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Foreword
Kazakhstan, Kyrgyzstan, Mongolia, Tajikistan, Turkmenistan and Uzbekistan have recorded impressive economic growth rates since 2000, driven mainly by the export of commodities and labour. However, the end of the commodity super-cycle and the economic slowdown that followed have highlighted the risks inherent in this reliance on minerals exports and remittances, as well as the challenges to be overcome to achieve more stable and inclusive growth. 
The Central Asian countries have long recognised the importance of enhancing the competitiveness of their economies, diversifying the production structures and improving resilience to external shocks. This will require ambitious reforms in the areas of governance, connectivity, and business environment.
This publication focuses mostly on aspects of the business environment and reflects several years of OECD work with Central Asian countries on access to finance, business internationalisation and skills development. Each of the country case studies presented here is the result of a country-specific project carried out by the OECD, hand-in-hand with the governments of Kazakhstan, Kyrgyzstan, Mongolia, Tajikistan, Uzbekistan.
Enhancing Competitiveness in Central Asia is the result of co-operation between the OECD and the European Commission’s Directorate General for International Co-operation and Development (DG DEVCO), in partnership with the governments of the above-mentioned countries and in consultation with international experts, representatives of the private sector and other stakeholders. The work was conducted under the aegis of the European Commission’s Central Asia Invest programme and as part of the OECD Eurasia Competitiveness Programme. We look forward to continuing this collaboration on policy reforms in Central Asia and to extending it to address new and broader challenges in the future. Going forward, we will also aim to work with Central Asian countries on monitoring and advancing the pace of reform.
A more stable and inclusive growth model for the region is within reach. The OECD stands ready to continue its support for Central Asia, so that it can achieve higher growth, better jobs and better development perspectives, ultimately providing “better policies for better lives”.
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Andreas Schaal
Director, Global Relations Secretariat, OECD
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Executive summary
Central Asia’s economies need to diversify
Central Asia has registered impressive economic growth since the turn of the millennium. The aggregate gross domestic product (GDP) of Kazakhstan, Kyrgyzstan, Mongolia, Tajikistan, Turkmenistan and Uzbekistan grew at an average annual rate of 7% during 2000-16, despite a sharp slowdown following the drop in global commodity prices in 2014-15. Labour productivity growth averaged almost 5% and poverty rates halved.
Growth has been driven mainly by exports of minerals and labour. Their location between Europe and Asia and, in particular, proximity to China allowed Kazakhstan, Mongolia, Turkmenistan and Uzbekistan to benefit from rapidly growing demand for hydrocarbons and metals. Meanwhile, an increasing number of labour migrants to Russia and Kazakhstan generated remittance flows that supported growth and raised living standards in Kyrgyzstan, Tajikistan and, to a lesser extent, Uzbekistan. 
The recent slowdown, though, has highlighted the need for a more sustainable and inclusive growth model, based on a diversification of economic activity. Successful diversification should bring higher incomes, more jobs and more stable growth. 

This requires improvements in governance, connectivity and business environments 
In addition to disciplined macroeconomic policies and prudent management of resource revenues, diversification will require reforms in three main areas:
	The Central Asian countries all face important governance challenges linked not only to general questions of integrity and government effectiveness but also to the specific challenges that confront largely natural resource-based economies.

	Better connectivity is needed to support trade, as diversification will require deeper integration in trade and global value chains. This includes upgrading both transport networks and trade policies to facilitate cross-border flows.

	Stronger, fairer and more reliable business environments will favour more entrepreneurship and innovation, as well as encouraging trade and investment.



Access to finance, internationalisation and skills all represent key reform challenges
This report focuses on aspects of the business environment and reflects several years of OECD work with Central Asian countries on access to finance, business internationalisation, and skills. The country-specific case studies that constitute the bulk of this volume suggest that Central Asian governments have an active role to play in addressing co-ordination failures in these areas, by implementing the following measures:
	On access to finance: enhance data collection on SMEs, further improve public financial instruments by involving the banking sector more, and implement financial literacy strategies for firms and entrepreneurs.

	On business internationalisation: formulate and implement national strategies with sector priorities, including value propositions, improve export promotion and monitor impact, while sustaining a continuous public-private dialogue.

	On skill gaps: further stimulate private sector involvement in public-private dialogue on skills and support the implementation of key VET instruments, including national qualification frameworks and workplace training.






