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Foreword

Kazakhstan is the largest economy in Central Asia, with growth primarily driven by the extraction and
export of a narrow range of commodities that the country has in abundance. While the country’s extractive
sectors will continue to be important for the economy, the government has a long-standing commitment to
economic diversification, with a mature, wide-ranging set of policies in place to achieve this. The
commitment to diversification reflects the awareness that extractives-driven growth has created resilience
challenges in the short-term due to the immediate impact of external demand shocks on domestic output,
and that in a context of the net-zero transition, it cannot provide inclusive, sustainable growth in the long-
term.

The country has emerged on a relatively strong footing from both the COVID-19 crisis and Russia’s war in
Ukraine. Real GDP grew by 2.5% in 2022, down from 4.5% the previous year, with the slowdown largely
attributable to temporary disruptions to oil production. Kazakhstan’s economic resilience in face of these
shocks is testament to the sizeable buffers and prudent policy measures of the Kazakh authorities.
Nevertheless, the growth outlook remains uncertain, with social unrest in January 2022, the continuation
of Russia’s war in Ukraine and the potential for further sanctions on Russia to affect Kazakhstan’s trade,
accelerating domestic inflation and tighter global financial conditions all contributing to a challenging short-
to-medium term context.

While the country’s resilience to recent shocks is positive, it is important that policymakers remain
committed to implementing longer-term reforms to support private-sector development and greater
diversification. Addressing the issues that prevent private firms from investing, hiring, innovating and
growing will be key to improving the resilience of Kazakhstan in a global context that is rapidly becoming
more digital and less carbon intensive.

Using insights derived from a private sector survey of foreign firms in Kazakhstan, this report examines
three key issues in the business climate that may stymie the contribution and growth of the private sector
in the country. Bringing together recent and new analysis of key policy areas for a vibrant business climate
in the country, the report will be of use to local policymakers, international development partners, and other
stakeholders interested in developing a diversified and resilient private sector in Kazakhstan.
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Executive summary

The key to Kazakhstan’s economic development and resilience lies in the
development of a robust and diversified private sector

Kazakhstan is the largest economy in Central Asia and a key hub for regional trade and investment.
Since emerging from the transition recession in 1996, Kazakhstan has experienced real GDP growth of
5% per annum, while labour productivity and investment have also grown substantially, particularly in the
first decade of the 2000s. The main driver of the country’s strong economic performance has been and
remains the extraction and export of its vast natural resources. Kazakhstan’s economy is also highly
internationalised, and it has been the country’s openness to foreign investment and technology, as well as
its engagement with the international trade architecture through institutions like the World Trade
Organisation (WTO), that has allowed it to develop sophisticated industries so quickly in these sectors.

Nevertheless, Kazakhstan’s socio-economic resilience is challenged by limited private-sector
development. Extractives-fuelled growth has led to a concentration of economic output that is non-
inclusive and vulnerable to external shocks. Extractives-driven growth has failed to drive the development
of a private, dynamic non-resource tradable sector — and may in some respects have impeded it.
Investment and the most productive jobs are concentrated in a handful of sectors that generate relatively
litle employment, in which SMEs play only a minor role, and which are vulnerable to changes in global
demand for hydrocarbons. In the longer-term, the global push for net zero emissions, to which Kazakhstan
is committed, may drastically reduce the competitiveness of the country’s main growth drivers.

The key to further socio-economic development and resilience lies in the development of a robust
and diversified private sector. To achieve this, the government must address the policy issues that have
hitherto stymied private sector development, while also looking forward to the changing needs of firms in
a rapidly transforming global context.

A 2022 survey of foreign firms in Kazakhstan highlighted opportunities and
challenges for doing business in the country

The OECD surveyed a selection of foreign-owned private firms in Kazakhstan to gauge business
sentiment with respect to the government’s ongoing reform process and to help identify
opportunities and challenges in the business climate. The survey was small but focussed, targeting
European firms active in Kazakhstan, as well as a number of business and trade organisations.
Respondents were asked to highlight reform progress and challenges, to highlight policy issues they
considered priorities for action, to give their views on the impact of Russia’s war in Ukraine and the global
pandemic on doing business in Kazakhstan, and to share their thoughts on government policies to support
the private sector in the context of the digital and green transitions.

Three overarching conclusions emerge from survey responses. They largely dovetail with prior
OECD assessments of the business climate in Kazakhstan. First, firms noted that while the
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government has made significant progress in digitalising public service delivery, private sector digitalisation
remains hampered by underinvestment in infrastructure and skills. Secondly, respondents praised
government efforts to simplify the operational environment for firms, particularly the simplification of
licensing and permitting processes, but also highlighted lingering issues around trade facilitation and
contract enforcement. Thirdly, firms agreed that Kazakhstan had significantly increased the statutory
openness of the economy but nevertheless highlighted challenges linked to competition and transparency
that may act as de facto barriers to investment.

Improving connectivity infrastructure and skills could accelerate private-sector
digitalisation

Survey respondents underscored their enthusiasm for digital opportunities in Kazakhstan. Some
80% reported that digitalisation was creating new opportunities for them in the country, and a significant
majority of them reported that they already were using advanced digital tools. Firms were also positive on
the use of digitalisation to improve public service delivery, lowering the time and cost involved for firms in
interacting with public bodies. However, firms also noted that infrastructure and skills shortages were
holding back the digital transformation.

There is a need for greater investment in the connectivity and digital infrastructure necessary for
the digital transformation, as well as a regulatory environment that can support the digital
transition. Kazakhstan has made significant progress providing firms and citizens with affordable access
to broadband infrastructure, but challenges remain in improving the quality of that infrastructure.
Regulatory issues may also slow the digital transition, for example through the impact of competition-
related challenges on investment in the highly regulated telecommunications sector. A related issue is the
low level of investment in information and communication technologies, which accounted for only 1.98%
of total investment in 2019, significantly below the OECD average of 11.4%.

Better trade facilitation and contract enforcement will support diversification

Survey respondents were largely positive about the progress of numerous reforms to improve the
operational environment for firms. Respondents overwhelmingly reported that many aspects of the
regulatory and policy environment were conducive to doing business, with only 6% of respondents
reporting that the business environment overall was unfriendly. Firms were positive about progress in a
number of areas that affected day-to-day operations, particularly the simplification of registration and
licensing requirements. A large majority also felt that the government had made progress over the past
five years in implementing reforms to support the private sector.

Trade facilitation and contract enforcement nevertheless emerged as challenges for firms, which
may have consequences for their ability to contribute to the government’s diversification agenda.
Kazakhstan has long recognised the importance of reforms to support trade facilitation, making it easier
for local SMEs to trade internationally and compete abroad. While the country’s performance in the OECD
Trade Facilitation Indicators (TFls) suggests that Kazakhstan has made progress in improving its trade
facilitation framework, there remains a significant gap with the OECD average which targeted policy action
could help narrow. A majority of firms also noted the importance of reforms to support contract
enforcement. While Kazakhstan now has a clear legal framework for contract enforcement and dispute
resolution, alleviating firms’ concerns about the reliability of implementation and the transparency of
decisions will be important for the government’s ability to attract high-quality investment.
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10 |

Reducing regulatory and competition-related barriers to investment could boost
FDI

Policies to support foreign investors were among the most positively assessed by survey
respondents. Flagship projects such as the Astana International Financial Centre and the creation of
special economic zones were among the top three policies rated as very useful by respondents, whilst a
plurality of respondents were also positive about the establishment of public private dialogue platforms
such as the Foreign Investors’ Council. This positive assessment of investor-related reforms comes in the
context of a relatively open statutory regime for FDI, as reflected in Kazakhstan’s good performance in the
OECD FDI Regulatory Restrictiveness Index. Given the importance the government attaches to its
investment attraction agenda, it is encouraging that a number of its interventions have been well received
by those investors already operating in the country.

Nevertheless, actual levels of foreign investment remain low, particularly outside the primary
sector. If the overall statutory regime for FDI is relatively open, there are nevertheless a number of
regulatory restrictions — particularly in services trade, but also in certain network sectors — that may impede
investment. Similarly, whilst the government is pushing ahead with pro-competition reform agenda,
challenges with the implementation of policies to support the development of a level playing field between
public and private firms may act as de facto barriers for both domestic and foreign investors.

Addressing the challenges highlighted in the report can help Kazakhstan sustain
strong, inclusive growth

Kazakhstan has the potential to sustain strong growth over the longer term, but achieving this end
will require further structural reforms to facilitate structural transformation and the shift to a more
sustainable, diversified and inclusive growth model. There are both daunting challenges and
enormous opportunities ahead, particularly those linked to the green and digital transitions. The authorities
have committed themselves to a wide range of needed structural reforms — not only those addressed by
the present survey —and also to continued macroeconomic discipline. Implementing many of these reforms
is likely to prove far more difficult than designing and adopting them, however, and will place great
demands on the political will and administrative capacities of the state. If the government is able to deliver
on its reform commitments, it can lay the foundations for a better future for its citizens.
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Introduction

The private sector survey that formed the starting point of this report
allowed the OECD to identify three key issues facing firms in Kazakhstan.
Whilst progress has been made in many areas of the business climate,
firms continue to face challenges with digital infrastructure and skills,
operational aspects of the business environment such as trade facilitation
and contract enforcement, and regulatory restrictions on investment in
certain areas of the economy. This chapter introduces the context for the
survey and the high-level insights that emerge from it.
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1.1. Introduction

Kazakhstan is the largest economy in Central Asia. Since independence, economic growth has been
primarily fuelled by the extraction and export of a narrow range of commodities — principally hydrocarbons
and other minerals — that the country has in abundance. The country’s extractive sectors remain crucial to
growth and a key driver of investment. Nevertheless, these sectors contribute relatively little in terms of
direct job creation and the rents they have generated are concentrated among a few, primarily state-owned,
firms. These sectors will remain economically important in the years ahead, but their ability to form the
cornerstone of a sustainable and inclusive model of growth has proven limited.

Kazakhstan emerged on a relatively strong footing following the COVID-19 crisis, and as of spring
2023 the impact of Russia’s war in Ukraine has been muted. The economy grew by 2.5% in 2022,
down from 4.3% the previous year, with the slowdown largely attributable to temporary disruptions to oil
production. The ability of the country to weather recent economic shocks is testament both to the sizeable
buffers and prudent policy measures of the Kazakh authorities, as well as the agility with which they
responded to business and societal needs during a period of significant disruption. Nevertheless, the
growth outlook is uncertain, with social unrest in January 2022, the continuation of Russia’s war in Ukraine
and the potential for further sanctions on Russia to affect Kazakhstan’s trade, accelerating domestic
inflation and tighter global financial conditions all contributing to a challenging short-to-medium term
context.

The resilience of Kazakhstan’s economy continues to be hampered by a relatively underdeveloped
private sector (World Bank, 20211;). Addressing the issues that prevent the private sector from investing,
hiring, and growing will be key to improving the resilience of the country in the years ahead. It will also be
key to the success of Kazakhstan in navigating the twin transitions of digitalisation and decarbonisation.
This report presents a number of insights on key business climate issues that have been drawn from a
survey of foreign firms active in Kazakhstan. Using recent OECD analysis on these selected issues, the
report aims to support policy makers in Kazakhstan to effectively the most pressing questions facing the
business community in the country.

1.1.1. The unrealised potential of private sector development in Kazakhstan

Private sector development is a long-standing, but only partially fulfilled ambition of successive
governments in Kazakhstan. Despite being a major component of socio-economic development
documents and plans such as the “100 Concrete Steps” programme and the “Kazakhstan 2050 Strategy”,
the significant potential of the non-oil private sector remains unrealised. While there has been a notable
growth in services since independence and their concomitant contribution to growth and employment,
many service sector firms and jobs are in non-tradable activities such as construction and retail, which are
characterised by low productivity and where business is linked to the redistribution — often from the state
— of revenues from the extractive sector.

The government has made significant progress in lowering the cost of doing business, and
Kazakhstan is now significantly more business friendly than in the past (EBRD, 2019;2). In recent
years, reforms to simplify business registration and licensing, the introduction of new, clearer business
legislation, reforms to the tax code and investment regulation, the development of special economic zones
and new institutions for domestic capital markets are among the many ways in which the authorities have
made Kazakhstan an increasingly business-friendly location. Much of this has been supported by
concerted effort to use digital tools to improve government service delivery and increase transparency,
with government digitalisation being an area where Kazakhstan has made significant advances. In 2019,
for instance, obtaining an electrical connection was twice as fast in Kazakhstan than in Europe and Central
Asia, thus testifying to efficient access to physical infrastructure that represents a major cost of doing
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business. Similarly, the obtention of permits and licenses was faster in the country that in Europe or Central
Asia.

Nevertheless, that the private sector remains relatively underdeveloped is reflective of a number
of prevailing weaknesses in the business climate (IMF, 20213)). The development of private enterprise
remains impeded by a number of policy and governance issues. Many of these relate to the role of the
state in the economy, issues around competition and the speed of pro-market reforms, access to finance,
corruption, infrastructure, and skills. In numerous areas, the significant de jure improvement to the
business environment has not been accompanied by reliable implementation.

What constitutes a strong “business climate” is in reality a complex interconnection of humerous
different policy areas. Responsibility for the design and implementation of these different areas, as well
as defining the rationale for intervention in different areas, is therefore spread across a large number of
government institutions and bodies. One of the major challenges for Kazakhstan is therefore ensuring that
those responsible for these various policy areas — competition, fiscal, investment, education, environment,
labour — are well coordinated and aligned. Weaknesses in one, such as competition, can undermine the
most determined of efforts in others.

1.1.2. The push for net zero: an addition rationale for diversification

The extractive sectors of Kazakhstan’s economy remain vital for the government’s revenue base
and sustaining the fiscal buffers that shielded the country from the worst of the COVID shock.
Nevertheless, as a model for long-term economic development, such heavy reliance on extractive sectors
is fundamentally fragile and unsustainable. Global commodity price fluctuations make Kazakhstan’s
economy vulnerable to external shocks, typified by the 2008-09 global financial crisis and its impact on
international oil demand, the 2014-15 commodity price crash, and more recently the disruptive — with
variegated impact channels — experience of the COVID-19 pandemic and Russia’s war of aggression in
Ukraine on global production, demand, and supply chains.

Diminishing returns to growth from the extractive sector in a global context of decarbonisation
redoubles the importance of diversification. The ability of Kazakhstan’s extractive sectors to fuel growth
is diminishing. Resource extraction as a driver of growth has begun to run out of steam. In the longer-term,
and perhaps of greater significance, the global sustainability transition will erode the competitiveness of
Kazakhstan’s major industries. The international push towards net zero emissions codified in the Paris
Agreement on Climate — to which Kazakhstan is a signatory, and committed to achieving carbon neutrality
by 2060 — may make many of the country’s key drivers of growth obsolete or untenable in the longer term.

The global push for more sustainable and less carbon intensive modes of economic production
and organisation is changing what government and society expect from private enterprise. No
longer does the rationale for policy support stop at job creation and productivity; firms must also become
engines of the sustainability transition, investing in the technologies, knowledge and infrastructure needed
to address climate challenges.

1.1.3. Drawing on a private sector survey, this report presents areas for policy action

The content of the report is guided by a survey of international — primarily European — firms
operating in Kazakhstan. The survey was an opportunity to gauge business sentiment among a small
cohort of international firms of the type that the government is actively seeking to attract to the country.
The concerns, observations and positive appraisals gathered through the survey largely dovetail with the
OECD’s own analysis on business climate issues in Kazakhstan.

The survey was small but focused. It targeted 27 foreign firms active in Kazakhstan, the majority of
which are entirely or partly owned by entities based in the European Union, as well as four foreign
chambers of commerce or trade representation offices. The survey presented an opportunity to gather
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bottom-up, firm-level perceptions on policy issues relating to the business climate and private-sector
development in Kazakhstan. The survey insights are largely congruent with previous OECD work on
business climate issues in Kazakhstan and reinforce the need for policy change. The report sheds light on
three issues that were raised by survey respondents:

1. Kazakhstan has made significant progress in digitalising public service delivery and the
public sector more broadly, but the extent of digital uptake in the private sector remains
low. Ensuring that firms have the infrastructure and skills necessary to take advantage of the digital
transformation is crucial to their long-term competitiveness. Significant progress is needed to
provide the private sector with the quality digital and connectivity infrastructure and skills that firms
need to make the most of digitalisation.

2. The government has markedly lowered the fixed costs of doing business through regulatory
simplification and improvements to government services such as licensing and
registration. Nevertheless, there remains a significant number of challenges in the de facto
operational environment for private firms, particularly with issues around trade facilitation and
contract enforcement.

3. There have been notable efforts to improve the investment attractiveness of Kazakhstan,
but competition and transparency issues undermine efforts to bring new investment,
particularly in non-extractive sectors. That a number of the most pressing policy issues facing
foreign investors and businesses are not issues of investment policy per se, but more structural
matters of competition and transparency speak to the need for, inter alia, a more holistic, whole-
of-government approach to supporting private sector development.

