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EXECUTIVE SUMMARY 
 
Kazakhstan is committed to and applying, albeit unevenly, the principles of 
multiparty democracy, pluralism and market economics in accordance with the 
conditions specified in Article 1 of the Agreement Establishing the Bank.  
 
Kazakhstan’s chairmanship of the OSCE in 2010 prompted amendments to some key 
pieces of legislation related to democratic transition, including the laws on elections, 
political parties, media, and local government. Nevertheless, political reforms overall 
have been slow and many challenges remain, including strengthening checks and 
balances in the political system, enhancing political accountability and improving the 
conduct of elections, strengthening adherence to the rule of law and addressing 
endemic corruption. 
 
Although hard-hit by the financial crisis, the economy has been growing strongly by 
over 7 per cent in 2010 and 2011 and 5 per cent in 2012 driven by oil production and 
exports as oil prices in 2012 have rebounded strongly. Economic recovery was also 
aided by a well-managed and appropriate government stabilisation programme that 
provided a substantial stimulus to economic activity and was mainly funded by the 
National Fund of the Republic of Kazakhstan. Against the background of high oil 
prices, the current account turned into surplus in the last quarter of 2009 and has 
remained positive since then. 
 
Credit growth has remained subdued reflecting the depth of problems in the banking 
sector. Bank lending growth became positive only in July 2011. Problem assets 
continued to grow and stayed at around 30 per cent of total assets (on a 90-day 
overdue basis). Most of the accumulated NPLs are accounted for by BTA bank, the 
third largest bank in the country, which has completed the second debt restructuring in 
late 2012. 
 
On current trends, GDP growth is expected to reach around 5 per cent in 2013. 
However, there are further downside risks arising from the impact of the recession in 
the Eurozone and prolonged global slowdown, which are likely to affect the country’s 
main economic partners with spill-overs to trade, finance and investment. 
Furthermore, the failure to restore the health of the banking sector could amplify these 
downside risks. 
 
Despite a number of high-profile initiatives, progress in the area of structural reforms 
has been generally slow in recent years. Involvement of the state has increased in a 
number of key sectors, while progress with privatisation, diversification of the 
economy away from excessive dependence on the oil and gas sector, tariff reform and 
restructuring of non-performing loans (NPL) has been very limited. 
 
Kazakhstan has made progress with improving its business environment and 
investment climate, however, much more remains to be done. In the World Bank’s 
“Doing Business” survey, the country improved its ranking from 58th position in 
2011 to 49th position in 2013, among 183 countries. According to the last Business 
Environment and Enterprise Performance Survey conducted by the EBRD and the 
World Bank in 2008-09, local enterprises perceived high tax rates, competition from 
the informal sector and corruption to be the most binding obstacles to doing business. 
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Other surveys and rankings also reflect concerns about pervasive corruption. In 
Transparency International’s Corruption Perception Index (CPI) Kazakhstan ranked 
133rd out of 176 countries in 2012 with a score of 28 on scale of 0 to 100 where 100 
corresponds to the lowest level of corruption. 
 
At this stage of its transition, Kazakhstan faces a number of significant cross-cutting 
transition challenges and sector-specific reform needs where the Bank is well-
positioned to assist private and public sector partners. These areas include: 
 
 Diversification and support for the non-resource sector. The hydrocarbon 

sector has been steadily growing over the last decade as the country emerged as 
one of the world’s leading exporters of oil. This has created a number of 
vulnerabilities related to the increased dependence on commodity exports. At 
the same time, other sectors suffer from low productivity, often difficult 
business environment and insufficient competition in the product markets. The 
Bank will support projects that enhance productivity in the corporate sector, 
improve the business environment, promote modernisation of the agribusiness 
sector along the entire value chain and facilitate growth of the SME sector. The 
Bank will also work to stabilise the banking and non-banking financial sectors, 
which will play a key role in effectively intermediating commodity flows 
towards the most productive uses throughout the economy.  

 Balancing the role of the state and the market. The global financial crisis has 
had a severe effect on the economy of Kazakhstan, and the policy efforts to 
support the economy in the aftermath of the crisis have led to a further increase 
in the role of the state in the economy, with the National Welfare Fund Samruk-
Kazyna managing a major part of industrial and bank assets. The Bank will seek 
to assist the Kazakh authorities in balancing the roles of the state and the market 
by supporting growth of private sector enterprises, FDI entry of strategic 
investors, and ensuring that private small and medium-sized enterprises have 
adequate access to bank finance in local currency and other services. Through 
its projects, technical assistance and policy dialogue, the Bank will support 
policies aimed at modernising the public sector, commercialising public 
enterprises and making them more efficient, as well as upgrading within-
country and cross-border infrastructure ensuring optimal use of resources and 
appropriate sharing of risks between the private and public sectors.  

 Promoting low-carbon growth and energy efficiency. Despite improvements 
in the area of energy efficiency, Kazakhstan’s output remains highly energy-
intensive and carbon intensive, while energy tariffs are not fully cost reflective. 
The legal and institutional framework for sustainable energy needs to be 
upgraded, while increases in energy tariffs and the introduction of more 
efficient technologies would provide the necessary incentives for a more 
efficient energy use by enterprises as well as households. Further support needs 
to be extended to development of renewable energy sources and to improving 
energy efficiency across all sectors. The Government’s recently announced 
Green Economy Strategy is a top national priority and the Bank will assist in 
implementing key aspects of the strategy through projects in energy, 
renewables, agriculture, water, waste management, transport, and other sectors. 

 
In all these areas, the Bank’s proposed operational activities, Technical Assistance 
and policy dialogue in Kazakhstan are fully aligned with the overarching priorities of 
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the Government. To complement and enhance the impact of its investments and the 
successful implementation of this new country strategy, the Bank will increase its 
policy dialogue and its use of technical cooperation to promote reforms. A landmark 
agreement to co-fund technical cooperation was signed with the Government of 
Kazakhstan in 2013. The Joint Technical Cooperation Fund combines a €6 million 
contribution from the Kazakh Government and matching funds from the EBRD 
Shareholder Special Fund. The Joint Technical Cooperation Fund will be used to 
support policy related technical cooperation from 2013-2015. In 2013 the Kazakh 
Government further agreed to fund the Small Business Support (SBS) programme 
with €2.9 million over the same three-year period. 
 
Successful implementation of the Kazakhstan country strategy will go hand in hand 
with continuing efforts to improve the business environment and attract new 
investment domestically and from abroad, which the Bank seeks to promote through 
its active role in the Foreign Investors Council, the American Chamber of Commerce 
in Kazakhstan and the Council to improve the business environment.   
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1. THE BANK'S PORTFOLIO 
 
1.1 Overview over Bank activities to date 
 
The Bank has signed a total of 166 projects with a cumulative investment value of 
EUR 4.7 billion since initiating operations in 1991. Total project value of these 
investments was just over EUR 11.6 billion. 46 per cent of the Bank’s cumulative 
investments were made in the financial sector, 19 per cent in the corporate sector, 20 
per cent in infrastructure, and 16 per cent in the energy sector.  
 
The EBRD remains the largest financial investor outside the oil and gas sector in 
Kazakhstan. 
 
During the previous Strategy period, from end 2010 through end November 2013, 
EBRD’s operating assets in Kazakhstan increased by EUR 170 million. Portfolio 
grew by a modest EUR 113 million (affected by large reflows during the period). The 
Bank’s current portfolio of EUR 1,751 million across 80 projects is concentrated in 
the Infrastructure sector with 36 per cent followed by 28 per cent in the energy sector, 
20 per cent in the corporate sector and 16 per cent in the financial sector.  
 
Over the previous Strategy period the Bank signed 43 projects for a total value of 
EUR 950 million. Year-to-date the Bank has signed 11 projects to the value of EUR 
288 million.   
 
 
Table 1: Portfolio Development in Kazakhstan as of 30 November 2013 
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Prior to the current strategy period (2010-2013), the financial sector accounted for the 
bulk of the business volume and accounted for over 40 per cent of the portfolio. The 
banking crisis, which began in 2007 and reached its peak in 2009, resulted in a virtual 
halt in the Bank’s activities in the sector (apart from trade finance), causing FI’s share 
to decrease to 16 per cent of the total portfolio currently.  
 
The Infrastructure sector’s share of the portfolio, on the other hand, increased to  36  
per cent of the portfolio due to re-engagement in the transport segment, which was 
particularly pronounced in 2010, and the increase of the Bank’s municipal business in 
more recent years, which now spans the water, district heating and urban transport 
segments. The contribution of the energy sector has also grown to 28 per cent of the 
portfolio on the strength of sizeable new loans to the national transmission company 
KEGOC, as well as to Shardara hydropower plant, and to private AES Sogrinsk CHP.  
 
As a consequence of the strategic engagement with Samruk Kazyna and the respective 
signings of relatively large transport and power projects in the state sector, the 
portfolio ratio (calculated on a 5-year rolling basis) decreased from 70/30 private/state 
in 2010 to 62/38 at end 2012. The other contributing factor behind the shift in the 
ratio is the sharp drop in the FI business, which, prior to 2010, was the single largest 
area of the Bank’s engagement with the privately-owned segment of Kazakhstan’s 
otherwise largely state-dominated economy. However, this is still within the Bank’s 
mandated 60/40 ratio. 
 
Table 2: Portfolio Development in Kazakhstan, 2009-November 2013 
 

 
 
 
1.2 Implementation of the previous country strategy 
 
The following four strategic priorities guided the Bank’s business in the previous 
Strategy period:  

 fostering diversification of the economy through support to value-added 
industries, including via promoting FDI, and supporting financial restructuring of 
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economically-viable companies, including through participation in commercially-
oriented investment funds 

 contributing to the transformation of the financial sector by shoring up partner 
banks’ Tier I and II capital, working with the restructured systemic banks, 
including helping them to restore private ownership, contributing to the 
development of local capital markets, and helping to bring about pension reform  

 fostering modernisation in the infrastructure sector by facilitating 
restructuring of the national railway company, and supporting viable PPP’s in the 
road sector, as well as by broadening the Bank’s involvement in the municipal 
sector 

 implementing the Sustainable Energy Action Plan in the power and energy 
sector through investment in modern and ‘clean’ generation and transmission 
companies. 

 
The execution of the strategy required intensive policy dialogue, as significant legal 
and regulatory changes were seen to be necessary to achieve lasting impact and 
enable financial investment in selected sectors. The Bank was able to deliver results 
through consistency of its pro-market, private sector message, its credibility vis-à-vis 
the authorities as a strong partner in Kazakhstan’s transition, and a significant 
investment of time, resources and effort in TC-enhanced policy dialogue to support 
and enable transactions. Constructive engagement with the National Welfare Fund 
Samruk-Kazyna, which owns the majority of state-owned companies that dominate 
Kazakhstan’s economy, was an important aspect of the Bank’s dialogue and 
operational engagement. 
 
Implementation of the previous strategy took place against a backdrop of a global 
economic crisis and early post-crisis recovery, which was largely limited to extractive 
sectors. The crisis highlighted structural deficiencies of Kazakhstan’s economy, 
including overdependence on commodity exports and fragility of the financial sector. 
During the past three years, the Bank made strides in promoting food security, 
facilitating cross-border trade and building the initial market for private equity. 
However, the shallowness of the country’s relatively underdeveloped non-extractive 
sector made it difficult for the EBRD to foster diversification on a meaningful scale. 
 
In the financial sector, the high concentration and PEP ownership issues within the 
banking sector prevented the Bank from expanding the universe of its partner banks to 
achieve a stronger impact. In addition to the structural deficiencies, risk factors 
increased in the wake of the crisis, which rendered the country’s banks 
undercapitalized and struggling to contain the burgeoning NPL problem, while 
leaving most corporates with excessive leverage and impaired margins, thus severely 
reducing opportunities for the Bank’s engagement. 
 
The Bank produced tangible results in energy, infrastructure during the strategy 
period. In the municipal environmental infrastructure sectors (MEI), transition impact 
from a series of projects in the water, district heating, urban transport, and waste 
management segments was reinforced by extensive, TC-supported policy dialogue. 
Although significant transition gaps in MEI remain, there has been progress in this 
previously unexplored sector. 
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In the energy sector, the Bank made some headway towards bridging the wide gap 
between international best practices and Kazakhstan’s renewable energy and energy 
efficiency legislation. The EBRD championed adoption of feed-in tariffs, which were 
written into law. With the Bank’s assistance Kazakhstan became eligible for co-
financing (with the EBRD) from the Clean Technology Fund. In the conventional 
energy sector, the Bank promoted transition by aiming to balance supply and demand 
for power, through supporting re-tooling of the country’s main transmission company. 
Further, EBRD projects sought to reduce carbon-intensiveness through assisting in the 
rehabilitation of existing power stations and financing the first ever renewable energy 
project in Kazakhstan. At the same time, the government’s inconsistent approach 
prevented the Bank from making greater progress towards developing a functioning 
generation market. 
 
For additional information on implementation of the Sustainable Energy Action Plan 
see Annex 9. 
 
1.3 Transition impact of the Bank's portfolio 
 
Since January 2010, when the previous strategy was adopted, 22 operations signed by 
the Bank were assessed and rated ex-ante for potential transition impact in the 
Republic of Kazakhstan. 91 per cent of these operations were ex ante rated as having 
“Good” or “Excellent” transition impact potential, which well exceeds the institution-
wide target of 80 per cent of projects to be assessed “Good” or better.  
 
Four of these operations were assessed as having “Excellent” transition impact 
potential. A project that will finance the construction of five cash & carry wholesale 
stores in the number of Kazakhstani cities has “Excellent” transition impact potential, 
as it is addressing one of the key transition challenges in the sector, namely the 
wholesale element in the food value chain, which would allow the development of a 
modern retail segment. Another project in the agribusiness sector is the Bank’s equity 
participation in a large integrated agro-industrial holding and the third largest grain 
producer in Kazakhstan. It is expected that this investment will bring about 
improvements in corporate governance and the resulting demonstration effect 
including potentially even beyond this sector, as well as successful operational 
efficiency improvements through yield increases. The project under the Almaty Bus 
Sector Reform framework has its potential improvements in route tendering, 
introduction of a public service contract, as well as introduction of new and 
environmentally friendly product (i.e. compressed natural gas fuelled buses). Finally, 
a project signed with the country’s national power transmission and system operator 
(KEGOC) is envisaged to contribute significantly to energy efficiency associated with 
transmission line rehabilitation and the introduction of a capacity payment system 
based on the expectation of KEGOC fulfilling the role of a single buyer of capacity. 
 
Two operations signed in the previous strategy period were assessed with satisfactory 
transition impact potential. The transition impact of a trade facilitation project is 
constrained by the cross-border state ownership of the recipient financial intermediary 
and cash disbursement envisaged by the loan. A project to modernise the 100MW 
hydro power plant in Southern Kazakhstan can improve the client's standards of 
business conduct by applying state-of-the-art technology, but the operation’s 



 8

transition impact potential is nevertheless limited by the dominant state-ownership of 
the plant and the lack of impact on wholesale competition arising from the project.   
 
The transition objectives of projects signed during the previous strategy period in 
Kazakhstan mainly reflect the remaining transition challenges identified in the 
country’s strategy as well as specificities in sector distribution of new operations. 
New operations signed since beginning of 2010 were concentrated in infrastructure 
and energy sectors (around 73 per cent). These sectors traditionally target regulatory 
and institutional improvements, as well as increased private sector participation and 
introduction of advanced business standards. Thus, the share of projects addressing 
improved frameworks for markets is over 40 per cent, while one-third of the new 
projects target private ownership. The remaining projects were mostly in the corporate 
sector (including agribusiness, ICT and manufacturing and services) and target market 
expansion and increased competition and improvements in business standards. 
 
Figure 1. Targeted transition objectives in Kazakhstan (share of projects), 2010–Sept 
2012 
 

 
 
Active projects in the portfolio are largely on track in terms of achieving their 
envisaged transition impact. There were 44 operations at the country’s active 
portfolio1 at end-August 2012, out of which 14 are currently ranked2 2 or 3, or, in 
other words, they have already mostly achieved their desired transition impact. These 
are mostly the projects in later stage of their implementation (11 of these were signed 
more than 5 years ago) and are evenly distributed between financial, corporate and 
energy sectors. 11 out of these 14 operations have fully achieved the envisaged 
transition impact potential (i.e. have retained the original transition impact rating 
                                                 
1 i.e. All active operations more than 6 months since signing and which were monitored for their 
transition impact at least once 
2  Rank is a combination of the relevant rating for transition impact potential and risks to transition 
impact. Expected transition of operations is usually monitored once a year and is ranked numerically 
from 1 to 8, with 1 to 3 indicating the mostly realised impact, 3 to 6 – generally on track to achieve 
transition objectives, and 7 to 8 – minimum transition impact or excessive risks. 
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throughout their implementation). The remaining three were downgraded by one 
notch (including two projects from Good to Satisfactory, and one project from 
Excellent to Good), which implies only partial achievement of all transition 
objectives.  
 
