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Abstract: 

The thesis focuses on the process of large-scale privatization in Russia and Kazakhstan in the 1990s, 

after the dissolution of the Soviet Union. The main research problem was finding the structural similarities 

that two countries shared before and during the implementation of the economic reforms and, also, the 

differences that defined the divergence of the political and economic trajectories already in the second 

half of the 1990s. The main method used in the thesis is a comparative analysis based on David Kang´s 

analytical framework described in his book ‘Crony Capitalism: Corruption and Development in South 

Korea and the Philippines’ (Cambridge University Press, 2002). The focus of the analysis is the balance 

of power between the government and the private sector as one of the main determinants of economic 

development. The conclusion of our work is that the large-scale privatization that was supposed to be 

democratic and distributive ended up enriching a small group of beneficiaries in both Russia in 

Kazakhstan but because of completely different reasons. Kazakhstani regime very early transformed into 

the predatory state where the political elite, consolidated around a strong figure of the president, could 

successfully take advantage of the private sector. Whereas, in Russia, stronger political polarization led to 

the rise of the powerful economic groups and actors (the ‘oligarchs’) that had a say in the key political 

decisions during the 1990s. Thus, portraying just one group of actors (whether the oligarchs or the corrupt 

government) as responsible for the ‘failure’ of large-scale privatization is too simplistic. The dynamics 

between the government and the private businesses as the system constraint was much more important. 
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Introduction 

 

Throughout the 1990s, the word ‘oligarch’ (олигарх) in Russian has gone through an 

interesting transformation. The original meaning of the word ‘oligarchy’ is the rule by the few, 

therefore, an oligarch is one of those few. However, during the market reforms in Russia in the 

90s, ‘oligarch’ became a label for those people who benefited the most from the large-scale 

privatization (a similar term that became obsolete was semibankirschina). Nowadays, it often 

bears a meaning of ‘an influential, very rich person’ (Levontina, 2016). Moreover, those 

connotations were extended to the other languages, for example, in the 2019 Conversation article 

‘What is an oligarch’ Joel Samuels, a professor of law from the University of South Carolina, 

analyzed the use of the term ‘oligarch’ concerning Donald Trump’s entourage and traced it back 

to the Russian political history1. Like sputnik or siloviki, the word oligarch became an important 

symbol of the Russian political history (and reality) that is recognized worldwide.  

Indeed, the market reforms in the post-Soviet countries on the ruins of the Soviet planned 

economy grabbed the attention of the whole world because they were contributing to the grand 

economic and political debates about democracy and one-party system, market and planned 

economy, the role of the ideology in the economic and political development, etc. However, 

internally, the significance of those reforms (and, especially, privatization) was no less. From the 

beginning, it was clear for the political elites that the course of the reforms would define the 

political future of the post-Soviet countries. And, today, we can see how different choices made 

during that time resulted in different political systems and economic situations. In this paper, we 

are going to focus on two countries, Russia and Kazakhstan, and look at how the process of 

large-scale privatization was implemented there and what consequences it had regarding the 

current political and economic situations in both countries. 

In the first chapter, we are going to discuss the relevance of this topic, the choice of the 

countries, and theoretical background that is associated with this problem. In the second chapter, 

we will compare in detail the process of large-scale privatization in both countries. In our 

comparison, we will focus on the relationship between the government and the private sector 

leaning on the analytical model of the corruption types developed by David Kang (2002).  

The four types of corruption described by Kang: 

 Coherent state Fractured state 

Concentrated business Mutual hostages Rent seeking 

Dispersed business Predatory state Laissez-faire 

 
1 https://theconversation.com/what-is-an-oligarch-126244 (Date of access: 26.04.2021). 

https://theconversation.com/what-is-an-oligarch-126244


This model was initially created to describe the economic development and the role of 

corruption in South Korea and Philippines in the last third of the XX century. However, we think 

that this framework is surprisingly suitable for analyzing the large-scale privatization in Russia 

and Kazakhstan in the 1990s because, as we will show further, the dynamics between the 

political elite and the large businesses had a crucial influence on the on-going political process in 

those countries. And this is exactly what the main focus of Kang’s paradigm is, the relationships 

between the governmental structures and the large enterprises as one of the main drivers of the 

political and economic processes. We will try to demonstrate that Kazakhstani regime very early 

transformed into the predatory state where the political elite, consolidated around a strong figure 

of the president, could successfully take advantage of the private sector. In that scenario, the 

rules of the game were imposed by the state and the private economic actors were not able to 

influence the political process.  

On the contrary, in Russia, stronger political polarization led to the rise of the powerful 

economic groups and actors that had a say in the key political decisions during the 1990s. That 

was particularly clear in the second half of the 1990s (before the 1996 presidential elections and 

during Boris Yeltsin’s second presidential term) when the course of the second phase of the 

privatization was to a large extent dictated by the government’s necessity in the businesses’ 

support. In that situation, the state was weak to the extent where the private groups could easily 

exploit its instability. 

Therefore, in our work, we will focus on the government-business relations and try 

demonstrating their key impact on the political and economic development in both countries. 

 

  



Chapter 1. The relevance of the topic and theoretical background 

 

In this introductory chapter, I will try to briefly explain the relevance of the topic that I 

have chosen for my master thesis and describe the general theoretical background behind it. In 

the following chapter, I am going to focus on the comparative part itself.  

Let me start with the relevance of the topic. Indeed, it might seem that the economic and 

political reforms that took place in the post-Soviet countries in the 1990s are not as relevant for 

the current political situation as some of the other factors. For example, in case of Russia, when 

analyzing the origins of today’s authoritarianism, a lot of researchers and observers focus mainly 

on the role of Putin and his efforts to build the vertical of power leaving the period of 1990s 

behind or even considering Yeltsin´s rule as a period of democratization (Aleksashenko, 2018; 

Taylor, 2018). Such thinking seems like a serious oversimplification. In this work, we will try to 

show that Putin’s regime in Russia was a direct continuation of the political trajectory chosen by 

Yeltsin and his administration during the 1990s including the choices regarding privatization.  

When speaking about Kazakhstan, such a political continuity is more obvious since 

Nursultan Nazarbayev was the president of the country since 1991 until his voluntary resignation 

in 2018 (Olcott, 2010). Unlike in Russia, where the unexpected presidential change on the New 

Year’s eve 1999 (during the traditional presidential New Year address to the nation) has 

symbolically divided the contemporary political history into two different decades, the ‘dashing 

nineties’ (likhie devyanostye) and the ‘fat 2000s’ (tuchnye nulevye), Kazakhstan’s political 

development was more steady. Nevertheless, the interconnections between Nazarbayev’s early 

economic reforms and the political rationale behind them is not necessarily emphasized. 

Moreover, the discussion of the 1990s has an additional value to it since this period is 

actively used as a negative reference point by the political elites both in Russia and Kazakhstan. 

There is a whole mythology around the turbulent 90s in the public discourse containing images 

and notions of economic decay, poverty, organized crime, government incapability, rise of 

oligarchs (due to the unfair privatization), etc. (Malinova, 2020). For the political elites, the 

attempts to rewrite or rebrand this mythology serve as one of the tools of legitimizing their 

policies in the present2. Thereby, deconstructing the nature of the economic and political reforms 

of the 1990s, among other things, will help to highlight the peculiarities of the contemporary 

political process in Russia and Kazakhstan. 

 
2 For example, the role of Yeltsin as the first president of independent Russia and, in particular, the role of Yeltsin 
Presidential Center (established in Yekaterinburg in 2015) in the memory politics of contemporary Russia is in 
detail discussed in (Boltunova, 2017). 



Now that we, hopefully, have designated the relevance of this topic, we can go to an 

overview of the theoretical background behind the privatization process in general and in the 

post-Soviet space in particular. 

Profound studies of privatization and its economic and political implications started in the 

1980s when Margaret Thatcher’s government had launched a nation-wide privatization program 

in Great Britain setting an example for the other industrialized countries (Megginson & Netter, 

2001). There were earlier cases of large-scale privatization (including Adenauer government 

attempts in FRG twenty years earlier), however, as Megginson and Netter state, Thatcher’s was 

‘the most important historically’ (Ibid., p. 324). The emergence of a massive interest to the 

problem of privatization has coincided with the process of global shift of ideas in the economic 

theory and, therefore, policymaking from the concept of ‘welfare state’ towards neoliberalism 

(Venugopal, 2015). This theoretical problem was extremely politicized due to the ongoing Cold 

War and confrontation between two different economic systems (White, 2012). Thus, the 

research of privatization existed in two dimensions: on the one hand, in academia, it continued a 

larger economic discussion about the benefits of the state ownership over the private ownership 

(and vice versa). On the other hand, one way or another, it was a projection of the conflict 

between two opposing ideologies (Shleifer, 1998). Nevertheless, the fall of the socialist camp did 

not lead to the triumph of the ‘laissez faire’ approach. The arguments over the preferable type of 

ownership never ended, and the controversial results of the large-scale privatization in the post-

Soviet countries only fueled the academic dispute (Shirley & Walsh, 2001). 