Chapter 1. A regional agenda for economic diversification in Central Asia

This chapter analyses the major drivers of economic growth in Central Asia since 2000, notably commodities exports and migrant remittances, and their effects, such as the dependence on a few commodities and on labour migration. It also offers an overview of the challenges ahead to further diversify the Central Asian economies, in particular those related to public governance, connectivity and the business environment. It then highlights the major business environment issues that are the focus of the next chapters.



The need for diversification

The economies of Central Asia (CA) – here defined as the five former Soviet republics of Central Asia (Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan and Uzbekistan) plus Mongolia – experienced an unprecedented period of growth from 2000 to 2016, as they bounced back from the transition recession of the 1990s and began to reap the benefits of market reforms. Real gross domestic product (GDP) grew at an average annual rate of 7%, despite a sharp slowdown following the drop in global commodity prices in 2014-15, and GDP per capita in purchasing-power parity (PPP) USD rose by a staggering 14% per year. Labour productivity growth averaged almost 5% and poverty rates halved (Figure 1.1) (World Bank, 2017[1]; IMF, 2017[2]). The CA economies were also able to attract international investors: between 1997 and 2015, net inflows of foreign direct investment increased more than six-fold (World Bank, 2017[1]). 



Figure 1.1. Index of real GDP growth in Central Asian countries

1989 = 100

[image: graphic]Source: (World Bank, 2017[1])



These growth figures can partially be explained by a “catch-up effect”. The theory of convergence suggests that emerging economies’ GDP per capita grows faster than developed countries’ because diminishing returns, especially of capital, are less important than in capital-rich economies. Catching-up economies can also leverage the know-how in production processes, technology and institutions available to developed economies (Sachs, 1995[3]; Abramovitz, 1986[4]). 

Since the turn of the century, most of the Central Asian economies have exhibited a fairly strong convergence dynamic, with hydrocarbon and metal exporters leading the way in closing the distance to OECD levels of income (Figure 1.2). However, with the exception of Kazakhstan (close to Chile’s GDP per capita), they remain below the 50% mark in purchasing-power parity (PPP) terms,1 and their distance from the OECD average is even greater when measured using actual exchange rates. Moreover, the convergence process has largely stalled since 2013. Getting the Central Asian economies back onto a convergence trajectory, in terms of both living standards and productivity, is thus a critical challenge. 



Figure 1.2. Convergence progress, 2000-16

GDP per capita as a % of the OECD average (PPP, constant 2011 international USD)

[image: graphic]Source: (World Bank, 2017[1]) 





Figure 1.3. Human Development Index (HDI) as a percentage of OECD average

[image: graphic]Note: Statistics for Turkmenistan is available only since 2010.

Source: (UN, 2017[5])



Beyond the catch-up effect, other dynamics underlie the strong growth since 2000 in Central Asia: exports of raw materials during a period of exceptionally high commodity prices and significant remittances from labour migrants. Booming Chinese demand was key to this dynamic. China's need for commodities (such as coal, copper, oil and gas) boosted the exports of Central Asian countries and also those of the Russian Federation, which in turn absorbed growing numbers of Central Asian workers, who sent remittances to their home countries. In addition, the recovery from the severe recession of the early 1990s, which followed the collapse of communism and the start of the market transition, owed much to policy reforms that enabled deeper international integration, the growth of private-sector activities and more efficient allocation of resources (IMF, 2014[6]).

Hydrocarbon and mineral commodity exports and migrant remittances have been the main drivers of growth

Hydrocarbons and hard minerals dominate Central Asia’s exports (Figure 1.4). Such commodities are especially important for Kazakhstan, Mongolia and Turkmenistan. Kazakhstan is one of the world’s top oil and mineral producers, and possesses world-class reserves in a wide variety of metals (ferrous, non-ferrous), precious minerals and hydrocarbons. Mongolia has one of the world’s most important copper mines and is rich in many other minerals including gold. Uzbekistan and Turkmenistan have large gas resources that are only partly exploited. Kyrgyzstan and Tajikistan have important gold reserves, and the latter is an exporter of aluminium.2



Figure 1.4. Exports of mineral commodities by Central Asian countries

% share of total exports in 2015
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In the first decade of the century, commodity prices consistently rose in what most analysts call the “super-cycle”, largely driven by China’s rapid economic expansion. Even the global crisis of 2009 did not interrupt this trend for long. From 2000 to 2011 the price of gold (+463%), coal (+396%), copper (+386%), oil (+268%) and natural gas (+207%) (IMF, 2017[2]) all rose sharply. Central Asian countries’ exports of such goods rose extremely fast (Figure 1.5).