27 projects in the country’s active portfolio as of end-Aug 2012 have a rank in the 
range from 4 to 6, which indicates that these projects are mostly on their way to 
achieving their transition objectives. 
 
Finally, the remaining three operations (or about 7 per cent of the country’s portfolio) 
have failed to achieve their envisaged transition potential (i.e. either Marginal or 
Unsatisfactory potential rating or Excessive risks to transition). 
 
The overall performance of the country’s portfolio so far has nevertheless been 
successful, and the rank of the Kazakhstan’s active portfolio at 4.05 at end-August 
2012 slightly outperforms that of all Bank’s operations at 4.08.  
 
13 operations in Kazakhstan that were ex-ante rated and monitored for transition have 
been completed in 2010-2012 and as such left the active TIMS portfolio. Eight of 
these operations, evenly distributed among all sectors, have achieved their envisaged 
transition impact potential (i.e. retained their original TI rating). Five projects, all in 
the financial sector, have failed to achieve their envisaged transition impact (i.e. their 
transition impact potential rating was significantly downgraded to either Marginal or 
Unsatisfactory). All of these downgrades were triggered by the negative impact of the 
financial crisis on the country’s commercial banks which directly affected the 
achievement of the transition objectives. 
 
2. OPERATIONAL ENVIRONMENT 
 
2.1 Political Context 
 
Kazakhstan has made considerable progress since gaining its independence more than 
20 years ago. It was the first Central Asian country and the first former Soviet 
republic to hold the OSCE chairmanship in 2010. The chairmanship prompted 
amendments to some key pieces of legislation related to democratic transition, 
including the laws on elections, political parties, media, and local government.  
 
However, these changes were only a modest step toward the implementation of 
Kazakhstan’s international commitments. Political transition is slow and many 
challenges remain, including inadequate checks and balances in the political system, 
and significant deficiencies in the rule of law and in the protection of civil and 
political rights. The parliamentary elections held in January 2012 brought a landslide 
victory to the presidential party Nur Otan, which won 81 per cent of the votes. Two 
other political parties – Ak Zhol and the Communist People’s Party – have also 
crossed the threshold of seven per cent to enter the parliament, but genuine political 
pluralism remains elusive. The violence that occurred in December 2011 in 
Zhanaozen resulted in 16 deaths and more than 100 injured, and revealed deeper 
problems of the political and economic structure of the country.  
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For the strategy period, the political system of the country is likely to continue to 
operate in a centralised manner with significant power concentrated in the presidency. 
A return to strong economic growth will help to maintain stability but localised flare-
ups in the regions of this geographically vast country cannot be ruled out. 
 
Kazakhstan may be heading to a crossroads, where pressures building up from below 
will require a clear policy response. This could come in the form of further means of 
repression or a modest move towards political liberalisation. Uncertain succession 
dynamics, which are likely to be a factor in this Strategy period, will further 
complicate the policy choices. 
 
See Annex 1 for a more detailed political assessment. 
 
2.2 Macroeconomic context 
 
The economy recovered after the financial crisis that caused a significant slowdown in 
economic growth in 2009. The country’s GDP has been growing strongly by over 7 
per cent in 2010 and 2011 driven by oil production and exports as oil prices have 
rebounded strongly since the crisis. Record grain harvest in 2011 has contributed to 
the agricultural sector growth and overall economic expansion as well, although it 
was followed by a poor harvest in 2012. Economic recovery was also aided by a 
government stabilisation programme that provided a substantial stimulus to economic 
activity and was mainly funded by the National Fund of the Republic of Kazakhstan. 
Against the background of high oil prices, the current account turned into surplus in 
the last quarter of 2009 and has remained positive since then. Growth slowed down in 
2012 to 5 per cent, due to a weaker performance in the extraction and construction 
sectors and weaker external demand. 

Inflation pressures increased in 2010 driven by fiscal stimulus, growing domestic 
demand and increasing world commodity and food prices. Moreover, the launch of 
the Customs Union with Russia and Belarus in January 2010 and subsequent increase 
in import tariffs have also added to inflationary pressures. The authorities have 
however managed to keep inflation within the targeted range of 6 to 8 per cent, 
including by introducing price controls.  

In February 2010 the National Bank of Kazakhstan (NBK) widened the trading band 
of the local currency – the tenge – to allow for gradual nominal appreciation and to 
keep inflation in check, and subsequently the band was abandoned in February 2011. 
However, the trend reversed in 2011 as inflation pressures eased and the tenge has 
slightly depreciated. NBK continued intervening in the foreign exchange market to 
smooth exchange rate volatility and the exchange rate has remained broadly stable.  

Credit growth has remained subdued reflecting the depth of problems in the banking 
sector. Bank lending growth became positive only in July 2011. Problem assets 
continued to grow and stayed at around 30 per cent of total assets (on a 90-day 
overdue basis). Most of the accumulated NPLs are accounted for by BTA bank, the 
third largest bank in the country, which is seeking a second debt restructuring less 
than two years after the first one.  
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In April 2012, Fitch ratings agency upgraded the ratings of two of the largest banks, 
Halyk Bank and Kazkommertsbank, and confirmed the ratings of four other banks. 
Fitch characterised the sector overall as weak but stable.  

On current trends, GDP growth is expected to reach around 5 per cent in 2013. 
However, there are further downside risks arising from the impact of the recession in 
the eurozone and prolonged global slowdown, which are likely to affect the country’s 
main economic partners with spill-overs to trade, finance and investment. 
Furthermore, the failure to restore the health of the banking sector could amplify these 
downside risks. 

Annex 7 contains a table with selected economic indicators. 

2.3 Structural reform context 
 
Despite a number of high-profile initiatives, progress in the area of structural reforms 
has been generally slow during the strategy period. Involvement of the state has 
increased in a number of key sectors, while progress with privatisation, diversification 
of the economy away from excessive dependence on oil and gas sector, tariff reform 
and restructuring of non-performing loans (NPL) has been very limited, if any. Gaps 
in terms of market structure and market institutions are assessed as Large or Medium 
in all sectors. 

Figure 2. Kazakhstan’s transition scores, by sector, 2012 

 

Kazakhstan’s oil sector plays a significant role in the economy and will likely remain 
a main driver of growth. Kazakhstan possesses the world’s ninth largest proven 
reserves of oil (3 per cent of the global reserves), and is among the top 20 oil 
producers. The dependence of the economy on exports of oil and other minerals has 
been growing, reflecting both higher international prices of oil and higher extraction 
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volumes. Oil and other mineral products account for around 85 per cent of exports, up 
from around 50 per cent in the mid-1990s. Oil contributes around three quarters of 
commodity exports. Most of the “non-mineral” exports are in fact accounted for by 
industries closely linked to natural resources, primarily metals and chemicals. 

The oil and gas sector also dominates the economy on other counts, contributing over 
a quarter of GDP. Almost 55 per cent of government revenues came from extraction 
and exports of oil in 2011. The extractive industries also account for a large share of 
total inward foreign direct investment (FDI). In 2010 they received over 75 per cent 
of the total inward FDI. 

With significant new discoveries in recent years, most notably the development of the 
Kashagan oil field, the dependence of the economy on oil exports is likely to continue 
increasing. At the same time, well-designed economic policies can, over time, help to 
arrest and reverse this trend while leveraging the natural resource wealth for 
sustainable inclusive growth. 

The authorities have announced plans to diversify the economy away from 
hydrocarbons and raise productivity. The Strategic Development Plan till 2020 and 
the State Programme of Forced Industrial-Innovation Development for 2010-2014 
aim at increasing the share of non-oil exports and increasing productivity in the 
manufacturing and agricultural sectors. The “2020 Plan” envisages improvements in 
the business environment, modernisation of enterprises, creation of new high value-
added export-oriented sectors as well as provision of selective support to key 
industries.  

A new holding company took over responsibilities for overseeing state development 
institutions. Baiterek holding, created in May 2013, took over a number of state 
development and financial institutions from the National Welfare Fund Samruk-
Kazyna and the National Bank of Kazakhstan. These include, among others, the 
Development Bank of Kazakhstan, the Kazakh Mortgage Company, the National 
Agency for Technological Development, and the Distressed Assets Fund, 
Zhilstrosberbank. Together, Samruk Kazyna and Baiterek hold real and financial 
sector assets worth around 50 per cent of GDP. 

Following the reform, Samruk Kazyna will focus on managing its portfolio of real 
sector assets. It intends to embark on a large-scale privatisation programme in the next 
5 years, starting with a “People’s IPO” launched in December 2012 with a sale of a 10 
per cent stake in KazTransOil, a pipeline operator. The scheme foresees sale of stakes 
in major national companies to pension funds and citizens. By 2015, another wave of 
privatisation is envisaged where further minority stakes in national holdings will be 
offered to strategic global investors. In conjunction with these privatisation initiatives, 
the authorities are developing plans to accelerate tariff reform in regulated industries 
and have requested and co-funded EBRD TC on this issue.  

In June 2012, the parliament approved amendments to legislation regulating state 
monopolies, limiting them to cases related to national security, defence, protection of 
public order and health. However, no concrete reduction in the incidence state 
monopolies has taken place, while the role of the state in the natural resources and 
mining sectors has been increasing. Following a long dispute with existing private 
shareholders, a 10 per cent stake in the Karachaganak Petroleum Operating (KPO) 
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consortium was transferred to the state of Kazakhstan in June 2012. In January 2012, 
the state also acquired the pre-emptive right to purchase raw and commercial gas, 
while the National Bank of Kazakhstan (NBK) obtained the pre-emptive right to 
purchase refined gold “in order to protect the national interest”. Legislative proposals 
that would require a mandatory 50 per cent state stake in any new oil or gas pipeline 
projects are being discussed. 

In the financial sector, the Financial Supervisory Agency (FSA) was integrated into 
the National Bank of Kazakhstan in April 2011 with the view to strengthen 
supervisory capacity. Little progress had been made with the resolution of NPLs 
while loss provisioning remains insufficient. In late 2011, Parliament approved 
legislation removing tax disincentives for NPL write-offs and creating a second 
Distressed Asset Fund that will start operating towards the end of 2012. The new 
mechanism to deal with impaired loans was launched by the authorities in April 2012 
combined a centralised problem loans fund, established and funded by the NBK and 
other investors, and bank-run Special Purpose Vehicles (SPVs), but it is still not 
operational.  

Individual pension accounts previously held in 11 private pension funds will be 
centralised in a single pension fund managed by the National Bank of Kazakhstan. 
The decision was announced in January 2013 and the centralisation is expected to be 
completed later in the year. Full modalities of the new system are yet to be developed. 

Railway sector reform has been slow, but there has been some recent progress. 
Kazakhstan Temir Zholy (KTZ), the main railway carrier, proceeded with 
implementation of the restructuring plan adopted in November. In March 2012 KTZ 
completed implementation of an anti-corruption programme, which included 
specialized training for KTZ staff, adoption of a corporate ethics code, and a 
campaign for zero-tolerance toward corruption. In the power sector, new legislation 
adopted in July 2012 introduces a long-term capacity payment system, which 
represents a step away from a market-based system. In addition, the development of 
competition in the sector in the medium term may be constrained by the use of a 
single buyer system to award contracts for new generation capacity.  

Kazakhstan has made significant progress in regional economic integration. Since 
January 2010 the Customs Union between Kazakhstan, Russia and Belarus has been 
operational and the countries have introduced a common external tariff and adopted a 
common Customs code. Further, all customs points have been abolished on the 
borders between the three countries. In January 2012, the next stage of economic 
integration within the Customs Union members was launched. This stage envisages 
the creation of a common economic space within the Eurasian Economic Community. 
The stated ultimate goal of the Community is free movement of goods, capital and 
people, as well as harmonisation of macroeconomic and structural policies. The 
Eurasian Economic Commission, a newly established supranational body of the 
community, is expected to gradually take over a number of responsibilities from the 
national authorities in areas such as competition policy, technical regulations and 
environmental standards. Key decisions will be taken by the Council of country 
representatives based on the “one country, one vote” principle.  

Kazakhstan has also made progress in its bilateral World Trade Organization (WTO) 
accession talks that are expected to be concluded by end-2013. In this case 
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Kazakhstan could join WTO around mid-2014. The remaining discussions focus on 
support for agriculture, export duties on natural resources, and local content 
requirements in the hydrocarbon industry. 

See Annex 2 for a complete Assessment of Transition Challenges. 

2.4 Business environment 
 
Kazakhstan has made progress with improving its business environment and 
investment climate, though much more remains to be done. According to a recent 
OECD report, Kazakhstan has made important advances in the areas of lowering 
administrative burdens, liberalising cross-border financial flows and removing certain 
restrictions on foreign participation in the banking and insurance sectors. However, 
the OECD FDI Regulatory Restrictiveness Index suggests that Kazakhstan remains 
one of the most restrictive countries covered by the index, in part because state-owned 
companies with often non-transparent management account for a large part of the 
economy.  

In the World Bank’s “Doing Business” survey the country improved its ranking from 
58th position in 2011 to 50th position in 2014, among 189 countries. The 
improvements in ranking reflect a number of measures. In particular, documentation 
requirements to start a business have been simplified and the minimum capital 
requirements have been lowered. Other areas where progress was made include 
dealing with construction permits, investor protection and trading across borders. The 
latter is the area where Kazakhstan still ranks particularly poorly.  

According to the last Business Environment and Enterprise Performance Survey 
conducted by the EBRD and the World Bank in 2008-09, local enterprises perceived 
high tax rates, competition from the informal sector and corruption to be the most 
binding obstacles to doing business. Other surveys and rankings also reflect concerns 
about pervasive corruption. In Transparency International’s Corruption Perception 
Index (CPI) Kazakhstan ranked 140th out of 177 countries in 2013 with a score of 26 
on scale of 0 to 100 where 100 corresponds to the lowest level of corruption. 
Kazakhstan’s ranking slipped from 133rd (out of 176 countries) in 2012. 

2.5 Social context 
 
There has been a significant reduction in poverty headcount rate in Kazakhstan over 
the past decade. According to the World Bank around 6.5 per cent of the population 
live on less than US$ 2.25 a day, a commonly used threshold for absolute poverty. 
The gap between living standards in the urban and rural areas persists: the poverty 
headcount is around five percentage points higher in the rural areas (around 10 per 
cent).  
 
Overall about 30 per cent of the population receives some form of social assistance. 
Such level of coverage is relatively low by the standards of upper-middle-income 
countries. This in part reflects the low value of income threshold, which defines 
eligibility for benefits, which is set per person at about US$1 per person per day. 
 
GDP per capita in Kazakhstan has doubled over the past decade and stands at around 
US$ 11,000. However, there are substantial regional disparities in terms of per capita 
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income. Oil-rich regions in the Western part of the country, Atyrau and Mangystau 
oblasts, have the highest per capita gross regional product (GRP) in the country. In 
2010 Mangystau oblast’s per capita GRP was 4 times the average per capita GDP in 
Kazakhstan. At the same time regions in the South of the country have the lowest 
income levels. Jambyl and South Kazakhstan oblasts’ GRP per capita is about 3 times 
lower than the country average and more than 10 times lower than the same indicator 
in Atyrau oblast.  
 
In 1998 Kazakhstan’s pension system was transformed from a pay-as-you-go scheme 
to a mixed system which includes contribution-based, fully funded accounts. 
However, real returns to investment remained low, given risk aversion of the funds 
and regulation encouraging conservative investment policies. Current pensioners 
continue to rely almost exclusively on state pensions while lump-sum distributions 
from individual accounts remain small. In response to the decreasing purchasing 
power of pensions, a basic pension was introduced in 2005 and pensions continue to 
be augmented each year at a rate exceeding inflation. 
 
In 2009 Kazakhstan ranked first on the UNESCO Education for all (EFA) 
Development Index by achieving universal primary education (99 per cent), adult 
literacy (99.6 per cent), gender parity (99.3 per cent), and a close to 100 per cent 
progression rate to grade 5. Public expenditure on education was around 4 per cent of 
GDP in 2011. This ratio has been increasing recently but remains lower than the 
OECD country average. The results of the 2009 OECD PISA survey (Programme for 
International Student Assessment) pointed toward some weaknesses in secondary 
education: the country ranked among the weakest performers among the 65 OECD 
and non-OECD countries covered by the survey. These results suggest the need to 
invest in the quality of education to achieve better results beyond basic literacy and 
numeracy. The recently adopted policies to improve and modernise technical and 
vocational education (TVE) are reflected in the State Programme on Accelerated 
Industrial and Innovation Development for 2010-2014. The programme aims at 
establishing a competitive and productive workforce in the priority sectors. The 
authorities are also embarking on major reforms in education in the next 10 years.  
 
Kazakhstan is facing challenges in restructuring its healthcare system and its health 
outcomes are lagging behind its rapidly increasing income. At 68 years, the life 
expectancy is at the level of EU-15 back in 1950. The State Health Care Development 
Programme 2011–2015 sets health care as one of the priorities for sustainable 
development and foresees a number of measures that will improve and strengthen 
management and efficiency of the public health services. 
  
