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INTRODUCTION

Since the acronym “BRICs” was creat-
ed, investment banks, wealth manag-
ers and asset managers from high-
income countries have been consist-
ently seeking to tap the unexploited
potential of the developing world. Over
the past decade, the mass media and
market analysts have coined different
acronyms for various other combina-
tions of emerging economies that
could challenge the “once-charming”
BRICs and act as the new pacemakers
of global output.

Whilst the media and policymakers
have largely emphasised that the
BRICs countries were the key force
behind global economic growth, the
recent economic performance of these
nations has been rather disenchanting.

The alarming signals from the “cool
down” of the BRICs, undermined by a
plethora of political and economic
issues, are now outshone by the
impressive economic outlooks of a
new generation of high-flying econom-
ic superstars, including MINT (Mexico,
Indonesia, Nigeria, and  Turkey),
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CIVETS (Colombia, Indonesia, Vietnam,
Egypt, Turkey and South Africa), MIST
(Mexico, Indonesia, South Korea and
Turkey) and CASSH (Canada, Australia,
Singapore, Switzerland and Hong
Kong).

Although it seems that the investment
pundits have constantly bet on a seem-
ingly random collection of emerging
economies that were “separated by
the imposing bulwarks of geography,
language, culture, politics, and histo-
ry”!, there is one very homogeneous
group of countries that maintained
brisk economic growth even during the
aftermath of the global financial crisis,
but which has been mostly overlooked
(except, of course, Iran). These coun-
tries are the STANSs: Iran, Kazakhstan,
Kyrgyzstan, Tajikistan, Turkmenistan
and Uzbekistan.

This article explores 5 reasons why
investors should consider investing in
the STANs, along with 4 challenges
that interested investors should be
aware of before moving into the
region.



5 REASONS TO INVEST IN THE STANS

REASON 1: RESOURCES

The STANs are some of the world'’s larg-
est suppliers of oil, gas and other natu-
ral resources and currently account for
more than 24 percent of the global
proven gas reserves.

Large proven gas reserves are located
in lran, Uzbekistan, Kazakhstan and
Turkmenistan. Indeed, Iran holds the
world's second largest natural gas
reserves?. As of January 2016, its
proven natural gas reserves stand at
1201trillion cubic feet (tcf). These
resources are largely undeveloped due
to the sanctions imposed on Iran's
economy. Therefore, in the post-sanc-
tions market there will be a significant
recovery in Iran's oil and gas industry.
We believe that the removal of sanc-
tions will enable Iran to immediately
increase its exports of gas to India and
Pakistan.

Similarly, Turkmenistan has the fifth
largest natural gas reserves?, with
proven natural gas reserves equal to
265 tcf. However, unlocking this poten-
tial requires the Turkmen government
to overcome two major challenges: the
lack of high-quality pipeline infrastruc-
ture for delivering gas to important
markets, and the removal of barriers to
attract foreign investors. Turkmenistan
also neighbours with Kazakhstan and
Uzbekistan, which possess combined
proven gas reserves of 150 tcf and
mostly export gas to Russia and China.

In contrast to gas reserves, the STANs'
oil reserves are somewhat less signifi-
cant, and are equal to 11 percent of
global oil reserves. The key holder of
these reserves is of course Iran (4th in
the world) with its proven reserves
standing at 158 billion barrels.

Some of the STAN economies are also
rich in other types of natural resources,

such as gold, copper, zinc, iron ore, and
uranium. According to a U.S. geological
survey®, Uzbekistan ranks 9th in the
world for its gold reserves (1700 tonnes)
and its gold mines produce on average
100 tonnes per year. Neighbouring
Kazakhstan trails only Australia as the
world's second largest uranium reserve
holder, with 878 thousand tonnes of
reasonably assured uranium reserves®.
What's more, Kazakhstan delivers more
than 40 percent of global uranium
output, with the STANs' share of global
uranium reserves accounting for over
15 percent.

The STANs have tremendous renewa-
ble energy potential, especially from
wind, solar, hydro and biomass. Howev-
er, their renewable resources remain
largely untapped reserves to this day.
For example, electricity production
from renewable sources in the STANs
remains below 5 percent of total
output. This is considerably lower than
other countries with similar climatic
conditions. For example, Brazil gener-
ates more than 8 percent and Morocco
more than 5 percent of their total elec-
tricity from renewable sources®. Accord-
iIng to a recent study, “the number of
sunny days in Uzbekistan is very high
with more than 300 sunny days a
year... Approximately 75 percent of the
country consists of deserts, which is
favourable for solar PV and solar ther-
mal power utilization”®. Thus, abun-
dant renewable energy resources can
foster green economic growth and
offer equitable access to modern
energy services in an ecologically
friendly manner. However, in order to
tap this potential, policymakers should
focus on building capacity, increasing
access to finance, and establishing
stringent standards and quality assur-
ance frameworks.

