitly counter a possible publication bias. Also, unless a
study displays an evident design or reporting problem, | do not discard it based on an a
priori judgme nt of its quality. Instead, following Glass et al.(1981)Itrea®0 OOEA Ei PAA
study quality on findings [as] an empirical a posteriori question, not an a priori matter of
I DPETEITTO6 jaaqs ) AgAl OAA EET AET cO £EOI 1 NOAI
included in statistical meta-analysis; besides, most oflie qualitative studies on the topic
are largely idiographic single case studies. Thus, | derive 262 estimates from 30
guantitative studies, including 19 journal articles, two books, one doctoral thesis, and
eight working papers.

The following step is to construct a dataset that records characteristics of each
study and each estimate. | code around 90 characteristics for each estimate that capture

country composition in the sample used to derive the estimate, data differences,
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estimation differences, and speification differences. The resulting dataset can be
treated as three datasets: alset (n=262)z all regression estimates, besset (n=30)z one
favoured estimate per study, and extended bestet (n=73)z all favoured estimates from

each study.
2.5 Analysis

2.5.1 dgntest

Table 2-1reports the results of the sign test. Both in the allset and bestset, one
direction z negative effect- occurs more frequently than chance would suggest. In other
words, the probability is minu scule that this many findings would be in one direction if
the null hypothesis were true.

The probability is tiny that this many findings would be in one direction if the
null hypothesis is true z that is, if no relationship exists between the variables in the
sampled population.

Table 2-1 Sign Test Results

All Significant
Findings Findings

All-SetZ,. (n=262) -10.63*** -10.13***

BestSetZ, (n=30) -3.29** -3.00%**
x k% p<0_01,-k* p<0.05’* p<0.1

Figure 2-1 shows the distribution of partial correlations of oil -regime effects.
Estimates seem to converge towards one underlying population effect below zero, which
can be regarded an unbiased estimate. The symatry of the histogram also suggests that

the observed distribution of findings is representative.
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Figure 2-1 Qil -Regime Effects, All -Set (n=262)
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Figure 2-2 displays historical change in oilregime effect estimates. As suggested
by the plot, whereas early estimates were mostly negative, reassessments of the
relationship brought more uncertainty and wider distribution of results. Still, the results

are mostly clustered below zero.

Figure 2-2. Change Over Time, All -Set (n=262)
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Does the size of the sample used to derive an estimate affect its magnitude?
Figure 2-3 and Figure 2-4 suggest it does both in the altset and bestset: studies with
larger samples seem to offer, as expected, less variation in the distribution of estimates
between -1 and 1. Studies with smaller number of obseations, on the other hand,

display wider variation. Figure 2-3 also displays fitted values from a quadratic equation.
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They show that, until a certain threshold, the larger is the sample size of the estimate,

the less negative is the estimate to zero. However, past the threshold of 3000

observations, the fitted-values line gradually falls and confidence intervals get wider,

indicating less precision in estimates.
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Figure 2-3. Oil -Regime Effects and Sample Size, All -Set (n=262)
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Figure 2-4. Oil -Regime Effects and Sample Size, Best -Set (n=30)
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Table 2-2 presents summary statistics of oitregime effects, reporting medians,

unweighted and weighted means, confidence intervals and credibility intervals. These

statistics are reported for the allset, bestset, allset excluding top and bottom 10

percent of estimates, and extended bestset. The averages and confidence intervals are
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weighted by the sample size, weighted citations of the study, impact score of the journal

where the study was published, fixedeffect model, and random-effects model.

Table 2-2. Descriptive Statistics, Oil -Regime Effects , Main

All-Set,
Excluding

Top and Oil-Regime

Oil-Regime Oil-Regime Bottom (Best-Set

Statistic (All-Set) (Best-Set) 10% Extnded)

(1) (2) 3) (4)

Number of studies 30 30 23 30
Number of estimates 262 30 210 73
Total sample size 367,549 34,171 327,042 90,292
Median -0.07 -0.08 -0.07 -0.07
Unweighted Average -0.09 -0.09 -0.08 -0.08
Weighted Average (N) -0.05 -0.05 -0.06 -0.05
Weighted Average (Q)* -0.09 -0.09 -0.08 -0.09
Weighted Average (Q)* -0.08 -0.12 -0.07 -0.10
Weighted Average (FE) 0.11 -0.16 -0.04 -0.07
Weighted Average (RE) -0.10 -0.12 -0.08 -0.10
95% Confidence Interval (N) -0.06to -0.08to -0.07to -0.07to
-0.04 -0.02 -0.05 -0.03

95% Confidence Interval (Q1)* -0.1%0 -0.16to -0.10to -0.120
-0.06 -0.03 -0.07 -0.05

95% Confidence Interval (Q2)* -0.1%0 -0.22to -0.09to -0.14to
-0.05 -0.03 -0.06 -0.05

95% Confidence Interval (FE) 0.1%0 -0.16to -0.04to -0.07to
0.11 -0.16 -0.04 -0.07

95% Confidence Interval (RE) -0.14to -0.16to -0.09to -0.13t0
-0.06 -0.08 -0.08 -0.08

95% Credibility Interval -0.14to -0.15t0 -0.13t0 -0.13t0
-0.04 -0.03 -0.03 -0.02

N = weighted by the sample &e; Q,= weighted by weighted citations; Q,= weighted by
journal impact score; FE = fixed effects; RE = random effect$;reduced number of
observations;® based on 17 observations.

All means, except for one instance of a fixeekffect model for All-Set, indicate a
negative association between oil wealth and political regime. In other words,summing
up available empirical evidence, there is a negative effect of oil wealth on political
regime z the more oil, the less democracy. This effect, however, is sall z it varies
around -0.09. Confidence and credibility intervals confirm this small, negative partial

correlation between oil wealth and political regime across the entire literature.
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Confidence intervals and credibility intervals also rule out the possbility of a positive
and no association. That is, summing up the entire extant literature on the topic, the
association between oil and political regime is not inconclusive. The results do not
change significantly when moving away from AllSet or applying weights, except in one
instance when fixed-effect model is applied; however, this result should be treated with
caution as the fixed-effect model, as discussed below, may be not adequate given the
observed heterogeneity. Nor excluding top and bottom 10% smllest and largest
estimates changes the results.

Table 2-3 repeats the same analysis after controlling for the effect of several
variables hypothesized as key determinants of political regime. Columns 1 through 3
report summary statistics for those groups of estimates that were derived after
controlling for the effect of three variables hypothesized in the literature as the most
robust determinants of democracy z regional effects, income, and previous political
regime (lagged regime). Column 4 considers those estimates that were derived after
controlling for the effect of all three variables simultaneously. The results do not change
much.

The results show an inconclusive relationship when considering only those
estimates that were derived after controlling for the effect of inequality and when the oll
variable was considered endogenous. Inequality is suggested by Dunning (2008) as a
critical variable determining whether oil wealth will lead to autocratic or democrati ¢
outcomes. Ramsay(2006) and Haber and Menaldo (2011)suggest that treating oil as
endogenous to political regime can change results. The summary statistics for those
cases reported in Columns 5 and 6 show one positive weighted average for a fixedfect
model and almost all confidence and credibility intervals are inclusive of zero, indicating
inconclusive results. However, the results in Columns 4 through 6 are based on a small

number of regression estimates.
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Table 2-3. Descriptive Statistics, Oil -Regime Effects, Controls

All-Set,
Regional,
Income All-Set,  All-Set,
All-Set,  All-Set, All-Set, and Inequali oil
Regonal  Income LagReg LagReg ty Endogen
Statistic Controls  Controls Controls Controls  Controls ous
(1) (2) () (4) (5) (6)
Number of studies 11 28 23 8 5 2
Number of estimates 39 225 138 22 30 27
Total sample size 56,481 315,320 198,533 28,375 56,891 45,937
Median -0.10 -0.07 -0.06 -0.09 -0.07 -0.06
Unweighted Average -0.10 -0.09 -0.07 -0.10 -0.04 -0.03
Weighted Average (N) -0.08 -0.05 -0.05 -0.07 -0.04 -0.01
Weighted Average
(QL)* -0.08 -0.09 -0.09 -0.08 -0.02 -0.02
Weighted Average
(Q2)* -0.10 -0.08 -0.07 011 -0.02 0.05’
Weighted Average (FE) -0.09 0.12 -0.10 -0.09 0.45 -0.08
Weighted Average
(RE) -0.10 -0.11 -0.09 -0.10 -0.03 -0.08
95% Confidence
Interval (U) -0.12to -0.110 -0.09to -0.130 -0.09to -0.06to
-0.08 -0.07to -0.05 -0.07 0.01 0.00
95% Confidence
Interval (N) -0.10to -0.06to -0.06to -0.09t0  -0.09to -0.05to
-0.05 -0.03 -0.03 -0.04 0.02 0.03
95% Confidence
Interval (Q )* -0.09to -0.12to -0.110 -0.10to -0.09to -0.05to0
-0.06 -0.06 -0.06 -0.06 0.06 0.02
95% Confidence
Interval (Q»)* -0.13t0 -0.12to -0.110 -0.14to -0.10to 0.02to
-0.07 -0.05 -0.04 -0.07 0.05 0.07
95% Confidence
Interval (FE) -0.09to 0.12t0 -0.10to -0.09to 0.45to -0.12t0
-0.08 0.12 -0.10 -0.08 0.45 -0.03
95% Confidence
Interval (RE) -0.12to -0.15t0 -0.110 -0.12t0 -0.14to -0.12t0
-0.08 -0.07 -0.08 -0.08 0.08 -0.03
95% Credibility
Interval -0.15t0 -0.14to -0.12t0 -0.15to -0.09to -0.08to
-0.05 -0.04 -0.02 -0.05 0.01 0.02

N = weighted by the sample size; @= weighted by weighted citations; Q= weighted by journal
impact score; FE = fixed effects; RE = random effects; * redad number of observations;® based
on 15 observations® based on 8 observations.
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2.5.1 Heterogeneity

I now turn to exploring the heterogeneity in findings. The key question is, if
integrating extant studies points at the negative, however small, relationshipbetween
oil wealth and political regime, why is the literature reporting heterogeneous findings?
The differences in results can be due to realvorld factors or the research process. Real
world factors are regional specificities, time periods, or country diosyncrasies. The
AE£EAOAT AAO ET OEA OAOAAOAE DPOT AAOO i AU
the data they use, and the technology they choose to apply to analyze the data, such as
model specification, estimation techniques, and common knowledge. MRA takes proxies

for these inputs and examines their effect on the effect size(Doucouliagos and

2.5.1.1 Moderator variables

Table 2-4 lists covariates used in the metaregression analysis of oHregime
effects. They are grouped into six categories: region composition in the samp| data
differences, knowledge effects, estimation differences, specification differences, and
others. Each moderator is selected because of its hypothesized effect on study findings;
thus, despite a relatively large number of variables, | avoid data minig.

Since country composition in the samples used by researchers of eilegime
effects is unreported, | use regional composition of the samples by coding dichotomous
variables for each region. These regions include Middle East and North Africa, Sub
Saharan and South Africa, and Latin America. The task is to explore whether the
inclusion of any region affects the research results as suggested by several scholfRoss
2001; Herb 2005; Dunning 2008; Haber and Menaldo 201Dther regions are captured
by one dichotomous variable®.

Data differences are captured by three groups of variables. First, some studies
suggest that extending the temporal scope of the analysis may have a significant effect
on the results (Haber and Menaldo 2011)To examine the validity of this claim, | include
a log of the number of observations, which on average captures both the temporadnd
spatial scope of the sample used. Second, dummies are included for each time period
used in the studies of the relationship between oil wealth and political regime. Third,
since different measures of key variables might have a significant effect on stly results,
the differences in measurement of independent and dependent variables between

studies are captured by dummy variables indicating which measurement was used by

4 Separate variables are coded for Eastern Europe and Former Soviet Union, East and South Asia, and
Western Europe, US, and Canada. Regression results that evaluate the role of each tbese regional
dummies is available from the author.
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each study. The importance of examining the effect of measurement on study outcomes
is underlined by the ongoing debate on the most valid measure of oil wealth and
whether oil wealth or oil dependence should be treated as the key explanatory variable
(Ross 2008; Ross 2009; Dunning 2008)Similarly, the result may be affect by which
measure of political regime is used. Therefore, | include in the MRA three dummy
variables for each measure of politicalregime used in the literature z Polity IV, Gastil
(i.e., Freedom House), or dichotomous or trichotomous regime measure. | report several
regression results in which a different measure was treated as a base.

Knowledge effects are captured by two variablesFirst, as study results may be
affected by feedback from other students of the political economy of oil, | include a
dummy variable which takes the value of 1 if the author declares receiving feedback from
other scholars studying the same topic. SeconddEA AOOET 06 0 DPOAOEI 00O
an effect on the results and a separate dummy variable captures whether this has an
effect of study results.

Estimation differences are captured by three variables. The first is whether the
estimate was arrived through a non-OLS regression. The second is whether country
fixed effects were used. The third is whether oil was treated as endogenous.

Specification differences include all important variables hypothesized to either
have an independent effect on political regme, such as income, sociecultural region,
and previous regime type. Others include possible causal mechanisms between oil
wealth and political regime, such education and urbanization z two variables used to
measure modernization.

Finally, | control for o ther factors, such as whether the field of the journal where
the study was published is a political science journal and whether the focus of the study

is the relationship between oil abundance and political regime.

Table 2-4. Covariates in the Meta -Regression Analysis of Oil -Regime Effects
Mean S.D. Mean S.D.

All- All - Best Best
Variable Description Set Set Set Set
r Partial correlation between oil and -0.09 0.14 -0.09 0.13
regime
Region composition in thesample
lamerica Latin American countries included in 0.90 0.29 0.93 0.25
the sample
ssafrica sub-Saharan Africa included in the 0.96 0.19 0.93 0.25
sample

mideastna MidEast/North Africa included in the 0.95 0.21 0.93 0.25
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otherreg

logn
usedpre1960
used1960_70s
used1980 90s
used2000s
oilexpgdp
oilexpexp
oilrpc
oilcdummy
natres

polity

gastil

dumtrich

epistemic

prior

nools
cfeffects
oilendo

period
regional
colonial
lagreg
income
minerals
aid

islam
inequality
ethnic

educ
urban
communist

polisci
oilfocus

sample
Other regions

Data differences

Number of observations (log)

data from pre-1960s used

data from 1960s and 1970s used
data from 1980sand 1990s used
data from 2000s used

Oil exports/GDP measure used
Oil exports/exports measure used
Oil per capita measure used

Oil country dummy measure used
Natural resource measure used
Polity measure used

Gastil measure used
Dichotomous or trichotomous measure
of democracy used

Knowledge effects

Author declares receiving feedback
from authors who have published on
oil-democracy effects

Author has published previously in this
area

Estimation differences
Did not use OLS
Country fixed effects
Oil is endogenous

Specification differences

Period dummies included

Regional dummies used

Colonial dummies used

Lagged dependent variable included
GDP per capita variable included
Non-fuel minerals variable included
Foreign aid variable included

Islam variable included

Inequality variable included

Ethnic fractionalizati on variable
included

Education variable included
Urbanization variable included
(Post-)Communist variable included

Other
Published in apolitical science journal
If oil is the primary issue of interest

0.95

6.34
0.06
0.87
0.90
0.62
0.23
0.09
0.40
0.13
0.11
0.58
0.23
0.19

0.44

0.29

0.41
0.24
0.10

0.25
0.15
0.09
0.53
0.86
0.10
0.09
0.39
0.11
0.15

0.16
0.08
0.04

0.31
0.70

0.21

1.18
0.25
0.34
0.30
0.49
0.42
0.28
0.49
0.34
0.31
0.49
0.42
0.39

0.50

0.45

0.49
0.43
0.30

0.43
0.36
0.29
0.50
0.35
0.29
0.28
0.49
0.32
0.36

0.37
0.28
0.20

0.46
0.46

0.90

6.10
0.10
0.87
0.90
0.53
0.23
0.13
0.20
0.23
0.17
0.50
0.23
0.27

0.30

0.27

0.50
0.23
0.07

0.23
0.27
0.17
0.60
0.80
0.10
0.13
0.37
0.13
0.17

0.23
0.13
0.13

0.37
0.53

0.31

1.18
0.31
0.35
0.31
0.51
0.43
0.35
0.41
0.43
0.38
0.51
0.43
0.45

0.47

0.45

0.51
0.43
0.25

0.43
0.45
0.38
0.50
0.41
0.31
0.35
0.49
0.35
0.38

0.43
0.35
0.35

0.49
0.51
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2.5.2 Estimation models and methods

Since many studies report several estimates, the estimates grouped in the A8et
are not statistically independent since within-study estimates are likely to be strongly
correlated. One of the solutions to this problem is provided by Doucouliagos(2005) and
statistical dependence problem. A more natural solution,however, would be to treat the
dataset as either a multilevel structure or a panel, and group the estimates accordingly.
Each primary study would then be treated as a hierarchy or a panel. Multilevel
regression is flexible as it allows both the slopes and the intercept to vary randomly
across groups(Nelson and Kennedy 2009) It relaxes the assumption of independence
between estimates and allows treating the data as natural hierarchie$Goldstein 2010;
Bateman and Jones 2003)Similarly, although panels are inherently heteroskedastic as
the primary data form an unbalanced panel and random-effects model for panel data
xI O1T' A Al TOAI U APDPOIT GEI AOA arfellatal ntddeling tad BeA |
indispensable in examining the correlation problem due to its emphasis on testing for
correlation between the heterogeneity and moderator variables (Nelson and Kenredy
2009). Therefore, | use both multilevel regression and paneldata modeling.

There are two kinds of models in MRA: fixedeffect model (FE) and random
effects (RE) model. The FE (commoreffect) model would assume that there is only one
true oil-democracy effect size across all the studies pulled together in a metanalysis,
therefore the differences in observed effects are interpreted as stemming solely from
sampling error, not real-world differences. The RE model, on the other hand, allows the
true effect, i.e. population parameter value, to vary across studies. This difference in
assumptions is important as it results in the two models using different error terms in
computing tests of significance and confidence intervals(Borenstein et al. 2009: 195;
Hunter and Schmidt 2004). An inappropriate application of the fixed-effect model, i.e.
when population parameters vary across studies, can result in erroneously narrow
confidence intervals and Type | error rates that are higher than the nominal valueg the
tests of significance would reject a null hypothesis when it is true(Hunter and Schmidt
2004: 394)

Three reasons warrant selecting the RE model or mixeeffects madel that has
the features of two while abstaining from using the FE model. First, although some

research domains can be homogeneous in terms of substantive population parameters

® Even if different authors use the same countries and time periods, the standard practice in metanalysis is

O0i OOAAO OEA AAOEOAA AOOEIi AGAO A0 EIT AA®ditodidgostand OEAOA

UWAART g1 & a1 pQ
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(allowing the application of the FE model), for crossnational time-series regarch on
the relationship between oil wealth and political regime such assumption of
homogeneity in would be unrealistic. It is more plausible that there are also substantive,
not only methodological, factors that explain different effect sizes (National Research
Council 1992) Second, the moderator variables can capture some of the variation among
size effects, but usually not all (Borenstein et al. 2009) Third, Hunter and Schmidt
(2004: 395D OCCAOO OAOAT EAZA OEAOA EO 11 OOAOOAT OF
differences across studies in such methodological factors as reliability of measurement,
range variation, or dichotomization of continuous variables will create differences in
OO0OAU pi bbbl AGETIT DPAOAI AOGAOOGG jé¢vyi Qs

Galbraith plot for heterogeneity (Figure 2-5) confirms that the estimates are
quite heterogeneousz a number of estimates (represented by small circles) lie beyond
the confidence interval of the regression line (i.e. two units over and below the
regression line). If they were homogeneous, we would expect all circles to lie within the
confidence bounds. Therefore, a fixedeffect model can be misleading and random

effeds model is selected a priori.

Figure 2-5. Galbraith Plot for Heterogeneity, All  -Set

o b/se(b) Fitted values

o]

b/se(b)

-205.751

T
0 2500
1/se(b)

Table 2-5 reports several models fitted using three estimation methods. Mode$
13 are RE models with different covariates using residual maximum likelihood (ReML)
through conventional meta-regression that are estimated using the AHSet. Models 46
are mixed-effects multilevel models estimated using ReML where estimates are
clustered by study. Models 79 are RE panel models estimated usingyeneralised least

squares (GLS) regression technique where estimates from each study form groups.
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Models 1012 repeat each of the previous models on more economical number of

covariates.
2.5.3 Results

2.5.4 Regional effects

One of the most consistent findings is that the Latin America variable has a
robust, significant, and positive sign in the MRA in all three kinds of models, regardless
of how the dependent and independent variables are measured. In other wrds, the
inclusion of Latin America in the sample has a positive impact on effect size. This
implies that in Latin America oil -regime effects are different from the general negative
pattern. This is consistent with the finding of Dunning (2008) who, drawing on the
literature on political development in Venezuela (e.g., Blank 1980Karl 1987;Briceno-
Leon 2005) OET xAA OEAO ET , AOET i AOEAA 1 EI
democracy, but fostered it.

Sub-Saharan and South Africa variable, on the other handhas unclear effect. It
has a negative sign through all fitted models, but loses its significance at 0.05 in the
models that treat the estimates in groups clustered by study.

Inclusion of the Middle East and North Africa variable in the sample, however,
has a clearly nonsignificant impact on effect size. This implies that, controlling for
other regions, inclusion of the Middle East and North Africa does not change the result.
This is an important finding, first suggested by Ross (2001), which can be intpreted as
showing that oil-regime effects are not circumscribed to the Middle East and North
Africa z the geographic region, whose experience served as an empirical basis for the
rentier-state theory.

In general, statistically significant findings on regional effects corroborate
implicit and explicit claims by several authors on the regional differences in oilregime

effects (Ross 2001; Herb 2005; Dunning 2008; Ross 2009; Haber and Menaldo 2011)

2.5.5 Time -varying effects

Among the time dummies, only pre-1990s is has a statigtally significant and
negative sign in four specifications, including at 0.01 level in three specifications. This
can imply that the hypothesized negative oilregime effects were at work in pre1960s
period. However, when the estimates are grouped by stud in multilevel and panel
specifications, this variable has a negative and statistically significant sign only once. It
should be noted, though, that this finding is based on a relatively small number of

estimates.
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Table 2-5. Meta-Regression Analysis, Oil -Political Regime Effects, All

-Set (Dependent variable = partial correlations)

@ @ ©) 4 ®) (6) ) ®) © (10) (11) (12)
Mixed- Mixed- Mixed- Mixed-

effects effects effects Random- Random- Random- effects Random-

Metareg Metareg Metareg REML REML REML effects GLS effects GLS effects GLS Metareg REML effects GLS

ReML ReML ReML regression  regression  regression  regression  regression  regression ReML regression  regression

(RE) (RE) (RE) (MLM) (MLM) (MLM) (panel) (panel) (panel) (RE) (MLM) (panel)

lamerica 0.159 0.157 0.159 0.092 0.100 0.100 0.055 0.063 0.063 0.108 0.091 0.077

(3.20)*** (3.12)***  (3.20)*** (2.69)*** (2.87)*** (2.87)*** (1.86)* (2.00)** (2.00)** (2.87)*** (2.92)*** (2.85)***

ssafrica -0.237 -0.217 -0.237 -0.100 -0.091 -0.091 -0.101 -0.077 -0.077 -0.223 -0.141 -0.144

-(2.84)+*  -(2.57)*  -(2.84)%** -(1.87)* -(1.70)* -(1.70)* -(1.91)* -(1.45) -(1.45) -(3.25)*** -(3.36)** -(3.64)***
mideastna -0.063 -0.056 -0.063 -0.037 -0.030 -0.030 -0.043 -0.032 -0.032
-(0.72) -(0.64) -(0.72) -(0.89) -(0.72) -(0.72) -(0.97) -(0.72) -(0.72)
otherreg -0.059 -0.074 -0.059 -0.043 -0.043 -0.043 0.003 -0.022 -0.022
-(0.65) -(0.81) -(0.65) -(0.74) -(0.72) -(0.72) (0.05) -(0.40) -(0.40)

logn 0.047 0.045 0.047 0.031 0.026 0.026 0.052 0.044 0.044 0.062 0.048 0.052

(3.26)***  (3.05) ***  (3.26) *** (2.46) *** (1.97) ** (1.97) ** (5.56) *** (4.19) *x* (4.19) ***  (7.20) *** (5.23) *** (7.76) ***
usedpre1960 -0.161 -0.119 -0.161 -0.087 -0.067 -0.067 -0.108 -0.069 -0.069
-(2.56) *** -(1.85) * -(2.56) *** -(1.33) -(0.99) -(0.99) -(2.61) *x* -(1.47) -(1.47)
used1960_70s -0.055 -0.048 -0.055 0.013 0.017 0.017 -0.003 0.005 0.005
-(0.80) -(0.69) -(0.80) (0.36) (0.47) (0.47) -(0.10) (0.13) (0.13
used1980_90s 0.012 0.017 0.012 0.049 0.057 0.057 0.017 0.034 0.034
(0.16) (0.22) (0.16) (0.96) (1.10) (1.10) (0.37) (0.69) (0.69)
used2000s 0.013 0.024 0.013 0.046 0.053 0.053 0.000 0.018 0.018
(0.38) (0.63) (0.38) (1.39) (1.51) (1.51) (0.00) (0.66) (0.66)
oilexpgdp 0.086 0.021 0.021 0.001 0.071 0.071
(1.93)* (0.50) (0.50) (0.03) (2.06)** (2.06)**
oilexpexp 0.007 0.104 0.007 0.002 0.051 0.051 0.083 0.083
(0.16) (2.27)** (0.16) (0.04) (1.14) (1.14) (2.07)** (2.07)**

oilrpc -0.118 -0.118 -0.076 -0.120 -0.091 -0.065 -0.081

-(3.15) *** -(3.15) *** -(2.27) ** -(4.12) *+* -(3.68) *** -(2.72)* -(4.44) *+*
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(1) (2 (3) (4) (5) (6) ) (8) 9) (10) (11) (12)
oilcdummy -0.111 -0.028 -0.111 -0.031 0.004 0.004 -0.038 0.033 0.033
-(2.10)* -(0.44)  -(2.10)* -(0.73) (0.07) (0.07) -(1.16) (0.81) (0.81)
natres -0.006 0.092 -0.006 -0.025 0.016 0.016 -0.023 0.052 0.052
-(0.11) (1.66) -(0.11) -(0.80) (0.44) (0.44) -(0.76) (1.58) (1.58)
polity -0.050 -0.060 -0.032 -0.036 -0.025 -0.033 -0.044
-(1.78)*  -(2.10)** -(1.30) -(1.47) -(1.15) -(1.41) -(2.10)**
gastil 0.050 0.036 0.033
(1.78)* (1.47) (1.41)
dumtrich 0.003 -0.006 0.053 0.009 0.006 0.042 -0.007 -0.004 0.029
(0.06) -(0.13) (1.32) (0.22) (0.15) (1.21) -(0.21) -(0.11) (0.90)
epistemic 0.103 0.087 0.103 0.011 -0.018 -0.018 0.081 0.044 0.044 0.095
(2.33)*  (1.97)* (2.33)* (0.20) -(0.31) -(0.31)  (2.78)*** (1.27) (1.27)  (B.71)*
prior -0.053 -0.041 -0.053 0.003 0.026 0.026 -0.045 -0.022 -0.022 -0.054
-(1.69)* -(1.29) -(1.69)* (0.07) (0.47) (0.47) -(1.98)* -(0.73) -(0.73) -(2.12)*
nools 0.041 0.056 0.041 0.021 0.024 0.024 0.030 0.038 0.038
(1.10) (1.47) (1.10) (0.61) (0.68) (0.68) (1.08) (1.27) (1.27)
cfeffects 0.058 0.067 0.058 0.118 0.119 0.119 0.095 0.104 0.104 0.118 0.118
(1.31) (1.50) (1.31) (4.08)*** (4.07)** (4.07)%* (3.89)*** (3.87)*** (3.87)*** (4.65)*** (6.31)**
oilendo 0.084 0.041 0.084 0.148 0.145 0.145 0.062 0.062 0.062 0.126
(1.46) (0.74) (1.46)  (2.64)* (2.52)%* (2.52) (1.51) (1.34) (1.34) (3.08)**
period 0.084 0.075 0.084 0.128 0.135 0.135 0.049 0.056 0.056 0.132 0.062
(2.49)*** (2.21)%  (2.49)* (3.09)** (3.08)*** (3.08)*** (2.06)* (1.98)** (1.98)* (4.32)%* (3.20)%**
regional 0.032 0.041 0.032 0.029 0.029 0.029 0.011 0.026 0.026
(0.93) (1.18) (0.93) (0.99) (0.98) (0.98) (0.44) (0.99) (0.99)
colonial 0.073 0.048 0.087
(2.16)* (1.73)* (3.12)**
lagreg 0.047 0.044 0.047 0.021 0.021 0.021 0.020 0.017 0.017
(1.59) (1.42) (1.59) (0.95) (0.95) (0.95) (1.02) (0.81) (0.81)
income 0.001 0.015 0.001 0.014 0.014 0.014 0.023 0.028 0.028
(0.02) (0.44) (0.02) (0.53) (0.52) (0.52) (0.95) (1.10) (110)
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1) (2) (3) (4) (5) (6) (1) (8) 9) (10) (11) (12)
islam -0.014 -0.021 -0.014 0.018 0.017 0.017 -0.001 0.003 0.003
-(0.46) -(0.66) -(0.46) (0.68) (0.61) (0.62) -(0.04) (0.13) (0.13)
inequality -0.005 -0.001 -0.005 0.004 0.002 0.002 -0.007 -0.002 -0.002
-(0.12) -(0.02) -(0.12) (0.10) (0.05) (0.05) -(0.23) -(0.06) -(0.06)
ethnic 0.154 0.178 0.154 0.046 0.050 0.050 0.077 0.072 0.072
(3.17)*  (3.62)*** (3.17)** (1.19) (1.26) (1.26) (2.39)** (2.08)** (2.08)**
educ -0.086 -0.087 -0.086 -0.044 -0.027 -0.027 -0.080 -0.064 -0.064 -0.059
-(1.92)* -(1.82)* -(1.92)* -(0.99) -(0.58) -(0.58) -(2.65)*** -(1.82)* -(1.82)* -(2.66)***
communist -0.100
-(2.42)*
_cons -0.187 -0.300 -0.237 -0.350 -0.396 -0.433 -0.373 -0.464 -0.497 -0.347 -0.395 -0.358
-(1.49) -(2.23)** -(1.88)* -(3.71)***  -(4.05)*** -(4.51)*** -(4.72)*** -(5.16)*** -(5.61)***  -(4.26)*** -(6.43)*** -(6.72)***
Observations 262 262 262 262 262 262 262 262 262 262 262 262
Groups 30 30 30 30 30 30 30 30
R-squared 0.43 0.39 0.39 0.39
Adj R-squared 0.35 0.32 0.35 0.32
Log restricted
likelihood 142.07 139.98 139.98 182.21
Wald chi2 122.87*** 117.91%* 117.91%* 175.84*** 123.51*** 123H1*** 103.71%** 146.44***
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Other time dummies have positive and negative signs, but none is significant at
any conventional level of statistical significance. This runs contrary to the arguments
that later decades, especially 2000s, have more positiveigns in oil-regime effects. In
short, once the entire empirical literature on oil -regime effects is pulled together, time
varying effects do not seem to have a significant impact on the effect size.

However, the number of observations variable [pgn) has a positive coefficient
that is robust and statistically significant at the 0.01 level through almost all models. The
number of observations is a function of the number of countries and the number of
years that the sample covers. Therefore, the positive cdficient might imply that
increasing either the geographic or temporal coverage, or both, results in more positive
estimates. This finding lends credence to the argument that more longitudinal studies
can undermine the argument that oil wealth hinders democracy (Haber and Menaldo
2011)At the same time, extending the analysis to the periods when oil may nohave had
the same economic, political and strategic properties it currently has can be

guestionable.

2.5.6 Measurement effects

One of the most important issues in the resource curse literature is how to
conceptualize and measure resource wealth, in general, andil abundance, in particular.
It is crucial because the way we choose to measure the explanatory or outcome variables
can have a significant impact on study results. The models above show exactly this.

Measuring oil wealth as the ratio of oil exports to GDP comes out having a
positive and statistically significant coefficient in three models, including two at the 0.05
level. However, the result does not seem to be robust. Similarly, measuring oil wealth as
the ratio of oil exports to total exportshas a paitive coefficient statistically significant at
0.05 levels in three models, including two panel GLS regression models. Including a
dummy for oil -rich country, on the other hand, has a negative impact on effect size in
two models. But this result is not robust when multilevel and panel models are fitted.
The most robust result is that oil rents per capitavariable has a consistently negative and
statistically significant coefficient, mostly at the 0.01 level. This means that the estimates
derived using this measure show more negative signs than the estimates derived using
other measures. If, as Ros$2008) suggests, the oil rents per capita is a much better
measure of oil wealth than previously used measures (such as oil exports/GDP), which
tend to be biased, then our results suggesthat using a better measure points at more

negative oil-regime effects.

44



The results are different when we consider the measurement of the dependent
variable z political regime. The extant studies measure this variable in three ways: as a
Polity IV index (Marshall, Gurr, and Jaggers 2010)sastil index (Freedom House 201Q)
or dichotomous/trichotomous variable (Przeworski et al. 2000; Epstein et al. 2006)
Among these variables, onlypolity is statistically significant in three models and has a
negative sign, implying that when the estimates are derived using Polity variable the
results tend to be negative. However, this result is not robust when multilevel and panel
models are fitted. Neither gastil, nor dumtrich variable is statistically significant at any
conventional level of significance, except in one instance. In short, the choice of the
measurement of the dependent variable in deriving oilregime effects does not seem to

affect results.

2.5.7 Specification effects

Among specification effects, the coefficients for the regional, lagreg, income,
islam and inequalityvariables are not statistically significant at any conventional level of
significance. Including these variables in regressions does not have statistically
significant impact on effect size. The period dummy, on the other hand, has a positive,
statistically significant, and robust effect z including a period variable in the regression
results in more positive estimates of oitregime effects.There is also a mixed support for
the variable ethnic z it has a positive and statistically significant coefficient in six models
in at least the 0.05 level, but this result is not robust when multilevel models are fitted.
Similarly unclear effect is that of the variable education z it has a negative and
statistically significant coefficient in several models. There is also some support for

colonial (positive coefficient) and communist (negative coefficient) variables.

2.5.8 Estimation effects

The variable measuing whether the estimate was derived using an estimation
method other than OLS z nools z has a positive sign, but is not significant at any
conventional level of significance in any of the models. At the same time, the other two
variables capturing estimdion effects z whether country-fixed effects were used
(cfeffects) and whether oil was treated as endogenous dilendo) z have positive and
statistically significant (at the 0.01 level) coefficients in several models.Cfeffects is
significant in both multil evel and panel models. There is some, but unclear support to
hypotheses that using country-fixed effects results in more positive estimatesQilendo is

significant in the multilevel models, but is not robust when panel models are fitted.
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2.5.9 Knowledge effects

Finally, the coefficient of the epistemic dummy Zz whether the author
acknowledges feedback of other authorsz has a positive sign and is statistically
significant in the four models, but this result is not robust in any of the multilevel and
two of the three panel models. The variablepriorh xEEAE [ AAOOOAO OEA
engagement with the topic of the relationship between oil-democracy effects, is only

marginally significant in several models.
2.6 Conclusion: beyond average effects and idiosyncrasies

2.6.1 What we know about political resource curse

Summarizing the findings of the meta-analysis, there is a robust negative,
although small, association between oil and democracy. This confirms findings of both
the rentier-state theorists (e.g., Anderson 1987; Beblawi and Lucm 1987; Karl 1997and
the scholars who have put their arguments to largeN quantitative tests and arrived at
the same conclusion(e.g., Ross 2009; Ross 2001; Jensen and Wantchekon 2004; Ulfelder
2007; Aslaksen 2010)

One of the most consistent findings of the above analysis conams the regional
variation pointed out by several scholars(Ross 2001; Herb 2005; Dunning 2008; Ross
2009; Haber and Menaldo 2011)The inclusion of Latin America in the sample has a
positive impact on the effect size. This implies that in Latin America the relationship
between oil wealth and democracy may be positive, not negative, as suggested by
Dunning (2008). Inclusion of sub-Saharan and South Africa has a mixed effect. Inclusion
of the Middle East and North Africa variable in the sample, however, has a clearly non
significant impact on effect size. The same is true for other world regions. This implies
that the political resource curse is not limited to the Middle East and North Africa
(MENA). In advanced industrialized democracies oil may not undermine democracy
since in this group of countries both oil wealth and oil dependence are low. But the
above result may well characterize former Soviet Union, East Asia, and other regions
beyond the MENA throughout the post-WWII period. Time, on the other hand, does
not seem to have a significant impact on results.

The way we choose to measure the explanatory variablg oil wealth z has a
significant impact on study results. The most robust result is that oil rents per capita
variable has a consistently negative and statisticdy significant coefficient. If, as Ross
(2008) suggests, the oil rents per capita is a much better measure of oil wealth than
previously used measures (such as oil exports/GDP, whiclis imprecise and can be

biased both in the numerator and the denominator since they hide a lot of other
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information about countries), then our results suggest that using amore precise and less
biased measure points at more negative oilregime effects. At the same time, the choice
of the measurement of the dependent variablez democracy z does not seem b affect
results.

Three most hypothesized confounders of the relationship between oil wealth
and democracy are previous regime, income, and Muslim population. According to the
meta-regression analysis above, none of these variables has a significant beagiron
results z including these variables in regressions does not have a statistically significant
impact on effect size. This implies that the oil-regime effect does not change with the
values of these variables. At the same time, the effect of other podslie confounders z
colonial and communist legacyz is mixed.

These results hold under different estimation methods z regardless of whether
OLS is used or not, the results do not change. Introducing countryfixed effects, on the
other hand, can result in more positive estimates, although the record is mixed.
However, the validity of using country-fixed effects is an open question. Finally, the
AGEAAT AA &I O AT OAPEOOAT EA ET £ OAT AAoe AilTTC

2.6.2 What wedi T &fw aAl Ogliticdl resource cOOOA dwhAT A

11117 ¢ xEOE OEEIT CO xA ETT1x AAT 6O OEA OPBI 1|
either cursory or no answer to several important questions. The first group of questions
concerns the causal mechanisms. What are the channels through which biabundance
affects political regime? Single and comparative case studiez of predominantly Middle
Eastern and North African countries z provide several clues (e.g., taxation, spending,
group formation, repression, and modernization) that are tested in Rass (2001; 2009).
Alternative explanations put forth other causal mechanisms, such as asset specificity
(Boix 2003) corruption (Fish 2005) inequality (Dunning 2008), and foreign support
(Ross 2009) However, there is little to no consensus on whether these variables are the
transmiOOA OO 1T £ OEA ObI1 1 WHOE R dnly cok@ddhénéng Arosd OO OA 6
national statistical test of various mechanisms treats them as separate mechanisms for
reasons of conceptualization (Ross 2001), case studies mostly conflate various
mechanisms (eg., Beblawi and Luciani 1987; Chaudhry 1997; Karl 199As a result, we
are far from understanding what causal mechanisms, if any, mediate the relationship
between oil wealth and political regime type, what explains the variation in taxation,
patronage ard repression among oitrich countries, and whether this variation entails

different regime outcomes.
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Some issues, such as the role played bgxternal legitimation, remain largely
unexplored. Bayulgen (2005) and Yates (1996), for example, provide interesgncase
studies of the role played by external factors, such as strategic interests of influential
states or foreign capital, in entrenching authoritarian leaders. However, these
hypotheses have not been examined in crossational time-series settings, with the
partial exception of Ross (2009), who provides a cursory look at this issue.

Finally, one of the pressing practical questions is does oil wealth have a uniform
effect on political institutions across oil-OEAE Al O1 OOEAOe %@OAIN O OO
OAOT OOAA AOOOAS OEiIi x OEA AOAOACA AEEAAS 1 E
failing to explain its ultimate effect, which is likely to vary in different contexts
i $OTTEITC al T BN 2100 ailTyqs 4EAOAE OlehimeAl 1T AE (
remain in the dark. For example, while oil windfalls can induce new institutions and
coalitions, they nevertheless enter a complex set of prexisting structures, institutions,
and political power distributions. In her analysis of opposition to the ruling family in
3AOAE | OAAEAR /EOOEIEE jVYyyyQq Adighbodsk A0 OEF A
AAOGAT T PIi AT O AT A ET O A Al isaiA0d7)lafyiek thattie £ EAA
effects of oil wealth are likely to depend on the institutional variation because
institutions usually pre date oil discoveries. Lowi (2004) also argues that oilrents are
I EEAT U O AT 1011 EAAOA ®utthddfecEobthedeistubivkes Bhd ET DI
institutions on the relationship between oil wealth and political regime has been neither
theorized, nor tested.

The variation in regime stability among oil-rich states also remains a puzzle.
While oil -rich authoritarian regimes as a group are significantly more stable in the face
of crises than other nondemocmatic regimes (Smith 2004; Ulfelder 2007), nonetheless
they differ in their post-crises trajectoriesz a few (e.g., CongeBrazaville and Nigeria
1979) broke down and reverted to authoritarianism, some (e.g., Nigeria 1999, Gabon )
liberalized and still some (e.g., Indonesia and Ecuador) achieved moderate levels of
democratic consolidation (Marshall and Jaggers 2005; Freedom House 2007). What can
account for these differences? Comparing Indonesia and Iran, Smith (2007) attempts to
explain the variation in outcomes in terms of timing of oil production z where oil
production started with strong societal opposition and low external rents the regime
ended up stronger than in the countries where it started with little opposition and easily
accessible rents. He sugggs that these are the causes of the former being able to
withstand pressures induced by international price shocks and to survive crises, while
the latter broke down. Yet, arguing that the coalitions forged between the ruling elites

and coalitions are regonsible for authoritarian survival, Smith (2007) fails to explain
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why these robust coalitions are not prone to crumbling. Furthermore, factors other than
broad-based coalitions, e.g. geopolitical differences and differences in diversifying
economies, coutl also have added up to the differences in regime outcomes.

The pursuit of the answers to these questions is complicated by a number of
theoretical and methodological issues that characterize this body of research
Teleological assumptions are one such prblem. For example, drawing on the literature
on the role played by taxation in the emergence of Western democracies (Tilly and
Ardant 1975), several studiegSkocpol 1982; Anderson 1987; Beblawi and Luciani 1987)
assume that increased taxation would entail more accountability. The crossational test
of this argument by Ross (2001) implicitly predicts the same. As pointed out by
Waterbury (1994) in the case of Middle Eastern states, this might be a teleological
expectation that does not hold empirically. It also fails to explain why democratization
took place in resource-poor countries in former Soviet Union where taxes relative to
government services had been lower than in their resourcaich counterparts as, for
example, in the case of Georgia in 2003 and Kyrgyzstan 2004.

Second, as the meteanalysis above shwed, the extant scholarship demonstrates
a variety of conceptualizations and operationalizations of key variables. While the
debate over whether oil wealth or oil dependence is a key variable in explaining political
regime outcomes remains unresolved, somestudies, such as Karl (1997) blur the line
separating these two variables. Others conflate different natural resources (Herb 2005).
As a result, it is unclear whether different resources have the same or different effect,
and if different, which one is the key. Ross (2001, 2009) and Haber and Menaldo (2011)
provide a solution by treating these variables separately and comparing the results, but
this practice is not followed by all studies. Similar problems exist in the
conceptualization and operationalization of the dependent variable. As Ulfelder (2007)
points out, from the methodological standpoint the model used by Ross (2001) is not
well suited to isolating the effects of oil wealth on the persistence of authoritarianism as
it tries to account the relationship between oil wealth and reversals of democracy as well
as the relationship between oil wealth and authoritarian durability.

Third, cross-national quantitative studies are marred with data quality issues.
For example, public finance data, especiallyon taxation and spending, are based on
official figures, collected by the World Bank and the International Monetary Fund from
national statistical agencies. However, these data can be misleading as Lieberman (2002)
shows. For instance, they do not alwaygake into account real money flows, which in

the case of many developing countries can be much larger and variegated.
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Finally, the inferential leverage that could be provided by a qualitative inquiry

has not been fully tapped by the scholarship on the effet of oil wealth on democracy

(with the exception of Dunning 2008). Quantitative large-N studies are indispensable

for spotting cross-country correlations, but they can be of limited use for causal

inference. Qualitative studies on the topic, however, areoften based on idiosyncratic

OET ¢1 A AT O1 OOU AT Al UOGAO i

validity.

Table 2-6. Studies Included in Meta -Analysis

OAT T OAT EAT AA

Aslaksen 2010

Barro 1999

Boix 2003

Borooah and Paldam 2007
de Mesquita and Smith 2009
Djankov et al. 2008

Dunning 2008

Epstein et al. 2006
Gassebner et al. 2009
Gurses 2009

Haber and Menaldo 2011
Herb 2005
Horiuchi and Waglé 2008

Jensen and Wantchekon 2004

Kalyvitis and Vlachaki 2008
Kennedy 2008

Mainwaring and PérezLifian 2008

Noland 2008
Oskarsson and Ottosen 2010

Papaioannou and Siourounis 2008

Potrafke 2010

Ramsay 2010

Ross 2001

Ross 2009

Rowley and Smith 2009
Smart 2009

Treisman 2010

Tsui 2009

Ulfelder 2007

Werger 2009
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3 The Conditional Effect of Oil on Autocracy: A Theory and Its

Investigation

3.1. Introduction

What explains the variation in the level of autocracy in oil-rich countries? Why
do even similar oil-rich autocracies differ in their level of autocracy and degree of
autocratic stability? This chapter presents a stylized model that helps explain the
variation in political institutions in oil -rich states of Central Eurasia. In particular, | will
explain why, despite so many similarities, these oilrich post-communist states have
throughout the post-Soviet period differed both in the level and type of autocracy.

In answering these questions, | move beyond thesweeping democracyautocracy
dichotomy that sometimes disregards important differences that exist among similar
regime types (e.g., Przeworski et al. 2000) Furthermore, mechanisms that potentially
link oil wealth to political regime might be different across different regime types z the
observation that has been largely overlooked in the resource curse literaturez
necessiating a more nuanced approach(Ulfelder 2007; Ross 2009) Despite the relative
obscurity of our knowledge of the inner workings of autocraciesz by definition and due
to secrecy these regimes are much harder to westigate than democraciesz | undertake
OEA AEAI T AT CA I & APl AET EJvaietiéstohautiriady addg | /&
oil-rich countries and how they change over time. Although all oil-rich Central Eurasian
states have autocratic regimes, thesautocracies have differed both qualitatively and in
the level of centralization of political power (see, for example, Jones Luong 2002; Way
and Levitsky 2006) The heuristic model proposed below incorporates ideas from several
bodies of research and amalgamates their insights to build a coherent theoretical

framework to explain why this is so.