Taken together, these results provide important context for the OECD’s ongoing work to support
the improvement of the business climate in Kazakhstan and help to corroborate and validate the
emphasis placed by the OECD on a number of priority areas for reform for the authorities. This
includes the importance of improving both the hard and soft infrastructure needed for trade within
Kazakhstan and with its regional neighbours; the importance of tackling inveterately difficult issues around
competition and regulatory enforcement; and the importance of investments in the infrastructure and skills
necessary to enable firms to not just be objects of the digital and green transitions, but to be active agents
in these structural changes and to benefit from them.

Responses to the survey also suggest that firms are aware of the opportunities and challenges of
the sustainability transition. A significant plurality report that they are actively adopting new technologies
and operations to reduce their carbon footprints and support the government’s stated climate change and
sustainability ambitions. At the same time, a majority of firms report that policy support for the green
transition remains insufficient, and call for greater investment in sustainable infrastructure, better
environmental standards, and stronger financial incentives for the adoption of greener practices
within firms.

1.1.4. The structure of the report

In Chapter 2, the report proceeds with an introduction to key aspects of the economic context for
private sector development in Kazakhstan. The chapter introduces recent trends in growth, investment,
trade and productivity, while also giving an overview of the broader progress with important aspects of the
government’s policy agenda, notably in diversification. Chapter 3 then introduces the survey that informs
the remainder of the report. The final three chapters of the report each pick up and expand upon the three
policy areas issues that outlined above.

Chapter 4 begins with an overview of private sector digitalisation, building upon firm responses
that called for further development of the digital and connectivity infrastructure necessary for
success in a digital context, and provides an overview of issues relating to digital skills. Chapter 5
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expands upon two issues in the operational environment that were highlighted by firms in the survey:
policies to support trade facilitation, and contract enforcement. This chapter introduces insights from the
OECD Trade Facilitation indicators and draws upon recent OECD work on the legal environment for
business in Kazakhstan. Chapter 6 concludes the report with an overview of recent reforms to support
foreign direct investment in Kazakhstan and highlights a number of areas where regulatory and competition
barriers may still act as impediments to achieving the government’s agenda of attracting higher levels of
quality foreign direct investment.
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Z An economic overview of
Kazakhstan: trends and challenges

Despite undergoing significant structural transformation since 1991, the
resilience and competitiveness of Kazakhstan’s economy remains
challenged by limited private-sector development and a high degree of
economic concentration in the country’s extractive sectors. While many
macroeconomic trends are doubtlessly strong, the benefits of the country’s
extractive-fuelled growth have not been sufficiently shared throughout the
economy, resulting in uneven productivity growth, investment and inclusion.
This chapter introduces some of the key economic trends and challenges in
Kazakhstan that are relevant to contextualise this survey and the policy
specific chapters later in the report.
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2.1. Overview and policy context

More than three decades since Kazakhstan became independent, reducing the role of the state in
the economy, developing the private-sector and fostering economic diversification remain
important priorities for the government. To achieve these ends, the government has developed
numerous economic development strategies, invested significant public resources in industrialisation
programmes, and implemented a range of regulatory and legal reforms to support domestic and
international business. The impact of these policy interventions has been varied. Kazakhstan has
undoubtedly become a much easier and more attractive country for doing business, and the country’s
macroeconomic performance over the past two decades has been impressive (OECD, 2021p). At the
same time, progress in transforming the role of the state in the economy from the primary driver of
economic output to a facilitator of private-sector growth, and in diversifying and increasing the resilience
of the economy, remains limited.

Kazakhstan has significantly deepened its co-operation with the OECD in recent years. The country
is an active member in a number of substantive committees and working groups, and there is regular work
and co-operation between the OECD and the government of Kazakhstan on identifying and implementing
reforms to support its journey towards OECD standards. Domestically, the government’s guiding strategies
for economic reform, such as the “Kazakhstan-2050” programme and the Strategic Development Plan
2025, prioritise a number of areas where progress could directly address issues highlighted in the report
as well as in the broader body of OECD work on Kazakhstan.

This chapter is structured around a number of observations on Kazakhstan’s economy that are
relevant to the report and ongoing policy debates to support private-sector development in the
country. Section 2.2 introduces some high-level socio-economic trends that give context to the broader
discussions in the report. Section 2.3 gives an overview of questions of structural transformation and
diversification, while Section 2.4 discusses private-sector development and business dynamism. Section
2.5 concludes with an overview of the country’s external trade position and integration into global value
chains (GVCs).

2.2. Disruption and resilience: key socio-economic trends

Kazakhstan has made significant progress since beginning its transition to a market economy in
1991. After emerging from the post-transition recession in 1996, Kazakhstan’s real GDP has grown at an
average annual rate of 5.0%, in line with the regional average of 5.4%, and above the OECD average of
2% over the same period (Figure 2.1) (World Bank, 20232))." FDI stocks in the last pre-pandemic year of
2019 equalled 84.0% GDP, a 28.9 pp increase since 2000, while net inflows were equal to 2.1% GDP,
down from 7.5% over the same period as above (UNCTAD, 2023;3)) (World Bank, 20232). Part of the drop-
off in inflows can be explained by that FDI in countries with capital-intensive extractive sectors can be
irregular but substantial when it occurs, whilst the volume of both inflows and stocks relative to GDP, which
has grown substantially since 2000, obscures the fact that both measurements nevertheless demonstrate
a significant expansion of inward investment in nominal terms.
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Figure 2.1. Real GDP growth in Central Asia (2010-2022)

Growth in Kazakhstan has been decelerating over the past decade
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From 2010 to 2021, labour productivity increased by 35%, measured in terms of value added per
worker, while levels of poverty have fallen by 32% since 2000 (measured as the percentage of
population living on below USD 6.85 PPP per day). Since 2015, the unemployment rate has consistently
remained around 4.9%, against a Central Asian average of 5.2%, while youth (15-24 years old)
unemployment, at 4% in 2021, is below the regional average of 10.7%. Total external debt reached 83.6%
GDP in 2021, with gross public debt at 25.1% GDP in the same year (IMF, 20224)).

GDP and productivity growth are decelerating. Although GDP growth remains stronger than in most
OECD economies, it has been decelerating since 2001, with the deceleration intensifying following the
Global Financial Crisis of 2008-09 (GFC) and the 2014-15 commodity price shock. Having steadily
converged with the OECD average from around 2000, the convergence process began to stagnate
following the 2014-15 commodity crash (Figure 2.2a). A similar trend is true of productivity growth, which
has slowed in recently years, particularly after the GFC, and which remains around 60% of the OECD
average (Figure 2.2b). The productivity slowdown has been more pronounced in non-extractive sectors,
which continue to account for the largest share of employment but lower shares of domestic and foreign
investment. At the firm level, the productivity of SMEs is roughly half that of larger firms in the country, the
latter predominating in the country’s extractive sectors, indicating that aggregate levels of productivity
growth mask an uneven distribution of this growth across the private-sector (EBRD, 2017(5) (EBRD,
2022g)).
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Figure 2.2. Growth in Kazakhstan: regional context, OECD convergence, the resource question,
and contributions
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Growth continues to be primarily driven by the extraction and export of natural resources. For over
two decades, Kazakhstan’s growth has been closely correlated to global oil prices (Figure 2.2 c); as the
price of oil has risen, so too has GDP, with the reverse also true. This reflects the fact that net exports —
the majority of which are hydrocarbons — are one of the key contributors to annual growth (Figure 2.2 d).
Particularly high prices for oil have helped offset significant public spending during the global pandemic,
with a 70% growth of government revenues in 2022 largely attributable to the international price of oil
(2021-2022 seeing a 177% increase in oil revenues vs. 27% for non-oil revenues, with only a modest
increase in export volumes) (IMF, 20224)).

The extractive sector therefore continues to be a major source not just of growth, but of fiscal
resilience, enabling the government to accumulate significant buffers. One major challenge for the
government is dealing with the volatility that an overreliance on resource rents creates for macroeconomic
stability (for example, via exchange rate volatility), and the concomitant challenges of developing a sound
and predictable environment for business. At the same time, the government must contend with the fact
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that, whilst it remains a competitive exporter of hydrocarbons, the global decarbonisation transition will
erode this competitiveness; the IEA expects, if signatories to the Paris Agreement on Climate meet their
stated net zero targets, that global demand for hydrocarbons will fall 50% by 2050 (IEA, 202210)).

Although Kazakhstan has one of the most energy-intensive economies in the world, the country is
increasing the productivity of emissions and energy consumption relative to output. Kazakhstan’s
CO2 intensity — the volume of CO2 required to produce 1 USD PPP of output — fell almost by 50%
between 2000 and 2020, although current levels (0.45kg CO2/USD PPP) remain 73% above the
global average (Figure 2.3a) (IEA, 202211;). At the same time, the energy productivity of growth is
improving (calculated as GDP per unit of total energy supply, expressed as the ratio of USD/tonne of oil
equivalent). In 2000, 1 tonne of oil equivalent (TOE) in Kazakhstan would have produced USD 4,098 in
output, compared to USD 6,925 in output in 2020. This represents a significant increase in the productivity
energy in growth, but it is nevertheless a level that remains far below the OECD average, where the
equivalent TOE would produce 1.6 times as much economic output (Figure 2.3b).

Figure 2.3. CO2 and energy intensity of Kazakhstan’s economy

Output has become more energy efficient and less carbon intensive, but Kazakhstan remains far more energy and
emission intensive than the OECD average
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The persistently high levels of CO2 emissions and energy required for Kazakhstan’s growth is due
to the carbon footprint of the extractive sector, and the dominance of fossil fuels in the country’s
energy supply. Nevertheless, there is a positive downwards trend across most emissions intensity and
growth indicators, including the CO2 intensity per unit of total energy supply (a key factor in the
decarbonisation of the domestic energy sector), which indicates that Kazakhstan is gradually modernising
its industrial base and the energy sector (Figure 2.3c). Bringing Kazakhstan closer to OECD standards in
terms of energy and CO2 intensity, and therefore closer to the government’s own long-term emissions
reduction targets, will require significant investment in infrastructure.

There is a significant public health cost to the emissions-intensive nature of Kazakhstan’s
economy. The OECD estimates that Kazakhstan has a significant level of premature deaths due to
particulate matter (PM2.5) exposure (slightly below 600 per 1,000,000 inhabitants), and that the welfare
costs of premature mortality due to exposure to PM2.5 pollution amount to around 6% GDP in 2019
(OECD, 202213)). In part, this reflects the fact that some 98.6% of Kazakhstan’s population are exposed
to PM2.5 in the air, a level which is not only substantially higher than the OECD average of 61.6%, but
which has remained stubbornly flat since 2000, whilst the corresponding level in the OECD has gradually
fallen over the same period (OECD, 202314)).

2.3. Structural change and diversification

Kazakhstan experienced a rapid process of structural transformation in the 1990s. Since 1992, the
value added of agriculture has dropped from 23.2% of GDP to 5%, a level that is nevertheless higher than
the OECD average of 1.4%. At the same time, the value added of the services sector jumped from 25.1%
around 55% of GDP, a level that is also significantly below the OECD average of 71%. The value added
of manufacturing fell steadily, from 16% to 13%of GDP, in line with the OECD average (Figure 2.4).

Figure 2.4. Value added of the agricultural, manufacturing and service sectors (% GDP)

Kazakhstan has seen significant growth in the share of services in value added, with drops in agriculture and
manufacturing
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The economic logic of structural change is the reallocation of labour and capital to lower
productive activities to higher ones, yet many people in Kazakhstan employed in low productivity
jobs. Some 81.5% of the population are employed in sectors where productivity is around or below the
national average (Figure 2.5), though the high degree of economic informality — particularly in low
productivity sectors such as trade and agriculture — may mean that there are in fact more workers in lower
productivity activities than official data suggest. One of the challenges for Kazakhstan is that the national
average is 28% of the average of the three most productive sectors — mining, real estate services, and
manufacturing. As a consequence, there emerges a significant issue around the inclusivity of growth, since
these most productive sectors account for the most productive jobs and highest levels of investment but
contribute little to overall employment (a combined 11.7%). What is more, the sustainability of these sectors
is highly uncertain, both in terms of their vulnerability to short-term price shocks and their exposure to the
longer-term effects of global decarbonisation. The productivity picture that emerges at a national level
therefore masks significant sustainability and inclusion challenges, be it at the sectoral, firm, gender or
regional level.

Around 41% of the population are employed in sectors where average productivity is less than half
of the national average. For example, the education sector accounts for 12.7% employment and the
public administration 5.5%, but the value added per worker in these sectors is 2.9 million KZT and 3.2
million KZT respectively, significantly below the national average of 9 million KZT. The agricultural sector
continues to account for 13.4% of total employment, with value added per worker averaging KZT 3.6 million
(around USD 7,750). The challenge for policymakers is ensuring that the benefits of strong macroeconomic
performance are distributed throughout society in a way which is inclusive and underpins social cohesion.

Figure 2.5. Value added per worker and sectoral share of employment, 2021

High-productivity sectors account for a small share of total employment
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The depth and resilience of structural change is linked to the more challenging issue of
diversification. To a significant extent, the expansion of Kazakhstan’s service sector — whether it is job
creation in high-value services like finance or lower-value ones like retail and hospitality — has been driven
by rents from the export of primary commaodities. This is not to diminish successes in creating high-quality
service sector jobs in Kazakhstan, but to highlight the link between diversification and the resilience of the
non-tradable sector. Another of the major challenges for the government is to insulate the determinants of
private-sector success — investment, productivity growth, innovation etc. — from the volatility of the terms
of trade.

As noted in Section 2.2, a significant component of Kazakhstan’s economic success is attributable
to the hydrocarbon sector. In 2020, the fuel exports represented half of the value of Kazakhstan’s total
exports, with net exports one of the key contributors to GDP growth (Observatory of Economic Complexity,
2023p161). Expanding the definition of the extractive sector to include fuels, material processing and crude
materials would mean that the extractive sector accounted for 76% of total exports and 29% of GDP
(OECD, 2020177). The challenge for Kazakhstan is that, as important economically as the extractive sector
is, the extent of positive and durable linkages with the broader economy in terms of generating productivity
and competitiveness is limited, and may even impede the ability of firms in non-oil sectors to grow and
innovate via so-called “Dutch Disease” (Frankel and Romer, 19991g)) (Corden and Neary, 1982/19)).

Kazakhstan has started to diversify its economy, but the impact on the composition of output has
been limited. One of the clearest indications of the limited impact of diversification in Kazakhstan is the
concentration of its export basket. Between 2000 and 2019, Kazakhstan significantly increased the range
of products it exports, becoming by far the most diversified exporter in Central Asia in terms of the number
of different export products and moving much closer to the OECD average ( Figure 2.6 ) Yet the significant
increase in the number of products exported has made only minimal difference to the concentration of the
country’s exports in volume terms.

Figure 2.6. Export diversification (2019)

Kazakhstan has increased the number of different products it exports, but the concentration of exports has
nevertheless increased since 2000 in nominal and volume terms
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In other words, despite exporting a wider range of products, the overall concentration of the
country’s export basket attributable to hydrocarbon products in terms of volume and value has in
fact increased. The 0.3 HHI value of Kazakhstan’s export basket in 2019 can be considered to be highly
concentrated, similar to that of the 0.496 average of OPEC countries, and significantly higher than the
OECD average of 0.042 and above the Central Asia average of 0.23, though this is nevertheless relatively
concentrated. That the volume of non-oil exports remains low is indicative of the competitiveness and
connectivity barriers SMEs in non-oil sectors face in international trade, which is discussed in Section 2.3
below; a more detailed breakdown of Kazakhstan’s trade is given in Section 2.5.

2.4. Private-sector development and business dynamism

SMEs are a major driver of employment and growth, and their dynamism can be seen as a broader
indicator of the health of the business climate. In 2022, small firms accounted for 97.7% of all firms in
Kazakhstan, while medium-sized firms accounted for 1.6% and large firms 0.6%. As well as being the
largest section of the business community, the weight of SMEs in Kazakhstan's economy has increased
over the past two decades, with the share of SMEs in Kazakhstan’s gross value added (GVA) rising from
6% of GDP in 2005 to 34% in 2021, with the share in employment increasing from 16% to 40% over the
same period (Figure 2.7 ).

Figure 2.7. SME share in trade, GDP and employment (2005-2021)

The share of SMEs in employment and value-added has grown steadily since 2005
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The contribution of SMEs to trade is growing, but firm internationalisation is held back by
productivity and connectivity barriers. While the total number of SMEs has grown, firm growth has
largely been in (often non-tradable) sectors with relatively low levels of internationalisation and productivity.
While the lack of productivity in these sectors may be attributable to domestic business climate issues, the
general competitiveness issue may be further compounded by the “Dutch Disease” of resource
dependence, which via the channel of currency appreciation raises the relative cost of non-oil exports,
thereby lowering their competitiveness on international markets. Lastly, Kazakhstan faces significant
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connectivity penalties. The country is large, geographically remote, and largely peripheral to global trade
flows, and addressing these penalties requires significant investment in sustainable and high-quality
connectivity infrastructure as well as considerable improvements to the country’s soft infrastructure of
customs and other trade-related regulation (ITF, 2019p21)).