Figure 1. STANs' share of global reserves of oil, uranium, coal and gas
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REASON 2: BRISK ECONOMIC

These countries enjoyed an average
GDP growth of 6.6 percent between
2000 and 2014. Among the STANS,
Turkmenistan followed by Uzbekistan
were the fastest growing countries in
the region during this period. Between
2010 and 2014, the annual growth rates
of Turkmenistan and Uzbekistan aver-
aged 11.1 and 8.2 percent, respectively.
The growth performances of other
countries also significantly improved,
but were more volatile.

On a global scale, the growth rates of
the STANs by far exceeded the growth
rates of the global economy and select-
ed developing economies, allowing
incomes to rise and inequality to
decline substantially. Whilst the majori-
ty of emerging countries struggled to
sustain modest economic growth at
the peak of the global financial crisis,
the STANs maintained an annual
growth rate of more than 6 percent.
Recently revised country projections
for 2016 show that the majority of the
STANSs are expected to grow at around
5-6 percent annually (Uzbekistan - 6.9
percent, Turkmenistan - 6.5 percent).
Moreover, with the lifting of Western
sanctions Iran’s forecasted 2016 GDP
growth rate is around 5-6 percent.

The robust output growth of the STANs
in the past decade seems to be related
to stable demand and favourable
prices for primary exports. The World
Bank (2014) reports that total natural
resources rents relative to GDP are
approximately 31.5 percent for Kazakh-
stan, 32 percent for Turkmenistan, 29
percent for Iran and only 20 percent for
Uzbekistan. Within 2000-2014, these
resource-rich countries have largely
enjoyed rapidly rising global prices for
the commodities that are abundant in
the region. The booming resource
sector attracted massive inflows of
foreign direct investment (FDI), which
generated new working places,
improved infrastructure, rapid export
growth and, consequently, increased
per capita income levels.

GROWTH

We believe that another reason for the
higher GDP growth rates may be the
convergence effect as the STANs were
considerably below the other emerging
economies in terms of GDP per capita.
For example, the average level of GDP
per effective worker in the STANs - a
measure of labour productivity - slight-
ly exceeded $25,000, and ranged from
$6676 in Tajikistan to $50,434 in Iran.
Such discrepancies were largely reflect-
ed by the GDP structure in the STAN
economies, which have substantially
transformed over the past decade. For
example, lower labour productivity was
observed in countries with a higher
share of agriculture in the GDP.

Finally, a large share of economic
growth in the STANs was driven by the
substantial outflow of labour force to
neighbouring countries and Russia. For
example, according to the World Bank
(2016), in 2015 the remittances from
labour migrants accounted for 28.8
percent of Tajikistan GDP, making it the
most remittance-dependent economy
in the world. Similarly, remittances
accounted more than quarter of
Kyrgyzstan's GDP in the same vyear,
with nearly 16 percent of Kyrgyzhouse-
holds receiving remittances’. As a
result, remittances became the coun-
try's second large source of foreign
currency in the Kyrgyz Republic, the
first beingthe export of goods. A similar
situation can be observed in Uzbeki-
stan.

However, we believe that the current
downturn in Russia and the oil price
shock will substantially undermine the
remittance and resource-dependent
STANSs. For example, the flow of remit-
tances into Tajikistan and Kyrgyzstan
decreased by more than 65 percent in
20158 Consequently, in these small
open economies, such a substantial
decrease of external inflow of currency
may have negative implications for
consumption, investment and conse-
quently private sector development.

Figure 2. Growth rates of the STANs compared to the World, in percentage
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REASON 3: SOCIO-DEMOGRAPHIC ENVIRONMENT

Along with stable GDP per capita
growth, the STANs have also enjoyed
substantial improvements in social
indicators. Since the collapse of the
Soviet Union the average life expectan-
cy inthe STANs hasincreased from 66 to
70 years, whilst the improved quality of
healthcare provisions decreased the
average infant mortality rate more
than two-fold, from 60 per 1,000 live
births in 1991 to 27 per 1,000 in 2015.

Recent empirical evidence suggests
that the dependency ratio in the STANs
exceeds that of the CIVETS & MIST
countries, suggesting a potential rise in
the share of the working-age population
in the coming years. The current aver-
age dependency ratio in the STANs is
43 children per 100 working-age
people. This implies  significant
demand-and-supply potential in the
STANs' markets.