Figure 1.5. The growth of Central Asia’s commodity exports, 2000-11 

Increase in USD value of exports from 2000 to 20111 (2000 = 100)

[image: graphic]1. Turkmenistan's natural gas export rose from USD 850 mn to USD 4.5 bn, Kyrgyzstan's export of gold from USD 186 mn to USD 1 bn, Kazakhstan's exports of crude oil from USD 5.5 bn to USD 44.8 bn and Mongolia's copper export (considering 2001, as 2000 was virtually 0) from USD 162 mn to USD 987 mn.

Source: (Observatory for Economic Complexity, 2017[7])



Starting in 2012-13, prices began to fall as China’s economy slowed and so did the value of Central Asian exports and real GDP growth rates (see Figure 1.7).

Economic growth was further affected by a fall in remittances. The remittances sent back to families by migrant workers constituted the other major source of growth during the period of high commodity prices. Low salaries and high unemployment prompted millions of workers to move, particularly to the Russian Federation and Kazakhstan: in 2015, the average monthly wage in Russia was roughly 4.5 times the average in Kyrgyzstan and 8.5 times the Tajikistan average; the corresponding figures for Kazakhstan were, respectively, 3.4 and 6.5 times (Ryazantsev, 2016[8]).

Indeed, the scale of remittances is such that for some Central Asian countries, the primary export commodity is really labour. The number of labour migrants from Central Asian countries has been estimated at 2.7-4.2 million, which is 10-16% of the economically active population of the region in 2010 (Ryazantsev, 2016[8]). Remittance flows are particularly important for the less resource-rich economies of the region – Uzbekistan (USD 2.3 billion in 2015), Kyrgyzstan (USD 2.0 billion) and Tajikistan (USD 1.8 billion). In relative terms, remittances were far less important in Uzbekistan (4.6% of GDP), than in Kyrgyzstan (25.7%) and Tajikistan3 (28.8%) (World Bank, 2017[1]).4 

The value of remittances in USD increased from the early 2000s until 2013, when it fell sharply as a result of a 50% devaluation of the Russian rouble against the USD and the increasingly strict rules on migration introduced by the Russian Federation, especially for countries outside the Eurasian Economic Union (Figure 1.6).



Figure 1.6. Inflows of remittances to selected Central Asian countries

% of GDP

[image: graphic]Source: (World Bank, 2017[1]; IMF, 2017[2])



Remittance flows have been economically beneficial but also involve costs

Labour migration has enabled countries with weak export capacities in goods and services to sustain domestic consumption and offset deficits elsewhere in the balance of payments. This is consistent with the Heckscher-Ohlin model of international trade, which holds that a country will export goods that are relatively intensive in the factors that it has in abundance and import goods that are intensive in its scarce factors (Ohlin, 1933[9]). There was, however, one important twist in the transition countries of Central Asia. Domestic conditions, infrastructure and institutions were such that even countries with an abundance of relatively low-cost labour could not move quickly to occupy niches as exporters of labour-intensive goods. Labour thus moved abroad to locations where production conditions were more favourable, both in tradable and non-tradable sectors.

Labour migration has helped to raise household incomes and reduce unemployment in the sending countries. If migrants return with professional skills acquired abroad, they could further benefit their home countries. This depends on the form of migration, however – for example, seasonal agricultural labourers are less likely to return with new skills than those who emigrate for a longer period and in more skill-intensive sectors. There are also opportunities for returning migrants to generate new activities: they often tend to be among their countries’ most entrepreneurial citizens. Unfortunately, in many countries, the framework conditions for entrepreneurship do not make it attractive for returnees to invest their remittances and build businesses – indeed, poor framework conditions at home are among the major causes of migration (Marat, 2009[10]; Malyuchenko, 2015[11]).5 The case study on Tajikistan that follows (Chapter 2) is concerned with policy changes and institutional reforms that can help improve these conditions and maximise the potential contribution of returning migrants to national economies.6

There are, however, important economic and social costs associated with such outflows of working-age people. The economies of the sending countries experience the so-called “missing-men” phenomenon, which means a lack of qualified male labour in rural areas, particularly during times of intensive field work. In addition, highly skilled workers also tend to leave. For example, from 1991 to 2005, the number of teachers with higher education in Tajikistan fell from 72 789 to 61 319, and the share of all teachers with higher education thus fell from 77% to 62% (IOM, 2006[12]).