Roughly speaking, most of research around privatization could be divided into three 

groups trying to answer the following questions: why privatize, how to privatize, and what 

happens after you privatize (sometimes, it is the combination of those questions)3. The first 

group (why privatize) is trying to contribute to the discussion about distinctions between the 

state-owned enterprises and the private enterprises (or, more generally, state property and 

responsibility versus the private ownership). Shleifer mentions that this type of scholarly work 

had initially started in line with the traditional socialism vs. capitalism debate (Shleifer, 1998). 

However, with time, the research became more nuanced and specific and could touch, for 

example, such issues as political rationale of corporatization and privatization in the market 

economy (Shleifer & Vishny, 1994) or public unions and their political role in opposing 

privatization (Lopez-de-Silanes, 1997). The range of opinions about the effectiveness of 

privatization as a measure of increasing the state’s economic productivity is, as usual, very wide. 

 
3 In this overview we rely on the article 'From State to Market: A Survey of Empirical Studies on Privatization’ 
(Megginson & Netter, 2001). 



There are privatization enthusiasts like Shleifer himself along with his coauthors Maxim Boycko 

and Robert Vishny (1997), on the other end of the spectrum there are more skeptical analysts 

who do not view privatization as panacea (Kole & Mulherin, 1997). Also, this type of research 

included exploring alternatives to the dichotomy of state-owned vs private enterprises. For 

example, the way that Chinese state corporations, in the 1980s, had borrowed some instruments 

of the competitive market environment (such as measuring and stimulating managerial 

productivity or increasing the level of companies’ autonomy) was an illustrative case for the 

researchers (Groves et al., 1994). 

The second type of privatization research focuses more on the very process of 

privatization and the instruments and methods that are available for its successful 

implementation. In the transition economies (and the post-Soviet countries are not an exception), 

usually the choice of method and pace of privatization becomes a political problem since 

different actors consider it as means to increase their power. In the next chapter, we will try to 

show how in Russia and Kazakhstan the choice of mass privatization in the beginning of the 

1990s was as much a political matter as the economic one. 

In terms of the methods of privatization, Josef Brada highlights four types that were more 

commonly used in the transition economies: 1) privatization through restitution, 2) mass or 

voucher privatization, 3) privatization through sale of state property, and 4) privatization from 

below (Brada, 1996).  

The first type (privatization through restitution) could be applied in those cases when 

property expropriated by the state (that was initially private) is returned to its previous owner. It 

is usually chosen during the privatization of land or housing, however, in case of the post-Soviet 

countries it was not quite applicable.  

The second type (mass or voucher privatization) was used during the initial stage of 

privatization in both Russia and Kazakhstan in the first half of the 1990s. In the post-socialist 

block, the country that was one of the pioneers in voucher privatization and had set an example 

for the rest of the countries was Czech Republic, so Russia (and then Kazakhstan), in my ways, 

followed its steps. The mechanism of this process suggests that the vouchers are distributed 

among the population (either for free or for a fixed cost) and are used for purchasing (or bidding 

on) the shares of the state-owned enterprises. Vouchers can be non-transferable which means 

that they cannot be resold or given to another person (like it was in the Czech case) or 

transferable (like in Russia). Usually, there are some voucher investment funds controlling the 

process of bidding for the shares of the state-owned enterprises. Again, there are different 



opinions about the effectiveness of voucher privatization. Among the problems that are 

associated with it we can find such phenomena as lack of new shareholders’ knowledge and 

skills and, therefore, decrease in enterprise’s productivity, unfair allocation of the shares in favor 

of the insiders (managers, workers, voucher investment funds, etc.), significant inflationary 

potential (Megginson & Netter, 2001). All of those problems, with more or less intensity, took 

place during the mass privatization in Russia in Kazakhstan which makes it possible to say that 

the results of this process are quite contradictory (Boycko et al., 1997). However, there are 

completely opposite assessments stating that, for example, mass privatization in Russia was a 

success in terms of its speed and scale, namely more than 16 thousands state-owned enterprises 

were privatized in a period of two years (Brada, 1996). Moreover, the voucher privatization is 

considered to be much more transparent than, for example, direct sales of the state-owned 

enterprises which proved to be true in Russia’s and Kazakhstan’s cases. 

The next type of privatization in Brada’s taxonomy is privatization through sale of state 

property. There are two main forms of such deals: either the state directly sells an enterprise to 

the new owner (usually in order to get a fast revenue) or offers the shares of the enterprise for 

public purchase. The successful cases of this type of privatization were in East Germany and 

Hungary during their post-socialist economic transition (Brada, 1996). However, usually, 

privatization through sale of state property is connected with a number of serious obstacles such 

as lack of domestic investors due to the high inflation in the beginning of transition, lack of the 

interest from foreign investors due to the unstable political and economic situation in the 

country, changing legislation regarding property rights and taxation, and, finally, high risks of 

corruption. This method was used during the second phase of privatization in Russia and 

Kazakhstan after the voucher privatization and proved to be highly controversial and prone to 

high-level corruption. 

Finally, the last method is privatization from below which means creation of new 

businesses and private enterprises in the new post-socialist economic reality. This is an important 

grassroot mechanism of building and maintaining an entrepreneurial environment in a new free 

market reality. However, it is mostly common for the small-scale businesses and startups and is 

not that significant while considering the large-scale privatization, so we will not focus a lot on 

this method. 

As we can see, in the beginning of the economic transition, the reformers in Russia and 

Kazakhstan had a variety of ways to implement the privatization. They saw how this process was 

going on in the other post-socialist countries, which methods were used and what preliminary 

results they brought and had to make decisions in a very limited time. In addition, there were 



multiple political factors that needed to be considered while planning the privatization reforms 

(we will discuss them in detail in the next chapter). Nevertheless, even the existing experience of 

the ex-socialist economies such as Czech Republic or Poland was not a guarantee that the same 

choices would lead to the same results because the position of the post-Soviet countries was 

quite unique. They had to deal with what was called a ‘triple transition’ by Claus Offe (Offe & 

Adler, 1991). There were three major problems on the agenda of the new post-Soviet states. The 

most critical one was the disastrous economic situation that was a direct legacy of the falling 

late-Soviet economy. It needed to be stabilized and transformed to the market economy. The 

second problem was the political transformation from the single-party system to the democratic 

one. And the third problem was the nation building after the colonial (or semi-colonial) Soviet 

rule. This ‘dilemma of simultaneity’ significantly increased the obstacles for the reformers and 

often left them without the roadmap (Shleifer & Treisman, 2001). 

This complexity was often overlooked by the Western analysts and advisors who 

expected that the same Washington Consensus recipe that was tested earlier in Latin America 

would be sufficient because of its universalism (Rodrik, 2006). However, the course of the 

reforms in the post-Soviet countries in the 1990s proved this assumption to be wrong. And by the 

late 1990s, there was a notable shift in the mainstream school of thought about the post-Soviet 

privatization and transition in general. Here, we need to add that the development of the 

scholarly ideas about privatization and its role in the post-socialist transformation took place in 

accordance with the global development of ideas regarding the transition process in the post-

Soviet countries, so we also need to briefly cover the history of those ideas. 

The first important conceptual framework that appeared after the collapse of the Soviet 

Union was so-called transitology. During the whole decade of the 1990s, the consensus shared 

among the Western analysts was that the political and economic transition in the post-Soviet 

countries is inevitable and that it requires the same set of measures in every case: political 

transformation, macroeconomic stabilization, market liberalization, and institutional reforms. 

Most of the observers were quite optimistic regarding this process (since some of them, for 

instance, Anders Åslund and Jeffrey Sachs, were the consultants in particular for the Russian 

government). It was expected that the reforms will follow the traditional J-curve pattern when 

the short period of the recession caused by the changes is followed by the stable economic 

growth that outweighs the previous costs (Hellman, 1998). The whole idea was built upon an 

assumption that the political regimes and the economic structures in the post-Soviet countries 

were in the transitional stage towards democracy and the market economy. And, perhaps, the 

main focus of many kinds of research at that time was to explore the obstacles on the way 



towards democratization, such as the economic ones (Fish, 1998), institutional (Linz & Stepan, 

1996), ideological (Rose & Haerpfer, 1995), or cultural (Collins, 2002). What seems to be 

common for all of those papers is the anticipation of democracy and free market (even if as a 

distant endpoint). Obviously, there were other types of research aimed to explore the 

peculiarities of the political processes in the post-Soviet space with lesser implications of the 

possible trajectories of the political regimes. For example, some scholars were more interested in 

a complex nature of such a transition (Offe & Adler, 1991), or the comparison of the similar 

processes in Eastern Europe and Latin America (Munck & Leff, 1997). Nevertheless, it would 

not be an exaggeration to claim that the academic mainstream (and, also, the political 

mainstream in the West) in the 1990s, especially in the first half of the 1990s, was shifted 

towards the transitional theories. Regarding the privatization studies, it meant that the main focus 

of the research was not whether this process should be implemented or not (because the necessity 

of rapid privatization was mostly taken for granted) but how to do it at minor expense (Shleifer, 

1998). 