The authorities have recently allocated 180 billion tenge (US$ 1.2 billion, 0.6 per cent 
of GDP) in the 2012 budget for implementation of a number of social programmes, 
including “Employment-2020”, the “Affordable Housing – 2020”, and other spending 
on education and health as well as for additional regional development spending.  
 
2.6 Legal context 
 
Kazakhstan’s legal environment continues to remain complex and challenging despite 
significant reforms. Further steps are needed to strengthen the legal framework for 
investment and well-functioning markets. 
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Over the last few years there have been significant improvements in crucial areas such 
as securities legislation, concessions, competition, anti-money laundering, insolvency, 
and establishing legal entities. Notwithstanding these improvements, Kazakh 
commercial laws still fall short of internationally accepted standards in some respects. 
 
The concession law could be improved by expanding the security package available to 
lenders. The corporate governance framework, including disclosure to shareholders, 
could be strengthened. Further improvement of the legal, institutional and regulatory 
telecoms framework will be a critical ingredient to ensure effective future 
development of the market and the delivery of a choice of affordable services of 
sufficient quality. Limitations on using sophisticated methods of taking security over 
movable assets and inexistence of a centralised register of pledges restrict the access 
to credit in Kazakhstan by limiting the legal certainty and business flexibility of 
transactions. Areas of uncertainty in the bankruptcy law remain and further reforms 
are underway aimed at strengthening debtor and creditor rights. Even though the basic 
regulatory framework for renewable energy sources has been created in Kazakhstan, 
further amendments are needed to encourage development of renewable energy 
projects. Kazakhstan’s public procurement laws need a comprehensive review and 
upgrade to meet modern standards. The anti-money laundering legal framework has 
many areas that need to be improved to ensure the country’s efforts to curb money 
laundering and terrorist financing are effective. 
 
Kazakhstan continues to move forward in developing legislation that will assist it in 
its transition towards a market economy. However, implementation and shortcomings 
in the judiciary and the enforcement of court judgments remain a serious problem. 
 
See Annex 3 for a more detailed legal assessment. 
 
2.7 Energy efficiency and climate change context 
 
Sustainable energy investment potential is constrained in Kazakhstan by low energy 
prices driven by the ready availability and low price of fossil fuels, affordability 
concerns, but also persistent regulatory shortcomings. 
 
Nevertheless, Kazakhstan has been very active in the area of green economic 
development, setting up initiatives such as Green Bridge Astana, applying to become 
a member of the International Renewable Energy Agency (IRENA), and developing 
key elements of sustainable energy legislation. It has also been a pioneer in the region 
and indeed amongst middle-income countries worldwide in establishing a domestic 
emissions trading system which is currently in its pilot phase.   
 
Recent progress has enabled Kazakhstan to become eligible for co-financing (with the 
EBRD, ADB, and IFC) from the Clean Technology Fund (CTF), with the Bank 
leading the implementation of the CTF in Kazakhstan in close co-operation with the 
IFC and ADB. Further support from the CTF and other sources of climate change 
need to be extended to the development of renewable energy sources and energy 
efficiency, as well as the development of modern waste management systems, in order 
to accelerate the transition to a low-carbon economy. 
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The Bank has supported these positive developments, for example by championing 
the adoption of feed-in tariffs, which are expected to become law, and through work 
on energy efficiency legislation, the development of an emissions trading scheme, and 
the development of modern waste management approaches. All of these work streams 
are expected to continue. 
 
As part of the Kyoto Protocol framework, Kazakhstan has started rolling out a 
mandatory emissions trading scheme in 2013 for the industrial and power sectors. The 
resulting carbon price will help to promote sustainable energy.  The introduction of a 
carbon market in Kazakhstan is positive news for the low-carbon economy. The 
carbon market would promote sustainable energy investments and include private 
sector involvement as the carbon market requires e.g. carbon trading services. 
 
In the area of adaptation to Climate Change, a number of climate change impacts on 
key sectors of the economy are raising concern. These are increasing water scarcity, 
reduced agricultural production (driven by heat stress and water scarcity), and 
extreme heat events in urban and industrial areas, especially in the south. The 
potential impacts of sea-level change on coastal infrastructure such as ports and oil 
terminals will also have to be considered in the Caspian region. 
 
Kazakhstan together with the EU, Australia, Belarus and Ukraine at the climate 
negotiations in Doha 2012 agreed to adopt a greenhouse gas emissions reduction 
target for the period 2013 – 2020. As part of the Kyoto Protocol framework, 
Kazakhstan has also started rolling out a mandatory emissions trading scheme in 2013 
for the industrial and power sectors. The penalty for non-compliance under this cap 
and trade system is expected to be about US$ 100 per tonne of CO2. The resulting 
carbon price will further help to promote sustainable energy.  
 
Adaptation 
 
In the area of adaptation to climate change, Kazakhstan’s Second National 
Communication to the UNFCCC (2009) identifies a number of projected climate 
change impacts on key sectors of the economy. These are increasing water scarcity, 
reduced agricultural production (driven by heat stress and water scarcity), and 
extreme heat events in urban and industrial areas, especially in the south.  
 
In response to the adaptation challenge, action will be taken to improve water 
efficiency (especially in important water-intensive sectors such as municipalities, oil 
refineries, mining, agribusiness and thermal power generation), improving the 
efficiency and coverage of irrigation systems, and improving the resilience of the built 
environment to temperature extremes. The potential impacts of sea-level change on 
coastal infrastructure such as ports and oil terminals will also have to be considered in 
the Caspian region. 
 
3. STRATEGIC ORIENTATIONS 
 
Kazakhstan has made progress in transforming its economy and is amongst the most 
reformed countries in the Central Asia and Caucasus region. Important challenges 
remain, however, and the reform process has slowed down somewhat in recent years, 
partly as a result of a deep crisis from 2007-09. Progress along a number of key cross-
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cutting areas will underpin sustainable economic growth in the long-term and will 
help the country to leverage its hydrocarbon wealth with maximum benefits for its 
population. These areas include: 
 
 Diversification and support for the non-resource sector. The hydrocarbon 

sector has been steadily growing over the last decade as the country emerged as 
one of the world’s leading exporters of oil. This has created a number of 
vulnerabilities related to the increased dependence on commodity exports. At 
the same time, other sectors suffer from low productivity, often difficult 
business environment and insufficient competition in the product markets. The 
Bank will support projects that enhance productivity in the corporate sector, 
improve the business environment, promote modernisation of the agribusiness 
sector along the entire value chain and facilitate growth of the SME sector. The 
Bank will also work to stabilise the bank and non-bank financial sectors, which 
will play a key role in effectively intermediating commodity flows towards the 
most productive uses throughout the economy.  

 Balancing the role of the state and the market. The global financial crisis has 
had a severe effect on the economy of Kazakhstan, and the policy efforts to 
support the economy in the aftermath of the crisis have led to a further increase 
in the role of the state in the economy, with Samruk-Kazyna managing a major 
part of industrial and bank assets. The Bank will seek to assist the Kazakh 
authorities in balancing the roles of the state and the market by supporting 
growth of private sector enterprises, FDI entry of strategic investors, and 
ensuring that private small and medium-sized enterprises have adequate access 
to bank finance, insurance and leasing services. Through its projects, technical 
assistance and policy dialogue, the Bank will support policies aimed at 
modernising the public sector, commercialising public enterprises and making 
them more efficient, as well as upgrading within-country and cross-border 
infrastructure ensuring optimal use of resources and appropriate sharing of risks 
between the private and public sectors.  

 Promoting low-carbon growth and energy efficiency. Despite improvements 
in the area of energy efficiency, Kazakhstan’s output remains highly energy-
intensive and carbon intensive, while energy tariffs are not fully cost reflective. 
A legal and institutional framework for sustainable energy needs to be 
upgraded, while increases in energy tariffs would provide the necessary 
incentives for a more efficient energy use by enterprises as well as households. 
Further support needs to be extended to development of renewable energy 
sources. The Government’s Green Economy Strategy (covering the period to 
2050) is a top national priority and the Bank will assist in implementing key 
aspects of the strategy, through projects in energy, renewables, agriculture, 
water, waste management, transport, and other sectors. 

In implementing its strategy, the Bank will seek to further expand its activities into 
Kazakshtan’s underserved regions. Extension of access to finance for SMEs in the 
regions and upgrading utilities services in regional municipalities will be especially 
important in this effort. The Bank will also explore conducting an in-depth study of 
regional aspects of economic diversification financed jointly with the recently 
established Joint Technical Cooperation Fund. 
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3.1 Key Challenges and Bank’s Operational Response 

3.1.1 Diversification and support for the non-resource sector 

 
Transition Challenges 
 
 Kazakhstan’s economy remains heavily dependent on exports of minerals, 

primarily oil and gas. Successful diversification strategies will require inter alia 
an improved business climate, reduced administrative barriers to doing business, 
increased productivity in the corporate sector, development and implementation 
of a modern competition policy and modern infrastructure. 

 Full realisation of Kazakhstan’s potential to address the global food security 
challenge is hindered by underdeveloped logistics and related infrastructure. 
The country also needs to make improvements in sustainable farming and there 
is a substantial scope for further development of modern retail outside Almaty 
and Astana.  

 Economic diversification requires a modern ICT infrastructure. Key challenges 
include further liberalisation of the fixed-line market, development of a 
regulatory framework with appropriate competition safeguards, improved 
broadband penetration in the regions, improvement of institutional capacity of 
the regulator. 

 Export diversification could be leveraged further through support to foreign 
direct investment that helps to build cross-border production chains, leverage 
the respective comparative advantages of different countries and promote 
regional economic integration. 

 A well-functioning financial sector is key to effectively intermediating 
commodity revenues toward non-resource sectors and SMEs with high 
investment potential. The development of small and medium-sized enterprises 
remains constrained by lack of access to finance, in particular in the regions and 
in local currency at maturities that meet the needs of SMEs. The banking sector 
is hampered by a high level of non-performing loans (NPLs) and Kazakhstan 
lacks the regulatory framework and institutions that are needed to resolve the 
NPL crisis.  

 The insurance sector remains relatively small and the availability and 
sophistication of insurance products need to be improved. Leasing and mortgage 
lending need to be developed further, with appropriate standards of risk 
management and business conduct.  

 To support diversification of the economy, the private equity sector needs to be 
further developed, including in the areas of venture capital and mezzanine 
finance, leveraging local private investor participation.  

 
Operational Response 
 
To further develop the non-oil and gas sectors, the Bank will support development 
in the corporate sector especially along the agribusiness value chain (including 
development of modern logistics infrastructure), construction materials, 
pharmaceuticals, chemicals, packaging and industrial equipment.  
 
To promote development of the knowledge economy, the Bank will aim to support 
creation of modern ICT infrastructure. The Bank will consider financing innovative 
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and technology driven businesses. Through its VCIP fund, the Bank will consider 
investing venture capital in suitable early stage ICT related projects. 
 
To promote FDI and export diversification, in the wake of the larger market being 
created by the customs union with Russia and Belarus, the EBRD will seek 
opportunities to engage with domestic and foreign investors looking to establish or 
expand production facilities in Kazakhstan in order to capture a share of the combined 
market. 
 
To support the SME sector, the Bank will work with the Kazakh government to 
provide local currency borrowing facilities to commercial banks to support SMEs 
without foreign currency earnings. As well as financing, this programme will entail 
technical assistance to train the banks in risk management, processes and MIS related 
to SMEs. Using its Small Business Support instruments, with support from the 
Kazakh TC Fund, the Bank will seek to enhance competitiveness of the MSME sector 
through advice and mentoring at the enterprise level with the view to strengthen 
enterprise performance, management skills and access to new markets in key areas, 
while also promoting rural development and female entrepreneurship. 
 
To further develop and deepen the financial sector, the Bank will continue to 
provide local currency medium term financing to established micro-credit 
organisations (MCO), consider supporting other large MCOs, and explore 
opportunities for the development of independent NBFIs with viable strategies and 
strong management teams. Within the constraints imposed by the high concentration 
and increased risks in the banking sector, the Bank will seek to expand the universe of 
quality partner banks, as well as to re-engage with the existing PB’s with the view to 
support MSME’s, as well to continue to expand the Trade Facilitation Programme. 
 
 
Policy Dialogue 
 
Policy dialogue to support economic diversification will be conducted at various 
levels, including at the highest level through such channels as the Foreign Investors’ 
Council (FIC). The Bank will seek to leverage its constructive engagement with the 
authorities, further cemented by the Joint Technical Assistance Programme, to focus 
TC-enhanced policy dialogue on the following strategic areas: 

 Improving the investment climate in non-extractive sectors (improving the 
legislative framework, promoting competition in various non-extractive 
sectors). 

 Improving corporate governance and business conduct across sectors. 
 Improving financial regulation and assisting the banks in dealing with the 

existing NPL problem. 

3.1.2 Balancing the role of the state and the market 

 
Transition Challenges 
 
 The state has stepped up its implementation of industrial policy through the 

National Welfare Fund Samruk-Kazyna. To date, there is no evidence that state 
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activism has improved productivity and business standards. The role of the state 
needs to be reduced to create room for small and medium-sized companies to 
enter and develop. 

 The state retains a significant presence in the financial sector through ownership 
of a number of banks, including the third largest bank BTA, which defaulted in 
2010. There also remains the need and substantial scope for new 
ownership/management, further improvements in terms of corporate governance 
and risk management across both private and state banks. 

 While the incumbent railway operator was corporatised and some ancillary 
services have been divested, institutional restructuring remains incomplete. Key 
remaining challenges include the unbundling of railway businesses by business 
line and development of contractual arrangements, establishment of secure open 
access to the network, strengthening of competition and the regulatory 
framework; development of rail related businesses such as wagon leasing, 
container leasing on commercial terms; and commercialisation of passenger 
services based on PSO contracts. 

 There is also a scope and need for increased private sector participation, 
introduction of PPP structures and efficiency enhancements in the municipal 
and environmental infrastructure sectors. The key challenges in water and 
wastewater include development of contractual arrangements between the 
municipalities and the companies; further increases in tariffs to approach cost 
recovery levels and improvements in collection rates; corporate restructuring 
and further commercialisation of utilities companies; introduction of meters and 
meter-based billing.  

 Urban transport is predominantly operated by municipally owned companies 
that do not recover their costs. In bus and mini-bus services, however, 
participation of private companies operating without subsidies is significant. 
The key challenges include introduction of competitive bus route tendering; 
development of contractual arrangements between companies and 
municipalities; improvements in quality of services and operational 
performances; and introduction of e-ticketing system and improvements in 
collection rates. 

 The state maintains a strong direct and indirect influence in the extractive 
sectors, the main source of Kazakhstan’s revenues. Consequently, one of the 
main transition challenges in the oil, gas and mining sectors is to further 
promote private sector involvement and foster competition. Moreover, 
removing outstanding export restrictions on some minerals, improving 
transparency of revenue flows from extractive industries and further 
implementation of  EITI requirements should remain a priority.  

 
Operational Response 
 
The Bank will continue to work with both the private and the state sectors to promote 
a better balance between the state and the market. Supporting the viability and 
competitiveness of the private sector will be the key strategic priority; at the same 
time, the Bank will continue to engage selectively with the state sector (on a non-
sovereign basis) in cases where it can promote market-based reform, help improve 
state regulation, best practices, commercialisation and capacity to enhance private 
sector participation. 
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To enhance the role of the private sector and commercial practices in industry, 
the Bank will work to enhance competitiveness of local private sector enterprises 
through debt and equity financing to increase productivity and market expansion. The 
Bank will use its available financing tools and local knowledge to support the entry of 
foreign investors directly, or via joint ventures with private local companies. The 
Bank is ready to work to liberalise the presently non-competitive segments of the 
telecoms sector through conditional financing of the state telecom company, KTC.  
 
To address the heavy state presence in the banking sector, the Bank will seek to 
facilitate the state’s exit from the nationalised banks and will continue to seek ways to 
support its existing private bank clients. 
 
To promote reform and strengthen private sector involvement in the railway 
sector, the Bank will continue to ensure implementation of past conditionalities with 
KTZ, especially in the context of new repeat transactions while also seeking to 
support the entry of the private sector including wagon leasing, private logistic and 
freight companies, and possibly privatisation of the freight company. The Bank will 
selectively seek PPP opportunities financing directly private concessionaires. The 
commercial exploitation of railway assets could also be improved by realising the 
retail and business potential of railway stations using PPPs structures. The Bank will 
seek to support private railway operators and rolling stock leasing companies 
whenever feasible. The Bank will continue to look at the opportunities to promote 
intermodal transport and logistics by financing logistics centres, logistics service 
providers, freight forwarding companies, including those operating on the border with 
China, Russia and in the Caspian Sea. 
 
 
To promote reform and strengthen private sector involvement in the municipal 
sector, the Bank’s financing and policy dialogue will support commercialisation of 
public utilities and application of market mechanisms, such as management contracts, 
public service contracts and tariff reform in water, waste management, and urban 
transport, including through an Integrated Approach. 
 