Successive reforms to support private-sector development have made it easier to do business in
Kazakhstan. The operational environment for opening and operating a business — in terms of the ease of
registration, managing licensing and permitting etc. — has become significantly easier in recent years. It is
perhaps unsurprising that, given the increased ease of doing business and relatively strong
macroeconomic performance, there has been a significant increase in the number of new firms operating
in Kazakhstan (Figure 2.8). Between 2010 and 2022, higher productivity sectors such as mining and
manufacturing have seen significant increases in the number of firms operating (102% and 107%
respectively), though the contribution of these firms to the overall business population (1% and 4.9%) and
employment (3.2% and 6.6%) in 2022 was still relatively low. At the same time, some of the sharpest rates
of firm growth were in lower productivity sectors such as agriculture (a 272% increase) and construction
(205%).
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Figure 2.8. Business dynamism in Kazakhstan (2010-2022)
There has been significant growth in the number of firms, particularly in non-tradable services
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SMEs are present in most sectors of the economy. The largest number of SMEs are found in trade,
construction and other undefined services. The sectors the fewest SMEs are education, healthcare, and
electricity provision, though this in large part reflects the role of large SOEs in these areas of the economy.
It is unsurprising that the footprint of SMEs is smaller in the extractive sectors and sectors adjacent to them
(such as manufacturing), but there are nevertheless a large number of smaller enterprises in the industrial
ecosystems and supply chains of these higher productivity areas. There has also been a notable growth
in the number of foreign firms operating in Kazakhstan. The number of firms with foreign ownership has
increased in a number of higher productivity sectors, such as ICT (51%), mining (18%) and professional
and technical services (17%).

Difficulties in accessing finance and attracting investment may hold back productivity growth,
innovation, and ultimately the competitiveness of SMEs. Despite concerted efforts to increase
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investment, levels of both domestic and foreign fixed capital formation remain low. The consequences for
underinvestment in Kazakhstan are significant, particularly in the context of the digital and decarbonisation
transitions, which require significant levels of capital-intensive modernisation. Within Kazakhstan, the
major footprint of SOEs in the national banking sector, onerous collateral requirements and high market
lending rates make access to finance one of the key challenges for the local private-sector. In 2020, the
most recent year for which data are available, domestic credit to the private-sector equalled 25.6% GDP,
and significantly below the OECD average of 160.7% (World Bank, 20232). The shallowness of domestic
credit is compounded by an underdeveloped domestic capital market, with the USD 45.3 billion market
capitalisation of the Kazakhstan Stock Exchange (KASE) large for Central Asia but is dwarfed by more
established exchanges elsewhere (KASE, 2023227). One result of access to finance challenges is that firms
are heavily reliant on internal funds for financing needs, which may limit the scope of investment — and
incentives for investing — at the firm level (Figure 2.9).

One of the consequences of difficult access to finance is the limited level of investment in ICTs
and intangible capital at the firm-level, which may hold back productivity growth and
competitiveness. Innovation, the major driver of competitiveness, requires both access to technologies
and the infrastructure necessary to use them, and the intangible capital (skills, managerial ability, etc.)
required to identify opportunities for innovation and to harness those opportunities. The level of investment
in ICT is extremely low as a share of total investment and is significantly below the OECD average (1.98%
GFCF vs. 11.4% OECD average) (National Statistical Office of Kazakhstan, 202323)). This may in part
reflect the industrial structure of Kazakhstan, with key industries such as mining being extremely capital-
intensive. It also highlights the broader difficulty of ensuring that the banking sector can channel capital
resources to productivity-enhancing investments that benefit the wider economy, something that is made
difficult by the onerous cost of borrowing for SMEs. Another channel through which access to finance
difficulties affect the competitiveness of domestic firms is in innovation capacities. For example, in 2018,
the last year for which data are available, gross domestic expenditure on R&D in Kazakhstan amounted to
0.12% GDP; the equivalent figures for the EU and the OECD were 2.1% and 2.4% respectively (OECD,
202324). Relative to GDP, Kazakhstan is now spending half of what it spent on R&D in 2002, which will
undoubtedly have an impact on the innovation, productivity and competitiveness of the local private-sector.

Despite a relatively open regulatory environment for investment, levels of FDI remain low. As a source of
financing, FDI remains relatively small in Kazakhstan (Figure 2.9 a), and in 2020, FDI inflows were equal
to 2% of GDP, with levels having fallen continuously relative to GDP since the Global Financial Crisis in
2008-09 (Figure 2.9 b). Mining and quarrying accounted for the largest share of FDI in 2020, with
manufacturing and wholesale trade the industries that were the other two largest recipients (Fig. 2.9¢). The
largest investors in 2022 were the Netherlands (29.75%), the USA (18.23%), Switzerland (9.86%) and
Belgium (5.57%); China accounted for 5.11% of the total. FDI tends to be concentrated in a handful of
regions, notably Atyrau Region (29.4% in 2022), Aimaty (27%, Astana (8%) and the East-Kazakhstan
Region (7.9%), with the regional concentration of FDI relatively unchanged in recent years (National
Statistical Office of Kazakhstan, 202323).
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Figure 2.9. Foreign direct investment in Kazakhstan
FDI plays a relatively small role in GFCF in Kazakhstan, and is concentrated in a handful of industries

a) Fixed capital investment in Kazakhstan (2022) b) FDI inflows as a share of GDP (3-years moving
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It is notable that the government has a wide-ranging policy programme to support privatisation,
better corporate governance of SOEs, and to rationalise the role of the state in the economy more
generally. Kazakhstan is therefore acutely aware of the importance of addressing these issues if the
country is to transition to a more sustainable and inclusive model of growth. For example, in its
Comprehensive Privatisation Plan 2021-2025, the government has listed 675 public and quasi-public
bodies that will be privatised, liquidated or corporatised ahead of privatisation. The government also
continues to work with the OECD on these issues, notably through projects on corporate governance of
SOEs (OECD, 2021y2q)).

The large direct role of the state in the economy may be another challenge for private-sector
development. In the OECD Product Market Regulation indicators, Kazakhstan was ranked the fifth most
restrictive economy in the countries covered by the index, the economy the third highest level of distortion
due to state involvement, and the most restrictive economy in terms of public ownership (OECD, 201827)).
Whilst the country scores well in areas such as the administrative barriers on start-ups, the playing field
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nevertheless appears to be highly uneven due to the widespread presence of the state in the economy,
from the banking sector to key network sectors and major heavy industries, and the governance of SOEs.

The interaction between the role of the state in the economy and structural transformation towards
a market economy is complex and multifaceted (Hausmann and Rodrik, 20032s;) (Amsden, 200129))
(Ha-Joon (Ed.) and Rowthorn (Ed.), 1995;30)). In a context where the government is actively seeking to
foster the creation of high-quality jobs for a rapidly expanding labour force, the extensive presence of SOEs
creates myriad challenges that will continue to frustrate private-sector development: soft budgetary
constraints on SOEs can contribute to inefficiencies, governance issues around incumbents, subsidies to
support below cost-recovery services and the impact on investment (IMF, 202131;). Taken together, the
extent of SOE presence in the economy, the poor governance and oversight of many of these enterprises,
and the location of these SOEs in key network sectors, all contribute to make the playing field for business
uneven, limiting the effectiveness of otherwise encouraging reform efforts to improve the business and
investment climate in the country.

2.5. Trade and economic internationalisation

Kazakhstan became a member of the World Trade Organisation in 2015, and external trade is a
major driver of growth and domestic output. In 2021, trade was equivalent to 58% of Kazakhstan'’s
GDP while the export of goods and services amounted to 33.6% of GDP, against an OECD average of
28.2% (World Bank, 20232;). The country’s main trading partners are the EU, Russia and China, and its
export basket is dominated by mineral products and metals, which taken together accounted for over 80%
of all exports in 2021 (Fig. 2.10). Revenues from the export of hydrocarbons and other minerals have
helped to reinforce Kazakhstan'’s large fiscal and external buffers, with the country having a current account
surplus of 2.8% of GDP in 2022, following a 4% deficit in 2021 (IMF, 202332).

Kazakhstan’s trade profile has three overarching and interrelated characteristics. First, the country
has an extremely concentrated export basket, one which has become more concentrated overtime despite
domestic efforts to diversify exports. Second, the country has a relatively diverse range of export partners,
but export routes to these markets are limited. Finally, the nature of the country’s export basket and
domestic industries mean that it has a low level of integration in global value chains beyond being a
provider of low-technology and generally unprocessed products, chiefly fuels and minerals (OECD,
202133). All three of these characteristics attest to the need for reforms to increase the competitiveness
of non-extractive industries and to raise the value-added of extractive industries by moving to more
sophisticated activities that create higher productivity employment within those industries, and to improve
the trade connectivity of the country to allow non-extractive sectors to be more competitive on global
markets.

Minerals and metal products accounted for over 80% of all exports in 2022, and the concentration
of Kazakhstan’s export basket has grown over the past two decades (Figure 2.10 ). Kazakhstan made
significant efforts to diversify range of products that it exports, but the diversification of products has made
little impact to the overall concentration of exports in terms of value. Higher value-added capital goods
such as machinery account for a very small share of the country’s exports (around 1%) but are the single
largest single category of imports (27.4%). In other words, the industrialisation and modernisation of
Kazakhstan’s is funded to a large extent by resource revenues.
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Figure 2.10. Structure of trade: export basket and partners (2010 and 2019)

Kazakhstan’s export basked has become more concentrated since 2000 despite the country exporting a broader
range of products, while the share of the EU and China as export markets has grown significantly over the same
period.
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In 2019, the EU was the largest market for Kazakhstan’s exports, followed by China and Russia.
The EU accounted for 42% of Kazakhstan’s exports in 2019, while China accounted for 13.6% in the same
year. While the EU market has grown significantly for Kazakhstan since 2000, Kazakhstan has in recent
years become increasingly oriented towards China and other Asian markets. For example,
Kazakhstan’s exports to China grew 71.3% in 2015-2020, or by USD 3.9 billion in nominal terms; exports
to India grew 682% over the same period, with this almost entirely attributable to oil exports. Exports to the
EU have in fact fallen over the same period, particularly to the country’s three largest EU partners, Italy
(17.4%), the Netherlands (-36.7%) and France (-34%) (Observatory of Economic Complexity, 20231¢)).

Given the connectivity penalty Kazakhstan suffers, it is unsurprising that its largest trading
partners for lower value-to-weight goods are geographically proximate, particularly the Central
Asian economies. In recent years Kazakhstan has been actively exploring ways to diversify its trade
routes, one example of this being the development of the Middle Corridor, with the importance of
diversifying international trade routes increasing due to the significant volume of Kazakhstan’s trade that
transits Russia and the risk of secondary sanctions there (Kenderdine and Bucsky, 202135).

Kazakhstan’s inclusion in the OECD Trade in Value Added (TiVA) indicators allows for a more
detailed look at the interaction between foreign demand and domestic output in Kazakhstan, as
well as a more in depth look at the country’s integration into global value chains (GVCs) than is
possible for other Eurasia economies. In 2018, the most recent year for which TiVA data are available,
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36.3% of Kazakhstan’s domestic value added was driven by foreign final demand, though there was
significant variation at the industrial level (OECD, 202133)). For example, the domestic value added in
mining and quarrying is almost entirely driven by foreign demand (94.5%), which although logical given
the size of that industry’s output relative to domestic needs, is nevertheless indicative of the precarious
relationship between output in the country’s most productive sectors and external demand (Ibid.).

Figure 2.11. Domestic value added in foreign final demand (2018)

The value added of many key industries is driven by foreign demand
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Given the low level of more sophisticated exports, the role of imports for exports — beyond the
capital goods necessary for the extractive sector — is limited. There are a number of sectors where
the foreign value added (FVA) content of exports —i.e., the extent to which a good exported by Kazakhstan
has benefited from externally sourced inputs — but these are limited, and their overall contribution to gross
exports — for example, ICT and electronics, rubber and plastics, or textiles — is low (Figure 2.11 ). This has
a number of implications for Kazakhstan’s trade, notably that it means that the value added of exports is
generally created within Kazakhstan, rather than from reprocessed intermediate goods sources externally.
The broader conclusion, however, is that the data highlight the very limited degree of integration of
Kazakhstan in GVCs — the country has a small number of industries that are embedded in GVCs,
particularly at more sophisticated stages of these GVCs, and its contribution to the value added of its export
markets is primarily through fuel and other basic goods.
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§ Survey methodology and findings
overview

The purpose of the survey on Kazakhstan’s business climate, conducted by
the OECD in 2022, was to collect new firm-level insights into the ongoing
reform process to support the private sector in the country. The survey
provides additional insights for the OECD, the EU and the Government to
consider when reflecting on the effectiveness and direction of the reform
process. This chapter introduces the survey, its methodology, and a
number of high-level observations that emerged from the process.
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3.1. Introduction

This section introduces the business climate assessment survey (the “survey”) for Kazakhstan
and outlines some general observations that emerge from the results. Section 3.2 outlines the
methodology of the survey and details how it was administered, while section 3.3. details the business
demography of the sample firms. Section 3.4 then provides additional information on firms’ perceptions of
current economic trends, the impact of COVID-19 and Russia’s war in Ukraine on the business climate in
Kazakhstan, and the perceived strengths and limitations of policy interventions to support them during
these periods of disruption.

3.2. Survey methodology and administration

The survey was small but focused, addressing 27 firms active in Kazakhstan, with the majority
being wholly or partly owned by entities based in the EU. It presented an opportunity to gather bottom-
up, firm-level perceptions on issues relating to the business climate and private-sector development in
Kazakhstan. In addition to the surveyed firms, the survey was also completed by four trade or business
organisations from OECD countries active in Kazakhstan.

The survey was developed by the OECD and administered via an online platform to foreign
businesses and their representatives in Chambers of Commerce (CCs) or Embassies. The
consultation of primarily European businesses was designed to identify issues of particular importance to
international firms, the attraction of which remains a priority for the government. Throughout this report,
analysis of survey responses, unless otherwise indicated, is based on the responses of both the 27
individual firms and the four organisational respondents.

3.3. Characteristics of surveyed firms

The characteristics of the 27 firms that took part in the survey were highly (Figure 3.1). Most
respondent firms have been established in Kazakhstan for a relatively long time, perhaps indicative of a
certain confidence in the country’s business climate. Half of respondents had been active for 20 years or
more; 30% of respondents had been active for up to 10 years, meaning that a significant number of
respondents were relatively new to the country; 22% of respondents had been active for 11-19 years.

The ownership and legal structure of the respondents was also varied. The ownership of almost two
thirds of the surveyed firms (63%) was 100% based in the EU. The ownership of the remaining firms was
either 50% American, 50% British, or from a different jurisdiction or combinations thereof (22%). The
Netherlands accounted for the single largest share of respondents (10/37%), followed by Germany
(4/15%). A similarly large plurality of firms had LLC status (63%), with the remaining firms having a range
of different legal statuses, including representative offices (16%) or JSCs (7%).

The respondents represented a diverse range of sectors, but two of them were slightly more
represented: machinery and equipment (8/30%) and agriculture (5/19%). Other sectors, such as mining,
oil and gas, ICT, wholesale and retail, were almost evenly represented but with lower shares.
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Figure 3.1. Demographics of respondent firms
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Note: As a percent of the total number of firms. Main sectors do not add up to 100% since it was possible for the respondents to answer to

multiple choices.
Source: EU-OECD Business Climate Assessment Survey in Kazakhstan (2022)
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3.4. High level observations on economic performance in Kazakhstan and recent
policy support

This section presents key insights from five sections of the survey: firms perceptions of the overall
economic situation in Kazakhstan, of government support during the COVID-19 pandemic, of the impact
of Russia’s war on Ukraine on the European business community in the country, of government measures
to mitigate pressures on the business community arising due to war-related disruptions, and of the ongoing
reform process.

3.4.1. On the economic situation in the context of COVID-19 and Russia’s war of
aggression

A majority of respondents (58%) rated the health of the national economy as satisfactory. However,
none of the firms reported that it was strong, while 42% said that it was weak. There was greater positivity
from respondents when asked to assess the performance of the sector in which they were active or the
performance of their own firm (16% weak for both items).

Firms remained positive about their businesses in the post-COVID context. Almost the half of
respondents (48%) reported that they expected an increase in profits, with a further 39% reporting that
they expected their performance to remain stable. Only 10% anticipated a decrease in profits for 2022.
Only 3% (including trade associations and embassies representing several firms) anticipated that trade
turnover (domestic and international) would decrease, whereas 23% of respondents expected international
trade turnover to increase, and 42% expected domestic (wholesale and retail) trade turnover to increase.