By the end of the 1990s, it was clear that the expectations were too high. Some countries 

(e.g. Uzbekistan and Belarus) had little progress with the economic reforms and political 

transformation, the others (e.g. Kyrgyzstan) started rapidly but then stopped and reversed on 

halfway, and some (e.g. Russia and Kazakhstan) from the beginning deliberately pursued a path 

of authoritarian modernization when the economic reforms were implemented without the will of 

the elites to democratize the political system. The problem of divergence between mainstream 

theories and reality could not be ignored any longer, and there were some attempts to ‘plug the 

holes’ in the concepts based on the ‘third wave of democratization’ idea (Huntington, 1993). 

At the beginning of the 2000s, inadequacy and insufficiency of the ‘transition theories’ 

became evident and many new theories started to appear on the ‘ruins’ of transitology. A 

demonstrative article that could serve as a symbol of withering away of the old school of thought 

was Thomas Carother’s ‘The End of the Transition Paradigm’ (2002) where the author 

deconstructs the main assumptions of this paradigm and sums up the criticism of it4. Many 

scholars were looking for different perspectives that were supposed to be more relevant and 

applicable to the political and economic reality of the post-Soviet space (Hale, 2005). Regarding 

privatization, the same shift of paradigm could be noticed. By the end of the 1990s, the mixed 

 
4 Another excellent example of an article that raises the question of transitology’s exhaustion and seeks the new 

theoretical frameworks is Jordan Ganse-Morse’s ‘Searching for Transitologists: Contemporary Theories of Post-

Communist Transitions and the Myth of a Dominant Paradigm’ (2004). The article is more polemical than 

Carother’s because the author tries to problematize the terminology and clarify the nuances and differences between 

the branches of transition theories. However, the main idea is the same. 



results of the privatization (especially its second phase) were heavily criticized by a few Western 

observers. As an illustration, in 2000, Daniel Treisman reviewed three academic books that 

supported this paradigm5, and noticed that around 1998 there was a change in academic fashion 

from ‘optimism about Russia’s reforms to a withering condemnation of all associated with them’ 

(Treisman, 2000, p. 147). 

An analytical framework that tries to avoid this rather deterministic path is the paradigm 

of authoritarian modernization that focuses on the policy making and implementation in the 

conditions of an authoritarian regime (Gel’man, 2016; Lo & Shevtsova, 2012; Slade et al., 2021). 

Usually, the research within this paradigm is concentrated on the reforms and policies that are 

not meant to change the political status quo but are applied only within an isolated segment of 

governing or public sector (for instance, economic or social reforms). Even though the idea of 

such authoritarian reformation might sound plausible, the real case studies lead to disappointing 

conclusions (Gel’man & Starodubtsev, 2016). Indeed, the absence of the democratic institutions 

that serve as a barrier for the rapid and steady reformation could ensure a more effective process 

of the implementation of certain policies in the authoritarian state. However, that is rather a rare 

exception than the rule (Ibid.). 

In that sense, the post-Soviet space with a variety of different electoral authoritarian 

regimes6 appears as a perfect material for applying such a paradigm. However, the research in 

this theoretical framework usually describes the reality of the 2000s and 2010s when 

authoritarianism had undoubtedly consolidated in the majority of the post-Soviet countries, the 

1990s are still left behind or considered as a period of uncertainty. For example, if we look at the 

recent studies of authoritarian modernization in Russia, we would notice that the case studies 

take place mainly in the 2000s when Putin’s regime had proven to be non-democratic (Gel’man, 

2016). And there are several good reasons for this phenomenon. First of all, studying the 

implementation of reforms in a consolidated and economically stable authoritarian regime allows 

reducing the probability of inaccurate conclusions. Since the post-Soviet countries had to deal 

with a number of serious global problems (economic, political, related to nation-building, etc.) in 

the 1990s, the failure of certain reforms could be a result of multiple variables. In other words, it 

is difficult to say whether the political regime was the primary factor or secondary (or even more 

 
5 Failed Crusade: America and the Tragedy of Post-Communist Russia (Cohen, 2001), Sale of the Century: Russia’s 
Wild Ride from Communism to Capitalism (Freeland, 2000), and Godfather of the Kremlin: Boris Berezovsky and the 
Looting of Russia (Klebnikov, 2000). 
6 If we look at the total freedom score of the countries in 2020, according to Freedom House’s report (which 
includes political rights and civil liberties indices), we would indeed see a wide variety presented by the post-Soviet 
authoritarian regimes from absolutely unfree Turkmenistan (2 out of 100) to much less personalist regime in 
Kyrgyzstan (28 out of 100). Russia and Kazakhstan in this list are ranked almost at the same level (20 and 23 
respectively). Source: https://freedomhouse.org/countries/freedom-world/scores (retrieved 11.03.2021).   

https://freedomhouse.org/countries/freedom-world/scores


insignificant, in some cases). Nevertheless, the second reason for not focusing on the 1990s is, as 

far as it seems, the residual influence of the transitional paradigm. Even though the insolvency of 

the transitology approach was widely accepted already at the beginning of the 2000s, it seems 

that its inertia is still quite heavy. It is almost as with the new law that does not have a retroactive 

effect, the shift of the theoretical framework, by and large, also did not have a retroactive effect. 

The 1990s are still widely considered as the period of uncertainty or transition (particularly in the 

case of Russia) and are not usually discussed in terms of authoritarianism, with rare exceptions 

(Gel’man, 2015; Yavlinsky, 2019).  

As a concluding note of this chapter, let us explain the choice of the countries and the 

parameters of comparison that we are going to do in the next chapter.  

In a way, it is possible to say that the political regime in Kazakhstan in the second half of 

the 1990s is more similar to Putin’s authoritarianism of the 2000s when looking at the level of 

centralization of power, political competition, and freedom of speech. Some of the obstacles and 

policies that were meant to overcome them took place in both countries in different periods 

(Busygina et al., 2018). However, one could say that after becoming the president of Russia, 

Putin has made some choices that were similar to the choices made by Nazarbayev a decade 

earlier (we are going to briefly discuss the political and economic conditions in both countries 

after the dissolution of the USSR in the following chapter). He centralized the power and 

eliminated his biggest political rivals (although the scale of that problem in Russia was much 

larger since Kazakhstan is a unitary state and there was no major regional opposition), got 

control over the most important media outlets, predominantly TV and press, created a loyal 

political party that started to dominate the parliament, incorporated or marginalized other 

political parties, etc. (Gel’man, 2015; Olcott, 2010)  

Given all that, comparing those regimes synchronously and looking at how the same 

package of reforms (in our case, large-scale privatization) was implemented in two countries 

could be especially interesting because it might reflect the reaction of two similar authoritarian 

regimes that were, however, at different stages of their evolution. Kazakhstan became a strong 

consolidated authoritarian regime already in the middle of the 1990s while Russia has reached 

more or less the same level of authoritarianism only in the 2000s.  

Not to mention that there are many other similarities between Russian and Kazakhstan 

that make this choice of countries for the comparison explainable. First of all, geographically, 

they are close neighbors, they share a huge common border, therefore, they always have had 

very tight economic, political, and cultural connections and an intensive intermigration flow 



which also defined their communication after gaining independence (Olcott, 2010). Today, 

Russia and Kazakhstan are still the closest trade partners within the Eurasian Economic Union, 

in particular in oil and gas sectors. That is the second point of resemblance: Russia and 

Kazakhstan have a lot of similarities in the structure of their economies, the lion’s share of the 

GDP of both countries is dependent on the export of natural resources. The countries are 

interconnected by the pipeline structure that is crucial for the transportation of fossil fuels and, 

therefore, their entire economies are tightly intertwisted (Imangozhina et al., 2019). Moreover, in 

a very similar manner, they try to adapt to the realities of the global environmental agenda and 

integrate themselves into the discourse of sustainability, green energy, and ‘energy transition’, 

even though those attempts, for now, are still more demonstrative rather than effective (Koch & 

Tynkkynen, 2019).  

In the next chapter, we are going to compare the process of large-scale privatization in 

Russia and Kazakhstan in the 1990s. Specifically, we will be looking at: 

1) the differences and similarities of the political and economic conditions in both 

countries before the reforms; 

2) the very course of the large-scale privatization and political contestation between the 

main actors involved in this process; 

3) the consequences of the privatization in terms of the political development and 

economic situation of the countries.  

After the analysis, we will answer the questions in the following table. 

 Russia and Kazakhstan 

Initial conditions After the collapse of the Soviet Union, what were the main differences in economic 

structures in Russia and Kazakhstan that could influence the course of 

privatization? Similarly, what were the differences between the political systems 

that could have resulted in diverging paths of economic reforms? 

Phases of the privatization What were the main stages of large-scale privatization in Russia and Kazakhstan, 

what has defined the pace and the intensity of the reforms, and how the choices in 

one country could influence the economic decisions in another? 

Main actors and political 

competition 

Who were the main agents of the privatization, what were their incentives, and how 

the political struggle was reflected in the process of negotiating over the 

privatization? 

Results Is it possible to isolate the influence of the large-scale privatization on the political 

regimes that were established in Russia and Kazakhstan by the end of the 1990s? 