To promote private sector involvement in the natural resources sector, and 
improvement of operational efficiency, environmental (i.e., gas flaring) and health 
and safety standards, the Bank will seek to promote competition by supporting 
independent private producers and services providers. The Bank’s limited engagement 
in this sector with private sector players is focused on increasing competition, good 
governance and transparency in an important sector for the Kazakh economy. 
 
Policy Dialogue 
 
Relevant policy dialogue, with support from the Joint Technical Cooperation Fund, will 
be linked to projects, and, in some instances, aimed at enabling investment in selected 
sectors. It will be focused on developing an enabling environment for the private sector, 
and reforming public sector enterprises, including institution building and strengthening 
of market mechanisms. The counterparts will include the Government of Kazakhstan, 
sector regulators, the National Bank, the National Welfare Fund and the state-owned 
companies it comprises, Baiterek (which manages the state institutions) and municipal 
and regional authorities (“akimats”).  
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The main components of this effort will be: 
 
 Procurement policy (work has begun with Samruk-Kazyna). 
 Tariff reform for natural monopolies. 
 Reform of the rail sector. 
 Improvement of corporate governance within state-owned enterprises. 
 Introduction of the requisite legislative changes, as well as adoption of best 

industry practices, to enable and facilitate PPPs (in particular the road and water 
sectors). 

 
3.1.3 Promoting low-carbon growth and energy efficiency 
 
Transition Challenges 
 
 The prevailing low energy tariffs, which are not fully cost-reflective, do not 

include environmental costs. Price incentives to use energy efficiently and to 
invest in renewable energy projects need to be strengthened. 

 Capacity to develop and promote energy efficiency investment projects needs to 
be strengthened across all sectors of the economy. There is a clear scope for 
improving energy efficiency and use of water resources across municipal 
services, energy, extractive and raw materials processing industries. 

 Transition to low-carbon economy requires appropriate market incentives in the 
power sector. There is substantial scope for further strengthening market 
mechanisms, in particular with respect to the generation capacity market. Other 
challenges include reduction in transmission and distribution losses through 
upgrades of crucial infrastructure, improved payment collection, and 
introduction of incentive-based distribution tariff methodology that would 
create incentives for bringing new capacity and rehabilitation of old, inefficient 
and polluting plants. 

 Kazakhstan has a very low contribution from renewable energy sources to total 
energy supply. Growing a vibrant private sector for the development of 
renewable energy projects will be a key challenge. 

 The situation of the local banking sector makes it difficult to introduce 
dedicated energy efficiency credit lines. This is a major challenge in reaching 
SMEs and individual households with finance for sustainable energy 
investments. 

 In the municipal sector, affordability constraints hold back investment in 
sustainable energy solutions. Addressing these requires raising e.g. climate 
finance. Combining sustainable energy investment with investing in long-term 
sustainable service delivery, especially through private sector operators, will 
remain a challenge. 

 In oil and gas industry flaring of associated petroleum gas remains an issue 
which could have positive environment and economy effect if utilized.  

 Implementing market-based pricing of CO2 emissions. 
 
Operational Response 
 
The Government’s Green Economy Strategy (covering the period to 2050) is a top 
national priority and the EBRD has been asked to assist with the Strategy which 
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covers oil and gas, energy, renewables, agriculture, water, waste management, 
transport, and mining. 
 
To promote low-carbon growth and enhance energy efficiency in the power 
sector, the Bank will continue to assist in developing a functioning power generation 
market through investment and policy dialogue; as well as support institutional 
strengthening and commercialisation of private and where appropriate state 
generating and distribution companies, including renewables. The emphasis will be 
put on the introduction of effective regulation, removal of cross-subsidies and cost 
reflective tariffs for consumers. 
 
To promote the development of a vibrant group of private sector developers for 
renewables, the Bank will develop a dedicated lending facility for small-/medium 
renewable energy projects, as well as pursue large-scale renewable energy projects. 
 
To further resource and energy efficient investment in the SME sector, the Bank 
will establish with GEF support a facility to finance technology transfer and provide 
training to SMEs, and provide support to the government on improving regulations 
and legislation. 
 
To promote utilization of the associated petroleum gas (APG), the Bank will 
support utilization of the APG to decrease greenhouse gas emission, increase energy 
efficiency of upstream companies and facilitate production of new products and 
services. 
 
To facilitate the implementation of the Greenhouse Gas Emissions Trading 
System, the Bank will endeavour to support the development of carbon market 
services, support for setting carbon trading standards and knowledge transfer on 
carbon market related issues, such as Monitoring, Reporting and Verification and 
energy and carbon management systems. The Bank would explore this if requested by 
its clients or in relation to energy efficiency financing programmes. 
 
In addition the Bank will seek to develop an energy-efficiency project with the 
national railway company, KTZ, dedicated direct lending facilities for renewables and 
resource efficiency, and will consider further investment in energy efficiency in the 
power sector. 
 
Policy Dialogue 
 
In policy dialogue on the green economy, the Bank’s overall aim will be to guide 
Kazakhstan’s transition towards a low carbon growth path that delivers strong 
economic performance and improved living conditions for general population while 
deploying the country’s natural advantages efficiently. 

The Bank will look to assist the government in selected aspects of its Green Economy 
Strategy development from the initial selection of consultants until the final review of 
the strategy document. This will also include a range of sector modules which could 
include: 
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 designing market-based incentives to invest in power generation, developing 
necessary revisions to the energy efficiency legislation and regulations, further 
developing feed-in tariffs and secondary regulations and legislation for 
renewable energy sources 

 improvement of the environmental standards in the power sector 
 regulatory framework for waste management sector 
 water sector efficiency action plan 
 regulatory framework for green buildings 
 regulatory framework for promoting energy efficiency in industry 
 supporting the development of a full-scale Greenhouse Gas Emissions Trading 

System especially by sharing experience from existing carbon market systems 
and the embedding in the international carbon market 

 
3.2 Environmental and Social Implications of Bank Proposed Activities 
 
The Bank’s Environmental and Social Policy and Performance Requirements will 
continue to apply to all projects carried out in Kazakhstan. For direct investments, 
these require projects to be structured to meet EU and national environmental 
requirements. The Bank will work closely with Clients on developing Environmental 
and Social Action Plans with the objective of mitigating negative impacts and 
ensuring compliance with Kazakh national standards and the applicable EBRD 
Performance Requirements. The commitment to EU requirements can be challenging 
in some countries. In the event that projects cannot be structured to meet EU 
environmental requirements, this will be made clear in the Bank’s information for the 
Board of Directors, with appropriate justification for any derogation, and in the public 
Project Summary Document. EBRD will work with clients, where appropriate, so that 
any complementary action to projects that do not meet EU environmental criteria will 
bring them toward fully meeting EU standards in the future. 
 
It will be important to identify any vulnerable populations that may be 
disproportionately affected by the projects and to ensure that stakeholder engagement 
activities include any marginalised groups. Health and safety is also an important 
consideration for all projects and the Bank will work with clients and sponsors to 
promote the development of an appropriate safety culture and performance. 
 
The key targets relating to diversification in the non-resource sector, balancing the 
state and private sectors, and the promotion of low-carbon growth and energy 
efficiency pose particular environmental and social risks and opportunities that the 
Bank will seek to evaluate and manage at the project level, and additionally seek to 
engage in policy dialogue. 
 
Development of the non-resource sector, in particular manufacturing and 
agribusiness, provides opportunities to promote the use of best practice throughout 
these varied sectors. Health & Safety practice presents particular challenges in the 
mining and manufacturing sectors and the Bank will seek to embed pro-active H&S 
cultures with investees and partners. Additionally, the targeted use of TC 
engagements in regard to H&S issues will be utilised to build capacity both within 
projects and the regulatory authorities. 
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The activities relating to balancing the state and private sector presents social 
challenges relating to the commercialisation of public enterprises. The development 
of social and municipal infrastructure will result in medium and long term benefits to 
the country, but challenges will be present in regards to rationalisation and 
affordability in the shorter term. 
 
The development of low-carbon sustainable energy and the promotion of energy 
efficiency within Projects present significant environmental opportunities and can 
enable the Bank to assist with the national Green Economy Strategy. Additionally, the 
energy efficiency drive can be utilised to promote wider resource efficiency strategies 
for companies and the Bank would also seek policy dialogue with government and 
regulators in this regard. TC support may be utilised in the fields of the regulatory 
framework for waste management and water resources and the drafting of short and 
medium term actions resulting from regulatory developments. These opportunities in 
the development of energy and resource generation and distribution must be balanced 
against the social risks associated with affordability issues. 
 
Gender 
 
In accordance with its current Strategic Gender Initiative, the Bank will aim to 
integrate gender-related projects and technical assistance as appropriate in 
Kazakhstan. In line with the MEI Policy, the Bank will seek to design and implement 
projects to ensure that services are responsive to the needs of both men and women. 
As part of the Almaty Bus Sector Reform project, the Bank will be working with 
Almaty Municipality to promote equal opportunities in the workplace, and provide 
training and appropriate support to enable women to become bus drivers, leading to 
their subsequent employment. It is hoped this would provide a demonstration effect 
for other companies in the sector.  
 
Across sectors, clients will be encouraged to promote equal opportunities in the work 
place and provided with support where necessary. The Bank will work with its clients 
in the financial institutions sector to identify ways to support women entrepreneurs by 
facilitating their access to finance and supporting their business activities. Clients will 
be encouraged to develop appropriate corporate social responsibility programmes 
whose components may include skills training and identifying opportunities for 
employment for both men and women. 
 
See Annex 8 for additional information on gender equality. 
 
4. ACCESS TO CAPITAL: PRIVATE AND PUBLIC SOURCES OF 

FINANCE 

4.1 Access to capital 
 
Kazakhstan has gone through a difficult period during the global financial crisis as the 
local banking system was effectively cut off from external finance already in the 
second half of 2007. The economy has since largely recovered from the crisis. 
However, the banking system continues to be overburdened with a stock of problem 
loans. Effective and timely resolution of the quality of banks’ loan portfolio will be 



 27

important for restoring Kazakhstan’s image among investors and fully resuming 
lending to the real sector of the economy. 

As a result of sudden stop of external finance in 2007, local banks and companies 
found themselves effectively cut off from most international borrowing. 
Consequently, the situation in the banking system quickly deteriorated and banks 
needed urgent support from the state. The loan portfolio quality in the banking system 
quickly deteriorated as many banks were heavily invested in real estate and related 
sectors. Debt restructurings followed.  

In this context, credit growth has remained subdued until mid-2011. In fact, for most 
of this period credit has been contracting. The credit-to-GDP ratio fell from around 60 
per cent in 2007 to below 35 per cent in 2011. Banks’ loan books grew at the rate of 
almost 20 per cent year-on-year in mid-2012 but this has been to a large extent driven 
by subsidised state loan programmes. In January 2012, BTA bank defaulted again and 
announced second debt restructuring in less than 2 years. Overall, the difficult 
situation in the banking system impedes access of the banks and corporates to 
international capital markets.  

Following the financial crisis of 2007-08, the leading agencies downgraded 
Kazakhstan’s rating. As bank liabilities underwent restructuring and the economy 
recovered, the agencies revised the ratings upwards in the last quarter of 2011. 
Kazakhstan currently enjoys a long-term foreign-currency rating of BBB from Fitch; 
Baa2 from Moody’s and BBB+ from Standard and Poor’s. In April 2012, Fitch 
upgraded the ratings of two of the largest banks and confirmed the ratings of four 
other banks, implying that it sees the banking sector outlook as stable.  

The external debt of Kazakhstan has declined from over 90 per cent of GDP in 2007 
to around 70 per cent of GDP in 2011. The external debt of the banking system fell 
threefold over the same period, while the debt of the corporate sector increased both 
in absolute terms and as a share of GDP, to around 60 per cent. 

The financial crisis has increased risk aversion on the part of financial institutions and 
disproportionately affected bank lending to MSMEs. More than half of all MSME 
loan applications are being rejected by financial institutions, suggesting that access to 
finance remains one of the key impediments to MSME development. Small business 
outside Astana and Almaty are particularly disadvantaged. Bank lending to MSMEs is 
estimated at around 15 per cent of total bank lending in 2011 (well below MSME’s 
contribution to the total value added or turnover). MSME financing and leasing 
facilities are emerging, but there remains a need for additional capacity building. 
Credit information services are provided by a private credit bureau that covers about 
38 per cent of adults.  

FDI has remained strong in the aftermath of the crisis, notwithstanding a dip in 2010. 
It mainly targets natural resources, metals financial and real estate sectors.  

4.2 MDB finance and collaboration with other IFIs and multilateral donors 
 
The Bank will continue to co-operate and co-ordinate with other IFIs active in 
Kazakhstan (the World Bank, IFC, Asian Development Bank, Islamic Development 
Bank, EIB) in its policy dialogue efforts and in seeking opportunities to mobilise IFI 
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co-financing particularly in the infrastructure sector, where opportunities for 
commercial financing are currently limited.  

One of the more salient recent examples of the IFI co-operation in the infrastructure 
sector in Kazakhstan is the Western China–Western Europe Road Project., a life-line 
corridor connecting Kazakhstan with its two big neighbours, Russia and China, which 
was co-financed jointly by the EBRD, the World Bank, IDB and ADB. Although, in 
the new strategy period, the EBRD will not actively pursue sovereign projects as a 
matter of priority, except in certain defined cases, there are other opportunities for co-
operation in the infrastructure sector, particularly in the area of PPP’s and renewable 
energy. In that regard, one of the key areas of IFI coordination will be the 
improvement of legal framework for PPP projects, as well as the Energy Efficiency 
and Climate Change topics, including co-operation with the World Bank’s Clean 
Technology Fund.  

EBRD is co-operating closely with ADB and IFC under the Clean Technology Fund. 
The Bank has led the move of Kazakhstan to become a recipient country of the fund, 
enabling it to access up to USD 200 million for co-finance of EBRD, ADB, and IFC 
projects in the renewables, municipal, and district heating sectors in Kazakhstan. The 
Bank has worked closely with its counterparts in first developing the CTF Investment 
Plan in 2009, and then updating it in 2013. This continued co-operation is having a 
very beneficial effect on market transformation and ensuring that the MDBs are 
working in a close and co-ordinated manner with the Government. 
 
The Bank will look to continue to co-operate with ADB on infrastructure projects, 
both transport and power/energy, as well as in the area of municipal infrastructure and 
utilities, such as urban public transport development and district heating 
modernisation. Additional co-operation with ADB is possible on selected private 
sector transactions in oil and gas services sector (with focus on environmental 
improvements) and manufacturing. In addition, the EBRD will continue to co-operate 
with ADB within the framework of the Foreign Investors Council to develop an 
environment conducive for the private sector. 
 
As IFC continues to increase its presence in Kazakhstan, the Bank will seek 
opportunities for co-operation in power and energy (renewable energy), infrastructure, 
agribusiness (food processing as well as primary agriculture going forward), and other 
industries.   
 
The EBRD has likewise cooperated with the IMF and the World Bank on 
macroeconomic and financial sector development issues, such as the development of 
financial sector in Kazakhstan. As Kazakh authorities develop a new concept for the 
country’s financial sector, the Bank will look to co-ordinate with IMF in its policy 
advisory endeavours. Debt facilities to the National Power Transmission Operator 
KEGOC aimed at securing the reliability of supply can be used as an example of 
successful coordination of the EBRD with the World Bank in the power sector.  
Increasing investment attractiveness of the power sector through policy dialogue will 
be one of the key areas of future cooperation. 
 
The Bank has extended its co-operation with UNDP into the area of climate change 
control, urban transport development and energy efficiency, and will continue to co-
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operate on such undertakings as the provision of legal support to Ministry of 
Environmental Protection, including in drafting secondary legislation, as well as on 
providing assistance in Kyoto Protocol implementation. Another possible area of co-
operation is in establishing an ESCO model for energy efficiency investments. The 
UNDP has been instrumental in organising donor meetings, usually with sector 
specific agendas, where respective sector specialists of the Bank have participated.  
 
In 2009 the European Investment Bank obtained a mandate to finance projects in 
Kazakhstan. The EBRD will continue to co-ordinate with EIB. Cooperation on energy 
and environmental projects is envisaged in the future.  

The Bank will continue its participation in the Ministerial Conferences and Sector 
Coordination meetings of Central Asia Regional Economic Cooperation (CAREC) 
Programme, which focuses on developing and coordinating infrastructure projects in 
the Central Asian region. Since March 2000, the ADB hosts the CAREC secretariat.  

The European Union and Kazakhstan have been partners since the country's 
independence. In the early years of cooperation dialogue initially focused on trade and 
investment, but since 2002 many important issues have been included, such as 
Energy, Transport, as well as Justice, Home Affairs and political dialogue in issues of 
common concern. 
 
Since 1991, more than 300 projects amounting to €140 million were funded by the 
EU to support Kazakhstan directly; for the period of 2011-2013 an annual average of 
approximately €13 million is foreseen. The biggest share of these funds has been 
allocated for policy advice and technical assistance to various Ministries and 
Agencies of the Government of Kazakhstan (e.g. Ministry of Health, Ministry of 
Justice, Ministry for Environmental Protection, Ministry of Education, Agency for 
Public Administration and others) based on European experience and best 
international practices.  
 