3.4.2. Support to the business sector during the COVID-19 pandemic

The outbreak of COVID-19 created significant challenges for the business community in
Kazakhstan, as it did throughout Central Asia and the OECD area. These challenges also created new
expectations of government, which was called on to ensure the survival of viable businesses and prevent
their unnecessary exit from the market. The design and implementation of policy interventions to this end
required a high degree of agility from policymakers, who were required to make quick, effective decisions
in a context of heightened uncertainty and fiscal constraints.

The Kazakh authorities intervened in different ways to protect the economy during the pandemic,
including the issuance of state-guaranteed loans, tax deferrals, and direct compensation of certain
business costs for firms. The type of support of offered by the government to the business community
was similar to what was offered in OECD countries, albeit on a different scale. These interventions were
widely discussed in a number of OECD reports throughout 2020-21, and the survey provided an
opportunity to gauge how European firms assessed the effectiveness of government policies to stabilise
and support the private sector throughout this period of significant disruption (OECD, 2020;1;) (OECD,
202112)).
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Figure 3.2. Government’s measures effectiveness against the COVID-19 pandemic according to the
respondents
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Source: EU-OECD Business Climate Assessment Survey on Kazakhstan (2022)

Among the respondents, the single most popular measure taken by the government was the
deferral of VAT and other tax payments (23% of firms approved). Direct wage subsidies were
considered useful by 16% respondents, and the same figure considered useful the ability to receive cash
payments to cover immediate fixed costs. Perhaps most striking, however, is that 45% of the surveyed
firms considered none of the measures taken by the government that were mentioned in the survey to be
useful, which suggests either that policy intervention was directed to areas where business needs were
less pressing, or that the measures taken did not go far enough, or that foreign firms were not the targets.

3.4.3. The impact of Russia’s war on European firms in Kazakhstan

Russia’s war in Ukraine delivered another significant shock to the business community in
Kazakhstan, both in terms of its domestic and international firms, which was transmitted via the
same channels as in many OECD countries: supply chain disruptions, rising prices for primary and
intermediate goods, inflation, and a tightening in the global financial system that affected international and
local borrowing costs. In addition, these impact channels were mapped onto local circumstances that were
peculiar to the region: the particularly large importance of Russia as a trading partner and as a route for
exports for Central Asian economies, the interconnectedness of Central Asian banking systems with
Russia, the immediate impact of both low- and high-skilled immigration from Russia, the potential for a
stagnant Russian economy to affect remittance levels, and the impact of turmoil in the Russian economy
on local exchange rates. In Kazakhstan, where the vast majority of its hydrocarbon exports transit Russia,
disruptions to trade routes through Russia were particularly challenging, and the possibility of additional
disruptions remains a significant source of uncertainty as the war continues.

The survey indicates that one of the main issues that businesses had to face early on was related
to the volatility of the Tenge and the instability of the foreign exchange market. Some 58% of
respondents assessed its impact as serious for their operations, with a further 29% claiming that it had
some effect on their operations. Firm concerns over currency volatility reflect a longer-standing challenge
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for the business climate in Kazakhstan, where macroeconomic uncertainty can erode business confidence
and make it more difficult for firms to commit to investing in the country.

Supply-chain issues also threatened firms’ operations. Some 52% of respondents claimed that the
disruptions due to logistical challenges had a serious effect on their operations, and 45% claimed that it
has some effect. In addition, 48% of firms declared that disruptions in supply chains due to shortages had
a serious effect on their activity, with a further 35% claiming that it had some effect. Finally, 48% of
respondents claimed that complications arising from Russia’s disconnection from the SWIFT payment
system had a serious effect on their businesses, with another 23% claiming it had some effect. This testifies
to the significant degree of integration of international firms in Central Asia with the Russian economy.
However, whilst Russia’s disconnection from the SWIFT system had a serious impact on the half of
respondents, it also had no effect on 26%.

Figure 3.3. Firms’ reactions to Russia’s war and assessment of governmental measures

3a. Firms' reponses to the circumstances 3b. Firms' intentions in case of a conflict continuation
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Source: EU-OECD Business Climate Assessment Survey in Kazakhstan (2022)

Input costs for raw materials such as energy as well as other intermediary inputs have risen. A
large majority of respondents declared that they have been negatively impacted by rising commaodity prices
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(84%), energy prices (81%) as well as non-commaodity prices (77%). In other words, only a minority of firms
were unaffected by price increases (less than 16% for each category).

The survey respondents outlined a number of possible responses to the challenges posed by
Russia’s war in Ukraine for Kazakhstan’s business community. A majority of respondents
demonstrated agility in meeting these challenges, with 55% claiming that they would partially pass on cost
rises and reduce margins, 45% responding that they would change suppliers, and 45% claiming that they
would find new payment mechanisms. A third of firms indicated that the crisis would encourage them to
innovate, with 35% responding that they planned to offer new products or services. At the same time, 32%
of respondents would rather stop some product and service offerings, and 32% responded that they would
find new export routes. Only a small number of respondents indicated their intention to change production
inputs (19%), and fewer still to stop investment (13%) or pass on 100% of cost increases (10%).

Respondents appeared committed to the Kazakh market, regardless of whether the war were to
continue or not. Only 3% reported that they would suspend operations in the country until the situation
improved, while 47% reported that they would adjust their operations to developments as they unfolded
and another 23% claimed that they would continue with their current course of action regardless of a
prolongation of the war (Figure 3.3 b) An additional 20% of respondents claimed that they would expand
their activities in the country should the war continue, though it is not clear whether this was because of
the war, or whether pre-existing expansion plans had simply not been derailed.

3.4.4. Support to the business sector following Russia’s invasion of Ukraine

Interpretation of firms’ assessments of interventions from the Kazakh authorities to support the
business sector must be qualified by the fact that, unlike the primarily retrospective assessment
of the effectiveness of measures to support firms through the COVID-19 pandemic, the impact
channels of Russia’s war in Ukraine on firms in Ukraine are still being defined, and the full effects
remain unclear. Addressing the challenges faced by firms in Kazakhstan that have arisen due to Russia’s
war will require the government to demonstrate the same agility and creativity as it did during the COVID-
19 pandemic, but the policy areas requiring intervention will at times be very different (for example,
measures to mitigate disruption in the banking sector, or labour market policies to integrate recent arrivals).

It is notable that approximately a quarter of respondents did not know or expressed no opinion on
each of the measures listed in the survey. Otherwise, the strongest support was for de-
bureaucratisation measures (52% very favourably and 19% somewhat favourably), as well as for measures
to open new export routes (48% very favourably and 10% somewhat favourably). Two other measures
were also supported by a majority of respondents, such as the support for agriculture, including price caps
on energy (35% very favourably and 39% somewhat favourably), and the state purchase of agricultural
products at forward prices (23% very favourably and 45% somewhat favourably). The last measure listed
in the survey, concerning restrictions on the foreign exchange market to protect the national currency, was
strongly approved by only 6% of the respondents but 45% were somehow favourable. The other half of
respondents was either unfavourable (23%) or did not know/had no opinion (26%).

Only 43% of respondents considered that the measures implemented by the government to
alleviate pressures on the business sector arising from the war were satisfying. For the remaining
57%, other measures should be considered, related to the tax system, banking and financial system and
trade policies. Most of the measures proposed by the respondents are not always an answer to the war in
Ukraine but rather structural, reflecting broader concerns about the business climate and framework
conditions for firms. If the wish for a better regulation of the currency or the development of new transport
routes (to the European Union, Middle East or China) might be seen as an answer to the war in Ukraine,
the development of trade through new export routes is not only confined to such periods but can also help
to diversify and enhance Kazakhstan’s economy in the longer term. Moreover, issues related to tax
pressure and the stability of the tax system, or the desire to have easier access to finance, are measures
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that would be related to long-standing issues in the business climate of the country. Indeed, these issues
have been much discussed in OECD work on the business climate in Kazakhstan and Central Asia more
broadly (OECD, 20213)).

Calls from certain respondents to increase access to non-Russian goods through new trade routes
reflect the importance of the Russian market for Kazakh firms, both in terms of finished and
intermediate goods. The inability of firms to use Russian suppliers, whether due to sanctions or other
logistical difficulties, invariably has an effect on Kazakh firms, but it is not necessarily a weakness of the
local business climate so long as firms do not face policy barriers to sourcing inputs from other markets. It
does, however, reflect the importance of questions such as infrastructure and trade facilitation as enablers
of the local private sector. At the same time, respondents’ calls for the elimination of grey imports does
suggest inconsistent implementation of customs procedures which could unfairly affect European firms in
the country.
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4 Addressing infrastructure and skills
gaps for private sector
digitalisation

Government efforts to improve digital infrastructure and the digitalisation of
public service delivery were received positively by survey respondents. The
government has made significant progress in these areas in recent years,
and digitalisation remains a cornerstone of its ambitions to develop
economic competitiveness, raise productivity and foster innovation. Yet,
despite an improved supply of digital services and infrastructure, the
diffusion of digital tools and processes at the firm level remains limited. This
chapter highlights achievements that the government has made in
facilitating the digital transition, notably in its success with e-government
and digital public service delivery, before highlighting a number of
challenges relating to infrastructure and skills for the digital transformation.
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4.1. Overview and survey insights

The digital transformation can have a profound impact on private sector development (OECD,
2021p1). Digitalisation can offer new opportunities for firm organisation and production, as well as how
crucial government services are administered, while the ever-increasing value of data as an economic
input is pushing the frontiers of innovation in both the public and private sectors. At the same time, as the
contribution of digital technologies and services continues to increase its share of value added in both
manufacturing and services, who has the skills and capacities to take advantage of digitalisation, as well
as where those skills and capacities are located, has significant implications for competitiveness, inclusion,
and inequality.

Many survey respondents underscored their enthusiasm for digital opportunities in Kazakhstan
but also expressed their frustration at how underdeveloped framework conditions prevented them
from making the most of these opportunities. This is an important and positive observation — the
surveyed firms remain dedicated to the Kazakh market, but believe that they can achieve more if the
government is more responsive to their infrastructure and connectivity needs. Some 80% of respondents
considered digitalisation to present opportunities for their business activities in Kazakhstan (40% significant
opportunities, 40% some opportunities).

While only 7% of respondents reported that their firms had become fully digitalised, an
overwhelming majority of firms had nevertheless adopted digital processes within their firms. Over
half (54%) of respondents reported that upwards of 75% of internal processes now had some kind of digital
component, while another 39% reported that 50-75% of internal processes now had a digital component.
These figures suggest a fair level of digital penetration in the European business community in Kazakhstan,
though it would be necessary to compare with the domestic business community with a larger sample size
to determine whether such levels were representative throughout the country.

A significant number of respondents demonstrated an advanced level of digital maturity. For
example, some 89% of respondents reported that they used advanced tools such as customer relationship
manager software (CRM) or some form of data analytics, which suggests a relatively high level of digital
maturity of European firms operating in Kazakhstan. The rate of firms using cloud-based data solutions
(67%) and digital communications (70%) further underscores the digitalisation of the surveyed firms.

The key barrier to further adoption and use of digital technologies by the surveyed firms appears
to be infrastructure-related. A majority (61%) of respondents underscored the importance of improving
internet speed and quality for digitalisation, 52% emphasised the need to improve the terms provided by
Internet providers to customers, and almost half (48%) highlighted the need to improve data security. Other
issues related to the need to develop online payment systems (32%), improve the digital skills and
qualifications of the labour force (23%), and improve the quality of the regulatory framework for online
commerce (29%).

Enabling the private sector — and society more broadly — to make the most of the opportunities of
the digital transformation requires a range of different policy interventions. For one, firms can only
digitise their activities — for example, through the adoption of IT solutions, be they simple or advanced, to
improve productivity — if the basic digital and connectivity infrastructure is in place. This means having
access to high-quality fixed and cellular internet, and access to ICT equipment and software, as well as
the availability of more complex forms of digital infrastructure, such as cloud computing. It also means
having access to the skills and knowledge necessary to apply digital technologies and to derive new
insights and innovations from them. And, importantly, it means having access to the capital necessary to
invest in the above, and a regulatory environment which fosters digitalisation rather than constraints it.

On the supply side, infrastructure challenges can be linked to competition issues in key network
sectors of the economy necessary to develop a modern, digital and connected economy. On the
demand side, long-standing access to finance challenges may make it difficult for firms to invest in digital
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technologies and intangible capital necessary to make the most of them. The government of Kazakhstan
has stated its ambition to drive the digital transformation of the country’s economy, with its strategic
objectives codified in the National Development Strategy project, as well as digital-specific strategies such
as the 2018-2022 Digital Kazakhstan programme (OECD, 20232)).

This chapter builds upon research that the OECD conducted in 2023 on the digital framework
conditions for Kazakhstan’s private sector (OECD, 20233)). Insights from the survey complement a
number of findings that emerged in this work, such as the demand from the private sector for improvements
to connectivity infrastructure, and the need for greater regulatory clarity if firms are to make the most of the
opportunities presented by the digital transformation. The policy implications of these challenges relate to
the more transversal issues of competition in the telecommunications sector, access to finance for digital
and other intangible investments, and regulatory quality and simplification.

This chapter gives an overview of the latest developments in private sector digitalisation in
Kazakhstan, noting the particular improvements in the areas of digital public service delivery. It
then expands upon two areas identified in the survey as challenging for firm-level digitalisation. First, the
framework conditions for private sector digitalisation. Second, the skills-related challenges for firm-level
adoption of digital tools, building on recent OECD work in this area (OECD, 2023}4)).

4.2. Digitising the state: a key success of Kazakhstan’s digital agenda

The digitalisation of Kazakhstan’s economy has been a policy priority and a major part of the
country’s diversification agenda since 2013, when the government launched its first major digital
strategy “Informational Kazakhstan 2020” (Government of Kazakhstan, 2017(5). This first digital
strategy focused on the development of ICT infrastructure and online public administration systems to
facilitate business activity (egov.kz, 2021p)) and has been successful in developing country-wide
connectivity. In 2018, the government followed this initial strategy with the five-year “Digital Kazakhstan”
initiative, aimed at increasing the private sector’s use of digital tools to support economic growth through
targeted programmes in the agricultural, energy, transport, and e-commerce sectors, and which ran until
2022 (OECD, 2023p7) (Digital Kazakhstan, 2022i7). The initiative also developed additional sub-
programmes, targeting digital innovation (launch of the Astana Hub International Technology Park in 2018)
and cybersecurity (“Cybershield Kazakhstan”). In early 2022, the government launched “Digital Era
Lifestyle” (DigitEL), its third five-year digitalisation programme, with a focus on quality and safe internet,
using ICT businesses as a growth lever, and further digitalising the services sector (Republic of
Kazakhstan, 2022;g)). DigitEL targets include an ICT share of GDP of 5%, compared to 4% in 2020, and
the strategy anticipates greater involvement of the private sector, as over 70% of the programme is to be
funded through private investments.

One area where the government has had great success with its digitalisation agenda has been e-
government and digital public service delivery. Quality digital government services are important for
improving the efficiency of interaction with state bodies in any country, but this is particularly true in a
country like Kazakhstan, where low population density and a high degree of administrative centralisation
can significantly raise the costs and time involved in accessing public services. Until it elapsed in 2022,
the country’s e-government agenda was guided by the Digital Kazakhstan strategy, which set a goal of
providing 100% of government services online. As suggested through survey responses on the quality of
service provision such as licensing and permits for businesses, these reforms appear to be bearing fruit.

In 2022, Kazakhstan had risen to 28" in the UN E-Government Development index, ahead of a
number of OECD countries (United Nations, 20229)). The country’s strong performance reflects a number
of important, and at times challenging, reforms. Kazakhstan recognised the need to centralise public
service delivery on a unified platform, but also took the opportunity in doing so to create adjacent platforms
and services, such as an interoperable APl and permitting linkages between government data and private
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partners (for example, in the banking sector), to improve previously analogue services and ensure that the
digitisation process was harnessed as a moment to modernise service delivery comprehensively.

Kazakhstan has increasingly been applying data analysis to improve the policy process,
particularly for policies that aim to improve the quality and coverage of digital infrastructure
networks. For instance, under the NDS, citizen-reporting platforms have been created as a monitoring
tool for minimum internet speed requirements imposed on operators in remote rural and small urban areas
(Government of Kazakhstan, 20175)). The online platform gathers complaints about internet quality and is
linked to the Interdepartmental Commission on Radio Frequencies and local state telecom authorities. It
verifies connection quality and fines telecom operators immediately should quality fall below the minimum
threshold.! OECD interviews suggest that the system has enabled the improvement of internet connection
quality, especially in Kazakhstan’s areas. The MIID has also developed monthly public-private dialogue
(PPD) with the Council of Operators since 2020, where the owners of main telecommunication
infrastructure and towers and large business associations discuss infrastructure bottlenecks and
challenges. However, neither regional governments nor small last-mile operators are part of such
meetings, which limits their effectiveness in gathering the relevant actors — national and local operators,
regional authorities, and the private sector — to address often highly localised issues.