3.1.10ntological perspective

The ontology® that underlies this model moves away from the assumptiors of
causal homogeneity, linearity, and additive effects toward those of causal complexity,
path dependence, and strategic interaction among actors in explaining social and
specifically political phenomena. First, it stresses that social and political wortls are

characterized by multicausality and multiple interaction effects (Hall 2003, George and

bgi 11T xETC (Al jaiiéqh ) OOA OEA OAOI 116111 cu 0O06I
about the nature of the social and political world and especially about the nature of causal relationships
within that world. If a metho dology consists of techniques for making observations about causal relations,
an ontology consists of premises about the deep causal structures of the world from which analysis begins
and without which theories about the social world would not make sense.At a fundamental level , it is how
xA Ei ACETA OEA @IO&RBAR xi1 01 A O AAS
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Bennett 2005 Ragin 1987 Mahoney 2007 Schmitter 2009). Joining Hall (2003) and
George and Bennett(2005, among others, it emphasizes that understanding causal
mechanisms iskey for causal explanation. | also concur with Falleti and Lynch(2009) in
that variation in outcomes, including equifinality and multifinality of outcomes, is
usually the function of the interaction between causal mechanisms and context, and
that convincing causal explanation is possible only if this interaction is taken account of.

Second, this ontology does not assume that the causes of a phenomenon
continue to have the same effect, if any, on that phenomenon over time. Rather, it calls
Al O Al AOOT AGO AT A AEOCAAOT I AT O 1T EAABRREOEAIN DO
(Collier and Collier 1991Pierson 200Q Mahoney 200Q Thelen 1999.

Finally, drawing on Milner (1997 and Bates et al. (199§, the ontological
perspective of this study also views political plenomena as outcomes of strategic
interaction among political actors that can be usefully modelled by non-cooperative
game theory (Hall 2003). While the previous view underlines the role that long-term
macro-historical forces play in shaping political outcomes, the strategicinteraction
perspective shows how these forces translate into specific political outcomes through
influencing micro -level reasoning and action. Representation of causal events in the
form of trees 7 such as, extensive form representation of gmesz helps to both discover
the embededness of temporally circumscribed causal models in largeg and, alas,- more
complex, yet more convincing configurations of variables, and explicate the
AT O1 OAOEAAOOAT OE OOA QBEaies eébdl. 1998 MaKeo@OZOORARL) T T O C

3.1.2Theoretical approach

Such ontological perspective, in turn, influences the theoretical approach and
methodology of this study. In investigating reasons for varyihg outcomes in one of the
key political institutions z political regime - my theoretical approach integrates and
AGEI AO 11 EAAAO &EOT I I AOCAT U OxIi OOO0AAI O
institutionalism and rational choice institutionalism. From hist orical institutionalism |
borrow the relatively broad view of the relationship between institutions and human
behaviour, which grants for human behaviour to be both instrumental and
AEOAOI OAOEAAA AU OEA ET AEOEAOAI 80 >pioopt AOE A x
recourse to established routines(Hall and Taylor 1996. Furthermore, drawing on the
literature 1 1 OAEC OOOOAOOOMOGe 1064 Skpdhol EOTRITRYALO83A O
1989, | seez and this study purports to show z institutions as products not only of rule -

making by relevant actors, but also of resilient pathdependent processes and,

sometimes, unintended consequences. My theoretical approach also follows histical
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institutionalism in that it does not attribute exclusive role to institutions in accounting
for political outcomes; rather, it maintains that institutions can form part of an
explanation along with other structural factors, such as socioeconomic develpment and
ethnic diversity, or with ideational factors.

This study also draws on rational choice institutionalism in that it analyses
institutional development through reasoning and choices of actors placed in their
immediate strategic contexts. In other words, it looks at mechanisms by which macre
structural factors translate into political outcomes (Shepsle 1979Bates et al. 1998
Bueno de Mesquita et al. 2003 Katznelson and Weingast 200%. The element of
interaction here is important: actors make decisions through strategic calculus, which
depends largely on their expectations of what other actors are likely to choose, given
their interests and capabilities. Some choices are of course more constrained than
others. Resulting institutions can be viewed as equilibrium outcomes that change
primarily when there is a change in exogenous factorg§Bates et al. 1998: 233)n other
words, they arestructure-induced equilibria(Shepsle 1979 In addition, | share rational-
AET EAA ET OOEOOOEI T AT EOI 60 AEAOAAC
AEIT Al (HAIGr Taylor 1996: 945)

However, the theoretical approach of this study parts with much of rational
choice institutionalism that propounds the view of institutional creation as a voluntary
agreement and relieson a strong assumption of rationality of actors. Instead, | concur
with many historical institutionalists and some rational -choice institutionalists who
insist that new institutions are developed amid existing ones and that the power
asymmetries embedded n existing institutions have a critical impact on new
institutions (Bates 1988Hall and Taylor 1996. From this point of view, institutions are
not necessarily purposive and efficiencymaximizing rules of the game z such a view
overlooks inefficiencies inherent in some institutions (Hall and Taylor 199§.
Furthermore, such quasicontractual view of politics can be inherently apolitical as it
neglects one of the most widely used instruments in politicsz coercion. Therefore, my
theoretical approach draws on the work of Bates et al. (1998), Olson (2000), anBlueno
de Mesquita et al. (2003 in is attention to and explicit treatment of the role of threats
and force.

Furthermore, in contrast to many rational-choice theorists, | do not see

ET 0000i AT OAT EOU AO AAOGAA 11 OEA AOOOI POEIT

the part of actors (Arthur 1994: 406). Such assumption is easily violated in social,
economic, and political situations too complex for actors to cope given the limitations of

their logical faculties, available information, and time. Furthermore, in complex
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interactive situations, actors may not rely on perfect rationality on the part of other
actors either. Therefore, my theoretical approach bases instrumentality of human
AAEAOGET 60h A0 1 AAOGO xEAT EO AT i AO OiOUBI T EC
(Simon 1982 Arthur 1994; Gigerenzer and Goldstein 1995

The model elaborated below draws on several theories. Theentier state theory
AT A OOAOI OOAA AOOOAS OEAOEO & Oi OEA & O1 AA
the specific goal of this studyis to test and refine one of the three important arguments
of these closely related theoriesz the relationship between natural resource wealth and
AAOAOOA biil EOEAAT OACEI A 1T OOAT i(Audming 0854 8 OE /
Morrison 2005). Although my theoretical framework agrees with these theories in that
natural resource abundance, particularly in oil and gas, sustais and often promotes
autocracy where one is already in place, | depart from them in evaluating ultimate
effects of these resources on autocracy.

Specifically, this model shows that the level and durability of autocracy may not
be the function of the amount of resource rents only, but rather of how resource rents
interact with other salient structural and institutional factors. In doing so, | move away
from ceteris paribusargument z OAOAOACA AEAEAAO 1T £ 1T EIl hz Al
since in the real world, to paraphrase this principle, ceteris are almost never paribus.
This model suggests that, in individual cases or sets of cases, a particular interaction of
these variables can affect the causal mechanisms linking oil to political regime
differently, ultimately entailing different regime outcomes. Therefore, the causal
i AAEAT EOI O EUDPI OEAOGEUAA ET 7 0GAT OPAD®T HBARA AL
AEEAAOGSE AT A Oi 1zAABUMTbE neibhérmécéssadlymiGderedid each case,

f

nor uniform across cases. Furthermore, in terms of temporal change, their values would

not necessarily change in tune with fluctuations in oil rents, but rather with those of

specific conjunctions of structural and institutional variables that interact with o il. In

I OAAO OiF AA OEAT OACEAAI T U AT A POAAOGEAAIT U I
literature needs to identify these context variables and how they interact with oil in

affecting causal mechanisms and regime outcomes over time.

3.1.3Methodologica | choice
My choice of methodology follows from the ontological perspective® outlined

above? | concur with Hall (2003) in that the ontologies of comparative politics have

"Ross (2001343: Garrel for barrel, oil harms democracy more in oil-poor countries than in oil-rich ones8 6
.10 (AIl jaiiéd ¢anq DI ET OO 1 00 O udalsé Gelapptofriatéhes®E 1 AOAI
of a particular set of methods for a given problem turns on assumptions about the nature of the causal
OA1 AGETT O OEAU AOA T AAT O O AEOAT GAOo6s8
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outpaced the methodologies currently popular in the field. These ontologies
increasingly see the social world as abounding with multicausal relations and
interaction effects that might not be adequately captured by regressionbased modelling
since such modelling often rests on simpler, unrealistic assumptions about the causal
structure of the world (Hall 2003). Since my goal is to pinpoint structural and
institutional variables that interact with oil in affecting the causal mechanisms believed
to link oil abundance to political regime and to examine the effect of these causal
mechanisms on regime outcomes, a smalN qualitative design that is alert to
multicausality, path-dependence and endogeneity appears to be a better choice than the
large-N gquantitative alternative and conventional comparative method as propounded
by Lijphart (197} In other words, the particularities of context and unexplored state of
this research terrain render largeN regression modelling as well as essentially
correlational small-N a lesspowerful alternative. Therefore, | draw on methodological
refinements in qualitative small-N design with their emphasis on structured acrosscase
comparisons that rely on explicit theory-guided within -case procesgracing (Hall 2003,
Brady and Cdlier 2004; George and Bennett 200h

In order to guide process tracing, | employ elements of the analytic narratives
approach (Bates et al. 1998 Like many rational-choice accounts, analytic narratives use
formal modelling. Unlike many rational -choice accounts, they analyse actors and their
strategic interactions as embedded in their specific historical, social and political
settings. In other words, analytic narrativescombine an explicit formal model with deep
knowledge of the case to account for creation and development of institutions. | rely on
such approach by using formal lines of reasoning(much like Levi 1999 to make my
theoretical framework explicit and make sense of messy historical and interview data.
However, unlike in analytic narratives presented in Bates et al.(1999, the cases
examined in this study are not selfselected; instead, my case selection is theorguided.

In general, such blending of methadological approaches warrants relying both
on deduction and induction, depending on the stage of the research process. For
example, | employ deductive reasoning in developing the stylized model below, but use
induction in identifying structural and institu tional variables that likely interacted with
oil in the specific context chosen to test the model. Such approach can necessarily make
the line between theory and its testing blurry; however, such interaction between
hypotheses and evidence can be both indtable z as Lakatos(1980) suggestsz and

productive for developing convincing theories (Munck 2004).

°t AAOAEI AA EOOCOEAEAAOCEIT AT A DPOAOAT Orheihids is outived 6 E E O
the methodological section of this chapter. Here | provide a broad rationale.
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3.2. Theoretical model

3.2.1Set-up and actors

The leader of a resourcerich post-socialist state’’faces the challenge of retaining
his"tAOOT AOAOCEA Al 1T 6011 T O6AO OEA Ai 01 OOUBO bHI I |
economic decline and rebuild state institutions to conform to the demands of
independent statehood. The following analysis of the ensuing struggle for power
integrates and extends arguments from the rentierstate theory and historical-
institutional theories of political reg ime change. Partly drawing on the work of Shirk
(1993, Roeder(1993 and Bueno de Mesquita et al(2003), it grounds these arguments in
micro-motives of and interaction among four key groups of actors: an incumbent leader
(Lqh OE A wihnfod dodlit®d @), selectorate (S) and disenfranchised citizens D)
(Figure 3-1).

| define the incumbent leadership®? (L) of the country as a small group of
individuals with the authority to raise state revenueO AT A Al 11T AAOA OOAOQA
pursue chosen policies. The leader is drawn from theselectorate (S) a larger group of
actors who have political and economic resources to affect the selection of leaders and
formulation of policies®® | do not assume that all selectorate members are eligible to
become a leader, but that all potential leaders are members of the selectorate. Since the
country has been largely a colony ruled autocratically, the majority of the population is
effectively disenfranchised (hene D) and does not affect the selection of leaders or
policy choice. Therefore, the selectorate is a relatively narrow segment of the
population. The size of the selectorate is influenced by preexisting political institutions
and structures and can changewith endogenous and, more likely, exogenous changes,
OOAE AO OEI BT OAA 1 EAXK MAmbErshia O Ehe $efectoiatd entIESO A A |

the member with an opportunity to become a member of awinning coalition.

°The model presented below, although takes socialist legacy as one of its key background characteristics

for emergent new states, is applicable to other pst-colonial states since 1950s. However, such applications

should take account of such differences between possocialist and other postcolonial states as property

rights, economic systems, etc.

"Given that many autocrats around the world are in fact mdes, the leader will be referred to accordingly.

Y2201 OCET 60 OEA OEAOEOR OEA OAOI O O1I AAAAOSG AT A OO0OI ET G
BaEA OAOI OOAI AAOI OAOGAG 1 OECEI AGAOG AOI I " OEOEOE DPAOIE
within a political party with the effective power to choose leaders(Paterson 1967 Norris et al. 199Q. The

term was subsequently applied to ChinesgShirk 1993 and Soviet(Roeder 199Bpolitics to define the group

of people in the high echelons of respective communist parties, bureaucracy, military, and regional leaders

who had a say in the selectionn £ OEA AT O1 6OUB8O 1 AAAAOOS

“tis important to note that the incumbent leaders in many new post-colonial and post-communist

AT 61 OOEAO xAOA OAI AAGAA 110 AU OEA 1T Ax Ai 01 6OU8O OOA
centre. However, after gainng independence, political and economic elites in postcolonial and post-

communist countries are likely to become selectorates.
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Figure 3-1 Political System in the Selectorate Theory

4EA 1 AAAAOB O xW\) is & $uliset Afipdliticat &ctors thosen by the
leader from within the selectorate and whose support endows the leader with political
power over the rest of the selectorate and disenfranchised members of the society. The
winning coalition (@ontrols the essential features that constitute political power in the
systemd(Bueno de Mesquitaetal. 2003: 8 ! O OEA 1 AAAAO8 O DPAOOI T At
most from private goods available to the leader as a head of state. The leader is
interested in keeping the winning coalition at the level large enough to attain and keep
power, but small enough to maximize the amount of resources that each member of the
winning coalition can get. In other words, the leader will strive to keep the minimum -
winning coalition (Riker 1962 Bueno de Mesquita et al. 2008 as the case studies will
demonstrate. Once the leader loses the suppa of a sufficient number of winning
coalition members, a challenger from within the selectorate can replace him in office
(Bueno de Mesquita et al. 2003Shirk 1993; Roeder 1998

The political regime in the country is autocratic. | adopt, with slight
modifications, components of political regimes proposed by Marshall, Gurr, and Jaggers
(2010. The political regime is operationalized as a political institution characterized by
the degree of competitiveness of executive recruitment, the degree of openness of

executive recruitment, constraints on chief executive, and regulation of political

participation *>

¥y AgAl OAA OAT I PAOGEOEOAT AGO i £ Pil EOEAAI DAOOEAEDAOE]
operationalization includes repression. This is because repression in this study is treated as a variable largely
exogenous to political regime.
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4EA 1T AAAAOGO AT T 0011 EO AEAI I Alpreshubes AU A
emanating from either one or two challenger groups (). The first group (C) is a
subgroup in the selectorate that can potentially remove the incumbent leader and
replace him with their own leader if enough number of the winning coalition members
defects from the incumbent. The second group C ) is formed from disenfranchised
citizens who are adversely affected by disintegration and worsening economic situation,
wish to get more voice in public decision-making, or both. The claims of both groupsare
partly enabled by prior, exogenous political liberalization. The subsequent struggle for
power would yield regime outcomes that theoretically can range from unlimited
autocracy through hybrid regime to full democracy. Which type of political regime
bed i AO AT OANOEI EAOEOI 1 O0AT T A6 1T &£ OEEO 000«
these four groups of actors. However, the focus of the following analysis is not on the
play of the two broad games where the leader is challenged by these groups and
responds, but on the role of structural and institutional variables that influence the
AAOT 005

I AAT OEOAO AT A OOOAOACEAO AT A OEA EI

resource wealth.

3.2.2 Assumptions

) i AEA OEOAA OAI AGAA AOOOI me@ticésOFirsDA CA OA
incumbent leaders aim to hold onto power for as long as possible. Second, they strive to
maximize the amount of rents, which they can retain for themselves. Third, incumbent
leaders aim to maximize their control over policy choice as impgemented policies affect
future distribution of political and economic power.

Conversely, challenger groups aim to maximize their own benefit from
distribution and redistribution of economic and political resources, including highest
public offices and public property. In addition, like incumbent leaders, challenger

groups aim to maximize their influence on and ideally control over policy choice.

3.2.3Resources, costs, and context

In the pre-independence period, the fully autocratic regime rested on a
combination of high patronage (private goods), moderate coercion, and moderate public
goods provision. To retain its autocratic control after the country gains independence,
the leader needs to maintain the current system of patronage to satisfy the winning
coalition and either co-opt or oppress challengers that demand redistribution, either
from within the selectorate or the disenfranchised part of the society, or both.

47 AA AEEAAOEOAIK & Ehbuld bl anfofiidd@ GomEnatordd A CU
patronage, coecion and public goods provision. This strategy will depend on three
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groups of factors. First, in order to provide private goods to the winning coalition and
public goods to the whole society, and sustain a coercive apparatus, the leader needs
fiscal resoucesto satisfy these needs{,).
Of course, money is rarely enough in realistic settings. Hence the second factor
OEAO AEEAAOO OEA 1 AAAAROSBO OOOAOGACU 1T &£ AAAI ET
of political-administrative resourceshe possesse$R )™ In general, the more fiscal and
political -administrative resources the leader has, the higher his ability to pursue an
effective strategy to preserve the current regime.
However, regardless of how large the resources may be, it is important thathey
are at leastsufficient to cover the actual costs of staying in office. Hence the third group
I £ EAAOT OO0 AAEETET C OEA 1 AAAAOGO AAEI EOU O
control is a combination of three costs costs of patronage §.), costs of coercion €.),
and cost of public goods that keep the economy afloat and society stablex()*"
AEAOAEI OAh OEA ET ADIi 4 ArivaiedgbodsiN uklic dogls, D O1 OE
and applying c_ coercion, given his coalition of the sizeW_and challenger coalition of

the sizeWq, is

|Wilge + px + [Wclge (3.1)
if the leader chooses to ceopt the challenger, or
|WilgL + px + [Wcleo (3.2)

if he chooses to oppress the challengef®

4EAOA A OAh OEA 1 AAAAOGO OOOAOACU EO

QL:f(s s s s zs s) (33)

if we assume that both the two types of resources and the three types of costs are

connected with additive function, or

— ) (3.4)

@.=1( s zs s

S B

if we do not assume such additive function, but allow that they can interact
otherwise.™

This observation has several important implications for the relationship among
OAOT OOAAOK V,Arddiulabidsutiadd) éndirdnnént, and regime outcomes.

First, it follows that the larger are the fiscal and political-administrative

resources relative to combined costs of patronage, coercion, and public goods N{. +

% This is largely a function of prior political regime and strength of the patronage networks that underpin it.
In a more formal language,R_ is a proxy to a vector of variables, including the lagged dependent variable
political regime.

Yo#1 06068 AOARA AAEET AA AOT AAI U ATA 116 1TAAAOOAOCEI U ET 11
B3 OA0ANOAT 61 Uh ) OOA A NOAAOAOGEA OUI Al 5

¥This is an important observation to be picked up in later discussion.
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R)/ (W gL+ px. + 0 $Qz < 0 )), the more is the leader able to meet these cost8’
Therefore, he will not need to incorporate the challenger into the winning coalition,
make policy concessions, or allow economic or political liberalization. The likely result
would be that the leader will preserve unlimited autocracy. Conversely, the smaller the
ratio of resources to costs, the less the leader is able to tap resources for patronage,
coercion, and public goods provision. In such case, the leader may need to imcporate
the challenger into the winning coalition, make policy concessions, or allow economic
or political liberalization, depending on the strengths and characteristics of the
challenger. As a result, the leader is less likely to retain full autocrady. This supports
the contention that higher revenues, particularly from non-tax revenues z for the
reasons explained below; help autocrats entrench their power (Gellner and Waterbury
1977. But, importantly, it also suggests that the ratio of resources to costs should be
taken account of, i.e. therelativity of resources to costs is imperative as well.

Fiscal resources are the sum of official and unofficial tax and noftax revenues
accruing to the ruling elite and include the key exogenous source of revenue natural
resource endowment (on endogenous oil rents, see Dunning 2010 Several reasons
predispose the leader to concentrate on generating nontax revenues, particularly
revenues from realization of oil and minerals, if the country is endowed with such
resources. First, economic rents from realization of oil and minerals are on average
higher than normal rates of return in other sectors (Mikesell 1997; Sachs and Warner
2001) Second if in the pre-independence period taxeson domestic producers and
population were low, increasing taxes from domestic constituencies can be socially and
politically destabilizing. Third, as tax revenues can assume accountability to the party
from which the revenues are levial, the ruling elite has an incentive to rely on nontax
revenues, such as natural resource rents or lax foreign grants that accrue directly to
government coffers bypassing the population. Finally, natural resource revenues,
particularly from oil are more attractive than foreign aid since they rarely involve
AAAT O1 OAAEI EOU O1 AT U PAOOUh xEEI A OEA 1AO0O
OET OA 000 O0EThetedi, the Aigher Ak 8he oil revenues relative to costs of
patronage, public goods, ad coercion, the higher is the likelihood that the leader will

retain his autocratic control.

2 f the ratio (M_+ R)/(% $Q No 2 $Qz I I ) is more than 1, i.e. M, + R)>(|W g, + px_+
W $Qz W W ).
U (ML + RI(®$Q Ao w0 $Qz w0 € ) is less than 1, ie. N + R)(® $Q A
W $Qz W W ).
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The second implication of the above relationship between resources and costs is
that if the fiscal resources surpass the fiscal costs M >(|W gL + px +
T $Qz W W ), the larger is the ratio of fiscal resources to combined fiscal costs of
patronage, coercion, and public goods, the larger is thesurplus the leader can retain.
Such surplus is given byM, - |[W|g. - px. - %0 $Qz I o . This surplus can be the
I AAAAOSO EAU O1 OOAA 1T &£ AT OEAEI AT O AT A A& Oi
challenge. Therefore, the leader is interested in increasing this ratio of fiscal resources to
fiscal costs whenever possible. Thiss achieved either when fiscal resources increase, the
costs of patronage, coercion, or public goods decrease, or both of these changes happen
at the same time. Is this possible and if yes, then how? The answer to this question leads
to the third implicat ion of the above relationship.

The third implication follows from the fact that the costs of patronage, coercion,
and public goods as well as the amount of natural resources depend on structural and
institutional factors that are, at least initially, larg AT U T OOOEAA OEA 1 AAAAC
factors include pre-existing political institutions, ethno -linguistic fractionalization,
regional cleavages, etc. In particular, the costs of patronage, coercion, and public goods
are likely to be positively relatedto the number, size, geographic concentration, external
support, and political and economic mobility of the actual or potential challenger
groups in the selectorate and disenfranchised part of the population from which
distributive and redistributive pressures emanate. These groups can be regional
networks, ethnic minorities, or political blocs formed as a result of previous leadership
changes or democratic experienceTherefore, the specific combination of the policies to
maintain the current regime or strengthen it will depend not only on the resources at the
I AAARAOS O AEODPT OAlh AOGO AIl O1T 11 OOOOAOOOAI
patronage, coercion, and public goods provision.

In the short run, what the incumbent leader can affect is how he chooses to
deploy its resources, given its political, economic, and social environment. In
subsequent periods, choices made previously and changes in structurahstitutional
environment, including endogenous changes fostered by the ruling elite,can engender
path dependence, presenting the key actors with a different environment and a different
set of choices. This provides an answer to the above question on whether changes in
fiscal resources and costs of patronage, coercion, or public goods pvision are possible
and how. Such changes are largely exogenous (e.g., demographic trends or migration),
as the above analysis shows, but over time can be partly endogenous as the leader can
AEOAAO OEA OOAOABO OAOT OOAAO &)butlalboOvedkdn]l U O
these pressures in the future (e.g., through forced migration). In other words, the leader
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is likely to use his resources strategically so as to decrease the costs of patronage,
coercion, and public goods in future as much as possiblethereby increasing his surplus.

The fourth implication follows from the previous point: different combinations of
structural and institutional factors, including the characteristics of challenger groups, are
likely to entail different combinations of patonage, coercion, and public goods provision.
For example, if coercion is prohibitively costly while patronage and public goods
provision are relatively cheap, then the leader is likely to pursue a combination of
patronage and public goods with a relativelysmall amount of coercion. If, on the other
hand, coercion is feasible and does not entail much cost in comparison to provision of
private and public goods, then the leader is likely to pursue oppressive policies.
Depending on these varying costs relativeto fiscal resources, the incumbent leader will
respond differently to distributive and redistributive pressures. In other words, his
OO0O0OAOACU xEIlT AAPATA 11T 110 11710 OEA OAI
of costs, but also (a) the characgristics of potential or actual challenger groups and (b)
how these costs of patronage, coercion and public goods relate to one another.

The above discussion highlights four important issues neglected in the resource
curse literature. First, since structural and institutional conditions vary from country to
country, the costs of patronage, public goods, and coercion are likely to be different in

different contexts; hence different regime survival strategies and possibly different

AOE ¢

regime outcomes. While ceOAET AAOOAI [ AAEATEOI O T ECEO AA

interaction with key structural and institutional factors in some cases, they might

OAI AET OiI 60A86 ET 1 QB eéstBlishingEhisGstoAeldf tite ObjeCtizel
of this study z then crossnational large-N studies of causal mechanisms would be
probably misled if they assume that all causal mechanisms linking oil wealth to regime
outcomes are at work in each case.

Furthermore, different causal mechanisms might be treated separately fothe
sake of analytical clarity, but in reality they might be influencing one another, if not
interacting in more complex ways.

In addition, it is plausible that with the same or even smaller amount of oil
wealth a leader in one country can attain simila or stronger autocratic outcome than an
autocratic leader in another country, if he faces a less recalcitrant structural and
institutional environment. This shows that the absolute size of oil revenues might not
be the best predictor of regime outcome.

Finally, it highlights the dynamic, inter -temporal nature of the problem z
different combinations of structural and institutional variables can have different effects

on the choice of strategy and regime outcome not only across different cases, but also
62
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across different time periods within the same case. Therefore, possible path
dependences and feedback loops should be taken into account.

The next question is what are the causal mechanisms that potentially transmit
oil wealth into sustained autocracy? In paticular, what are the specific forms that

patronage, coercion and public goods provision can take?

3.2.4. Causal mechanisms

4EA 1 AAAAOGO OOOAOACU EO 1T EEAIT U OF AA A
distributive and redistributive demands of challenger groups. The first relates to
taxation. Drawing on the insights of the earlier literature on the role played by taxation
in the emergence of Western democracies (Tilly and Ardant 1975), mostentier-state
scholars agree that in resourcerich countries the crucial link between taxation and
representation is almost absent since ruling elites do not need to tax their citizens
heavily as they derive large amounts of natural resource revenues; therefore, they escape
the demand for accountability, which usually comes with taxation (Luciani 1987,
Vandewalle 1987; Ross 2001, 2Q04nh sum, the larger are the natural resource rents, the
less the leader will need to tax and the less accountable he will grow over time.

However, the above model suggests three maodification$o the hypothesis on the
role of taxation as an intervening variable between oil wealth and political regime. First,
taxation is likely to be influenced not only by the amount of non-tax revenues (apart
from its purely economic objectives), but also by those structural and institutional
factors that define the costs of patronage, public goods and coercion in a specific case.
3AATTAh OET AA AEAZAZAOAT O EIT COAAEAT OO0 1 &

O
T

independently, but influence one another, it follows that the level of taxation by itself

might matter much less than taxation in percentage of government services, i.e. public
spending (as suggested by Rosg009)). Third, it is plausible that the line separating

formal from informal taxation can be blurry and depending on context, taxation can be

used for purposes other than raising revenue and rgricing. In fact, taxation can be

used as a tool of coercion, as the casewslies below will demonstrate.

Second, the ruling elite can provide patronage that can take two forms,
depending on the object of such patronage. First, the incumbent can disperse available
rents through high social spending. It is well documented that high oil revenues have
allowed governments in oil-rich countries to spend more on patronage and socially
popular projects, thus retarding popular pressures for democratization (Vandewalle
1998, Ross 2001a, Lam amdantchekon 2003). The advantage of this optionis that it is
I EEAT U O Oi1OEA CAT AOAT O1T AEAIT O kbnocthel 08
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resources are spent, the leader can extract them back from the society selectively
through official taxes or, more likely, corruption (see, for example, Olson 2000
However, it might not always be attractive for the ruling elites as it might also mean a
loss of resources for them. In addition, since it involves dispersal of limited resources
among a large group of people rather than among winning coalition members, it might
fail to placate the latter or exasperate it. Therefore, another and perhaps prevalent form
of patronage is selective spending on the winning coalition and, if need be, challengers.
Such spending can take the form of preferential treatment schemes, pork barrel
projects, ec. Ingenera, OEA 1 AAAAOG O AEOOOEAOQOEITT 1 &£ T EI
assessment of threat from challengers as well as the needs of their winning coalition
(Bueno de Mesquita et al. 2008

Third, the leader can use coercion.The academic reord on repression in oil-rich
countries is mixed. Many rentier-state scholars have alleged that repression is one of the
causal mechanisms linking oil wealth to autocracy, particularly in the Middle East and
Africa (Skocpol 1982 Clark 1997 Bellin 2004). While Ross (200} finds that crOss
nationally oil -rich dictatorships are on average more repressive than other non
democratic regimes, Rosg2009) finds little support for this hypothesis using a different
dataset.

The present study suggests that distinctions should be made between coercive
(or repressive) capacity and actual repression and between different types afoercion,
and implications of these distinctions. First, leaders in oil-rich autocracies may not
repress their populations significantly more than leaders in oikpoor autocracies, in line
xEQOE 210068 jailiyq Z£ETAEI ch AOO OEAT OAOEAAI I U
capacity due  their oil wealth. They are also likely to have more loyal and therefore
more cohesive security apparatus, since top security officials as members of the winning
coalition are likely to have higher vested interests in elite and regime continuity than
their counterparts in non-rich autocracies. Other things equal, the ratio of resources to
the costs of repression is higher in oil-rich than non-rich countries, which means that
for leaders in ol-kOEAE AT O1 OOEAO OADPOAOOEIT EéOmEGAEAADA
be no need to repress as it is likely todeter dissent because the threat is more credible
and can be overwhelming if applied(see Bates et al. 1998 Skocpol (1979), for example,
dampen even strongest popular pressures for change. There is reason to believe that
higher oil rents are likely to promote such coherence and effectiveness, as case studies
will demonstrate. Second, the types of repression captured by crossational datasets,

such as CingranelliRichards Human Rights Dataset(Cingranelli and Richards 200§
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used by Ross (2009)simply does not represent the whole arsenal ofinventive coercion
tools used by autocratic leaders.

Note that the above analysis does not deny that repression can be endogenous to
political regime, as suggested byrRoss (2009). In other words, autocrats can be repressive
because they are autocrats. However, the model above and case studies below show that
coercive capacity and coercion can be a contributor to the entrenchment of autocracy.

The advantage of coercionis clear: if it is successful, the leader retains control
over political and economic resources without sharing them with challengers.Coercion
can be costly, however. First, as noted above, it requires large investment into coercive
capacity. Second, thechallenge might emanate from multiple groups that are relatively
large, mobile, and connected to an influential actor outside the country, such as a kin
state in the case of ethnic minorities. Coercion of such groups can result in political
instability, violent conflict, secession, costly sanctions, or ultimately deposition of the
incumbent. #17 AOAETT AAT Al 01 AA AT OQheUnstitwtionalOA O O
ET OACOEOU 1 &£ OEA OAAOOEOU ADDAOAOOOHh ET OAOQ
(Bellin 2004:146). Finally, coercion can result in unintended consequences that could be
difficult, if possible, for the leader to manage.

Fourth, the incumbent leader can coopt challengers by providing them with
public office. If the actual or potential challenger is from the selectorate, coopting him
and his winning coalition into high or medium -level public office is an option (Alesina,

Bagir, and Easterly 1998; Auty 2001)f the actual or potential challenger is a larger

group from within disenfranchised part of the population, sustaining general
government employment at high levels is an option. Provision of publicoffice can be a

preferable alternative for ruling elites for three reasons: it is credible, selective and
reversible (Robinson and Verdier 2003. Appointment to a public office creates vested

interests in continuation of the current regime on the side of the appointee. It is also

OA1 AAGEOGAT U ApbPl EAA O OAxAOA 11T UAI OGU AT A A
discretion as a form of punishment for disloydty (Bates 1981Robinson and Verdier

2003. Finally, it can relieve the leader from the necessity to offer considerable financial

rewards where he can instead provideaccessOi OAT 1T OOEOAA OAT 608 Oy
resource rents(for a good discussion of 'contrived rents'Auty and De Soysa 2005Still,

including th e challengers into government increases the size of the winning coalition,

which ultimately means a decrease in the amount of rents available to the winning

coalition. The leader, however, is interested in minimum-winning coalition (Riker 1962

Bueno de Mesquita et al. 2008 Therefore, the leader is likely to increase the size of the

winning coalition at the time of crise s, but decrease it once a crisis subsides.
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Finally, if available revenues are low to cover the costs of patronage and
coercion, the incumbent leader can be compelled to provide policy concessions to
challengers or allow economic or political liberalization. Models of co-optation that
either do not specify instruments used by dictators or assume that instruments take
only financial form can be inadequate for explaining the presence of democratic
institutions in autocracies, such as elections, legislaturesand parties (Gandhi and
Przeworski 2006. Gandhi and Przeworski (2006) distinguish between policy
concessions and the sharing of rents and show that a combination of these tools will
AAPDAT A 11 AEAOA Orhtiéndadd tHe Atdknyth & th® oppokitiod Rhey also
find that oil wealth decreases policy concessions. A more radical form of concession is
economic liberalization. Autocrats can be compelled to launch the program of partial
economic liberalization to simultaneously soothe immediate tensions and help
stimulate the economy, thereby improving the tax base and raising government
revenues. However, as economic liberalization is likely to create autonomous or semi
autonomous economic actors who can in the future pose a political challenge to the
ruling elite (Moore 1967 Dahl 1997, the latter is likely to resist economic liberalization
as much as possible. Finally, the least attractive option to the leader is political
liberalization z an increase in the sizes of both the selectorate and the winning coalition.
From the standpoint of the leader and his winning caoalition, both increases dilute
resources in such a way as to leave less for the leader and his winning coalition and
AEOAOI OAOEAA OEA 1 AAAROGO AT A EEO xEITTEITC Al

3.3. Predictions and implications

In the category of cases described ab@; several regime outcomes are likely in
the short-to-medium term, ranging from unlimited autocracy to hybrid regime z the
type of political regime that combines democratic and autocratic elements (Diamond
2002). If the combined costs of patronage, coercion and public goods provision are
OA1 ACGEOGAT U Oi Al AT A OAOI OOAAOG AO OEA 1 AAAA
incumbent leader will likely maintain the required level of patronage, coercion and
public goods and retain full autocracy. If the costs are somewhat larger than revenues,
the leader will be forced to make some cuts in patronage, investment in coercive
capacity, and public goods provision and grant policy concessions to challergys or
allow a small degree of economic liberalization; the outcome will likely be a moderate or
mild autocracy. If the costs are significantly larger than revenues, the leader will not be

able to sustain the required level of patronage, coercion and pubt goods, and will be
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compelled to allow greater degree of policy concessions, economic liberalization and
some political liberalization; a hybrid regime will likely emerge as an outcome.

However, the relationship between fiscal resources and regime outcoms might
not necessarily be static. As the above analysis suggests, fiscal resources are likely to
interact with such structural and institutional factors as the pre-existing patron-client
TAOxT OEOG OEAO ET &£ OAT -Adkinisteivk resodkded\ ArOdihdo BT 1 E
linguistic fractionalization. Since these factors can change over time, either exogenously
or endogenously, their interaction with oil wealth is likely to produce different
I OOAT T AO AAOT 00 AEAAAOAT O AAOA GpacBdniredime£AA OT (
while others might constrain it.

At the same time, such analysis should take account of possible path dependence
as it has two implications. First, previous policies and institutions, once established, can
yield increasing returns in subsquent periods. For instance, once a strong autocracy
wipes out much of dissent potential, the level of autocracy would not necessarily
fluctuate with the amount of oil revenues; for example, it would not necessarily decrease
when oil revenues fall. Second and related, periodization is important as dynamics of
OACEIi A OOOOEOAI AT A 1 OOATI AOG AAT AA AEEEAOAI]

What structural and institutional variables interact with oil wealth in producing
a specific combination of policies and ultimately affecting the political regime will likely
vary across cases. From the multitude of potential factors, several can be more
important than others. These can be identified by deductive reasoning, but more
fruitfully by inductive research as the below discussion of methodology will
demonstrate.

Three examples of such factors are worth noting for illustration. First, the above
model implies that ethnic diversity might not necessarily impede democratization or
lead to more autocratic outcomes as suggested by some scholalkijphart 1977; Dahl
1971; Rabushka and Shepsle 1972; Welsh 1983h and Brooks(2004) find that ethnic
diversity (measured as fractionalization) is neither statistically nor substantively
significant in explaining or predicting political regime outcomes. However, the generic
model above concurs withother studies, which suggest that diversity may have different
effects under different conditions (Collier 2001; Hughes and Sasse 2001; Beissinger 2008)
Specifically, it suggests that ethnic diversity can, under certain circumstances, constrain
autocracy by increasing the costs of repression and patrorge and channelling oil
revenues to uses that, while conducive to political stability, may not be favourable for

centralization of political power.
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As another example, the geography of oil and gas productiory a factor largely
ignored in the resource curse literature z can also be important. Hoffman (2000)
proposes that this variable may be one of the factors explaining varying levels of stat
capacity between Azerbaijan and Kazakhstan. The above model suggests that it can also
be important for political regime outcomes as the relatively diffuse geography of oil and
gas production may act as a constraint on autocratic leaders, for example, tlmugh
increasing transaction costs of centralization and entailing a certain degree of fiscal
decentralization.

Finally, the influence of hegemonic neighbours, such as Russia, can be an
important factor for the development and survival of either certain ruling elites or

political regimes.

3.4. Alternative explanations

There may be many alternative explanations for the variation in political regime
outcomes among oikrich autocracies. This study will focus on two groups of alternative
explanations: one related tothe general pool of cases of oirich autocracies and the
other, to the specific empirical cases used to test the above model. | provide a brief
outline of the first group of alternative explanations below, leaving the description of
the second group to the next section on research design.

The first group consists of four alternative explanations proposed or implied by
several studies of the resource curse. The first one attributes the variation in autocratic
outcomes in oil-rich countries to factors unrelated to oil. One version of this
explanation is that the correlation between oil wealth and autocracy can be spurious or
endogenous(Haber 2006). Another version is that crossnationally oil wealth may have
a positive or no effect on political regimes as well as the negative effecfHaber and
Menaldo 2011) The third version is that this effect can be positive, not negative(Herb
2005).

The second alternative explanation in this group isthat autocratic outcomes are
largely the function of the amount of oil wealth. As Ross(2001)A O ¢ Ob&r@ehfor Barrel,
oil harms democracy more in oil-poor countries than in oil-richonesd | ¢ 16 8 4EEO
imply that, i rrespective of conditions, the amount of oil wealth will be the bes predictor
of autocratic outcomes in oil-rich autocracies.

The third alternative explanation in this category is that five causal mechanisms
proposed in the rentier state theory z taxation, spending, group formation, repression,
and modernization z are al triggered in each case and vary according to the amount of

oil wealth. A related fourth alternative explanation would attribute the role of causal
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mechanism to the lack of modernization caused by oil wealth rather than to taxation,
patronage, or coercion The case selection procedure described below helps to control
for the effect of other potential confounders, such as asset specificity(Boix 2003)

corruption (Fish 2005) inequality (Dunning 2008), and foreign support (Ross 2009)
3.5. Research design

3.5.1Goals

The main goal of this studyis to contribute to our understanding of the variation
in regime outcomes in oil-rich autocracies. As the above model showed, such
explanation should pinpoint exogenous factors that interact with oil in affecting the
causal mechanisms that are believed tdink political regime with oil abundance and
examine the effect on the regime of each of these causal mechanisms. As such, this
study is both exploratoryzET  OEAO EO OAAOAEAO A& O OEA OAIT ]
with oil in affecting regime outco mes z and explanatory z in that it aims to understand
how the causality, if any, works. Similarly, this study is as much an exercise in theory
building as in theory testing. It aims to undertake a rigorous investigation of the rentier
state theory, but also to formulate a refined explanation that accounts for the

conditional effect of oil on political regime.

Figure 3-2. Causal Model

Exogenous Causal Political
Factors Mechanisms Regime
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abundance Mechanism of Executive
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Condition Mechanism é
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3.5.2Research strategy
While a number of causal mechanisms have been proposeth the literature on
OEA OAOI OOAA AOOOAh OEA OAIA EO 110 OOOA ¢
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multitude of possible factors that arises from country and time specificities, a purely

deductive reasoning for identifying these factorsa priori would be neither effective, nor

efficient. This calls for a largely inductive approach. In addition, an optimal research

AAOGECT

Al O Al OxAOET ¢ OEEO OOOAUGO OAOAAOAE

of the effect of causal mechanisms on regime outmes as well. There are two

alternative research strategies for this. The first strategy would be to undertake a cross

sectional time-series quantitative analysis (CSTS) of the data on a large pool of cases

that would include interaction terms (e.g.,

oil*c ountry size, oil*ethnolinguistic

fractionalization). The other would start with a small -N qualitative study that examines

a set of carefully selected similar cases at a more proximate distance using both within

case procesdracing and acrosscase controlled comparison? Advantages and

disadvantages of the two research strategies are outlined iffiable 3-1

Table 3-1 Advantages and Limitations of the Two Research Strat  egies

Advantage(s) Disadvantage(s)
Strategy 1z the possibility of detecting key interaction terms can be too
large-N cross conditions (variables) that affect complex to handle with
national time- autocracy independently or in regression analysis and require
senes - interaction with oil, using a more observations than
quantitative _ . .
inquiry global samplez high external currently available data permits;
validity for a variety of strong unit homogeneity
relationships found,; assumptions, which are possibly
a high probability of measuring untestable;
the causaleffectsof all detected the difficulty in identifying all
exogenous factors on relevant variables to be included
hypothesized causal mechanisms; in the analysis;
the possibility of assessing the multitude of plausible causal
effects of detected exogenous models given the difficulty in
factors on regime outcomes. tracing causal mechanisms;
faulty data or lack of necessary
data for some variables;
Strategy 27 a high probability of correctly the difficulty in generalizing the
small-N identifying some causal factors findings z the findings might be
qualitative and correctly specifying the relevant only to one
inquiry. most causal models cultural/geographic region;
similar systems ) o o i o
design high conceptual validity possibility of pinpointing only a
strong procedures for fostering fraction of relevant variables;
new hypotheses AOOEIT AOQET CeffértoA
higher probability of thorough those variables can be
assessment of the causal problematic
mechanigans that can then be access to relevant data can be
tested in large-N difficult.
higher capacity to address causal
complexity (related to point 1)

#\/an Evera (1997) provides a useful summary.
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The second strategy is a better choice than the first one for answering this
O0OOAUB O OAOAA O#&de-N Rrasdratmal tim@-8eries quantitative design
would certainly increase the external validity of findings, enable detecting key variables
that affect autocracy independently or in interaction with oil, and allow measuring the
causaleffectsof these exogenous factordFreedman, Pisani, and Purves 2007; Berk 2004;
Brambor, Clark, and Golder 2006) However, such design would have several problems.
First, it would require many observations to run a meaningful analysis of interactions
with sufficient degrees of freedom. Neither the universe of cases (the number of o#rich
countries), nor the available quantitative data on them might be sufficient for this.
Second, regressions could produce a multitude of plausible causal models due to the
difficulty in tracing c ausal mechanisms and fail to deal with endogeneity given the
potentially complex causality at work?® (Campbell 1975; Achen 2002; Brady, Collier, and
Seawright 2004; Munck 2004; George and Bennett 2005; Freedman 201Third, such
crossnational regression analysis would require a set of strong assumptions,gsticularly
about homogeneity of countries included in the dataset and the structure of
relationships among variables. Although unit homogeneity assumptions are sometimes
testable, sometimes they are either untestable, or unsupported by datgdFreedman 1999;
Berk 2004; Collier, Sekhon, and Stark 2010; Freedman 20100 short, the cases
compared might not be analytically equivalent (Brady and Collier 2004. Similarly, the
assumption of linearity and additiveness that comes with many regression technigues
can be inappropriate (George and Bennett 2005: 212)n addition, given the unexplored
state of this research area, a largé& design would necessary stumble upon the
difficulty in identifying ex ante all relevant variables to be included in the analysis.
Finally, faulty data or lack of necessary data for some variables would inhibit such
analysis.

On the other hand, a smalkN comparative processtracing inquiry into a set of
carefully selected similar cases would have several advantages. It would ensure a higher
degree of unit homogeneity, increase the probability of correctly identifying causal
variables and specifying causal models, ensure high caeptual validity, provide strong
procedures for fostering new hypotheses, and allow tracing and assessing causal
mechanismsthat can then be tested in largeN (Campbell 1975Ragin 1987 Van Evera
1997 Hall 2003, Mahoney and Rueschemeyer 20038rady and Collier 2004 George and

3 Instrumental variables estimation can potentially be useful (for a relevant example, see Ramsay 2006
(T xAOAoOh &£ETAETC Al APRARBOEAODDOOADI ARDI GO AEIEHEEAO] 08
with such estimation, see Bound, Jaeger, and Bakét995.
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Bennett 2005. Note that such design is a departure from a largely correlational view of
comparative method (e.g., Przeworski and Teune 190; Lijphart 197) as it emphasizes
systematic within-case process tracing and not just comparison of the values of
dependent and independent variables. Apart from its other advantages outlined above,
process tracing can alleviate the indeterminacy problem by generating procesgacing
observations (King, Keohane, and Verba 1994:14120, cited in George and Bennett 2005:
29).

The small-N qualitative design is not without limitations too. The two key ones
are the problem of case selection and the related difficulty in generalizing the findings
fromthesmall-. 8 )1 T OEAO xI OAOh OOAE OOOAUB8O AEET AE
examined casegMahoney and Rueschemeyer 2003; Brady and Collier 2004%imilarly, if
we assume there are several factors that interact with oil in affecting regime outcomes
globally, a smalkN design would probably pinpoint only a fraction of relevant variables.
&OOOEAOQI T OAh AOOEiefict®l CI MOEABET ORAOOADEAAITI AO
perspective can be problematic(George and Bennett 2005; Bennett andElman 2006).
Finally, given the nature of the topic, access to critical data might be limited, thus
creating loopholes in the processtracing framework and crippling process-tracing.

Still, such design holds a higher promise of accounting for causal comlexity
convincingly than does a largeN alternative. If the cases are selected carefully as this
study does, the findings can be applied to other cases in the same geographic/soeio
cultural domain and can also form the basis for a more nuanced largeN, thus avoiding
data mining. In general, this study prioritizes internal validity based on the belief that
understanding the ultimate z and not just average effectsg of oil on political institutions
is currently both theoretically and practically more relevant.