Figure 3. Working-age population
share in the STANs
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Whilst the urbanisation rate in other
developing economies has increased
over the past decade, the urbanisation
rates within the STANs have remained

mainly constant since the 2000s.
According to data from the United
Nations Population Division, the aver-
age share of the urban population in
the STANSs accounts for 46 percent and
Is much lower than the 62 percent
found in the BRICS. Such trends make
us believe that further demographic
transitions in the STANSs will trigger an
additional source of economic growth.
On the other hand, the existing levels
of urbanisation indicate the continuing
iImportance of agriculture in the provi-
sion of employment in the STANSs.

Turning to quality of life, for the last
couple of years policymakers in the
STANs have made a number of efforts
to improve the quality of public servic-
es and civil servants in ensuring
enhanced living conditions. A number
of indicators attest to the success of
these policies in significant enhancing
living conditions over the past decade.
For example, the STANs enjoy one of
the lowest crime rates among develop-
Ing and emerging economies, with 4
murders per 100,000 people compared
to 14 per 100,000 in the BRICS. Such
Improvements in crime rates and living
standards, in turn, have led to higher
levels of life satisfaction across the
STANs. In terms of life satisfaction
index, Uzbekistan tops the happiest
nations globally, with life satisfaction at
7 points on a scale of 1-8.

Finally, the majority of the STANs that
inherited the Soviet education system
enjoy 99 percent adult literacy rates
and score approximately 0.700 on the
Human Development Index. This is
somewhat above Middle Eastern Coun-
tries (0.686), but slightly below the
global average (0.711).



REASON 4: IMPROVING BUSINESS CLIMATE

The rapid economic growth in the
STANs was accompanied by a number
of business-friendly reforms and, conse-
quently, business climate improve-
ments.

In general, the STANs boast low cost
requirements for starting a business: it
costs only 5.9 percent of GDP per
capita to start a business in the STANs.
In 2015, Uzbekistan introduced a new
form for property records, which incor-
porated information on all encum-
brances, restrictions and tax arrears.
The adoption of this new form eliminat-
ed the requirement to obtain three
separate non-encumbrance  certifi-
cates. At the same time, it introduced
or improved online procedures by
successfully launching a number of
one-stop shops that provide public
services to entrepreneurs and by
streamlining registration procedures.
This initiative was implemented within
the framework of Presidential Decree
UP-4725 dated 15 May 2015, "On the
measures to ensure reliable protection
of private property, small business and
private entrepreneurship and remove
barriers to their rapid development.”

Similarly, Tajikistan introduced the elec-
tronic submission of customs declarao-
tions for both exporters and importers.
It also made tax payments for compa-
nies easier by introducing an electronic
filing and payment system for corpo-
rate income tax, VAT and income taxes.

Kazakhstan simplified the procedures
associated with starting a business by
eliminating registration fees for small-
and medium-sized enterprises, reducing
registration durations and eliminating
the legal requirement to use a compa-
ny seal. The Kazakh government also
simplified construction permits by elimi-
nating the requirement to obtain a
topographic survey of land plots.

As a consequence of these reforms,
Kazakhstan is ranked 41 globally in the
World Bank’s most recent ‘Doing Busi-
ness’ Report and represents one of the
top 10 improvers of 2015. In the same
report, Uzbekistan jumped up by 16
positions.

REASON 5: TOURISM AND CULTURE

Although the direct contribution of tour-
ism does not exceed 2 percent of GDP,
we believe that it remains one of the
most overlooked drivers and unex-
plored areas of economic growth for
all  the STANs. Despite having
well-known tourist attractions such as
the Silk Road, with the ancient cities of
Samarkand and Bukhara, so far the
STANs have failed to entice high-spend-
ing tourists from high-income coun-
tries. The vast majority of tourists in
the STANs remain visitors from the
former CIS countries.

Lack of knowledge, poorly developed
tourism infrastructure and services,
along with complicated visa regimes
seem to be the main obstacles in
attracting more visitors from devel-
oped economies. Still, policymakers in
the STANs seem to be starting to recog-
nise the tourism industry as a potential
source of overall economic perfor-
mance.

Additionally, the potential success of
the tourism industry can be attributed
to the STANs' geographic location,
cultural resources and unique historical
heritage. As an indicator of this, the
recent Global Tourism Competitiveness
Report ranked the STANs highly across
a number of categories: Iran ranks No.
1 in terms of price competitiveness
across 141 counties, whilst Kazakhstan
is in the top 10 countries in terms of
low costs to start a tourism business.

Finally, the STANs may be considered
an attractive tourist destination due to
their upscale health, hygiene and quali-
fied labour force. Indeed, the STANs
rank highly in the Global Tourism
Report in terms of low HIV prevalence
rates, a high level of access to
Improved sanitation and the availabili-
ty of hospitals and physicians.