In addition, one of the main objectives of DigitEL is the development of data-driven government by
2025. The “attentive and effective state” initiative aims at creating a unified data collection process to
ground policy decisions, including the development of user feedback for public services, and more
importantly the automatic collection and treatment of data relevant for policy-making. However, in its
current state, the initiative only targets industrial data to be monitored by the public revenue committee
(Government of Kazakhstan, 202110;). If effective, the initiative could be expanded in the coming years to
new sectors, where it could thereby serve as an important tool for gathering data about the digital needs
and use of businesses.

4.3. Infrastructure and investment gaps remain a challenge to private sector
digitalisation

The rate and depth of digitalisation in Kazakhstan, as in any country, is shaped by a number of
important infrastructure-related framework conditions and the diffusion of digital technologies. It
is precisely the lack of development of these framework conditions that survey respondents identified as
being the major barrier to digitalisation in the country.

Kazakhstan continues to have a highly regulated telecommunications sector, with significant
competition-related issues that may affect investment and the quality of connectivity
infrastructure, slowing the rate of digitalisation. The government has made efforts to liberalise the
sector, notably following accession to the WTO in 2015, when it lifted a monopoly on the provision of 4G
services in the telecoms sector (OECD, 2023p). Before this point, only Altel, a subsidiary of
Kazakhtelecom, had the right to provide 4G services. Since early 2017, all three mobile telephone
providers have been allowed to get licenses on existing and new 4G frequencies (Samruk Kazyna,
2016p11)). In March 2021, Kazakhstan Transtelecom, a fixed broadband network operator and former
subsidiary of the state-owned rail firm, was privatised. This followed a gradual process initiated in 2014,
when the company was first included in a list of strategic assets for privatisation, before 49% of its shares
were sold in 2015, followed by a second sale (26% of shares) in 2018 (Government of Kazakhstan, 201412;
Kazinform, 201513)).

In 2023, recognising the important role of small operators in bridging the “last-mile” connectivity
gap, the OECD recommended that the government initiate steps to demonopolise that segment of
internet provision (OECD, 20233)). While this should enable small operators to enter the mobile market,
it remains unclear whether it aims at fostering end-to-end infrastructure competition, or if it is to allow for
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infrastructure sharing. In the first case, different operators, both new and incumbents, would compete with
their own networks, while in the latter, small operators would use the infrastructure of incumbents but
provide services to market segments that remain outside the current network, i.e. mainly in rural and small
urban areas.

In the framework of this reform, the government announced that Kazakhtelecom would sell one of
its two mobile operators in 2022, which would result in essentially three independent operators in
the mobile market by the end of that year (Government of Kazakhstan, 202214;). In addition, the
government set up a special Commission on demonopolisation in early 2022, with the main goal of
reviewing and proposing amendments to the current legislation applicable to the telecom sector. The
Commission is composed of the Ministries of Infrastructure Development and Justice, relevant public
institutions, such as the Competition Authority, and representatives of the private sector. However, results
have not yet been communicated and it is unclear if the partial privatisation of Kazakhtelecom’s mobile
operators will result from the Commission’s activities.

Nevertheless, since the early 2000s, the government has had significant success in developing and
modernising the country’s connectivity infrastructure, leading to affordable and quality access to
internet in most of Kazakhstan’s urban centres. In terms of access, nearly universal mobile coverage
has been in place since 2015 at least, with the population covered by 2G or higher networks reaching 98%
in 2019, while access to broadband internet remains more modest (ITU, 202215)). Internet access has also
become widely affordable across the country, with fixed and mobile subscription costs falling in recent
years; they are now well below the UNESCO’s affordability target of 2% of Gross National Income (GNI)
per capita. Fixed subscription costs stood at 0.85% of GNI per capita in 2020 (Figure 4.1) compared to a
2.3% average for the Commonwealth of Independent States (CIS), while mobile subscriptions costs are
among the lowest in the world at 0.33% of GNI per capita, compared to 1.0% in CIS countries and 2.6%
globally (ITU, 202215;; ITU, 2021116}; Cable, 2022/17).

Figure 4.1. Cost of fixed broadband access as percentage of GNI (2021
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Improvements have also been made in network quality. About three quarters of the population covered
by 4G internet in 2021, while the download and upload speeds of broadband lines have doubled on
average since 2017 (EIU, 202219)). Digital connectivity at large has also progressed in Kazakhstan, with a
significant reduction in the rural-urban connectivity gap?, with 89% of the rural and 91% of the urban
population having access to broadband networks in 2019 (ITU, 202220)).
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While fixed internet is a key driver for SME digitalisation, broadband uptake in Kazakhstan remains
low compared to OECD countries. Broadband subscriptions per 100 households rose only slightly, from
13.1in 2015 to 13.8 in 2021, compared to 33 on average in high-income countries (ITU, 202220;; OECD,
n.d.211). Though there are no data available on small businesses specifically, only 7.8% of medium and
large enterprises reported having access to fixed broadband internet in 2020 (Figure 4.2), while 48% of
small business indicated having a website in the latest World Bank Enterprise survey, compared to almost
90% for large businesses (World Bank, 202122). Access to fixed broadband internet varies widely among
regions, ranging from 4.3% in Aktobe Region to 15.2% in neighbouring Atyrau. In 2019, the number was
even lower (5.9%), with the recent increase being presumably at least partially due to the effects of COVID-
19. As a result, only 11% of medium and large enterprises reported using digital technologies in 2020, and
while no data are available for SMEs, OECD interviews suggest that the numbers could be even lower for
the latter (National Statistics Office, 202223)).

Figure 4.2. Internet use of firms, and quality of available networks
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Source: (DAMU, 2020p247) (Bureau of National Statistics, 2022ps)) (EIU, 2022y19;; ITU, 2022}20))

In Kazakhstan, as in many OECD countries, there is a persistent coverage gap between urban and
small urban and rural areas. Narrowing this gap is critical to strengthening the overall economic
development of these regions and the competitiveness of their small firms and entrepreneurs. Since the
“last-mile” connectivity initiative has not yet been successful in connecting these regions, their municipal
or regional governments, in co-operation with local interest groups and citizen-led initiatives could facilitate,
build, operate or finance high-speed networks, compensating for the absence of operators. Across the
OECD area, such municipal networks have been successful in extending connectivity in regions where
deployment by national communication companies was lacking or deemed unprofitable; they have
contributed to increased competition, and therefore lower prices, in areas where coverage was partially
provided by national operators (Molleryd, 2015p26) (However, institutional framework conditions, in
particular open competition in the telecom market, have proved an important enabler of such bottom-up
initiatives in OECD countries such as Mexico, Sweden, the UK, and the US (OECD, 202127)).
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4.3.1. Supporting firm-level digital uptake: the challenge of raising investment and
modernising the regulatory framework

One clear trend in Kazakhstan that has significant implications for the digital transition is
underinvestment in ICTs. Investment in ICTs in Kazakhstan amounted to only 1.98% of total GFCF,
putting the country slightly ahead of Uzbekistan but significantly below the OECD average of 11.4%, and
further still behind the leading OECD members Sweden (20%) and the Czech Republic (17%) (Figure 4.3).
Relative to the size of the economy, the level is similarly low (equivalent to 0.46% GDP), comparable only
to Poland among OECD members (0.78% GDP), and significantly behind the OECD average of 2.58% of
GDP.

Figure 4.3. Investment in ICTs: Kazakhstan in international context
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Raising the level of investment in ICTs and connectivity infrastructure is crucial for Kazakhstan to
succeed in the digital transition. it is imperative that government strive to increase both the relative
share and total volume of investment in these assets if its firms and workers are to be able to take
advantage of the digital transformation, ensuring that the productivity and output of the country’s private
sector does not further diverge from the OECD average.

In recent years, Kazakhstan has worked to adapt the legal and policy framework for firms to new
digital challenges. On the data front in particular, Kazakhstan has been regularly amending its legal
framework to gradually move toward the privacy and security standards set by the European Union’s
General Data Protection Regulation (GDPR) (Government of Kazakhstan, 2013p9; Government of
Kazakhstan, 20170). As part of these efforts, the government created the Information Security Committee
under the MDDIAI, mandated with the implementation and monitoring of compliance with the Law on Data
Protection (Government of Kazkahstan, 2022;31)). Though the objective was to create a Data Protection
Agency following the GDPR model, the Committee’s mandate so far focuses mostly on technological
solutions to data issues, rather than on legislative and implementation aspects for data protection issues
(CAISS, 2020321). The new legislative framework also imposes obligations on companies to appoint a data
protection officer to ensure internal compliance with the Law, notify the Committee about data breaches,
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and carry out data protection impact assessments before engaging in any activity requiring the collection
and handling of data (Dentons, 202133)).

One of the main areas for improvement highlighted by survey respondents was the need for better
digital security (45% of respondents), which has been a policy priority for the government in recent
years. As part of the country’s broader digitalisation programme, the government has, for example, been
developing digital security policies to reduce vulnerabilities to cyber threats (Government of Kazakhstan,
2017347). In 2016, the government launched the Cybersecurity Concept until 2022 ("Cyber Shield of
Kazakhstan"), which aimed to develop a cybersecurity sector in the country, something that had previously
been largely underdeveloped (Government of Kazakhstan, 20173s)). The strategy included a number of
important initial steps: (i) the creation of a national register of trusted digital software and IT products to
reduce reliance on foreign solutions; (ii) enhanced international co-operation with internationally
recognised private digital security providers and international organisations active in the domain to build
local capacity; and (iii) the development of a digital culture for the general population and the training of
cybersecurity specialists. Some of the targets of the initiative were further included in the objectives of the
Digital Kazakhstan programme. In 2022, the government announced the launch of the Cybershield 2.0
programme, incorporating new challenges and aspects of the digital transformation in Kazakhstan,
especially on the liberalisation and inclusion of the private sector, law enforcement, security, and defence
sectors (OECD, 20233)).

The strategy has been successful so far in beginning to establish a cyber-security landscape in
the country. On the institutional front, the National Security Council, the Council for Cybersecurity, the
Information Security Committee under the MDDIAI and an industry information security centre covering
the country's financial sector were created (ITU, 202136)). However, recent analysis by the OECD suggests
that the current institutional architecture can lead to co-ordination issues, while businesses remain
insufficiently aware of the initiatives implemented (OECD, 2023;3)). Kazakhstan has been actively seeking
to expand international co-operation, in particular with the International Telecommunication Union (ITU),
and through its involvement in the fourth industrial revolution working group of the World Economic Forum
(WEF).

4.4. Equipping the private sector with skills for the digital transition remains a
key policy challenge for the government

Ensuring that firms have the skills and knowledge needed to make the most of digitalisation is
crucial for both competitiveness and inclusion. The ability of private sector firms to make the most of
the opportunities presented by the digitalisation transition, and to ensure that they are not left behind by
competitors both domestically and internationally, depends on the capacities of firms to use a range of
digital technologies, as well as complementary capacities in other areas necessary to identify commercial
or organisational use cases for those same technologies too (such as management skills that reflect how
digitalisation can affect firm organisation).

For example, the ability of a manufacturing SME to innovate with respect to their internal
organisation or production depends on their ability to derive new data and insights from data using
digital tools. It is for this reason that, in a study on the impact of various policy interventions and framework
conditions on the diffusion of digital technologies in the EU, the OECD found that the intervention with the
greatest single impact was upgrading technical and managerial skills of firms (Figure 4.4) At the same
time, firms must have the internal capacities and knowledge to recognise the value of using digital tools
for their business, and to have the skills necessary to recognise opportunities where digitalisation would
be of use to them.
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Figure 4.4. Impact of selected policy interventions on improving productivity

A range of policies can support productivity by promoting greater diffusion of digital technologies

Upgrading skills (technical and ~ Higher use of high-speed  Reducing regulatory barriers to  Easier financing for young Higher use of e-government
managerial) internet competition and reallocation innovative firms

Note: Effect on multifactor productivity of the average EU firm of closing half of the gap with best-performing EU countries in a range of structural
and policy areas, after 3 years
Source: (OECD, 201937))

The type of skills that the workforce needs to make the most of the digital transition are manifold.
In certain cases, new types of jobs and the changing nature of existing ones require job holders to have a
mix of technical and high-level cognitive skills, for example, database management skills and related data
analytical skills. In some professions, for example, there may develop a need for proficiency in coding
languages such as Python and Java, or knowledge of and experience with machine learning, data science
and visualisation. These are advanced skills, ones which are not widely held even in OECD countries (1%
of workforce), but they are nevertheless important for Kazakhstan and other transition economies if they
are not to be left behind by new forms of value creation, drivers of productivity, and innovation (OECD,
2022381). At the same time, more “basic” skills, such as a familiarity with widely used software or experience
with social media platforms are increasingly important to a wide range of industries, beyond the traditional
confines of the ICT sector. Whilst there are, of course, sector- and industry-specific digital skills needs, the
whole-of-economy significance of digitalisation requires an inclusive approach to digital skills development.

While it is clear that digitalisation offers significant opportunities for innovation and productivity growth for
Kazakhstan’s SMEs, the uneven diffusion of infrastructure and skills risks aggregating productivity gaps
between firms due to difficulties in financing digital technologies and the related intangible capital
necessary to use them effectively. Access to finance challenges are long-standing barriers to firm growth
in Kazakhstan, in part due to the pervasive presence of the state in the banking sector and issues relating
to preferential SOE lending. The banking sector’s stringent collateral requirements are particularly difficult
for SMEs in the digital context, where much investment is in intangible capital (skills, software and other
forms of intellectual property). Ensuring a broad access to the skills and capacities necessary to make the
most of digitalisation is therefore also important for inclusion, be it at the industrial level (i.e., between firms
and industries with more or less investment capacity), regional level (i.e., between SMEs in Almaty and
major industrial hubs and more rural areas of the country), or socio-economic level (i.e., gendered
differences in terms of access to digital skills).

The level of digital skills in Kazakhstan has still to catch up with the OECD average, though it is
notably higher than in Uzbekistan and other regional peers (Figure 4.5); less than 30% of the
population have basic ICT skills, which is half the OECD average. This is true across the basic, standard,
and advanced skills categories, suggesting that the labour force in Kazakhstan remains underequipped to
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use even the more basic of digital technologies and to recognise potential applications for them in their
own businesses, or indeed in the context of a start-up or innovation. Raising the general level of digital
skills should be a priority for the government in their pursuit of private sector competitiveness, and efforts
should be made to begin digital skills training early in the education system, ensuring that new labour
market entrants are equipped with the skills they need to succeed, as well as mitigating the development
of skills-related bottlenecks in the labour market as digital technologies continue to change how firms work
and produce.

Figure 4.5. Overview of digital skills: Kazakhstan, Uzbekistan and OECD average

@ Uzbekistan OKazakhstan DOOECD average*

70%

60%

50%

40%

30%

20%

Individuals with basic skills Individuals with standard skills Individuals with advanced skills

Note: As a percentage of the population. *Data was not available for Australia, Canada, Costa Rica, Israel, New Zealand, United States. Data
for Uzbekistan is from 2018-2020, data for Kazakhstan is from 2019-2020. Observations for OECD countries go from 2013 to 2020. Data for
Uzbekistan used as a comparator for Kazakhstan due to data availability.

Source: (ITU, 20231s))

The difference in digital skills levels in Kazakhstan and peer countries is less stark in the areas
that are likely to be productivity enhancing, i.e., where the person uses their digital knowledge to
create new knowledge and insights from data, or to innovate and improve communications (WEF,
2020397) (OECD, 2021u407). For example, around a quarter of Kazakhstan’s population have standard digital
skills, meaning that they have experience in tasks such as using an arithmetic formula in a spreadsheet,
creating an electronic presentation, connecting new electronic devices, or downloading and configuring
software (Figure 4.6 ). In advanced skills, which include tasks such as programming, Kazakhstan is close
to the OECD average. Greater data availability on digital skills and digital diffusion in the business
community, for example in terms of firm size and industry, would allow for more targeted policy
interventions should they be necessary.
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Figure 4.6. Breakdown of digital skills: Kazakhstan, Uzbekistan and the OECD average (2019)
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Note: As a percentage of the population. *Data was not available for Australia, Canada, Costa Rica, Israel, New Zealand, United States. Data
for Uzbekistan is from 2018-2020, data for Kazakhstan is from 2019-2020. Observations for OECD countries go from 2013 to 2020.
Source: (ITU, 20231s))

One characteristic of the digital skills landscape in Kazakhstan, as in Uzbekistan, is that the digital
skills gap is relatively ungendered. The gap between men and women in basic, standard and advanced
skills is significantly higher in the OECD than it is in Kazakhstan and Uzbekistan (Figure 4.7). Given the
generally low level of digital skills in the country, the relatively narrow gender gap may be more
representative of the broader availability of these skills rather than a positive trend in their development.
Nevertheless, the government has an opportunity to ensure that the policy interventions to develop digital
skills build on rather than diverge from the relatively ungendered dispersal of digital skills that the country
currently has.