4EA OOOAUGO ET OAOT Al AT A AgOAOT Al OAIl E?Z
combining the two strategies - the large-N CSTS can be followed by a smalN study that
investigates the internal validity of (some of) the findings at a proximate distance, am
small-N can be followed by a largeN CSTS with interaction terms in order to test the
generality of the findings of the small-N. However, two reasons warrant focusing on one
strategy. First, if we choose to do the largeN first and follow with a small-N, if the
former is misguided, the latter might be redundant as it would be bound to test only a
fraction of the findings of the large-N. Therefore, conducting the smaltN first and
taking its findings to a larger crossnational time -series test would be a nore prudent
strategy. However, and second, since a rigorous small would be a time-consuming

endeavour in itself given the unexplored nature of this research terrain and the nature of
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small-N qualitative inquiry, | leave the large-N assessment of this sth U8 O AET AET C

future work.

3.5.3Case selection

In terms of case selection, | first limit the inquiry to one type of natural resource
Z hydrocarbons z in order to increase unit homogeneity among the cases to be studied.
Some studies suggest that different tpes of natural resources have different political,
economic, and social effectShafer 1994; Karl 1997; Ross 200Ihe choice of oil and gas
resources is also warranted given tB higher occurrence and higher intractability of
OAOI OOAA AOOOA AiiT1Tc¢c TEIZOEAE AAOATTPEI ¢ Al C

The universe of oilproducing autocracies between 1965 and 2010 consists of
AOT OT A ¢1 AAOAO8 4EA OAATT A OAOE Eéso@bf EAAI
this population of cases that are as similar as possible in background characteristics, the
degree of oil abundance and the degree of oil dependence, but display some variation in
the level of autocracy. The most promising strategy is to selectases that lie in the same
geographic and sociecultural region. This enables in-depth systematic within-case and
crosscase comparison using processracing with minimal conceptual stretching.

The dissolution of the Soviet Union and the emergence of itssuccessor states
enables one of the most productive inquiries into sources of differences in political
institutions: while the union republics were politically, economically, and socially
similar under the soviet regime, they stepped onto independent trajetories in a matter
of one year. In addition, only after gaining independence the governments in these
countries assumed full control over their economies, including oil sectors. Five of the
fifteen republics of the former Soviet Union (FSU) are major oiland gas producers and
exporters 7 Azerbaijan, Kazakhstan, Russia, Turkmenistan, and Uzbekistan. Despite the
initial opening of political space that followed the collapse, political regimes in these
countries became increasingly autocratic. As such, they ngresent typical cases of ol
rich autocracies. At the same time, they have differed in their level of autocracy
throughout the post-Soviet period (Figure 3-3).

In order to reduce variation in potential major causal factors that can be
correlated with autocracy, we need to further exclude the cases that exhibit significantly
different values on those variables. The goal is to compare cases that are analytically
equivalent®. In statistical parlance, this is a strategyto increase unit homogeneity.
According to the regime studies literature, such factors include colonial status,

predominant religion, socioeconomic development, poverty levels, ethnic diversity, and

* See Brady et al(2004: 11)
73



export dependence, among others. Such exclusion, howevge should allow retaining

variation in the dependent variable (autocracy).

Figure 3-3. Oil and Democracy in the Former Soviet Union, 1991 -2006
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Source Data from Ross (2009 and Marshall, Gurr, and Jaggers (2030
Notes. Democracy level isthe fifteen-year average of Polity score with -1G=unlimited autocracy

and 10#ull democracy; oil and gas income pecapita also include transportation rents.

| exclude Russia from the smaliN sample mainly for three reasons: its former
colonial power status, predominantly Christian population, and high level of
socioeconomic development at independence. These threefeatures make it
substantively different from the remaining four countries, which share similar historical
and cultural as well as socioeconomic and institutional legacies(de Melo et al. 2001;
World Bank 2009). All four countries were colonized by the Russian Empire in the 19
century, were incorporated in and spent 71 years under the Soviet Union, are
predominantly Muslim, part of the larger Turkic -speaking realm, were at roughly similar
levels of socioeconomic development in 1991, had similarly strong clieppatron
networks that permeated the political systems during the Soviet Union, and were
similarly distant from democratic nations in early 1990s(de Melo et al. 2001; Allworth
1967; Furman 2001, 2&; Hunter 1996; Roy 2000)

| also exclude Uzbekistan from the smallN sample. Several related reasons
xAOOAT O OEEO AET EAA8 &EOOONh dil and 3ds Eedordedis6 O 1 A
not pronounced and is substantially smaller than in the other three countries. Second,
at independence and throughout the postSoviet period, its dependence onexports has
been much less pronounced(Alam and Banerji 2000) Third, it has been considerably
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poorer - as measured by GDP per capitg than the other three countries. Fourth, its
level of urbanization is relatively lower (de Melo et al. 2001) Also, although its level of

ethnic diversity is smaller than that of Kazakhstan (and this draws it closer to Azerbaijan

and Turkmenistan), it is still high (USSR State Statistics Committee 1984, 1992; Alesina

et al. 2003; Fearon 2003) This necessitates a choice between Uzbekistan and
Kazakhstan, in which the latter is a better cardidate to be retained due to the previous
three reasons. Finally, as Uzbekistan exhibits the same level of autocracy throughout the
post-Soviet period as Turkmenistan (Marshall, Gurr, and Jaggers 2010)its exclusion
economizes the case study while allowing retaining some variation in the dependent
variable (autocracy). The three remaining countries z Azerbaijan, Kazakhstan, and
Turkmeni stan z at independence shared many political, economic and social features.
The question then is why, despite so many similarities, these oilrich post-communist
states have throughout the postSoviet period differed both in the level and type of
autocracy?

In order to be able to distinguish between the experiences of oilrich countries
and those of their poorer neighbours, there is a need to include at least one case of a il
poor country that is as similar to the oil-rich set cases as possible. Such eseh design
allows simultaneously comparing causal mechanisms and conditions affecting them
among oil-rich countries and between oil-rich and oil-poor. First, | exclude the Baltic
states, Belarus, Georgia, and Armenia due to their (much) higher urbanizatia,
(significantly) higher income, and higher industrialization at the time of independence,
and their significantly small share of Muslim population (de Melo et al. 2001 The
AOOAOGEIT T &£ OEA " Al OEA Gbonk@uladdiso ghareri(5D Gearsd).
| exclude Moldova due to its significantly small share of Muslim population, its close
location to Europe, and the duration of time it spent under soviet planning (51 years).

Of the remaining two candidates - Tajikistan and Kyrgyzstanz the latter is more
similar to the cases in the oilrich set than the former, especially in terms of
urbanization level, poverty, and government size at independencegde Melo et al. 2001;
World Bank 2009). The Kyrgyz also share many cultural traits with Kazakhs, Turkmen,
and partly Azerbaijanis, including Turkic nomadic socioeconomic legacy. In addtion,
Kyrgyzstan shared similar level of Russification with Kazakhstan. Finally, Kyrgyzstan is
closer to Azerbaijan, Kazakhstan and Turkmenistan in terms of Islamic traditions in that
they are more secular whereas in Tajikistanlslam survived in the countryside to a

greater extent than elsewhere in Central Asia.
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3.5.4. Variables and Data

| askthree main questions to the selected cases:

=

Did oil abundance affect political regime in each of the oilrich cases?

2. Were these causal mechanismshat linked oil abundanceto political regime
similar or different across the three oil-rich cases and throughout the postSoviet
period?

3. Which context variables affected each causal mechanism throughout the post

Soviet period?

Answering these questions, particularly for tracing processes, requires a breadth

of qualitative and quantitative information. In particular, it requires two categories of
data. The first category are data on four sets of variables for each casgolitical regime,
hypothesized causal mechanisms, oil abundace, and other exogenous or context
variables. The second are causglrocess observation data that connect these variables.
Before collecting these data, however, we need to operationalize the variables.

The dependent variable of this study isautocracy. Specifically, | examine both
the degree of autocracy and its robustness (i.e. regime stability). Partly borrowing from
Polity IV project (Marshall, Gurr, and Jaggers 2010) operationalize political regime as a
political institution that can be characterized along four dimensions: competitiveness of
executive recruitment, openness of executive recruitment, executive constraints, and
reguAOET T 1T &£ PI 1 EOEAAT DAOOEAEPAOEIT8 ) A@Al O.
variable (parcompvariable) as its operationalization overlaps with my operationalization
i £/ OAT AOAET T hd xEAOA ) ET Al OAA EOa&anpPolity OET OCE
in several instances this study differs from the latter, based on original data, in the
actual measurement of political regimes in the examined cases.

The causal mechanismsnvestigated or probed in this study are derived from the
resource cusse literature, summarized and tested particularly well in Ross (2001). | focus
my analysis on five causal mechanisms: taxation, government spending, government
employment and appointments, coercion, and modernization. However, | keep their
operational definitions broader than in cross-national statistical tests as one of the
objectives is to find out what specific aspects of these causal mechanisms matter, if at
all. For example, does overall government spending specific types of spending matter for
regime outcomes? Should we treat coercion as consisting of actual repression only, or
should we conceive it more broadly as inclusive of coercive capacity?

Possible effects of other proposed causal mechanisms are treated in a twofold
way. First, my case selectionallows controlling for asset specificity (Boix 2003)
corruption (Fish 2005) inequality (Dunning 2008), and foreign support (Ross 2009)
because all three selected oifich countries have not differed significantly on these

dimensions. However, although the processtracing approach can hardly measure the
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acrosscase differences on these causal mechanisms (where none may exist), it can make

it possible to detect whetherthese causal mechanisms took place and were in fact linked
OFZEQAASG j AO EIiPIEAA AU "TE@ aliléeéq AT A AEA (
country?

Second, there can be other causal mechanisms or channels through which either
oil or other exogenous variables affect poliical regime. However, | adopt a pragmatic
approach suggested by George and Bennett2005 and limit my inquiry to testing
Al OAOT AGEOGA EUDPT OEAOGAO 11 AAOOAI |1 AAEAT EOI O
1T O0i AAO T &£ bl OAT OEAT OEAT OB BesiGes, hdqudlitAtiheE AT U
methodology and specific methods of data collection of this study allow keeping an eye
on such channels; so, if such omitted channels are too visible to ignore, they are likely to
be spotted.

The main independent variable of this study is oil and gas wealth (henceforth
OAEAOOAA O OEI PiI U dhdvedOtheEdxtan€lBeratur® is #ick MHOA O 4
different measures of oil abundance and that these different measures can lead to
different research results. Therefore, | operationalize this variable in mainly three wayg
oil and gas rents per capita, oil andgas production to GDP, and oil and gas reserves.
Accordingly, | measure the effect of each on causal mechanisms separately. At the same
time, as the theoretical framework suggested, the oil abundance may not be a single
measure, but rather a composite of sveral elements. In addition, it can have properties
that are not easily measured by quantitative data. For example, oil might have strategic
properties that can bring foreign support for the incumbent regime. Therefore, it is
important to be wary of these different dimensions of oil wealth. As oil dependence, or
in other words resource diversity, might also be important, | examine its implications as
well.

While the dependent and independent variables and the causal mechanisms are
derived from the existing literature on the resource curse, this is not the case for other
independent variables, i.e. exogenous factors that may interact with oil in affecting the
causal mechanisms and regime outcomes in the selected cases. Therefore, | proceed by
inductively ide ntifying potential causal factors that (a) differed across the four cases in
the last years of the Soviet Union and immediately after its collapse or (b) did not differ,
but could converge with factors that differed in affecting the causal mechanisms andhe
political regimes. Such analysis yields two groups of factors presented imable 3-2.

Table 3-4 presents a detailed outline of these variables and their values along w oil
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wealth related variables during the last years of the Soviet Union or in the immediate

aftermath of the Soviet collapse.

Table 3-2. Potential Causal Factors

Different across cases Similar across cases
1. Prior political stability 10. Previouspolitical regime
2. Geographic diffusion of oil and gas 11. Development of state institutions
production 12. Salience of patronclient networks
3. Country size in politics
4. Degree of ethnic diversity 13. Democratic diffusion
5. Size and mobility of Russian 14. Economic inequality
minority
6. Muslim population size
7. Economic performance prior to
1991
8. Modernization
9. Leadership quality

Then | bring these variables into a unified process tracing framework (UPTF), an
analytical heuristic introduced in this study. It allows analyzing explanatory variables,
causal mechanisms, and outcomes within a spread sheet framework, where each cell
represents a link between the explanatory variable and an aspect of the causal
mechanism or between the causal mechanin and outcome variable (Table 3-3). Each
link is given by a causalprocess observation testifying for the empirical validity of the
causal relationship and the magnitude of change. Since periodization is important,as
the above model suggested, | examine each case and compare it to others separately in
four tentative periods z pre- and postindependence coalition formation, regime
consolidation, ordinary times, and times of exogenous crise$’ In each period, | analyze
each causal mechanism using the UPTF, i.e. | examine the effect, if any, of all
independent variables on different aspects of the causal mechanism and subsequently
the dependent variable. In other words, oneUPTF sheet is used for the analysis of each
causal mechanism in each period. Such format allows comparing each case in each
period to other cases and to itself in other periods.

The theoretical rationale for the relationship between each causal mechanism
and the dependent variable ¢ " Y) is given by the rentier state theory and the resource
curse literature. For the relationship between exogenous variables and causal

mechanisms ;" Z), | use existing theories and the theoretical model developed in the

% The following chapters follow this structure: each chapter looks at the four cases during their similar
period, for example, regime consolidation.
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previous sections to hypothesize through which channels such relationship can take

place.

Table 3-3. Unified Process Tracing Framework

Change in
theyi
Change in thez; aspect of
Theoretical aspect of the Theoretical the
rationales for causal rationales for dependent
Independent | link X" Z mechanism Z link z"'Y variable Y
variable, X; | TR, | TR, | TR |zu |z | z; TR | TR | TR | Y1 | Y2 | Vi
X1 y/oo\y!oo\ylo\ylopylopylopylojyloj Yoy |y oY
CpO | CpO | CPO | CPO | CPO | CPO | CPO | CPO | CpO
X; A I I A I A T 2 7 S 2 A I A
CpO | CpO | CPO | CPO | CO | CPO | CPO | CPO | CpO
X3 y/oo\yoo\ylo\ylopylopylopylopyloj Yyl Yy |y oY
CpO | CpO | CPO | CPO | CPO | CPO | PO | CPO | CpO
8 yioo\yoo\ylo\ylopylopylopylojylojylojy |y oY
CpO | CpO | CPO | CPO | CPO | CPO | CPO | CPO | CpO
Xi y/oo\yoo\ylo\ylopylopylopylopyloj Yyl Yy |y oY
CpO | CpO | CPO | CpO | CPO | PO | CpPO | CpO | Cp

y Z change;cpoz causalprocess observation(s)

In theorizing about the channels through which independent variables can affect
taxation, | draw on Levi (1988) who shows that ruling elites maximize fiscal resources
subject to fiscal requirements and three constraints: their relative bargaining power,
transaction costs, and discount rates. She defines relative bargaining power as a function
I £ OOEA AACOAA T &£ AiT1001T1 1 0AO0 AltAmeaktodAh AAI
AT 000 AO OEA AT OO0 1T A& O1T Aci OEAOGET ¢ AT ACOAAI
Pbi 1 EAURe AT A Al EOA AEOAI 01 O OAOAkthAdoredieA OOEI
1 AAAAO OA1I OAO OOEA A£OOOOA OAE AANEOAGVODIOER bC
2). | hypothesize that independent variables can affect taxation through these four ways:
OEOI OCE AEEAAOCETI ¢ OEA OOIEI ¢ ATl EOABO OAI AGEC
opponents, transaction costs, elite discountrates, and fiscal requirements. For example,
diffuse geography of oil and gas production might increase transaction costs for
centralized taxation system and enable some degree of fiscal decentralization, which in
turn can affect the degree of centralizaton of political power.

On determinants of spending, | draw on Roubini and Sachg1989)and Neto and
Borsani (2004) who suggest that government spending is affected by general
government revenues, budgetelectoral cycles and costs of providing public goods. |

hypothesize that the independent variables identified before can affect the government
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spending by influencing these variables. In addition, this relationship can be transmitted
through tw o other variables: redistribute pressures and elite discount rates.

Public office appointments can be affected by several variables. Drawing on
Robinson and Verdier(2003) and the theoretical model presented above, | conceptualize
clientelistic public office appointment as a credible, selective and reversible way of
redistributive politics. Therefore, | infer that the independent variables can affect public
office appointments by influencing redistributive pressures. | further draw on the
literature on minimum -winning political coalitions (Riker 1962; Bueno de Mesquita et al.
2003)in hypothesizing that the independent variables can have an effect on public office
appointments via the optimal coalition size required to stay in office. Finally,
independent variables can have an impact on public office appointments via ruling
Al EOA8O OAI AGEOA AAOCAETEI C bPI xAOs8

&ET AT T UR ) AOA995]1096; 200T¥dK ob poldiabrépression to
theorize about the channels through which the independent variables may have an
effect on coercion. | hypothesize that such relationship can be transmitted through
three key variables: presence of political conflict, previous democracy, and costs of

repression.
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Table 3-4. Potential Causal Factors, detailed

N Variable Measurement Year TU Kz AZ KG
1 Oil wealth Natural gas production, billion cubic meters, 1989, BP 1989 81.4 6.1 10.0
1 Oil wealth Oil and gas rents per capita in 1989, Ross 2008 1989 2048 246 318 1
1 Oil wealth Oil production, thousand barrels daily, 1989, BP 1989 121 536 268
1 Oil wealth Proved recoverable oil reserves (thousand million 1999 0.5 25.0 1.2
barrels), 1999
1 Oil wealth Proved recoverable natural gas reserves (trillion cubic 1999 2.59 1.78 1.23 -
meters), 1999
1 Resource divergty Agricultural raw materials exports 1992 high low low low
1 Resource diversity Ores and metals exports (% of merchandise exports), 1996 1.3 19.7 0.8 6.2
1996, WDI
2 Prior political stability Change in Leadership since 1989 1993 0 0 4 1
2 Prior politi cal stability Involvement in war 1991 0 0 1 0
3 Geographic diffusion of oil and gas Average distance from the capital to major oil and gas 1990 312 1900 0 -
production producing regions, km
4 Country size Land area 1991 469,930 2,699,700 83,217 191,80
4 Country size Population density (people per sq. km), 1992, WDI 1992 8.3 6.1 88.7 23.7
5 Ethnic diversity Ethnic (frac), Alesina et al. 2002 1990 0.39 0.62 0.20 0.68
5 Ethnic diversity Ethnic frac (early 1990s), Fearon 2003 1991 0.39 0.66 0.19 0.68
5 Ethnic diversity Percentage of dominant ethnic group (1989), US Bureau 1989 72 40 83 52
of Census
6 Size and mobility of Russian minority Percent of Russians,1989, US Bureau of Census 1989 9 38 6 21
7 Size of Muslim population Muslim population, late 1980s, Treisman 2007 1987 87.0 47.0 93.4 70.0
8 Economic performance prior to 1991 Average growth (19851989) (%) 198589 5 4.3 0.8 5.2
8 Economic performance prior to 1991 Unemployment 1991 low medium medium medium
8 Economic performance prior to 1991 Black Market Exchange Rate (% diff. over official) 1991 1,828 1,828 1,828 1,828
8 Economic performance prior to 1991 External Debt (% of GDP, 1991) 1991 0 0 0 0
8 Economic performance prior to 1991 Repressed Inflation, 1990 1990 25.7 25.7 25.7 25.7
8 Economic performance prior to 1991 Share of interrepublic trade with Russia, 1987 1987 48 62 57 45
9 Modernization GNP per capita (PPP, US$1989) 1989 4,230 5,130 4,620 3,180
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N Variable Measurement Year TU Kz AZ KG
9 Modernization Mobil e and fixed-line telephone subscribers (per 100 1989 5.9 7.5 8.3 6.6
people), 1989
9 Modernization Mortality rate, infant (per 1,000 live births), 19851990 198590 86 54 80 69
9 Modernization Poverty (% below $2 a day) 199395 85.71 17.57 39.36 30.09
9 Modernization Share of Agriculture in Output (%), 1990 1990 29 29 22 33
9 Modernization Share of Industry in Output (%), 1990 1990 34 34 44 40
9 Modernization Urban population (% of total), WDI 1990 45.1 56.3 53.7 37.8
9 Modernization Life Expectancy a birth (198189), WDI 198189 62 68.2 65.3 66.2
9 Modernization Overindustrialization (difference between actual and 1990 35 38 36 34
predicted industrialization, as percentage of GDP), De
Melo 2003
9 Modernization Secondary School Enrolment Rate (%),9B7 1987 98 99 98 100
10 Previous political regime Number of previous transitions to democracy, 1994 1994 0 0 1 0
11 Development of state institutions Independence and development of state institutions 1990 0 0 0 0
11 Development of state institutio ns Number of Years of Soviet Central Planning 1991 71 71 71 71
12 Salience of patronclient networks Salience of patronclient networks in politics 1989 high high high high
13 Democratic diffusion Proximity to thriving market economies 1991 0 0 0 0
13 Democratic diffusion Ratio of democracies to total no. of neighboring 1990 0 0 0.14 0
countries, 1990
14 Economic inequality Income inequality, 1990 (precise data not available; USSF 1990 24.46 24.46 24.46 24.46

average used)
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3.5.5Methods

This study employed three methods for collecting data. First, | conducted a
thorough survey of the secondary literature on each individual case and on political and
economic developments in the Caucasus, Central Asia, and former Soviet Union. This
included the analysis of print and broadcast media content on the topic as well as books
and journal articles on the subject and related issues.

Second, | elicited data from publicly available documents and statistical datasets of
government bodies, intergovernmental organizdions, such as World Bank, IMF, EBRD, and
UN, and non-governmental organizations, local and international alike. In addition, where
archived government data, such as internal records and interministerial communication,
was accessible, | used it to elicidata primarily on oil -revenue movements and government

taxation and spending decisions.

4EEOARh OI OAAT T OOOOBAO AOAT 6Oh O1 AAODOOBAT A

findings from other sources, | conducted a total of aound 100 semistructured in-depth
interviews with government policymakers, international development community
members, oil-company executives, NGO leaders, and scholars (for the list of selected
interviewees, see Bibliography). | used norprobability sampling, specifically a combination
of quota and snowball sampling, to identify subjects. Such sampling method was called for
because probability sampling would have been neither usefukz on the contrary, it would
risk leaving important actors outside the sample (Tansey 2007) nor feasible, given the
sensitivity of the topic.?® In-depth format and open-ended questions were chosen to allow
respondents to express their knowledge and insights in their own frameworks(Aberbach
and Rockman 2002; Munck 2004) The interview protocols formed arrays of data, rather
than a set of individual observations, which were used to fil or complement the jigsaw
puzzle of the theoretical framework to understand a given case(Munck 2004). After
interviews, their findings were also used to discover other primary or secondary sources and
were validated by data collected through other interviews or other methods to minimize

validity issues(Berry 2002)

®2A0DI 1T ART OO0 xAOA AOGEAA AOQI 61T A OAT NOAOGOEI T Oh xEEAE
Each interview lasted on average90 minutes. Questionnaires in English and Russian can be found in the
Appendix.
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3.6. Post-soviet political regimes:  theoretical background
Current scholarship on postcommunism has clustered around three major
explanations of divergent political trajectories in Eastern Europe and the forme Soviet
Union. Institutional choice literature (e.g., Remington and Smith 1996; Fish 1997; Frye 1997;

Huskey 2000A 1 PEAOEUAO OEA O1T1 A T &£ ET OOEOOOEITA AE
ARAEOEOAT AOGO 1T £ 1 AOEAO OAEI O0I O AT A OPAAOGAAG
opposition) transitions during the late 1980s and early 1990s. Adjacent to these accounts
are the works that stress the importance of understanding sequences of events that entail
different political outcomes during transition (Anderson et al. 2001; McFaul 2002)Partly
drawing on transitology literature (Rustow 1970; O'Donnell, Schmitter, and Whitehead
1986) and the works that examine the effect of market reforms on democracy(e.g.,
Przeworski 1991) they have inherited similar problems: they fall short of providing a
satisfactory account of why specific institutions were chosen and specific decisions were
made in each instance of successful democratization, incomplete transition or transitions
xEEAER ET #EAOI6BOxi DAOROOOARI i RACAT AO Alld
In contrast, historically grounded explanations (e.g., Bunce 1999; Suny 1996;
Dawisha and Parrott 1997; Fairbanks 1996; Roy 200&)gue that the differences in political,
economic and institutional legacies of the socialist past are the primary factors in explaining
diverging postsocialist political trajectories. These legacies include varying degrees of state
capacity, patterns of political dissent during socialism, the effects of korenizatsiya
(nativization), traditional clientelist networks, and distortions in trade and industrial
structure. These accounts are consonant with the studies in crossegional comparative
democratization (e.g., Linz and Stepan 1996; Haggard and Kaufman 1998hd historical
institutionalism li terature (Moore 1967; Skocpol 1979; Rueschemeyer, Huber, and Stephens
1991)that underscore the prevalence of longterm trends and structures over contingent
circumstances in the development of regimes.
Finally, echoing modemization theory and the cultural approach to studying
political systems (Almond and Verba 1989; Huntington 1996; Inglehart 1997), some students
of postcommunism (Miller, Hesli, and Reisinger 1994; Duch 1993; Brzezinski 2001)
emphasize the role of values, attitudes and beliefs in either adopting or rejecting the
07 A00hAIOAAS EAAAO T £ 1 EAAOCATI EOI AT A AEOEA AOQ
the former Soviet Union. This, it is argued, subsequently results in either fostering or

retarding democratization, respectively. In addition, Kopstein and Reilly (2000) and Nodia
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(2002) suggest that spatial proximity to Western Europe is a strong predictor of
democratization and market reform for post-socialist countries. Adjacent explanations look

at elite values and roles during transitions (Hughes 1997; Hughes and John 200However,
the value of applying cultural concepts in studying postcommunist transformations is
widely debated (see, for instance, Mishler and Rose 1997, 2001; Colton and McFaul 2002;
Whitefield and Evans 1999)

While these accownts offer plausible explanations, neither alone provides a
satisfactory account of the entrenchment of authoritarianism in several postSoviet
countries, including Kazakhstan and Azerbaijan. Why was Ukraine, which arguably was
similar to Kazakhstan among the successor states in institutional and eonomic terms
(Jones Lumg 2004h AAI A OF AEATCA EOO OACEI A ET 4l
Kazakhstan managed not only to remain autocratic, but become more autocratic over time
and still enjoy political stability and economic growth? If the answer lies in peculiarities of
Islamic culture (e.g.,Lewis 1993; Huntington 1996; Pipes 1996; for a critical assessmesge
Halliday 1996; Midlarsky 1998; Rose 20QFish 2003, why then authoritarianism fluctuate d,
with some elements of democracy being present in KyrgyzstarfMarshall and Jaggers 2010
a Soviet successor state that apart from socialist legacy, shares a common culture and
religion with both Kazakhstan and Azerbaijan?

The following chapters draw on some of this work and severalimportant studies
focusing on the postSoviet region (e.g., Hoffman 1999; Cooley 1999;Jones Luong 1999;
Heradstveit 2001;McGlinchey 2003; Bayulgen 2005 Jones Luong and Weinthal 2010to
examine the role played by oil wealth in boosting autocratic regimes in Central Asia and
Azerbaijan. In doing so, | move beyond the literature on Central Asia that emphasises
OOAOAT OUPEAAI ~EAPBOGADOREEOEASOOARRDBEOI hd AO
2004) without providing a nuanced theory-guided analysisof differences. Instead, | show
how oil wealth in these countries interacted with several salient structural and institutional
AAAOI OO0 ET OEAPET C AAOI 006 ET AAT OEOAOh Al OAE
subtly different regime outcomes in these countries.

One study z that of Jones Luong and Weinthal (2010 represents an original,
ambitious attempt to explain the variety of institutional outcomes in the petroleum -rich

former Soviet countries in terms of the ownership structures adopted by leader$! The

" As this book became available in print after most of the work for the present thesis was
completed, the incorporation and explicit investigation of its main finding was unfe asible. However,
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present study is distinguished from Jones Luong and Weinthal (2010) in several ways. First,
although it agrees that different political settings may entail different ownership structures,
it does not seethe ownership structure as the sole critical factor shaping development
outcomes. As evident in subsequent chaptersif the ownership structure is an intervening
variable, then it may be one of severaland not the most relevant, causal mechanism
mediating the effect of mineral resource abundance onpolitical regime. The causalarrows
running from domestic factors to ownership structure can be evident, while the arrow
running from the ownership structure to development outcomes remains obscure.

Second, since the ownership structure is probably a function of structural and
institutional variablesas well as political factors, it is endogenous to themand, even if it is
correlated with outcomes of interest, it is largely because of a&hange in the configuration of
variables that define it.

Third, while Jones Luong and Weinthal (®10) tend to conflate various outcomes
into a rather broad AT T AADO 1T £ A OA A Othat renBdrsAlifficult Di3dgéeAtA OT O U
generalization, this study explicitly deals with a specific institution z political regime.

Fourth, in choosing their cases,they fall into a common temptation of referring to
post31 OEAO AT OEOIT1 AT O AOGO A O1 AOOOAIT washAdhtheDA OT OL
casez the post-Soviet countries exhibited important structural and institutional differences,
and in the last years of the Soviet Union and the immediate aftermath of its collapse
different republics underwent, to borrow from experimental studies, several different
Greatmentsh BT O T T A OQGOALOIONIOADACU AAT OBAhe cdB&sA OO0
may not be as analytically equivalent or homogenous as assumedFor example, the
inclusion of the case of Russia, as | show in section 3.5.3, can be quite questionable.

Nevertheless, Jones Luong and Weinthal (2010) is a stimulating study and this thesis
draws on the work constituting its core, which had been published by its authors

previously.

the chapters in this thesis engage with much the previously published work that forms the core of
this book.
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4 Initial Conditions and Coalition Formation

4.1 Introduction

Why did different regimes emerge in Turkmenistan, Kazakhstan, Azerbaijan, and
Kyrgyzstan in the immediate aftermath of the 31T OEAO 51 ET 1 80 dHcBapteri OACO.
examines initial conditions in these countries and their effect on regime outcomes through
taxation, spending, public office appointments, and coercion.

The chapter proceeds as follows. The next sectiorbriefly offers a theoretical
framework, which draws on the model developed in Chapter 3, to understand the variation
in ruling elite strategies and regime outcomes in Turkmenistan, Kazakhstan, Azerbaijan,
and Kyrgyzstan during late Soviet early independence period. In the second section, |
detail the case studies of regime dynamics in these countries from the period immediately
following the launch of partial political and economic liberalization in the Soviet Union and
until the time when the ruling elite s completed the process of building coalitions that were
strong enough to ensure their survival in office. Third, | analyze the patterns of similarities
and differences in causal mechanisms, which, according to the rentier state theory, link
natural resource wealth with regime outcomes. In the fourth section, | examine the key

sources of differences in these causal mechanisms. Finally, | conclude with a brief summary.

4.2 Theoretical framework

This chapter maintains that the availability of large oil revenues n developing
countries during the re-building of their state institutions and the formation and re -
grouping of coalitions that vie for power in a redefined state is one of the key factors
accountable for autocratic regime outcomes. However, drawing on thetheoretical model
developed in Chapter 3, | argue that the effect of oil wealth on political institutions in
general and political regime in particular is conditioned by existing structural and
institutional factors that define the costs of patronage, coecion, and public goods
provision. Table 4-1 provides an outline of factors that concomitantly explain different
strategic contexts that the leaders in the four countries examined in this study faced.
Different combinations of these factors triggered different causal mechanisms and
ultimately led to different regime outcomes at the end of transition from a Soviet republic
to an independent state.

4 00EI ATEOOAT 8O0 CAO AT A AT 00T 1 OAddwkeditd O x AC
late-Soviet ruling elite led by Saparmurat Niyazov to avoid partial political and economic

87



liberalization that characterized other parts of the former Soviet Union. At the same time,
the ratio of the (large) size of fiscal proceeds from natur&resource exports to the (low)
costs of patronage, coercion and public goods provision was important, enabling the
leadership to avoid redistributive pressures by easily buying off or oppressing dissent
potential. In Turkmenistan, there was neither a large, geographically concentrated and
politically mobile Russian minority like in Kazakhstan, nor alternative political elites like
the ones that emerged in Azerbaijan as a result of its conflict with Armenia and the
subsequent political instability. The Niyazov government was able to sustain a relatively
high level of social spending, transfers and subsidies to households, and subsidies to state
enterprises. This weakened already weak constraints on the executive and contributed to
low political participatio n. Easily accessible rents decreased fiscal requirements, and
allowed the government to avoid privatization and, therefore, the emergence of potentially
autonomous or at least semiautonomous sources of political power. Public sector
employment remained at Sovietera levels and the ruling elite retained the existing patterns
of public office appointments. Finally, high fiscal resources helped Niyazov to maintain high
coercive capacity that discouraged dissent.

Table 4-1 Explanatory Variables, Coalition Formation Stage

Spread of
Russian alternative
Oil revenues minority elites
Turkmenistan 19891992 high low low
Kazakhstan 19891993 low high low
Azerbaijan 19891993 low low high
Kyrgyzstan 19891992 - medium medium

its power. However, the promise of oil wealth and availability of aher revenues allowed the
leadership of Kazakhstan to retain its incumbency advantage. In Kyrgyzstan, however,
ethnic clashes in the south of Kyrgyzstan that entailed political instability and elite change
led to a more pluralistic political system. In Azerbaijan, the violent conflict with Armenia
over the largely Armenian-populated Azerbaijani province of Mountainous Garabagh
(Nagorno-Karabakh) led to political and economic instability that resulted in three elite and
one regime change. As a result, the piitical system was divided among several influential

political elites vying for control over the state and future oil windfalls.
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However, the causal mechanisms hypothesized in the political resource curse
literature were neither uniformly triggered in all three oil-rich countries, nor showed
change in the predicted direction. In addition, the difference in economic and political
effects they entail highlights the importance of distinguishing between two different
measures of oil wealth- oil reserves and d production. As the cases of Kazakhstan and
Azerbaijan suggest, unlike oil production, oil reserves may not have an immediate effect on
fiscal policy and coercion. They, however, can contribute to formal and informal sources of
patronage through often sizeable inflows not related to actual production, such as signature
bonuses. The presence of reserves can also serve as a tool for incumbents to promote elite
cohesion by pacifying potential challengers through their initial cooptation into
government z a aedible commitment that theoretically grants future access to rents.

Pre-oil coalition formation game has three key features. First, because of the
uncertainty surrounding the redefinition of state borders, building new state institutions
and ensuing instability, the leader is less secure in power and needs tassert his control
over political and economic resources in the rapidly changing environment. Second, due to
the same instability and uncertainty, the contest can take place among alternative elites
both inside and outside of the government. Finally, because of the above factors, the leader
may need to enlarge the winning coalition in order to stay in power. Different strategic
contexts, therefore, have important implications for how actors perceive heir environment

and how the subsequent coalition formation game is played.
4.3 Case studies
4.3.1 Turkmenistan, 1989 -1992

4.3.1.1 Political and economic environment

In the beginning of perestroika, Turkmenistan was one of the most tightly
controlled republics, with the economy dominated by gas and cotton production and with a
relatively poor population. For the most part of its existence, political and economical
affairs in Turkmen SSR had been dominated by Russians. However, under Khruschev and
particularly under Brezhnev, more Turkmens entered Communist Party nomerklatura
xEEIT A AATTT T EA DBI1EAU OAI AETAA OEA AlTi AEl 1 E
former Supreme Soviet member). As elsewhere in the South Caucasus and Central Asia, the
first secretary of the Communist Party of Turkmenistan and Brezhnev appointee

Mukhamednazar Gafurov enjoyed a largely free reign in the republic in exchange to loyalty
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AT A EIiI bl Al AT OAGETT 1T &£ OEA AAT OOAG60 EAU AEOAAC
his associates were forcedo resign. However, due to a shortage of cadres, many were able

to quickly return to party and government structures. Gafurov nevertheless was replaced by

the Chairman of the Council of Ministers of Turkmen SSR Saparmurat Niyazov, who was
reportedly favouDAA AU 9ACTI O , ECAAEAOh AO OEA OEI A 11
allies in Politburo (Poltayeva, 2006; Trushin, 2005; Shikhmuradov, 2002).

4.3.1.2 Causal mechanisms

/| OOAT OEAT U OEA A 11T xA0 T£&£ 'T OAAAEAOSEO OA,
strictpaOOU AT T OO1I 1 1T OAO OEA 40O0EI AT AAT T Trablical AT A«
OAOOOOAOOOET ¢ 1T £ AAT Tphrasiidd AT AAAA EAAUKT Goe TATEA OG
reforms were allowed to be implemented. Changes were circumscribed to occasional
reshuffles in the party, ministries, and regions (Sovet Turkmenistany 1988a, 1988b;
Turkmenskaya Iskra 1989). In addition, the ruling elite subtly sponsored the idea that
MoscowET EOEAOAA DOOCAO AOA AEI AA AO xAAEATEI C .

1989, Niyazov biefly tolerated some grassroots organizations. Thesgroups, however, did

not evolve into mass movements. First, authorities kept them under tight control. Two

dissident groups Agzybirlik (Unity) and Democratic Party were founded in late 1989 and

1990, repectively. Some activists later maintained that during late 1980s Niyazov had
OAOAOAT 1T AAOGET O xEOE OEAIih AOOET ¢C xEEAE EA 7
similar ideas (Ochs 1997). Neither group, however, was permitted to operate freely. Second

since the sort of public grievances that surfaced even in other socially stable Central Asian
republics did not appear in Turkmenistan, dissident groups did not have public support to

capitalize on. The result was the virtual absence of any demonstratios and protests (Ochs

1997). Since in 1989 the two largest ethnic minoritiesg Russians and Uzbeksz each
comprised only 9 percent of the population, while Turkmen comprised 72 percent majority

(USSR Census 1980 no viable nationalist movement that could ci T OOOAET . EUA
exercise of power emerged from within these groups either. Finally, although seventy years

of Soviet rule did not erase tribal consciousness among Turkmen, during this critical period

tribal divisions did not significantly affect regime outcomes (Kuru 2002).
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Such stability owed to the fact that, despite the lack ofpreferential investment from
OEA AAT OOA OETAA 1 AOA Yyal O j%ATTI 1 EOO )1 OAITI
average economic growth of 5 percent per year between &9 and 1989- higher than in
neighbouring republics (World Bank 2009). Like Kyrgyz SSR, Turkmenistan was largely
agricultural, with 55 percent rural population (World Bank 2009), although the urban
population in 1980 was ten times larger than in 19240chs, 1997 ). The republic served
primarily as a supplier of raw materials to the former Soviet Union, particularly cotton and
gas, with only a small industrial sector consisting primarily of two oil refineries and the
cotton gins (Pomfret, 2001). With more than 40 percent of its population employed in
ACOEAOI OOOAh 400EIi ATEOOAT AT 1T OOEAOOAA Yi DAOA
(Gleason 1990, cited in Luong, 200B79). Cotton was exported to textile centres in Russia
and other republics (Economist Intelligence Unit, 1996). However, unlike Kazakhstan,
which depended on Russia and other republics for inputs to its industries, Turkmenistan
manufactured most of the basic inputs for producing cotton within the republic (Weinthal,
1998; Luong, 2001). Qerall, the share of inter-republic trade with Russia was smaller than in
Kazakhstan, Azerbaijan and Kyrgyzstan; in 1987 it was 48 percent and decreased to 47
percent in 1990 (Metcalf 534)

"U 1 AOA YypBil Oh ET xAOAOh 1T AOOOAI ecpdn®. MAT A <
1989, the republic was producing 81 hillion cubic meters of natural gas (BP 2009). Although
it produced oil as well, its output was declining. While the republic produced 142,000
barrels per day in 1985, in 1989 it was producing 121,000 basrpkr day (BP 2009). Although
nominally oil and gas rents per capita in 1990 of approximately $2,498 (Ross 2008) were
highest among oil producers in the former Soviet Union, these revenues flowed to the
centre and only a part of them were transferred to Tukmen SSR. Still, pevious years of
growth and the safe cushion of cotton and gas revenues did not allow accumulation of
social grievances, which could be tapped by challengers from within or outside the ruling
elite in mobilizing the population againstNiIUAUT 606 0 0OI1 A8

Previous accumulation of revenues from the rise in gas production and the relative
autonomy in cotton production also proved crucial in helping late -Soviet Turkmen ruling
elite avoid the challenges presented by the disintegration of the Sowt Union and its
immediate aftermath. & OT I OEA EEOOO EAI £ 1T £ Yyyi O 400Ei
(Sabonis 2004; EBRD 2009). Although Turkmenistan was estimated to benefit by a 50

percent improvement in its terms of trade if it switched from within -FSUto world prices for
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its key output, dependence on Soviet pipeline network to transport its natural gas
complicated the prospects of exporting it to non-FSU markets (Pomfret 2001). However,
even with these constraints the amount of windfall revenues from @gs helped to partially
offset the fiscal problems that hit the neighbouring Central Asian republics in the
immediate aftermath of the Soviet collapse. One year after independence, in 1992, windfall
revenues from gas exports amounted to 62.8 percent of tolagovernment revenue and a
fiscal surplus equivalent to 13 percent of GDP (Economist Intelligence Unit 199780). In
addition, as early as in late 1992, Turkmenistan managed to attract some foreign investors,
such as British Bridas, into its gas industry Economist Intelligence Unit 1997 75).

More importantly, given its relative autonomy in producing cotton, Turkmenistan
did not require urgent capital injections to export it ( World Bank, 1993b xi, cited in Jones
Luong and Weinthal 2001 379). Moreove, since during the Soviet period Moscow operated
as an intermediary between Turkmenistan and foreign buyers of its cotton, disappearance
of the intermediary did not interrupt these transactions, and cotton in subsequent years
increased as a percentage of expts (International Monetary Fund, 1994 83, cited in Jones
Luong and Weinthal: 379).

Despite the loss of union transfers and generally bleak economic situation,
availability of rents from gas and cotton as well astechnical credits from the Russian
Central Bank (Economist Intelligence Unit 1997)OA1 EAOAA . EUAUT 080 CT OAC
to pursue reforms. While Kazakhstan and to some degree Kyrgyzstan embarked on small
scale privatization early on, Turkmenistan did not even pursue privatization of housing
(Pomfret 2001). It also largely shunned from reforming the taxation system and taxes
remained at their pre-independence levels(Stepanyan 2003: 134). Although Turkmenistan
EAA O1 Eil1ilix 2000EA8O0 AAOI U VYyya ABDOAT AU |
government retained price controls for many consumer goods(Pomfret 2001).At the same
time the practice of multiple extra-budgetary funds, most of them directly under the
0OAOEAAT 660 AiT 0011 h &£ 1T OOEOEAA | 1-cohtrolléE AT A
enterprises continued quasifiscal activities and also operated as extrdoudgetary
institutions (Pomfret 200). The government also initially sustained Sovietera levels of
social spending and maintained existing social programs, such as pensiong &7 for women
and 62 for men. It also retained the provision of subsidies for basic goods and services

Finally, fearing the potential political consequences of unemployment, the state officially
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continued to provide most employment, engaging about half d the labour force in
agriculture (Lubin 1999; Pomfret 2001).
The government also sustained a highly repressive apparatus. The judicial system
OAiT AET AA OOAOAOOGEAT O Oi OEA DPOAOEAAT 08 4EA
ET OAT 1 ECAT AAG h mearE Alveillahte ob B SobigiyA fAr any potential
opposition and active persecution of opposition. Attempts to even publish democratic-
leaning material were persecuted and regime critics were placed under house arrest (Ochs,
1997).
A virtual absence of OAT CEAT A AEAI 1T AT CAO O EEO OACEIl A
build his own personal power base independent of the Communist Party. In 1990, he was
made the member of Politburo of the CPSU. While retaining his position of the First
Secretary of the Comnunist Party of Turkmenistan, he also became the chairman of the
Supreme Soviet of Turkmen SSR. Following the pattern across the USSR, later the same year
Niyazov, running without alternatives, was elected the president (Poltayeva, 2006;
Shikhmuradov, 2002) At the same time, Niyazov felt a need to maintain the appearance of
perestroika. For example, although 90 percent of candidates elected to the Supreme Soviet
in the elections of 1990 were CPSU members, he allowed alternative candidates to run as
well (Ochs 1997). By midl991, however, he was so evidently distancing himself from the
Communist Party, while simultaneously building up presidential power structures, that it
caught the attention of a visiting CPSU Central Committee member (Zhukov 1991). The
cenDOAGO COEDP 11 AAOGAITPI AT OO ET OEA OADPOAI EAnh
Like his colleagues in other Central Asian republics, Niyazov was initially wary of
full independence from the USSR. In March 1991, the government ensured 95 percent
positive votes in the referendum on retaining the Soviet Union (Ochs 1997). However, after
the failure of the August 1991 putsch in Moscow, with which Niyazov reportedly
OUIi PAOEEUAA j9ACi 01T O YyyvYaqh OEA S5TETT80 EAOA
referendum in October, which recorded 95 percent of votes for independence ITAR-TASS
199)1. Despite the challenges it posed, independence also meant full control over the
OADPOAI EA6O OAOI OOAAOh DI T EOEAO AT A AAITTT1 U

abandoned with no fear of reprisal from the centre.

4.3.1.3 Regime outcomes

. EUAUT O DOl AAAAAA EEOIT U OF ETOOEOOOEI T AI
control over the republic. In December 1991 the Communist Party of Turkmen SSR changed
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its name to the Democratic Party, while the leaders of the opposition had been actively
repressed since August (Yegorov 1991; Vasilyeva 1997; Kurtov, 2003). In June 1992, Niyazov
ran uncontested to be elected the president of nowindependent Turkmenistan with 99.5
percent of the vote. Rductant to share power, Niyazov also took the post of prime minister.
Although the new constitution adopted earlier in May resembled democratic constitutions
adopted elsewhere in Eastern Europe and former Soviet Union, it poorly reflected the real
state of affairs. Still, it already showed signs of superpowerful presidency (Constitution of
Turkmenistan 1992). Finally, in July 1992, Niyazov initiated reform of local government and

brought local councils under strict presidential control (Economist Intelligen ce Unit 1996).
4.3.2 Kazakhstan, 1989-1993

4.3.2.1 Political and economic environment

Kazakh SSR enteredperestroika years with reshuffled yet strong Brezhnevera
political elite, a relatively diversified growing economy highly dependent on Russia, and an
ethnically fragmented society. The patronage networks that developed during the twenty
£ 00 UAAOO T &£ 1 AAAAOOEED AU " OAUET AOGGO bPOI Oi ¢
AAOPEOA -EEEAEI '1T OAAAEAOGS8O AEAEI 000 O1 OEA Al
kin, regional and professional ties (Olcott 2002; Cummings 2005; Schatz 2004). South
AAOGOAOT AOO AAT A O1T ATiTET AOA OEAOGA 1T AOxT OEO E
background, the location of the capital Alma-Ata® in the south-east, and the implications
of SAT ET 60 DPOOCAO T &£ i10601U 11 O6EAOT AT A xAOOAO
association with pre-Soviet nationalist Alash Ordagovernment (Dave 2007)

In 1986, Gorbachev removed Kunayev from his post as First Secretary of the

Communist Party of + AUAEEOOAT 8 001 AAAT U AT OEAEDPAOQGET ¢ +0

EEO PDAOOIT60 1T £#ZEAAh #EAEOI AT 1T &£ OEA #1 O1 AEI
i i OAA O bpi OEOCEI1T EEI OAIl £ AO A OAAEI Oi A0 AU A
focusinC i1 OEA 1 AOOAOBO AOI OEAO8 10O . AUAOAAUAOD
AATT1 CAA Oi OEA OAIi A OACEiIT Al cOi OPETI ¢ch OEEO

network at self-preservation (Masanov 1998; Amrekulov 2000). However, apprehensive of
replacing the ousted leader with anyone within the Kazakhstani political systemz and,

therefore, presumably part of the existing patronage networksz Gorbachev brought an

% Renamed Almaty in 1992.
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i OOOEAAO EOT 1 2000EAR ' Al 1 A katyagispureti ingiprigiig A A D D
in Alma-Ata in December 1986°, which was violently repressed. Although later Kazakh
historiography treated this event as a spontaneous insurgence of Kazakh national revival,
the uprising was reportedly initiated by Kunayev associates (according to offi@l reports,
OEAOA xAOA OEA AEEI AOAT ZseE ShahandE1RI0 Aiind®1) BT 1 E C
an attempt to mobilize popular support to retain their positions. Despite extensive purges
and the initial success in fighting corruption in the republic, Kolbin failed to build up his
I xI 1TAOxi OEh ET xAOAOh AT A xAO 110 AAT A O EI D
subtle resistance of existing political groups (Furman 2004; Olcott 2002; Cummings 2005).
In 1989, he was replaced by Nazarbayev.