What were the economic consequences of this process and who turned out to be the 

main beneficiaries of it? 

 



Chapter 2. The comparative analysis of the large-scale privatization in Russia and 

Kazakhstan in the 1990s 

 

Initial conditions 

Historical legacy/cultural conditions 

Certain cultural characteristics of the nation and historical legacy are often considered as 

important factors that affect the velocity and successfulness of the reforms in a country that is 

transforming into a market economy. Following the Weberian tradition of this type of research 

set by his classic ‘The Protestant Ethics and the Spirit of Capitalism’, some political economists 

tried to examine the importance of the ideological and cultural factors on the post-Soviet 

liberalization (Appel, 2000; Brudny & Finkel, 2011; Marinov et al., 2002). However, there were 

also voices more skeptical to this paradigm and recognizing the contextual and sporadic nature 

of those factors (Crawford Beverly & Lijphart, 1997). In this section we are going to look 

closely at this issue applied to Russia and Kazakhstan in the 1990s and try to prove that the 

cultural and historical differences between the countries were not reflected in a significant way 

in the process of their economic liberalization. 

We will focus on two major points that are usually mentioned by the scholars when 

distinguishing Kazakhstan and some other Central Asian countries from Russia. The first one is a 

historical factor, namely the lack of the history of private property before being conquered by the 

Russian Empire (and incompatibility of the nomadic culture with the market economy). The 

second one is the ‘clan politics’ that is supposedly specific to Central Asia as opposed to the 

Slavic post-Soviet countries. We will try to show that those factors did not play a major role in 

the process of economic transformation and did not become obstacles that affected the starting 

position of Kazakhstan compared to Russia. 

The topic of the ‘clan politics’ was discussed with more and more interest and persistence 

regarding particularly Kazakhstan (but, in general, all Central Asian post-Soviet countries) 

throughout the 90s and further (Collins, 2006; Mandelbaum, 1994; Schatz, 2004). Mostly, it was 

used in order to explain the failure of establishment of the democratic institutions in the country 

and early rise of Nazarbayev’s authoritarianism (Bremmer & Welt, 1996). The hierarchical 

system of three zhus (administrative units in pre-Russian Kazakh society) and kinship bonds 

between the elite groups were considered as the reasons that opposed democratization and were 

incompatible with the competitive market environment (Ibid.). However, despite this, we can see 

that the results of the privatization in Russia and Kazakhstan are more alike than different. The 

privatization of large enterprises was flawed in both countries and, as a result, the system of 



crony capitalism was established (Aslund, 2019; Pomfret, 2005). Indeed, if we put the ‘clan 

optics’ aside, we would see that the regimes in Russia and Kazakhstan are surprisingly similar in 

terms of the rent-seeking networks among the elites. For example, Peyrouse claims that 

reexamining the definition of ‘neopatrimonialism’ and applying it to Russia and Kazakhstan 

(instead of focusing on the cultural perspective) allows noticing that, despite the expectations, 

the problem of ‘clan politics’ was highly overestimated by the Western observers and the 

political trajectories of two countries share a lot in common (Peyrouse, 2012).  

The second factor that we are going to consider can be labeled as ‘historical legacy’. It 

suggests that since the Kazakhs had a nomadic culture and did not have a tradition of owning the 

land before being conquered by the Russian Empire (and also did not have a major tradition of 

private entrepreneurship), the lack of such an experience should be a major disadvantage in the 

process of market liberalization (Brown, 1998). Indeed, there are some indicators that might 

support this suggestion. There is evidence that the general attitude towards the privatization in 

the 1990s is more negative in the Central Asian countries than in Eastern European post-socialist 

countries, and Kazakhstan is not an exception (Denisova et al., 2009). This could be viewed as 

an indirect manifestation of a certain cultural prejudice against the free market (however, this 

hypothesis also needs verification). Nevertheless, even if that is the case, we argue that the 

common public’s mistrust towards the private ownership of large corporations (whether this 

mistrust existed or not) was irrelevant. In Kazakhstan, the aim of the political elites to create the 

rent-seeking opportunities supported by the passiveness of the civil society in the 1990s was a 

strong catalyst of the market liberalization reforms (including large-scale privatization). The 

necessity to attract international investment in the energy sector forced Kazakhstan to proceed 

with the legislation accompanying market liberalization with the same speed as Russia 

(Blackmon, 2010). Moreover, some of the legislation such as bank reform (adoption of the Basel 

I and Basel II International Accounting Systems) and creation of the National Fund took place 

earlier than in Russia (Marchenko, 2014; Peresetsky, 2010). But, in general, the process of 

privatization in both Russia and Kazakhstan proceeded at approximately the same speed and no 

historical legacy (neither lack of the land-owning experience in Kazakhstan nor anything else) 

played a significant part in it. The initial economic and political factors were much more 

important both in terms of the incentives, instruments, and priority of policymaking. 

 

 

Economic conditions 



At the start of the transition, the international financial organizations and Western 

advisors suggested that the right policies were enough for the smooth transition (Millar, 1997). 

The research started to focus more on the initial (mostly economic) conditions and their impact 

on the transformation only in the second half of the 1990s when the mixed outcomes became 

evident. Melo et al. (1998) claimed that the very initial conditions (macroeconomic distortions, 

differences in economic structure and institutions) could explain the divergence of outcomes 

among the transitional economies. And even though the political reform was still the most 

important determinant in this process, the different starting points could define its pace and 

effectiveness. This empirical research also discovered that the influence of the initial conditions 

diminished over time. It grouped the transitional countries into several categories; Kazakhstan 

was in the same boat with Kyrgyz Republic, Turkmenistan, Uzbekistan, Tajikistan, and 

Azerbaijan—countries with the low level of development, significant macroeconomic distortions 

and no familiarity with the market process. Russia had much better initial conditions, its general 

level of economic development was higher, comparable to Ukraine, Georgia, and Lithuania, 

making the transition opportunities higher. Falcetti et al. (2002) came to similar conclusions—

they found that the Central Asian countries, in which the initial conditions were more adverse 

than in the other post-Soviet states, had greater struggles with the reforms and economic growth. 

However, they also confirmed that the influence of the initial conditions faded over time and was 

the strongest within the first years of transition. These findings were supported by several 

econometric analyses (Berg et al., 1999; Falcetti et al., 2006; Millar, 1997). 

At the same time, there are economists who are closer to the path dependence arguments 

by stressing that some preconditions were much more important for the transition process than 

the others. Pamela Blackmon (2005), comparing reforms in Kazakhstan and Uzbekistan, stated 

that the types of the main exported natural resources and the proximity to Russia not only have 

defined the pace of the market liberalization but also had an influence on the political regime. 

Since Uzbekistan’s main export resources were cotton and gold that did not require a complex 

transportation system, its economy disintegrated from the Soviet system and adjusted to the new 

circumstances more easily. That could explain the tendency towards autarky without any 

necessity for rapid liberalization. On the contrary, Kazakhstan’s economy was much more 

intertwined with Russia’s. Its main exported resource was oil which was transported to the 

refineries in Russia. Kazakhstan’s industrial production, pipeline structure, and even the 

electrical grid system were heavily dependent on Russia (Kalyuzhnova, 1998; Pomfret, 2005). 

Therefore, after gaining independence, the Kazakhstani government had more incentives to open 

the country for foreign investment (following the recommendations of the IMF) in order to build 

a proper industrial infrastructure that would not be dependent on the northern neighbor. 



Nevertheless, that was still a highly negative factor in the transition process. As Petrakos (2001) 

showed for the Central European countries, the regions that were heavily dependent on CMEA 

(Council for Mutual Economic Assistance) in trade, monostructure regions or regions with a 

weakly integrated production structure (all of those characteristics to some extent could be 

attributed to the Kazakhstani economy before 1991) suffered the most from the transition. 

As compared to Kazakhstan, Russia’s economy had a much better starting point before 

the transition (Falcetti et al., 2002; Melo et al., 1998). It was lagging the Central European 

countries like Poland, Czech Republic, or Romania but significantly outrun the Central Asian 

countries in almost every macroeconomic variable, such as income level, urbanization, GDP, 

richness of natural resources, proximity to the European market, etc. (Ibid.) Even though the 

country also suffered from the Soviet policies of ‘state as a whole’ approach that contributed to 

the regional disparities, the other republics (with the exception of the Baltic states) experienced 

much worse consequences because of the inability to develop diversified and balanced domestic 

economic structures (Ozornoy, 1991). Only during the late 1980s, as a direct result of 

perestroika, the local republican governments got more authority in managing their economies 

and defining the national economic priorities, yet, those granted rights were still limited and not 

sufficient for overcoming the systemic distortions that had been establishing for decades.  

Furthermore, since the main central political and economic institutions (like Gosplan, 

central ministries, etc.) were in Moscow, most educated and skilled managers and economists 

from the regions were usually relocated there as a part of promotion. This process created a huge 

brain drain problem in the national republics and resulted in the lack of qualified personnel after 

gaining independence (Ibid.). In Kazakhstan, this problem was even more severe than in the 

other Central Asian republics because during the 1990s mass German and Russian emigrations 

took place, and those two ethnic minorities contained a ‘disproportionate number of the 

country’s well-educated and skilled people’ (Pomfret, 2005, p. 861). 