Figure 4.7. Gender differences in the digital skills gap: Kazakhstan, Uzbekistan and the OECD
average (2019, in percentage points)
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Note: As a percentage of the population. OECD estimations based on ITU data. Data was not available for Australia, Canada, Costa Rica, Israel,
New Zealand, United States. Data for Uzbekistan is from 2018-2020, data for Kazakhstan is from 2019-2020. Observations for OECD countries
go from 2013 to 2020.
Source: (ITU, 20231))
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It is important to note that a country’s historically important industries can create path
dependencies in skills availability and development that can either enable or inhibit the private
sector’s digital — and green — transition (OECD, 2022u41)). If, for example, in a certain economy there
has been a historically high importance of a given sector or industry where gender gaps are present, then
it may follow that the starting point from which to inclusively develop digital skills may be uneven (e.g., if
an industry in which digitalisation has clear potential to increase productivity and innovation, such as
manufacturing, has had a historically significant gender gap in terms of employment or productivity, then
there may be structural barriers to overcome to ensure that the development of digital skills is truly
inclusive). One of the key policy challenges for Kazakhstan is therefore in ensuring that pre-existing gender
gaps in terms of employment generally or access to high-productivity employment specifically (for example,
in manufacturing) do not act as de facto barriers to the inclusion of women in digital skills development.
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5 Improving the operational
environment for firms: focus on
trade facilitation and contract
enforcement

In recent years, the government has made significant progress in improving
the ease and reliability of the de jure and de facto conditions in which firms
conduct their business and manage their interactions with public bodies.
Responses to the survey suggest that while the business community feels
generally positive about the business environment in Kazakhstan, there are
issues that continue to affect their operations, and in turn which may
mitigate government efforts to diversify its economy. Building on survey

insights, this chapter focusses on two such issues: trade facilitation and
contract enforcement.
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5.1. Survey observations and overview

Responses to the survey indicated that firms were largely positive on the progress of numerous
reforms to support the business climate. Respondents overwhelmingly reported that many aspects of
the regulatory and policy environment that affect their daily operations are conducive to doing business
and had improved over recent years. This positive assessment reflects the significant efforts that the
government has made in recent years to reform these areas. This is true both in terms of operational
reforms, such as expanded service delivery through digitalisation, as well as in terms of legal clarity, for
example through the introduction of the 2015 Entrepreneurial Code of Kazakhstan in 2015, and the
Environmental Code in 2021.

The generally high level of positivity for the direction of reforms was reflected in a broad optimism
and enthusiasm for doing business in Kazakhstan. Only 6% of respondents considered the business
climate to be unfriendly, whereas 23% of respondents reported that it was very friendly, with another 68%
describing it as somewhat friendly." Respondents also noted their commitment to Kazakhstan despite
uncertainty in the external environment due to Russia’s war of aggression in Ukraine and the disruptions
causes by the COVID-19 pandemic; almost half of respondents expected to see an increase in profits and
trade turnover in 2022 (48% and 42% respectively). The picture that emerges from respondents is therefore
of a country where doing business is becoming easier, and where doing so is increasingly attractive.

At the same time, praise for reform progress was not uniform, and survey responses indicates
concerns with a number of policy areas that may particularly affect the operations of local SMEs.
Issues faced by SMEs are a bellwether for the business climate more broadly; if a local firm faces
challenges in diversifying its production due to cumbersome customs arrangements, or to settling disputes
with other firms or public bodies due to inefficient contract enforcement, then the implications are significant
for any foreign or domestic investor entering or considering entry into the market. It is therefore vital that
the government sees the barriers faced in the day-to-day running of a local business as being deeply
intertwined with the success of other policy agendas, such as attracting investment into non-oil sectors of
the economy and supporting the diversification and competitiveness of Kazakhstan in the green and digital
transitions.

Building on insights from the survey, this chapter focusses on two policy areas that are important
for private sector development and diversification in Kazakhstan: customs policy and contract
enforcement. These are crucial if domestic firms are to have the confidence to invest and contribute to
the country’s diversification agenda, but they also give international investors confidence in the ability of
the local private and public sector to play a role in their value chains and be predictable clients.

5.1.1. Reforms have made doing business in Kazakhstan significantly easier, but harder-
to-tackle challenges continue to beset the business climate

A majority of firms rated each of the surveyed indicators as either very useful or somewhat useful.
While the share of firms ranking most indicators as very useful was below 25%, very few firms indicated
that they found the given policy area not useful. This was not a relative ranking, and firms were not asked
to rate one policy area over another in terms of its utility for their business operations, but it does suggest
that survey respondents broadly agreed with the direction of travel of policy intervention (Figure 5.1 a).

Respondent firms were most positive on reform progress to improve business registration and
licensing, which may have contributed to easing bureaucratic constraints on doing business in the
country. The only indicator where a clear majority of respondents rated progress in a given policy area
strongly was registration and licensing measures (63% of respondents reported reforms to the registration
and licensing framework as very useful, with a further 22% rating them somewhat useful). To a certain
extent, these reforms involved the rationalisation and simplification of the procedures and costs required
for doing business in Kazakhstan. These reforms were therefore very important to establishing a more
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attractive operational environment, but they were also, in the context of limited progress in other areas of
pro-competition and pro-market reforms, relatively easy to implement.

A large majority of firms thought that either major or a certain amount of progress had been made
in almost all of the local business climate indicators over the past five years. The most significant
areas of progress were linked to areas that involved a technological or digital component: improvements
in digital infrastructure, access to new technologies, and the digitally driven improvements in business and
licensing procedures (Figure 5.1 b). With the exception of taxation, a majority of respondents deemed each
surveyed reform area to be moving in the right direction, if at an uneven pace. Nevertheless, there was a
significantly higher proportion of respondents who were either ambivalent or negative about reform
progress than those who were positive. The positivity of respondents to reform progress in Kazakhstan
was also markedly lower than responses to the survey in Uzbekistan, though this may in part reflect the
particularly strong reform momentum with certain reforms to support the business climate taken by the
government in Tashkent since 2017, as well as higher firm-level expectations of the Kazakh authorities
due to the relative maturity of the reform process in the country.
Figure 5.1. Firm-level evaluation of the status of reforms in Kazakhstan

(a) Respondent assessment of local business climate indicators
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(b) Respondent assessment of progress in local business climate indicators
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Note: As a percentage of the total number of respondents.
Source: EU-OECD Business Climate Assessment Survey in Kazakhstan
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A sizeable plurality of firms reported limited progress with a number of key operational aspects of
the local business climate, including customs procedures. Almost a quarter of respondents (23%)
claimed that there had been no improvements to customs procedures and tariffs, with another 57%
claiming only limited progress. These two issues highlight the persistent challenge that the government
faces in ensuring that de jure improvements to the business climate are properly implemented, since, for
example, the country has in fact made relatively strong progress in OECD assessments of customs and
trade policies, such as the OECD Trade Facilitation Indicators. That the de jure progress in these areas
has not been felt in the de facto operations of respondents in Kazakhstan indicates that on the ground
implementation remains challenging for the authorities.

The two biggest weaknesses of the business climate were reported to be bureaucracy and
corruption. These are transversal issues, affecting a wide variety of policy areas, but they are strongly
relevant to the issues of customs procedures and contract enforcement, where previous OECD work has
highlighted how corruption, bureaucracy and transparency issues can undermine the business
environment (OECD, 2021(1)). Rather than being separate issues to be treated independently, bureaucracy
and corruption can instead be both the drivers and symptoms of the challenges faced by firms in different
policy areas, including trade and contract enforcement.

Figure 5.2. Challenges in the business climate and priority reforms

a) Impediments to doing business b) Priority reforms
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Source: EU-OECD Business Climate Assessment Survey in Kazakhstan

Respondents considered reforms to improve contract enforcement to be the most important area
for action the government to consider. When asked which reforms they considered most important for
the government to pursue, over half of respondents suggested reforms to improve transparency in the
justice system and effective contract enforcement (55%) and improving the health of the financial sector
and access to finance (52%). A significant proportion of respondents suggested reforms to the tax
administration (48%) and the customs system (35%).

INSIGHTS ON THE BUSINESS CLIMATE IN KAZAKHSTAN © OECD 2023



| 65

5.2. Supporting firm internationalisation through trade facilitation and customs
reform

Kazakhstan’s government has long recognised the importance of international trade for the
country’s economy. Yet despite ambitions to deepen economic internationalisation, firms continue to face
significant barriers in accessing international markets. In part this reflects questions of economic structure,
since many of the country’s SMEs are active in non-tradable sectors, and the productivity of those in
tradable sectors is often insufficient to make them competitive internationally. Those that do or could trade
abroad face higher distance penalties than competitors in many OECD countries, in part due to the vast
distances that goods must travel to reach their destinations, but in part also to the ineffectiveness of the
policies and regulations that govern trade, which raise the fixed costs associated with internationalising.

There is much that the government can do and is doing to improve physical infrastructure for trade,
though these interventions often involve significant investment and raise complex questions of
governance and sustainability. Yet as discussed in a joint OECD-ITF report on freight connectivity in
Central Asia, a significant proportion of the connectivity penalty facing firms in the region is attributable
neither to geography nor to physical infrastructure, but to policies, the “soft infrastructure” that dictates the
movement of goods, services and people (ITF, 2019).

The government has made significant efforts to improve the “soft connectivity” that shapes the
country’s international trade conditions. The country formalised its commitment to developing an open
and fair regulatory framework for trade through its accession to the World Trade Organisation (WTO) in
2015, and has signalled its intention to deepen its work with the relevant substantive committees on trade
and agriculture at the OECD. As of 2023, Kazakhstan was not yet fully compliant with its WTO accession
requirements, having implemented 61% of WTO commitments (of which Cat. A: 44.5%, Cat. B 16.8%, Cat.
C 0%), below the implementation level of Tajikistan (79.4%) and the Kyrgyz Republic (77.7%).2

The country has also deepened its integration into regional blocs. Kazakhstan’s membership of the
Eurasian Economic Union (EEU) and prior integration into the Eurasian Customs Union (Belarus-
Kazakhstan-Russia), as well as its active membership in the Central Asia Regional Economic
Cooperation (CAREC) could enhance intra- and inter-regional economic integration. As in other countries
of the EEU, it is unclear how existing trade and investment agreements have been and will be reconciled
with its treaty obligations, nor how the government will navigate any tensions arising from sanctions on
Russia and their shared membership of these blocs. Nonetheless, 70% of respondents to the survey are
in favour of a greater integration of Kazakhstan in international trade with the opening of new exportations
routes, while the other 30% has either no opinion or doesn’t know.

Major modernisation of the customs infrastructure has helped to simplify procedures for traders.
The introduction of fully automated customs procedures and the harmonisation and digitisation of all
customs- and trade-related documentation through the Automated System of Customs and Tax Authorities
ASTANA-1, which is fully compliant with the WTO, European Union and UNCTAD Customs standards, in
January 2020 have been important steps to bring down the time and cost of trade. Their effects on
businesses will have to be assessed in the coming years. In the meantime, improved co-ordination
between customs and the Risk Management System inspections could provide additional improvements
by avoiding overlapping or artificially lengthy procedures.

Improvements to trade facilitation could further reduce costs for Kazakhstan’s firms. Against the
background of the country’s landlocked location and the legacy of Russia-oriented hard infrastructure,
significant connectivity improvements could be made through trade facilitation, in particular by improving
the effectiveness of border crossing procedures and raising levels of intra-agency co-operation (ITF,
20192)). Despite significant improvements over time, Kazakhstan continues to underperform on customs
and border procedures relative to OECD countries, which is reflected in the country’s performance in the
OECD Trade Facilitation Indicators (TFl). Poor trade facilitation arrangements serve to increase the
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“distance penalties” that producers in Kazakhstan already face as a result of their location and the
constraints imposed by physical infrastructure bottlenecks.

Firms continue to complain of cumbersome trade procedures and their inconsistent
implementation. Over a third of survey respondents claimed that improvements to trade and customs
regulation should be a government priority, while only 3% said that major progress had been made in this
area over the past five years, despite Kazakhstan’s de jure improvement in this area. The gap between
firm-level experience and the de jure framework for operations speaks to a persistent implementation gap,
which undermines government ambitions to provide the private sector with greater clarity in international
trade, and limits the effectiveness of measures aimed at improving the ability of the local private sector to
be competitive abroad.

5.2.1. Kazakhstan’s performance in the OECD TFlis suggests indicates an improved trade
facilitation framework in recent years

In the 2022 edition of the OECD TFls, the OECD found that Kazakhstan had improved its
performance in almost all areas covered by the indicators since the previous assessment in 2017.
Particular progress was seen in improving the transparency and predictability of trade-related information,
the streamlining of documentation requirements and processes, including an increased use of digital tools,
and improving internal border agency co-operation (Figure 5.3)

Figure 5.3. Kazakhstan: Progress 2017-22 in the OECD TFls
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Formalities - automation (G) Formalities - documents (F)

Source: (OECD, 20233)

Improvements in the overall TFl indicators have been driven by changes in particular policy areas.
The improvements to the availability of trade-related information result from the country making more
information available on its trade agreements and appeal procedures, by improving the operation of its
enquiry points, and publishing user manuals on new systems that have been implemented. Guidelines and
procedures that govern public consultation processes have also been developed, and the government is
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increasingly looking to involve the trade community in the design and day-to-day operation of border-
related policies and procedures, with drafts of new changes also increasingly made available before
entering into force. Progress has also been made regarding the publication of rules applicable to advance
rulings, the opportunity to receive an advance ruling, and the publication of advance rulings that are of a
general interest.

As in other areas of public service delivery, the government has also made significant progress in
using digitalisation to streamline documentation and process requirements. Since 2017, the
authorities have increasingly accepted copies of trade-related documents rather than originals, and they
have also reduced the number and complexity of the documents required for foreign trade. Much of this
progress is attributable to increased use of automation tools, which has improved pre-arrival processing
possibilities (the ability to lodge trade documents in advance in an electronic format, including through a
digital single window).

Internal and external border co-operation was one of the major areas for improvement highlighted
in earlier versions of the OECD TFls as well as a 2021 OECD report (OECD, 20211;). Here too the
government has made notable progress, due in part to increased levels of coordination and harmonisation
of data requirements and documentary controls among agencies involved in the management of cross-
border trade. This has been complemented by increased real time availability of relevant data among
domestic agencies, and in setting a clear basis for the coordination of risk management systems
implemented by various agencies, including the shared results of inspections and controls.

Figure 5.4. Kazakhstan: OECD TFI performance in global context
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Source: (OECD, 20233)

Kazakhstan’s performance in an international context demonstrates that the country still has
significant scope to cut the cost of trade through additional customs reform and simplification.
Nevertheless, while Kazakhstan performs relatively well in comparison to other upper-middle income
countries, it continues to lag the OECD average in most areas covered by the indicators (Figure 5.4 .
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Kazakhstan is Central Asia’s top performer on each of the indicators with the exception of the governance
and impartiality of customs procedures (Figure 5.5)

Figure 5.5. Kazakhstan: OECD TFI performance in a regional context
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Internal co-operation of government agencies in customs-related procedures is a challenge
throughout Central Asia. Better data-sharing and coordination of customs-related interventions and
policies could significantly improve the management of border and customs agencies, reducing the cost
for trading firms. The government should enhance internal agency co-operation by improving internal co-
ordination across public institutions, particularly those that conduct inspections of goods and issue
certificates or permissions (OECD, 20211)). Developing interconnected transit information systems with
other countries in the region and harmonising customs documents and requirements would also support
external border agency co-operation.

5.3. Kazakhstan’s private sector requires more reliable property rights protection
and effective dispute resolution

A clear majority (55%) of survey respondents considered reforms to improve contract enforcement
to be the number one reform priority for the government. Such reforms were also highlighted as one
of the three priority areas for action by the OECD in 2021, with the Organisation placing an emphasis on
the importance of the reliability of dispute settlement and contract enforcement, this reflecting firm-level
feedback on the predictability of decisions relating to dispute resolution and property rights enforcement at
that time (OECD, 2021}1)).

The government has made numerous efforts to improve the quality of contract enforcement. These
efforts have been closely linked to the more transversal reform processes of reducing bureaucracy,
addressing corruption and using digital technologies to improve efficiency and transparency in public
service delivery. The progress in improving contract enforcement in many ways reflects reform progress
in other policy areas. On the one hand, the legal and regulatory framework for contract enforcement and
intellectual property protection is relatively strong, there are legal avenues for formal and alternative
dispute resolution, and new institutions such as the Court of the Astana International Financial Centre
(AIFC) have been established. On the other hand, respondent firms continue to raise concerns, particularly
in terms of the predictability and impartiality of decisions.
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The gap between the de facto experience of firms and the de jure provisions that ought protect
them is a major point of concern. As with other policy areas that affect the private sector, the
predictability of contract enforcement is a major determinant of a country’s investment attractiveness
(North, 1990y4) (La Porta et al., 19975)). While new institutions such as the AIFC can be a welcome addition
to the legal framework conditions for business, there is a risk that such special centres become islands
within the legal landscape. That a foreign firm can be assured of highly competent common law judges
may well raise the attractiveness of Kazakhstan as an investment destination, but that attractiveness will
be decidedly lessened if an investor perceives the legal landscape in which their potential suppliers and
clients operate lacks the predictability offered to them.