Ni OxEOEOOAT AET ¢ DHi1 EOEAAT xOAT Cci AOGh +AUAE
perestroikaand prior to 1989 recorded the GDP growth of an average 4.3% year on year (de
Melo et al. 20015). The legacy of almost seven decades &oviet economic policies was ot
unequivocal, however. On the one hand, these policies entailed extensive modernization
AT A ET AOOOOEAI EUAOET T8 +AUAEEOOAT SO AATTITI U x
Asian economies, with growing metallurgical and military-industrial sectors (Allworth
Yyynqs $O00ETC +061 AUAOSO |1 AAAAOOEED +AUAEEOOAT
terms of net material product (NMP) and the fourth in industrial output, primarily
producing iron ore, aluminium, heavy equipment, rolling stock, agricultural p roducts, oil,
and, in the final years of Soviet Union, one/EE £OE 1 £ OEA A1 01 O0OUB8O ¢
2002).

On the other hand, these policies also led to high concentration on extractive
industries and acute dependence on Russia and other Soviet repulsk. First, Kazakhstan,
like other Central Asian republics and Azerbaijan served mostly as an extractive base. In
AAAEOCETI T h O AAO +EOOOEAEAO +iAANIAMEMERAdizZ2ddn T T OOE
producing metals were horizontally integrated with bor dering oblastsin RSFSR than with
OEA OAOGO T £ +AUAEEOOAT 80 AATTTI U joiil £AOADO aill
north, also relied on subsidized inputs both from within and from outside the republic,
including petroleum, coal, and natural gas (Gleason 199783). Overall, the republican elite

AEOAAOI U ATTOOITTAA TT1U B DAOCAAT O 1T & +AUAEE

256 A OAI-gstparty dperatives who were sent to an unknown terrain to restore order were sometimes
referred to (see Furman 2004).
% The number of protesters is disputed and ranges from 11,000 to 40,0@Pannier 2006).
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with Moscow, with the other 43 percent z including fifty factories belonging to the
AT O1 O ditang-ddustrial complex z controlled exclusively by Moscow (Olcott 2002 131).

&ET Al 1UR Al OEIl OCE OEA 31 OEAO 51T EIT bDOI OEA
grain and heavy and chemical industry products, this had two negative implications for
Kazakhstan. First, the prices for these products were artificially low (Auty 1997). Second,
since these products, particularly grain, were mostly aimed at distribution among union
republics rather than for export (Jones Luong and Weinthal 2001), Kazakhstan depelence
iIT OEAOGA [ AOEAOO xAO Al T OEAARAOAAI A8 4EA OADC
challenges in reorienting to new markets if its existing markets were to break or be lost for
Kazakhstan. This is what began to unravel around 1989.
economy. By 1989, the republic was not only one of the most ethnically diverse in the USSR
(Alesina et al. 2003; Fearon 2003), but of its 16.5 million population only 40.1 percent were
ethnic Kazakhs, while ethnic Russians made up 37.4 percent (Agenstvo Respubliki
Kazakhstan po Statistike 2000). In fact, the earlier percentages were in favour of Russians:
in 1970, Kazakhs constituted 32.6 percent while Russians, 42.4 percent; and in 1979, Kazakhs
constituted 36 percent while Russians, 40.8 percent Kazakhstan State Statistical Agency
2000). Moreover, the Russian and other Slavic populations were concentrated in the north
of Kazakhstan. In addition, the Russianspeaking population, including Russified Kazakhs,
also had in average higher technical skills than traditional Kazakh population AOOET 06 O
interview with Oraz Jandosoy).

Once partial democratization and economic liberalization was launched by Moscow
and the issues of union republic sovereigntyand national languages were raised across the
5332 xEOE +AUAEEOOAT 860 1 AAAROOEED A T11TxETC
Organization for the Autonomy of Eastern Kazakhstan (OAEK), Yedinstvo(Unity) and Lad
(Harmony) emerged. OAEK, for exanple, called for greater political and economic
autonomy and led a successful campaign to promote its candidates in elections to local and
city soviets in northern oblasts. Lad demanded a degree of local autonomy that would be
tantamount to secession from Kazakhstan (Olcott 1997). Emerging Kazakh nationalist
groups included Zheltoksar®, Azat (Freedom) and Alash (Olcott 1997). These groups
demanded linguistic and institutional privileges for Kazakhs. These developments were

inextricably linked to economic pro blems that started to hit the population in late 1980s. A

%INamed after December 1986 protests in Almata.
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OOAOOAT OEAI I OAOI AP 1T £ -GEAith A RdbAdl EdBodic AOET I
specialization complicated the situation (@O OET 08 O s with ®dnax B&rdntayey, Oraz

Jandosov).

4.3.2.2 Causal mechanisms

Increasingly ailing economy dependent on Russia and other soviet republics and the
need to pre-empt potential ethnic conflict posed significant challenges to Nazarbayev.
Shortly after becoming the head of the Communist Party of Kazakhstan, Nazarbayev had
been able to consolidate his power within the country (Olcott 2002; Cummings 2005). He
promoted to key deputy positions in the Communist Party, the Supreme Soviet, the Council
of Ministers and the republican KGB some of his fellow southeasterners and clos
associates(Schatz 2004). However, mounting economic problems and ethnic tensions, if

TT0 AAAOAOOAA AAOAAEOIT U AT A pOTibBOI U

i 01 A

weaken his coalition and, according to some observers, even lead to the brealp of the

republici AOOET 060 ET OAOOEAx xEOE +ATAO " AOAT OAUAO
A number of factors helped Nazarbayev to consolidate his power and keep a

substantial degree of control over social and ethnic tensions between 1989 and 1991. First,

earlier purges by Kolbin resulted in the lack of strong rivals (Olcott 2002; Cummings 2005)

AT A . AUAOAAUAO DPOAOGOI AAT U OAAOOAA OOGBDBI OO0 1T &

(Dave 2007). Secondthe Soviet state and Communist Party apparatus, unlike in some

Western republics of the FSU, was still strong in Kazakhstan as in other republics of Central

Asia except Kyrgyzstan while the society did not exhibit nearly the same vigor as national

independence movements in western FSU (Olcott 1997). There was no mass exit from CPSU

in KazakhsOAT j AOOET 06 0 EIT &AorghEnAv Third: RazarbayevO dnlké

his counterpart in Turkmenistan, allowed some, albeit small, degree of economic

liberalization z for example, by encouraging cooperatives (Abazov 1997, p.439), and gained

a reputation for reform-mindedness (Gleason 199784). Fourth, the republic was still

reaping the benefits of the high level of economic growth attained in previous years. Finally,

despite passing the legislation that made Kazakh the state language and subtle

Kazakhization (Dave 2007), Nazarbayev was otherwise careful not to alienate Russians and

other Slavic people in the republic. The latter, in turn, saw him as the best available

guarantor of stability amid rapidly changing political and economic environment (Gl eason

1997 83-84; Olcott 1997 213; author's interview with RustamKadyrzhanov).
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1O OEA OEiIi Ah +AUAEEOOAT 680 1 Elzwithimény O OAAC
unexplored z and, therefore, did not constitute a major source of revenues for the republic
and a means to soothe social tensions. The industry was concentrated iMangghystaou and
Atyraou, two Western oblasts far from the political center (Hoffman 2000; Najman 2002).
/I ET AT T OOEAOOAA & DAOCAAT O AT A GCAO AT 1g&OEAOGO
production, respectively (Jones Luong and Weinthal 2001 381). In 1991, Kazakhstan
produced an average of 532,00 barrels of crude oil per day, 6.4 billion cubic meters of
natural gas and a total of 130 million metric tons of coal (Gleason 19983; Masanova 1999
31). Most of these was either consumed domestically or supplied to other union republics.
Moreover, since the technology and equipment were outdated, export at market prices was
not a viable option until considerable capital investments were made (Jones Luong and
Weinthal 2001 381) The increasing economic liberalization in the Soviet Union, however,
AT AAT AA +AUAEEOOAT 80 1 AAAAOOGEED OI AOOOAAO EI
1990, Nazarbayev administration already started neg@tions with Chevron over Tengiz
field in what became one of the largest foreign direct investments in the former Soviet
Union (Pomfret 2006: 3). Coupled with the earlier economic growth, the promise of
substantial oil revenues came to be viewed by Nazarlyev administration as a tool to help
ensure economic and political stability.

+AUAEEOOAT 60 pOT Al AT 6 AAAAT A ACCOAOAOAA EI
disintegrated. Given its dependence on Russia and FSU, Kazakhstan was the last republic to
declare independence (Pomfret 2005 859). Independence presented significant challenges
AOG xAll AOG 1Dl OOOT EGEAOG &£ O OEA 1T Ax Al 061 60U
dealing with the looming economic collapse brought by a decrease and then halt in
transfers from FSU and then Russia, lost access to FSU markets and destabilization of
enterprises horizontally integrated into the union -level productive structures. The
downward trend in economic growth that started after 1989 (World Bank 2009) resulted in
substantial decrease in revenues and increasingly little amount of real money available
i AOOET 080 ET OAOOEAx xEOE 401 AcAl 1 OEAOT 68 " A
decreased by an average 14 percent year on year (EBRD 2008)mid-1993, KazB EOOAT 8 O
economy experienced a major crisis following the collapse of theuble zone due to Gaidar
Ci OAOT 1 AT 660 OOAAAT OAT AAOGA 1T £ bOEBoker hddeh A OO
with Russia neared a breakdown, affecting all industries that were EAA  OfT 20001

enterprises during the Soviet Union, especially in the north of Kazakhstan. The country lost
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access to the transfers of resources amounting to between 20 and 25 percent of
+ AU A E E O 0 Alihétlansfer$ fflom nonFSU sources totalling 3.7 prcent of GDP could
not offset this loss (World Bank, 1997: xi)

Furthermore, although at the time of independence agriculture was the second
I AOCAOO OAAOI O ET OEA OAPOAIT EA8O AATTTI U xE
employing 18 percent of the labar force, agricultural products contributed an average of
only 9 percent to export earnings since Kazakhstan lacked a system of neRSU buyers for
wheat, its main agricultural product (World Bank, 1993 106, cited in Jones Luong and
Weinthal 2001 380).Si E1 AOI Uh OE AfueAnin@ral G&atoréa®©well asfits oil and
gas resources required substantial capital investment in both developing the resources and
transporting them to world markets (Jones Luong and Weinthal 2001 380). Reorientation
to new markets was extremely problematic and entry costs to foreign investors extremely
high (Grigoryev and Nusupova 2004; Jones Luong and Weinthal 2001$hadow economy
that developed during the Soviet period gained further momentum, estimating at between
22andé 1 DAOAAT O T &£/ OEA AATTTiU j &OEAAT AT AO Al ¢
Kurmanova).

Building new national state institutions amid the environment of social instability
and potential secession was another immediate challenge. During the Soviet pid,
+AUAEEOOAT 80 AAT OOAIT CIT OAand ofikn Oweak ditez betweee T OA O
-TOAT x AT A +AUAEEOOAT 60 bDOI OET AAOh DAOOI U OA~xA
within the republic and partly z political considerations of the centre (World Bank 1997)
yT AAPDAT AAT AA Ei Pl EAA DPOITEIT ¢ All TAITAOGOO O A
administrative control, rebuilding old institutions of the state and establishing new ones. In
addition, since there was no longer a Communist Party, thegovernment needed to absorb
its policy formulation functions and administrative capacities. Moreover, since previously
launched programme of economic liberalization, privatization and local sel-government
I AOCAT U Al OI AOET ¢ 2 O0O® B5A)F Was Bden 45 Aligphn@ ouf o iahd£0 A O
AT A OEA AT 01 OOU8O AEOPAOOAA CAT COAPEUh AOET EA
combine in driving Kazakhstan toward chaos, the government was increasingly inclined to
re-establish national authority (WI O1T A " AT E Yyyan AOOEI 060 EI OAC
Finally, given the complicated geography, unfavourable external environment, and the

OOAOAB8 O xAAET AOOh OEA Cci OAOTT AT O xAO Al T AAOT A
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iITA AOOOOA A ABROOBOBLEBIOE xAO O DPAU £ O OAA
Tulegen Askarov).

To address these challenges and ensure his own survival in office, Nazarbayev
initially maintained close ties with Russia, while attracting major Western investors into
Kazakk OOAT 860 T EI AT A 1 AOAI O OAAOI Oh ET EOEAOQET C
allowing some economic and political liberalization in order to attract FDI. At the same
time, he pursued gradual centralization of state institutions and co-optation of various

influential opposition, ethnic, and regional leaders. First, between 1992 and 1994

Most of his policies and proposed legislation were in fact borrowed from those inRussia,
such as privatization and price liberalization (Pomfret 2005 859). Nazarbayev was also one
of the strongest proponents of developing the Commonwealth of Independent States
(Lipsky 1993; Pomfret 2005), which was seen as a possible viable successnrUSSR.
Kazakhstan was hit hard by the repercussions of abandoning the Russian ruble as its
currency. However, this finally allowed the country to design independent fiscal and
iTTAOAOU DPilTEAU AT A xAAEAT AA + AANlahEadaddEaAdjis O AA
2000; World Bank 2005).

Second, by 1993 Kazakhstan started quickly attracting major foreign investors
interested in its substantial oil wealth, particularly Chevron, British Gas and Agip (World
Bank 199333), often making substantial, if not excessie, concessions along the way (Alam
and Banerji 200Q 16). The Nazarbayev government used both the proceeds, like signature
bonuses, and the promise of expected windfal¥ for soothing social tensions and
promoting elite cohesion. From 1990 to 1995, investmnts in the oil sector comprised 40
percent of all sectoral investment and large influxes of foreign investment helped offset the
effects of the 1993 crisis (Jones Luong 19997; Olcott 2002). Developing the oil sector was
not easy, however. First, therewas a legal disagreement over delimitation of the Caspian Sea
among littoral states (Croissant and Aras 1999; Mehdiyoun 2000). Second, the pipeline
network that Kazakhstan could rely on to transport its oil was controlled by Transneft, the
Russian stateowned pipeline company. Transneft set arbitrarily high costs for Kazakh oif®

Initially, 2 OOOEA Al 01 Al AEi AA Oi i1 A OECEOO Oi DPAOO i

32According to some observers, calculations used by Kazakh officials were exaggeratetbfies Luong 1999).
3 About twice as much as for Russian crud¢Pomfret 2006, p. 2).
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field* (Pomfret 2006: 2). Third, prices for oil were at the time low in the global markets (BP
2010). Finally, the distance between the capital and oil and gas producingblasts, now five
ET 100 AAOh ET O1T1 OAA AgOOA OOAT OAAOETT AT 00O
Hoffman 2000). Overall, the oil sector accounted for less than asixth in industrial
production (Pomfret 2005: 870).
To further attract FDI and sustain the budget, Nazarbayev needed to maintain a
certain degree of economic liberalization. While tax reform was initially poorly conceived
with more than 40 types of taxesAT A xAO 11 001 U 1 Ei EAEET ¢ 2000E.
government tried to maintain liberal taxes towards enterprises to attract FDI and not

alienate domestic constituents (The Law on the Taxation System in the Republic of

McLure, 2002). In addition, it kept income taxes at the levels not much exceeding pre

ET AAPDAT AATAA 1 AOGAT O j AOOET 060 ET OAOOEAX x EC

development was the replacement of turnover tax with a value added tax (VAT) in 1992,

which proved effective afterwards (Lesbekov 2000). However, the government also

maintained an extensive nontransparent system of tax privileges and tolerated increasingly

I AOCA AOOAAOO j AOMERéErO/mKDbmMUolaQIAIatYE Jurey@v). THe @lative

size of tax receipts declined from 21.5 percent of GDP in 1992 to 12.3 percent in 1994 (IMF

2010). Finally, the geographical distribution of tax revenues was both uneven and unstable

over time, possibly reflecting not only the regional specialization in commodities (World

bank 1997: xxvii), but also concessions made to different regions and initially some degree

I £ EEOAAT AAAAT OOAI EUAOEIT j AOOET 060 ET OAOOEA
A critical need for revenue pushed Nazarbayev government to start privatization

AAOT U 11T jAOOETI O60 ET OAOOEAXxO xEOE 401 ACAT I «

During the first stage, stateprovided housing, retail trade, and service facilities were

privatized, the latter usually by management and employees (Alam 2000)This stage was

implemented relatively evenly (Olcott 2002) and brought revenues totaling 5.6 percent and

9 percent of GDP in 1991 and 1992, respectively (EBRD 2008b). The second stage of

privatization in Kazakhstan was more controversial than the first one as it was relatively

nontransparent and restrictive in participation j AOOET 06 0 ET OAOOEAx xEOE

and reportedly allowed a relatively small number of individuals close to the regime and

% The third reason was that, due to high sulphur content, the price of Kazakh oil would be low z by some
estimates 25 percent lower than that for North Sea oi(Auty 1997,p. 5; see also Ahmadov 2009).
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particularly to Nazarbayev family to secure the most lucrative businesses and amass large
wealth (Olcott 2002). In 1993, the government started privatizing mediumsized enterprises
and factories and in that year the proceeds totaled 11.7 percent of GDP (EB 2008b). In
late 1993, thegovernment also began offering shares in large enterprises to foreign buyers
(Pomfret 2005). Overall, the fiscal proceeds from privatization were on average % times
bigger than in comparable Uzbekistan and were largest for ap of the postcommunist
countries (Alam 2000: 7).

Three factors other than the urgent need to fill the state coffers help explain why
such privatization was pursued. First, due to his incumbency advantage and administrative

control over the privatization programme, Nazarbayev did not feel threatened by its

possible implicationsj AOOET 06 0 ET OAOOEAx xEOE * AEAT CEO

the privatization was pursued ensured that those enriched are those with access to
information and administrativ e levers (Masanova, 1999); in other words, it could be
regarded as a form of patronage by Nazarbayev, especially since official public service wages
were declining considerably (World Bank, 1997: xiv) Finally, where Russian and Slavic
management or employees were seen as presenting a challenge, privatization allowed
OOAT OEZAOOET ¢ AATTTIITEA PIixAO OF OEA 11001 U
(Amrekulov 1999. In sum, for the ruling elite the benefits of privatizing far outweighed its
costs.

Budget spending during this period was dominated by the Sovietera logic of passive
distribution of available resources among a myriad of budget entities. he government was
trying to keep the government size and much of the social spending at relativ/ high pre-
independence levels, since rapid fiscal adjustment could have serious social and political
implications. There were around 2000 budget units on the republican level and around
40,000 on the subnational level (World Bank 1997 xxix). Due to ecanomic hardships, social
spending was falling each year since independence and pension and payment arrears
accumulated (Alam 200Q 6; see also Jones Luong, 1999). The transfers to households and
public investment fell by an average of 6 percent year on yeafrom 1992 to 1995. Public
service expenditures also fell, by around 4 percent year on yegWorld Bank, 1997: xiii). The
regional distribution of spending had changed too. Soviet era budgetary institutions left
ample room for discretion and bargaining at the distribution stage and this was tapped by
regional elites (Witt and McLure, 2002). Owing to the change in regional distribution in

industrial output since independence, some regions, and particularly oitproducing and
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Russianpopulated oblasts, were irtially receiving more preferential treatment than others
i AOOET 060 ET OAOOEAx xEOE [/ OAU * Al AT O1 6Qs

At the same time, the government had to build or rebuild state institutions and,
after what came to be seen as a necessary but excessive liberalization, $takto re-establish
national authority in areas seen to have drifted away from the republicanlevel control.
Former union-level structures were incorporated into republican structures and new
national-level structures were created (World Bank 1997). The @nmunist Party
departments were transformed into administrative structures. Nazarbayev himself had
resigned from his post as the chairman in 1991 after becoming the president of Kazakh SSR,
and the party effectively disintegrated. Also, initially a 1991 k on local selfadministration
dissolved local soviets and transferred the enterprises and properties under their control as
well as their responsibilities to new local governments. The latter, however, moved quickly
to pass conflicting policies - for exad D1 Ah OA AAdeiznEs] @ntré&etng foreign
i T ATOR AT A Ai AAUUI ET C DOAI £8iz thaCricroabify® Eeduted j 71 O
in disarray. In late 1992, the Nazarbayev government put all tax administrations under the
national Tax Inspectorate and stopped privatization for some period. More critical,
however, was the 1993 constitution that effectively abolished local seljovernment and put
local government bodies under direct republican control (World Bank 1997 8). Finally, as
early asinYyyah AAAT OAET C O 30POAI A 31 0OEAO #EAEC(
Serikbolsyn Abdildin, Nazarbayev initiated a discussion about moving the capital from
Almaty to Akmola® ET OEA 11 OOE 1T &£ OEA A1 01 OOU j AOOE
Kadyrzhanov). Many observers agree that one of the key reasons for this move was
. AUAOAAUAO AAI ET EOOOAOQOEI 1860 AmEmEl OO O DOAOAT
j*TTAO , 01T Cch ai 1 YnordQddboQ R@tark KaGyklabk A x x EOE

In a process Hughes (19974 ayq AAI 1 O OOI GEAO Al EOGA A
ET OOEOOOET T Ohdo A 101 AAO T &£ AATTTIEOOO xEIT 1Al
years of the Soviet Union were either reappointed to their slightly transformed positions or
given new offices. Top® 01 U AAAOAOO OEA AT 01 OOUBO DPOAAAOE
Slavic managers were initially drawn to some highlevel positions as well as serving as
deputies in the Supreme Soviet. Sergei Tereschenko, a young Russiblkrainian, was
appointed Prime Minister . Nazarbayev also invited a number of foreign economic advisers,

most notably Grigory Yavlinsky from Russia (Cummings 2005:23). Yet, most of the existing

% Renamed Astana in 1998, this is the current capital of Kazakhstan.
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state institutions changed in name only and key positions in the government were given to
NazarbA UA O6 @ET RT AOOT AEAOAOh OA1I AGEOGAOG AT A ET AEC
region (Amrekulov and Masanov 1994; Olcott 2002; Furman 2004; Schatz 2004; Cummings

2005; Dave 2007). Despite the shrinking wage bill, the overall number of government
employees was not significantly decreased@World Bank 1997: xxxviii).

Despite postSoviet economic crisis, partial liberalization, and unleashing of crime,
+AUAEEOOAT 60 AOOET OEOEAO OAOAET AA OEA EEGE OA
state. Some @position groups, such asAlash, were suppressed (Olcott 1997). In other cases,
leaders of unregistered ethnic minority groups were briefly arrested (Artykova 1993).
However, there were relatively few reports of disappearances, extrajudicial killing, and
torture (Cingranelli and Richards 2008).

Although Nazarbayev explicitly argued for the need for strong presidency in his
speeches (Nazarbaev 1992:5) from the beginning of the independence, initially he felt
compelled to adopt a liberal attitude towards independent parties, media and civil society®.

Following Boris Yeltsin in Russia, he created a number of togdown political parties, while

abstaining from joining any, as the constitution put the president above the political

system. The three major parties wee the Union of Unity and Progress for Kazakhstan, the

OAT PI AGO #11COAOO 0AOOU j0o. %+h 1 AOAO OAT Al AA
+AUAEEOOAT 10 505 j OAT Ai AA 0AT PIi A6O 51 EOQU 0AC
in-house opposition, although later the leaders of the two of them z Olzhas Suleimenov of

PNEK and Seri Abdrakhmanov of UPUz would have genuine presidential ambitions in the

elections scheduled for 1995 (Cummings 2005:225). Non-governmental organizations

created during this period were also diverse, dealing with environment and human rights

Al EEAh AT A xAOA 110 1EIiEOGAA O OOAEAG OPEAOAC
outlets also rose exponentially, including broadcast media and radia/Olcott 2002, 105). By

1993, the Supeme Soviet was quite diverse and allowed representation of different

economic interests (Cummings 2005:25). The privatization, IMFbacked stabilization

®yo6 AAARAI A EAOCEEITAAIT A OI AOAx DAOAITAI O AAOxAAT +AUA

presumably suggesting that achieving high levels of eamomic development in Asian countries requires

centralization of power. In announcing Kazakhstan-2030,a strategic development document, Nazarbayev (1997,

p8 iq xOi 0Adq O30AE OOACCAOET ¢ AAEEAOAI AT OO0 1 AAA fOEAOA

Asian Tigers. Are there any obstacles which might prevent Kazakhstan availing of fine opportunities from

scoring the same success? None whatsoever. |, for my part, am sure that by the year of 2030 Kazakhstan would

have become a CentralAsian Snow Leopardand would serve a fine example to be followed by other developing

countries... It will be virtually a Kazakhstani Snow Leopard with inherent elitarianism, sense of independence,

ET OAT 1 ECAT AAh AT OOACA AT A T1TAI AT AGOh AOAOGAOU AT A AOITET
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programme, and disbandment of local governments, however, were quickly becoming a

point of tension between the executive and legislature (Kozlov 199 N AOOET 06 0 EI

with Rustam Kadyrzhanov; see also Cummings 2005; Olcott 2002).

4.3.2.3 Regime outcomes

As he grew more confident with the first substantial inflows of revenues in the wake
of the post-independence economic crisis, however, Nazarbayev pushed for disbanding the
legislature on the pretext that, along with local soviets, it represents the outdated Soviet
system of governance. First, Nazarbayev supporters in the Supreme Soviet resigned and
called for their colleagues to follow suit; several days later, in December 1993, the legislature
disbanded itself allowing Nazarbayev to rule by decree until the next parliamentary
elections in March 1994 (ITARTASS, 1993; Masanov 1998).

4.3.3 Azerbaijan, 1989-1994

4.3.3.1 Political and economic environment

During early years of perestroika the political elite in Azerbaijan SSR did not
undergo any significant change.The reforms were resistedby the party leadership, which
was largely composed of the appointees of Heydar Aliyevthe former First Secretary of the
OAPOAI EAGO #1111 01T EOO 0AOOU AT A +' " CATAOAT
positions of deputy prime minister of the Soviet Union and full member of Politburo (The
Associated Press 1982ltstadt 1997). A Brezhnev appointee, during his period of rule in
Azerbaijan Aliyev promoted to key positions in the government Azerbaijanis from his native
Nakhchivan region and from Armenia. Gorbachev regarded him a conarvative, and in 1987
Aliyev was forced to resign (TASS 1998 $AOPEOA OiI i A OAOGEOAEAEI AO
retirement, most of the ruling elite in Azerbaijan, including the First Secretary of the
Communist Party Kamran Bagirov, remained in ther positions until mid -1988.

1O OEA OEIi Ah ' UAOAAEEAT 60 AATTTIU xAO O,
Agriculture accounted for around 30 percent of NMP. Azerbaijan contributed 23 percent, 13
percent and 8 percent to the Soviet production of grapes, ébacco and cotton, respectively
(World Bank 1993:38 (1 x AOAOh ' Ttadhdl policiidibednidA1ogDEresulted in
significant reduction in grape production, which seriously affected agricultural performance
in subsequent years as 90 percent of grape varieties produced in Azerbaijan were aimed for
wine industry (Walker 1985 Curtis 1995.
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The republic also possessed a relatively widendustrial base, which accounted for 40
percent of net material product (NMP) and employed 20 percent of the labor force(World
Bank 1993: 3)Largely due to its industrial base, the urban population was relatively higter
than in Turkmenistan and Kyrgyzstan z 53.7 percent of total in 1989 (de Melo et al. 2005).
In late 1980s, fuels, petrochemical products, oidrilling equipment, textiles, and processed
Al TAO xAOA OEA EAU AT I DT 1T CurtsA99%. BetwieehA1GBB AE E AT & ¢
1989, average growth was quite small at 0.8 percent (de Melo 2001). However, the budget
deficit, excluding union transfers, was only 2 percent of GNP between 1987 and 196&¥orld
Bank 1993. Overall, with GNP per capita (PPP) of $4620 in 1989, Azerbaijan was among the
relatively poor republics in the Soviet Union (de Melo 20015).

Although during previous decades oil production constituted the backbone of
l UAOAAEEAT 8 O Aagdd itiplayedia rdatively ifsifynificant role. Azerbaijan was
one of the first countries to produce oil since the middle of the 19" century and in early 20"
century accounted for half of the world oil production (World Bank 1993 2). During World
War I, it supplied about 70 percent of the Soviet oil output. Oil production has been
concentrated in the Western part of the Caspian Sea and Absheron peninsula, where the
OADOAI EAGO AADPEOAIT " AcEtbe dEcdvery bf MA®D Ailidds (nUrald OA Oh
and Western Siberia, Azerbaijan was no longer the centre of Soviet oil production and the
ET AOOOOU xAO OOAOANOAT O1T U T ACIi AAOGAA j AOOET 08 C
1993). In 1990, Azerbaijan prodeed 254thousand barrels of oil per day, whichaccounted
for only 2 percent of Soviet oil production (BP 2009; Curtis 19958 ! UAOAAEEAT 6
production has historically been lower z in 1989 the republic produced 10 billion cubic
meters of gas (BP 2009).At the same time, Azerbaijan was contributing around 60 percent
to Soviet production of oil extraction machinery and equipment (Curtis 1995.

The eruption of the conflict with Armenian SSR over the Mountainous Garabagfl’ in
early 1988 hada decisive impact on subsequent political and economic developments in
Azerbaijan. In 1979, the two largest minoritiesz Armenians and Russiang each constituted
8 percent of the population of Azerbaijan, while Azerbaijanis constituted 78 percent(USSR
Central Statistical Office 1984. Armenia and Azerbaijan had a previous history of
contesting the largely Armenian-populated province of Mountainous Garabagh, which at

N A s oA oA = A N~ N 2z o L o~ oA 2 oA

OEA OEI A xAO O1 AAO ' UAOAAEEAT 60 EOOEOAEAOQEIT &€

%" The Russian termis Nagorniy Karabakh. The current termz Nagorno-Karabakh z is taken from the full Soviet
time name of the province z Nagorno-Karabakh Autonomous Oblast.
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erupted in Mountainous Garabagh demanding that the province is included into Armenian
SSR (Vremya 1988 United Press International 198§. Despite the curfew imposed by
Moscow, the dispute escalated first into mass demonstrations on both sides and then into
communal violence in several cities across Armenia and Azerbaijan. Withinthe next few
years it evolved into a lowlevel conflict, characterized by mass deportations and armed
clashes between various militia groupg(for a comprehensive and balanced treatment of the
subject, see De Waal 2003

The political systems and economies of both republics were hit by mass strikes
(Gilmour 1988 Katell 1988. First, in May 1988, the first party secretaries of Azerbaijan and
Armenia were forced to resign(Keller 1988. In Azerbaijan, Kamran Bayirov was replaced by
Abdulrahman Vazirov (Redden 1988 a relatively unknown Soviet diplomat who had largely
been outside of the local party system and was therefore considered a reliable outsider to
the patronage system that had evolved during! | EUAO8 O OOI A8 G6AUEOI 06
entailed reshuffles resulting in partial ousting of Aliyev appointees from party and

Cl 6AoT i1 AT O AE

DAT AO ja & Bdvedninént dffitiadd A OOEAx xEOE
4.3.3.2 Causal mechanisms

Apart from the change of leadership the conflict significantly accelerated the
Al Of AGETT T &£/ ' UAOAAEEAT GO0 TAOETT AT 11 OAI AT Os8
parts of the population behind nationalist and democratic slogans (Altstadt 1997. In
August 1989, the opposition Popular From of Azerbaijan organized a half million protest
rally and the strike that hit around 60 major state enterprises, including oil refineries and
OEA 1 AOCAOO DI AT O DPOI AGAETI C T EI AReOtéroiod O &
Subsequently, railways carrying equipment, building materials and petroleum to Armenia
x AOA Al T AEAA AU OE fCorAlELDD). TheCpiolsisnire ot CainédA
against Armenian claims over the Mountainous Garabagh and called for a greater autonomy
for Azerbaijan from the Soviet Union.

ylT *A7T OAOU Yyyih ET A AAAEI AOGE O1 ! Oi AT EAIT
uniffingwE OE -1 OT OAET T 60 ' AOAAACEhR OEA DPOI OAOGOO EI
with communal conflict, allegedly incited by radical activists from the Popular Front, who,
according to some accounts, were also encouraged by the party officials, including iktor
Polyanichko, the second secretary of the Communist Party of Azerbaijamand former Soviet
representative in Afghanistan (Keller 199Q. In an attempt to soothe tensions, quell dissent
AT A DPDOAOGAT O xEAO '1 OAAAEAO Ai 1 OEAAOAA 0O) Ol Al
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dispatched eleven thousand additional army and KGB troops(Cornwell 1990, which

crashed the protesters and bystanders in the capital Baku. According to official figures, 130

people were killed and around a thousand wounded. The Popular Front offices were sealed

and its forty-three leaders arrested(Altstadt 19978 4 EA OA D OA | dedhgedaghind A A A O
Vazirov was dismissed and replaced by former prime minister Ayaz MutalliboyImse 1990.

- OOAIT 1 EAT 660 OAECT xAO Al 01 OO0O1 GAloAdd AT A
AOOAATI EOE OEA DPAOOUGO AT 1 0011 1T OGAO OEA OADPOAI
of 350 were given to communists and only 30 to opposition candidates. During the newly
initiated presidential elections, he ran unopposed since no oppment was permitted to
register (Altstadt 1997: 124)However, in October 1991, the Supreme Soviet had little choice
but to pass the declaration of independence following the unsuccessful putsch against
Gorbachev that indicated the inevitability of the collapse of the union. By this time the
Popular Front regained its strength and, along with some other opposition figures, formed
an influential Democratic Bloc (DemBloc) in the parliament. Mutallibov was forced to allow
the formation of the National Council ( Milli Shura), a fifty-member upper house within the
Supreme Soviet composed of 25 deputies from among the communists and 25 deputies from
among the DemBloc members(TASS 199MAltstadt 1997). The council also included a small
fraction of former Heydar Aliyev appointees among the communists and sympathizers
amongtheoppl OEQOET 1T AOAAOEITT j AOOET 080 ET OAOOEAxXx «xE

Two influential groups in nomenklatura, Mutallibov and former Aliyev followers,
were trying to use the Popular Front in their struggle with each other. Aliyev, who at the
time was che&€ OET ¢ . AEEAEEOAT 80 30POAT A 31 OEAORh xAO
local Popular Front leaders (author's interview with Isa Qambar).

After losing several Azerbaijani regions, particularly after a massacre of the whole
Azerbaijani population of a small town Khojaly by Armenian armed forces reportedly
helped by Russian 366 Motor Rifle Regiment, Mutallibov was forced to resign. The following
months witnessed several power changes, including a brief unsuccessful comeback by
Mutallibov. Finally, in June 1992, the first and by many accounts the only democratic
elections in post-Soviet Azerbaijan, brought the Popular Front chairman and former
dissident Abulfaz Elchibey (Aliyev®) into presidency with 60 percent of votes (smailov
YyyyQs 4EA 0 lisdirdiohdver asipart@ly Gue fo a pact with theCabinet of
Ministers led by Rahim Huseynov (author's interview with Sabit Baghirov)Cavadli 2009.

% No relation to Heydar Aliyev.
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The Popular Front government inherited a significantly weakened economy. The
effect of the involvement in the conflict, subsequent political instability and disintegration
i £#/ OEA 31 OEAO s51TEIT 11 OEA OADPOAI EAGO AATTII
threefold. First, both industrial and agricultural production was disrupted. Gross industrial

output decreased by an average of 16 percent a year between 1990 and 1993 (EBRD 2009). In

YyyYh OEA AT AOcU OAAOQI 060 AT T OOBRWDDIANKII99DT . - C
ix). Agricultural production decreased by an average of 14 percent a year during the same
PDAOET A j %" 2%$ alilyQs 4EA OADPOATI EA8O AT O0O1T1T DO
percent to the SovilD 51T ET 160 O OA1T AiI 00611 DPOi AGAGEI 1T h

conflict and strikes undermined this production further (World Bank 1993: 3; Jones Luong
and Weinthal 2001) In 199, agriculture contributed 22 percent less to NMP than in the
previous year (Curtis 1995). Disintegration of the Soviet Union resulted in losing inputs and
markets, particularly in Russia - ! UAOAAEEAT 60 ET OAOOADPOAI EAAIT
relatively high at 57 percent in 1987 (Metcalf 1997). Between 1990 and 1993, the GDP
declined by an average 14.5 percent a year (EBRD 2009). If in the period 1948P0 the
budget deficit without Soviet transfers was around 2 percent of GNP, in 1990991 the deficit
roseto 5 percent of GNP(World Bank 1993.

3AATT AR OEA AT 1T £ZI EAO xAO ET AOAAOET Ci U AOAE
OPAT AET ¢c8 7EEI A ET OEA EI1 €£dddance tdrechud & dationah OA O]
army the conflict on the Azerbaijani side was largely fought by paramilitary units and
several militia groups, in later phases the national army was formed. Amounting to 2.5
percent of GDP in 1992 and to 4.9 percent of GDIh 1993, military spending in both years
xAO OEA OAATTA 1 AOCAOGO ET OEA A& Oi AéonsreBEAO 5
more than $100 million between 1992 and 1993 (WDI 2009).

Third, as the conflict progressed, other parts of Azerbaijan becme flooded by
refugees from Armenia and internally displaced persons (IDPs) from Mountainous
Garabagh and adjacent Azerbaijani regions. In 1979, around 160,000 Azerbaijanis were living
in Armenia (USSR Central Statistical Office 1984 By early 1990s, most of these people were
deported from Armenia and relocated predominantly to Azerbaijan (De Waal 2003. As

Armenian armed forces advanced beyond Mountainous Gababagh in 199394,

|l UAOAAEEAT 60 )s$0 DPi DOl AGEIT O1T OA O1 11 0k OEAI
OAZEZOCAA AT A )so DI DOl AOEIT OAPEAI U AAAAT A TTA
budget.
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Elchibey government pursued considerable political and economic liberalization
and introduced several critical reforms. First, it introduced laws on political parties,
freedom of press, and education. Education reform, particularly the introduction of
OOAT AAOAEUAA AT A AAT OOAI EUAA O1 EOGAOOEOU
education system closer to Western standards and eliminated widespread couption

associated with admissions (Interfax 1992. This reform, in conjunction with several

AT O«

OEAOI OEAO ET OEA xAO xEOE ! Ol ATEAh EIi i kthEAOAI

(‘Altstadt 1997 author's interview with Isa Qambar).

Second, the government followed an almost fullscale price liberalization,
introduced a national currency, and initiated reforms in the banking sector (Masimov 1999
Altstadt 1997. Third, some enterprise reform was initiated. For example, the largest and
most influential state enterprise z the State Oil Company (SOCAR)z was significantly
restructured, with same-mandate departments unified (author's interview with Sabit
Baghirov). Finally, the government designed a privaization programme and took first steps
towards its implementation. In 1992, State Property Committee was established to manage
privatization. Early in the following year, the parliament passed the law on privatization
and the state started implementing smédl-scale privatization (Masimov 1999.

This democratic experience proved shortlived, however, and Elchibey government
fell as a result of a coup in mid1993 that brought the coalition led by Heydar Aliyev to
power. Four key factors contributed to the downfall of the Popular Front coalition. First, its

liberal reforms and public office appointments caused significant grumbling among

bl xAo&OlI OAOOAA ET OAOAOOO xEOEET | UAOAAEEAT 8

DAOOGEATI T U AOBA O61 OEA 0iDOIi AO &O11 Ov&tine@dA Ol A b

bureaucracy underwent significant change, including the resignation of Prime Minister

Rahim Huseynov, creating a large number of disgruntled people with access to financial and

DI 1 EOEAAT OAOI OOAAO j AGOET 05 eervaile@iklesichiding x EOE

ousted former bureaucrats and former communists within and outside of the parliament,

Al Of Ol AAOOGOI T A OEAO % AEEAAUGO 1 EAAOAI EUA

parliamentary elections scheduled to November 1993 will undemine the sources of their

welfare and power (author's interviews with Isa Qambar, Sabit Baghirov) Some Popular

s o~

&O0T 10 DPilEAEAO xAOA OEIi DI U OAAT OAGCAA j AOOET O

leader). The alienated groups, although less mobilized tha was subsequently thought
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Heydar Aliyev.

Second, Elchibey government quickly became a cause for concern for political
leadership in Russia and Iran. It pursued explidly pro-Turkish and pro-Western policies
and refused to join the Russialed Commonwealth of Independent States (CIS)(Altstadt
1997. Russia was also losing its foothold since Elchibey government was pushing the
Russian military forces out of the country; in fact, Azerbaijan became the first former Soviet
OAPOAT EA OF CAO OEA 1T &£ OEA OAITAT OO0 1T &£ 31 0EAC
xEOE AOOEI AGAA DPOi ZFEOO O1 OAITTET ¢ HYYB AEITEI
Western oil companiesz " OEOEOE 0AQOOI T AOih . 1T OxAUB8BO 30AO0I
McDermott, Aberdeen-based Ramco, and Turkish Petroleum Companyz and did not
include any Russian companies, despite the interest shown by LukOil (Altsdadt 1997, 140;
AOOET 080 EI1T OA©OEaBhkov). Thé OaionaltstAviiriy in the Popular Front,
including Elchibey himself, also blamed Iranian government for its policy of discrimination
against the Azerbaijani minority in Iran. Iran, in its turn, viewed the strengthening
Azerbaijani state and its national-democratic government as a threat to its own political
stability, given the large size and geographic concentration of its Azerbaijani populatiori® in
former Popular Front leader).

Third, the difficulties of nation and state -building were exacerbated by the lack of
political and administrative experience and cohesion among members of Elchibey
Zardusht Alizadeh; Alstadt 1997). As one of its leaders Isa Gambar, then the speaker of the
DAOI EAI AT Oh AAIT EOORh 1T AT U ET OEA cCci OAOTIiIATO
interview with Isa Gambar).

Finally, despite the Popd AO &OT 1 060 Hil EAEAOG O OEA AIi
continued, leading to wide dissatisfaction among population. Against the dramatic decline
ET OAg Ai11AAOGETT O AAOOGAA Au OEA OADPOAI EAGO
instability (Tanzi and Tsibouris, 2000), the government in 1992 managed to constrain the
budget deficit to 1.5 percent of GDP (Masimov 1999. However, wage arrears kept

accumulating and inflation and unemployment rising. In 1993, the economic situation

% The estimates of the number of Azerbaijanis in Iran vary from 24 6 more than 30 percent of the population
(Keddie et al. 2003).
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became aggravated with a decline in production of important ca$ crops (Curtis 1995). In
addition, due to its involvement in conflict, Azerbaijan was not able to attract foreign
investment, therefore lacking a possible source of external revenuelNCTAD 2010.

The Popular Front was toppled in a coup in June 1993 byugt Huseynov, a former
xAAT OEU | AOAEAT O OOOT AA xAOI T OAh xEI xAO AEC
OAPOAOAT OAOEOA ET ! UAOAAEEAT 60 OAATT A 1 AOGCAO
indicate that one of its possible reasons was the impendingigning of the oil contract with a
consortium of Western oil companies that excluded Russia. Huseynov reportedly developed
close relations with the Russian commander of the former Soviet 104 Airborne Division
stationed in Ganje, the only Russian military unit remaining on the territory of Azerbaijan
(Altstadt 1997. He also enjoyed the support of several criminal leaders, including an
influential criminal authority Ruslan Rzayev®® (Mammadli 2002). The Russian garrison
leaving at the end of May 1993 reportedly left a large part of its vehicles and ammunition
01 AARO (OOAUTT 680 AiTii1T AT Ah ETAEAAOEI C A EECE
stirring the rebellion (Altstadt 1997 Sammakial993.

I'TAA OEA TAxO T £ A 1 OOET U OAAAEAA OEA OADC
'l EUAO OF 1T AAEAOA OEA Ai1 EI EAO AT A OOAAEI EUA
Namazov; Zardusht Alizadeh). Huseynov marched on the capital Baku and &dr a siege the
city, Elchibey left to his native village in Nakhchivan. Isa Gambar resigned as a speaker of
the parliament and was replaced by Heydar Aliyev, who under the constitution became the
acting president. Surat Huseynov became Prime Minister(Sammakia 1998 Seizing the
opportunity, in August Aliyev held a referendum of confidence to the elected president. A
vast majority of population expressed no confidence in ElchibeyUnited Press International
1993. Aliyev then held a presidential election in October, running against two unknown
candidates, and officially secured 983 percent of the votes (Altstadt 1997: 129; Ismailov
1999)

Aliyev moved to normalize relations with Russia by joining the CIS and quickly
solving several other problems that created tensions between the two countries, such as
extraditing to Russia five Russian servicemen sentenced to deatfAgence FrancePresse
1993BBC 1998 (A Al 01 A@bl EAEOI U O1 OCEO 2000EAB80 E
Armenia. In May 1994, with Russian and CSCE mediation, the ceasefire agreement was

reached (ITAR-TASS 1994 Russia, in its turn, expressed new interest in joining the

Y2001 A1l 2UAUAOG xAO ETIix1 AU EEO TEAETAIA O:1 AEES8HG
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AT 1T 01 OOEOI O1T AAOGAIT B ! UROAAEEAT 8O0 T EI AEEAI A
consider (TURAN 19938 (I x AOGAOh ' 1 EUAO 1T AT 1T AOGOOAA AAOAED
limitations at the time, did not make excessive concessions, such as allowing the return of
Russian troops to Azerbaijan(AzTV 1993.