All in all, looking at the macroeconomic indicators only, Russia had all the opportunities 

to be much more successful with the market reforms (particularly privatization) than Kazakhstan. 

Its economy was more balanced, diversified, and more closely connected to the developed 

European countries. Those are the factors that were considered beneficial for the smooth 

transition. 

 

Political initial conditions 



There are perhaps two approaches to analyzing the importance of the political factors on 

the process of economic transition in the post-Soviet countries. The first one could be described 

as a determinist approach. It suggests that in every country there was a perfect way of a 

successful economic transition (or maybe even several ways), and if that did not happen then the 

reformers are to blame. It is whether they were not persistent with the necessary reforms 

(Åslund, 2007), the pace of the reforms was not right (gradualist approach should have been 

chosen instead of the shock therapy or vice versa—Kalyuzhnova, 1998), the importance of the 

institutional change was overlooked (Popov, 2007), etc. All these views share one thing in 

common—they put a great emphasis on the right policies at the right time and do not seem to 

overestimate the initial political conditions. Because no matter in what political context the 

country starts the economic transition, the implied inevitability of this process suggests that there 

is a way towards a successful transformation. The goal is to find this way and to walk it to the 

end without stopping or turning backwards. 

The second approach is more descriptive. It does not construct some abstract models or 

scenarios in order to compare the political process to them but rather tries to explain the reality 

through the political struggle of different interest groups (Hellman, 1998; Shleifer & Treisman, 

2001). According to this point of view, the market transition in the post-Soviet states was not an 

obvious and predetermined choice. It progressed in those countries where the political 

constraints were weaker and incentives of the elites to implement the transition were stronger. 

Since we are considering the initial political conditions for the economic reforms, this approach 

would be more relevant for us. 

Hellman (1998) showed that the traditional analysis of the economic reforms through the 

lens of the political cycles was not suitable for post-communist countries. The assumption that a 

more democratic government would be less willing to implement radical reforms was not 

confirmed because the most advanced reformers were the Baltic states (with the highest 

democracy index of all post-Soviet countries). He demonstrated that the new elites were a greater 

threat for the transitional economies, the ‘winners’ of the early reforms who were not interested 

in continuing them because of the rent-seeking opportunities that would be lost in a full market 

environment. Therefore, one of the most important initial political conditions for the economic 

transition would be the political polarization of the elites and the prerequisites of emerging the 

new elites during the early transition. 

Regarding this issue, Kazakhstan and Russia were (and still are) quite different. 

Kazakhstan is a unitary state, therefore, it does not experience the centrifugal forces of a big 

federal country and does not suffer from the central-region conflicts caused by them. Regional 



governments were among the main stakeholders during the early reforms in Russia that had 

acquired major rent-seeking opportunities and levers for Moscow (Shleifer & Treisman, 2001). 

Paradoxically, the better initial economic conditions in Russia created a more complex political 

context because among the other significant stakeholders who resisted the continuation of the 

reforms were the managers of the large enterprises and bankers. All those interest groups had 

lobbyists in the State Duma and the government and tried to protect the partial reform 

equilibrium that they benefited from (Hellman, 1998). Kazakhstan’s elite was much more 

centralized and did not experience that level of polarization. Obviously, there were similar 

problems but on a significantly smaller scale (Cummings, 2005).  

Accordingly, the Russian political system in the first period of the transition had more 

constraints for introducing the economic reforms than the Kazakhstani one. This could be 

illustrated by the fact that two very similar conflicts between the reform-oriented president and a 

more conservative parliament ended in entirely different manners in two countries almost at the 

same time (the end of 1993). The Russian conflict has resulted in a military intervention whereas 

in Kazakhstan the parliament “voluntarily” voted for its own dissolution in December 1993. 

Moreover, when the new parliament was also reluctant to adopt the reforms, the constitutional 

court invalidated the 1994 parliamentary elections and Nazarbayev ruled by decree for nine 

months in 1995 pushing through some key market-oriented initiatives (Olcott, 2010). As Shleifer 

and Treisman put it, ‘President Yeltsin, despite his enormous and rather arbitrary powers to sign 

decrees, fire members of his government, and make policy declarations, from the beginning 

lacked the ability to expropriate important stakeholders unilaterally’ (Shleifer & Treisman, 2001, 

pp. 8–9). Whereas Nazarbayev was more successful in coopting and restricting the political 

opposition by using the carrot and stick principle (Junisbai & Junisbai, 2005), which was 

possible because there were less political constraints for the reforms in Kazakhstan from the 

beginning. 

 

Stages of privatization 

 

The pace and the order of the liberalization reforms, from the beginning, were hot topics 

of the political and economic debates. For example, one of the major discussions in most of the 

post-Soviet countries in the beginning of the 1990s was whether privatization should take place 

prior to the price liberalization and macroeconomic stabilization or vice versa (Appel, 2004). 

Perhaps, a more known dilemma was whether to choose a ‘shock therapy’ or more gradualist 

approach in the process of the market reforms implementation (Kalyuzhnova & Andreff, 2003). 



Taking into account the initial political and economic conditions in Russia and Kazakhstan right 

after gaining the independence, in this section, we are going to compare the pace of the large-

scale privatization in both countries. We will look closely at how this process was unfolded in 

time, what stages there were, and which governmental decisions led to them.  

In case of Russia, when it comes to privatization of the state enterprises in the 1990s, a 

significant number of scholars distinguish two periods: mass privatization, from 1992 to 1994, 

and post-voucher phase (the name of this period could vary), from 1994 till the end of the 1990s 

(Appel, 2004; Leonard & Pitt-Watson, 2013). And while there are mixed opinions about the 

success of the first phase (still they are mostly negative though)7, there is more consensus about 

the corrupted nature of the second one that favored a few beneficiaries closely related to the 

Kremlin, so-called ‘oligarchs’ (Guriev & Rachinsky, 2005; Schroder, 1999). We will examine 

both periods in order. 

Mass Privatization Program in Russia started in 1992, even though it was being prepared 

from 1991 on legislative and institutional levels. Anatoly Chubais, an economist of a new (pro-

Western) generation and a member of Yeltsin’s team, was appointed as a responsible person for 

implementing the privatization program, and a newly created State Property Committee (GKI, 

Gosudarstvenny Komitet po Imuschestvu) was supposed to monitor and control this process. 

From the beginning and throughout the whole decade, there were constant debates about the 

methods of privatization and its priority mainly because it was not just an economic issue but 

also a political one. Communists-dominated Duma was the biggest obstacle for the reformers, 

however, a strong public support of Yeltsin and misleading and somewhat populist rhetoric of 

the privatizers about the distributional and democratic nature of the reform and high potential for 

public’s enrichment allowed to gain people’s trust, at least for a brief period at the beginning of 

the privatization (Appel, 1997). 

The scheme of the voucher privatization chosen by the reformers was in many ways 

following the footsteps of the Czech voucher privatization. A significant difference was that the 

vouchers in the Russian case were transferable (i.e. people could easily buy and sell them to one 

another). So, lack of the information among the population about the voucher system, confusing 

statements by the government officials about the value of the vouchers, poor general economic 

 
7 This quote by Liebermen and Veimetra is often used as an example of radically polar evaluations of Russia’s two 
privatization phases, ‘In two years, the Russian privatization program has moved from the outstanding 
accomplishments of the MPP (Mass Privatization Program) to the point where the program is now widely regarded 
as collusive and corrupt, failing to meet any of its stated objectives’ (Lieberman & Veimetra, 1995). Neutral or even 
slightly positive assessments of the voucher privatization (as opposed to the loans-for-shares deals of the second 
phase) are also not rare (Aslund, 2019; Shleifer & Treisman, 2001). 



situation (and, therefore, wage arrears, low standard of living, etc.) forced people to sell their 

vouchers cheaply in order to survive (Appel, 2004). By 1994, voucher-based mass privatization 

had exhausted itself, there was mass disappointment in this process, the distribution of wealth 

that was supposed to be democratic and more equal was seemingly favoring a few. A new 

strategy was needed in order to continue the large-scale privatization and patch the holes in the 

state budget, and the government proceeded with the ‘loans-for-shares’ auctions which marked 

the beginning of the second phase. 

The desperate need to increase the revenue for the state budget had led the Russian 

government to consider Vladimir Potanin’s (one of the biggest bankers at that time and the 

richest Russian businessman nowadays8) suggestion about ‘loans-for-shares’ auctions as an 

alternative method of the large-scale privatization (Treisman, 2010). The idea was that the 

government would hold a set of auctions with the private banks bidding on the right to provide a 

loan while the shares of the state enterprises would serve as a collateral. Since the government 

supposedly did not plan to pay off the debts, these scheme was an indirect form of privatization 

(Appel, 2004). The biggest problem with those auctions was the complete lack of transparency 

and, as a result, corruption and favoritism. Potanin’s Oneximbank as well as the other banks the 

owners of which were close to the Kremlin, were winning the auctions even though usually their 

bids were just slightly higher than the starting bid. While, at the same time, there were other 

competitors with much higher offers who were disqualified from the auctions for some far-

fetched and sometimes fictitious reasons. For example, in 1995, Oneximbank has received 38 

percent of Norilsk Nickel shares ‘by bidding only $100,000 over the starting minimum bid of 

$170 million. The higher bid from Rossiisky Kredit of $355 million was disqualified for not 

demonstrating adequate proof of financial guarantees’ (Appel, 2004, p. 99). 