5.3.1. The legal framework for contract enforcement and dispute settlement

Kazakhstan has a clear and well-developed legal framework for contract enforcement and dispute
settlement. The legal framework for contract disputes is clearly set out in Article 27 of the Civil Code (CC)
which stipulates that both foreign investors and domestic businesses can seek dispute settlement either in
Kazakhstan’s courts or at international arbitration, with Kazakhstan’s courts required by law to enforce
contractual arbitration clauses (Art. 501, 502, 503 CC) (Republic of Kazakhstan, 2005p)), as well as
arbitration awards. Kazakhstan is a signatory to the 1958 New York Convention on the Recognition and
Enforcement of Foreign Arbitral Awards.

Efforts in recent years have focused on the procedural efficiency of the court system, which has
been significantly streamlined. The Astana City Court and the Supreme Court are the only courts in
Kazakhstan that consider investment dispute cases, and the government has established a Specialised
Judicial Board under the Supreme Court for disputes related to the performance of mutual obligations
under investment contracts between large investors and government bodies (OECD, 20187;). The Board
is composed of seven judges of the Supreme Court, specialised in investment-disputes, and it acts as a
Court of first instance (International Tax and Investment Center, 2016g)). In addition, the legality of a wide
range of ADR mechanisms for disputes between two private parties has been codified in the
Entrepreneurial Code and the Law on Mediation.

Predictable contract enforcement with public agencies is important for expanding the role of the
private sector in public-private partnerships (PPPs) and procurement, areas that are critical for
issues such as increasing the level of private and foreign investment in sustainable infrastructure.
Unpredictable contract enforcement with public agencies is a key issue for the ability and willingness of
firms to enter into public private partnerships and public procurement agreements with the government or
other public bodies. The perception that the public entities are not upholding contractual commitments on
account of pressures arising from domestic economic conditions may undermine business confidence and
damage the government’s reputation as a reliable partner, reducing Kazakhstan’s attractiveness as an
investment destination (OECD, 20211)).

Recent efforts under the Supreme Court’s “Seven Pillar Strategy” have been targeting this issue,
by focusing on the quality of court decisions to raise both the quality and coherence of judgements,
and the trust of businesses and citizens in the judicial bodies. As a first step, the Supreme Court has
developed a decision template to guide the process of drafting judgements and increase its reliability. In
addition, the reform also targets the skills and capacity of judicial staff through the development of a new
system of judicial recruitment and oversight under the High Judicial Council. The focus is set on the
selection and retention of competent judges, and enhanced training on drafting judgements in accordance
with international standards.

As noted above, corruption is a transversal issue for the business community, and it applies to the
judiciary as elsewhere. Concerns about judicial corruption and integrity continue to undermine business
confidence. Some of the major issues in this regard are: judicial staff lacking employment security due to
an absence of tenured positions and low remuneration; political supervision of court judgements by chiefs
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of courts or public prosecutors; and lack of automated case management (OECD, 20179)). Such problems
may dissuade foreign investors from entering Kazakhstan, and may discourage domestic firms from
pursuing dispute resolution through formal avenues.

The protection of intellectual property (IP) rights is an essential element of a good business climate
and can play a key role in helping to attract investors with proprietary technologies. The legal
framework for IP rights in Kazakhstan has improved greatly over time, notably through harmonisation of
international best practices as part of Kazakhstan’s accession to the WTO and ratification of World
Intellectual Property Organisation (WIPQO) treaties.

Despite extensive legal provisions for guaranteeing IPR (the Civil Code, the Law on Patents, and
the Law on Copyrights and Neighbouring Rights), enforcement proceeds through civil and criminal
courts where judges lack specialised IPR knowledge. No designated public institution seems to be
responsible for managing IPR disputes, nor is there evidence that public organisations that do have a role
in IPR-related disputes have clearly defined responsibilities and functions.

5.3.2. Broadening the use of alternative dispute resolution

Kazakhstan has begun to develop a comprehensive legal framework for alternative dispute
resolution (ADR), bringing the country closer to international best practices and legal standards.
The Law on Arbitration, which governs dispute settlement for both domestic and international businesses,
has brought national legislation in line with the United Nations Commission on International Trade Law
(UNCITRAL) Model on International Commercial Arbitration, the New York Convention on the Recognition
and Enforcement of Foreign Arbitral Awards, and the European Convention on International Commercial
Arbitration. However, investors cite a number of shortcomings in the legal regulation for initiating and
managing arbitration procedures, particularly as regards the impartiality of the necessary institutions and
the transparency in their relations to the parties, be they public or private (OECD, 2021(1;). Since 2017, the
Supreme Court has given priority to the development of ADR and mediation under the seven-pillar strategy,
launching pilot court annexed and out-of-court mediation programmes in early 2019, complemented by
outreach activities to increase the awareness of citizens on mediation (OECD, n.d.j10)).

The framework nevertheless requires further development, and there remain issues around the
impartiality of ADR processes, particularly in public-private disputes. For the resolution of disputes
between government organisations and local companies, government organisations need to obtain the
consent of the relevant ministry. Given the high share of SOEs among medium and large enterprises, this
requirement hinders arbitration processes (NCE "Atameken", 201911}). In the last Investment Policy
Review of Kazakhstan, launched in 2017, the OECD noted that mediation, though foreseen in the
legislation as a valid means of dispute resolution, was not at that point widely used (OECD, n.d.j107). For
investors to have clarity and certainty, it is imperative that the right to initiate arbitration proceedings is
codified in the contract ex ante and not introduced when parties are already in dispute. At the same time,
as in other CIS countries, the ability of the Supreme Court to overturn arbitration rulings on the pretext of
malpractice “oversight” undermines the legal certainty of the process, reducing its appeal to international
and domestic firms.

The government has created a business ombudsman, the Commissioner for Protection of the
Rights of Entrepreneurs of Kazakhstan under the National Chamber of Entrepreneurs. This
institution could play an important role in out-of-court dispute settlement (OECD, 2018j12)). It receives
complaints from businesses about unfair treatment by government authorities, including instances of
maladministration and unfair law enforcement, such as repetitive audits or inspections, unreasonable fines
and penalties, or threats and acts of retaliation by officials. The Commissioner also sends
recommendations to state bodies and can recommend prosecution of the relevant state authority. From
2016 to 2018, the Ombudsman received 17,053 appeals, 46% of which received full or partial outcomes
(OECD, 20211)). The decreasing trend in the number of appeals is attributed to a positive dynamic of lower
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number of complaints submitted to the Ombudsman each year (NCE "Atameken”, 201911}). However, it
could also be attributable to a diminishing impact and of an initial backlog of complaints. Disputes are
concentrated in such areas as land, tax, law enforcement, and public procurement, the rest being mainly
related to administrative barriers, investments or loans (Ombudsman for the Protection of the Rights of
Entrepreneurs of Kazakhstan, 2019p3;). Sixty percent of respondents to the survey assessed the creation
of the Business Ombudsman as useful or very useful for foreign investors; however, 37% could not give
an evaluation of such a measure.

However, general rule of law concerns remain, particularly regarding enforcement of international
arbitration rulings in domestic courts (EBRD, 201514; World Justice Project, 201915;; OECD, n.d.[10)).
Despite a legal requirement to do so, enforcement problems have been known to arise. To support dispute
resolution, the government has expanded ADR services. In what was a first in Central Asia, it established
the Astana International Financial Centre to support international arbitration through an English-law
governed International Arbitration Centre (IAC) for civil and commercial disputes. When asked about the
effective measures implemented to assist foreign investors, 70% of respondents to the survey considered
that the establishment of the AIFC was either useful or very useful. However, the IAC has so far been used
too rarely to assess its effectiveness in handling disputes, having handled 1743 arbitration and mediation
cases since its establishment in 2018 (IAC, 20231¢)). In addition, for the IAC to contribute to the creation
of a wider arbitration culture in Kazakhstan, the government should ensure that best practices are shared
with domestic courts and that investors and businesses routinely have sufficient certainty that local
jurisdictions will enforce IAC awards.
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Notes

' As elsewhere in this report, percentages relating to the survey include the 27 firm respondents and four
organisational respondents (e.g., trade representation offices or business associations).

2 As part of the accession process to the World Trade Organisation (WTO), a country is required to make
certain commitments in various areas to ensure compliance with WTO rules and regulations. These
commitments are split across three categories (A, B and C). Commitments in Category A refer to the
implementation of WTO provisions as soon as a country becomes a member; commitments in Category B
refer to transitional periods that a country may require for implementing certain WTO provisions, allowing
the acceding country time to make adjustments to domestic laws and regulations to ensure compliance;
commitments in Category C relate to technical assistance and capacity-building measures, acknowledging
that some acceding countries may require additional support and resources to implement WTO
agreements (WTO, 20232s)).
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Q Facilitating and encouraging foreign
investment: Focus on regulatory
barriers and competition

Respondents to the survey were largely committed to retaining or interested
in potentially expanding their activities in Kazakhstan in spite of international
political and economic turbulence. While positive assessment of survey
respondents is welcome, the actual ability of the government to attract and
retain foreign investment continues to be mitigated by regulatory barriers and
competition issues.

INSIGHTS ON THE BUSINESS CLIMATE IN KAZAKHSTAN © OECD 2023



76 |

6.1. Survey observations and overview

Policies to support foreign investors were among those assessed most positively by survey
respondents. Flagship projects such as the establishment of the Astana International Financial Centre
and the creation of special economic zones were among the top three policies rated as very useful by
respondents (Figure 6.1). A plurality of respondents also rated a range of other policies and reforms — from
the creation of the Foreign Investors’ Council to investment promotion and facilitation services — as either
very or somewhat useful. It is encouraging for the government, as it proceeds with its investment agenda,
that policy interventions that have been explicitly designed to facilitate the entry and operation of foreign
investors are being received positively by the business community.

On each of the indicators, only a small number of respondents reported that they were not useful.
The survey results suggest that policy interventions have on the whole been generally well designed and
targeted, easing to varying degrees the entry and operation of foreign firms in the country. In certain cases,
respondents may not have benefited directly from policies captured by the indicator — for example, special
economic zones or investment promotion services — but that they are nevertheless positively assessed
indicates an awareness and appreciation within the business community of the positive impact of a broad
array of policy interventions.

The policies captured in the survey reflect a concerted effort by the government to make it easier
for foreign firms to do business in Kazakhstan. Creating an investor-friendly regulatory framework that
allows foreign firms to contribute to the development of the local private sector and the economy more
broadly has been a key ambition of the government for decades. In 2022, this ambition was reiterated
through the new Investment Policy Concept of the Republic of Kazakhstan until 2026, which outlined a
headline target of increasing the inflow of FDI to USD 25.5 billion by 2026 (the “Concept”) (Kazakh Invest,
2022p13). At the core of the Concept was recognition of the need to increase investment in non-resource
sectors of the economy. At first glance, the government’s policy framework appears to be speaking to the
needs of the types of firms the country wants to target.
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Figure 6.1. Firm-level evaluation of the status of reforms in Kazakhstan
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Nevertheless, two issues arise that could give cause for concern for the government. The first
relates to the relative lack of progress in the broader de jure and de facto environment for business, as
indicated in (Figure 6.1 b). Of 16 business-climate indicators included in the survey, 15% or more of
respondents noted major progress in only four: digital infrastructure, access to new technology, business
registration and licensing, and measures to eliminate corruption. It is equally clear that respondents see
some kind of progress in each of these areas, but the extent to which this progress has significantly
changed the perception of firms on a number of major considerations for doing business in Kazakhstan —
for example, competition — appears to be limited.

The second point is that the impact of reforms to support foreign investors on actual investment
flows will be limited if they are not accompanied by complementary pro-competition and pro-
market reforms. A sub-indicator on competition policies highlights the importance of ensuring that simpler
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reforms, such as the simplification of licensing and permitting, are accompanied by pro-competition efforts.
Respondents generally accept that the institutional framework for competition is adequate, but they are
significantly less positive about individual aspects of competition policy and its implementation. Some 62%
of respondents, for example, claim that the government’s control of market dominance and monopoly
practices in the economy is weak, while around half report that the government’s efforts to combat cartels
and market concentration (48% and 52% respectively) are poor.

Survey responses indicate that a two-speed reform process may be emerging. On the one hand,
there has been significant progress in modernising the framework conditions necessary for the future
competitiveness of the economy: more digital services, better access to technologies, better digital
infrastructure. At the same time, there has been slower progress in addressing underlying and at times
transversal business climate issues. As a result, there is a risk that laudable government efforts in certain
areas will be undermined by a lack of progress in others.

The impediments to foreign investment may not be investment regulation itself, but the adjacent
policy areas that shape the broader business climate. Kazakhstan has a relatively open statutory
framework for FDI, but regulatory barriers to investment remain. Investment and trade in services, for
example, is still highly regulated, while key network sectors of the economy remain under state control.
This means that while a firm may face relatively few restrictions in entering a given sector, it may face a
range of regulatory and competition-related issues once it enters the market. Many of these issues may in
the first instance affect local firms, but they also make the practicalities of doing business in Kazakhstan
more difficult for foreign firms.

Increasing the attractiveness of Kazakhstan for foreign investors is particularly important in the
context of the green and digital transitions. Kazakhstan requires significant investment into many of
the most restricted sectors of the economy — energy, electricity production, transport, telecommunications,
infrastructure — in order for the private sector to navigate and benefit from the twin transitions of
environmental sustainability and digitalisation. Rationalising the remaining barriers to investment in these
sectors and addressing the adjacent policy issues that affect the general attractiveness of the business
climate are therefore critical to the government’s long-term development ambitions.

6.2. Kazakhstan has developed a strong de jure framework for investment

The government has significantly liberalised its regulatory framework for foreign investment.
Kazakhstan has removed a significant number of investment-related restrictions, and the majority of the
economy is, de jure, open to FDI. Kazakhstan scores slightly better than the non-OECD average on the
OECD FDI Regulatory Restrictiveness Index, though it is still almost twice as restrictive as the OECD
average.

The government has developed a broadly sound legal framework for investment and has implemented
series of reforms to foster investment and entrepreneurial activities. In the 2018-2022 National Investment
Strategy, the government set out measures to improve the investment climate, privatisation plans and
broader economic investment policy, with the aim of increasing total FDI inflows by 25% by 2022 (OECD,
202112). In 2022, the government yet again updated its strategic policy aims for the investment climate
through the Investment Policy Concept of the Republic of Kazakhstan until 2026, which replaced the
percentage increase target of FDI inflows with a fixed sum of USD 25.5 billion by 2026.

A number of institutions and platforms have been created in recent years to ease the entry of
foreign investors and to manage concerns that they raise more efficiently. In 2019, the government
created the Co-ordination Council for Attracting Foreign Investment, of which the Prime Minister is the
chair, with the council acting as an ombudsman for the investment community. The Investment Committee
under the Ministry of Foreign Affairs and the investment promotion body Kazakh Invest, which operates
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under its aegis, manage investment policy issues and interface with potential and current investors; Kazakh
Invest’s Investor Service Centres were considered very useful by 13% of respondents and somewhat
useful by 57%. Relations with international organisations and global bodies such as the WTO are generally
managed by the Ministry of National Economy and the Ministry of Trade and Integration. The Astana
International Financial Center (AIFC) was established in 2018 with a aim of creating a major regional
financial hub in Kazakhstan that could serve the broader Central Asia region.

Investment activity is regulated by the Entrepreneurial Code (the “EC”), introduced in 2016, which
superseded the 2003 Law on Investments and a range of other business-related legislation. The EC
provides businesses and investors with more detailed guarantees on protection of rights and property,
particularly against expropriation and unlawful official conduct. It provides for increased consistency and
transparency of the applicable rules, for the protection of different categories of investment, and for stability
of contracts between investors and the state (OECD, 2021)).

Kazakhstan has also made it a legal requirement to put forward any proposed new laws or
amendments for public consultation. The EC is supplemented by the Law on Legal Acts (Subsection 8
Para. 4. Art. 18), which stipulates that any legal amendments or drafts must be put forward for public
discussion on an online portal before being submitted to the relevant government institutions for
consideration and agreement (Republic of Kazakhstan, 20193)). The Foreign Investor Council (FIC), which
operates as a high-level public-private dialogue platform, was established by the government to allow
investor concerns to be quickly identified and addressed; the work of the FIC was considered very useful
by 20% of respondents and somewhat useful by a further 50%.

Nevertheless, the extent to which information on legal requirements is readily available to firms
and the extent to which public institutions are transparent in their business-related decision-
making remain unclear. For instance, the FIC, the main consultation body for foreign investors, does not
publicise the summaries and official documents of its working groups. In addition, information relating to
sectoral restrictions for international investors is not freely available, and a lack of English-language
information, despite the recent creation of an online portal, may act as an informal barrier for foreign
investors.