Immediately after coming to power, Aliyev also halted all currency transactions with
Western oil companies and declared that he will review the contracts awarded earlier by
Elchibey, which were to be signed later in the yeanKuliyev 1999 AFX News 1993Agence
France Presse 1993Aliyev justified this decision by saying that the terms of the contract
AEA 110 AT OOAODPTITA OF ' UAOAAEEAT GO 1T AOEITAI
'T EUAOGO OAPOAOAT OAOEOA - AOAO - AT A&l OdvinexET A
2007: 18193) resulted in an increase in the signature bonus from $300 million to $500
i ETTETT AT A ET EOEAIs bhare df proti® t 8Tpkréent(MOrfisied ABE AT &
However, having secured his power, Aliyev did not feel compelled to sign the contract
immediately, instead dragging the negotiations for another year. The likely reasons for such
add AU xAOA OEA 1T Ax AAIETI EOOOAOQOETT60 AAOEOA OI
parties and the need to address in a balanced way the interests of key states behind the oil
ATl T DATEAO8 &ET AT T UR ET 3ADOAI AAO YhevealbftheEA AC
AAT OO60U6 xAO OECI AA8 )O AT OEOACAA Has8n AEIIE
received a 10 percent share in the contrac{The Associated Press 1998ird 1994 Nassibli
1999.

%l AEEAAUBO AAPAOOOOA AT A OAOGECT AGEIT 1T &£ O
presented Aliyev with a close resemblance ofcarte blanche Aliyev used the political,
economic and military failures of his predecessors to justify'radical and serious measures"
(AzTV 1993. He swiftly moved to build a broad coalition that included many influential
political and economic actors, excluding only some top Popular Font leaders. While Surat
Huseynov was appointed prime minister (Sammakia 1998 the main financier of Heydar
'l EUAOGGO AT i1 AAAAEnh &I Oi AO AADPOOU PDHOEI A T ETEGC
Processing Office Rasul Guliyev was made the speaker of the parliame(iTAR-TASS 1993
%Il A E EaBlvistrSadd several regional leaders retained their positions because they agreed
to wrE xEOE !l EUAO j AOOET OEO ET OAOOEAx xEOQOE %
appointees, however, were former communist party executives (author's interview with

Eldar Namazov). Overall,Aliyev began to steadily reverse political liberalization.
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Using the momentum created by the general dissatisfaction with the Popular Front
among the population allowed Aliyev to repress several top Popular Front leaders. The
speaker of the parliament Isa Gambar, former Minister of Internal Affairs Iskandar
Hamidov, former Minister of Foreign Affairs Tofig Gasymov, and former Minister of
Defense Rahim Gaziyev were arrested. Many local Popular Front leaders and journalists
were also detained(Altstadt 1997 Interfax 1993 Alibeily 1993. An attempt by a southern
warlord Alikram Humbatov to establish a separatist TalyshMughan republic was put down

and his units were disarmed(Mamedov 1993.

4.3.3.3 Regime outcomes

By September 1994, the political regime in Azerbaijan emerged as a mild autocracy.
Executive recruitment became uncompetitive, presidential powers increasedwhile other
pi 1l EOEAAl & OAAO EAA OIECEO OI iI1TAAOAOA 1TEIE

participation remained factional.
4.3.4 Kyrgyzstan, 1989-1992

4.3.4.1 Political and economic environment

Despite high economic growth in the 1980s, before the brealup of the Soviet Union
Kyrgyz SSR was among the poorest republicg with GNP per capita (PPP) of $3180 in 1989
and was highly dependent on Union subsidies and intefrepublic trade. Between 1985 and
1989, GDP grew by an average of 5.2 percent per ydde Melo et al. 2001: 5see also World
Bank 1993) The key source of this growth was livestock production, which during this
period grew by more than 6 percent per year owing largely to the efforts by the Soviet
Union to increase meat and dairy product output and higher prices for agricultural goods
(World Bank 1993.

However, as consumption and investment grew faster than GDP, the republic ran
deficits in inter -republic and hard currency trade. The combined deficits anounting to
about 20 percent of GDP were covered by transfers from the Union and capital inflows to
Union-controlled enterprises located in Kyrgyzstan(World Bank 1993: 6, author's interview
with presidential advisor on economic affairs). While direct transfers from the Soviet
budget represented a large contribution to the government revenues of all Central Asian
republics (Daviddi 1995) Kyrgyzsten, unlike donor Kazakhstan and Turkmenistan, was a
largely subsidized republic (World Bank 1993: xv) In addition, in the 1980s Kyrgyzstan, like

Kazakhstan and Turkmenistan, was entitled to retain all of its turnover tax(Daviddi: 31) At
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OEA OAIT A OEi Ah A1 OET OCE A@OAOT Al OOAAA AT 1 OO
OEA OADPOAI EAGO AADPAT Alddudid tradeiwas Ae80®dadunced 1(45 ET OA
percent in 1987) than those of Kazakhstan (62 percent), Azerbaijan (57 percent) and
Turkmenistan (48 percent) (Metcalf 1997: 534)

Kyrgyz SSR was also the third least urbanized republic in the Soviet Union, being
ahead of only Tajikistan and Uzbekistan. In 1990, only about 38 percent of its population
was urban(de Melo etal. 2001: 9) xEEI A ACOEAOI OOOA Ai i POEOAA
total output (EBRD 2008) Although the officially reported employment in agriculture was
34 percent, this number excluded a sizeable labour force engaged in the expanding private
sector (International Labour Organization 2008). However, despite the growing livestock
production, in late 1980s Kyrgyzstan could not increase its output of agricultural crops and
was a large net importer of grains(World Bank 1993: xv)

+UOCUUOOAT 80 ET AOOOOUR ET AT T OOAOOR xAO C
industrial production grew by an average of 3.3 percent year on year and in 1990
AT 1 OOEAOOAA AAT OO0 dapB s ®DPONMoAd Bank ©003: %) Eight indusByO AT E A ¢
and mechanical and electrical engineering formed its backbone and production of
nonferrous metals, such as gold, mercury, antinomy and uranium was expanding rapidly
(World Bank 1993. Yet, the latter contributed only about 5 percent to the total output in
1990. Despite exporting hydroelectric power to its neighbors giving Kyrgyzstan one of the
few levers over themz the republic was also a substantial oil and gas importer(World Bank
1993: xv) Industry and mining also employed a relatively small part- 19 percent in 19906 of
the labour force (World Bank 1993: 4)

Like in other parts of the Soviet Union in mid-1980s, Gdbachev forced a long
serving Kyrgyz SSR Communist Party Secretary Turdakun Usubaliyev to resign. Usubaliyev
was replaced by Absamat Masaliyev, reportedly one of the few leaders from Kyrgyzstan that
Gorbachev simply knew personally (Olenev 2006). Despite ie new discourse and harsh
AOEOEAEOI 1T &£ OEA OAEAOAOI Q@&éadon 199vi 58Masaliyell /£ E E (
OAOEOOAA '1T OAAAEAOGEO OA&EI Oi Oh OAAEOI U OODPDPI 00
opponent Yegor Ligachev, and mobilizing local security forces against potential dissent
(Huskey 1997: 2508 / T A 1T £ OEA EAU OArAlai pblitcal kbar@lizatbeE A Al E
advocated byperestroikaand C1 A O wduld Giimately cost them their jobs. Second, the
market reforms deliberated upon in Moscow meant that Kyrgyz SSR will soon have to rely

on its own resources rather than generous subidies from the centre.
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Finally, the ruling elite worried that without tight control the diverse Kyrgyz society
and ultimately the state would crumble. This concern was not unfounded. Indeed,
Kyrgyzstan had been the most ethnically fragmented Soviet repubt (Fearon 2003; Alesina
et al. 2003) While Kyrgyzs constituted 52 percent of the population, after several waves of
i ECOAOQETT 2000EAT O AiI 1T OOEOOOAA ada DAOZehAsusO 1 £
1989). Together with other Slavic peoples, they mainly filled the ranks of the industrial
class, while ethnic Kyrgyz were either employed in state administration or were agrarians
(Huskey 1997: 249) Russians were also mostly concentrated in the northern Chui province
of the republic (Gleason 1997: 985), particularly in the capital Frunze*, although this
concentration was not as pronounced as in the case of Kazakhstan. In addition, 13 percent
of the population were ethnic Uzbeks (USSR Census 1989), who were concentrated in the
southern Osh province that is adjacent to Uzbekistan and geograpically part of the
ethnically diverse Ferghana valley. Other ethnic groups included Ukrainians (2.5 percent),

Germans (2.4 percent) and others (USSR Census 1989).

4.3.4.2 Causal mechanisms

As elsewhere in the Soviet Union, March 1989 elections to the Congress 6fAT B1 A8 O
Deputies - the first-ever contested elections in the USSRBrovkin 1990)z brought a certain
degree of political liberalization to Kyrgyz SSR. Despite being managed by the Kyrgyz
Communist Party apparatus, elections allowed several tacit Masaliyev ognents who had
direct ties to Gorbachev to join the Kyrgyz delegation (Huskey 1997) February 1990
elections to the Supreme Soviet of Kyrgyz SSR also resulted in a relatively lower fraction of
deputies representing the Communist Party (Gleason 1997) Political liberalization went
hand in hand with the rise in nationalist sentiment among Kyrgyz who felt disadvantaged
economically and politically by Russian and Soviet rule. In 1989, the Kyrgyz government
drafted a law which would make Kyrgyz the official language while keeping Russian as a
language of inter-ethnic communication (Sovetskaya Kirgiziya 1989) Political participation
on grassroots level also started to grow, particularly after a large group of young people,
who initiated settlements in the outskirts of Bishkek, formed an informal association Ashar
(Mutual Assistance) (Huskey B97). In May 1990, Ashar, Asaba and several other

associations formed the first large public prodemocracy organization Democratic

“1Restored to historic name- Bishkek - in 1991.
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different parts of the republic (Huskey 1997: 252)

A major crisis in summer D90 proved crucial for the fate of Masaliyev
administration and entailed a drastic change in the political system of Kyrgyz SSR. In June
1990, a major ethnic clash erupted between Kyrgyz and Uzbeks in the southern Osh region,
reportedly over what was seerby local Kyrgyz as unfair distribution of land (The Associated
Press 1990; TASS 1990)The party apparatus was not able to respond adequately and
violence lasted for a month, eventually claimng around 250 lives. The riots stirred unrest in
the capital Bishkek, where protesters, partly mobilized by emerging opposition forces, came
to demand the resignation of the government. The government did not resign, but
scrutinized by a chain of officials arriving from Moscow to assess the situation(Huskey
1997: 252)

4EA xAAET AOGO T &£ -AOAI EUAOGO DI OEOETT

>
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elections held in the Supreme Soviet in October when he failedo get a majority vote. This
was largely due to a split within the party. Proreform Gorbachev supporters within the
party aligned with the DMK and 30 Russianspeaking deputies to oppose the conservatives
led by Masaliyev (Sneider 1991) After renomination process and in the fourth round of
voting, a surprise candidate z the president of the Kyrgyz Academy of Sciences Askar
Akayev 7z emerged a winner (Gleason 1997: 60Q) Although a relative newcomer to the
political scene, Akayev had managed to build ties with Gorbachev and goyed a reputation
of a pro-market reformist. During Osh riots, he was the only leader in the republic who
openly criticized Masaliyev and his administration. Evidently, however, his candidacy for
the presidency was a compromise, endorsed by Gorbachev thugh reformist Kyrgyz
deputies in Moscow and by former Kyrgyz Communist Party Secretary Turdakun
Usubaliyev (Spector 2004)
yI T AREAOGAT U AZOAO AAET ¢ Al AAOAAh-ethhiEAUAOD
OAl AGET T 66 AT A OAT OOOET C A KMuinhyev AGoB)iHO AdvedA O EE
promptly but carefully to expand his coalition of supporters. As one of the first steps,
Akayev met DMK hunger-strikers, started to co-opt all factions except staunch hardliners
throu gh tactical concessions, and actively incorporated leaders of ethnic communities into
his government (Brown 1990; Huskey 1997; Spector 2004Combined with his popularity

both within and outside Kyrgyzstan, this contributed to a lack of major frictions between
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the new executive power and the Supreme Sovie(Huskey 1997) The failed August 1991
putsch in Moscow, which Akayev promptly condemned, and subsequent unsuccessful plot

in Bishkek by conservatives provided Akayev with an opportunit to tighten his grip on

power and shift power to the presidency(Slovo Kyrgyzstana 19928 4 EA #1011 01 EOQO

status was lowered to that of an ordinary public association and its main assets were seized
(Bayalinov 1991; Agence France Press@1pSeveral days later the Supreme Soviet voted to
declare independence from the USSR. Finally, a month later, in October 1991, Akayev won
the presidency of now the Republic of Kyrgyzstan in direct election where opposition
candidates were not allowed toregister (Brumley 1991)

3AOAOAI ET OAOOxET AA AATTTITEA bDOTAIAIO
centralization of power. First, beginning from 1990, Kyrgyzstan was increasingly exposed to
disruptions in inter -republican trade, which inevitably affected production. (World Bank
1993; Economist Inelligence Unit 1996) Industrial production slowed down by 1 percent
in 1990 and remained flat in 1991, supposedly owing to fewer disruptions in supply of
inputs than in other republics (World Bank 1993: 5) However, large inter-republican
payment arrears started to accumulate, as elsewhere in the Soviet Union. More importantly,
agricultural performance deteriorated in 1991 leading to a sizeable decline in GDPNorld
Bank. 1993: 5)Inflation was rampant. The situation was temporarily eased by expenditure
adjustments and transfers from the centre. Due to a sharp decline in revenues, the
government made a moderate ct in consumption and significant cut in investment
expenditures. Combined with the transfers from the centre, amounting to 11 percent of
GDP, this resulted in a budget surplus of over 4 percent of GDP in 199World Bank 1993:

8).

However, in 1992, Soviet subsidies stopped and transfers from the centre to unien
level enterprises began to dry out(World Bank 1993; Economist Intelligence Unit 1996) In
1992, once USSR ceased to exist, union grants also stopped. Although the Central Bank of
Russia continued to provide currency to Kyrgystan, the supply was fluctuating and often
inadequate (World Bank 1993. Exports to non-FSU were meager at 2 percent of total
exports in 19941993 and brought currency in the amount equivalent to atiny fraction of
AT 1T OAOOEATI A AOOOAT AU EIi PpT OOAA8 4EA
insubstantial (World Bank 1993: xv)

Third, major rises in the prices of inputs, particularly oil and gas, caused disruption

in operations of state enterprises (Economist Intelligence Unit 1996). As Kyrgyzstan
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produced extremely small amount of fuels?, it relied heavily on imports of these products

from other Soviet republics, at considerably subsidized prices. With the disintegration of

the Union, FSU importers aligned their prices with world prices and Kyrgyzstan had to pay

more than fifteen times the price it used to pay for these products(Economist Intelligence

Unit 1996:238 + UOCUUOOAT 60 ACOEAOI OOOA AT A DPAOOEAOI
example, in 1992, industrial output declined by more than 20 percent year on yeafWorld

Bank 1993: 9)

Fourth, between 1990 and 1992 Kyrgyzstan expenced a series of earthquakes and
floods that destroyed infrastructure and tens of thousands houses, left more than 60,000
people homeless, and significantly damaged cotton fields in several southern regions
(Xinhua General News Service 1990; The Agciated Press 1991, 1992; Ryabushkin 1992)
Agricultural output was still relatively good, owing to favourable grain harvest. However,
the significant decline in all other sectors resulted in a 24 percent decline in GDP in 1992
(World Bank 1993: 9) Certainly, the available evidence may lead to an overly gloomy
depiction that does not account for the disruption in statistical reporting, implications of
privatization, and widespread barter arrangements. Stil, most accounts agree tha
economic hardships were building up rapidly.

Finally, economic problems were exacerbated by a sizeable overlap between
+UOCUUOOAT 80 AOETEA CcOl OO AT A AA(Skréginag92;, ODAA|
Gleason 1997) These drastic changes affected economic sectors differently, entailing
significant variation in the welfare of different ethnic groups. Reportedly, the service sector
where mostly the Caucasus and nofTurkic Kyrgyz were employed did not suffer much
while the primary agricultural sector where mainly Kyrgyz were employed suffered most
(Gleason 199y.

In the absence of a major source of rents that could help alleviate economic

DOl Al Ai Oh ' EAUAOGEO OOOAOGAcU ET AiPET ¢ xEOE

(@}
T

continuation of economic and political liberalization that started with perestroika. First,
liberal policies, including privatization, were aimed at creating an environment conducive
to increasing output in various sectors, at the same time soothing pressures from various

constituent groups. Second, liberalization was seen as one of the few available

42 1t produced around 2,900 barrels of oil per day in 19891992, and 143,000 tons of coal a8 million cubic
meters of natural gas in 1991 (Economist Intelligence Unit 1996, p. 23).
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OAllll AEOEAOG +UOCUUOOAT AT O1 A OAI1l ET 1T OAAO OI
interviews with Madat Tiulegenov, Sergey Masaulov, and Emir Kulov).

Privatization was initiated with a presidential decree in November 1991 Gleason
1997: 96) In July 1992, the parliament approved an acéerated programme of reform that
envisaged closing 200 state enterprises and passing to private ownership -3® percent of
state-owned companies, 25 percent of agriculture, 50 percent of construction, 70 percent of
housing and the whole service sector by he end of 1993 Economist Intelligence Unit 1996:
13; Gleason 1997:69. Since most unionlevel enterprises were effectively taken over by
management and employees, their privatization was easy. It was also profitable for the
managers who purchased them at extremely low cost. As a result, privatization of these
enterprises brought little revenue for the state j %" 2$ a1l 1T ph AOOET 080 EIT O
Omuraliyev). Furthermore, with soft budget constraints and little incentive to restructure,
it largely failed to change enterprise behavior(Economist Intellig ence Unit 1996: 13)Finally,
assetstripping by workers and managers were not uncommon(Economist Intelligence Unit
1996, author's interview with Nookat Idrisov). Overall, privatization revenues were arownd
0.1 percent of GDP in 1992 and 0.3 percent of GDP in 19&BRD 2008)

In agriculture, privatization was complicated by ethnic tensions. Initially, the
liberalization program included passing 1.5 million hectares to private ownership by
farmers. However, there were concerns among Kyrgyz in the parliment and media that
more entrepreneurial and economically ambitious ethnic groups would have an advantage
in privatizing lands. However, when the draft constitution designating the land and
resources of Kyrgyzstan as the wealth of Kyrgyz people was presemt to the president,
Akayev vetoed it in the fear that it would cause a backlash among Russians and Uzbeks. As
a compromise, Akayev issued a decree that designated 50 percent of privatized land for
distribution to Kyrgyz farmers (Huskey 1997: 255; Gleason 1997: -98). During
privatization, the state largely devised assignment rules, while the local level distrilition
decisions were made by local official{Gleason 1997: 97)Overall, as the latter fact suggests,
privatization served not so much as a way of raising revenue for the state as a means of
simultaneously distributing perquisites among key constituent groups on whose support
I EAUA 06 OsteB &ind go@hing gocial tensions.

Kyrgyzstan was also quick to deregulate prices. In early 1992, the government
Al111TxAA 2000EA60 DOEAA 1 EAAOAI EUAOETTh AO
commodities. However, even these controls were 4 to 7 time larger than prices for these
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goods a year earlier(World Bank. 1993: 9) The liberalization largely failed to boost
production and causeda doubling in prices for many goods(Gleason 1997: 97)

While economic and social hardships and early liberalization policies had a largely
negative effect on public finances, Akayev administration tried to keep social expenditure at
previous levels where possible. As a result of decline in dput, rise in barter arrangements
and increase in prices the tax revenues fell sharply. In addition, Kyrgyzstan assumed from
Russia the liability for maintaining its armed forces. Third, the government had to earmark
sizeable funds to mitigate the damage aused by the earthquakes and floods. To meet these
expenditure requirements, the government made sizeable cuts in food subsidies, child
allowance and capital investment. Most importantly, early on Akayev eliminated half of the
government ministries, transferring their functions to other government units (Gleason
1997: 192)Total expenditures fell by 35 percent in real termgWorld Bank 1993: 15)Initially,
the government also cut the wages of government employees, but in 1992, with the inflow of
several times within a year(World Bank 1993: 12)At the same time, the continued practice
of extra-budgetary funds and quasifiscal activities by state enterprises meant hat
potentially large amounts of money were avoiding the budget, while allowing shadow
AATTTIU O CAET CcOi O1T A j AOOET 060 ET OAOOEAXx «x
The shadow economy in 19901993 was between 34 and 35 percent of GDEohnson,
Kaufmann, and Shleifer 1997; Schneider 2003)

l EAUAOGS6O POAT EA T £ZFZEAA ADPDPI ET O AT OO ABOET C
each corresponding to a separate olgictive. First, transition to a market economy, or at least
economic liberalization that could attract foreign investment, required technocrats with the

knowledge of market economy and Akayev did not have a choice but to lean on them

AAAOAO xAOA ET OAOU OET OO OOBPDPI U j AOOET 080 ¢
from Leningrad years®AT A EEO &I O AO COAAOAOGA OOBOAAT 6O j A
Kudabayev and Imil Akkoziyev). Overall, such appointments were relatively transparent

and drawn cadres exhibited aptitude, if not competence in designing new institutions

s o~ oA

43 Akayev graduated from Leningrad Institute of Precision Mechanics and Optics in Leningrad, now Sankt
Peterburg, Russia, in 1967 and subsequently pursuedkandidatskaya degree and worked there in 1970s.
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Since many of these educated and higtskilled cadres were either Russians or
2000EAT ODPAAEAOOh OEA OAATTA AT A OAI AGAA EAAO
them as much as possible. The implementation of the languagéaw partially contributed to
a massive emigration of Russians and other Russiaspeaking peoples. The Slavic
population of Kyrgyzstan dropped from over 24 percent in 1989 to 18 percent in 1993
(Huskey 1997: 255) Retaining the Russian or Russiarspeaking managers and party
functionaries and generally Russian and Slavic population was imperative mainly for four
reasons. First, it would help to ensure sufficient number of competent people to undertake
OAEI O 6 j AOOET 060 ET OAOOEAx xEOE +O0OAAT /1 OOA
fracton T £ | EAUAOGO bi 1 EOEAAT AAOA8 4EEOARh AO +UO
and economically, Akayev was keen to avoid complicating relations with Moscow, which
was exasperated by large inflows of Russian migrants from the FSU it needed to
accommodate (Huskey 1997: 255)In addition, drawing sufficient numbers of non-Kyrgyz to
government jobs was essential in ensuring some degree of ethnic parity, thus avoiding
AOET EA OAT OEITO j AOOET 060 ET OAOOEAx xEOE +O0OAA

Finally, although the Communist Party was mostly sidelined, Akajev retained many
former communists. This was likely dictated by three concerns. First, Akayev needed
competent people to keep the state running. Second, former communists were used as a
counterbalance to rising nationalist groups (Economist Intelligence Unit 1996: 6) Third,
former communists represented some of the most influential informal constituencies and
OEAEO OAOAT OEiIT EIT CI OAOT i AT O xAO EI DI OOAT O
l EAUAOGGO DPIiTEAEAO8 )1 AAARGOEthd dalanteBhatudkigled x AO |
between different groups aligned along north-south regional cleavage. For example, the
system where most oblast akims represented powerful local interests was kept intact
(Collins 2006: 244, cited in Ryablov 2008: 303) Overall, strong regionalism was not
Kuban Omuraliyev).

By the end of 1992, Akayev was able to build an inclusive coalition that ensured a
large degree of political stability. The parliament represented diverse interests and included
relatively sizeable opposition fractions (Huskey 1997) Appealing to the potential danger
that the concentration of powers in the legislature might make it a platform for inter -tribal

struggle, Akayev supported the version of he constitution that advocated a presidential
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insistence on strong legislature as a means to avoid autocradgleason 1997: 98)

4.3.4.3 Regime outcomes

Akayev was able to retain and consolidate executive powersotthe extent possible,
but the scarcity of financial means for patronage restrained his ability to pursue further
centralization of power and compelled him to make concessions to influential groups
through policy concessions, privatization, and public office appointments. As a result,
+UOCUUOOAT Ai AOCAA AO A1 OEOI AT A 1T &£ AAITAOAAU

democracy with elements autocratic rule by Akayev.
4.4 Similarities and differences in causal mechanisms

4.4.1 Revenues

The evidence presented inthis chapter indicates a number of similarities in revenue
collection policies in the four countries during and in the immediate aftermath of the
collapse of the Soviet Union. First, despite the differences in the amount of natural resource
rents accruing to the state, the rates of taxes on goods, services, income, profits and capital
gains, remained roughly at their pre-independence levels. In addition, the collection of
these taxes was relatively poor, perhaps with a partial exception for Turkmenistan. Rird,
the taxation systems were not immediately reformed to reflect a transition to market
economy, despite some liberalization in Kazakhstan and Kyrgyzstan that reflected their
desire to attract FDI. Instead, the changes in taxation systems were incremeat and largely
copied the contemporary Russian tax legislation, reflecting the general disarray and lack of
independent modern statehood experience in the four countries.

At the same time, differences in two areas signified varying policy responses to the
availability or lack of quickly accessible rents. The first area is privatization and its
implementation. Since the Niyazowled ruling elite profited from gas and cotton export
proceeds, it did not feel compelled to raise money or attract FDI through privatization. The
governments in Kazakhstan, Azerbaijan and Kyrgyzstan, where the disruptions in industrial
and agricultural production resulted in significantly lower receipts from exports, however,
designed privatization programmes early on. However, the ladership in the latter group of
countries pursued privatization differently. The Nazarbayev administration in Kazakhstan
was considerably more aggressive in its implementation of the privatization programme

than its counterparts in Azerbaijan and Kyrgyzstan. Second, excessively large capital
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investments required to revive the previously developed industries in order to compete in
international markets prompted the leaders in Kazakhstan and Azerbaijan to focus on areas
where their countries would enjoy immediate comparative advantage and attract FDI into
these sectors. This resulted in some degree of economic liberalization and a change in key

revenue sources.

4.4.2 Spending

On the expenditure side, all four countries cut capital investment, in the case of
Azerbaijan and Kyrgyzstanz significantly so. Public sector wages were also cut, with the
exception of Kyrgyzstan where after an initial reduction Akayev increased the wages of state
employees. However, public sector wages probably poorly reflected actual revenues state
officials due to increased corruption, rampant rent-seeking, and thriving shadow economy
(Kaufmann and Siegelbaum 1997; Ebrill and Havrylyshyn 1999; Aslund 2002).ccording to
Oli A AOOEI AOGAOh OEA O1T T £AEZEAEAT AATTTI1UBBO Al
increased from 12 percent to 3 percent between 1989 and 199%Kaufmann and Siegelbaum
1997) Tax expenditures in the four countries remained roughly at their pre-independence
levels. Finally, continuing the Soviet trend, the leadership in all four countries allowed, if
not encouraged, state enterprises to engage in sizeable quafscal activities.

However, the four countries also exhibited certain differences in their government
spending. While Kazakhstan, Azerbaijan and Kyrgyzstan decreased their social spending,
transfers and subsidies to households, and subsidies to state enterprises from high Soviet
levels, Turkmenistan managed to keep these expenditures at the previous levels. In
addition, the government in Turkmenistan was able to retain the highly opaque systen of
budget decision making, while the governments in the other countries, constrained by the
need to generate revenues from within and outside of their countries and larger numbers of

participants in the political process, were compelled to be more trans@rent.

4.4.3 Public sector employment and appointments

The leaders in the four countries pursued divergent policies in their government
employment policies, high-level public appointments, personnel reshuffles, and hiring of
non-communist technocrats. First, while Turkmenistan and Azerbaijan tried to preserve
previous levels of employment in government sector and state enterprises, Kazakhstan and
Kyrgyzstan undertook moderate downsizing, partly due to their privatization programmes.

Second, while both ruling elites in Azerbaijanz ! AOI £AAU %l AEEAAUS8 & AT A
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were based on broad coalitions with some degree of regionalism, particularly during Aliyev,

the ruling elites in Turkmenistan and Kazakhstan, although exhibiting similar degrees of
regionalism, were not based on broad coalitions. This was likely the result of their

ET AOI AAT Au AAOAT OACA AO AT OE . EUAUI O AT A . AUA
ascent to power during the last years of the Soviet Union. In addition, leaders in Kazakhstan

and Kyrgyzstan also tried to ensure some degree of ethnic balance in higkevel executive
appointments.

Furthermore, due to several consecutive changes in administration Azerbaijan
experienced sizeable highlevel reshuffles, which in turn resulted in more or less organized
I PPT OEOETT CcOiI OPO8 $O0A O ' EAUAOGBO ETEOEAI A
years in office he also carried out some higHevel reshuffles. The ruling elites in Kazakhstan
and Turkmenistan, on the other hand, did not experience suchchanges. Finally, the four
countries also differed in the size of the noncommunist technocratic elite hired into
government. While Niyazov did not attract such elites, Nazarbayev and Akayev were more
open due to their urgent need to create market institutions and managed to attract some
technocrats. In Azerbaijan, while Elchibey made an attempt to employ technocratic cadres,
this trend was reversed during Aliyev. This was largely due to two factors: the composition
T £ 11 EUAOBO bl xAO nloktld dnhformeEcBrinttinisAdxdcives) @l Ais
less open attitude towards market institutions. This reflected his insecurity in office, given
the previous history of elite and regime changes alternative political groups that emerged
due to previous political turbulence could benefit from economic liberalization, which

could then be translated into political challenge to the incumbent.

4.4.4 Coercion

The four countries differed in the amount of coercion employed by ruling elites.

First, while the leaders in Kaz& EOOAT AT A +UOCUUOOAT AEA 110 E
repressive capacity, except taking over funding of their armed forces from Russia, after
OAOAOAT 111 OEO ET 1T EZEEAA 11 EUAOGBO cCci OGAOTI AT O
repress dissent. The NUAUT O Cc1T OAOT 1 AT 660 ET OAOGOI AT O EI
estimated to be relatively high. Second, in a similar way, the actual coercion was higher in

Azerbaijan than in Kazakhstan and Kyrgyzstan as well as in Turkmenistan, reflecting
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Table 4-2. Outcome Variables, Coalition Formation Stage

Increased public Regime
Lowered taxes? Increased spending? employment? Increased coercion?  outcome
Turkmenistan 19891992 predicted: yes; actual: predicted: yes; actual:  predicted: yes; actual: yes predicted: yes; actual: unlimited
mixed yes no autocracy
Kazakhstan 19891993 predicted: no; actual: predicted: no; actual: predicted: no; actual: predicted: no; actual:  hybrid
mixed mixed mixed no
Azerbaijan 19891993 predicted: no; actual: predicted: no; actual: predicted: no; actual: predicted: no; actual:  mild
mixed mixed mixed yes autocracy
Kyrgyzstan 19891992 predicted: no; actual: predicted: no; actual: predicted: no; actual: predicted: no; actual:  hybrid

mixed

mixed

mixed

no
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Third, the four countries differed in the level of competitiveness of political
participation **. On one side of the spectrum was Turkmenistan, where competitiveness of
political participation, afte r a brief period of liberalization during the last year of the Soviet
Union, was repressed. On the other side was Kyrgyzstan, political participation was getting
close to competitive. In Kazakhstan and Azerbaijan, whose political participation
competitiveness lied between these two extremes, was suppressed, yet not repressed
outright. Finally, key coercion target categories varied by country. In Turkmenistan, all
political opposition and independent media was repressed. In Azerbaijan and to a less
degree in Kazakhstan, some members of political opposition, including journalists close to
them, were intimidated or jailed. Akayev administration in Kyrgyzstan, on the other hand,

was the most nonviolent and did not seem to have specific coercion targets.
4.5 Conclusi on: sources of differences

4.5.1 Natural resource wealth

The availability of gas and cotton rents that flowed primarily to the government
Al £EAOO xAO OEA EAU ZEAAOIT O O1 AAOPEITTETC
Turkmenistan, enabling it to maintain the hig hly centralized autocratic regime. First, unlike
its counterparts in Kazakhstan, Azerbaijan and Kyrgyzstan, the Niyazov government in
Turkmenistan was able to sustain a relatively high level of social spending, transfers and
subsidies to households, and sbsidies to state enterprises. This weakened already weak
constraints on the executive and contributed to low political participation. This provides a
preliminary corroboration for the rentier-state theory argument that resource-rich countries
will tend to sustain high levels of government spending. Second, while in Kazakhstan,
Azerbaijan and Kyrgyzstan fiscal requirements pushed the governments to undertake
privatization, in Turkmenistan easily accessible rents decreased fiscal requirements, and
allowed the government to avoid privatization and, therefore, the emergence of potentially
autonomous or at least semiautonomous sources of political power. Third, these medium
to-high rents allowed sustaining public employment at Sovietera levels and retaining the
patterns of public office appointments. Finally, the natural resource rents enabled the ruling
elite in Turkmenistan to maintain high coercive capacity that discouraged any dissent.

At the same time, the rentier state theory argumentation on causal mecharisms is

weakened by two related observations in the analysis presented above. The first is the fact

*| use the coding employed by Polity IV project (see by Marshall et al. 2010).
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that at the time the three less rentier states z Kazakhstan, Azerbaijan and Kyrgyzstanz
sustained the levels of tax expenditures and quasiiscal activities by state enterprises
roughly similar to the levels sustained by Turkmenistan. Second, these countries did not
significantly differ from Turkmenistan in terms of taxation of non -resource sector and the
changes to their taxation systems. Rather, the govemments in Kazakhstan, Azerbaijan and
Kyrgyzstan opted for privatization as a source of government revenue and patronage. This
shows that in certain instancesz in this case, the emergence of new states with a socialist
legacy of public ownership of means ofproduction z taxation might not be the only
alternative source of revenues to natural resource rents. Therefore, a contexhsensitive
comparison of government revenues across resouregch and resource-poor countries that

omits the privatization factor, would necessarily render biased results.

Figure 4-1 Oil and Gas Rents Per Capita, 1985-1993
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The comparison of cases in this chapter also sheds lightn two other aspects of
resource wealth: oil reserves and natural resource diversity. First, the difference in
economic and political effects they entail highlights the importance of distinguishing
between two different measures of oil wealth- oil reserves and oil production. As the cases
of Kazakhstan and Azerbaijan suggest, unlike oil production, oil reserves may not have an
immediate effect on fiscal policy and coercion. They, however, can contribute to formal and
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informal sources of patronage through often sizeable inflows not related to actual
production, such as signature bonuses. The presence of reserves can also serve as a tool for
incumbents to promote elite cohesion by pacifying potential challengers through their
initial cooptation into governme nt Z a credible commitment that theoretically grants future

access to rents.

Figure 4-2. GDP Change in Real Terms , 19891993
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Second, in the case of Turkmenistan, availability ofrents from other resourcesz
rents from cotton exports z also affected the regime outcomes through their effect on fiscal
policy and coercive capacity. This may have two theoretical implications. First, some
agricultural commodities, such as cotton, might not always be significantly different from
oil in their effects on political regime. Second, resource diversity, i.e. the reverse of
dependence on single primary commodity, might not necessarily lead to less autocratic
regime as implied by some scholars ofentier state (Dunning 2008). However, the period
considered in this chapter does not provide sufficient time span to judge the validity of
contesting theories regarding resource diversity. Therefore, this issue will be discussed in

later chapters that analyze subsequent periods.

4.5.2 War, leadership change and transition to democracy
Post-1989 leadership change and transition to democracy formed another important
group of factors that entailed differences in the causal mechanisms, even if the regime

outcomes WA OA OEI EIl AO8 | UAOAAEEAT 80O ET O1I 1 OGAI AT 6 EI

that resulted in three leadership changes and one brief transition to democracy was a
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dynamic that significantly affected the subsequent fiscal policy, public employment, and

coercion and ultimately shaped the type of autocracy that emerged in mid1990s. First, the

war and frequent leadership change disrupted the economy, thereby undermining the

AT O1 Oous O OAg AAOGAs ' O OEAOA AAOGAI T pi ARIOO Al
pi xAoh OEAU A1 01 O1 AAOi ET AA OEA OOl ET ¢ Al EOAGS
system and levying taxes. In addition, this political instability made privatization less

attractive for the ruling elites than in Kazakhstan due to the preserce of influential groups

outside the government, which theoretically could have fortified their positions through
privatization.

Second, the war entailed draining of fiscal resources through sizeable military
spending and increasingly large refugee and I[P population. Third, the emergence of
influential groups from outside Soviet-era ancien régimeentailed redistributive pressures
that resulted in a need to sustain larger coalitions to maintain power. The Elchibey
administration, after an initial pact with a part of previous ruling elite, rapidly departed
from this and in the absence of other means to consolidate its power, was overthrown.
Aliyev, on the contrary, dispersed several key positions in the government to the leaders of
major political groups, thereby sustaining a broad coalition until he felt sufficiently
powerful to begin narrowing it down. Overall, the legacy of leadership changes and
previous transition to democracy contributed to increased competitiveness and openness of
executive recruitment, higher constraints on chief executive and inability to strictly tighten
political participation.

At the same time, the effect of war and leadership changes on coercion in
Azerbaijan was ambiguous. On the one hand, involvement in war both militarized the
domestic power struggle and contributed to justifying subsequent coercions. This
contributed to tightening political participation for some groups. On the other hand, the
legacy of war and previous leadership changes also initially increased the costs obercion
for Aliyev given the presence of several strong political groups. In addition, dismal fiscal
OOAT AR OAOOI OET ¢ A&£0TiI DPOAOGEI OO OOOAOI AT AA AT
coercive capacity.

In general, the effect of war on fiscal policy and public office appointments
highlights a need to include involvement in conflict as a control variable not only in
regression estimates of coercion (as done by Ross 20Bb1), but also of fiscal policy and

public employment.

130



4.5.3 Russian minorities and dep endence on Russia

The third group of factors that affected the regime outcomes was the size of Russian
minorities and dependence on Russia. In Kazakhstan and Kyrgyzstan, the presence of
sizeable Russian minoritesz AT A ET  + AUAEEOOAT §i©corcdnttefidm an@ E AE O
outnumbering of Kazakhs in the northern regions adjacent to Russiaz put constraints on
OEA OOIET ¢ AIEOABO Ai il AOOEA AQAOAEOA 1T £ EOO ¢
rights and interests of Russians in former Soviet repulics quickly rose to the foreign policy
agenda of new Russian authorities and turned into a tool in political struggles within Russia
(King and Melvin 1999) it necessitated a relatively more liberal attitude toward these
minorities in Kazakhstan and Kyrgyzstan than in Azerbaijan and Turkmenistan. While
these presures did not affect taxation or social spending, they resulted in a moderate
AACOAA 1T &£ AATTTTEA 1 EAAOAI EUAGETI T h DAOOGEAODI A
subsidies to the industrial sector, which was at the time dominated by RussiangBremmer
and Welt 1996) Furthermore, these redistributive pressures were partly reflected in
patterns of public office appointments as both Kazakh and Kyrgyz authorities, despite their
programmes of national revival, strived to coopt some ethnic Russian leaders to avoid
tensions and to a certain degree prevent the departure of highlyskilled Slavs that was
needed for effective finctioning of state institutions. At the same time, in Kazakhstan, the
sizeable Russian minority may have been one of the contributing factors to rapid
privatization. There the ruling elite strived to transfer many industrial resources from under
control of Russian managers and workers to ethnic Kazakh groups loyal to the ruling elite
i AOOET 060 ET OAOOEZanovk EOE 2000A1I +AAUO

Second, and related, varying degrees of political and economic dependence on
Russia were reflected in different levels of econoric decline, which subsequently affected
OEA & 00 Al O1 OOEAOS ~ZEOAAI DPilTlEAEAO8 +AUAEEC
economically as well as politically, was hit most. This contributed to a certain degree of
economic liberalization that was requisite in order to encourage production and, most
importantly, attract FDI. In Azerbaijan, political dependence on Russia was reflected in the

regime change that brought less antiRussian forces to power.
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5 Consolidating Power

5.1 Introduction

How did the ruling elites in Turkmenistan, Kazakhstan, Azerbaijan, and Kyrgyzstan
consolidate the political regimes they reconstructed in the aftermath of the collapse of the
Soviet Union? How similar and dissimilar were their strategies of regime consolidation?
What factors affected these strategies most and which were accountable for the differences
in these strategies? This chapter surveys patterns in autocratic consolidation strategies in
the four countries that took place between 1993 and 1999. It examines the shared
i AEAIOAAOEOAS q A AAAIKGevehuds, and kel stricrél fadd institutional
factors on consolidation outcomes through the causal mechanisms that are either advanced
in the resource curse literature or hypothesized in this study.

The chapter proceeds as follows. In the next section, | provide a brief theoretical
sketch that captures the relationship between oil wealth, other nontax revenues, and key
structural and institutional variables, on one side, and regime consolidation in the four
countries, on the other. This framework draws on the main theoretical model advanced in
Chapter 3 and applies the intuition behind that model to the specific cases during this
period. The third section outlines individual case studies, each examining initial condtions
at the start of the period, causal mechanisms, and regime outcomes in particular country
during the consolidation of its post-Soviet political regime. The fourth section analyses
similarities and differences in revenue, spending, public employment,and coercion as
potential causal mechanisms linking natural resource wealth to regime outcomes. The fifth
section analyses four key factors that were most responsible for differences in causal
mechanisms and, ultimately, regime outcomes. Finally, |1 conclugé with a brief chapter

summary.

5.2 Theoretical framework

This chapter maintains that while oil wealth was an important factor behind
autocratic consolidation in the cases studied here, it cannot alone account for the
differences in regime outcomes. As outlinal in the theoretical model in Chapter 3, what
matters is not the absolute size of oil revenues accruing to the state, but its size relative to
the costs of patronage and coercion. These costs, however, are a function of structural and

institutional factors that vary across countries. In the cases investigated in this study, three
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such variables during the period considered in this chapter were prior spread of alternative
elites, size and mobility of Russian minority, and diffusion of oil production geography. |
hypothesize that the costs of patronage and costs of coercion rise with the spread of
alternative elites, the size and political mobility of Russian minority, and diffusion of oil
production. The larger are these costs relative to government revenueand its political -
administrative resources, the longer it would take for the ruling elite to consolidate its
power and the milder will the autocratic regime outcome be. Conversely, the smaller are
these costs relative to government revenues and its politial-administrative resources, the
shorter is the time needed for consolidation and the harsher will the autocratic regime
outcome be.

Note that the consolidation game is different from the previous pre-oil coalition
formation in three related ways. First, & the regime outsiders have been dealt with either
through coercion or cooptation, the political struggle moves from the contest among
alternative elites inside and outside of the government to intra-elite struggle. Second, the
ruling elite is more securein power during consolidation than during the pre -oil coalition
formation since the inflow of oil or other non -tax revenues that accrue directly to the
executive branch makes it more powerful as it now has more resources at its disposal for
discretionary pAOOT 1 ACA AT A AT AOAET 18 4EA ET AOI AAT 660
rent-seizerz it controls access to and provision of various rent§Buchanan 1980; Ross 20Q1)
Accumulation of large oil revenues in government coffers creates renseeking in the society
leading to higher demand and heightened competition for government jobs and perks. The
incumbent becomes more powerful because it is on the lucrative supply side. Third,
xEAOAAOG AAOI EAO OEA OOIEITC ATEOGA TAAAAA O1 i
secure it no longer needs such coalition to stay in power. Its objective now is not only to
stay in power, but also minimize the number of parties among which the accruing rents
should be split. The logic behind its drive to narrow its coalition is similar to that of
minimum winning coalition Zz a coalition just about the size to stay in power, tut small
AT 1T O0ce O 1 AgEi EUA AAAE AT AT EOEIT 1 AI AAOGSO
membership in the ruling elite (Riker 1962; Jowitt 1975)These three factors have imporant
implications for how the actors perceive their strategic context and how the consolidation
game is played.

Error! Reference source not found. provides an outline of variables that

concomitantly explain different regime outcomes in the cases at the end of their
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AT TO1T T EAAOCET T8 '1 OEI OCE 400EIi AT EOOAT 60 OAOAI
leadership was still able to consolidate its autocratic regime. This was possible largely due

to the virtual absence of tangA1 A BT 1 EOEAAI 1 bpbi OEOETT O . EU
Russian minority, and relatively low geographic diffusion of oil and gas production, which

allowed the elite to extract resources without significant transaction costs. These three

factors madeboth patronage and coercion inexpensive and feasible. Therefore, even despite

the fall in natural resource revenues, the ruling elite was able to pursue its consolidation

agenda with ease.

Table 51 Explanat ory Variables, Regime Consolidation Stage

Spread of 0]
alternative Russian production
Oil revenues elites minority diffusion
Turkmenistan medium low low medium
Kazakhstan medium low high high
Azerbaijan medium medium low low
Kyrgyzstan none medium medium -

In Kazakhstan too, once oil revenues increased, the ruling elite was able to
consolidate its power. However, unlike Turkmenistan where the ruling elite managed to
consolidate its autocratic regime within two years, in Kazakhstan this process s&tched to
around five years. Moreover, the regime outcomes were different; in Turkmenistan the
regime remained strongly autocratic whereas in Kazakhstan it transformed from hybrid
regime into mild autocracy. While the spread of alternative elites in Kazaktstan was
relatively low, the challenges created by large Russian minority and diffuse oil production
geography moderated the autocratic drive.

In Azerbaijan, which also started to receive relatively large amounts of oil revenues,
while alternative elites were smaller in number and exerted much less influence than
before, they still participated in political process and their presence imposed slight
I Eil EOAOEIT O O !''1I EUAOGBO 0O0I A8 4EA Oi A1l OEUA
not entail any cEAT 1 AT CA Ol OEA OOIEI ¢ ATEOGAGO AITTO
Kazakhstan, the relatively concentrated oil production near capital Baku facilitated the
OO1l ET ¢ Al EOAGO AAEI EOU O A@OOAAO OAOI OOAAO «x
AUAOAAEEAT 60 DBl 1 EOEAAI OACEI A 11 O0AA EOTIT AA
autocracy.
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certain extent. The large inflow of another type of nontax revenuesz foreign aid z was
partly responsible for this outcome as it allowed the authorities to stabilize the economy
and provide patronage to key groups given the laxity and opaqueness in administration of
overseas assistance. However, the lack of easily accessible resour@mts, presence of
several alternative elites that emerged during the previous political liberalization, and
moderately large Russian minority constrained autocratization. The emerging political
regime at the end of consolidation, although more autocratic than before, was still hybrid.

The following case studies detail the impact of the explanatory variables on regime
outcomes through intervening variables that are either proposed by the resource curse
literature or hypothesized by this study. First, | showthat process tracing reveals patterns of
changes in causal mechanisms that are not in line with the prediction of therentier state
theory or resource-curse literature, whereas the regime outcome is. This suggests that a
different causal mechanism was actiated. For instance, in the case where we would expect
an increase in public employment given the increase in oil revenueg Kazakhstanz there
was actually a downsizing of the public sector. Second, and corollary to the previous point, |
show that different combinations of explanatory variables z oil revenues, geographic
diffusion in oil production, spread of alternative elites, and size and mobility of Russian
minority z explain the differences in causal mechanisms better than oil alone. For instance,
| show that, although all four countries increased coercion, it was more feasible in
Azerbaijan and Turkmenistan and less feasible in Kazakhstan and Kyrgyzstan. Finally, one
of the goals in the case studies below is to demonstrate other channels for taxation,
patronage, and coercion that are tapped by the ruling elites extensively but not accounted
for by existing studies of resource curse. A failure to take into account these channels and
complex but comprehensible configurations they are used entails a seris risk of under-

explaining the resource curse.
5.3 Casestudies
5.3.1 Turkmenistan, 1993 -1994

5.3.1.1 Political and economic environment
After assuming control of state institutions from the Soviet Union and having
ensured the security of his rule, President Niyazov movecdn to consolidate his power in
1 AOA YywAd 8 9 AR O Glisy) BAVYyIAEaGddglyld h AAAT AOAA ET $A,
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emphasized political stability as the cornerstone of socieeconomic development, thus
justifying avoidance of any domestic political opposition (Tanzi and Tsibouris 2000; Kuru
2002). Consequently, the ruling Democratic Party of Turkmenistan (former Communist
Party of Turkmenistan) was proclaimed the only party legally permitted to operate in the
country (Kuru 2002; Lubin 1999) Although the economy started to contract in 1993,
moderate natural resource rents, reserves from previous years, foreign investments in the
energy setor, and lack of structural impediments for autocratization allowed Niyazov to
rapidly expand his powers, further centralize policymaking, and downsize the coalition in
power.