Social costs for migrants and their sending communities may also be significant. First, migrants often live and work in very poor conditions, with little or no access to healthcare or other public services in host countries, where they often work in the informal sector. Second, there are the costs of family separation, which can be substantial (Malyuchenko, 2015[11]). For instance, IOM studies show that about one third of migrants’ wives were abandoned by their husbands due to the latter permanently settling in the host country (IOM, 2010[13]; IOM, 2009[14]). 

For children, the impact of migration is mixed: remittances increase household income and may thus improve access to health services, education and nutrition, but absent fathers also place emotional and physical burdens on children, who often have to undertake more and heavier work. UNICEF (2012) highlights the negative impact on school performance associated with the reduction of parental control and care, as well as family break-up. These are all challenges sending countries struggle to address, since it is often the low levels of income and institutional development that prompt out-migration in the first place.

At a macro level, dependence on remittances implies a high degree of sensitivity to the performance of the receiving economies, particularly the Russian Federation and Kazakhstan in the case of Central Asia. Consequently, even the resource-poor countries of the region were hit hard by the sharp drop in commodities prices in 2014-15, a shift in the terms of trade that might otherwise have been expected to benefit them as importers of commodities. For example, in Tajikistan in 2013, 89% of remittances were denominated in roubles, amounting to 43% of GDP; weaker demand for Tajik labour in Russia and the depreciation of the rouble against the dollar meant that many businesses and citizens saw their purchasing power fall sharply. Moreover, citizens and businesses found themselves unable to service their debts, as Tajikistan has a strongly dollarised economy, with more than 80% of bank loans and deposits denominated in USD in 2014. The banking and financial crisis that followed in 2015 was in large part a result of this shock and is still hampering growth in the country (IMF, 2016[15]).

Exports are increasingly concentrated, both in terms of commodities and markets

All the countries in the region, except Uzbekistan, have seen an increase in the concentration of their export baskets, as reflected in the Herfindahl-Hirschmann Index7 over the past 20 years, with fewer products accounting for a larger share of exports (UNCTAD, 2017[16]).8 Increasing concentration on a limited range of commodities which are often subject to large short-term price fluctuations (mainly hydrocarbons and minerals) entails important risks. For example, Mongolia experienced real GDP growth averaging 11% per year in 2010-14, but after the fall in commodity prices (particularly copper), growth dropped to 2.4% in 2015 and an estimated 1.6% in 2016, with public finances coming under strain as a result. The fall in commodity prices in 2014 slowed growth across the region, although official data for Tajikistan and Uzbekistan do not show much evidence of a slowdown (Figure 1.7). Other major global commodity exporters also experienced an economic slowdown; Chile and South Africa lost more than 2 percentage points of GDP growth between 2013 and 2016 (World Bank, 2017[1]).



Figure 1.7. Growth decrease in Central Asian economies after the commodity price decline, 2013-16

Real GDP growth, annual percentage change

[image: graphic]Source: (IMF, 2017[2])



Moreover, the vulnerability of Central Asian countries extends to shocks affecting trade partners, as their exports are concentrated in a limited number of export markets. Landlocked geography and the “distance penalty” mean that a few neighbours almost exclusively make up the export markets for Central Asian economies (Figure 1.8).



Figure 1.8. Export destinations of Central Asian countries 

100% = Total export

[image: graphic]Source: (Observatory for Economic Complexity, 2017[7])



Successful diversification should bring higher incomes and less volatile economic performance 

Resource wealth has brought important benefits to Central Asia. The rapid growth of extraction sectors has led to higher incomes and, for most of the last two decades, better growth performance in those Central Asian countries endowed with rich hydrocarbon and hard mineral resources (World Bank, 2017[1]). Proper management of the flow of resources is crucial. A positive example is the National Fund of the Republic of Kazakhstan, with total assets amounting to USD 67 billion as of 2016 (Reuters, 2017[17]; Samruk Kazyna, 2016[18]). Created in 2000 as a stabilisation fund against the fluctuation of commodity prices, the fund manages the financial assets deriving from taxes on oil and gas companies as well as from its own investments. The assets are then accumulated in a government's account at the National Bank of Kazakhstan, with a guaranteed transfer to the national budget that is limited by a fiscal rule (OECD, 2016[19]).9 Among OECD economies, Chile (the Social and Economic Stabilisation Fund) and Norway (the Government Pension Fund Global) have successfully established such funds to manage natural-resource wealth (OECD, 2008[20]).