As a result, by the end of the 1990s, after the series of loans-for-shares auctions, a new 

economic elite of so-called ‘Russian oligarchs’ was formed, and their political influence was no 

less significant. According to Guriev and Rachinsky’s estimates, by 2003, 60,2% of the Russian 

stock market shares belonged to 10 largest families in the country, a percentage almost twice 

higher in average than in European countries (Guriev & Rachinsky, 2005). It is no surprise then 

that the attitude of the regular Russians towards the results of the large-scale privatization in 

Russia was and still is predominantly negative9. Demonstratively unfair and corrupted nature of 

 
8 According to the Forbes estimations for 2020, Potanin who holds a 35% stake in Nornickel, is the richest Russian 
businessman with a net worth of $20 billion, https://www.forbes.com/sites/tracywang/2020/04/09/the-10-
richest-russian-billionaires-in-2020/ 
9 WCIOM poll from 2003 states that two thirds of Russians favored the idea of full or partial revision of the 
privatization’s results with 37% rooting for the full renationalization. Source: 
https://www.levada.ru/2003/08/10/rezultaty-iyulskogo-oprosa-vtsiom/ (Date of access: 05.04.2021) 



the ‘loans-for-shares’ deals has made this second phase a notorious symbol of the privatization in 

Russia. Even though the mass voucher privatization, also, raises a lot of questions about its 

fairness, transparency and effectiveness (especially comparing with more smooth process in 

Czech Republic), the collateral auctions leave absolutely no doubts about those aspects. It is hard 

to defend them even for the advocates of the Russian privatization (e.g., such as Aslund, 2019; 

Shleifer & Treisman, 2001). 

When it comes to the medium and large scale privatization in Kazakhstan in the 1990s, 

there were also two major phases in this process that are very similar to the Russian scenario: 

mass privatization (1993–1995) and case-by-case projects (1996–1998) (Kalyuzhnova, 1998). 

While the first phases in both countries had much more in common, different political 

circumstances and trajectories in the following years had determined significant divergences in 

how the second phase was implemented in Russia and Kazakhstan (as we will try to show in this 

and the next sections). 

It would not be a great exaggeration to say that, in the first post-Soviet years, Kazakhstan 

played a role of Russia’s diligent student implementing the same reforms, such as price 

liberalization, privatization legislation, right after its northern neighbour. One could say that the 

common nature of the post-socialist transformation to the market economy dictated the same 

solutions for all of the post-Soviet countries, so, it is not surprising that there were so many 

similarities. However, that is not the case. For example, there is a huge difference between 

Kazakhstan and Uzbekistan in the timing of the liberalization reforms, introducing the national 

currency and completing convertibility of the currency that was suggested by the advisers from 

the IMF, with Kazakhstan being much more advanced with those reforms (Blackmon, 2010). So, 

the similarities between Russia’s and Kazakhstan’s economic policies in the beginning of the 

1990s should not be taken for granted. 

The mass privatization in Kazakhstan started soon after the same process was launched in 

Russia, in 1993. The procedure was almost identical: a special State Property Committee (SPC) 

was created in order to regulate the first phase of the privatization. As in Russia, the voucher 

system was chosen as a method of privatization, and multiple Investment Privatization Funds 

(IPF) were facilitating the process of coupons (vouchers) distribution (the coupon system in 

Kazakhstan was tested previously during the housing privatization). This phase had the same 

problems as in Russia: low level of information distribution among the regular population, low 

level of financial literacy10, contradictory legislation, and general economic instability and lack 

 
10 This is supported by the existence of such phenomena as ‘financial pyramids’ in both Russia and Kazakhstan in 
the 1990s (however, this is, perhaps, true for most of the other post-Soviet countries as well). In Russia, the most 



of trust in the government. Nevertheless, at least the partial success of the first phase is 

acknowledged by some scholars in terms of its scale (Mitrofanskaya, 2011). Again, as in case of 

Russia, given the difficult economic and political conditions immediately after the collapse of 

the Soviet Union, the mixed results of the mass privatization in Kazakhstan do not look as 

controversial as the outcome of the second phase of privatization which was accompanied with 

the multiple high-profile corruption scandals on the international level.  

The second phase of the privatization has revealed more differences between Kazakhstan 

and Russia. In this section we are going to describe them, and in the following section we will 

try to analyze the reasons of those differences and their political implications.  

The first major difference in the large-scale privatization in Russia and Kazakhstan is the 

role that the Foreign Direct Investment (FDI) played in this process. In Russia, the Law on 

Foreign Investment was adopted already as early as in 1991 allowing the ‘foreigners to form 

joint ventures with Russian enterprises and to own enterprises on Russian soil’ (Appel, 2004, p. 

75). Moreover, the participation of the foreign investors in the privatization process was one of 

the conditions set by the international financial organizations (IMF and World Bank) for 

providing the subsidies and support loans (Florio, 2002). Despite that, the role of the foreign 

actors in the large-scale privatization was rather minor given that Yeltsin’s government wanted 

to minimize its influence. The ‘loans-for-shares’ auctions were held despite the strong critique of 

this mechanism by the Western observers. In fact, most of the auctions were designed in such 

manner that allowed only for domestic banks to participate11 (Treisman, 2010). At the same time, 

in Kazakhstan, the situation was quite the opposite. The first sales of the state enterprises’ shares 

to the foreign investors started already in 1993. The first deals that preceded the second phase of 

the privatization were selling the shares of three major enterprises: 49 percent of Almaty 

Tobacco Factory shares were sold to Phillip Morris for $313 million, 90 percent of Shymkent 

Confectionary Factory went to RJR Nabisco for $70 million, and 90 percent of Margarine plants 

in Almaty and Karaganda were sold to Unilever for $60 million (Pomfret, 2005, p. 864). The 

same pattern took place during the following years making Kazakhstan one of the most open CIS 

countries to the foreign direct investment (Ibid.). 

 
famous case is represented by the MMM organization led by Sergey Mavrodi, and, in case of Kazakhstan, the 
similar financial pyramid that attracted the most attention was ‘Smagulov and K’ that belonged to Nurlan 
Smagulov (Appel, 2004). 
11 Nevertheless, the Russian banks that had won the ‘loans-for-shares’ auctions had the right to sell the shares of 
the collateral enterprises to the foreign investors a year after (Appel, 2004). But the rules of the game favoring the 
domestic actors over the foreign ones are still pretty much indicative. 



Large-scale corruption was the common characteristic of the second phase of the 

privatization in Russia and Kazakhstan but because of the early foreign presence in the 

Kazakhstani stock market, corruption there as well has acquired an international scope 

(especially during the privatization of the oil companies). The most famous case is so-called 

‘Kazakhgate’ that involves a series of corrupt deals between the American oil companies and 

Kazakhstan’s government in the late 1990s including some evidence of president Nazarbayev’s 

participation in those deals (Lillis, 2018).  

The second big difference between the large scale privatization in Russia and Kazakhstan 

is the role of the ’oligarchs’ and their inlufnece on the domestic politics (we will focus more on 

this aspect in the following segment). As in Russia, mass privatization in Kazakhstan in the early 

1990s had led to the unequal distribution of the state assets creating a group of economic elite 

that could be considered as ‘Kazakh oligarchs’. While in Russia the Kremlin had to get the 

support of this group or incorporate some of its members, especially before the Duma elections 

in 1995 and the presidential elections in 1996 (Leonard & Pitt-Watson, 2013), in Kazakhstan, the 

local oligarchs did not present a significant political force that could serve as an opposition to the 

regime. Since Nazarbayev, from the beginning of his presidency, had relied on the repression as 

the main instrument of resolving any political conflict, he has monopolized the political sphere 

right away and did not have the negotiating dilemmas as Yeltsin did. All of the ‘Kazakh 

oligarchs’ were politically loyal to the president and close to his circles, not to mention the fact 

that the members of his family owned a significant share of mining industry enterprises, 

telecommunications corporations, banks, etc. (Peyrouse, 2012). In the next section, we are going 

to elaborate on this issue as well as consider the political struggles between the different actors in 

both countries in general and how it was reflected in the choices of large-scale privatization. 