Although the economic decline was not as pronounced as in Kazakhstan,
Azerbaijan, and Kyrgyzstan, GDP contracted by an average of 13.7% a year between 1993
and 1994 (Metcalf 1997: 533; EBRD 2008)ight industry experienced hardships: while it
accounted for about 40% of total industrial production in 1991, its share in 1993 shrank to
11.4%, making the country even more dependent on gas and cotton revenues. Due to the
collapse of inter-republican trade, agricultural output also contracted. Cotton yields fell by
9.4% since 199(Economist Intelligence Unit 1996). However, since cotton was purchased
from domestic producers at prices far below world prices (Pastor and van Rooden, 2000)
and since world cotton prices were favourable at the time, proceeds to the government
remained relatively high (Shikhnmuradov 1997: ).

Similarly, despite increasing hardships in the oil and gas sector, the foreign proceeds
were still moderate. The key problem concerned transportation and inter-republic trade in
gas. As Turkmenistan had to rely on the Soviet pipeline network, it remained dependent on
2000EA AT A S5EOAET A &£ O OOAT OP1 OOET QeluEtdhtio CAO8
export Turkmen oil to markets outside the CIS and kept prices low (Lubin 1999).
Furthermore, in response to an attempt by Turkmenistan to raise the price for its gas in
1992, Ukraine raised its transit fees causing a trade war between theavt countries, which
lasted until 1995 and caused an estimated 29% fall in gas productio TAR-TASS 1993;
Economist Intelligence Unit 1996: 64) In addition, hit by economic hardships, most FSU
buyersz AAAT OT OET ¢ A O Gys8ar 1 £ 40DEOALBOBARBBOG/
deliveries unpaid for long periods, causing large payment arrears and increased barter trade
(Economist Intelligence Unit 1996: 64) Oil production also fell, from 109 thousand barrels
per day in 1993 to 87 thousand barrels per day in 1998P 2010) but oil represented a small
PDAOO 1T £ 400EI AT EOOAT 80 Agbpl 0008 / OGAOGAI T h 1T EI
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1992 to$522. Still, the decline during this period was not as drastic as in Kazakhstan and
Azerbaijan, and was partially offset by increasing FDI stock, which accounted for 8% of
GDP ($44 per capita) in 1994Plastina 2010) The government also had a cushion of reserves
from previous years.

Domestic and external political environment was relatively favourable and put few
constral OO 11 OEA OOIEI ¢ Al EOCABO AIT1TOI 1 EAAOQEITI
moderate and the Russian minority decreased in size to 6.7% of the population, including in
the capital Ashgabat (Gerasimov 2006; Lubin 1999 4 EEO E A Dpblity of dEUA UT O
Russification. However, wary of spoiling its relations with Russia and any unrest among the
Russian community, 40% of which voted for Russian ultranationalist Vladimir Zhirinovsky
ET 2000EAB30 1 ACEOI AOEOA A lirdkdtd grdni doal diitenshiyty ¢ b OE
Russians(Economist Intelligence Unit 1996: 59; Artykova 1993.)

protect its borders z and 15,000 Russian troops stationed in thd T 61T OOU O1 AAO . E
jurisdiction provided that (Volkov 1993; Economist Intelligence Unit 1996: 58)But this
dependence was not nearly as strong as in the case of Kazakhstan and was different from
OEA 1 AOOGAO ET 1 AOOOA CEOAT icakldddiidhiodthefbardeAvits O OAT
volatile Afghanistan (ITAR-TASS 1993) In essence, Russia viewed Turkmenistan as a
i El EOAOU 1 00DI 60 AT Ah OEAOAZ OAh AAOAA 1 EOOI .
domestA AZEEFAEO0OO AO 111 ¢ AO AAOGEA OECEOO 1T &£ 11 AA
with a former government official).

Second, tribal allegiances in Turkmenistan were not nearly as much pronounced in
politics as they were in cultural dimension (Ochs 1997; Lubin 1999) Niyazov further
minimized potential cleavages by continuing to ensure a tribal balance through public
office appointments (Lubin 1999).

&ET Al T uh OEA A7 O01 6ouso i1 AAOAOA OEUA AT A
production that left the capital Ashgabat in charge did not create transaction costs for the
leadership in dealing WiOE DHOT AOAQEIT 1 AAT OOAO AAEOAO CAEI

interview with an expatriate gas industry executive).

5.3.1.2 Causal mechanisms
Despite the fall in non-tax revenues, the government neither raised taxes, nor
attempted to modernize the taxation system, na undertook serious privatization. First, tax

revenues remained low; they increased from 10.6% in 1992 to 13.9% in 1993, but then
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decreased to 6.2% in 1994 due to the tax base erosiqfanzi and Tsibouris 2000: 18)

Second, the goernment did not attempt to reform the tax system: progress on tax reform

between 19921998 was very little and lowest among FSU countrieEbrill and Havrylyshyn

1999: 10; Tanzi and Tsibouris 2000: 17)yhird, in contrast to the case of Kazakhstan, the
government did not implement any privatization in 1993, and in 1994, privatization

revenues were only 0.1% of GDEEBRD 20088 4 OOEI AT EOOAT AAOAA 11 x |
indicators on large-scale pivatization, small-scale privatization, and enterprise
restructuring (EBRD2008).

Confronted with a decrease in revenues, the government cut the general
expenditure from 28.9% of GDP in 1992 to 9.2% of GDP in 199#anzi and Tsibouris 2000:
22). The bulk of cuts were made in capital spending. Expenditure on the economy fell from
26.4% of GDP in 1990 to 9.1% of GDP in 1993. Subsidies to the economy remained relatively
unchanged (Economist Intelligence Unit 1996: 79) At the same time, in 1993, the
government announced that electricity, water and gaswill be free for households below a
certain level. The universal benefits from the Soviet era were also mostly kept, although
their timely payment was under question (Pomfret 2001: 166; Lubin 1999Extrabudgetary
spending from the funds controlled by the president and stat enterprises remained
rampant. In addition, the government introduced a practice of awarding large project
contracts or other privileges to large contracts in exchange for undertaking social projects
(Pomfret 2001: 171)

Amid economic hardships, the government kept unemployment low and, as the
private sector was small, provided most employment in the public sector, keeping it
bloated. Agriculture was the largest employer absorbing the increase in the growing labour
force and during this period employed around 50% of the labour force (World Bank 1993).
The government also entitled itself with a right to control employment in private
enterprises (US Department of State 1999)Although in mid -1993 Niyazov tripled the wages,
they generally remained low(lzvestiya 1993; Lubin 1999)thus encouraging corruption.

From 1993 onward Niyaov administration became more oppressive than before.
Any sign of dissent, whether within the government or outside, was harshly suppressed.
Disappearances and tortures of dissidents increase@Cingranelli and Richards 2008). The
human rights abuses became so apparent as to make the U.S. envoy Strobe Talbott cut short
his visit to Turkmenistan as a sign of protest to the arests of four dissidents(AgenceFrance

Presse 1993)The leadership controlled all mass media, and subscription to foreign

138



newspapers remained severely restricted. In late 1994, the government closed the
independent Russianlanguage weekly Subbotg effectively making the government
controlled Turkmenskaya Iskra the only Russianlanguage newspaper in the country
(Komsomolskaya Pravda 1994)Civil society organizations were equally suppressed, being
allowed to function only in a few non-political areas, such as environment, culture, ars, etc.

In a move to secure his rule while resources allowed it and possibly in anticipation
of instability due to growing economic problems, Niyazov initiated a referendum in January
1994, which extended his tenure until 2002 and cancelled presidentiallections in 1997. The
AT 1T 001 OAOOEAI Pl 11 OAPT OOAAT U UEAT AAA vyys8pT
(Shermatova 1994)Subsequenly, F 1 1T T xET ¢ OO0i 1 60O AAT 6O OEA DPOA
possibility of a coup by seniorgovernment officials, Niyazov staged a large reshuffle in July
1994. The ministers of agriculture and oil and gas industry two key officials who had access
Of OEA AT &lréroykarangs; Av@e\fired along with their deputies and other key
assciates (Gerasimov 1994; Selskaya Zhizn 1994; Turkmenistan 199AJthough it is unclear
whether the reshuffle was a response to a possibility of a coup owhether it was staged by
Niyazov, the result was unambiguousz Niyazov got rid of potential challengers from within
the ruling elite. In December 1994, he further moved on to consolidate his power through
parliamentary elections. A drastic reduction in the number of seats in the parliament Khalk
Maslakhtyq AOT 1 Yai O i1 DBAOOI U ET AEAAOAA OEA 1A
ruling coalition. All candidates were nominated by Niyazov and only one candidate was put
on vote for each of the 50 sea. Some regional and ethnic balance was preserved. Three
Uzbeks and two Russians received seats in the new parliameiigence France Presse 1994;

Ochs 1997)

5.3.1.3 Regime outcomes

These policies resulted in a highly personalist autocracy. Niyazov practically
eliminated potential rivals and many dissenters. He aso centralized virtually all political
and economic decision making. Any constraints on presidential power were effectively
removed and political participation was severely restricted. Niyazov intensified the cult of
his personality by sponsoring his glorfication in media and in 1994, renamed himself

Turkmenbashi or leader of the Turkmen (Freedom House 2002)
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5.3.2 Kazakhstan, 1994-1999

5.3.2.1 Political and economic environment
5T1 EEA ET 400EIi ATEOOAT h +AUAEEOOAT 80 001 EI

a recalcitrant parliament, ethnic tensions in the north, and tensions involving oil -producing
regions and oil sector elites. In March 1994, Kazakhstan elected its first poshdependence
national parliament. Despite half of the seats being taken by candidates tied to Naarbayev
(OSCE 1995)the new parliament proved more unruly than the executive branch might have
foreseen. Many legislators harshly criticized the government for its onesided handling of
privatization. In May 1994, the parliament passed with amajority of 111 to 28 a vote of ro
confidence in the Prime Minister Tereschenko and his cabinet. However, as the president
was not bound by this decision, Tereschenko remained in his position. This confrontation
aggravated when a large opposition factionOtan-Otechestvd® succeeded in overriding the
DOAOGEAAT 660 OAOGI T &£ Ox1 AEIT O AT A AOGAT AAI 1 A
compelled to replace Tereschenko cabinet when corruption charges were brought against
two ministers in late 1994 (Olcott 2002). Akezhan Kazhegeldin, a wealthy businessman with
extensive connections in Russia, became the new prime ministefSchatz 2004; Dave 2007)

+AUEACAT AET 86O APDPIT ET OIl AT O ET AEAAOAA . AUAOAA
and large-scale privatization despte the opposition by the parliament*. Nazarbayev
outflanked the parliament by a pseudclegal ruse, resulting in its disbandment: the
parliament was dissolved based on the evidence of inconsistency in a single constituenéy
Despite initial protest, many legislators followed the decision, most probably as a result of
co-optation by the executive. The dissolution of the legislature enabled the president to rule
by decree until the next elections nine month later (Olcott 2002; Furman 2004; Cummings
2005). Naarbayev issued around a hundred decrees, almost all related to economy
i ADOET 080 E1 OAOOEAx xEOE 401 ACAl 1| OEAOI 68 )1
OEA AQAAOOEOA EAT A Oxi OAEAOAT AA ET VYyyi8s 4EA
until December 2000, bypassing the presidential poll scheduled to 1995. The second

referendum adopted the new constitution, which granted president more powers,

*5 Fatherland, in Kazakhand Russian respectively.

“% Since Kazhegeldin is from Semipalatinsk, a city in the Russiaipopulated northern regions of Kazakhstan and
enjoyed business connections in Russia, his appointment might have also indicated that Nazarbayev tried to
ensure some balance in political representation from different regional groupings Schatz 2004; Dave 2007).

*"In March 1995,the Constitutional Court dismissed the incumbent parliament on the basis of a complaint by
an ethnic Russian MP from Almaty, who was able to demonstrate the occurrence of significant irregularities in
her district a year before.

140



established the dominance of the executive, and allowed dual executives in parliament and
the judiciary (Furman 2004; Cummings 2005).
. AUAOAAUAGSO AiTOTT EAAOCEIT A£EAEI 000 xAOA PAO
revenues and related improvement in economic situation in the second half of 1990s. While
economic hardships continued through 1995, m 1996 the government was able to achieve
macroeconomic stabilization. Consumer price inflation subsided from 1877% in 1993 to 39%
in 1995 and to 7% in 1997World Bank 2009). While GDP fell by 8.2% in 1995, it showed
moderate growth of 0.5% and1.7% in 1996 and 1997, respectivéiy/orld Bank 2009).

These developments were largely driven by four factors: substantial privatization
revenues, FDI inflows, oil revenues, and foreign loans. First, cumulative privatization
revenues amounted to 14.5% of GDP between 1994 and 1997 and were one ofl#éngest in
the former Soviet Union. They were also substantially larger than those in Turkmenistan,
Azerbaijan, and Kyrgyzstan(EBRD 2008) Second, FDI stock per capita rose from $119 per
capita in 1994 to $529 in 1999 and was 50% larger than in Azerbaijan, twice larger than in
Turkmenistan and six times larger than in Kyrgyzstan (UNCTAD 2010) Large part of FDI
flowed into the oil and gas industry, but the mineral sector also benefited. By 1997, the
Ci OAOT T AT O AT 1TAI OAAA Yail AT 1T OOAAOO O AAOGAITE
zinc, and chromite (Masanova 1999; Alam and Banerji 2000)Third, after the recession
period in the wake of Soviet collapse until 1994, oil and gas rents per capita started to
increase, partly due to increased production and favourable global price¢$BP 2010) Finally,
the promise of oil and gas windfalls allowed the government to borrow substantial amounts
overseaqJones Luong 1999)

However, these fnancial flows were probably not the only source of funds available to
the ruling elite in Kazakhstan. Three other sources were official signature bonuses,
royalties, and reportedly substantial informal payments from multinational corporations
entering contOAAOO xEOE OEA Cci1 OAOT i AT O 11 AAOGAITPEI
resources. The amounts of signature bonuses and royalties that corporations paid to
+AUAEEOOAT 60 <ci OAOTi AT O O1 OEiT x OEAEO AiiiE
reportedly ranged from several dozen to several hundred million US dollarg(Interfax 1995,
1996, 1997; UPI 1996; LeVine 2007: 3301) Alleged bribes to top Kazakh officials,including
00OAOCEAAT O . AUAOAAUAOR xAOA Al O OADPI OOAAI U EE

case before a US court an American businessman and former advisor to Nazarbayev was
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charged with paying bribes to senior Kazakh officials amounting to $85million between
1995 and 200(Tagliabue 2000)

+AUAEEOOAT 80 AATTTI U xAO EEO AU Yyyp 2000EA
The GDP declined by 1.9% year on yedEBRD 2008) Economic hardships resulted in some
fiscal contraction and devaluation of the currency. However, due to a large increase in
proven oil reserves and higher oil prices, the country entered a boom period(Pomfret
2005).

While the prior economic decline and Kazakhization policy resulted in the departure of
many Russians, other Slavs, and Germans, gradual improvement in the economic climate
contributed to slowing down the emigration (Zardykhan 2004; AOOET 06 O ET OAOOE
Svetlana Ushakova) The percentage of Russians declined from 37.4% in 1989 to 30% ir929
while the percentage of Kazakhs rose from 40.1% to 53.4¥azakhstan State Statistical
Agency 2000) Feeling more secure and possibly in an attempt to stop the emigration of
Russians and other Slavs, Nazarbayev introduced a clause in the 1995 constitution that
recognized the Russian not only as a languag of inter-ethnic communication (as in the
previous constitution), but as a language that could be officially used alongside Kazakh in
state institutions and local self-administrative bodies (Republic of Kazakhstan 1995)Ethnic
tensions in the Russianpopulated northern regions, however, continued after a peak in

mid-1990gOlcott 2002: 78; Zardykhan 2004: 72; Blagov 2000; Peyrouse 2007)

5.3.2.2 Causal mechanisms

The differences in political and economic environment between Turkmenistan and
Kazakhstan translated into different policies. Largely because of the previous sharp
economic decline, by 1997 Kazakhstan created a foundation for the most modern tax system
among former Soviet republics, excluding Baltic republics (Witt and McLure 1999)8 ) 08 O
progress on tax policy reform between 1992 and 1998 was one of the highest in the FSU and
the highest in Central Asia (Ebrill and Havrylyshyn 1999) Starting from 1995, as a result of
pressure group influence the tax system was streamlined. The number of taxes was reduced
from more than 40 to about a dozen Witt and McLure 1999: 4; World Bank 2000).
However, with the increased inflows of FDI and revenues, the government relaxed its efforts
to develop a reliable tax collection system(Auty 1997; Jones Luong 1999While the tax
policy and taxation in some arrears showed improvement, the nontransparent system of
AoAAOGOEOGA OA@ ETAAT OEOAORh OA@ DOEOEI ACAOh A
interviews with Courtney Fowler, Meruert Makhmutova, Jahangir Jurayev; World Bank
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2000). Tax expenditures remained high and some were established in the permanent
legislation (World Bank 2000). For example, in 1997, the government introduced legislation
that authorized the grant of tax holidays for selected industries (Witt and McLure 1999: 22)
Personal income taxes remained relatively low outside of the energy sector, and poor
population strata were relieved of income tax®® j AOOET 060 ET OAOOEAx xE
(Lesbekov 2000; Berdalina and Mustapayeva 2003The key outcome was that Kazakhstan
failed to widen its tax base and relied mostly on axes from foreign companies involved in
hydrocarbons and minerals industries(Weinthal and Luong 2001)

However, the official data on tax collection probably represents a distorted picture
of tax-related financial flows to the government. First, one study found that around 80% of
entrepreneurs evaded taxes since the tax burden sometimes reached 75% of profits
(Amrekulov 1999. This had two implications: it forced companies to go into shadow
economy and increased tax bribery(Amrekulov 1999). The lack of administrative reform in
taxation only exacerbated these tendenciegWitt and McLure 1999; Weinthal and Luong
2001) Second, tax audits were increasingly used by the authorities as a political tool to
DOl EOE AEOOAT OAOO j} AOOET 0860 ET OAOOEAXx xi@OE [/ O
tax flows decreased, this does not indicate that the ruling elite received less money from
actual taxation.

As for geographic aspect of taxation, two factors necessitated some degree of fiscal
decentralization that the governments in Turkmenistan and Azerbaijan avoided easily: large
size of the country and disparity in productive capacity of regions. First, although fiscal
decentralization mostly stopped at the oblast level (World Bank 2000), regions were able to
retain all individual income tax proceeds and part of VAT, excise duties, fixed rent
payments, and profits taxes (World Bank 1997: xxii). Republican subventions (subsidies)
covered the remaining balances in territorial budgets (World Bank 1997: xxiii). Second,
although the large difference in per capita revenue collection across oblasts (World Bank,
2000: 77) did not translate into differences in the amount of taxes that could be retained by
different oblasts, it did have an effect on spending allocations for more productive regions,
especiallyoil-D 0T AOAET C 1TAO | AOOEI 060 ET OAOOEAx xEOE

Continuing the previous trend, in mid -1990s, the government started the third stage
of privatization designated to transfer the largest enterprises to private owners, including
foreign companies. Although initially some enterprises in the minerals and oil and gas

sector as well as those in strategic industries were thought to remain public, they were
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nevertheless also privatized after the financial crisis of 199&Olcott 2002; Weinthal and

Luong 2001) At the same time, the stateretained large stakes in some of tlese enterprises

(World Bank 2000). " U OEA AT A 1T &£ Yyyyh Oai 80 DAOAAT O
including 80.2 percent of small enterprises, 40.8 percent of medium enterprises, and 52
PDAOAAT O T &£ 1 AOCA AT OAOPOEOA OGS rchwas evdplojeddihthe 61 D
private sector (Olcott 2002: 137) Although large-scale privatization was slav, the revenues

it brought were among the largest in the former socialist bloc (Alam and Banerji 2000;

EBRD 2008) Only between September 1995 and October 1996 $7 billion were raised (Olcott,

2002 141).

This was also reportedly the most corrupt stage of privatization earning the label
O+AUAEEOOAT 80 OAT A 1T &£ OEA AAT OOOUSG j4ET AT A«
Berentayev). Although Nazarbayev and people close to him reportedly benefited most from
the privatization, the programme also created a group of businessmen that subsequently
formed semi-autonomous economic groups, who struggled with each other for more
AATTTTEA AT A DI 1 EOEAAI OAOI OOAAO | AOGOET 080 E
Kurmanova, Janibek Khassan; Masanova 1999; Olcott 2002; Cummings 2005). Particularly
intense was the competition among elites representing established oil and gas industry
interests and those outside. The secalled oil barons of western Kazakhstan first fiercely
opposed privatization, which undermined their monopoly over the oil and gas sector,and
stick and carrot: it dismantled Kazakhstanmunaigaz, the state holding company in charge
of the oil and gas industry, while on the other hand made some compromses, such as
giving the regional elites in western, oilproducing regions a relatively large room to extract
concessions from multinational companies, such as effectively requiring them to assume
O1T AEAT AT OO0 j AOOET 080 EIT OAKnasEaA; xJones Eudag 199)A U  *
When the revenues from privatization of oil and gas enterprises proved to be less than the
government expected and the government realized it can extract more from multinationals,
Nazarbayev replaced Kazhegeldin by one of theehders of oil barons, Nurlan Balgimbayev,
charging him with slowing down energy sector privatization and reconsidering ongoing
negotiations (Jones Luong 1999; Pomfret 2005)

Despite increased revenues,official spending did not increase. Government
spending was chaacterized by several trends. First, the level of general government

expenditure remained relatively low compared to preindependence period z it dropped
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from 30% of GDP at independence to around 23% in the period between 1997 and 1999
(World Bank 2000: ). It was still highest in per capita terms compared to Azerbaijan and
especially Kyrgyzstan(World Bank 2009). Second, social spending remained at previous
moderately high level with around 60% of total expenditures going to social sectors. Poor
management and lack of controls remained pervasive and aatinued to negatively affect
public service delivery at local level (World Bank 2000). However, in 1998, the government
adopted a radical marketeconomy oriented pension reform (Alam and Banerji 2000)
Third, the government reduced subsidies replacing them with direct transfers, thereby
cutting administrative costs and avoiding price distortion in the market. From 1997 to 1999,
the overall subsidies decreased from 4.7% of total government spending to baut 1%,
making them one of the smallest in the CIS. The amount of cuts, however, differed by
sector; for example, subsidies for agriculture and some industrial giants, like Ferrokhrom
and Aliminium Kazakhstan, remained high, perpetuating inefficiencies in these sectors
(World Bank 2000: )(Amrekulov 1999). Fourth, capital investment continued to fall
reaching 2% of GDP by 1999. However, even thahvestment was largely driven by the

I #ZEEAEAT DPAOO 1T &£ OPATAETI ¢ 11 OEA Al (M@dedAOET I
Banerji 2000: 6)

The transfer of the capital from Almaty to Astana was a large fiscal project aimed at
gaining control over the northern regions of the country and weakening the influence of
alternative elites concentrated in Almaty (Masanov 1998) Officially it cost around $15
billion (Antelava 2006), although some analysts estimate the cost to be even higher (Olcott
2002). Despite previously reducing the burden of extrabudgetary funds from 12% of GDP in
1993 to 7% in 1995, the extremely costly construction and transfer to the new capital was
largely £01 AAA OEOI OCE OAOEI 60 A@OOAAOACAOAOU 01 O
interview with Tulegen Askarov; Sergey Zlotnikov). As such, it offered substantial
opportunities for patronage.

In order to soothe separatist tendencies, overcome the oppositiorof leaders of oit
rich regions, and transfer the blame from the government to foreign investors, the
Nazarbayev government also institutionalized quasi-fiscal activities by multinational
companies operating in Kazakhstan. Acording to contracts signed with the government,
foreign investors assumed certain public investment and social costs in lieu of paying taxes
AT A OAOEAEEO j AOOET 060 ET OAOOEAXx xEOE / OAU * Al
activities z that ranged from large capital investments in infrastructure to paying back
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wages to building schools- did not follow a coherent strategy and their transparency was
EECEI U NOAOOETT AAIT A AOA OI OEA 1 AAE 1T &£ bDOAI
Jandosov; Anton Artemyev; Sabonid-elf 2004).

While in previous years Nazarbayev used the promise of windfalls to keep stability
and therefore did not drastically cut the public sector (World Bank 1997 ix; Cummings
2005), after feeling more secure he started to narrow down public sector employment,
reshuffle his coalition, and further centralize decision-making. In 19941995,the Supreme
Council and later the two chambers of the new parliament were significantly reduced in size
i AOOET 080 ET OA OKslyhzhanow.BPOHlc s@ciOdmpldbyment was reduced
from 45% of total employment in 1995 to 23% in 1999ILO 201Q. From 1996 to 1998, the
government was reduced from 19 to 12 ministries in a World Banladvocated reform. In

spring 1997, the number ofoblasts x AO OAAOAAA AOTI1 1T ETAOGAAT

O

interview with Rustam Kadyrzhanov, Cummings 2005:27) While smaller relative to those in
Turkmenistan and Azerbaijan, the public sector employment in Kazakhstan was
nonetheless not small by international standards, with its wagebill consuming about 25%
of total expenditures (World Bank 2000). In 1999, i employed over 1 million people, one

fourth at the republican level with the rest at the territorial level (ILO 2010)*

%PAAOOEOA PI xAOBO AEOAOAOEITT 1T OAO TEI
allowing it to have more flexibility in public office appointments. These were
characterized by several patterns. First, initially opposition leaders that had
relatively substantial political bases z such as Murat Auezov, Olzhas Suleimenov
and Baltash Tursumbayew were co-opted into executive or ambassadorial positions
(Furman 2004; Schatz 2004; Cummings 2005). Once eopted, however, many of
these politicians became expendabldMasanov 1998. Second, sce property rights
remained largely insecure and state institutions provided protection for business as
well as access to rents, many amonghe new domestic business elite were attracted
to government positions (Masanov 1998) This contributed to the formation of a
OOA & Ol EOO AAi b6 xEOEE1T OEA 001 ETC Al Al EO
Third, Nazarbayev brought more relatives to key positions in the state security,

interior, and tax ministries, and oil and gas industry to increase loyalth (Cummings

8 The ruling elite scattered and intertwined powers among various administrative bodies to ensure the central
role of the presidential office (Masanov 1998.

146



2005:2728). Fourth, while on the one hand the ruling elite gradually increased the
number of Kazakhs and limited the number of Russans in the government, on the

other hand it ensured some balance through creating opportunities for Russians in

~ N s A o~

Kadyrzhanov, Svetlana Ushakova). In addition, following Nazarba® O O
OEAOITTEUAOQGET T8 ®HIilEAUh ET Yyyi OEA ¢i OA
Kazakhstan People's Assembly, a deliberative political forum to represent the
interests of various ethnic communities (Peyrouse 2007: 483)

The ruling elite was also more able to invest in its coercive capacity and repress its
opponents. In the second half of 1990s, Nazarbayev began to expand the role of power
ministries, particularly the Committee for National Security (CNS), where he appointed his
son-in-law Rakhat Aliyev and nephew Kairat Satybaldy to key positions of deputy minister
and deputy head of department for anticorruption, respectively (Olcott 2002, 188;
Cummings 2005). The CNS was the only republican ministrylevel administration that w as
not short-staffed (World Bank 1997).While the number of political prisoners remained at
the previous moderate level, incidents of torture increased(Cingranelli and Richards 2008)
However, the ruling elite did not limit itself to outright repression, but used a variety of
techniques to pre-empt potential dissent and deal with existing dissenters. For example,
anti -corruption campaigns, which served the purpose of intimidating as well as eliminating
competitors, became a frequent mode of coercion (Furman 2004). Various laws were
introduced that invoked criminal investigations that incapacitated opposition political
parties, civil society and mass media, who were also subject to intimidation and outrigpt
physical violence. A large increase in the starting bids for broadcast frequencies resulted in

thirty -one stations closing down (Olcott 2002:105).

5.3.2.3 Regime outcomes

In 1998, Nazarbayev persuaded the parliament to reschedule the presidential
electionsfroma i 11T O * AT OAOU Yyyys8 )1 OAOOOT h -008 ¢
more year after the parliamentary elections in October 1999. The parliament also amended
OEA Al 1T OOEOOOETT A@OAT AET ¢ OEA DPOAOGEAAT 6860 O
OAT 60 ailTan #O0ITETCO aiiliqgqs .AUAOAAUAOGBO EAU
Kazhegeldin was refused registration on the basis of charges of money laundering in

Switzerland. Nazarbayev emerged victorious in the elections, which the OSCE refused to
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recognize as legitimate and the U.S. and Germany (heading the EU at the time) criticized

(Abazov 2001; Olcott 2002; Cummings 2005). In generalxecutive recruitment remained
uncompetitive, presidential powers increased, and political participation remained

factional. " U Yyyyh +AUAEEOOAT SO Dii EOEAAI OACEIA ¢

autocracy.
5.3.3 Azerbaijan, 1994-1997

5.3.3.1 Political and economic environment

In Azerbaijan, the signing of the major oil deal with a consortium of multinational
oil companies in September 1994 was immediately followed by a series of events that caused
political instability in the country. Two mutinies took place between October 1994 and
March 1995, the first involving Prime Minister Surat Huseynov and Deputy Minister of
Internal Affairs Rovshan Javadov, and the second led directly by Rovshan Javadov. Both
were put down by Aliyev, the first one through political manipulation by Aliyev and the

second one through direct repression?°

¥ The sequence of events was as follows. One day after the signing thie contract, four high-ranking prisoners z
all former military leaders, including the former defense minister and his deputy z mysteriously escaped from
the Ministry of National Security jail (BBC 1994) On September 29, the Deputy Chairman othe Supreme Soviet

ATA AlTACAAI U (AUAAO 11 EUAGBEO Eihtad ¢ iBligensetdpartiierit in theEE U A A A E
presidential office Shamsi Rahimov were killed, while Aliyev was on a visit to the United States. In a televised
broadcast OEA DAOI EAT AT O OPAAEAO 2A001 ' O1 EUAO 1 ETEAA OEA OxIi

to destabilize Azerbaijan and calling the nation to unite around President Aliyev(Turan 1994)

On October 4, 100 special polie force (OPON) members, headed by Deputy Interior Minister Rovshan Javadov,
seized the office of the prosecutorgeneral after detention of three of their colleagues on suspicion of murdering
Jalilov and Rahimov. They exchanged fire with government troopswounding six soldiers. On the same day, a
rumour was spread about a coup in the city of Ganja and three surroundingayons by joint forces of OPON and
armed supporters of Prime Minister Surat Husseynov, whose mutiny in 1993 brought Aliyev to powe(The
Associated Press 1994Husseynov subsequently denied charges and pledged his loyalty to Aliyev. On October
4-5, Aliyev denounced the actions of OPON leaders and Husseynov associates afd OBP And ArGed e
nation to support him (BBC 1994) On October 6, Aliyev dismissed Husseynov from his post as the Prime
Minister and the parliament approved this decision by majority vote, also relieving him from his membership in
the parliament (ITAR-TASS 1994)The authorities also initiated criminal investigation against Husseynov, who
managed to escape to Russia and remain there until his extradition in 1997. Several highnking government
officials close to him were arrested. Aiyev undertook a major reshuffle dismissing Husseynov appointees from
the government (Interfax 1994; ITARTASS 1994)

The OPON leader Javadov retained his position after renouncing most of his demands, reaffirming his loyalty to
Aliyev, and pledging the support of OPON forces to guard Aliyev. The latter, in turn, pledged to examine his
complaint about corruption among senior public officials (Turan 1994) In March 1995, however, Aliyev
attempted to disband OPON and fired Javadov fordisobeying the order. After several days of siege on OPON
base in Baku, Javadov was killed, while his brother escaped to Austria and resurfaced in Iran several years later
(Agence France Presse 1995)
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The analysis of these events points out the imprtance of paying attention to factors
other than oil, such as regionalism and character of leadership, in accounting for the
outcomes of regime instability and consolidation. Since the initial inflow of extra oil
revenues happened during the same periodjt might be tempting to attribute the sole
causal effect for the regime outcome to the oil factor. A plausible scenario suggests
involvement of some groups in Russian government who were dissatisfied with the small
stake Russia received in the oil consor®i j E8A8h , OET EI 80 YI T ET OI
formed in 1994 to develop AzeriGuneshli-Chiraq fields). First, on the day of the signing of

legitimacy of the oil contract until the Caspian states conclude a hew agreement concerning
OEA OOAOOO 1 A& (Faibakks #nd AlekEefol 1984SAcdnd, during his tenure as
Prime Minister, Huseynov, who was known to have ties with Russian military, also publicly
AGPDOAOOAA EEO AEOAT T OAT O xEOE OEA 1 EI EOAA OI 1
fields AOOET O6 O ET OAOOEAx x EOE). RhirdafuseyndvCandGdrn@@A OT 1 AT
Defense Minister Rahim Gaziyev both were able to remain in Russia after they escaped,
until they were traded several years later when the leaderships of the two countries came to
terms on a number of critical issues. It is ironic, if coincidentah OEAO ( OOAUT T 08 O
parliament was taken by the leader of the Russian community in Azerbaijan Mikhail Zabelin
(RIA 1994)

A less plausible scenario suggests that Aliyev himself was behind triggering these
events. This would assume that in order to legitimize sidelining potential challengers he
was ready to sacrifice two very close associates, one of whom pdsisi his son.

What is certain is that Aliyev used this opportunity to consolidate his power by getting
rid of two opponents who had armed forces behind them through capitalizing on their
failure for collective action, playing them against each other, and hen neutralizing them
separately. He also used this opportunity to implicate and discredit other opponents,
including former presidents Ayaz Mutallibov and Abulfaz Elchibey, justifying further
crackdowns and consolidation of power in the presidency(BBC 1994)

2A0AT OAO mOI i OATA T &£ TEI AEA 110 pPIAU A |
conflict as these revenues at the time were limited and could be used for patronage among a
selected numP O T £ AT EOA 1 Ai AAOO T111uU8 4EA AT Al UOEO

that their alignment along regional cleavages could be a more important factor in the
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outcome of the conflict. Surat Huseynov represented theAyrum regional elite®, while
I 1 E U AaihGp@weribase was among the elite members with roots in Nakhchivan and
Armenia. The parliament speaker Rasul Guliyev also largely represented powerful interests
from Nakhchivan and he unequivocally supported the president. Lack of fragmentation in
the dedsion to remove Huseynov from his posts could be partly due to regional affiliations
of a large group of elite members in the executive and legislative branches of the
government. However, while it is easy to attribute too much importance to the regionalism
factor, personal loyalty to Aliyev among the political elite members was perhaps an even

more important factor since more than 55% of highlevel officials in both the executive and

I ACEOI AOEOA AOAT AEAO AAITTTCGCAA O OBCEURASO CH

Pbi xAO AAOAO | AOOET 060 AAI AOI AOETT O0Qq8 &ET Al Ul

evident factor that explains the outcome of this conflict.

ITAOEAI AOOh '1 EUAOGO AEOAOAOQEIT 1 OAO ET AOA

subsequentconsolidation of power and narrowing of his coalition over the next three years.

From 1994 onwards, the country started to experience an investment boom driven by ail
related FDI and development of construction and services(Rosenberg and Saavalainen
1998) Although the actual oil and gas production started to increase only after 1991BP

2010) between 1994 and 1999 the government signed 19 productiesharing agreements
with foreign oil companies (Mishin 1999). Although not all of these contracts passed from
exploration to development stage they still brought in non -sale related revenues. The

exact amount of signature bonuses from these contracts is unknown, but it is estimated to

haveranged between 300 and600 million dollars*?j AOOET 06 O ET OAOOEAx xEO

These revenues accrued to SOCAR, the state oil corapy that had operated outside the
budget and where Aliyev appointed his son as a vicg@resident. They were then transferred
to the state budget through a special account at the Central Bank of AzerbaijaifRosenberg
and Saavalainen 1998)Finally, to gain a share in oil contracts, multinational companies

allegedly made large side payments to the ruling elite membergLeVine 2007)

%0 Huseynov had stronger affiliation with Ayrum rather than Ganja regional grouping, despite being born in

Ganja. Both of his parents were from Ayrumpopulated Dashkesan and Gedabayayons.

*LOutline the stages in PSAs.

2 |n fact, the relations between the government of Azerbaijan and multinational oil companies during this
DAOET A AT O A AA AEAOAAOAOEUAA A0 A ODPOI OGAT OAOGAOOAO
amount of reserves in a given field to reduce the costs of engaging in contract, the governmentied to bump up

the estimate in order to attract more investment and use the promise of increasing revenues as a tool in
domestic politics (Kuliyev 1999)

150



As a result of oil revenues, although GDP continued to fall in 1995, the magnitude of its
decreasez 11.8% was about twice smaller than in the previous three years(EBRD 2008)
While FDI stock per capita was $42n 1995z smaller than in Kazakhstan and Turkmenistan
Z in subsequent three years it increased almost tenfold to $386, surpassing Turkmenistan
($158) and coming close to Kazakhstan ($426UNCTAD 2010) Initially, most of these FDI z
around 90% - flowed to the oil sector, but in 1998 the oil sector accounted only for 70% of
FDI (Mishin 1999). At the same time, non-oil exports decreased by 23% beteen 1994 and
1997, partly due to hampered access to Russian markets as a result of the war in Chechnya
and partly due to unfavourable exchange rate (Rosenberg and Saavalainen 1998: 18)
Nonetheless, the country received $3 billion in FDI, which was the largest net FDI stock in
the FSU after Russia and Kazakhstar{Ebrill and Havrylyshyn 1999: 5) Azerbaijan also
received an average per capita aid of $24 between 1994 and 1998orld Bank 2009). By
1997, the government was able to bring inflation under control and in 199 annual inflation
was down to 3.6% from 1664% in 199@Norld Bank 2009).

5.3.3.2 Causal mechanisms

As the revenues from oil sector increased, the revenues from taxes on goods, services,
income, profits and capital gains dropped from 12% of GDP in 199 7% in 1996. However,
they increased again to 11% in 1990Norld Bank 2009). The amount of these nonoll
revenues was only slightly smaller than in Kyrgyzstan, but significantly larger than in
Kazakhstan (World Bank 2009). The progress on tax policy reform, however, was less
extensive than in Kazakhstan (Ebrill and Havrylyshyn 1999) Individual income tax and
enterprise profit tax z the focus of the resource curse tierature z did not follow the same
pattern: while the former steadily increased from 5.5% of revenues in 1995 to 18% in 1998,
the latter steadily decreased from 21% of revenues in 1995 to 14.6% in 1@@&simov 1999)

However, as in the other cases considered in this study, tax collection provides only a
partially valid picture. Three other factors should be taken into consideration. First, the
government incurred large tax expenditures due to its unwillingness to eliminate
unnecessary exemptions and its continued toleration of tax arrears, particularly from large
state enterprises(Stepanyan 2003) Second, the extent of tax bribery was extremely high.
The percentage of firms bribing frequently or more was 59.3% the highest number among
the former socialist countries. The average bribe tax as a percentage of annual firm revenues
was 6.6% - the third highest, after Georgia and Armenia, among the former socialist

countries (EBRD 1999) The first two factors led to the third: the shadow economy thrived
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and its proceeds avoided the official state budge{Masimov 1999) However, given the small
size of the country and the economy, it is reasonable to doubt that these proceeds avoided
OEA ET & Oi Al AOGACAO agn anOnPrioLis@ovennieit aifikial @nd A thinkx E O E
tank head).

Despite relatively low taxes, the government started actual privatization programme
relatively late, partly because of its involvement in war. Smallscale privatization was
implemented in 1996 and hrge-scale privatization started in 1997.Official proceeds from
privatization between 1996 and 1998 were smalt on average only 0.4% of GDP compared
Ol +AUAEEQBBRD @M8pa a0rOEOAOEUAOQGETT AT A AEAEEAOAT (
uneven across the sectors. 50% of privatized enterprises were in theervices sector, 10% in
trade and food industry, and only 3% industrial enterprises(Masimov 199). The financial
OAAOI O OAI AETAA 1 AOCAIT U O1T AAO CiT OAOTT AT O AiTTC
possible consequences of allowing foreign capital in the financial and banking sector
i AOOETI 060 ET OAOOEAx xEOE A # & hé fBuhlergelbaBks'wasAE O |1
privatized z International Bank of Azerbaijan (Masimov 1999) FOOAE CI1 ET OAGO
participation was circumscribed to a few sectors, such as agricultural product processing
enterprises(Masimov 1999) Finally, in contrast to the experience of Kazakhstan, the energy
sector in Azerbaijan was not privatized and the three major energy companieg the state oil
company (SOCAR), the power company (Azerenergy), and thgas distribution enterprise
(Azerigaz) remained under government control (Petri and Taube 2003: 20; Gray 1998)

Privatization of medium and large enterprises was largely a quietnomenklatura-
dominated process, which either legalized informal property rights over these enterprises
by their management or distributed state property among ruling elite members or their
cronies (Bayramov 2001; Masimov 1999)Moreover, the programme not only failed to
separate political power from the economy, but married them further (Masimov 1999) Nor
was it able to bring about efficiency in the privatized enterprises. Nonetheless, private
sector share in GDP increased three times more rapidly than in Turkmenistar{EBRD 2008)

As in the case of Kazakhstan, despite the rise in oil revenues, general government

expenditure remained the samein per capita terms, and even decreased as a percentage of
GDP from 45.9% in 1994 to 22.5% in 199Tanzi and Tsibouris 2000: 22; World Bank 2009)
The government, however, increased gending on state bodies from 12.7% of general
government expenditure in 1995 to 17.4% in 1998, although, paradoxically, officialages of

government officials and public sector employees remained very low, encouraging
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corruption (Masimov 1999) Similarly, while the investment in economy decrease from
11.1% in 1995 to 2.8% in 1998, social protection expenditures increased from 8.1% in 1995 to
13.1% in 199@1asimov 1999) In short, while the general government expenditure remained

the same or even decreased depending on which denominator to rely on z social spending

and spending on state bodies increased.

As with the revenue side of fiscal policy, establishing the true size of spending is
made difficult by extra-budgetary funds and quastifiscal activities (QFA) of state enterprises
and the central bank. The QFAs in the energy sector amounted to 22% of GDP in 19g2he
largest in the FSU(Alam and Sundberg 2002: 20; Petri and Taube 20033OCAR accounted
for most of quasifiscal activities. It subsidized many stateowned enterprises through low
energy prices, preferential tariffs, and toleration of payment arrears and provided extensive
social safety nets for the population through funding schools, hospitals,etc. (Petri and
Taube 2003. Mispricing accounted for 75 percent of energy QFAqPetri and Taube 2003:
24). 1t is notable that not only state-owned enterprises but also privatized enterprises
accounted for most exemptions and arreargGray 1998). Mispricing and payment arrears in
turn led to tax arrears and barter arrangements(Petri and Taube 2003: 23)

On the political front, the government held parliamentary elections in 1995,

AEAOAAOAOEUAA AO T AEOEAO AOAAhR 11 0 MEAEO8 )

(@}

and other pro-government parties and individuals taking majority of seats. At the same

time, unlike in Turkmenistan, Azerbaijan had around 60 registered political parties and

opposition parties received 10 seats in the parliamenflsmayilov 1999; Azerbaijan Central

Election Commission 2010) One of two major opposition parties, Musavat, was not allowed

to run in the elections (Arifoghlu and Abbasov 200Q. The new parliament was largely
constitutional referendum, just before the parliamentary elections. This change particularly

affected personnel decisionsz according to the new constitution many cabinet and other
appointments did not require OEA DAOI EAI AT 06 0 APDPOT OAIT 8 .11 A
parliament exercised a certain degree of control over the executive in some policy and

i AET O AOACAO AAAEOEI 1O AOA O OEA OPAAEAO 2A
less than presidential office was a major spot where various interest groups lobbied for their

interests (Arifoghlu and Abbasov 2000) However, by 1996, Aliyev was able to sideline

Guliyev, who resigned and went into exile in the United States. This was followed by
OROGEOAEAI AO ET OEA ci OAOTT AT O AT A 10O00ETC T £
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I'T EUAGBO T AOOIT x power atolfinitinditheAlintbé Bfikdy ackbis who could
compete for access to oil rents. While Aliyev concentrated most decisiormaking in the
presidential apparat®® he sustained relatively high level of public sector employment, which
accounted for 46.5% oftotal employment - twice higher than in Kazakhstan and Kyrgyzstan
(ILO 2010) However, most of the public sector did not get access to oil rents, but access to
o)

i T OOEOAA OAT 0068

T EUAOBO AZ£EAEI OO0 Oicluded dogddioh. Betweénil o9& and 1997 x A O

the number of political prisoners, killings and incidents of torture against regime opponents
increased (Cingranelli and Richards 2008) Although official spending on law enforcement

decreased as a percentage of the budget, three other factors not only compensated, but

DOl AAAT U OOODPAOOAA OEA 1 £ZZEAEAI ODPAT AET ¢80

corruption in law enforcement agencies was endemic, so low wges and allotments
interview with a government official). Second, despite the ceasefire with Armenia over
Daghlyg Garabagh, the defense budget increased from 11.6% otalospending in 1995 to
16.5% in 199§Masimov 1999) Given the blurriness of the line separating the use of force
internationally from its domestic uses in some courtries, this is an important factor. Third,
while Aliyev got rid of paramilitary units created by previous involvement in war and of
many established criminal authorities, the services of others were increasingly used in
political struggle. These groups woud naturally be funded through means other than
official sources. A leader of one of the most notorious of such groups businessman Husseyn
Abdullayev from Nakhchivan was believed to maintain a small private army of 506800 men
recruited from among young unemployed people from his region, who were deployed from
1997 onward in repressing demonstrations and ralliegSeyidov 2006: 111)

Although it is hard to attribute blame to any specific party given the mysterious
nature of these affars, it is plausible that high-level ruling elite members were involved in
some of the killings of challengers within and outside the ruling elite. In 1996, Al
Antsuhskiy, an MP businessman who waghe informal leader of the Avar community in
Azerbaijan, was killed. Antsuhskiy allegedly controlled a lucrative safe haven for drug and
xAAPDT T O OOAEEAFEAEEI C 11 ! URAOAAEEAT 80O AT OAAO
the deputy chairman of the ruling New Azerbaijan Party, famous academic, hero of the
31 OEAO 5T EITTh AT A '1 EUAOB8O OOA (AlxAde 20PDd2] AT O

P00 OAOEAAT 06 O ell iEiERdstofithe Aobner(SAviEkepablics.
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With the inflow of money and implicit political support from the United States and

European countries, the ruling elite in Azerbaijan became less dependent on Russia. While

initially Aliyev co -opted into high-level positions the politicians with strong ties to Russian
government, later they were gradually disposed of. Former Secretary of State LaBhovket

Haciyeva, who enjoyed links with the Yeltsin administration, was forced to resign as early as
Yyyns 3O0AO0OO0ET ¢ A&£OTI1T Yyydh ! UAOAAEEAT GO Ci OA
GUUAM group of five former Soviet republics 7 Georgia, Ukraine, Uzbekistan, Azerbaijan,

and Moldova. The organization was formally founded to strengthen their independence and

tacitly, to defy Russian encroachment into their affairs.