The European Commission's cooperation with Kazakhstan and other countries in 
Central Asia is based on a multi-annual regional cooperation strategy which takes the 
situation and needs of each country into account. 
 
The EU Regional Strategy Paper for Assistance to Central Asia (2007-2013) foresees 
an investment of €719 million for regional programmes and country-based projects. 
The strategy is supported by a multi-annual Central Asia DCI (the Development 
Cooperation Instrument) Indicative Programme 2011-2013, which has allocated €321 
million for regional and national programmes over three years (2011-2013). The 
regional programmes aim to promote regional cooperation and good neighbourly 
relations in Central Asia. A sum of €105 million is earmarked for this. Kazakhstan is 
also supported by EU programmes at a national level worth €30 million. 
 
The EBRD works closely with the EU delegation in a number of spheres including 
SME strategy, Green Economy and business environment. EBRD and the EU are joint 
members of the Council to improve the business climate. 
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ANNEX 1 – POLITICAL ASSESSMENT 
 
Kazakhstan is committed to and applying, albeit unevenly, the principles of 
multiparty democracy, pluralism, and market economics in accordance with the 
conditions specified in Article 1 of the Agreement Establishing the Bank. Many 
challenges in Kazakhstan’s political and economic transition remain. 
 
Kazakhstan has made considerable progress since gaining its independence more than 
20 year ago. It was the first Central Asian country and the first former Soviet Union 
republic to hold the OSCE chairmanship in 2010. The chairmanship prompted 
amendments to some key pieces of legislation related to democratic transition, 
including the laws on elections, political parties, media and local government. 
 
However, these changes were only a modest step toward the implementation of 
Kazakhstan’s international commitments. For the strategy period, the political system 
of the country is likely to continue to operate in a centralised manner with significant 
power concentrated in the presidency. A return to strong economic growth will help to 
maintain stability but localised flare-ups in the regions of this vast country cannot be 
overruled. 
 
In October 2012 the European Parliament adopted recommendations to the Council, 
the European Commission (EC) and the European External Action Service (EEAS) on 
the negotiations for an enhanced Partnership and Cooperation Agreement (PCA) 
between the EU and Kazakhstan, arguing that cooperation between the EU and 
Kazakhstan has a considerable potential but also insisting that closer bilateral 
relations should depend on further progress toward democracy, respect for human 
rights, and on guarantees for genuine freedom of expression and association. EC 
President José Manuel Barroso confirmed during his June 2013 official visit to 
Kazakhstan that the EU is committed to broaden the cooperation with Kazakhstan to 
support the country’s political and economic reform and modernisation efforts. 
 
The areas which require further progress include media and party pluralism, 
independence of the judiciary, the decriminalisation of defamation, and 
comprehensive implementation of the commitments undertaken by the country under 
international treaties in the area of protection of civil and political rights. 
 
Representative and Accountable Government 
 
Free, fair and competitive elections 
 
The Constitution provides for a democratic government with universal suffrage. 
General elections are held in the country on a regular basis. Since independence, 
international observer missions have found shortcomings in the country’s electoral 
processes. This was also the case in the 2012 parliamentary elections and the 2011 
presidential elections. 
 
The country’s parliament is elected for five years and consists of two chambers: 
Majilis (lower house) and the indirectly elected Senate (upper house). According to 
the OSCE/ODIHR the January 2012 parliamentary elections did not meet 
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fundamental principles for free, fair, and competitive elections3. The preparations 
were technically well-administered, yet the necessary conditions for the conduct of 
genuinely pluralistic elections were not present.  
 
At the same time, the fact that three political parties made it to the parliament – which 
became possible as a result of the amendments made to the Election Law – was 
welcomed by international observers as a positive step in the direction of a more 
pluralistic and democratic political culture.4  
 
In the context of monitoring parliamentary elections, the observation mission noted 
that criminalisation of defamation and the special protection afforded to the president 
and public officials de facto limited the constitutional prohibition of censorship and is 
effectively limiting voters in receiving information on political alternatives. 
 
The last presidential election took place in April 2011. According to the international 
observation mission, the election was not competitive, resulting from the absence of 
opposition candidates and a vibrant political discourse. The lack of “real political 
competition” in the election led to “an absence of vibrant, critical electoral debate”.5 
The election was called shortly after the Constitution and the Election Law were 
amended to allow for an early presidential election to take place. Despite efforts by 
the authorities to improve election-related legislation, a number of inconsistencies 
remained, including restrictions on the right to be elected, freedom of assembly, and 
freedom of expression.  
 
Nursultan Nazarbayev won the election against three candidates, with 95 per cent of 
the votes and a 90 per cent turnout. While the campaign on behalf of the incumbent 
was highly visible, the activities of other candidates were less prominent. An 
improvement in equal media coverage was observed compared to the 2005 
presidential election, but shortcomings remained in freedom of expression and the 
media.  
 
Nursultan Nazarbayev is expected to remain in power throughout the end of his 
current term in office in 2016. However, his age makes the issue of succession 
increasingly pertinent. The lack of a clear succession scenario will be a factor 
affecting political transition in Kazakhstan during the strategy period.  
 
Separation of powers and effective checks and balances 
 
According to the Constitution, the Republic of Kazakhstan has a presidential form of 
government with the presidency exercising significant influence over the legislature 
and the judiciary. Neither the country’s legislature nor the judiciary have sufficient 
powers to hold the presidency to account. 
 

                                                 
3 OSCE/ODIHR, Early Parliamentary Elections, Election Observation Mission Final Report, 15 
January 2012, p.1. 
4 European Union, European External Action Service (EEAS), Press release on parliamentary 
elections, 17 January 2012. 
5 OSCE/ODIHR, Early Presidential Election, Election Observation Mission Final Report, 16 June 
2011, p.1. 



 32

President Nazarbayev has been in power since the country’s independence in 1991. 
The last election was made possible due to a constitutional amendment, which has 
removed the two-term limit for the First President of the Republic, making it possible 
for Nursultan Nazarbayev to run again in 2011.  
 
Further strengthening of the presidency has been observed in the recent years. In 2010 
President Nazarbayev was granted the title of “Leader of the Nation” that gave him a 
range of privileges after the expiration of his presidential term. A new public holiday 
“The First President’s Day” was introduced in 2012 to commemorate the President’s 
first election on 1 December 1991. 
 
Effective power to govern of elected officials 
 
Kazakhstan’s elected officials have effective power to govern. 
 
The military is under civilian control and does not play a significant role in the 
country’s political decision-making process. Although big business plays a significant 
role in the country, it does not possess excessive powers to influence elected officials. 
 
Civil Society, Media and Participation 
 
Scale and independence of civil society 
 
Kazakhstan has a developed civil society structure although it is widely 
acknowledged that further reforms are needed to support the civil society sector.  
 
The registration process of NGOs is relatively straightforward, although some 
difficulties in the process remain. NGOs enjoy a relative freedom to operate, 
investigate, and publish their findings, though there are reports of heightened 
surveillance prior to elections. The majority of the funding of NGOs comes from the 
government, and has substantially increased during Kazakhstan’s chairmanship of the 
OSCE in 2010, which has helped to increase the number of NGOs.  
 
The right of civil society groups to public assembly is hindered by requirements of a 
10-day notice prior to the event and formal approval process. NGOs engaged in 
human rights, civil liberties, or minority protection represent a small part of civil 
society in Kazakhstan. Reportedly, they face more difficulties to register and operate 
freely in comparison with other NGOs with their activities being closely monitored by 
the authorities. 
 
All civil society organisations have to register and provide information about their 
activities, income and expenses, foreign sources of funding, and employee records.   
  
The law provides for the right to form trade unions and to strike. However, there are 
limitations, including a 15-day notice. 
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Independent pluralistic media that operates without censorship 
 
Freedom of the press and freedom of expression are enshrined in the Constitution and 
are guaranteed by the law. However, in practice the government uses means to control 
media and Internet content. 
 
There are cases of harassment of journalists, especially those investigating corruption 
or linked to the opposition. A 2001 law on national security prohibits the publication 
of contents threatening national security or advocating extremism. A possible broad 
interpretation of the law, together with the criminal liability for defamation, has led 
journalists to practice self-censorship. 
 
In November 2012 the OSCE Representative on Freedom of the Media expressed 
concern that legal proceedings initiated against several media outlets in Kazakhstan 
might undermine media pluralism in the country.6 The statement was made in 
connection with the Chief Prosecutor’s petition to courts demanding that they close 
several newspapers, television stations and websites on extremism charges. Among 
these media outlets are newspapers Vzglyad, Respublika, and Golos Respubliki; K+ 
TV station, and online news sites respublika-kz.info and stan.tv. 
 
Though the Internet in Kazakhstan offers a wide variety of views, the authorities are 
trying to gain control of the Internet content. The legislation on internet puts bloggers 
in the same penal category as journalists and holds hosts responsible for any content 
posted on their site. The argument of the fight against terrorism is frequently used by 
the authorities to justify temporary blocking of independent news sites. The December 
2011 events in Zhanaozen have also led to increased Internet censorship. 
 
Multiple channels of civic and political participation 
 
The government is required by law to provide citizens with information regarding 
policies and subjects that affects them. However in practice official websites are poor 
in content, with information not being delivered in a timely fashion. Parliamentary 
sessions are not systematically made public through live video and transcripts. 
 
The right to influence the political process is restrained. A large number of ministers 
maintain a personal blog, which allows citizens to express concerns and complaints. 
The extent to which these concerns are taken into account is limited. 
 
Freedom to form political parties and existence of organised opposition 
 
The law on political parties provides legal framework for the formation and 
functioning of the political parties. The law envisages that the discovery of invalid 
signatures cannot serve as basis for delaying or denying a party’s registration if 
sufficient valid signatures are provided. 600 members in each of the country’s regions 
and 40,000 signatures are required to set up a political party. Although the number of 
required signatures has been reduced, it is still very large, considering that they have 

                                                 
6 OSCE Representative on Freedom of the Media, Press Release, “Media reform in Kazakhstan must 
continue”, 1 November 2012. 
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to be collected in a vast country. In 2012 ten political parties were registered with the 
Ministry of Justice. 
 
In November 2012 prosecution has opened a court case against some opposition 
parties and media outlets, demanding their closure. It was officially stated that the 
demand was triggered by the opposition parties’ calls for regime change. Two parties 
– Alga and Khalyk Maidany – are on the list. One of the Alga’s leaders, Vladimir 
Kozlov, has already been imprisoned for his role in the protests of oil workers last 
December in Zhanaozen.  
 
The opposition movement in Kazakhstan remains fragmented and largely 
marginalised. The importance of building up strong opposition to further develop the 
country’s political institutions has been emphasised on a number of occasions. The 
latest was made in October 2012 when the European Parliament urged to link 
progress on the new EU-Kazakhstan Partnership and Cooperation Agreement (PCA) 
to the progress on the overall political reform in the country, including building up an 
independent civil society and opposition.7 
 
Rule of Law and Access to Justice 
 
Supremacy of the law 
 
The Constitution is the supreme law of the country, and it is accepted by all political 
forces. 
 
The right to a fair trial is envisaged in the legislature, although the strong position of 
the prosecutor and the lack of independence of the judiciary continue to undermine 
this right. All defendants enjoy a presumption of innocence and are protected from 
self-incrimination. However the right to a fair trial is threatened by the judicial 
system, which suffers from the poor explanation of rights to defendants, the denial of 
defence counsel motions, and frequent procedural violations. 
 
Independence of the judiciary 
 
The law provides for an independent judiciary.  
 
In practice, however, the independence of the judiciary is constrained by the influence 
of the executive, and corruption is evident throughout the judicial system. The 
judiciary’s inadequate level of independence undermines their ability to exercise an 
oversight of the executive. Training of local judges, prosecutors, and legal advisers 
with the view of promoting best international practice of due process is essential to 
improve the situation. 
 
Government and citizens equally subject to the law 
 
The Constitution guarantees the equality of all citizens before the law.  
 

                                                 
7 Kazakhstan must improve human rights record to get closer ties with the EU, Press Release, 22 
November 2012. 
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A key challenge in the justice sector emanates from the strong position of the 
prosecutor and the lack of independence of the judiciary. The authorities have 
prioritised the reform of criminal justice, including the amendments to the Criminal 
Code and the Criminal Procedures Code. 
 
Effective policies and institutions to prevent corruption 
 
Kazakhstan has made fighting corruption an important priority and ratified the UN 
Convention against Corruption. The country has also adopted an anti-corruption 
strategy for 2011-2015 and has tasked the country’s Agency for Fighting Economic 
and Corruption Crimes (Financial Police) to coordinate its implementation. Steps 
were undertaken to improve business regulations in order to reduce opportunities for 
corruption. Under the Extractive Industries Transparency Initiative (EITI), 
Kazakhstan completed its latest validation in August 2013 and has been declared EITI 
Compliant by the EITI Board on 17 October 2013. The next deadline for validation 
will be in three years, i.e. October 2016.  
 
Despite these measures, corruption remains widespread and pervasive. In 
Transparency International’s 2013 Corruption Perceptions Index, Kazakhstan ranks 
140th out of 177 countries.8 Kazakhstan slipped from 133rd (out of 176 countries) in 
2012. In practice only modest steps have been taken to prosecute officials who 
commit abuses, especially in high-profile corruption cases.  
 
A major problem affecting the success of the anti-corruption efforts is the lack of 
independence of the judiciary. Procedures for the selection and dismissal of judges, 
their remuneration, as well as disciplinary liability must be improved. 
 
To prevent corruption and ensure integrity in the private sector Kazakhstan needs to 
work on establishing proper systems of internal and external audit, financial control, 
good governance and transparency of national companies. 
 
Civil and Political Rights 
 
Freedom of speech, information, religion, conscience, movement, association, 
assembly, and private property 
 
A member of the UN and the OSCE, Kazakhstan has developed a strong legal basis 
for the protection of civil and political rights by ratifying the core UN Human Rights 
Conventions and the fundamental conventions of the ILO. 
 
However the implementation of these commitments is still poor. The criminalisation 
of defamation de facto continues to affect the freedom of speech. Although the law 
provides for freedom of association, the right to hold meetings and protests is 
carefully controlled. Threats to national security include unsanctioned public 
gatherings as well as strikes that upset social and political stability. The exercise of 
the right of assembly is complicated by the cumbersome notification procedures. 
 

                                                 
8 Transparency International – Corruption Perceptions Index (CPI), December 2013. 
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The Constitution provides for religious freedom. A restrictive law on religious 
activities and religious associations, adopted in October 2011, prohibits unregistered 
religious activity and required the approval of both the central and local government 
to open new places of worship. 
 
According to independent monitors, Kazakhstan’s human rights record could be 
improved in a number of areas. A review of the draft laws by international 
organisations with relevant expertise (such as the respective United Nations bodies in 
the areas of civil and political rights or the Venice Commission in the field of 
constitutional law) and closer involvement in the revision process of political parties 
and civil society could improve the quality of the legislation and practice of its 
implementation with the benefit of better protection of human rights in the fields of 
religious freedom, freedom of expression, freedom of assembly, and Internet-related 
regulation.  
 
The full implementation of the National Human Rights Action Plan could be a useful 
framework to continue the process of democratic reform in Kazakhstan. 
 
Political inclusiveness for women, ethnic and other minorities 
 
The law prohibits discrimination based on race, gender, disability, language, or social 
status. However, the law is not enforced systematically, sometimes due to the lack of 
government bodies assuming the responsibility. 
 
Women are represented in the country’s legislature; 13.6 per cent of parliamentary 
seats are held by women. Women make up more than half of the civil service but less 
than ten per cent of them hold high-level positions. There are no legal restrictions on 
the participation of women in politics. 
 
Ethnic minority candidates are generally under-represented on political party lists and 
in the country’s legislature. 
 
Freedom from harassment, intimidation and torture  
 
Kazakhstan is a signatory of the UN Convention against Torture. According to the 
UN Special Rapporteur on Torture, torture in Kazakhstan is not widespread, although 
a culture of impunity allows police and prison officials to use extreme methods to 
obtain confessions. Security forces have been also reported to use excessive force to 
break up large-scale protests. Complaints of torture and ill-treatment are not always 
properly investigated, despite government claims that it is successfully addressing 
these violations. 
 