 

Main actors and political competition 

 

As it was stated earlier, privatization was far from being a technocratic mechanism that 

was supposed to help the post-Soviet countries recover from the consequences of the Soviet 

economy’s failure. Indeed, Western financial organizations and advisors mostly agreed upon the 

fact that privatization was the only way for a long-term economic recovery as well as the other 

liberalization measures, even though the following years has proven the insufficiency of such 

assumptions (Kalyuzhnova & Andreff, 2003). Apart from that, privatization was an ideological 

and political issue. On the ideological level, it was associated with the complete break with the 

Soviet system and reunion with the Western civilization. Rapid privatization, at least in theory, 



decreased the chances of restoration of the planned economy and going back to the socialist 

modus operandi (Appel, 2004). On the political level, this conflict was reflected in the 

confrontation between a reform-oriented president and his team against a more conservative and 

communists-dominated parliament. This situation was generally the same in both countries, 

although in Russia, the level of political struggle and competition was much higher than in 

Kazakhstan.  

In Russia, the reformers (we have mentioned that Chubais was the one responsible for the 

privatization program, so we will use him as the main representative of this group) were grouped 

around the president and had his full support. Later, by the end of the 1990s, when the 

ambiguous and corrupted results of the large-scale privatization were obvious for the public, 

Yeltsin tried to make a scapegoat of Chubais and put blame on him (moreover, Chubais himself 

had to resign in 1998 with a group of a few GKI officials being accused of the bribery for writing 

a book on privatization), however, from the beginning the president supported the idea of 

privatization (Leonard & Pitt-Watson, 2013). There were multiple powerful groups in the 

opposition to this initiative including the conservative majority of the Supreme Soviet headed by 

its chairman Ruslan Khasbulatov (until the Constitutional crisis of 1993), Russian Union of 

Industrialists and Entrepreneurs led by Arkady Volsky, and several branch ministries (the last 

point is a good illustration of how complex this issue was, even within the government there 

were different coalitions pro and against the reforms) (Appel, 2004). This confrontation had also 

a regional aspect in it. Industrial lobby represented by Volsky’s Union and some members of the 

parliament was, among other things, protecting the interests of the regional ‘red directors’ and 

economic elites in general (Lohr, 1993). This created an additional resistance to the 

government’s privatization initiative against the background of Kremlin’s centralization efforts.  

The main dispute between two sides was mainly about the method of privatization. In one 

way or another, the anti-reformist coalition wanted to emphasize the role of the workers and 

managers in the privatizing enterprises. Their ideas that are sometimes labeled as the ’collectivist 

privatization’ assumed that the workers should have gotten the major part of the shares of the 

corporation or even a collective ownership over it (Shlapentokh, 1993). On the contrary, the idea 

of Chubais’ voucher privatization was to redistribute the ownership over the state enterprises 

among the regular Russians as outsider stakeholders without any (or with some minor) 

priviledges for specific groups. Due to the heavy pressure of the industrialists, Yeltsin had to 

make some compromises, and the final decision was neither fish nor fowl. The voucher 

privatization was chosen as the primary mechanism but there were several options for the 

workers to acquire from 25 up to 51 percent of the companies’ shares (McFaul, 1995). As a 



result, both sides ended up being unsatisfied. Chubais and the reformers, despite implementing 

the voucher privatization, observed that the redistribution of wealth they were hoping for did not 

take place and the ‘red directors’ had a chance to become beneficiaries of the mass privatization 

(forming a new class of the Russian oligarchs). The anti-reformist group also did not get what 

they were hoping since the outsiders got a chance to purchase a part of the SOEs (state-owned 

enterprises) shares. 

In general, the process of mass privatization had exhausted itself by the end of 1994. 

After the armed conflict between Yeltsin and the Supreve Soviet in October 1993 that resulted in 

establishment of a new parliament (Federal Assembly) and adoption of a new Constitution, the 

potency of the Russian parliament as a political actor in the process of privatization had 

significantly decreased (since Khasbulatov and vice president Alexander Rutskoy, the leaders of 

the parliamentary resistance, were arrested). However, after the Duma elections in December 

1995, the Communist party was still the biggest party in the parliament with its leader Gennady 

Zyuganov acting as the main Yeltsin’s opponent in the following presidential elections in 1996. 

This political conundrum has made the incumbent president negotiate with the new economic 

elite in order to secure his victory on the forthcoming elections. Those arrangements between the 

oligarchs and Yeltsin’s administration had defined the course of the ‘loans-and-shares’ auctions, 

a process that created a foundation of the ‘crony capitalism’ system that strengthened during 

Putin’s regime (Djankov, 2015). 

In the beginning of the mass privatization in Kazakhstan, the political alignment of forces 

vis-à-vis privatization was nearly the same as in Russia except that the balance of power was 

strongly shifted towards the president and the reformers around him. The Supreme Council (the 

parliament of Kazakhstan until 1993) also served as the main platform for the anti-reformist 

groups and the conflict between the president and the parliament was developing in a 

surprisingly similar way as in Russia. By the second half of 1993, in both countries there was a 

critical moment in this confrontation that was resolved in rather different manners. While Yeltsin 

decided to use military intervention in order to dissolve the parliament, Nazarbayev did not have 

to resort to such measures. As we have mentioned earlier regarding the initial political conditions 

in Russia and Kazakhstan, the level of political polarization in the latter was much lower giving 

Nazarbayev more flexibility in his maneuvers. By 1993, the Supreme Council led by the 

economist Serikbolsyn Abdildin (much like Khasbulatov in Russia) was opposing multiple 

liberalization efforts including the privatization initiatives. Wanting to resolve this problem, in 

December 1993, Nazarbayev had ‘persuaded’ the parliament to dissolve itself, supposedly 

striking informal bargains with the key parliamentarians (Cummings, 2005). However, the new 



parliament elected in 1994, was still creating some obstacles for the reforms. So, Nazarbayev has 

repeated his move. In March 1995, one of the parliament members, Tatiana Kviatkovskaya, 

complained that the voting process during the 1994 parliamentary elections in Almaty (the city 

that she represented) was unfair giving an advantage to certain districts over the others, and she 

insisted on the dissolution of the parliament on the ground of its illegitimacy. The Constitutional 

Court has agreed with this decision, and until December 1995, Nazarbayev ruled by decree 

implementing multiple liberalization reforms without any opposition from the legislature (Olcott, 

2010). Moreover, the same year, he adopted a new Constitution ‘which granted significant 

personal power to the president at the expense of the legislature’ (Isaacs, 2010, p. 17). The 

referendum regarding the new Constitution that take place on 29 April 1995, has also granted 

Nazarbayev the right to rule until 2000 which eliminated the necessity to participate in the 

presidential elections in 1996, the very problem that Yeltsin and his administration had to deal 

with. 

In the situation of relatively low political competition (at least comparing with Russia at 

the same time), Nazarbayev was successfully applying the strategy of carrot and stick, 

incorporating some of the members of the opposition (like negotiating with the parliamentarians 

in 1993 and 1995), and punishing the others. For example, Akezhan Kazhegeldin, the prime 

minister from 1994 to 1997 whose government participated in the majority of the individual 

auctions during the second phase of privatization, was accused of corruption and money 

laundering and forced to exile on the eve of the presidential elections of 1999 in which he 

planned to participate and could be a serious competition for Nazarbayev (Cummings, 2005). 

Thus, unlike Yeltsin in 1995 and further, Nazarbayev did not need the support of the new 

economic elite, so-called oligarchs, because he had resolved the problem of the preservation of 

power in a more authoritarian way. Monopolization of power in the presidential hands has made 

it almost impossible for the ‘Kazakh oligarchs’ to have some political ambitions while being in 

the opposition to the regime. Moreover, Nazarbayev had secured the loyalty of the economic 

elites by distributing of a significant amount of the state assets among his own family members 

and people close to his family. His oldest son-in-law, Timur Kulibayev, was an active figure in 

the process of privatization of the hydrocarbon industry. At different times, he held senior 

positions in KazakhOil, KazTransOil, and later KazMunayGaz, the biggest oil and gas 

companies in the country (Peck, 2002). Rakhat Aliyev, Nazarbayev’s second son-in-law who 

was later accused of corruption and murders and died under unclear conditions in the Austrian 



prison in 2015, had control over the atomic energy industry including several uranium plants12 

(Olcott, 2010). Nazarbayev’s daughter Dariga became the owner of Khabar group, a giant media 

holding including television and radio channels and newspapers (Peyrouse, 2012). In some 

sense, it is possible to say that already in the 1990s, during the second phase of the privatization,  

Nazarbayev made the same agreement with the local oligarchs as Putin did in 2001 (so-called 

‘barbecue agreement’) but the notable difference was that Nazarbayev had invited a bunch of his 

family members to the virtual barbecue party. 

 

Results of the large-scale privatization 

 

Privatization (as well as the other economic liberalization measures) was supposed to 

implement one aspect of the ’triple transition’, namely transformation from the planned economy 

to the free market economy (Offe & Adler, 1991). The heavy Soviet legacy (a significant 

recession in the 1980s) made this issue a priority for all the post-Soviet countries over the other 

two dimensions, establishment of democracy and nation-building (Offe & Adler, 1991). Solely 

with regard to the economic dimension, the reforms in Russia and Kazakhstan could be 

considered as successful. By the end of the 1990s, the large-scale privatization in both countries 

was gaining momentum and could hardly be reversed towards the restoration of the socialist 

planned economy. Moreover, despite the criticism of a corrupted nature of the ’loans-for-shares’ 

auctions in Russia and individual sales projects in Kazakhstan, in average, the privatized 

companies after a short period of stagnation have shown a great performance and productivity 

boost, especially a few years after the default of 1998 in Russia. Because of that, the period of oil 

boom in the 2000s in both countries became possible (Treisman, 2010). However, if we look at 

the other socio-economic factors, the results will not look as bright. The level of inequality has 

singificantly risen throughout the 1990s in Russia and Kazakhstan because of the undemocratic 

mechanism of privatization. Looking at the gini coefficient dynamics, Kazakhstan did a little 

better in this sphere but in general the level of inequality was and still is more or less the same 

(Thomas, 2015).  