Nevertheless, such heavy reliance on exports of hydrocarbons and hard minerals entails significant costs and risks. A large body of empirical research suggests that countries endowed with great natural resource wealth tend to lag behind comparable countries in terms of real GDP growth in the long run. This has given rise to debate about a so-called “resource curse” or “paradox of plenty”.10 At macro level, resource dependence implies a high degree of vulnerability to external shocks, particularly where government revenues rely heavily on export income. More diversified economies also tend to be more resilient to shocks. Their output is less volatile, and lower output volatility is usually associated with higher economic growth in the long run (Ramey, 1995[21]). In the case of Kazakhstan, the OECD has recommended that the government should further diversify its economy to lower its vulnerability towards external shocks (OECD, 2012[22]; OECD, 2016[23]; OECD, 2017[24]). Other resource-rich Central Asian economies face similar challenges.

In addition, the pressures that resource wealth generates on non-resource tradables, particularly when resource booms drive up the exchange rate (the phenomenon known as the “Dutch disease”), can make it hard to generate high-productivity tradable activities outside the resource sector.11 This is a critical concern, because a large share of employment in Central Asian countries is concentrated in low-productivity sectors, while mining and hydrocarbons are capital intensive and employ relatively few workers. The extraction sector alone will never be able to generate high-productivity employment on a sufficient scale to assure broad-based prosperity – even with very aggressive assumptions about both future commodity prices and the potential to increase resource extraction. A dynamic, non-resource sector is therefore likely to be fundamental to inclusive growth: Central Asian countries need to generate high-productivity activities outside the resource sector.

Diversification is also relevant for the comparatively “resource-poor” countries of the region, since, as noted above, reliance on migrants’ remittances is also an unappealing long-term strategy. They can only escape their dependence on foreign labour markets by creating conditions to enable new tradable sectors and activities to emerge and existing ones to grow more quickly.

The importance of diversification is further confirmed if we look at personal income data. Studies leveraging large datasets covering 99 countries (ILO, UNIDO, and OECD) show that sectoral concentration follows a U-shaped pattern. Starting with a very concentrated economy, countries usually diversify to reach higher level of per capita income, only to concentrate again in the sectors with greater competitive advantage at a later stage of development (Imbs, 2003[25]). More recently, on the basis of data covering 178 countries from 1962 to 2010, Papageorgiou et al (2014) found that export diversification is associated with higher per capita incomes, lower output volatility, and higher economic stability (IMF, 2014[26]). This underscores the importance of further diversifying the export structures of Central Asian countries.

Diversification will require better governance, connectivity and framework conditions for business 

Sound macroeconomic management – and, in particular, prudent management of resource revenues – will be critical to enabling Central Asian states to diversify their economies and the sources of growth. However, macroeconomic discipline alone will not be enough; policy intervention may also be needed to address co-ordination failures between economic actors, which are leading to underinvestment in infrastructure, modern technologies and human resources (Rodrik, 1996[27]; Rodriguez-Clare, 2005[28]).12 Reforms in at least three other areas will be essential:


	Improving the quality of public governance is a priority. Resource-led development is extremely demanding on national institutions, because of the need to manage the volatile revenues associated with the exploitation of natural resources fairly and productively (IBRD / World Bank, 2014[29]). As a rule, weaknesses in the institutional environment, such as corruption, weak property rights or arbitrary taxation and regulation, have a disproportionate effect on younger firms and sectors, and on small firms. Established incumbents often have the political and financial resources to cope with – or even, in some cases, to profit from – such things, while those engaged in new activities usually lack such resources and, in any case, face higher levels of risk and uncertainty than incumbents. Higher-quality institutions, coupled with proper planning, can turn the “resource curse” into an opportunity (OECD, 2011[30]). 


	Boosting connectivity to support trade and export diversification. The high cost of access to large foreign markets is a significant impediment to the emergence of new activities in much of Central Asia. This reflects both infrastructure challenges and the often high cost of doing business across borders, which results from tariffs, border procedures and non-tariff barriers. Poor trade and connectivity within the region lead to fragmented markets, making it hard for producers of non-resource tradables to achieve critical mass and to realise economies of scale, while poor connections to the rest of the world undermine access to the largest markets and inhibit integration into global value chains. 