Specialised human rights monitors called on the authorities to impartially investigate 
all allegations of torture and ill-treatment in connection with the Zhanaozen violence 
and hold the perpetrators accountable. They also urged the authorities to ensure 
Kazakhstan’s compliance with the recommendations of the UN Committee against 
Torture and the UN Special Rapporteur on Torture, and encouraged the participation 
of independent NGOs in consultations on the reform of the Criminal Code and the 
Criminal Procedures Code. 
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ANNEX 2 – ASSESSMENT OF TRANSITION CHALLENGES 
 

Sectors Market structure 
Market-supporting 

institutions 

Corporate sectors     
  Agribusiness Medium Medium 
  Manufacturing and Services Large Large 
  Real estate Medium Small 
  Private equity Large Medium 
  Telecommunications Medium Medium 
Energy     
  Natural resources Medium Large 
  Sustainable energy Large Large 
  Power  Medium Large 
Infrastructure     
  Water and wastewater Large Large 
  Urban transport Medium Large 
  Roads Medium Medium 
  Railways Medium Medium 
Financial institutions     
  Banking  Medium Medium 
  Insurance and financial services Medium Medium 
  MSME  Large Large 
  Capital markets Medium Medium 

 
INDUSTRY, COMMERCE AND AGRIBUSINESS 
 
Agribusiness 
Market structure: Medium 
Market institutions: Medium 
 
Key challenges: (i) close significant yield gap for grain production by supporting 
modernisation of technology, skills transfer and access to finance; (ii) improve 
transport and storage infrastructure in the primary agricultural sector. 
 
The agribusiness sector in Kazakhstan suffers from the underdevelopment of transport 
and storage infrastructure and low productivity. In particular, there is a lack of 
specialised wagons for cereal shipments, while assets for storage and processing are 
out-of-date. Due to the lack of adequate transport infrastructure connecting the south 
and north of the country, the fruit and vegetable production potential in the southern 
areas cannot be realised. ISO certification and quality standards for cereals have 
improved in recent years, while standards in the dairy and meat sectors remain low (as 
shown in the 2011 EBRD / FAO value chain studies). However, yields for major grain 
crops remain far below potential. Recent increased market interventions by the state-
owned grain purchasing entity FCC distorted domestic prices with negative effects on 
private sector traders. The recent customs union with Russia and Belarus is increasing 
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competition for a number of food products and at the same time has led to an increase 
in tariff protection of the agricultural sector. Modern retail is still in early stages of 
development in a number of regions, although a recent project by the Bank with the 
German Metro wholesaler should lead to improvements Kazakhstan performs well in 
terms of registering property but scores low in comparison to other central Asian 
countries for building a warehouse. Nevertheless, a functioning warehouse receipts 
system is in place. There is now also a new Land Code in place, which, in 
combination with the warehouse receipt programme, allows for the collateralisation of 
land. 
 
Manufacturing and Services 
Market structure: Large 
Market institutions: Large 
 
Key challenges: (i) reduction of the role of the state in the sector to create room for 
small and medium-sized companies to enter and develop; and (ii) development of a 
modern competition policy under the auspices of the Customs Union 
 
In recent years, the sector has experienced a major setback in market structure and 
institutions that underpin the functioning of the market as the state has stepped up its 
implementation of industrial policy through the National Welfare Fund Samruk-
Kazyna. To date, there is no evidence that state activism has improved productivity 
and business standards, and it has had minimum success in attracting foreign direct 
investment outside extractive industries. Notable joint ventures in the manufacturing 
sector to date include a new locomotives manufacturing plant with Alstom of France 
and Transmashholding of Russia and an automotive manufacturing plant with Sollers 
of Russia. Concerns remain regarding significant government interference in business 
decisions and the economic viability of new joint ventures is less than certain. The 
establishment of a Customs Union with Belarus and Russia has opened new market 
opportunities, but at the same time, increased the level of protection of the sector vis-
à-vis the rest of the world. There has been an improvement in reducing administrative 
barriers to doing business in recent years but significant challenges remain in 
establishing a competitive market environment. 
 
Real estate 
Market structure: Medium 
Market institutions: Small 
 
Key challenges: (i) increasing the penetration of modern construction techniques and 
technologies, including energy efficiency and sustainability; (ii) increasing the 
availability of modern commercial property and modern tourism infrastructure, 
especially in the regional areas; and (iii) improving access to land and further 
developing property-related bureaucracy. 
 
The long-term growth potential in the commercial property sector remains strong due 
to the lack of modern properties, especially in regional cities. In the tourism sector, 
the demand for international standard hotel rooms with high quality management and 
service levels, particularly for mid-range hotels, remains unfulfilled. The penetration 
of innovative construction technologies remains relatively low. Dealing with 
construction permits have been facilitated by implementing a one-stop shop process. 
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However, it still requires 32 procedures and is relatively costly (Kazakhstan is ranked 
147th out of 183 countries in terms of dealing with construction permits according to 
the World Bank Doing Business 2012). Access to land remains difficult (e.g. there are 
limitations on land acquisition and the land registry and cadastre are not linked). Gaps 
in terms of the development of modern secondary legislation supporting the 
sustainability of real estate (energy efficiency, impact on environment) are still large. 
Public awareness of the sustainability issues remains low. 
 
Telecommunication 
Market structure: Medium 
Market institutions: Medium 
 
Key challenges: (i) privatising the fixed line incumbent Kazakhtelecom; (ii) 
increasing competition in the fixed line segment; (iii) further developing the 
telecommunications infrastructure (broadband internet in the regions); (iv) ensuring 
the independence of the telecommunication regulator; and (v) further developing the 
regulatory framework (especially implementing and enforcing competitive 
safeguards). 
 
The Ministry of Transport and Communications is formally responsible both for 
policy and regulation in the telecommunications sector, though decision making and 
regulation is somewhat fragmented amongst other actors in the sector. Thus, the 
regulator is not independent. There are significant challenges in terms of aligning the 
regulatory framework with best practices (especially implementation and enforcing 
competitive safeguards such as number portability, local loop unbundling or 
completing tariff rebalancing).  
 
The government still holds a 51 per cent stake in the fixed line incumbent 
Kazakhtelecom which still dominates the fixed-line market (it controls about 80 per 
cent of the market). The main competition in the fixed line segment comes from other 
state controlled companies, Transtelecom and Kaztranscom. In the mobile segment, 
there is competition between the leading players K-Cell, KaR-Tel, Altel and Tele2. 
The Internet is one of the fastest growing segments of the telecoms market, with 
broadband penetration increasing significantly above other countries of Central Asia. 
Regional disparities in terms of broadband penetration however remain significant. 
 
ENERGY 
 
Natural Resources 
Market structure: Medium 
Market institutions: Large 
 
Key challenges: (i) increase private sector involvement and competition in the 
upstream and downstream oil and gas sector, and reduce the dominance via its 
subsidiaries of the state-owned company KazMunaiGaz; (ii) revert the work being 
currently done to modify the legal framework to impose a mandatory participation of 
the State in all new upstream and pipeline projects; (iii) increase the transparency of 
revenue flows from extractive industries and continue EITI implementation.  
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Kazakhstan has significant crude oil and gas reserves and extensive mineral resources 
(uranium, chromium, lead, zinc, manganese, copper, coal, iron, and gold). The 
growing hydrocarbon industry accounts for some 30 per cent of GDP and more than 
half of exports. KazMunaiGaz (KMG), the vertically-integrated state-owned oil and 
gas company, accounts for a large share of oil and gas production, controls more than 
half of Kazakhstan’s oil transport routes and all of its gas transport pipelines and owns 
almost two thirds of the country’s refining capacity. IOCs’ involvement is extensive 
upstream, but in partnership with the state using the PSA approach and the Excess 
Profit Tax (EPT) approach. The regulatory regime in the oil and gas sector remains 
challenging. Limited progress has been made in terms of tariff reform and tariff 
streams remain non-transparent. No PSA has been published. In the mining sector, 
Kazakhstan maintains export restrictions for copper and gold. However, Kazakhstan 
has reached EITI compliance in October 2013 and is publishing reports that disclose 
revenues from the extraction of its natural resources. Tax and other payments are 
disclosed by companies and compared with what the government has received. 
Currently, priorities for a post-validation work plan are being identified. The National 
Fund of the Republic of Kazakhstan is largely transparent and well defined, although 
transparency could be further strengthened in certain areas. For instance, audits of the 
fund are not published and drawdown rules and integration into state budget could be 
further improved.  

Sustainable Energy 
Market structure: Large 
Market institutions: Large 
 
Key challenges: (i) introduce cost reflective tariffs for end consumers; (ii) strengthen 
legal and institutional framework for supporting sustainable energy; and (iii) 
creation of an independent institution that is responsible for energy efficiency and 
renewable energy.  
 
The Law on Energy Saving was first adopted in 1997 and replaced with a new law in 
2012, but has produced limited results so far. Energy tariffs remain low, are still not 
costs reflective and do not include environmental costs. Therefore price signals do not 
provide incentives to use energy efficiently and to invest in RES projects. The 2009 
Law on the Use of Renewable Energy Sources established the legislative framework 
for RE development supporting feed-in tariffs for renewable generation. The Bank is 
currently involved in developing further changes to the RES legislation to incorporate 
best international practices and appropriate levels and mechanism for feed-in tariffs. 
Energy intensity remains very high. Kazakhstan has signed and ratified the Kyoto 
protocol. A domestic emission trading scheme is expected to start operating in 
January 2013 although the government has not yet decided how much of the country’s 
emissions will be included in the scheme. Remaining challenges include the creation 
of legal framework for EE, the development of project development capacity, and the 
implementation of RE legal and regulatory framework such that it attracts project 
developers. Further increases in energy tariffs to provide incentives for a more 
efficient energy use and RES development are also needed. There is still lack of 
awareness and capacity to develop mechanisms and promote investments into EE, as 
well as to prepare such projects. There is no dedicated independent institution that 
deals with EE and RE. It is currently dealt with by the Ministry of Industry and New 
Technology, which is responsible for power supply primarily. 
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Power 
Market structure: Medium 
Market institutions: Large  
 
Key challenges: (i) Create an effective function wholesale market for both energy and 
capacity that provides sufficient investment signals for new generation; (ii) ensure 
effective independent regulation; and (iii) remove cross-subsidies and introducing 
cost reflective tariffs for consumers.  
 
Generation is dominated by state-owned companies although some generation assets 
have already been privatised, as well as some distribution companies. The sector 
regulator regulates transmission, distribution and end-user tariffs, while wholesale 
tariffs are now subject to considerable de facto regulation. In 2008, a price-cap regime 
for different types of generators was introduced which combines a base rate with 
individual investment tariffs for generation plants which have committed to approved 
investment programs, but implementation of market incentives for efficient long term 
capacity development remains a challenge. In 2010-2011 the Government launched 
development of the capacity market structure under the Single Buyer Model that 
provides for the centralised purchase and regulated sale of capacity Overall, new 
generation capacity continues to be planned on a centralised basis rather than through 
market based mechanisms. Formalisation of price caps and long-term, non-tradable 
capacity rights increase the role of state and question the appropriateness of the 
county’s institutions and policies for the promotion of competition. Transmission and 
distribution losses are substantial as a result of deteriorating infrastructure. Non-
payment of electricity bills and an inadequate collection system are obstacles to 
further large-scale investment in Kazakhstan's distribution sector. The institutional 
capacity and independence of the regulator is weak.  

INFRASTRUCTURE 
 
Water and Wastewater 
Market structure: Large 
Market institutions: Large 
 
The transition challenges remain significant and are identified in the following areas: 
(i) improvements in regulation; (ii) development of contractual arrangements between 
the owner/policy maker and the company; (iii) further tariff increases and collection 
rates; (iv) corporate restructuring and further commercialisation; (iv) further 
increase in meter-based billing in smaller municipalities, and (v) increase in private 
sector participation and introduction of PPP structures.  
 
Most water and wastewater services are largely owned by municipalities and operated 
by municipal owned companies without transparent contractual arrangements between 
the companies and the owners. Economic regulation of tariffs is undertaken by an 
autonomous national regulator (Agency for Regulation of Natural Monopolies) and its 
regional branches, overseeing all utilities across the country. While regulatory 
legislation is relatively good, political interference and administrative bureaucracy in 
the regulatory process remain significant. Although tariffs can be set at cost recovery 
level legally, in practice they are mostly below cost recovery (with some exceptions) 
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and, as a result, most water/waste water companies are loss-making. Metering has 
gradually expanded, with around 80 per cent of the urban population equipped with 
meters in 2011. In terms of private sector participation, there are a few private 
companies involved in the sector. The government has an ambition to introduce the 
PPP concept widely but at this moment, water businesses do not seem to be attractive 
to private investors. 
 
Urban Transport 
Market structure: Medium 
Market institutions: Large 
 
The transition challenges remains significant and are identified in the following 
areas: (i) development of city-wide urban transport policy (i.e. integrated urban 
transport strategy); (ii) introduction of competitive bus route tendering; (iii) 
increased autonomy of publicly owned companies and development of contractual 
arrangements with the municipalities; (iv) improvements in quality of services and 
operational performances; (v) introduction of robust contractual arrangements 
through PSCs to allow for the financing of new urban rail systems and financing of 
bus operations; (vi) further private sector participation in service provision; and (vii) 
introduction of integrated e-ticketing systems and improvements in collection rates. 
 
In the urban transport sector, trams, and trolley-buses and in some cases standard-size 
public buses are mainly operated by municipal transport companies, which are owned 
by municipalities. The majority of companies are loss-making as tariffs are regulated 
by municipalities (political considerations are sigificant) and annual transfers are 
provided for public sector operators. There is significant private sector participation in 
bus and mini-bus services, which operate without subsidies. Transparent contractual 
arrangements between the companies and municipalities are limited. While tendering 
for bus services exist, the procedures and terms have not produced high-quality 
services and competition is spotty, with incumbents tending to have their contracts 
renewed as a matter of course. 
 
Roads 
Market structure: Medium 
Market institutions: Medium 
 
The transition challenges remain in the following areas: (i) creation of a road 
agency; (ii) restructuring of the incumbent maintenance company; (iii) meaningful 
introduction of competition in routine maintenance; (iv) further improvements in road 
sector financing; (v) the development of PPP projects in line with best international 
practice and (vi) related capacity building of the government authorities (e.g. well-
functioning PPP unit, further improvements in PPP legislation, etc.). 
 
Road construction and periodic maintenance of state roads are largely contracted out 
to the private sector. Foreign companies are increasingly involved especially in the 
construction of major road projects. Road user charges have increased significantly 
and cost recovery (excluding capital costs) was achieved. Nevertheless, a state-owned 
company still monopolises the routine maintenance market. Contracts with road 
authorities could be improved. The recent PPP projects which have been tendered 
have been cancelled due to some irregularities and further deficiencies in the PPP 
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legislation. This would further delay the introduction of PPPs in the road sector. In 
June 2013 a public company KazAvtoZhol was set up in the context of efforts to 
reform the road transportation sector. 
 
Railways 
Market structure: Medium 
Market institutions: Medium 
 
The transition challenges remain in the following areas: (i) completion of the 
institutional restructuring; (ii) secure open access and introduction of competition; 
(iii) development of rail related businesses (e.g. wagon leasing, container leasing, 
etc.) in commercial terms; (iv) establishment of the business oriented passenger 
services and full implementation of PSO contacts; and (v) establishment of the proper 
independent regulation. 
 
A Railway Law was enacted in 2001 and the Kazakhstan State Railways (KTZ) was 
incorporated as a joint stock company in 2002. But the core railway businesses remain 
in one company and unbundling has not progressed and institutional restructuring is 
still on-going (e.g. Freight Company is yet to be established). The comprehensive 
reform Action Plan was approved by the government and institutional reforms are 
planned to be implemented in the medium term with the view to reduce corruption 
and improve corporate governance. Certain initial steps have already been 
implemented. There is limited private sector participation (e.g. provision of wagons) 
from domestic operators, but there is significant presence of foreign (mainly Russian) 
operators. The price regulator (AREM) was established but is still not fully 
independent and regulatory framework is ineffective. Railway labour productivity is 
relatively high but it is still lower than at the beginning of transition. Railways make 
good profits and were able to issue international bonds. A significant energy 
efficiency plan was formulated and railways started implemented from 2011. 
 
FINANCIAL INSTITUTIONS 
 
Banking 
Market structure: Medium 
Market institutions: Medium  
 
Key challenges: (i) facilitating reduction of NPLs (either through workouts or 
secondary sales) at banks; facilitating changes in the regulatory and institutions 
structure that would be conducive for dealing with NPLs; (ii) strengthening the 
banking sector by expanding the range of partner banks with the aim of strengthening 
their equity capital base, resolving NPL issues, and improving corporate governance 
and business practices; (iii) developing and facilitating growth in new innovative 
products (e.g., Residential Energy Efficiency and Carbon Finance lines). 
 
Kazakhstan’s banking sector, while more developed than in other countries in the 
region, has significant problems related to NPLs and remains underdeveloped in such 
areas as legal, regulatory and supervisory frameworks, while capacity of the regulator 
remains weak. There are 38 banks in the market. The sector is relatively concentrated, 
with the top five banks accounting for around 65 per cent of the sector’s total assets. 
The deposit base is weak, with a deposit-to-GDP ratio of 47 per cent as of end-2011. 
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This ratio has decreased significantly since 2007, as the global financial crisis has had 
a very negative effect on the sector, requiring government bailouts of several banks. 
Private sector credit to GDP remained almost unchanged compared to the previous 
year, at around 32 per cent at the end of 2011. The main problem facing the sector is 
the continued high level of non-performing loans (NPLs), which in June 2012 
amounted to over 30 per cent of total loans. In late 2011, Parliament approved 
legislation to remove some of the tax disincentives for NPL write-offs and create a 
second Distressed Asset Fund effective from January 2012, but thus far the Fund has 
not yet become operational as a number of problems related to the valuation and 
restructuring of distressed assets remain to be resolved. The level of foreign currency 
lending has been reduced, in part owing to macroprudential regulation that favours 
local currency, and amounted to 31 per cent of total private sector credit at the end of 
2011. The third largest bank, BTA, defaulted in 2012 and is seeking a second debt 
restructuring. The corporate governance and internal practices of the banks including 
risk management, lending practices, etc., require improvement as well.  
 