5.3.3.3 Regime outcomes

By 1997, the political regime in Azerbaijan developed from mild to moderate
autocracy. The key msitions were increasingly filled through selection by the ruling elite
rather than through elections and remained closed to outsiders. Aliyev was able to reduce
limitations in his power from various formal and informal institutions. Political
participation became more restricted than in the previous periods. Initially the ruling elite
overcame the collective action problem and formed a broad coalition to depose the
previous government. However, once secure in power, Aliyev was able to gradually get rid
of key challengers and narrow the coalition to what can be regarded as the minimum
winning size. While revenues fromoilsalesAEA 11 O BI AU A [ AET O Ol 1A
opponents in 19941995, his access and control of increasing oil revenues defidéroadly z

played a large role in his subsequent power consolidation.
5.3.4 Kyrgyzstan, 1993-1996

5.3.4.1 Political and economic environment

In Kyrgyzstan, until late 1993, President Akayev was able to keep his control as he
faced a divided opposition consisting of nonrinfluential nationalist parties and previously
discredited communist nomenklatura members. However, with deteriorating economic
ATTAEOETT O ' EAUAOGO COED 11 DBIixAO xAO xAAEAT I
ground in the parliament and challenging the president. The confrontation developed into
an open conflict after an illegal gold dealing that possibly involved Akayev was discovered
in July 1993(BBC 1993) The government was forced to resign inDecember (United Press
International 19938 ! EAUAOS8 O &I Of AO O06O0IT T ¢i AT AT A AllTU
vice-presidency. In response Akayev called a referendum of confidence in himself to January
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1994 but in the meantime co-opted two communist leaders to leading positions in the
government. He appointed former prime minister of Kyrgyz SSR Apas Jumagulov as prime
minister and the leader of the communist party Jumgalbek Amanbayev, as deputy prime
minister (Economist Intelligence Unit 1996)

The rigged referendum in early 1994 lent 96.2% of confidence vote to Akayev, who
spent the subsequent two years to consolidate his position by using leverage on
parliamentarians who depended on the executive, such as regional goveans and heads of
1 TAAT AQGAAOOEOAOh O OA(hier@ARdM) To& donfliet dgodlaked | AT O
until September 1994 when the government resigned and the parliament was called off
(ITAR-TASS 1994: Shermatova 1994¢ombined with ! EAUAOS8 O EAOAOOI AT O 1.
the dissolution of the parliament allowed the president to pass several economic reform
decrees and control both the elections to the new, smaller parliament and the
Tiulegenov, Kuban Omuraliyev).

l EAUAOGGO OOAAAOGO ET AT 1011 EAAOETI ¢ EEO bDi OE
factors, at least in the initial stages of consolidation, since it coincided with adverse
economic situation. Economic conditions worsened in 1993 and 1994, although showed
improvement in 1995 and 1996. Annual GDP per capita dropped by 15% in 1993, 20% in
1994, and 6.5% in 1995, and increased by 5.5% in 199%orld Bank 2009). It remained the
lowest among the four countries investigated in this study (World Bank 2009). Revenues
from exports of electricity were low z 11% of merchandise exports in 1995 and 15% in 1996,
more than twice smaller than in Kazakhstan and more than four times smalle than in
Azerbaijan and Turkmenistan (World Bank 2009). The minerals sector accounted for about
Yir T £ '"$0 | AOOEI 060 ET OAOOEAx x EFOEstocksAperUi AAE
capita increased from $2.2 in 1993 to $41 in 1996 at current prices and current exchange
rates, approximately three times smaller than FDI stocks in Turkmenistan, five times
smaller than in Azerbaijan, and six times smaller than in Kazakhstan(lUNCTAD 2010) The
country was also borrowing extensively: &ternal debt stocks increased from 15% of GNI in
1993 to 64% of GNI (4% of GDP in 1996 (World Bank 2009: 32; Economist Intelligence
Unit 1996).

Foreign aid inflows, on the other hand, were considerable and were easily tapped by

the CIS. In 1993, the foreign aid per capita of $34 for Kyrgyzstan was already twice larger
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than that for Azerbaijan, three times larger than that for Turkmenistan and twenty times
larger than that for Kazakhstan (World Bank 200998 )1 Yyyoh +UOCUUOOAT 8
capita of $58 was more than three times larger than that for Azerbaijan, six times larger

than for Kazakhstan, and eight times larger than for Turkmenistan (World Bank 2009). By

late 1990s, the foreiglAEA AO OEI A0 OAAAEAA 11 A OEEOA 1T &£ O
with Madat Tiulegenov). ! AAOOGET ¢ 11 661 U OI OEA cCci 6AO1T 1 Al Oh
AGOITT1TTU ET 111AOBAOU AT A EEOAAT AAAEOGEIT O A

covering large budget deficits j AOOET 060 ET OAOOEAxO xEOE : AOlL
$ETT AT OEAOQqs $AOPEOA AARET ¢ AAOOEAA O1 AAO OEA
OiTTAU &£ O AATTITTEA 1 EAAOAI EUAOETIT6h OEA A& OA
these goals due to nontransparent arrangements from donors and the lack of control
mechanisms that enabled abuse from officials who siphoned off large amounts while
AAOOUET C 100 OAEIOIO TT1TU OOCPAOEEAEAI T U jAOGO
Saldarbayeva, and anonymous presidential office department head). At the same time, part
of foreign assistance went to the burgeoning civil society and helped its development
i AOOET 080 ET OAOOEAxO xEOE "AOIi AO 400001 EOIT OA
5.3.4.2 Causal mechanism&olicies

With adverse economic conditions, tax collection remained relatively low throughout
19931996 despite improvement on the previous period, resulting in relatively large budget
deficits. While in 1991 the ratio of total revenues to GDP was 35.8% and 1992 it was 16.5%,
in 1994 the government was able to increase the ratio to 24.3%. In 1995, the revenues again
fell to 20.6% of GDP. To increase revenue, the government introduced a 5% retail sales tax
in 1994 and reduced VAT to 20%. VAT collections proed useful accounting for increasing
share of total revenues(Economist Intelligence Unit 1996: 26) However, taxes on goods,
services, income, profits, and capital gainsncreased slightly from 13% of GDP in 1993 to 14%
in 1995 but then dropped t012% in 199§World Bank 2009; Alam and Sundberg 2002: 8)
These were only slightly larger than in Azerbaijan, except in 1996, hile being almost twice
larger than in Kazakhstan (World Bank 2009). In general, from mid-1990s astoms
generated on average more revenues than domestic taxes (interview withAdylbek
Kasymaliyev,Nookat Idrisov).

The main reason for a relatively poor tax collection was the treatment of taxation as a
political tool and source of revenues for the government employees rather than a tool of

economic regulation and source of state revenue. First, tax exemptions were hightheir
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estimated cost to the budget was the equivalent of 57 percent of GDP (Alam and Sundberg
2002: 20) Agriculture was mostly exempt from paying taxes, partly for objective reasons
i AOOET 060 ET OAOOEAx xEOE : AOUI AknEd ind@had AAUAO
enterprises received various privileges and their tax arrears were toleratedn 1994, tax
arrears accounted for 4.5%of total revenue (Economist Intelligence Unit 1996: 26) Third,
OEA OA@AOEITT OUOOAI xAbh ET OEA x1 OAdeménE 11 A
dubinki) to punish opponentsj AOOET 08 0 ET OAOOEAx xEOE 3A0OCAU

State proceeds from privaization also remained insignificant. Cumulative privatisation
revenues rose from 0.3% of GDP in 1993 to only 1.4% of GDP in 14B&RD 2008) Due to
asset stripping®* and subsequent lack of enterprise restructuring, privatization of large
industrial enterprises entailed neither large revenues accruing to he state, nor increase in
started to lose comparative advantage in agricultural products largely due to chaotic
implementation of privatization: people privatized par ts of the same equipment, irrigation
systems were damaged, and new owners of privatized lands and farms decided to
AT TAAT OOAOGA 11 DOl AGAET ¢ AEAZAOAT O POT AOGAOO
Jumakadyr Akeneyev, and Kuban Omuraliyev). Nonethedss,despite not being a remarkable
indicator given the lack of reforms and decline in public sector output in the region,
privatization resulted in highest private sector share in GDP in Central Asiaz increasing
from 25% in 1993 to 50% in 199@&BRD 2008)

However, official sources were reportedly notthe only sources of revenue for the ruling
elite. In fact, according to some observers, the official budget figures represented a smaller
fraction of the real stock of fiscal resources available to the ruling elitsg AOOET 08 O ET OA
with Madat Tiulegenov, Sergey Masaulov, and Shairbek Jurayev). Resources accrued from
guasifiscal collections of various government agencies, contrived rents of regulatory
institutions, and allegedly also from illegal deals involving natural resources, such as gold
andgasoinej " " # Yyvyéh AOOEI 060 EI OAOOGEAxO xEOE * Oi

and anonymous member of parliament). Pervasive double accounting in state organizations

enterprises, such as emerging light textile industry, managed to stay outside formal ibdget

and did not pay taxes, although the relationship between these enterprises and informal

s o~ oA

AEOAAI OUOOAI EO O1 A1 AAO j AOOET 060 ET OAOOEAX

** High-tech equipment was sold mainly abroad, particularly to China and Iran.
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General government final consumption expenditure remained relatively high z it was
down from 20% of GDP in 1993 to just 18.5% in 199@/orld Bank 2009). A measure of
OAI-t00BT AEEOOS O AzGHe itotalAinddint &f EageB bhAiricaine, profits, capital
gains, goods, and services as a fraction of government spendirgshows that there was no
difference between Kyrgyzstan and Azerbgan and little difference between Kyrgyzstan and
Kazakhstan in terms of spending, with the latter spending slightly more than it collected in
OAgAO EOIT T OEA DI DOl ACEIT | AOOEI 080 AAI AOI AOE
largest cuts during 19941®5 were in capital investment, transport, agriculture, energy,
housing, and social security(Economist Intelligence Unit 1996: 26) However, wary of social
unrest, Akayev did not significantly cut social spending and in 1996 started to increase it
(Kyrgyz Radio 1996, author's interview with Sergey Masaulov) The timing of social
spending injections was also strategic; for example, in early 1996 Akayéncreased pensions
just one month before the referendum on extending presidential powers (Kyrgyz Radio
1996)

Moreover, the state maintained considerable subsidies, particularly to the large
electricity -production sector j AOOET 08 O E1T OA OOBEiamtayevx ZaylBek ! UAT /
Kudabayev, and Sergey Masaulov). This sector engaged in extensive qufiscal activities,
particularly underpricing. The energy purchased by companies close to authorities was
partially sold aboroAA AO x1 Ol A POEAAOh CAT AOAOEIT ¢ 1 AOCA
Djoldoshev). As the government made its priority to keep large industries afloat at all cost,
in mid -1994 it created Enterprise Reform and Resolution Agency (ERRA), which took under
EOO AOIi O OEA AT O1 OOUBO ay 1 AOCAOO AT OAOPOEOAC
decisions on their closure (Economist Intelligence Unit 1996: 13, author's interview with
Zarylbek Kudabayev).

Having secured his position by helping form a more docile parliament and increasing
his powers through the referendum, Akayev moved on to reverse political and economic
decentralization achieved during previous years. In March 1996, he issued a dee that
enhanced the powers of local governors who were accountable to the presidential office.
These powers included suspending decisions of local sefjovernance bodies, enterprises,
and local branches of ministries that conflicted with decisions of certral authorities (ITAR-

TASS 1996, author's interview with Zarylbek Kudabayev)He also undertook cuts in public
sector employment: whereas it @counted for 31.5% of total employment in 1995, it was

reduced to 27.5% in 1996 and to 25.8% in 199IL.O 2010) However, neither centralization,
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nor public sector cuts proved fully sustainable in the medium run and the govenment

i ARA OAl AGeET ¢ AAEOOOI AT 66h xEEAE 1T AU 1106 AA
interviews with Jumakadyr Akeneyev, Imil Akkoziyev, and Nurlan Djoldoshey.
Nonetheless, the presidential apparat became the key political decisionmaking and

coordil AOET ¢ AT Antervievhatd kil Abiofyev and Nurlan Djoldoshev ).

"U Yyyah ' EAUAO8O DPOAI EA ADPDPI ET O AT OO OAOGAA
AU OEA DPOAOEAAT 060 APPAOAT O AAOGEOA O1 ET AOAA
previously Akayev attracted technocratic elites as a counterbalance to his opponents among
Sovietera nomenklatura and means to attract foreign aid through reforms, after securing
his position and succeeding in attracting major funding from outside, his reliance on
technocrats decreaseqd AOOET 06 O ET OAOOEAx xEOE : AOUI AAE +¢

Second, the number of ethnic Russians and other Slavs in high public offices decreased.
4EEO OAmEI AAOAA OEA 31 AGEA DI bOI A Gdcbnidifioms ad @1 A O
xAl1l  AO EIT &£ O0i Al 01 ACGEOEUAOGEI 16 bDil1EAEAO8 4E
dependence on Russia economically because once Western aid substituted grants from
Moscow, Kyrgyzstan was able to diversify its trading partnerqRazgulyayev 1994, author's
interview with Sergey Masaulov; ITARTASS 1995) In addition, Akayev was now less
dependent on the support of ehnic Slavic population than in his early years in office.

According to official sources, 150,000 Russians and 50,000 other Slavs had left Kyrgyzstan

AU Yyyih OAAOAET ¢ OEA AT O1 OOU8O 31 AOGEA bl pOI
ethnic Russians(ITAR-TASS 1994)Nonetheless, the ruling elite was cautious not to alienate

the remaining Russian and other Slavic population, for political considerations and the
purposes of retaining highly-skilled labour. The authorities tried to retain some ethnic

balance in public appointments and made Russian the second official language in areas and
workplaces where Slavs were in a majority, making Kyrgyzstan the first FSU country to

grant great rights to its Russian minority (United Press International 1994, author's
interview with Kuban Omuraliyev; ITAR-TASS 1995)

Finally, while initially the ruling elite ensured some degree of balance among politicians
from northern and southern regions, from mid-1990s on the ruling elite started to promote
iTOA AAAOAO &EOIT 17T OOEAOT OACEITO OiI ETAOAAO.
with Kuban Omuraliyev, Madat Tiulegenov, and Sergey Masauloy. However, the extent of
regionalism or clan-related appointments was far from making regionalism and clans

defining features of the political system and was never as high as during the tenure of
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l EAUAOGGO OOAAAOOT O TAAIAOGIT4IAI irt@etrONRIH MBeOURE |
Tursunkulova, Madat Tiulegenov, Nookat Idrisov, Kuban OmuraliyeV). The alleged system
I £ OATTEIC Cci OAOT T AT O DPi OEOCEIT O Al O OOAOOAA
Madat Tiulegenov), apparently both to raise funds for the ruling elite and to tie the
AT 1 OET OAOEIT OOEI EOU 1T &£ OEA ADDI(sed Rodinkon @id OE A
Verdier 2003).Having consolidated his position, Akayev undertook a major anticorruption
drive in which many government officials were sacked or reprimanded.

While in previous years state coercion was low, by midl990s it increased. From
1994, the government banned several amtfjovernment newspapers using criminal libel
proceedings, including popular Politika and Res Riblika (United Press International 1994;
Economist Intelligence Unit 1996). Although no political or extrajudicial killings or
disappearances were recorded, imprisonment on political grounds and torture were
observed (Department of State Dispatch 1996; Cingranelli and Richards 2008) The
journalists from Res PublkaAAAAT A OEA AT O1 OOU8O MEEOOO bil

dissolution of the Soviet Union (Economist Intelligence Unit 1996: 8)

5.3.4.3 Regime outcomes

By 1996, Aayev was able to significantly consolidate his power. The presidential
DI xA0OO xAOA AT 1 OEAAOCAAI U A@OAT AAAh xEEI A OEA
Opposition parties and leaders were marginalized, although not to the same extent as in
Turkmenistan, Azerbaijan, and Kazakhstan. Although containing many elements of
autocracy, the resulting political regime was hybrid. Slight to moderate limitations on
DOAOGEAAT 060 PI xAO xAOA OAOAET AA AT A DPi 1 EOQGEAAI
5.4 Similarities and differences in causal mechanisms

Table 5-2 provides a summary of similarities and differences in outcomes causal
mechanisms and regime outcomes. It shows three patterns. First, the resourepoor
Kyrgyzstan regime outcome provides preliminary corroboration to the resource curse
thesis. Second, although the regime outcomes roughly confirm the prediction of therentier
state theory and resource curse hypothesis, the causal mechanisms did not follow the
predicted pattern. Finally, despite roughly similar amount of oil revenues, the regime
outcomes in Turkmenistan, Kazakhstan, and Azerbaijan were different. The following

subsections examine the differences in each causal mechanism.
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5.4.1 Revenues

Although tax collection in all four countries remained relatively low, their revenue-
side fiscal policies exhibited several important differences. First, while the rates of taxes on
goods, services, income, profits and capital gains remained relatively unchanged in
Azerbaijan and Kyrgyzstan, it decreased in Turkmenistan and Kazakhstan. Second, while
collection in Turkmenistan decreased relative to previous years, in Kazakhstan and
Azerbaijan it showed small improvement. Figure 5-1suggests hat these taxes were larger in
Kyrgyzstan in terms of GDP than in the other countries. However, an alternative measure
taxes as a fraction of government spendingz does not suggest a significant difference
between resourcerich Azerbaijan and Kazakhstanand resourcepoor Kyrgyzstan (Figure
5-2).

Figure 51 Taxes in % of GDP, 19941999
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Third, the four countries adopted various degrees of changes in their taxation
systems: while Turkmenistan and Azebaijan made minor changes, Kyrgyzstan and
particularly Kazakhstan modernized their taxation systems further, largely to attract further
FDI. Fourth, whereas Kazakhstan pursued aggressive privatization and accrued large
revenues from the process, the degre of privatization in Turkmenistan, Azerbaijan and
Kyrgyzstan remained low (Figure 5-3). Finally, although all four countries had extensive tax
bribery, its degree in Azerbaijan was about twice higher than in Kazakstan and Kyrgyzstan
(EBRD 1999; Tanzi and Tsibouris 2000)
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Table 5-2. Outcome Variables, Regime C onsolidation Stage

Increased public

Lowered taxes? Increased spending? employment? Increased coercion? Regime outcome
Turkmenistan predicted: no; actual: predicted: no; actual: predicted: no; actual: mixed predicted: no; actual: unlimited
mixed mixed yes autocracy

Kazakhstan predicted: yes; actual: no  predicted: yes; actual: no  predicted: yes; actual: no

Azerbaijan predicted: yes; actual: no  predicted: yes; actual: predicted: yes; actual: mixed
mixed

Kyrgyzstan predicted: no; actual: no predicted: no; actual: predicted: no; actual: no
mixed

predicted: yes; actual:

yes

predicted: yes; actual:

yes
predicted: no; actual:
yes

mild autocracy

moderate
autocracy
hybrid

Noted OO0 OAAEAOAAGS OOAIirenter stk tbeor) anddshutch QulséhyfAOE DER O 8 §

163




Figure 5-2. Taxes as a Fraction of Total Government Spending
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Figure 5-3. Privatisation Revenues (cumulative, in per cent of GDP)

Source EBRD2008.

5.4.2 Spending

Four similarities characterized the government expenditure policies across the
four countries. First, all four countries maintained similarly high levels of social
spending, although Azerbaijan increased its spending while Kazakhstan decresd it in
comparison with the previous period. Second, tax expenditures remained roughly at the
same medium levels. Third, all four governments maintained considerable quasfiscal
activities by state enterprises. Kazakhstan also induced multinational compnies to

undertake large quasifiscal projects in various localities in return to tax privileges.
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Finally, public sector wages remained low across the four countries, inducing corruption
among public sector employees.

At the same time, the four governments had several differences in their
expenditure policies. First, the total government expenditure varied across the four
countries. In GDP terms, Kyrgyzstan maintained a significantly larger public spending
than each of the three oiktrich countries (Figure 5-4). Using an alternative measurez
public spending was roughly similar (Figure 5-5). These findings challenge the resource
AOOOA 1 EOAOAOOOABO EUDI OEAOGEO 11 OEA DI OEOD

abundance and government spending.

Figure 5-4. General Government Final Consumption Exp enditure (% of GDP)
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Second, although the extent of cuts in official capital investment was similar across
OEA »mi 00 AT 01 OOEAOh +AUAEEOOAT 60 ci OGAoTi AT O
O OAI T AAOA OEA AT O1 OOUB O A AptBeOfAdr covBttidsi ! 1 i
differed in the amount of transfers and subsidies to households: while Turkmenistan
maintained high levels of such transfers and subsidies and Azerbaijan and Kyrgyzstan
maintained medium-to-EECE 1 AOA1T Oh + AUAE E Gidies ldécibed @O AT O £
medium. Similarly, and fourth, Kazakhstan cut subsidies to state enterprises, while
Turkmenistan maintained its high subsidies and Azerbaijan and Kyrgyzstan their
medium-to-high subsidies to the public sector enterprises. Finally, a larg humber of
refugees and IDPs in Azerbaijan should be taken into account as well because their

maintenance was subsidized by the government spending.
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Figure 5-5. Government Spending Per Capita, 1993 -1999
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5.4.3 Public sector employment and appointments

Downsizing in public sector employment varied across the four countries: the
extent of cuts was minimal in Turkmenistan, moderate in Azerbaijan and significant in
both Kazakhstan and Kyrgyzstan Figure 5-6). Accordingly, private sector share in GDP
became high in Kazakhstan and Kyrgyzstan and medium in Azerbaijan, while remaining
small in Turkmenistan (Figure 5-7). The fact that Turkmenistan and Azerbaijan lagged
behind Kyrgyzstan in cutting their public sector employment lends credence to the
resource-curse literature hypothesis that resourcerich countries will maintain larger
government employment. However, the fact that public secbr employment in resource-
rich Kazakhstan was similar to that in resourcepoor Kyrgyzstan and smaller than in
resourcerich Azerbaijan despite similar size of oil revenues challenges that hypothesis,
inviting a closer look and possibly its modification.

There were similarities and differences in patterns of public appointments and
reshuffles. First, after having secured their rule, the ruling elites in all four countries
began to narrow the size of their coalition. This narrowing followed the minimum -
winnin g coalition logic (Riker 1962; Jowitt 1975)where the lieutenants who were
previously instrumental in either bringing the leader to power or helping him to
establish his rule otherwise, but who also had high political ambitions and substantial
Al AEi 6 O1T bDilEOEAAT AT A AATTTITEA OAOI OOAAO
manoeuvres that capitalized on the failure of collective action among these cadres. The
ensuing personnd reshuffles, however, were different in scopez with the leaders in

Turkmenistan and Azerbaijan purging more and harsher than in Kazakhstan and
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Kyrgyzstan, probably reflecting lack of constraints on the leader, which indicates the
endogenous nature of therelationship between political regime and reshuffles>

Second, the degree of regionalism in public office appointments also differed,
xEOE ! UAOAAEEAT 60 O0OOIETC Al EOA AEODI AUET C
counterparts in the other four countries.

Third, the degree of ethnic balance in public appointments differed across the
AAOGAOh xEOE +AUAEEOOAT AT A +UOCUUOOAT B30 Al E
relation to Russian minorities, although to a much smaller extent than in previous yeas.

Finally, the degree of incorporation of non-communist technocrats into
Ci OAOT T AT O PI OEOCEIT T O Al O AEAEEAOCAA AAOTI 00 C
attracted younger-generation technocrats and new business leaders to government
posts, the leader$ip in Turkmenistan had very few technocrats, with Azerbaijan being
somewhere in the middle. In Kyrgyzstan, the number of technocrats decreased relative

to previous years, while opportunistic business leaders gained more ground in the

parliament.
Figure 5-6. Public Sector Employment, 1995 -1999
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%5 Also, rotation of cadres in Azerbaijan and Kyrgyzstan was slower than in Kazakhstan and Turkmenistan.
167



Figure 5-7. Private Sector Share in GDP, 1993-1998
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5.4.4 Coercion

Coercion was characterized by four patterns. First, spending on coercion
remained relatively higher in Turkmenistan than in Azerbaijan, Kazakhstan, and
Kyrgyzstan. However, official figures may poorly reflect the real situation. Second, actual
repression remained highest in Azerbaijanand lowest in Kyrgyzstan igure 5-8). This is
a mixed finding. On the one hand, it shows that the leadership in resourcerich
Turkmenistan, Azerbaijan, and Kazakhstan were on average more repressive than the
ruling elite in resource-poor Kyrgyzstan. This confirms the resource curse hypothesis on
the role of coercion. On the other hand, it shows that coercion is not be the function of
oil abundance alone since the ruling elite in the relatively less wealthy Azerbaijanwas
more repressive than its counterpart in the better-off Turkmenistan. Third, although the
governments in all four countries tightened political participation, the competitiveness
of political participation varied across the four countries with Turkmeni OOA 1
authorities suppressing political participation of any alternative group while Kyrgyzstan

remained the most liberal. Finally, key repression target categories varied from country

to country.
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Figure 5-8. Repression, 1992-1999
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5.5 Conclusion: sources of differences

5.5.1 Natural resource wealth or non-tax revenues?

Oil and gas revenues were an important factor in political regime consolidation
in Turkmenistan, Kazakhstan, and Azerbaijan. As these revenues flowed directly to the
largely opaque government coffers, they increased fiscal resources available to the ruling
elites, contributing to their bargaining power domestically and internationally, helping
soothe redistributive pressures, and enhancing their coercive capacity. In terms of
public spending, the governments in the three countries were able to maintain medium
to-high level of social spending, subsidies to state enterprises, tax expenditures, and
guasifiscal activities by state and private enterprises. This contributed to maintaining
weak constraints on the executive and contributed to low political participation. In
terms of public employment, in Turkmenistan and Azerbaijan the oil and gas revenues
allowed the govenments to maintain large public employment. In all three oil -rich
countries, relatively many and lucrative government jobs increased rentseeking and
Al i DPAOGEOGEIT & O POAI EA 1T £Z£EAAR OEAOAAU ETAC
Finally, oil and gas revenues contributed to maintaining robust coercive apparatus that
were likely to discourage any dissent.

However, it is easy to overstate the role of oil revenues at the detriment of a
more nuanced explanation. For one thing, the size of revenues fromoil and gas
production does not provide sufficient explanation of the similarities and differences in
causal mechanisms and regime outcomes across the four cases because the state coffers

in all four countries also received varying amounts of other nontax revenues, whose
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effect on taxation, spending, public appointments, and coercion can hardly be
empirically separated from that of oil and gas rents. Whereas Azerbaijan and
+UOCUUOOAT 60 OAT OO0 mOii 1T OEAO 1T AOOOAI OAOT O
OAT OO0 OAI AETAA O1T OCEI U O1 AEAT CA Aoil Aingkals + AUAE
increased over time. These confirm the findings of the previous chapter that other

primary commodities, such as cotton or some minerals, might have effects similar to

that of oil (Ross 2001, 2001They also suggest that resource diversity, i.e. the reverse of
dependence on single primary commodity, might not necessarily lead to less autocratic

regime as implied by some scholars of resource curs¢Dunning 2008).Similarly,
Azerbaijan and especially Kyrgyzstan also received relatively large foreign aid.
+UOCUUOOAT 80 Al O&E trke tilds farger ik Per dapita tdrdsiti@an that

of Azerbaijan and more than five times those of Kazakhstan and Turkmenistan Figure

5-9). This lends some credence to the view that foreign aid as well as oil can have

negative effect on political regime (Morrison 2007).

Figure 5-9. Foreign Aid Per Capita, 1992 -1998
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Patterns of taxation in the four cases during the considered period illustrate the
limitations of relying only on the measure of oil and gas revenues as an independent
variable. They also challenge the prediction of the resource curse literature, according to
which resourcerich countries tax their populations less than resourcepoor countries.
First, while taxes on goods, services, income, profits and capital gains remained highest
in percent of GDP in resourcepoor Kyrgyzstan, they were closely followed by resouwe-

rich Azerbaijan, except in one year- 1996 Figure 5-1). Second, despite similarity in the
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amount of oil rents per capita between Kazakhstan and Azerbaijan, collection of these
taxes in Azerbaijan was twice large than in Kazakhstan in percent of GDP. Third, an
alternative measure 7 taxes on goods, services, income, profits and capital gainper
capita, which can arguably be a less biased measure than the one with GDP in the
denominator z reverses the picture Figure 5-10: Kyrgyzstan had the lowest per capita
tax collections and Kazakhstan, the highest. One way to interpret this is to say that
higher resource rents can have spillover effects, therefore inflating the amounts of
AT11 AAOAA OAgAONn EZAZ O0ih Al AAANOGAOGA 1 AAOGOOA
effects. Another view can complement this: other nontax revenues can also have an
effect on taxation. In addition, this highlights the susceptibility of the tests of resource
curse hypothesedo different operationalizations of key variables.

Nor did the patterns of changes in government spending uniformly follow the
predictions of the rentier-state theory and resourcecurse literature. For example, at the
time of increasing oil revenues, the government in Kazakhstan reduced its total
spending. Although it maintained the same level of social spending, it simultaneously
cut transfers and subsidies to households, subsidies to state enterprises, and tax
expenditures. Smilarly, the government in Kazakhstan also undertook considerable
downsizing in the public sector employment. This points out the role other structural

and institutional factors have played along with oil.

Figure 5-10 Taxes Per Capita, 1994-2001
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5.5.2 Geography of oil production

As the governments in Kazakhstan, Azerbaijan and Turkmenistan engaged in
negotiations with multinational oil companies and Kazakhstan also undertook
privatization of its oil assets, the factor of different geographies of oil and gas production
came to the forefront. In Azerbaijan, the political capital Baku is also the center of oil
production z all major oil fields are in close proximity to Baku and under full control of
the elite in power. In Turkmenistan, the gas basin covers most of the territory of the
country, the average distance from the capital Ashkhabad to separate production
centers is 300 kilometers and Ashkhabad is located conveniently in the middle (see Map
lin Appendix). Such relative proximity to production centers and historical control of

OEA TEI AT A GCAO OAAOI O Au OEA Ai O1 OOUGO Al E

Qu

control of these regions.

In Kazakhstan, on the other hand, oilproducing centers are scatteed in the
western part of the country, about two thousands kilometers away from both former
capital AlImaty and new capital Astana (see Maplin Appendix). This entailed a different
dynamic in mid-1990s as the ruling elite had to make some concessions the so-called
oil barons and regional elites from western regions who previously had a near monopoly
over the oil and gas fields and were not content to give it away(Jones Luong 1999;
Hoffman 2000). Both elites and populations in these regions expressed discontent at
fiscal equalization mechanisms and oil barons were able to delay the sectoral
privatization process (Najman et al. 2005; Jones Luong 1999As the government had to
AE£ZEOOA 1 DDIT OEOEIT I ]| Ei pI AT AT OAQET T 1T A&
multinational oil companies and to keep oil and gas production in full swing, it initially
conceded by allowing some, albeit small, degree of fiscal autonomy, making relatively
larger spending allocations for these regions, and encouraging multinational oil
companies to engage in multiple quasiEE OA Al AAOEOEOEAO ET OE?Z
interview with Oraz Jandosov)(Najman et al. 2005) It responded by force as well by
dismantling Kazakhstanmunaigaz, the state holding companyi AEAOCA 1 £ OEA
oil and gas industry in 1997. However, as privatization of the energy sector did not
accrue as much revenue as the government expected, in late 1997 Nazarbayev appointed
one of the oil barons Nurlan Balgimbayev as Prime Minister vith the task of re-
considering pending contracts with multinationals and slowing down privatization
(Jones Luong 1999)

In sum, whereas the leaders in Azerbaijan and Turkmenistan did not encounter
any opposition from energy sector elites or regional leaders and ppulations in energy-

producing regions, existence of such challenge in Kazakhstan constrained the ruling
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Al EOAGO AAT OOAI EUAOETIT AT A OACEI A AiTOIIlEA

regulation of political participation than in Turkmenistan and Azerbai jan.

5.5.3 Spread of Alternative Elites
Preceding political turbulence, regime transition and elite change continued to
have an effect on political regimes in Azerbaijan and Kyrgyzstan. In Kyrgyzstan, despite
Akayev regime consolidating efforts were hampered  continuing presence of a sizeable
opposition, particularly from former Soviet-era nomenklatura. Previous liberalization
also created relatively burgeoning civil society and autonomous mass media.
l UAOAAEEAT 8O0 DOAOET OO0 ET Ol Ihdddeb AndCorieET  x A
experimentation with democracy had a lasting effect on political regime consolidation,
Al OET OCE OEA xAO 1 ACAAUGO AEZEAAO xAO 11 O0A Al
was able to subdue most of the influential political groups that had emerged in early
1990s, they still formed opposition parties with numerous civil society satellites and
i AAEA 1T 001 AOO AT A AAOGAA AO AT 1 OOOAET OOh EIT x
hand, the ruling elite learned to use the frozen conflict with Armenia as an ideological
pretext for centralizing and solidifying its power. In addition, the large IDP population
of over 800,000 peoplez making Azerbaijan the country with the largest number of
IDPs per capitaz was practically voiceless, since it was deendent on the government
for living, and was manipulated by the ruling elite, particularly during elections. Finally,
the legacy of instability made privatization and financial sector reform unattractive to

the ruling elite.

5.5.4 Russian Minorities and Depend ence on Russia

Despite the departure of many Russians and other ethnic Slavs from Kazakhstan
and Kyrgyzstan, the remaining communities still formed relatively large minorities in
both countries. In Kazakhstan, some Russians who left in early 1990s, returdeafter the
AT 01 bous o AAITTTEA AAATETA xAO OAOAOOAAS
+AUAEEOOAT 80 bl DO AOQET 1 (KazakhktaniStateEStatisticakAgediayr  E 1
2000). In Kyrgyzstan, Russians made up 18% of the population in mid990s, down from
21.5 in 1989Economist Intelligence Unit 1996). While authorities in both countries
pursued subtle and sometimes overtnativization policy, the presence of such large
COi OPO AxEEEI EAOAA xEOE OEA DPi xAO&OI EET OO0A
domestic exercise of power. Both countries depended on Russia poidally,
economically, and militarily. Russian authorities, in turn, were not enthusiastic in
El OOET ¢ 1 AOCA ¢cOi OPO 1T &£ 2000EAT EIi i EGCOAT OO
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resources, despite the official rhetoric of supporting compatriots abroad used by arious
elites in their domestic political struggles (King and Melvin 1999). Previous political and
economic liberalization that emboldened pressures from these communities, although
OAAETI AA AU OEA OOAOAOGE cOi xET ¢ AAPAAEOUR 11
AEREAAOAA OEA OOl ET ¢ Adattei@f &hé ec@n@vic liBehalizaidnd T ET O
programmes. In the case of Kazakhstan, it also entailed subsidies to the Russian
dominated industrial sector (BBC 1994) The sizeable Russian minority may have been
one of the contributing factors to rapid privatization as well, since the ruling elite
strived to transfer many industrial resources from under control of Russian managers
AT A x1I OEAOO O1 AOETEA +AUAEE CcOI OPO 11T UAI O
Rustam Kadyrzhanov). The ruling elites in Turkmenistan and Azerbaijan did not have
such issues.
The extent of dependence on Russia also remained a factor that had different
effects across the four countries. With the inflow of oil revenues, Azerbaijan and
Kazakhstan as well as Turkmenistan grewless dependent on Russia economically.
Paolitically, however, Kazakhstan remained more dependent on Russia, given its ethnic
make-up, extensive border with Russia, and perception of demographic and political
threat from China that called for a counterbalanAET ¢ OEOI OCE OAl UET C
support. Kyrgyzstan was similarly dependent on Russia, although to a lesser extent than
ET OEA Eiil AAEAOA AZEOAOI AOE T £ OEA 31 OEAO 51 E
The cases of Turkmenistan and Azerbaijan were different. While all CIS
counODOEAOG 1T xAA 2000EA Ha AEITEIT ET AAAOHh ! U
minimal. In the case of Turkmenistan, the dependence was mutualz Turkmenistan
AAPAT AAA 11 2000EAT PDPEPAIETA TAOxiI OEh xEEI A
to meet its domeOOEA AT A A@gbi 000 1 AAAO8 400EI AT EOO.
avoided CIS structures. In the case of Azerbaijan, although its relations with Russia
OAT AET AA OOOAET AAnh OEAU xAOA 1 OAE 1 AOO OAT OF
Russia supportdd ! Of ATEA [ EI EOAOEI U AT A AEAI T AT CAA
status of Caspian Sea. In addition, Russian authorities also accused Azerbaijan of
providing safe haven for Chechen fighters. Despite these, Aliyev was able to buy off
Russia by givingRussian oil companies bigger stakes in oil consortia, making Azerbaijan
a CIS member and providing Russia with control over a strategically important radar
OOAOGETT ET ' AAAT A ET OEA 1T100E 1T &£ OEA AT OT ¢
stance on Mountainous Garabagh during OSCE summit in Lisbon. Russian authorities

also extradited Aliyev opponents who fled persecution(Musabekov 200Q.
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6 Ordinary and Extraordinary Times

6.1 Introduction

Once the ruling elites consolidated their power, the political regimes in

l UAOAAEEATh +AUAEEOOATh +UOCUUOOATh AT A 4060

In the oil-rich countries, the regime stability was boosted by favourable economic
climate that was largely due to considerable FDI in their energy sectors, increase in
production of oil and gas, and rise of oil and gas prices. In conjunction with the effects
of previous policies, this rise in oil revenues also helped the ruling elites in these
countries further weaken potential sources of challenge, such as regional elites and
ethnic minorities. In Kyrgyzstan, significant inflows of foreign aid provided the means of
sustaining regime stability and underpinned its autocratization. After a period of
relatively tranquil routine, however, each ruling elite faced a challenge that emanated
from either a looming succession crisis or alternative elites, or both.

The following section provides a brief theordical framework to understand the
similarities and differences in elite strategies across the four countries during their
Ol OAET AU AT A OAQDOOAT OAET AOUS OEI A0G8 4EA
analyze the differences in causal mechanismsrking oil wealth to regime outcomes in

comparative perspective. | conclude with an examination of the sources of differences.

6.2 Theoretical framework

This chapter argues that oil wealth was an important factor behind regime
stability and then relatively smooth successions and autocratic regime survival in oH
rich Azerbaijan, Kazakhstan, and Turkmenistan and that the lack of such resources
contributed to the downfall of the autocratic regime in Kyrgyzstan.

Table 6-1 Explanatory Variables, Ordinary and Extraordinary Times

Spread of
alternative External
Oil revenues elites legitimation*

Turkmenistan 19952007 high low medium
Kazakhstan 2000-2007 high medium medium
Azerbaijan 19982007 high medium medium
Kyrgyzstan 19972005 none high high, then low
* External legitimation can be both exogenous and endogenous i.e. while it can be due to a
AT O1 OOUBO bDbi OOAOGOEIT T &£ TEI AT A GCAO OAOI OC

factors

While foreign aid helped the ruling elite in Kyrgyzstan to become autonomous

from its society, it was not enough to make the ruling elite too powerful. Given the
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consequences of the previous economic decline and its inability to cope with them on its
own and provide for the society, the Kyrgyz state had to allow a relatively free economic
environment. This factor and foreign aid contributed to sustaining relatively liberal
policies that allowed the emergence of large opposition groups and semautonomous
and autonomous business elites. During the 2005 parliamentary elections, the challenge
posed by these groups actualized to an extent that forced Akayev to flee the country and

his autocratic regime to break down.

However, as in the previous periods, the size of oil ad gas rents cannot alone
account for the differences in causal mechanisms and regime outcomes its effect is
likely to be refracted by other structural and institutional factors. While the path -
dependent policies of the ruling elites in Kazakhstan and Azebaijan resulted in the
weakening of other constraints z such as the Russian minority and regional elite
resistance in the case of Kazakhstarz other developments, each different in different
countries, allowed the emergence, however temporarily, of altermtive elites, whose
DOAOGAT AA AAOAA AO A AT 1 OOOCAET O 11 OEA O0OIE
hypothesize that the costs of patronage and costs of coercion rise with the spread of
alternative elites. The larger are these costs relative to govement revenues and its
political -administrative resources, the more is the ruling elite constrained and the
milder will the regime outcome be.

4EA O OAET AOU OEIi AGS6 CAI A E Goil AdaligBA OAT O
formation and consolidation games in three related ways. First, unlike in the previous
periods, the leader (the ruling elite) does not face a continuous explicit challenge from
disenfranchised citizens, selectorate or winning coalition members. The regime lives in
I AAARO AT A AT OAET ET AOI AAT A U-geAchalivA, IsizAdDd, 8 4 E /
DOAI EA AipiTui AT 6h AT A AT AOCAEIT bHI1EAEAO 0O/
stability. The leader is evan more powerful than during consolidation as the resources at
his disposal allow him to use them for discretionary patronage and coercion as well as
DOAT EA Ci1TAO0O8 4EA ETAOI AAT 0860 bPi xAO @ A£O000
seizer controlling not only resource rents but also access to and provision of various
other rents (Buchanan 1980; Ross 20l OOAE AO O AAuly Gr@beé Bofisa OAT O
2005)

Second, the minimum-winning coalition logic (Riker 1962; Jowitt 1975)

described in chapter 3 and 5, prompts even further concentration of the winning
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AT A1 EOET 18 4EA OAOT OOAAO AO OEA 1 AAAAOBO AEC
to regularly adjust the size of his winning coalition to just about the size to stay in
pi xAOh AOO Oi Al1 ATi1 O6CE O 1| AgQEI EUA AAAE Al
associated with membership in the ruling elite. This may seem countefintuitive in the
context of oil-rich states, which can theoretically afford the leader to sustain a larger
coalition; however, the empirical evidence suggests the opposite.

However, the implicit challenge to the ruling elite and possible the political
regime develops over tme and actualizes during critical political events, such as
succession periods, either from the marginalized selectorate members or winning
AT AT EOETT 1 AIT AAROOGh 1TO AT OE8 ' O OEEO DI EIT Oh
resources and the strength of alternative groups, which also reflects the previous

political and economic policies, affects the regime outcome.
6.3 Casestudies
6.3.1 Turkmenistan, 1995 -2007

6.3.1.1 Political and economic environment
Despite an unprecedented march of protest against poor living conditons by
around a thousand people in July 1995, which was crashed by the authorities, the
autocratic regime in Turkmenistan remained stable (Shermatova 1995; Ochs 1997)
Having consolidated his power and facing little resistance from the society and virtually
eliminated elites, President Niyazov engaged in further centrdization of all political and
economic decision-making in his own hands and presided over an increasing cult of his
PAOOI T Al EOU8 400Ei ATEOOAT 80O EECEI U AOOI AOAOQE
Initially, the previous mismanagement of economic policy resulted in economic
decline, exacerbated by the Asian financial crisis in 1997. IMF suspended its loan
agreement with the country due to its balanceof-payments crisis in 1996(EIU 1996)
External debt situation deteriorated in 1997 and 1998 as Turkmenistan had external
assets amounting to $1.3 billion in arrears owed byUkraine, Georgia, Armenia,
Azerbaijan, Iran, Kazakhstan, Uzbekistan and Russian gas company lItera, leading even
to arrears in payment for expansive government construction projects(Pomfret 2001)
GDP contracted both in 1996 and 1997. The government acknowledd the need for
AATTTTEA OAZE Of AU BOAAPARGEING I EAOGDI COAIT A EI
1999 was incorporated into the presidential socieeconomic development program

(Pomfret 2001) But the program remained in rhetoric only. Starting in 1998 the
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economy started to grow and increased by an average of 14.6% between 1998 and 2007
owing largely to increased gas production and favorable world price§EBRD 2008)

Gas and oil extraction and export was not without problems. First, the pipeline
network inherited from the Soviet Union led only to former Soviet republics, which
themselves were experiencing economic decline in miell990s and accrued large debts,
especially Ukraine. Many transactions were made in barter. This pipeline network also
made Turkmenistan dependent on Russia for exporting its gas. This prompted the
government of Turkmenistan to search for alternative routes and in 1997 it started to
export gas to Iran through a small pipeline in the south. However, the amount of gas
transported via this route was insignificant and realization of other pipeline building
projects was problematic due to adverse international environment, such as the war in
Afghanistan, and US pressure to commit to an alternative route through the Caspian
and the Caucasus to Turkey(Lubin 1999; Pomfret 2001) In addition, the erratic style
with which Niyazov approached oil and gas deés deterred foreign companies from large
investment (EIU 1996)

Despite these problems, however, gas and oil production steadily rose from 1999
to 2007. Throughout early and mid-2000s, Turkmenistan managed to streamline its gas
exports, including through Russia (Grib and Gudkov 2006). Oil and gas rents per capita
rose from 477 USD in 1996 to 4359 USD in 20G6more than twice of that in Kazakhstan

andthreete i AO i1 OA OEAT OEAO EI ! UAOAAEEAT | A

(@}
(@)
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World Bank 2009 and Ross 2009). As cotton export revenues steadily declined in late
1990s, dependence on gas production also rose already in 1996, gas production

accounted for aimost 60% of GDP(EIU 1996; Lubin 1999)

6.3.1.2 Causal mechanism&olicies

Perhaps due to relative increaseof tax revenues over time, the government
neither initiated a serious tax reform, nor pursued significant privatization. First, taxes
relative to GDP increased from 9.1% in 1995 to 18.7% in 1998, mostly due to gas exports
(Tanzi and Tsibouris 2000) Second, the government did not attempt to reform the tax
system: progress on tax reform between 1992998 was very little and lowest among FSU
countries (Ebrill and Havrylyshyn 1999: 10; Tanzi and Tsibouris 2000: 17Third, unlike
ET +AUAEEOOAT h 400EIi ATEOOAT B8O cCci OAOTIT AT O Al
the entities that were privatized were mostly small enterprises in consumer services and
retail trade and the cumulative privatization revenues increased from 0.2% of GDP in
1996 to only 0.6% of GDP in 2005 (author's interview with a former government official;

EBRD 2008b; Pomfret 2001)4 E A

I &1 6ou Ai 1 Gl BAA OI EA O
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transition indicators on large-scale privatization, smallscale privatization, and
enterprise restructuring (EBRD 2008)

$AOPEOA OEA Ci1 OAOT 1 AT 6060 ET AOAAOET G AAEI
up of spending arrears, mostly in paying wages and pensions, had become chronic
(Global Witness 2006). Over the period of late 1990s and early 2000s, the gernment
cut down spending in healthcare and education. However, the government embarked
on a statist development strategy that featured large infrastructure investments of
dubious quality and import -substituting industrialization (Pomfret 2001; Saboniddelf
2004). Infrastructure projects consisted mainly of grandiose construction, such as an
environmentally disastrous construction of a large lake in the Karakum Desert to
improve agriculture (Pomfret 2001) Industrial investments in Turkmenbashi oil refinery
and creation of a cotton textile industry failed to produce desired outcomes, but sapped
huge government funding.