4 CHALLENGES TO KEEP IN MIND

CHALLENGE 1: INFRASTRUCTURE INVESTMENTS

It seems that one of the main challeng-
es undermining stable economic
performance in the STANSs is the lack of
modern physical infrastructure meet-
ing the current requirements of the
business sector. Greater economic
activity, enhanced efficiency and
increased competitiveness are ham-
pered by inadequate transportation,
communication, water and power infra-
structure. Currently, the STANs fall
below the global averages in the Logis-
tic Performance Index - calculated by
the World Bank and Turku School of
Economics. At the same time, nearly
14 percent of companies in Kyrgyzstan
cited transportation as a major obsta-
cle to growth. Similarly, poor access to

electricity was reported as one of the
key factors undermining growth in
Kazakhstan (14.7 percent), Tajikistan
(26.8 percent) and Uzbekistan (11.8
percent). Inadequate supply of infra-
structure was also among the top 5
most cumbersome factors for doing
business in Iran, according to the
recent Global Competitiveness Report.
For example, in Iran it takes 4 weeks on
average to obtain electrical connection
from the day of business establish-
ment. Although these figures are
considerably lower than in countries
such as Russia (120 days) or Mongolia
(93 days), they are still higher than in
other emerging economies (for exam-
ple, Morocco - 14; Turkey - 8; China- 7).

CHALLENGE 2: TRADE FACILITATION

In order to diversify the economy and
foster productive sectors through struc-
tural transformation, the STANs must
solve the issue of trade facilitation.
Despite natural resources remaining
one of the most important sources of
exports in these countries, it seems
that Uzbekistan was more successful
in diversifying its exports portfolio over
the past few decades than the other
countries in the region. In fact, Uzbeki-
stan is the only country among the
STANs that was able to create an auto-
mobile industry cluster contributing
more than 7 percent of its total
exports.

Furthermore, all of the STANSs, but not
Iran, are landlocked, which further
increases transportation costs and
undermines the competitiveness of
exported commodities. A combined
average cost per container (including
transportation costs incurred from
geographical location along with the
costs for documentation, customs
clearance, technical control, in-land
transportation costs, customs-broker

fees, terminal handling charges) in the
STANs is $5107, compared to $1741 in
the BRICS and the global average of
$1551. Consequently, due to their
geographical and historical legacies,
the STANs' main trading partner over
the past decade has traditionally been
Russia.

High trade costs and the mediocre qual-
ity of trade infrastructure have been
constraining the overall trade open-
ness of these countries. Average open-
ness to trade (i.e. trade as % of GDP)
among the region ranges from 43
percent in Iran to 125 percent in the
Kyrgyz Republic, which is considerably
below similar countries. Therefore,
low-level infrastructure investments
along with high trade costs serve to
impede the further integration of the
STANs into the global trade network.
As a result, only a fraction of private
sector firms exports their products and
services: according to the World Bank,
only 5.2 percent of Kazakh firms are
considered as exporters.



CHALLENGE 3: ACCESS TO FINANCE

While excess leverage and capacity
along with surging debt posed a prob-
lem for certain developing economies,
access to finance in the STANs seems
to remain a deterrent. Recent evidence
shows that domestic credit to the
private sector does not exceed 25
percent of GDP in Tajikistan and
Kyrgyzstan. Similarly, the provision of
credit to the private sector in Kazakh-
stan has fallen from 50 percent in 2009
to 34 percent in 2014.Not surprisingly,
the latest Global Competitiveness
report cites access to financing (includ-
ing access to loans, liquidity and
foreign exchange) among the key prob-

lems faced by the private sector in the
STANSs. Often only a fraction of firms in
the STANSs receive access to bank loans
or lines of credit.

Judging by overall financial develop-
ment, we observe that the STANs are
nearly 20 percent below their potential
level based on their level of develop-
ment. Our estimations show that if
these countries can increase their
supply of credit to global averages then
the level of merchandise trade may
surge by 12 percentage points relative
to GDP (Figure 4).

Figure 4. Financial development compared to trade openness, global data
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CHALLENGE 4: INSTITUTIONAL ENVIRONMENT

Finally, the quality of institutional and
legal frameworks is the backbone for
the economic performance of any
country, including the STANs. Still,
there remains much room for improve-
ment in terms of the institutional envi-
ronments of these countries. This
improvement may be achieved if the
policymakers of these nations pursue
further  market-oriented  reforms,
improve the rule of law, enhance
government efficiency and ensure the
transparency of public institutions.

In virtually all of the STANS, govern-
ment involvement in the economy

remains significant. Judging by govern-
ment spending, a sub-indicator of the
Economic Freedom index of the Herit-
age Foundation, the STANs rank very
high, indicating significant government
presence in overall economic activities.
For example, Kazakhstan scores 87.7
and Iran scores 93.2. This considerably
exceeds countries such as Brazil (55.2)
or South Korea (69.7).

As a result, we believe that such high
levels of government involvement in
the economy may crowd out private
investment and impair private sector
development.
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