6.2.1. Kazakhstan scores well in the OECD FDI Regulatory Restrictiveness Index

The OECD FDI Regulatory Restrictiveness Index measures statutory restrictions on foreign
investment in a range of sectors. Statutory restrictions can cover a number of areas and generally
determine the extent to which there are discriminatory measures that affect foreign investors, both in terms
of market access and national treatment. These can include equity restrictions, investment screening,
restrictions on hiring personnel, and operational restrictions (e.g., land ownership, capital repatriation, etc.).
The index is not a systematic assessment of the investment climate, and there are a number of policy
settings that may affect FDI attractiveness that are not captured by the indicator. Kazakhstan performs
fairly well in the indicator, relative to both the OECD and non-OECD averages, and it is the second most
open economy in Central Asia from a statutory point of view.

The OECD has found that countries with a relatively open regulatory regime tend to receive higher
FDI inflows relative to GDP (Mistura and Roulet, 20194;). Yet, as demonstrated by Kazakhstan’s
relatively strong performance in the indicator (Figure 6.2), regulatory openness to investment does not
guarantee that investment will be forthcoming. Flows are affected by a wide range of other factors,
including policy settings and the business climate, but also location, resource endowments, market access
and market size.
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Figure 6.2. OECD FDI Regulatory Restrictiveness Index: Kazakhstan (2020)
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Some sectors nevertheless remain restricted, notably service sectors such as media, air transport,
banking and insurance, and fixed telecommunications, although existing equity restrictions in air
transport and fixed telecoms were removed in early 2016, partly as part of WTO accession (Fig. 6.2)
(OECD, 2021y2)). The restrictions in these sectors also correspond to observations on state-ownership and
control and restrictions on services trade in other OECD analyses, as discussed below. Foreign investors
in resource sectors also face restrictions relating to the use of agricultural and forested land. While foreign
land users are not entitled to own land, private ownership of land plots is permitted if related to business
activities. Further reforms continue to take place in connection with WTO accession, including the 2020
reform that allowed foreign banks and insurance companies to establish branches in Kazakhstan (OECD,
2022;6)). Once these reforms are accomplished, Kazakhstan will be close to the OECD average in terms
of restrictiveness. Foreign participation in privatisation is not restricted.

INSIGHTS ON THE BUSINESS CLIMATE IN KAZAKHSTAN © OECD 2023



| 81
Figure 6.3. OECD FDI Regulatory Restrictiveness Index, sectoral level: Kazakhstan (2020)
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Businesses still face burdensome conditions with regard to the employment of key foreign
personnel, although this is also becoming simpler as a result of WTO accession. Kazakhstan's visa
policy has been seen by investors as presenting an unnecessary obstacle to investment, as specific
conditions include labour market tests for foreign managers and specialists hired in Kazakhstan in the
framework of intra-corporate transfer; limitations on the number of foreigners for each category of corporate
employees; regulatory quotas for work permits; and preferential treatment of domestic suppliers in the
subsoil sector (OECD, 20187)).

6.2.2. The government has addressed certain long-standing regulatory concerns, but
regulatory issues nevertheless remain

This section introduces a selected number of regulatory problems that have a broad significance
for the private sector in the context of diversification and decarbonisation. It draws attention to a
number of improvements and challenges in the regulatory landscape for investors that are adjacent to
investment policy.

The new Environmental Code provides greater clarity about firms’ environmental
responsibilities

The government introduced a new Environmental Code in January 2021, which aimed to regulate
activities of any individual of legal entity that could potentially have a negative impact on the
environment, such as carbon emissions or other forms of pollution. The Environmental Code also
supports the introduction of the best available techniques (BAT) in the country, bringing Kazakhstan’s
regulatory framework for environmental management closer to OECD best practices. In the context of the
ongoing push for decarbonisation, the Environmental Code provides needed clarity for firms in the oil and
gas, mining and metallurgical, chemical and electric power industries, which are responsible for a large
share of pollution in the country (IEA, 2022)).
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The implementation of BAT mostly relies on a mix of financial and non-financial incentives. Under
Article 127, fees can now be charged for emissions of pollutants into the air; non-compliance with BAT will
trigger the imposition of fees that increase over time. Moreover, according to Article 111, an integrated
environmental permit is necessary to use facilities with gross emissions of 1000 tons and more. In order
to obtain such a permit, the enterprise needs to demonstrate the use of one or more BAT.

Responses to the survey indicate that firms are actively trying to green their operations. Almost half
(48%) of respondents indicated that they had already applied technologies to reduce their emissions, while
42% were using technologies to improve their energy efficiency. In addition, 26% of respondents noted
that they had begun to monitor their carbon footprints, with this a stipulation of the Environmental Code.

Uncertainty on legal issues relating to expropriation remain

The Entrepreneurial Code protects all investors are legally protected against direct expropriation
(“nationalisation and requisition”). Art. 276 stipulates that investors can obtain damages as
compensation for illegal government action or inaction. Assets can only be seized in exceptional cases,
justified on specific grounds (mainly linked to national security) and with due compensation paid in full.
Also, though the EC allows the state to nationalise or requisition property only in specified cases, it does
not clearly define such cases, nor does it define the method for calculating compensation.

The law is less clear about cases of indirect expropriation where the investor still holds the
property title but where government measures have an impact on the property that is considered
tantamount to expropriation. The lack of clear statutory protections against indirect expropriation may
lead to cases where regulatory changes create grounds for license or permit revocations, denying
businesses recourse to compensation (OECD, n.d.[g). In the case of environmental licensing, businesses
have reported cases where violations arising from unexpected regulatory changes have been used as
leverage in negotiations with the government (OECD, n.d.9)).

Kazakhstan is a signatory to several international investment agreements (llAs) which protect
covered investors against expropriation without compensation and discrimination, and grant
access to investor-state dispute settlement mechanisms (ISDS). Under Kazakh llAs, the state may
not expropriate except for public interest purposes, on a non-discriminatory basis, under due process of
law and with prompt, adequate and effective compensation (the so-called Hull formula). Unlike the EC,
Kazakh IIAs do explicitly cover indirect expropriation, although they do not clarify which regulatory changes
would not amount to expropriation, such as for public safety, health and the environment. This ambiguity
could leave Kazakhstan vulnerable to challenges by investors in the event that regulatory changes affect
the profitability or viability of their operations.

Land ownership continues to be a regulatory challenge for certain foreign investors

Land in Kazakhstan is owned by the state but can be transferred, sold or leased to individuals or
legal entities. Most leases are for 49 years, down from 99 years in early legislation. The Land Code
adopted on 20 June 2003 (last amended in 2019) establishes the foundations, conditions and limits for
modifying or terminating ownership of land and land-use rights, and describes the rights and
responsibilities of landowners and land-users and regulates land relations. Land reform in Kazakhstan, as
in some other parts of the former Soviet Union, has been a slow and at times difficult process, particularly
concerning agricultural land.

Foreign nationals and legal entities (defined as those with majority foreign control) are allowed to
own land for business related purposes (production or non-production facilities and land to service
such facilities), but foreign ownership of agricultural and forest land is not, permitted. In order to
reduce the share of unused land and enhance the better use of cultivated agricultural land, the government
amended the 2003 Land Code in 2015 to allow foreign tenancy of land for up to 25 years (from 10 years
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previously) and the purchase of land for agricultural purposes by private residents. However, in 2016, the
government adopted a five-year moratorium on application of the amendments due to public dissatisfaction
with them; in 2021, this moratorium was then extended by another five years. Since 2018, work has been
underway to revise the amendments and develop mechanisms to achieve their original aim, that is, to
eliminate barriers to more effective agricultural land use.

In 2021, a new, much stricter law on land ownership was adopted. | provided for a total ban on the
transfer and sale of agricultural land to foreign individuals and companies. The new legislation has
nevertheless been accompanied with other measures that may improve transparency around land
ownership in the country, with the government due to open the information stored on the state land
cadastre to the public (Ageleuov, 20211q)).

The right of the state to expropriate land applies only in circumstances set out in the Land Code.
For instance, the state may expropriate land if it is being used contrary to its legal designation or in violation
of the law, or where the state has an exceptional need for the land and where a compromise has been
made between the state and the land user. Conflicts concerning land confiscation arise at the akimat level.
The Land Code assumes that compensation can be either monetary or in-kind (equivalent land). In
practice, akimats do not always offer equivalent land (OECD, 2021 2).

6.3. Kazakhstan retains a number of regulatory barriers to services trade

While the overall regulatory framework for investment in Kazakhstan is relatively open, there are a
number of restrictions on potential FDI that relate to services sectors. Many of restrictions that remain
are in crucial service sectors necessary for the broader competitiveness of the economy. Obstacles to
services trade are pervasive in many OECD and non-OECD economies, often due to the somewhat siloed
nature of service-sector regulators, which can limit the ability to foresee or consider the impact of a
regulation on other areas of the economy or the economy more broadly.

The OECD Services Trade Restrictiveness Index (STRI) provides additional insights into regulatory
restrictions on trade and investment that may not be captured by the OECD FDI Regulatory
Restrictiveness Index. The results of the STRI point to some of the challenges faced by investors in
Kazakhstan, as well as testifying to the progress that the country has made liberalising the investment
regime since WTO accession in 2015.

Overall, Kazakhstan can be seen to be more restrictive than the OECD average, and it is among the most
restrictive of the 50 economies covered by the index (Figure 6.4). This score reflects, inter alia, work
permitting issues for foreign nationals looking to provide short-term services, the maintenance of foreign
investment screening mechanisms, limited access to public procurement for foreign service suppliers
(albeit there are time-bound exceptions to this arrangement), and the above-mentioned restrictions on the
acquisition of land and real estate by foreigners.
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Figure 6.4. OECD Services Trade Restrictiveness Index (2022)
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Services trade restrictions have nevertheless been relaxed in recent years, likely in part due to the
country’s WTO accession commitments. The highest levels of liberalisation can be seen in courier services
(Figure 6.5), with the postal services sector now more open to competition following a reform in 2017 that
abolished the natural monopoly regulation of the postal service. There has also been liberalisation in the
insurance services sector, thanks to a 2018 decision that abolished a rule that required reinsurance
companies to be incorporated in Kazakhstan. There has been liberalisation in many other service sectors,
though of a smaller magnitude.
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The most heavily regulated service sectors in Kazakhstan are related to a number of areas where
policy action could significantly improve the business climate for both domestic and international
firms. For example, rail freight transport continues to be highly regulated, with the state having a total
monopoly in this area. Significant barriers also exist in telecommunications and banking services
(Figure 6.6), two areas where Kazakhstan requires significant investment if the private sector is to equip

itself for the digital and green transitions.
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Figure 6.6. OECD Services Trade Restrictiveness Index: Kazakhstan and the world average (2022)
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Levels of investment in telecommunications and the general quality of connectivity services are
low, which may in part be attributable to a lack of competition in the sector. Kazakhstan has the
fourth-most restricted telecommunications sector in the economies covered by the STRI database.
Liberalisation of the telecommunications sector could help reduce barriers to investment in the digital and
connectivity infrastructure necessary for the private sector to make the most of the digital transition.

Figure 6.7. OECD Services Trade Restrictiveness Index: Telecommunications (2022)
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6.4. Competition issues may undermine investment promotion

The OECD Indicators of Product Market Regulation (PMR) are another tool used by the OECD to
assess the openness of an economy to investment. The PMR indicators focus more on competition.
Kazakhstan is the only country in Central Asia included in the system of PMR indicators, with the last
update being released in 2018. Taken together with Kazakhstan’s relatively open regulatory regime for
FDI, the PMRs give an opportunity to begin to identify a number of transversal policy and regulatory issues
—such as the role of the state in key network sectors, the governance of SOEs, and distortions due to state
involvement that may affect product markets — that might affect the investment attractiveness of the
country.

Economy-wide regulatory conditions are less conducive to competition than the OECD average,
though the country does perform similarly — in some cases better than — other emerging market
economies. Nevertheless, the high-level results mask significant differences in the underlying regulatory
areas. Distortions that are induced by the involvement of the state in a number of business sectors are
significant, considerably more so than in most OECD countries, while the country continues to have entry
barriers for both domestic and international competitors that are higher than the OECD average, if lower
than most emerging market economies.

The most significant issue highlighted by the PMRs, and which again speaks to issues raised by
the survey, is the extent of public ownership in the economy and the level of direct public control
over enterprises. This, together with weak governance of state-owned enterprises (SOEs), creates
significant imbalances in the playing field that not only affects the attractiveness of the country for foreign
investors and their ability to enter it, but also, and crucially, may impede the effective reallocation of
resources within the economy due to the particular role of the state in network and finance sectors.

Table 6.1. Kazakhstan’s results on low-level PMR indicators

2018 PMR indicators, relative to OECD average

High-level PMR Medium-level PMR Low-level PMR Kazakhstan’s score
indicators indicators indicators relative to OECD
average (higher = less
competition friendly)

Distortions Induce by Public Ownership Scope of SMEs High
State Involvement Government Involvement High
in Network Sectors
Direct Control over Very high
Enterprises
Governance of SOEs Very high
Involvement in Business Retail Price Controls and Average
Operations Regulations
Command and Control Low
Regulations
Public Procurement Average
Simplification and gssessmg nt of Impact on Very high
Evaluation of Regulations ompe _' on )
Interaction with High
Stakeholders
Complexity of Regulatory Average
Procedures
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Barriers to Domestic and Administrative Burden on Admin. Burdens for JSCs Low
Foreign Start-Ups and for Personally Owned
Enterprises
Licenses and Permits Average
Barriers in Service and Barriers in Service Average
Network Sectors Sectors
Barriers in Network Very high
Sectors
Barriers to Trade and
Investment Barriers to FDI Average

Tariff Barriers High
Differential Treatment of

Very high
Foreign Suppliers ry hig
Barriers to Trade .
Facilitation Very high

Note: Categories are defined as “Very High” = PMR score higher than the OECD average + 2*OECD standard deviation; “High” = PMR score
higher than the OECD average + OECD standard deviation
Source: (OECD, 201811))

The high-level, economy-wide indicator for Kazakhstan suggests that the country’s overall product
market regulation creates high barriers to competition, with this likely to have an impact on the
general investment attractiveness of the economy. As detailed in Table 6.1 and discussed below, a
key driver of the relatively weak performance in the OECD PMRs are issues relating to distortions to the
playing field induced by state involvement in the economy. On these sub-indicators, Kazakhstan is
significantly weaker than the OECD average, and more in line with other emerging-market economies such
as Turkey and South Africa.

Figure 6.8. OECD Indicators of Product Market Regulation: Economy-wide rating (2018)
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The PMRs point to a number of issues relating to state involvement in the economy that may
undermine the attractiveness of the economy and mitigate the potentially positive impact of its
regulatory openness on potential investors’ decisions. The Distortions Induced by State Involvement
sub-components of public ownership, simplification and evaluation of regulations, and involvement in
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business operations all point to areas where Kazakhstan could yet make significant progress. At the higher-
level aggregate of these three sub-components, Kazakhstan emerges as the fourth most restrictive
economy in the sample covered by the OECD (Figure 6.9 a). At the medium-level component of public
ownership, the country is the second most restrictive in the (Figure 6.9 b).

Figure 6.9. OECD Indicators of Product Market Regulation: Distortions Induced by State
Involvement and Public Ownership (2018)
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The state owns at least one company in the 16 main economic sectors out of 25 analysed in the
questionnaire that is used to determine a country’s PMR score, including a number of firms in the
manufacturing sectors and financial services ( Figure 6.10 a). The government holds equity stakes in
the biggest company in most of the key network sectors (gas, electricity, rail, air and water transport), with
a number of the dominant firms in network sectors fully-controlled by the government (Figure 6.10 b). Direct
control of firms in the economy is extensive ( Figure 6.10 c), but particularly troublesome is the poor quality
of governance of the country’s SOEs, where Kazakhstan has the lowest PMR score of the countries
included in the indicator ( Figure 6.10 d).
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Figure 6.10. OECD Indicators of Product Market Regulation: Low-level components on public
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The high competition-related barriers to operating in a range of economic sectors are likely to act
as de facto barriers to entry. A foreign investor may legally have the right to enter a given sector or
industry, but the pervasive involvement of the state is likely to mean that it will not be able to compete
fairly. The PMRs therefore highlight the fact that below a strong de jure environment for foreign investment,
transversal and at times structural issues with a material impact on the investment climate persist.
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Insights on the Business Climate in Kazakhstan

The global push for more sustainable and less-carbon intensive economic models has increased the salience
of Kazakhstan’s long-standing diversification agenda. That this agenda remains only partially fulfilled reflects

a number of issues that affect the conditions for investment, innovation and entrepreneurship. Elaborating

on feedback garnered through a small, focussed survey of foreign firms in Kazakhstan, this report provides new
insights into private-sector perceptions of the ongoing reform process and in doing so draws attention to some
of the most pressing issues facing policymakers and business.
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