Natural resrouce abundance allowed to create relatively easy rent seeking opportunities in 

Russia and Kazakhstan during the privatization (Pomfret, 2005). Overemphasis on the mineral 

 
12 The case of Rakhat Aliyev is a good example of the rules of the game that were set by Nazarbayev for the 
‘Kazakh oligarchs’ including his own family. After Aliyev has demonstrated his political ambitions and dared to 
oppose the president (he even announced his intention to participate in the presidential elections), the 
repercussions came immediately. In 2008, he was convicted of many serious charges including kidnapping, 
attempts to overthrow the government, corruption, etc. (Peyrouse, 2012) 



resources industry (that was one of the key assets during the privatization auctions) made the 

economy of both countries unbalanced and overly dependent on this sphere which is constantly 

illustrated during the global oil prices drops (Balashova & Serletis, 2020). Despite the fact that 

the oil funds were created (Kazakhstan National Fund was created in 2000, and Russian National 

Wealth Fund in 2008) as a stabilizing mechanism during the recession periods, the lack of 

transparency and accountability make them not as efficient as in some other oil-rich countries 

like Norway, New Zealand, Ireland, or Chile (Bagnall & Truman, 2013). 

The political consequences of the privatization in Russia and Kazakhstan are also 

somewhat dubious. The decision to postpone the political transformation in order to stabilize the 

economic situation and acquire a sustainable economic growth rarely brings desireable results 

(Gel’man, 2016). We do not want to claim that there was an ideal way to solve the ’dilemma of 

simultaneity’ and implement all three transitions. It is just that the choice of authoritarian 

modernization that was made in Russia and Kazakhstan at the beginning of the 1990s by the 

political elites has resulted in the following absense of the functioning democratic institutions 

and, therefore, emerging authoritarian regimes. In Kazakhstan, the initial political conditions 

before the transition have determined an earlier authoritarian consolidation that was possible 

because of the lower level of political polarization and Nazarbayev’s reliance on repressions. In 

case of Russia, the same authoritarian consolidation took place a decade later, during Putin’s first 

presidential term. However, by now, both countries have reached the same endpoint, a strong 

authoritarian regime and the system of crony capitalism. 

All in all, it seems like this comparison makes it more clear that, in many ways, the 

choices made in the beginning of the post-Soviet transformation in early 1990s had a defining 

influence on the whole course of the subsequent political and economic development of Russia 

and Kazakhstan. Despite multiple differences, the core logic of the political choices while 

implementing the liberalization reforms was the same: suppressing emerging democratic 

institutions in order to carry out the reforms as fast as possible. The motivation of the reformers 

is not even relevant in this case, whether it was the desire to create rent-seeking opportunities for 

themselves, distribute the wealth among the population and stabilize the economy (Chubais’ 

early rhetoric), prevent the rollback to the socialist economy, create ties with the developed 

Western countries or anything else. This list could be endless but the key thing is that, despite the 

initial motivation, the consequences of the choice of authoritarian modernization have proved to 

be very similar in both Russian and Kazakhstan. 

 



Conclusion 

 

In this table, we will summarize the findings from the preivous chapter. 

 Russia Kazakhstan 

Initial conditions Higher level of economic development 

comparable to Ukraine, Georgia, and 

Lithuania 

More diversified economy created less 

risks of ’the Dutch disease’ 

Higher level of political polarization 

created more obstacles for implementing 

the reforms 

Low level of economic independence 

similiar to other Central Asian countries 

Abundance of natural resources created a 

risk of ’the Dutch disease’ 

Less political contraints for the reforms 

due to the high monopolization of power 

by Nazarbayev 

Phases of the 

privatization 

1992-1994 — mass voucher 

privatization. Despite the initial attempts 

to redistribute the states assets among the 

regular population, this phase favored 

‘the red directors’. There are mixed 

evaluations of this phase, partial success 

was achieved. 

From 1994 till end of 1990s — 'loans-

for-shares’ auctions. Highly corrupted 

nature of the deals was the result of 

Kremlin’s negotiations with ‘the 

oligarchs’ whose support Yeltsin needed 

to get before the 1996 presidential 

elections. Most controversial part of the 

privatization, up until now is viewed 

strongly negatively by the public and 

most of the analysts. 

1993-1995 — mass voucher privatization. 

Kazakhstan was diligently following 

Russia in this phase of privatization, the 

results are similar: despite the initial 

distribution of vouchers among the 

population, in the end this process favored 

a tiny stratum of the economic elite. 

From 1996 till the end of 1990s — 

individual projects. There are, also, a lot of 

similarities with the ‘loans-for-shares’ 

auctions (especially the level of 

corruption) except that Kazakhstan was 

attracting more foreign investment trying 

to achieve more economic independence 

from Russia. Also, Nazarbayev was not 

dependent on the local oligarchs since he 

has secured his rule until 2000 by the 

national referendum in 1995. 

Main actors and 

political competition 

The reformers group around the 

president was confronted with a coalition 

of conservative majority in the 

parliament (led by Khasbulatov), 

industrialists and ’red directors’ 

(represented by Volsky), and even the 

branch ministries (military-industrial 

complex). The climax of the conflict 

happened in October 1993, when Yeltsin 

used military force to dissolve the 

President and the reformers were also 

opposed by the conservative parliament 

and industrialist lobby in it. However, 

Nazarbayev was more flexible in his 

actions due to the lower level of political 

competition. By using carrot and stick 

principle (and selective repressions) he 

managed to dissolve the parliament twice 

without any military intervention and seize 

some of its powers after the constitutional 



parliament and arrest key protesting 

figures (including Khasbulatov and 

Rutskoy). Later, before the 1996 

presidential elections (and, also, the 1995 

Duma elections), Yeltsin had to 

negotitate with the group of the new 

economic elite to secure his win. This 

process has greately defined the scenario 

of the second phase of the privatization. 

referendum in 1995. During his 9-month 

rule-by-decree period, Nazarbayev 

managed to implement most of the 

liberalizing reforms that the parliament 

was opposing.  

Due to Nazarbayev’s political monopoly, 

the oligarchs did not play a significant role 

in the political competition. Otherwise, 

they were immediately repressed (from 

being pushed out from the political life to 

arrest or exile). 

Results Successful transformation to the market 

economy, however, the level of 

inequality skyrocketed during the 1990s, 

dependency on the hydrocarbon industry 

increased. 

In terms of politics, the foundation of the 

’crony capitalism’ system was 

established during the second phase of 

the privatization (Djankov, 2015). The 

delay of democratic transformation 

caused the rise of the authoritarian 

tendencies (which were reinforced later 

during Putin’s presidency). 

The general results are very similar: 

transformation to the market economy was 

achieved with the same drawbacks as in 

Russia (inequality, overdepencence on the 

mineral resources industry). 

The authoritarian modernisation path has 

suppressed the emerging democratic 

institutions and led to the early 

consolidation of the authoritarianism 

(almost a decade earlier than in Russia).  

 

Kazakhstan, almost immediately after gaining independence, turned into the predatory 

state where the political elite took complete advantage over the private sector (Kang, 2002). And 

this situation has not significantly changed since then, even after Nursultan Nazarbayev’s 

resignation from presidency in 2019. However, Russia needed more time for such 

transformation. The weak and scattered Yeltsin’s government had to negotiate with the powerful 

economic groups that emerged in the 1990s. This scheme is called ‘rent seeking’ by Kang 

(Ibid.). Only after Vladimir Putin’s methodical elimination of the political opposition and 

consolidation of power in the 2000s, it became possible to switch to the predatory state, almost a 

decade after Kazakhstan. 

All in all, the general takeaway of this work is the following. Large-scale privatization 

that was supposed to be a democratic distributive process that would benefit the whole 

population of two countries, resulted in the opposite manner both in Russia and Kazakhstan, 

enriching a small group of beneficiaries. However, the reasons and trajectories towards this 



economic constellation were quite different. We think that the comparison of two case studies 

allowed us to show that overemphasizing the role of any actors in the process of ‘unfair’ 

privatization is too simplistic. Turning a corrupt government into a scapegoat is not sufficient 

since the capacity of Kazakhstani and Russian governments were significantly different already 

from the early 1990s, the same applies to the role of the ‘oligarchs’ who were much more visible 

in the Russian context than in the Kazakhstani one. All the actors in both cases had the same 

goals (maximizing the power and creating more rent-seeking opportunities), it is the system 

constraints that defined the political and economic developments in those countries, namely the 

balance of power between the government and the private businesses. 
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