Spending on state enterprises gradually increased. i\ estimated 21 percent of
GDP was spent on oil and gas subsidies, largely to state enterpriséSabonisHelf 2004).
State enterprises also benefited from implicit subsisies as the were able to borrow
AAOT AA O1T AAO Cci OAOT i AT O COAOAT OAA AT A OEA A
this (author's interview with a former government official 2010). They also continued to
benefit from widespread tax exemptions. Extrabudgetary spendirg remained vast and
untransparent, largely from the funds controlled directly by the president and those
under state enterprises and by the second half of 2000s could be as large as four times
those indicated in the state budget (International Monetary Fund 1999; Pomfret 2001;
EIU 2008). The practice of awarding large project contracts or other privileges to large
contracts in exchange for undertaking social projects gained momentum(Pomfret 2001:
171) The confusing two-tier public finance system remained highly untransparent
(International Monetary Fund 2004: 14) Finally, as some longterm observers suggest,
given its tight control over the country and neighborhood with Afghanistan and
Uzbekistan, the ruling elite must have also benefited from trafficking of drugs, arms,
and WMDs (McKay 2004; Lebedev Q02; Volkov and Sariyev 2005; Kurtov 2003;
Shikhmuradov 2006).

The government continued to provide most of the employment in the public
sector and kept unemployment low. Private sector was kept small at about 10%,
predominantly circumscribed to retail tr ade, but even in private sector the government
OAOAET AA A OOECEOGe O AiT1 0011 AipiiTuiAlT O |
parliament; US Department of State 1999; EIU 2008). Entrepreneurship flourished in

shuttle trade amounting to an estimated 18620% d official trade in 19992000, but this
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remained limited (Pomfret 2001) Agriculture continued to be the largest employer
providing around 50% of jobs throughout 2000s (EIU 2008). Despite the nominal
autonomy, farmers, as in the Soviet period, remained highly dependent on state orders
and depended on state subsidies for gsential inputs (Pomfret 2001) Official wages in
the public sector remained low, continuing to fuel corruption.

00AOEAAT O . EUAUI 660 OOUI A T &£ POAI EA ADDI
rotation of cadres on the national and regional level, more frequent ove time,
particularly after 2000 (ICG 2004). In 1996, he fired one of his last potential rivals, the
governor of Mary provicnce Kurban Orazov, on corruption charges. In 2002 alone,
Niyazov hired and fired three Central Bank chairmen (Global Witness 2006) Most
firings were followed by arrests, precluding the formation of a large group of disgruntled
former top officials (Zygar 2005)

The government used a diverse set of coercive tools to not only control piolic
dissent, but also to preempt it. The opposition was prohibited by law. The July 1995
protest resulted in 200 people (one fifth of all participants) being arrested (Shermatova
1995; Lubin 1999)The Ministry of National Security and the Ministry of Inte rnal Affairs
continued to engage in omnipresent surveillance of the population and limiting both
international and domestic travel, especially by remaining journalists, civil society
activists and former government employees.Coercion tools were variegated ranging
from destroying the house of an antirgovernment journalist through placing an activist
into a psychiatric facility to outright arrest and some instances, disappearance(Zygar
2005; ICG 2004) Several Turkmen dissilents residing in CIS countries were kidnapped
and brought to Turkmenistan for trial (EIU 1996) In 2002, Niyazov allegedly staged an
assassination attempt on himself. Former foreign minister Boris Shikhmuradov was
indicted with organizing the assassination attempt and put into prison for life when he
returned to Turkmenistan in exchange to freeing his detained relatives. Hundreds of
people were arrested and 46 convicted after show trial{Zygar 2005; Global Withess
2006). Similar purges were conducted again in 2005 when Niyazov got rid of two close
associates, vicepremier Rejep Saparov and oil and gas industry head B
Gurbanmuradov, who were subsequently received long prison sentencg@ygar 2005)

Coercion, however, was not limited to the political realm. For example, even
physicians, like most other people, were sent into fields to gather cotton in autumns
(Global Witness 2006). Since 1998, no graduate degree AEOEAO | AOOAQS6 O 1 O
was granted in Turkmenistan and aspiring students were required to get a government
permission to undertake studies abroad(US State Department2005) The only trade

union that had a permission to operate is the he governmentcontrolled Colleagues
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Union (Freedom House 2002) Although social and cultural organizations were formally

allowed to operate, in reality their functioning was strictly controlle d. From late 1990s,
the government put limitations on Russian TV channels airing in Turkmenistan and in

1999, the Russian language news broadcast on state radio was stoppethwever, one of
the main government newspapers Neytralniy Turkmenistan, was still published in

Russian(Kuru 2002).

Probably to limit possible outside intrusion, in 1995 Niyazov declared
400ETI ATEOOAT 60 DPAOI AT AT O 1 AO QA SknErdl BssemilfE E A E
resolution. ! & OEA OAI A OEi Ah AAOPEOA OEA Al O1 OOUG
was received in the White House by both President Clinton and VicePresident Gore
and signed agreements on the involvement of US companies in Turkmie EOOAT 8 O AT A
projects (Lubin 1999). By late 1990s, Niyazov also adopted an increasingly cool attitude
towards the CIS and in 1999, pulled the country out of the CIS visdree zone (Pomfret
2001; Zygar 2005; MalyshevadR5).

6.3.1.3 Regime outcomes

By 1999, the leadership of Turkmenistan shook off any pretense of democracy.
All political power became concentrated in the president who in 1999 was declared
POAGEAAT O A O 1 EEZA AU OEA 0Al bl Addbandohe®] AE]
(Kuru 2002; Freedom House 2002)Niyazov nurtured the cult of his personality, which
stretched from erecting a mechanical golden statue saluting the Sun, through havindis
book likened to Koran and Bible and taught as a prerequisite in schools, universities and
driving test centers, to having his picture on vodka bottles (Lubin 1999; Global Witness
2006).

In December 2006, Saparmurat Niyazov suddenly died of a suddent heart attack.
There were reports of prison riots, the border with Uzbekistan was obsed, and
surveillance enhanced (Blank 2007). Although, according to the Constitution of
Turkmenistan, Niyazov were to be succeeded by the speaker of the parliament
Owezgeldi Atayew, the State Security Council appointed the deputy prime minister (i.e.
. EUAUT O8Oy sihck (e latter was also the prime minister) Gurbanguly
Berdimuhamedow as acting president. Atayew was incriminated by the prosecutor
general. In early 2007, Berdimuhamedow was elected the president of Turkmenistan.
Despite the official rhetoric and early international euphoria about possible change, the
pi 1l EOEAAI OAcCEI A O1 ARAO " AOAEI OEAI AAT x OAIl AE
death.
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6.3.2 Kazakhstan, 2000 -2007

6.3.2.1 Political and economic environment
"U a4l TTh +AUAEEOOAT 60 DI IcERdsifehtiNazarBage | A x 4
emerged victorious in early 1999 election and the constitution was amended to allow the
president to serve seven rather than five years (Furman 2004; Olcott 2002; Cummings
2005). While the earlier parliament was more or less recaltrant in some issues, such as
privatization, by the beginning of 2000s the legislative body was filled mostly by
. AUAOAAUAO OODPDPI OOAOO xEEI A EEO OEOAI & Oi A
were purged both from the legislative and executive branch
4EAOA DI 1 EOGEAAT AAOATT BPIi AT OO xAOA EAI DAA
1997 Asian financial crisis and improving oil prospects. By 2000, Kazakhstan achieved
macroeconomic stability and registered a budget surplus for the first time since gaining
independence (Cummings 2005:32). Qil extraction and exports started to grow rapidly in
2000 owing to the discovery of the 9 bin barrel Kashagan oil field, rising oil prices,
reaching an agreement with Russia on disputed fields, and availability of severaxport
pipelines (Pomfret 2005, 2006) Since 2000, oil revenues made up to 20% of general
government revenue and rose to 30 percent in 2004IMF 2004: 18; Pomfret 2006) In
2002, Kazakhstan reached an agreement with Russia over the legal status of the North
Caspian Sea. In 2003 alone, oil exports brought around $2 billion in revenues to the state
budget, which made up to 20% of general government revenue since 2000Pomfret
2006). The share of oil exports as a percentage of GDP rose from 7.5% in 1998 to 20.9%
in 2002 (Najman et al. 2005: 21; World Bank 2005)The gas exports also increased due to
a less aggressive position from the Russian Gazprom and favourable pricéBomfret
2005: 867). Oil and gas rents per capita grew frm $115 in 1998 to $2039 in 20Q6less
OEAT ET 400EIi AT EOOAT h AOO i1 OA OEAT ET ! UAOA
4EA COI xOE T &£ +AUAEEOOAT 80 AATTTiIU xAO A
the other two large export-oriented sectors z metals and grain (World Bank 2005; IMF
20048 &OT 1 ai i1 O &iifah +AUAEEOOAEBRD20080 COA
The oil-led growth also had negative economic effects as nomesource industries
eroded furtherandthe d 0T OOU AAAAT A 11 OA AAPAT AAT O 11 E
with Meruert Makhmutova, Oraz Jandosov, Kanat Berentayev). The shadow economy
remained relatively high 42.2% of GDP in 200e2001(Schneider 2003) Despite the large
windfalls, poverty remained high, especially in rural areas, and income inequality
sharply increased in subsequent years, particularly in oD OT AOAET ¢ OACEI 1 O

interviews with Kanat Berentayev, Janibek Khasan; Pomfret 2006 Due to the growth
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and the earlier market reforms, Kazakhstan was the first country in the CIS to be
recognized as a market economy by the EU and the United States in 2001 and 2002,
respectivelyj * OT EOAAE aiTnan AOOET 060 ET OAOOEAX
6.3.2.2 Causal mechanism#Policies

Sharply increasing revenues from natural resource production brought large
inflows of taxes and royalties to the state budget. The previous attempts to modernize
the tax system were continued and in early 2000s the government uniéd the previous
legislation into a new tax code. The code, adopted in 2002, centralized the tax collection

system and reduced several taxes, including the social taxinterview with Yergazin

xEOI

Il AAOAEEI TTT106Qg8 )OO Al O CAOA é&ddctud idiskydandd OE OE |

financial sector (interview with Jahangir Jurayev). While the code brought little clarity in

areas and complicated the tax administration, the tax system remained nevertheless

OOAAT A OT OEl aiinh xEEAE RAODEADOABEK] BAAGET E

Courtney Fowler)(Boboyev, N., and N. 2002)

In terms of collection, corporate income tax played main role, while the personal
income tax remained insignificant (Berdalina and Mustapayeva 2003)By 2005, inflows
from large tax-payers, including oil companies, financial sector enterprises, and state
enterprises, constituted more than 50% of thestate budget, while inflows from medium
and small business was insignificantHowever, tax expenditures also remained relatively
high (Rachenkov 2005) Outside of the energy sector, personal income taxes remained
OA1 ACEOGAT U 117 x jAOOET 060 ET OAdd Grkked declinedl,O E
increasing the non-oil budget deficit. In 2004, the government approved further tax
reductions in the non-oil sector, particularly targeting such sectors as petrochemicals, in
order to boost growth in these sectors(World Bank 2005). Non-oil deficit rose from 3.2
to 6.6% of GDP between 2001 and 20Q%Vorld Bank 2005: 31).

Initially, between 2001 and 2003, the government was prudent in its public spending.
It saved 63% of oil and gas revenues in the newly createdational Fund for the Republic
of Kazakhstan (NFRK). While it increased public investment from 2 to 4% of GDP to
finance infranstructure projects, real wages and pensions were kept constan{world
Bank 2005 20). However, the government expanded public spending by 21% in 2003,
17% in 2004, and further 18 % in the election year in 2005 in real terms, and only about
one third of oil inflows were saved during this period (World Bank 2005:30). In 2005, the
government increased pensions and publiesector wages by 30%Brauer 2007: 19Q)
Overall, total expenditure increased from 22 to 26% of GDP between 2000 and 2005
(World Bank 2005:21). The quality of this pending was mixed: although the
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Ci OAOT 1 AT 080 OOAOOOT 6 OI OEA OAAOI OO EO EA/
agriculture, health and education, was partly justified, expansion into new sectors
through both budgetary and extra-budgetary funding was urwarranted (World Bank
2005; IMF 2004) GovernmentO DT T O OAA £ET AT AEAT ET OOEOOOET |
thus increasing unaccounted offbudgetary spending (World Bank 2005: 22) The
practice of large quasifiscal activities both by state enterprises and foreign oil
companies in different regions continued (Pomfret 2006).
The regional distribution of social spending was also uneven with Almaty,
Astana and oilproducing regions receiving much larger per @pita social spending than
other regions (Pomfret 2006). While government subsidies in Kazakhstan were much
less extensive than in Turkmenistan and Azerbaijanthe number of subsidized regions

ET +AUAEEOOAT COAx 1 0OAO OEIA j)-& alipn
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Nurmakov). While the public finance system became more centralized than before, it
still retained a larger degree of fiscal decentraliation than in Turkmenistan and
Azerbaijan, particularly when oil-D OT AOAET ¢ OACEIT T O xAOA AT 1T AACQ
with Oraz Jandosov, Anton Artemyev).

Although Kazakhstan entered 2000s with a relatively large public sector
employment at 21.5% of thedbor force, this was on the same level as Kyrgyzstan and
much lower than in Turkmenistan and Azerbaijan (ILO 2008; EBRD 2008) The public
sector wage bill, however, grew over time, partly reflecting the reform of the civil service
that aimed at retaining cadres (World Bank 2005). The oil boom had a limited effect on
the overall employment. The oil sector directly employed only a very small percentage of
the labor force - the fifty companies involved in oil production in mid -2000s employed a
total of only 41,500people (Najman et al. 2005: 128)

At the same time, previous privatization and economic liberdization resulted in
the formation of several semiautonomous influence groups, each having
representatives both in government bodies and business and each vying to influence
President Nazarbayev and struggling for power in what was perceived as post
Nazah AUAO +AUAEOEOAT 8 )1 AAOI U ailTT06h TTA OOA
son-in-law Timur Kulibayev and dominated the oil and gas and financial sector. Another
COT 6P xAO 1 AA AU . -iAlBk Rand WAEHthis gAENOIOrinatédi 1
security services and mass media. Another group consisted of relative outsidergthree
non-Kazakh businessmen Alexander Mashkevich, Alisher Ibragimov and Patokh
3ET AEUAOh xEEAE EAA 1 AET O ET OAOAOOO ET +AUAE
in both presidAT 06 O AAI ET EOOOAOQOETT AT A 1 AOAO DPAOI E/
Aol OT A AT ET & OAT OEAT AAT EAO - Q& dsdoCate! Al UA
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Nurtai Abykayev and others (APN Kazakstan 2005) Nazarbayev skilfully used the

conflicts among these groups and played on collective actionfailure to his own

advantage.
)y OTTEAAT 1T UhRh AOOEI ¢ OEA 3xEOO AOGHied OEOERA
i Bl OEOETI 1T 1 AAAAO +AUEACAI AET 60 AATE AAAT OI

Kazakh government in 1999, they also discovered accounts for twoompanies Orel
Capital Ltd. and Bercut Holding Ltd. registered on Virgin Islands under the name of
Nursultan Nazarbaye8 4 EA ' AT AOA AOOT O1 Au6 O AEAOCAA Ol
laundering and $100 million on their accounts were frozen (Romanovskiy 2002)The
OAPT OO0 £&EOI i OEA 3xEOO AOOI OT AUBO Al O AEAC
Balgimbayev diverted to their personal accounts bonuses of $115 million offered by
Mobil, Amoco, and Phillips Petroleum (Olcott 2002:148). Nazarbayev aids denied any
invovAi ATO T &£ OEA DPOAOGEAAT O Al AEiETC EO O /
dominated the opposition political discourse for several years and became substantiated
AOGOET ¢ OEA OA AORKEEAIOAGOO00T O1 AET C *Al AO ' E &/
advisor between 1995 and 1999, who was officially charged in 2003 under the Foreign
Corrupt Practices Act of 1974 by US Department of Justice for paying bribes to
Nazarbayev and Balgimbayev to secure contracts for Kashagan oil field for a number of
Western companieO8 ' EAZEAT 60 OOEAI EAO AAAT pPIT OOPITA
was that he acted along with US government and advanced US national interests
(Krastev 2007). The Bush administration opted for keeping a low profile during the trial.
During this period Nazarbayev was, however, received both ahe White House and in
Downing Street (Penketh 2007)

O+AUAEECAOASG EAI bA Aelitedsplit iOid&t-Govidt Kdzdkkstait® ET OC
YT . T OAT AAO &l 1 Yh catelitt) AxBdEedé@d hnd ubpreeetentedOsplit,
likely as a result of frictions over the redistribution of increasingly lucrative resources.

Oil1T A COAOAG 1 AT AAOO T £ OEA Al EOGA AEODPI AAOGAA
had amassed. Aliyev was then appointed deputy commander of the presidential guard,
but later sent to Austria as an ambassador, only to return in 2005 as First Deputy
Minister of Foreign Affairs and then leave for selfexile in 2006. Subsequently, Aliyev
authored a book on Nazarbayev regime titling it provocatively GodfatherIn-Law.

Apparently following the reconciliati on within the presidential family, a group of
high-level reformist bureaucrats and several younger generation Kazakh businessmen

who made their fortunes in the 1990s announced the establishment of the Democratic
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Choice of Kazakhstan (DCK).The group founders included Deputy Prime Minister Oraz
Jandosov, Deputy Defense Minister Zhannat Yertlesova, Deputy Finance Minister Kairat
Kelimbetov, Pavlodar Governor Ghalymzhan Zhakiianov,head of the AstanaHolding
investment group Mukhtar Ablyazov, and head of Kazkanmertz Bank, the largest bank
in Central Asia Nurzhan Subkhanberdin. The DCK rapidly attracted members both in
the executive and the legislature.This signified the first intra -elite split, which quickly
evolved into a full-scale conflict. Several DCK leadrs were forced to resign, but some
later returned to government service. This split within the DCK and subsequent return
of some members to government may suggest that this opposition was only partly
genuine. Nazarbayev managed to stay outside intralite rivalries (Cummings 2005:28
29). Nevertheless, &ced with the DCK experience Nazarbayev spent subsequent years
purging the elite and tightening his political control over all branches of government,
including reducing to a minimum the role of regional elites in putting forth their
candidates for parliamentary seats (Ashimbayev 2007) The DCK was politically
marginalized by mid-2000s(Junisbai and Junisbai 2005)

After the DCK experience, coercion also increased. Both the number of
politically -motivated killings and the number of political prisoners increased relative to
previous years(Cingranelli and Richards 2008) A number of key opposition figures and
former ruling elite members, including the DCK co-founders Mukhtar Abliazov and
Galimzhan Zhakiyanov were arrested on corruption charges. The two men allegedly had
AT 1 £l EAOET ¢ AOOET AOGO ET OAOAOOO xindaw Rakdat) AOA AL
Aliyev. A large-scale media and civil society clampdown folbwed, primarily via overly
expensive court rulings but also murders of several journalists and activists.

In November 2005, former Minister of Extraordinary Situations Zamanbek
Nurkadilov was found shot dead (RFE/RL 2005)In February 2006, the co-chairman of
the opposition party Naghyz Ak Zhol (True Bright Path) and former information
minister and mayor of Almaty Altynbek Sarsenbayev was murdered along with two
associates (Kimmage 2006). The invedigation charged the Sarsenbayev murder to
Erzhan Utembaev, the former head of the Senate administration andfive former
members of the elite Arystan combat division within the Committee for National
Security (KNB) (RFE/RL 2006b, 2006a). Utembayev and Naat Dutbayev, the-then KNB
head were associates of Nurtai Abykayev, the oldest Nazarbayev aide and reportedly the

ally of his second sonin-law Timur Kulibayev (Kimmage 2006).
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6.3.2.3 Regime outcomes

As aresult of clamdowns, few hopes remained attached to September 2004
parliamentary elections. The three major proregime parties, Otan, Asar, and the AIST
AT TAh AT A OE I -nbAimnkd daddiddes todkAll s&ats in a grossly flawed
election, leaving a single seat to the moderate opposition group Ak Zhol, which
subsequently relinquished it. Large and influential opposition parties DCK and the
Communist Party failed to pass the 7 percent threshold (Dave 2005).The December 2005
presidential elections, again brought forward to leave key rivals with little time for a
serious campaign and similarly marred with irregularities, gave Nazarbayev 91 percent of
the vote (Dave 2007). The political regime in Kazakhstan developed from mild into

moderate autocracy.
6.3.3 Azerbaijan, 1998-2008

6.3.3.1 Political and economic environment

President Aliyev reemerged winner in presidential elections in 1998, which were
1 EOOI A AT 1 OAOOAA AOA OiI OEA EAU 1 bbbl OEOETI
consolidated his power, Aliyevmoved on to further concentrate power in the presidency
and weaken the parliament. The 2000 parliamentary elections, which the OSCE
observers reported as falling short of international standards, ensured that pre
government candidates took the critical majority of seats (Guliev 2006). From 125 seats
the ruling New Azerbaijan Party took 75 seats and independents (usually proegime
intelligentsia or businessmen) took 30 seats, while the three major genuine oppositin
parties took 10 seats in tota{Nohlen, Grotz, and Hartmann 2001)

Favorable economic environment, sharply rising oitrelated FDI, which peaked at

40% of GDP in 2004, and increasing oil output since 20 ¢ h EA1 PAA 11 EUAOB8 O

s o~ oA

s o~ oA

before exporting large amounts of oil, the State OilFund (SOFAZ), established in 1999,
accumulated around $1 billion even after sponsoring several large social and
infrastructure projects (SOFAZ 2008). Between 2000 and 2006, oil and gas rents per
capita rose fiveZEl 1 A AOT I HéYé¢ O H¥linde@ onjdahalrorE Wadld O A A
Bank 2009 and Ross 2009). As a result, poverty declined from 60 percent in 1994 to 40
percent in 2004 (IMF 2005: 3)

Atthe sameOEI Ah OEA AT O1T O0OU8 O AAPAT AAT AA 11 1 EI
2006, the export of oil and oil-related products made up to 84% of total exports and the

share of oil sector in GDP, around 43% (PFMC 2006). Inequality also rose the Gini
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coefficient for adult population was already high 0.35 in 1999 and energy sector salaries
were ten times higher than in agriculture (Petri and Taube 2003: 25) Shadow economy
also flourished to 60.1% of GDP in 2002001(Schneider 2003)

6.3.3.2 Causal mechanism&olicies

The taxation data for this period is more controversial. From early 2000s, tax s
were lowered, especially after 2003 AOOET 080 E1T OAOOEAxO xEOE
Mehtiyev). Tax revenues from the oil and gas sector, as in Russia and Kazakhstan, also
remained relatively small compared to oil producers elsewhere in the world (Stepayan
2003: 13). Between 2003 and 200&xcise taxes were frequentlyincreased, while the
corporate income tax rate waslowered from 24 percent to 22 percent, and the social
security contributions by employer and employee were lowered to 25 percent in 2004
from the previous 28 percent. The VAT, personal income tax, and enterprise profit tax
were the main contributors (Stepanyan 2003: 3)The VAT made up to38 percentof non-
oil tax revenues, income taxes28%, and social security contributions 14% (Zermeno
2008:6). However, in regional perspective, personal and corporate income tax rates were
relatively high in Azerbaijan (Zermeno 2008: 3). Some data also suggest that neail tax
revenues increased from 20% in 2003 to 32% in 2007 (Zermeno 2008: 15), perhapdlpa
reflecting the extent of previous decline.

Most important, many observers believe the revenue side of the budget was
deliberately lowered and did not account for predatory informal taxation that fed extra-
budgetary institutions (Bagirov 2004) While formally tax rates were low, businesses,
especially local medium and small nonstate enterprises, were not relieved from
informal taxes that fed informal extrabudgetary funds (interview with Gubad
Ibadoghlu). What outsiders saw as a modernization of the taxation system, which it
indeed partly was, local observers regarded as streamling of "parallel administration”
ET OOEOOOEI T O | AOOEI 060 ET ORAOOEAx xEOE )1C
modernization also eliminated all traces of fiscal decentralization and regions became
even more dependent on the center for subsidiesThe key reason for this was that oil
was produced in the capital, so, it was partly natural that regions depended on the
center@OET 0860 ET OAOOEAx xEOE 6ACEZLZ 2000AI T O6Qs8

Increased oil revenues, however, did have a clear effect on public spending, which
increased substantially between 2000 and 2007. Even before the sharp increase in
exports in 2005, the government increased its spendig. While it increased from 9.5% to
only 11% as a percentage of GDP, in per capita terms it increased from $62 to $267

(author's calculations based on World Bank 2009) In 2003, the government increased
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public sector wages by 80% (IMF 2005: 7). Hedit and education expenditures grew in
real terms by an average of 14% percent per year (IMF 2005: 14). Between 2005 and 2007,
total government expenditure increased by a cumulative 160% in nominal termgKoeda
and Kramarenko 2008) The bulk of this spending was towards infrastructure projects,
particularly after 2006, and and social welfare, particularly targeting the needs of IDPs
from the Mountainous Garabagh and adjacent rayons occupied by Armenian forces.
Both the extent and quality of such an expansion in spending was mostly unjustified.

But public spending was not limited to official budget spending as extra
budgetary funds, notably the SOFAZ, also engged in sponsoring infrastructure and
welfare projects. Creation of SOFAZ was indeed a positive step as it was to serve two
main functions of stabilizing public finances by isolating oil revenues from the rest of
the economy and saving these revenues to emse intergenerational equity or to cover
small budget deficits. According to its executive director Shahmar Movsumov,
President Aliyev also faced tacit resistance inside the elite to the idea of isolating oil
xET AEAT T O &£OT 1T OEA A O 8rahmar MOVGUDbV) dHAwever] OA OO
SOFAZ was soon vested with two other functions: developmental and social. Coupled
with the fungibility of fiscal resources and generally lax nature of fiscal policy after the
ITEl xETAZEAI 1 Oh OEEO Of efedivaieds fas an ibstrudehidAdd A A A
stabilization and saving. By 2009, it spent more than $6 billion on infrastructure projects
and more than $700 million on housing for IDPs, in effect acting as an extrebudgetary
institution (Zerkalo 2009).

SOCAR, the sate oil company, also expanded its quasfiscal operations, which
became even more opaque over time, and domestic mispricing of energy resources
i OAOOE AT A 4AOQCAA ailé¢n )-& allidg Ynn AOOEI O
energy sector quasifiscal activities were around 22%of GDRPetri and Taube 2003: 5)
Large state enterprises, including SOCAR and its subsidiaries, enjogehuge tax arrears
(Petri and Taube 20038 | AAT OAET C O O i A 1 AOGAOOAOOR OF
collected z they simply did not enter the official AOACAOB8 0O jORADABE IOAS CC
interview with Azer Mehtiyev).

From 2000 to 2006, public sector employment remained unchanged at around
32% of the labor force. However, between 2006 and 2008 it grew by 4%LO 2008).
3ET AA OAcCOI AOI OU AT AEAO DPOIT OEAAA-sdekng gréenO OT EO
I OAO OEIi A j AOOET 060 ET OAOOEAXx xEOE 9AAOQOI1T A
GDP, the oil sector employed only around % of the labor force. Agriculture, on the
other hand, was nominally the largest employer at 40%, while contributing 6-7% to GDP
i AOOET 080 E1 OAOOEAx xEOE 6ACEA 2000A1 1 608
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Two critical political events during this period highlighted the role of oil
resourcesin general and coercion in particular in the stability and entrenchment of
autocratic regimes in oil-rich countries. The first was the presidential election in 2003.

As the poll approached, the ruling elite conducted a referendum on amending the
constitution to entitle the prime minister with presidential responsibilities in case the
incumbent president becomes incapable of fulfilling his role. This was apparently done

O0i AT OOOA A Oi11O0E OOAAAOGOEIT 1T A& PIxAO Oi
entered his 80s and experienced heart problems. His heir apparent was his son llham
Aliyev, SOCAR vicepresident and ruling Yeni Azerbaijan Party vicechairman, who
subsequently was appointed the prime minister. Closer to elections Heydar Aliyev was
takentoad ET EA AZAEOOO ET 400OEAU AT A OEAT OEA 53
candidacy in writing from Cleveland, Ohio. Folowing the established practice, the
results of the presidential poll were reportedly falsified and Ilham Aliyev emerged as the
winner, despite various exit polls reporting much more mixed results with some even
claiming that his main rival, opposition Musavat party leader Isa Qambar received a
larger percentage of votes. On the evening of the poll, several hundred opposition
activists gathered in front of the Musavat party headquarters demanding vote
recounting. They were attacked by police forces and several hundred civilians in black
uniforms, who were reportedly the members of progovernment private armies,
particularly the one led by awealthy businessman Husein Abdullayev. The following day
around 5000 protestors, including those who arrived from regions, marched through
central Baku towards the main Azadlyq (Freedom) square when they were crushed by
several thousands troops deployedn the capital. Several people died and around 200
people, including opposition leaders, were arrested. According to local and international
observers, the relatively small size of the protests indicated two factors at play: improved
economic conditons and AAOAOOET ¢ Pi xAO T £# OEA OACEI A O
interview with an anonymous opposition leader; Zardusht Alizadeh).

Several days later, llham Aliyev was declared president by the Central Election
Commission, but even before that was congratulag¢d over the phone by the US Deputy
Secretary of State Richard Armitage(Dinmore 2003; Guliev 2006; Aliyeva 2006) This
was the fist dynastic succession in FSU. Two months later Heydar Aliyev died in the
clinic in the US.

The second political event was 2005 arliamentary elections. This poll was a test
£l O OEA OAT 1T OAOCAA OOGIEIT ¢ AT EOCABO OI AOOGOT AdO
three ministers and other high-l AOAT 1T Z#£ZEAEATI O xAOA AAAOOGAA
conspiring with the former speaker of the parliament Rasul Guliyev, and arrested by the
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Ministry of National Security (MNS). The Minister of Public Health Ali Insanov was one
of the leaders of theYeraz (Azerbaijanis from Armenia) regional grouping. Several other
arrested officials were al® from Yeraz grouping. However, another minister, the
Minister of Finance Fikrat Yusifov, was from Nakhchivan. The other, Farhad Aliyev,
himself being a powerful figure as the Minister of Economic Development and formerly
wealthy businessman, was the leadeof an uninfluential regional group from southern
Jalilabad region of Azerbaijan. Rasul Guliyev, a or®ET A OBPIT 1 01 O 1T £ 1
power, however, was tacitly one of the most powerful politicians from Nakchivan,
although by this time his popularity among elite members from Nakhchivan had
probably waned. It is unclear what role regionalism played in this regrouping in the
ruling elite. It is plausible that the core ruling elite around Illham Aliyev, including the
head of the presidential office RamizMehdiyev (Nakhchivan, although born in Baku),
the head of the State Customs Committee Kamaladdin Heydarov (Nakhchivan) and the
first lady Mehriban Aliyeva (Baku) decided to sideline some Yeraz leaders and those
Nakhchivani politicians who were seen as RaduGuliyev supporters. However, the fact
OEAO AiI1ACAA AT 1 OPEOAOI OO T1TTIETAITTU jAOA
different, not the same, groupings and the fact that underlines that two key issues
perhaps were those of personal loyalty to Ilham Alyev and political ambition, not clan
or regional affiliation.

The elections were the first parliamentary elections based purely on the majority
(single member plurality) system. As conventional, widespread intimidation against
opposition activists was usedand the poll was rigged. Most international observers
characterized the poll as neither fair, nor free. The main opposition bloc Azadlyq
secured only 7 seats out of 125, contrary to some exit poll findings. The opposition did
not recognize the results andstaged massive peaceful protests throughout the country
for several days. All protest demonstrations were violently crushed by police forces,
particularly a severatthousand meeting in Baku, and hundreds of opposition activists

were arrested. Whereas Eurpean structures, such the the Parliamentary Assembly of

EU

C

OEA #1 O1T AET 1T £ %001 PA jo! #%q OEOAAOQAT AA 1 UA

United States, after initially critical position, soon recognized the legitimacy of the new
parliament (Alizade 2006; Aliyeva 2006; Guliev 2006)

6.3.3.3 Regime outcomes
By 2006, the renovated ruling elite led by llham Aliyev consolidated its position
through high public spending, coercion, and several political maneuvers. The political

regime z moderate autocracy z remained unchanged. Unlike his father, Ilham Aliyev
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possessed no charisma or superb leadership skills. However, inside the ruling elite he

xAO 171001 U OAAT AO OEA 11060 O1I ACEOEI AOAd EA
OEA OOIEIT ¢ Al EOA AT EAOEIT j AOOEI 060 EI OAOOE
Alizadeh).

6.3.4 Kyrgyzstan, 1997-2005

6.3.4.1 Political and economic environment

Having consolidated his power by 1997, President Akayev moved on to secure his
tenure for future presidential elections. In 1998, he engineered the Constitutional Court
ruling that allowed him to stand as a candidate in 2000 presidential elections on the
grounds that he was at the time serving his first, not the second, term in office.
Subsequently, he sarted pushing through several constitutional amendments aimed to
weaken parliamentary opposition to his proposed legislation. Dedecentralization in
regions was also under way.

l EAUAO OACEI AGO OOAAEI EOU ET 1 AOA oéyyi O
favourable economic environment from 1999 onwards and large foreign aid. The Asian
AET AT AEAT AOEOEO ET Yyya EEO +UOGUUOOAT 80 A7
However, drong growth in the agricultural sector and partly the development of
Kumtor gold field, which accounted for around 7% of GDP in 1999, resulted in a
relatively steady economic growth from 1999 to 200%World Bank 2009; EIU 2000). The

GDP growth recovered to 3.7% in 1999 and grew by an average of 5% between 2000 and

airiih AgAAPO ET ailTa xEAT EO AEAT S0 CcOi x AO
of Aksy events, described below(EBRD 2008; EIU 2000: 18)However, non-gold
ET AOOOOEAI pOi AGAGEIT AEA 110 OEix AlTU ¢cO

production capacity was formally not exploited in full, but observers and some
government officials agree on that the electricity sector was simply connected to a large
shadow economy enterprises and much of the produced electricity was sold abroad at
i AOEAO DOEAAO j AOOET 060 ET OAOOE ADkambage@QE Al
Zarylbek Kudabayev, Madat Tiulegenov). The relatively large shadow economy was
estimated at around 39.4% of GDP in 20002001(Schneider 2003) However, the country
was relatively open for refams and, in 1998, became the first CIS country to join the
World Trade Organisation (WTO).

Foreign aid increased from $67 to $73 and then decreased to $58 per capita
i AOOET 060 AAI AOI AGET T O AAOA #nisiwas twicd doke tha&OT | 71
overseas assistance received by Azerbaijan, almost four times more than that by

Kazakhstan, and six times more than that received by Turkmenistar(World Bank 2009).
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On average, foreign aid provided around 30% of the state revenues and covered large

AOACAO AAEEAEOO | AOOEIT 060 EhrgvkiokddaBaye®). ThiE OE - .
OOAOOAT OEATT U AEEAAOAA OEA OOAOAGO AOQOOITI
Kudabayev). While donors could influence economic policies, they had little direct

leverage over political developments(ICG 2004).

6.3.4.2 Causal mechanism&olicies

Although they increased slowly as a percentage of GDP from 13% in 1996 to 14% in
1998, taxes remained chronically low(Tanzi and Tsibouris 2000) Taxes on income,
profits, capital gains, goods and services as a percentage of GDP also remained roughly
unchanged z they constituted around 11.7% of GDP in 1997, 12% in 2001 and 11.7% in
2006 (World Bank 2009). As a percentage of government spending, these taxes also

remained broadly unchanged, and were more than twice lower than in Kizakhstan and

Ol OGEI U OEIiEI AO O OEAEO 1 AOGAI ET ' UAOAAEEAI
World Bank 2009). Low taxes were due to poor collection system and large shadow
AATTTTUh xEEAE 1 AOOT xAA OEA Qidnakadyrkedeyey;AOOET
Nookat Idrisov). At the same time, local observers contend that, although the official
AOACAO xAO Oi Alilh OEA ET A& Oi Al T1TAh xEEAE E
proceeds from quasiZE OAAT | PAOAOGET 1 Oh xAO dwGvtrEanl AOCA

anonymous MP, Jumakadyr Akeneyev, Zarylbek Kudabayev, Nookat Idrisov, Madat
Tiulegenov, Shairbek Jurayev).

During this period, government spending as a percentage of GDP fluctuated
between 17 and 20%World Bank 2009). However, in per capita terms, after an initial
decline due to the Asian financial crisis it dropped from $64 in 1997 to $49 in 1999, but
OEAT OOAAAEI U OAAIT OAOAA OAAAEET C Hyl ET aill
from World Bank 2009). Government budget recorded a steadily decreasing deficit and
in 2000 recorded asmall surplus. At the same time, budget planning and efficiency
remained low. The government continued to provide excessive subsidies to various
sectors. Although its subsidization of health and education sectors was partly justified,
large subsidies to sAOA A1 OAOPOEOAOG AOI AAA AEEOAAI AEO,
Nookat Idrisov, anonymous MP). As a result, largest state enterprises, particularly the
electricity -production industry, were surrounded by a circle of shadow enterprises
was reOl 1 A AAOTI AA AO I AOEAO DPOEAAO OEOI OCE 00/
anonymous MP, Nurlan Djoldoshev). Due to domestic opposition from state enterprises

and lack of investor interest, Akayev administration did not privatize these industries.

193



Cumulative privatization proceeds remained relatively low reaching 7.4% of GDP in
2005(EBRD 20088 ! | OE| OCE OxEAA 1 AOCAO OEAT | UROAAL
OEAT +AUAEEOOAT 80 Ci OAOT i AT 060 POEOAOEUAOET I
Public sector employment steadily decreased. Whereas in 1997 26% of the labor
force was engaged in the public sector, in 2005 it was only 18.5¢.O 2008). At the
same time, there was a fluctugion in the number of government agencies and in the
size of employment within various sectors, giving the government a space for maneuver.
For example, over time, AAAT OE OAAOI O COAxh xEEI A OEA AAO
interview with Sergey Masaubv, former high-level Ministry of Finance official).
&OT1T 1T AOGA Yyyi Oh ' EAUAOB8O DPil EOEAAI ADPDI
main features. First, Akayev frequently rotated people in the public service. As a result,
by mid-2000s there was a large cobrt of disgruntled former government officials,
including many former ministers. Second, public service posts were literally sold.
Second, Akayev increasingly relied on his family members in political decisioamaking
in general and personnel policy in paricular and brought relatives and family friends
into government jobs. Akayev relatives were also intruding into most of the lucrative
businesses.According to former elite insiders and local observers, his wife Mairam
Akaeva managed many of the appointmend AOOET ¢ OEEO DAOEIT A j AOC
an anonymous MP, former highlevel Ministry of Finance official; Kuban Omuraliyev,
3AOCAU - AOGAOQIT Oh ) #: aiTngqs 4EAOA AEAAODI OC
legitimacy, particularly in southern regions of Kyrgyzstan, which increasingly felt
underrepresented in government bodies. This disgruntlement, coupled with the rule
Al EOA8O PI 10O EATAIEIC T &£ A OAOEAO 1T £# AOEOAO
large part of the population, would cause the InOAAEI EOU 1T £ ' EAUAOSO (
leading to its collapse.
In 2000, Akayev faced a double challengez parliamentary and presidential
elections. His former close associate, security chief and viepresident Felix Kulov
gained popularity as a leader oopposition and announced that he will be contesting the
presidency. Before parliamentary elections, the Akayev administration blocked two
opposition parties - the Democratic Movement of Kyrgyzstan and the People's Party
from participating on ambigious grounds. The election itself withess widespread
gerrymandering and fraud. Although some opposition leaders were elected into
parliament, Kulov remained outside of it. Before presidential election, the
administration pushed forth a new requirement for Kyrgyz language test for presidential
candidates, apparently to undermine the Russiarspeaking Kulov. The same year Kulov

was arrested for embezzlement and sentenced to ten years in prison. Other strong
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candidates were forced to withdraw or were arrested on dubous grounds, such as a
businessman Daniyar Usenov, and Akayev emerged as the winn@iCG 2004).

After the presidential elections, political tensions in the south of the country
mounted until 2002 when the arrest of an opposition MP Azimbek Beknazarov ignited
several demonstrations of protest in the southern district of Aksy. Misjudging potential
consequences, the security servies opened fire on demonstrators killing five people. This
stirred a seies of large-scale marches in the south. In a sign of protest, Prime Minister
Kurmanbek Bakiyev resigned from his post and later joined the opposition.
Subsequently, Akayev called a constitutional council that included members of the
opposition, to consider changes in the political system. However, he outmaneuvered the
opposition and held a quick referendum that confirmed him in power until 2005 (ICG
2004).

2005 parliamentary elections proved f#al for Akayev administration. Several
Akayev family members, including his daughter Bermet Akayeva and son Aidar Akayev,
also joined the race. Following the previous pattern, Akayev took measures to install a
parliament loyal to him. Due to mismanagement, only 28 candidates were able to secure
the required majority into a 75-seat parliament. This stirred a wave of protest across the
AT O1 OOU ACAET OO OEA ¢i OAOT i1 A1 080 1 AT EDOI AOGET

Akayev, used to a weak opposition, miscalculated the possibleffect of four
factors. First, the extent of alienation among the public, especially in the south,
autonomous businessmen, and intellectuals was criticaf ) #' al 1 in AOOET 08
with Nurlan Djoldoshev). For example, an internationally-famed psychiatist Jenishbek
Nazaraliev popular among young people for his uniqgue method of treating drug
addiction threw all his weight behind the opposition (ICG 2005)

SAATT AR ' EAUAOGGO AgAl OOET T AOU DIl WAEAO O
leaders, who, after some period of chaos, were eventually able to mobilize their available
resources, direct the wave of protest, and overcome collective action problem among
themselves. The traditional opposition was strengthened by a large number oélienated
former government officials and business elites. Many businessmen, even those at some
point close to Akayev family, were running independently and were frustrated when
OEAU O11 006 OfF (RadkitA20d6(1 ewdsQ@B)AEAOA O

Third, if Akayev possessed enough financial and administrative means, he could
have quelled dissent; however, the state capaty was low and security services possessed
neither sufficient resources, nor were loyal enough to Akayev, to participate in the

AOAAEAT x1 j AOOET 060 ET OAOOEAx xEOE +OAAT /i
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was aware of this as a result of Aksy eves and government officials were captured or

kept hostage by demonstrators(Lewis 2008; Tursunkulova 2008)

&ET Al T Uuh xEEI A OEA OI1TA T /&£ 7A00A01T AOOE

may be insignificant (Juraev 2008; Lewis 2008)the lack of support to Akayev from
Moscow z after the former accommodated US interests by providing the Manas airbase
zi AU EAOGA AAAT A AOEOEAAI EZAAOT O ET OEA

interview with No okat Idrisov).

6.3.4.3 Regime outcomes

Following the clashes across the country and the inability of the state to put
down unrest, Akayev hurriedly fled to Russia and resigned from there. The opposition,
which by now consisted of many former regime insiders, assurad power in what
AAAAT A ETT x1 AO OEA O401 EDP 2A01 1 OOEIT 068

giving way to a period of democratic instability.

6.4 Similarities and differences in causal mechanisms

Table 6-2 provides a summary of similarities and differences in outcomesz
causal mechanisms and regime outcomes. It shows three patterns. First, the regime
outcome in the resource-poor Kyrgyzstan provides a preliminary corroboration of the
resource curse hypothesis. Semd, as in the previous periods, although the regime
outcomes roughly confirmed the prediction of the rentier state theory and resource
curse hypothesis, not allcausal mechanismdollowed the predicted pattern. Finally, the

regime outcome in Kazakhstan be&ame similar to that of Azerbaijan while both

Al

4 E £

ADOI AOAAEAO xAOA OOEI 1 AEEEAOCAT O MEOI I 4060EI

following subsections examine the differences in each causal mechanism.

6.4.1 Revenues

During this period, the four countries had both similarities and differences in
their revenue-side fiscal policies and tax collection. First, while all three resourcerich
countries would be expected to lower taxes as the oil and gas revenues increased, the
data suggests a more mixed, if not complg, picture. Some taxes, such as corporate
income taxes increased across the three countries. But individual income taxes increased
in Kazakhstan and partly in Azerbaijan, although the rates were lowered in both.
relative to other countries both in terms of GDP and as a fraction of government
spending (Figure 6-1 and Figure 6-2). Therefore, only Turkmenistan seems to

corroborate the resource curse hypothesis on taxation. At the same time, large tax
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Table 6-2. Outcome Variables, Ordinary And Extraordinary Times

Increased Increased public Increased External
Lowered taxes? spending? employment? coercion ? legitimation?** Regime outcome
Turkmenistan 19952007  predicted*: yes; predicted: yes; predicted: yes; predicted: yes; predicted: yes; unlimited
actual: mixed actual: yes actual: mixed actual: yes actual: yes autocracy
Kazakhstan 2000-2007  predicted: yes; predicted: yes; predicted: yes; predicted: yes; predicted: yes; moderate autocracy
actual: mixed actual: yes actual: no actual: yes actual: yes
Azerbaijan 19982007  predicted: yes; predicted: yes; predicted: yes; predicted: yes; predicted: yes; moderate autocracy
actual: mixed actual: yes actual: mixed actual: yes actual: yes
Kyrgyzstan 19972005 predicted: no; predicted: no; predicted: no; predicted: no; predicted: mixed; mild autocracy;
actual: no actual: mixed actual: no actual: mixed actual: mixed breakdown
Note: & OOOAAEAOAASZ OOAT rdnter staie Deoly Bro/drieBolirCeidrse Aypgothésis A
ce O0%@OAOT Al 1 ACEOCEI AOET 186 EO OOCCAOOAA AU OEA DPOAOGAT O OOOAUS
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expenditures, such as arrears and privileges, particularly to state enterprises (i.e. supporters
of the ruling elite and its channels of redirecting state resources) seem to confirm that
thesis.
3AATT AR +UOGCUUOOAT 80 OA@GAO &EOI I Ebrficed Ah b
were larger (for the period, for which the data is available) than those in the resourcerich
countries, confirming the resource curse hypothesis on taxation. However, a better measure
Z taxes as a fraction of government spending yields different OAO 01 00qd +AUAEEOC
from income, profits, capital gains, goods and services was at least as large as in Kyrgyzstan
(again, for the period, for which the data is available), thus undermining that hypothesis.
Finally, Kazakhstan wide scale privatization continued accruing large revenues,
while the degree of privatization remained quite low not only in Turkmenistan and

Azerbaijan, but also in Kyrgyzstan §igure 6-3).

Figure 6-1 Taxesin % of GDP, 19972005
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