	Enhancing the business environment is an effective way to support the diversification of economic activity (Lederman, 2012[31]). In particular, the development of small and medium-sized enterprises (SMEs) in sectors such as manufacturing, trade and services can also help economies to diversify away from natural resource sectors in which large companies are over-represented (OECD, 2016[32]). In a stable and predictable environment, businesses can operate with longer time horizons, and face reduced risks in trying innovative activities. In the absence of such conditions, rational agents will focus on short-term gains, and there is likely to be little investment in any activity that does not generate very rapid returns (OECD, 2006[33]).  







Improving the quality of public governance

Government effectiveness across much of Central Asia is relatively low

A substantial body of research suggests that resource dependence can have important implications for governance, which can, in turn, constrain prospects for diversification. Competition for natural resource rents across different levels of government can make the whole political system malfunction, as there is usually less public scrutiny and political accountability (Gelb, 2010[34]). Moreover, in a situation of limited institutional control, the struggle among elite groups to obtain the most from resource windfalls can cause an increase in fiscal redistribution strong enough to offset any increase in the raw rate of return from resource windfalls, ultimately hampering growth (Tornell, 1999[35]).

When a state’s production and export profile is highly concentrated, the characteristics of its leading sector can significantly influence its institutions, and this is especially evident in countries that specialise in extractive sectors (Chaudry, 1989[36]; Shafer, 1994[37]). Hydrocarbons and mining are typically dominated by a small number of players, with high barriers to entry and exit, and a high degree of asset specificity. Faced with the need to govern these sectors, the state develops special, highly centralised institutions and practices to capture resource rents and deal with the leading sector. The centralised, sector-specific character of the state to some degree mirrors that of the economy. Many oil-producing countries, for example, have created specialised tax agencies to tap (and spend) the oil rents and specialised agencies to monitor, regulate, and promote the activities of big oil companies.13 At the same time, they often fail to strengthen the institutions needed to promote other sector, or to create a business environment conducive to experimentation and entrepreneurship. 

This point is extremely important in the larger resource curse debate, as some research suggests that state ownership rather than resource wealth lies at the root of resource exporters’ apparently chronic under-performance (Auty, 2004[38]; Ross, 1999[39]; Jones Luong, 2004[40]). State ownership of resource industries may soften states’ budget constraints and encourage fiscal indiscipline. In any case, state-owned minerals producers are likely to be less efficient and less transparent, and also to be subject to more political interference.14 

In addition, the expropriability of resource rents creates a climate of uncertainty that discourages foreign investment. For instance in Kazakhstan, the new Mining Code includes one notable drawback. The state’s pre-emptive right to mineral resources (“strategic deposits”) was understood in the past to be of significant concern to potential and existing foreign investors in Kazakhstan, particularly in the field of solid minerals. The list of eligible minerals and their respective amounts is fairly exhaustive in terms of Kazakhstan’s resources. Even under the new mining code, some observers fear that any significant deposit would be potentially eligible for inclusion in the “strategic” category.

Institutional design and governance are also a product of domestic choices: they are not wholly determined by factors intrinsic to the sector (Jones Luong, 2004[40]). Nevertheless, the predominance of state ownership in major hydrocarbon and minerals sectors across the world over the last 40-50 years – despite wide variation in the political circumstances of mineral-exporting states – suggests that the characteristics of the sector itself are important in structuring the choices politicians make in response to domestic political opportunities and constraints. These choices, in turn, affect the prospects for developing governance models that are less centralised and more responsive to the needs of a wide range of interests and sectors. In the context of Central Asia, it is important to note that the impact of remittance flows on institutions is likely to be very different, since labour remittances, in contrast to oil rents, typically bypass both state institutions and formal banking systems. Remittances can engender an independent and affluent private sector but also provide opportunities for the government to tap remitted funds indirectly through import duties and other restrictive measures. In either case, the risk is that “extractive institutions and their ancillary legal, fiscal, and information-gathering bureaucracies” may atrophy (Chaudry, 1989[36]).

Whatever one makes of the resource curse arguments, Central Asian states do broadly conform to the general patterns found in the literature on resource- and remittance-dependent economies. Businesses and international indexes consistently report that Central Asian countries have weak institutions. For instance, they score well below the OECD average in the World Economic Forum Global Competitiveness Indicators of institutional quality, including resource-rich countries such as Canada, Chile and Norway (World Economic Forum, 2017[41]). Central Asian countries also lag behind in quality of governance, ranking in the bottom 35% in the World Bank Governance Indicators. Assessment of Central Asia’s governance points in particular towards: 

	low government effectiveness, which reflects the perceived quality of public services, civil service...
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