Insurance and other financial services  
Market structure: Medium 
Market institutions: Medium 
 
Key challenges: Insurance sector: (i) broadening access to insurance, including 
widening a range of product available in the market; (ii) improving corporate 
governance and business conduct and strengthening skills base in the sector. Private 
pension sector: (i) improving corporate governance, business conduct and skills base 
in the sector; (ii) facilitating improvements in the legal and regulatory framework 
governing pension funds. Leasing sector: (i) broadening access to leasing, including 
increasing a range of products available in the market. 
 
The insurance sector remains relatively small, whereby the insurance premia to GDP 
ratio remains at 0.7 per cent (a reduction compared to the pre-crisis level of 1.2 per 
cent in 2007). Notably, a composition of the premiums has changed, with the share in 
life insurance increasing to 17% from less than 10%. 38 companies are active in the 
insurance sector, of which seven are in the life insurance segment. Foreign companies 
in the Kazakh insurance sector include Allianz, Chartis and Generali. Availability of 
life and non-life insurance products remains very low and the level of skills is limited. 
The legislative framework for insurance almost fully meets the IAIS standards, 
although the regulator is not perceived to be fully independent and its enforcement 
capacity is not strong enough. The pension fund assets to GDP ratio has increased to 
over 10%, which is high compared to neighbouring countries and second only to 
Croatia and Poland. Individual pension accounts previously held in 11 private pension 
funds are currently being centralized in a single pension fund managed by the 
National Bank of Kazakhstan. The scale of leasing operations remains limited at 
leasing penetration to GDP of 0.3%, although leasing legislation has seen some 
improvement over the last year. 
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Micro, Small and Medium-sized enterprises 
Market structure: Large 
Market institutions: Large 
 
Key Challenges: (i) expanding capacity building of financial institutions applicable to 
MSME financing and leasing; (ii) improving delivery of financing to MSMEs, 
especially in regions outside the capital city; and (iii) improving implementation of 
bankruptcy laws. 
 
Among major challenges faced by the sector are availability of finance, support to 
enterprises located outside of the main cities, and business environment. According to 
the national statistics, MSMEs accounted for about 30 per cent of GDP in 2011. 
Access to finance is an impediment to MSME development, as more than half of all 
MSME loan applications are being rejected by financial institutions. Bank lending to 
MSMEs accounted for an estimated 15 per cent of total domestic credit to the private 
sector in 2011. MSME financing and leasing facilities are emerging, but there remains 
a need for additional capacity building. Improvements are also needed in order to 
ensure a more efficient delivery of financing to MSMEs. A special focus should be 
given to enterprises located outside Almaty and Astana as most banks and their 
branch networks remain focused on catering to MSMEs in the two main cities. The 
implementation of bankruptcy laws remains an important challenge, but the law does 
authorise parties to agree on out of court enforcement. Credit information services are 
provided by a private credit bureau that covers about 37.6 per cent of adults. The 
financial crisis has increased aversion and disproportionately affected bank lending to 
MSMEs in the country. There have been improvements in the business environment 
over recent years as procedures to start up a business have been simplified and 
minimum capital requirements reduced and in particular investors’ protection has 
considerably increased. 
 
Private equity  
Market structure: Large  
Market institutions: Medium 
 
Key challenges: (i) broadening companies’ access to PE and VC financing; (ii) 
facilitating the launch of first-generation PE and VC funds; (iii) facilitating 
improvements in the governance standards, transparency and investment principles in 
the Fund sector; (iv) increasing interest in Kazakhstan (outside minerals) among 
reputable international Sponsors and LPs. 
 
The private equity sector in Kazakhstan remains underdeveloped. There are a couple 
of country dedicated fund managers, and five regional fund managers have been 
identified to include Kazakhstan in scope. Apart from IFIs and the Kazak 
Government, there are few institutional investors willing to enter this market. Active 
capital and capital available for investment are estimated at 0.2 and just under 0.3 per 
cent of GDP, respectively. The main focus is on growth, buyout, infrastructure and 
distressed strategies. Small cap, venture capital and mezzanine strategies are very 
limited or non-existed. Local private investor participation remains non-existent, with 
only very limited participation by institutional investors. There is reasonable 
conformity with OECD Principles of Corporate Governance. The growth of the sector 
remains constrained by such factors as difficult business conditions and lack of 
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transparency of target companies. Funds’ performance has so far been poor. Pipeline 
development is very slow and is hampered by integrity and transparency issues. 
 
Capital markets  
Market structure: Medium 
Market institutions: Medium 
 
Key challenges: (i) facilitating increase in liquidity in local capital markets; (ii) 
improving local capital markets infrastructure, including by considering stock and 
commodity exchanges’ alliances or mergers with other exchanges.  
 
The capital markets in Kazakhstan are relatively well developed. The public equity 
market capitalisation in 2011 stood at 25.7 per cent of GDP, compared to 45 in 2010. 
The number of listed companies increased by 3, with 63 companies listed on the 
Kazakhstan Stock Exchange as of end-2011. Factors such as an overall lack of 
transparency in the corporate segment constrain the development of equity capital 
markets. Many large Kazakh companies have chosen to list in London or New York. 
The primary government bond market is well developed, although the secondary 
market lacks liquidity. Money markets are at early stages of development, and 
liquidity in this market segment remains modest. Securities legislation in Kazakhstan 
remains weak. 
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ANNEX 3 – LEGAL TRANSITION 
 
1. Introduction 
 
The general legal environment for business is relatively advanced in Kazakhstan 
when compared to other countries in Central Asia. However, further upgrading is 
needed in order to comply with international best practices for commercial law. This 
annex provides analysis on a number of legal topics directly relevant to the EBRD 
strategy in Kazakhstan for the new period. It is based primarily on the results of 
assessments conducted by the Bank’s Legal Transition Programme.9 
 
2. Diversification and support for the non-resource sector 
 
The Bank’s plan to actively support diversification strategies will require, among 
other things, an improved business climate, with more efficient frameworks for 
secured transactions, insolvency and corporate governance. In addition, an upgrade of 
the regulatory framework for telecoms is desirable to attract investment to that sector. 
 
Secured transactions: The general rules on taking security are contained in the Civil 
Code of the Republic of Kazakhstan, Art 292 to 328. In addition, the Law on 
Registration of Pledge of Movable Property and the Decree on Mortgage of 
Immovable Property further develop taking and registering pledge over movable 
property and mortgage over immovable property. Limitations on using sophisticated 
methods of taking security over movable assets (e.g. by using general descriptions of 
pledged property) and absence of a centralised register (database) of pledges over 
movable property restrict the access to credit in Kazakhstan by limiting the legal 
certainty and business flexibility of transactions. This could adversely influence 
SMEs which usually have limited resources to offer as collateral and rely substantially 
on movable collateral.  
 
A modern, centralised, on-line register of pledges over movable property should be 
introduced to further support lending against movable collateral by increasing the 
legal certainty of secured transactions. 
 
Insolvency: The Bankruptcy Law contains a framework for both reorganisation and 
bankruptcy (liquidation). The EBRD’s 2009 insolvency sector assessment concluded 
that the Bankruptcy Law did not meet international standards of insolvency law and 
that the legislation was weak in a number of important areas, including 
commencement of insolvency proceedings, protection of assets of the debtor’s estate, 
creditor rights and reorganisation. The recent reforms to the Bankruptcy Law make 
significant improvements to the bankruptcy legislation. In particular, reforms have 
been introduced aimed at strengthening reorganisation proceedings and raising the 
professional standards of insolvency administrators. The focus now should be on 
effective implementation of the law. With the professionalization of insolvency 
administrators, further reforms to the Bankruptcy Law may be needed to provide 
insolvency administrators with the necessary powers to conduct investigations into the 

                                                 
9 See www.ebrd.com/law 
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recovery of assets of the debtor and to obtain the co-operation of third parties in the 
insolvency process.  
 
Corporate Governance: The principal legislation governing corporate governance in 
Kazakhstan is the Law on Joint Stock Company of 2003, as amended (the “JSC Law). 
The EBRD assessment highlighted the need to enhance the legal framework on 
director duties to include duties of care and loyalty. The law should avoid 
micromanaging the distribution of powers between boards and management and leave 
boards in charge of strategic issues with a stronger mandate to direct and supervise 
their companies. Disclosure to shareholders should be strengthened and the regulators 
should develop more effective monitoring system of such disclosure. There is no need 
for all JSCs to have independent directors and board committees, but there is much 
need to have board able to provide direction and oversight to their companies.  
 
The current Kazakh Corporate Governance Code (the “Code”)10 was developed in 
February 2005 by a working group led by the Financial Institutions Association in 
Kazakhstan, the Kazakhstan Stock Exchange and the Kazakh Supervisory Authority 
and was revised in 2007. The Code is voluntary and applies to Kazakhstan listed 
companies, which are recommended to incorporate the provisions of the Code in their 
own codes and bylaws. While the majority of companies formally incorporate the 
Code in their corporate documents, in practice the implementation of the Code’s 
principles remains weak.  
 
The Legal Transition Team is currently discussing with the Kazakh authorities (i.e., 
the Ministry of Economic Development and Trade of the Republic of Kazakhstan and 
the National Bank) and other key stakeholders, with the collaboration of the IFC, a 
possible technical cooperation project aimed at improving the corporate governance 
framework in the country. In particular, the project would aim to revise the JSC Law 
and the Corporate Governance Code so to align them to best international and 
international standards, also addressing the shortcomings mentioned above. 
 
Telecoms: The Law on Communications 2004 (amended in January 2012) is the 
primary legislation for the electronic communications sector in Kazakhstan. State 
control of the main market players and the use of multiple regulatory agencies which 
have characterised the sector until recently have not provided the most conducive 
environment for the emergence of an effective competitive market. However, the 
recent sale by the state of most shareholdings in mobile operations can be seen as a 
positive development. On the institutional side, it is understood that there are moves 
underway to centralise authority for regulation of the sector in the Ministry for 
Transport and Communications, though these reforms have yet to be finalised and 
fully implemented. 
 
The government is understood to be currently proposing significant reform to the 
legal and regulatory environment for the sector, to include full tariff rebalancing, cost 
based interconnection, more meaningful access to dominant operator infrastructure 
and mobile number portability. While concrete implementation plans for these 
initiatives have yet to become clear, where implemented, they should have a 

                                                 
10 The Kazakh code is available at: 
http://www.ebrd.com/downloads/legal/corporate/kazak_code.pdf  
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significantly positive impact on the emergence and sustainability of a meaningfully 
competitive market for the sector. 
 
The priority for the sector regulator is to create an effective wholesale market, placing 
the dominant operator’s existing and new infrastructure investment at the service of 
competing retail service providers. This avoids the need to invest in separate 
infrastructure where it is not economic. The resulting retail competition will stimulate 
the market, with better product innovation, choice, quality and price. In enforcing 
such an access regime the government should be mindful of the need to balance 
effective competition and the lower prices, wider choice and improved quality that 
such competition brings, with the significant cost of extending such infrastructure 
throughout a country as vast and relatively sparsely populated as Kazakhstan, and the 
corresponding need to cover costs, including a return on investment adequate enough 
to incentivise such investment.  
 
EBRD has made significant investments in the sector in the past and a potential new 
investment will see the Bank once again work with KazakhTelecom to extend the 
availability of high-capacity networks and advanced services throughout Kazakhstan. 
Alongside this investment the Bank also intends to continue its policy dialogue with 
the government, and technical cooperation support to the regulator through the EBRD 
Legal Transition Programme, aimed at advancing the adoption and implementation of 
a legal and regulatory framework for the sector reflective of international best 
practice. 
 
3. Balancing the roles of the state and the market 
 
The Bank’s strategy to enhance private sector participation in infrastructure is 
dependent on a solid regime of concessions and public-private partnerships. The 
government of Kazakhstan has been committed to the development of PPPs since the 
proclamation of the 2030 Strategy in 2007 and a number of follow up policy decisions 
promoting and supporting PPPs. In line with such a policy the authorities have 
undertaken a series of measures reforming the concession enabling legislation. In 
addition, a National PPP Unit was set up in 2008 under the Ministry of Economy to 
improve the PPP institutional framework.  
 
The Concession Law constitutes a fairly sound basis for the development of projects 
and overall it is seen as an adequate piece of legislation enabling the implementation 
of concession in infrastructure based on some good standards and a competitive 
selection.  
 
However, the law still falls short in meeting certain aspects of international standards 
of best practice. Among the main areas of concern that may present a significant 
obstacle to the bankability of projects are the limitations with the security package 
(collateral over the assets is still not allowed, although it may be possible to pledge 
shares in a concessionaire); the restricted assignability of concessionaire’s rights and 
the lack of clarity about the nature of a model/standard concession agreement in that 
whether it is mandatory or, hopefully, provided by way of guidance only; there are no 
provisions for lenders step-in right or for a direct agreement between the lenders and 
the grantor. 
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4. Promoting low-carbon growth and energy efficiency 
 
The country’s efforts towards creating well-functioning energy efficiency sector 
should be directed towards establishing a predictable and transparent regulatory 
framework, while ensuring its efficient implementation and institutional capacity. 
Similar approach should be extended to the renewable energy sector, with both 
sectors also focusing on development and implementation of potential projects. 
 
Energy Efficiency: The government of Kazakhstan is in the process of establishing an 
energy efficiency regulatory framework and should continue its work in this direction. 
Introduction of best practices into the regulatory framework and building up 
necessary implementing capacity shall be developed in parallel and in constant 
collaboration with each other in order to maintain consistent implementation, 
transparency and control mechanisms. As a next step, the government should consider 
development of sector-specific energy efficiency regulation, including with respect to 
residential and commercial buildings, transport and others. Finally, the country would 
benefit from a wide public campaign to raise awareness of the energy efficiency 
measures.  
 
Renewable Energy: While the legislative framework for renewable energy has 
considerably improved due to recent legal changes, increasing the institutional 
capacity may now be required to ensure that the government has the ability to develop 
and implement future amendments to the renewable energy framework. 
 
Within the context of creating a favourable environment for renewable energy 
investment, the government should undertake full liberalisation of the electricity 
market and establishment of a non-discriminatory capacity market for renewable 
energy producers (in line with the Memorandum of Understanding On Development 
of the Power Sector in the Republic of Kazakhstan signed between the Bank, MINT 
and the system operator/national transmission operator in May 2011). 
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ANNEX 4 – SMALL BUSINESS SUPPORT 
 
The Small Business Support Team (SBS) supports economic transition by achieving 
enterprise change in viable micro, small and medium enterprises (MSMEs) and 
contributing to the development of a sustainable infrastructure of MSME support and 
local business advisory services. This is achieved through two complementary 
instruments, the Enterprise Growth Programme (EGP) and Business Advisory 
Services (BAS). 
 
Previous SBS experience in Kazakhstan 
 
To date over €4 million of donor funding have been committed by EGP in 
Kazakhstan since inception in 1998. EGP has carried out 70 projects, 17 of which are 
still in progress. The largest donors of EGP projects have been Japan, the EU and the 
US. Other important donors include Austria, Belgium, Switzerland and the EBRD 
Shareholder Special Fund (SSF). In 2013 the Government of Kazakhstan signed an 
agreement providing €2.9 million over 3 years to fund the SBS program for 2013-
2015. 
 
BAS in Kazakhstan was established in 2001 with funding from Japan. Additional 
funding was provided by Switzerland and by the EBRD SSF. To date €9.2 million of 
donor funding has been matched by €4.3 million in enterprise client contributions. 
Over 950 projects with MSMEs, engaging 297 consultants (283 of them are local), 
have been implemented with improvement of market performance and management 
effectiveness being the most common types. The industry spread of enterprises 
assisted has been wide, with agribusiness and construction & engineering being the 
most common sectors. BAS has also carried out 122 market development activities 
including trainings for local consultants on consultancy skills and professional ethics, 
trainings for MSMEs on optimization of manufacturing processes, cost reduction and 
quality standards, as well as support to consolidation of the local consultancy 
industry. 
 
In 2012 SBS started implementation of the Central Asia Export Promotion 
Programme to support export-oriented small and medium enterprises (SMEs) in 
Central Asia. Funded by the EBRD SSF and the US SME Special Fund, the 
programme supports the development of exporters and local supply networks in 
Kazakhstan, Kyrgyz Republic and Tajikistan, helping enhance economic 
diversification and external trade. 
 
In terms of cross-cutting initiatives, SBS Kazakhstan has focused on female 
entrepreneurship and gender equality issues, with over 27 per cent of BAS projects 
undertaken with women-owned and women-managed enterprises. Another priority 
has been regional development with about 20 per cent of BAS projects undertaken 
with companies located in outside major cities and in rural areas. In addition, EGP has 
implemented a number of projects to improve energy efficiency. 
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MSME and Consulting sector in Kazakhstan 
 
The MSME sector  
According to the National Statistics Agency, MSMEs contributed around 31 per cent 
of GDP in 2011, with the number of MSMEs reaching over 650 thousand businesses 
including individual entrepreneurs and farmers. In 2011, over 32 per cent of 
employees worked in MSMEs. Almost 30 per cent of SMEs are located in the Almaty 
region as well as the largest number of individual entrepreneurs. SMEs are mainly 
working in such sectors as industrial production, construction and services, in 
particular, trade. The majority of individual entrepreneurs are operating in the services 
sector. 
 
Bank lending to MSMEs is estimated at around 15 per cent of total bank lending in 
2011 (well below MSME’s contribution to the GDP). Access to finance is an 
impediment to MSME development, as more than half of all MSME loan applications 
are being rejected by financial institutions. Moreover, the financial crisis has 
increased aversion and disproportionately affected bank lending to MSMEs in the 
country. MSME financing and leasing facilities are emerging, but there remains a 
need for additional capacity building. Improvements are also needed in order to 
ensure a more efficient delivery of financing to MSMEs. A special focus should be 
given to enterprises located outside Almaty and Astana as most banks and their 
branch networks remain focused on catering to MSMEs in the two main cities. The 
implementation of bankruptcy laws remains an important challenge, but the law does 
authorise parties to agree on out of court enforcement. Credit information services are 
provided by a private credit bureau that covers about 37.6 per cent of adults. 
 
The consultancy market 
The local consultancy sector serving MSMEs in Kazakhstan faces medium transition 
challenges. Although developed in the main cities, the market remains fragmented 
and immature in the regions. Market penetration of consulting services in Kazakhstan 
is low and awareness of business advisory services remains poor. The Management, 
Organisation and Innovation (MOI) survey reveals that 28 per cent of medium-sized 
enterprises in Kazakhstan are using consultancy services. This rate is slightly less than 
the average transition region and significantly lower compared to Western peers. 
However, Kazakhstan MSMEs are more likely to hire international rather than local 
consultants and find high prices to be a major issue. The remote location of regional 
markets has a major impact both on local MSMEs which do not have easy access to 
quality business advisory services, and on local consulting firms located far from the 
major business centres, which provide quality human resources and generate demand 
for more sophisticated consulting advice, thus restraining competition in this field. 
There are a number of initiatives to facilitate the development and growth of local 
consulting sector, promote international standards, and implement higher standards of 
professional ethics. The Kazakhstan Chamber of Management Consultants (KCMC) 
being among them. 
 
Infrastructure of SME support 
State policies to support private businesses are developed and implemented primarily 
by the Ministry of Economic Development and Trade of Kazakhstan and the Ministry 
of Industry and New Technologies. A number of programmes are implemented by 
public institutions targeted at private sector development including, but not limited to, 
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the Productivity 2020 Programme, Business Roadmap 2020, Employment 2020 
Programme and other, under the umbrella programme of Forced Industrial and 
Innovation Development (FIID). In 2010, the authorities adopted Business Road Map-
2020 which defines the main categories of state support made available to SMEs. A 
number of specialised organisations were established to support entrepreneurs in 
Kazakhstan. Among them is the state Entrepreneurship Development Fund ‘Damu’ 
created in 1997 with the objective of providing financial and non-financial support to 
SMEs. In 2012, as part of the Business Roadmap-2020, the Government of 
Kazakhstan has launched a network of Entrepreneurship Support Centres (ESCs) in 
the regional hubs, in addition to mobile ESCs that will cover remote areas on a 
rotational basis in, and business incubators in mono-cities aiming to stimulate 
entrepreneurship and provide basic business advice, with special focus on youth and 
rural entrepreneurship, and agribusiness. Pilot ESCs are operational in Almaty and 
Shymkent, and more will be opened in other regions of Kazakhstan in 2013. Under 
Productivity 2020 Programme, state support covers large industrial players aiming to 
increase their internal capacity, competitiveness and technology modernization. There 
are also a number of NGOs and profile associations supporting businesses.  
 
Continuation of SBS in Kazakhstan 
 
With Kazakhstan having grown into a middle income country, the number of donor 
programmes and the extent of assistance have significantly decreased. The country 
has emerged as a donor itself with the Government of Kazakhstan supporting BAS 
activities in the country as part of the Business Roadmap-2020, specifically under its 
fourth direction “Strengthening the entrepreneurial capacity”. Funding from the 
Government of Kazakhstan will enable BAS to expand its current portfolio of 
activities which will be implemented in close cooperation with national stakeholders, 
in particular with Damu. 
 
In this new phase, SBS will continue to support SMEs through direct enterprise 
assistance in order to contribute to the development of a competitive and sustainable 
private sector in Kazakhstan. SBS will focus on activities in priority sectors such as 
agribusiness, energy, textiles and manufacturing (including export-oriented 
enterprises). SBS will facilitate client access to finance through the EBRD and its 
partner financial institutions. SBS will also actively promote regional development 
and female entrepreneurship. 
 
EGP plans to further support the transfer of management skills. EGP will continue the 
implementation of the Central Asia Export Promotion programme focussing on 
export-oriented companies helping them to internationalise their products, enhance 
their exposure to international best practices. In addition, it will work with enterprises 
which have a potential for import substitution and to become major suppliers for the 
domestic market. The main impediments faced by Kazakhstan MSMEs, which will be 
addressed by the EGP assistance, relate to low quality of products and manufacturing, 
lack of transfer of technologies to reach international standards that could boost 
exports, poor management skills (operational, marketing, export, M&A) and lack of 
access to markets. EGP will continue delivering assistance responding to the above 
including identifying export potential and linking local MSME s to international 
buyers and distributors (under the export promotion programme) as well as focusing 
on energy efficiency and environmental issues.  
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BAS plans to further enable MSMEs to access advisory services by facilitating 
projects with local consultants and by partnering with the Government of Kazakhstan, 
particularly through the networks of ESCs and Damu in its Business Roadmap 2020 
programme. A flexible grant scheme will be applied through annual updates of the 
Grant Guideline Matrix to prioritise intervention and avoid duplication of efforts with 
international donors and governmental organisations. Higher grants will be allocated 
for smaller enterprises, for enterprises located outside of major cities, for more 
complex consultancy services and for projects involving services where market 
demand is less mature, including environmental management and energy efficiency.  
 
At the market level, SBS will promote best international practises in priority sectors 
through dissemination of successful showcases and trainings, creating a platform for 
dialogue amongst SMEs and public/private business development organisations. A 
number of business matching trips are planned, focusing on showcasing best 
environmental practices to Kazakhstan companies, and introducing local companies to 
international business networks and leading market players. SBS will promote the use 
of business advisory services to stimulate demand and enhance the professionalisation 
of the local consultancy sector in the regions. Capacity building activities for local 
consultants will focus on strengthening core competences, raising professional 
standards and developing specialised advisory services such as in the export 
promotion.  
 
As part of its partnership with the Government of Kazakhstan, BAS will work 
towards strengthening the capacity of the ESCs and Damu with a view to transferring 
its knowledge and best practices to develop a sustainable MSME support 
infrastructure. 
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ANNEX 5 – TECHNICAL COOPERATION 
 
 
TC COMMITMENTS BY DONOR THROUGH EBRD, 2010-2012 
 

Donor TC Commitments (€) 
Clean Technology Fund               652,800 
Czech Republic               874,397 
EBRD Shareholder Special Fund            5,673,278 
EBRD Water Fund               287,000 
Finland               492,965 
France               450,000 
Germany               285,000 
Israel               230,000 
Japan            4,398,776 
Korea            2,630,380 
Luxembourg               380,000 
Taipei China                 25,000 
United Kingdom                 74,950 
United States               509,000 
Grand Total 16,963,546
 
 
 
TC COMMITMENTS BY SECTOR THROUGH EBRD, 2010-2012 
 

Sector/Team TC Commitments (€)
SME Development* SBS    3,453,226 
  Enterprise Support        95,628 
E2C2 E2C2    3,065,200 
Financial Institutions Financial Institutions       792,550 
LTT LTT       401,583 
Infrastructure MEI    9,103,006 
Natural Resources Natural Resources        52,353 
Grand Total 16,963,546
 
Note: Commitment values based on year end or period end data for each year. 
 
* This sector category encompasses direct assistance to SMEs and indirect assistance through policy 
dialogue between the EBRD, the authorities and commercial/business associations (e.g. Investment 
Councils) 
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ANNEX 6  – SELECTED ECONOMIC INDICATORS 
 

2 0 0 7 2 0 0 8 2 0 0 9 2 0 10 2 0 11 2 0 12 2 0 13
Estimate Project ion

Output  and expenditure
GDP 8.9 3.2 1.2 7.3 7.5 5.0 4.9
     Private consumption 10.8 5.4 0.7 11.7 10.9 9.7 na
     Public consumption 14.0 2.6 1.0 2.7 11.3 10.5 na
     Gross fixed capital formation 17.3 1.0 -0.8 3.8 3.6 6.3 na
     Exports of goods and services 9.0 0.9 -11.6 1.9 3.5 8.3 na
     Imports of goods and services 25.8 -11.3 -16.0 0.9 6.9 25.3 na
Industrial gross output 5.0 2.1 2.7 9.6 3.5 0.5 na

Labo ur M arket 1

Gross average monthly earnings in economy (annual av 25.0 8.9 13.6 17.5 22.5 6.9 na
Real LCU wage growth 11.1 -5.6 6.0 9.5 13.6 1.5 na

Unemployment rate (end-year) 7.3 6.6 6.6 5.8 5.4 5.3 na

P rices 
Consumer prices (annual average) 10.8 17.2 7.4 7.1 8.4 5.2 6.2
Consumer prices (end-year) 18.8 9.5 6.2 7.8 7.8 7.4 6.0

F iscal Indicato rs 2

General government balance 4.7 1.2 -1.3 1.5 5.9 4.6 4.8
General government revenues 28.8 28.0 24.1 24.4 28.2 27.2 na
General government expenditure 23.7 26.8 25.5 22.9 22.3 22.6 na
General government debt 5.9 6.7 11.1 10.9 10.7 12.0 na

M o netary and f inancial secto rs
Broad money (M 2, end-year) 26.3 30.0 15.5 23.1 20.4 10.8 na
Credit to  the private sector (end-year) 54.7 2.8 2.5 -0.7 30.7 12.2 na

Non-performing loans ratio na 5.2 20.6 25.8 30.6 29.8 na

Interest  and exchange rates 3

Local currency deposit rate 6.4 5.8 3.4 3.9 3.9 4.5 na
Foreign currency deposit rate 5.1 3.6 3.5 3.5 3.6 3.0 na
Local currency lending rate 15.7 16.4 15.3 14.3 12.7 12.6 na
Foreign currency lending rate 13.1 13.3 11.0 9.5 7.0 8.9 na
Discount rate 11.0 10.5 7.0 7.0 7.5 5.5 na

Exchange rate (end-year) 120.8 120.6 148.7 147.4 147.9 150.4 na
Exchange rate (annual average) 122.6 120.3 147.5 147.4 146.6 149.1 na

External secto r

Current account -8.1 4.7 -3.6 1.2 7.4 4.6 4.0
Trade balance 6.7 20.0 9.0 14.2 22.3 17.6 na
     M erchandise exports 46.1 53.4 41.5 42.4 48.3 44.9 na
     M erchandise imports -31.7 -28.5 -27.4 -22.7 -22.5 -23.4 na
Foreign direct investment, net 7.6 9.7 10.1 2.6 5.0 6.5 6.1
Gross reserves, excluding go ld (end-year) 15.2 13.4 19.7 17.4 13.7 14.0 na
External debt stock 92.4 80.1 106.7 81.4 68.4 68.0 na
   Public external debt 1.5 1.2 3.1 3.3 2.8 2.7 na
   Private external debt 90.9 78.9 103.6 78.1 65.6 65.3 na

Gross reserves, excluding go ld (end-year) 3.8 5.5 5.7 5.8 4.9 5.1 na

M emo randum items
Population (end-year, million) 15.6 16.0 16.2 16.4 16.7 16.9 16.9
GDP (in billions of tenge) 12,850 16,211 15,604 21,400 26,847 30,037 32,182

GDP per capita (in US dollars) 6,733 8,432 6,528 8,833 10,981 11,911 12,761

Share of industry in GDP (in per cent) 28.3 32.2 21.6 32.9 31.6 30.5 na

Share of agriculture in GDP (in per cent) 5.6 5.2 6.6 4.6 5.2 4.2 na

FDI (In million o f US dollars), net 7,966 13,118 10,083 2,931 9,129 13,162 13,162

External debt - reserves (in US$ million) 80,993 89,937 92,023 93,000 100,018 108,771 na

External debt/exports of goods and services (in per cent 186.6 141.3 234.3 179.6 134.6 143.9 na
Broad money (M 2, end-year in per cent o f GDP) 27.7 28.5 34.2 30.7 29.5 29.2 na

and extra budgetary funds. It  also includes expenditure

under the foreign f inanced public investment programmes

and net ledning.

2  General government includes the state, munisipalit ies

(Denominations as indicated)

1   Figures do not include emigrant workers abroad. 3    Interest rate are weighted average rate overall maturit ies

(Tenges per US dollar)

(in per cent o f GDP)

(In months o f imports of goods and services)

(In per cent o f GDP)

(Percentage change)

(in per cent o f to tal loans)

(In per cent per annum, end-year)

(Percentage change in real terms)

(Percentage change)

(In per cent o f labour force)

(Percentage change)

 
 



 57

ANNEX 7 – GENDER EQUALITY 
 
Gender Inequality and Human Development 
 
According to the UNDP 2011 Human Development Index (HDI), Kazakhstan is 
among the countries with a high human development index. It is ranked 68th out of 
187 countries, which is about average for the Europe and Central Asia region. The 
HDI is comprised of three dimensions: health, education and decent standard of 
living. The country ranks slightly better in terms of the UNDP Gender Inequality 
Index (GII), at 56th globally. The GII is a composite measure, which captures the loss 
of achievement within a country due to gender inequality and uses three dimensions 
to do so: reproductive health, empowerment, and labour market participation.  
 
Labour force participation and gender pay gap 
 
Women’s labour market participation is lower compared to men’s in Kazakhstan. 
According to the World Bank, in 2010, the proportion of women aged 15 and older in 
the labour force was 66 per cent compared to 77 per cent for men in the same age 
category. However, it is of note that the female labour force participation rate in 
Kazakhstan is one of the highest in the EBRD region. The average for the EBRD 
region is about 50 per cent. According to the United Nations Economic Commission 
for Europe (UNECE), in 2010, the Gender Pay Gap in Kazakhstan was 8.5 per cent. 
This compares to an average of 25 per cent for EBRD region when the gross monthly 
earnings of women and men were taken into consideration.  
 
According to the United Nations Economic Commission for Europe, in 2010-2011, 
the proportion of women in tertiary education in Kazakhstan was higher as compared 
to that of men (58.4 per cent for women compared to 41.6 per cent for men. However, 
according to the Agency of Statistics of the Republic of Kazakhstan, in 2009-2010 
academic year, 72, 8 per cent of all university graduates in the field of healthcare and 
medicine were women while only 18,2 per cent of females were enrolled in courses 
such as computer engineering. The gender segregation in education contributes to 
occupational segregation in the labour market, as the table below shows.  
 
Kazakhstan: total employment by economic activity Male Female 
Mining  77% 23% 
Construction 76% 24% 
Transport and Communications 75% 25% 
Electricity, gas and water 69% 31% 
Manufacturing 63% 37% 
Public Administration  57% 43% 
Agriculture, hunting and forestry 52% 48% 
Real Estate, Rending and Business Activities 49% 51% 
Trade, cars and home activities  41% 59% 
Financial activities 30% 70% 
Hotels and Restaurants 30% 70% 
Education 27% 73% 
Public Health and social services 24% 76% 
Source: Women and Men in Kazakhstan, Agency of Statistics of the Republic of Kazakhstan, 2010 
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According to the 2012 World Bank/IFC Women, Business and the Law database, the 
mandatory minimum length of fully paid maternity leave in Kazakhstan is 126 days. 
The law does not provide for paternity leave. There exist laws mandating equal pay 
for equal work exist laws mandating as well as non-discrimination in hiring practices 
on the basis of gender. Women with a child under the age of three, and women and 
men bringing up a child under the age of three without a mother can by law request 
flexible or part-time work schedule.  
 
Entrepreneurship, access to finance 
 
There is no significant gender difference reported in access to formal financial 
services in Kazakhstan. According to the World Bank’s Global Financial Inclusion 
database, (surveying approximately 1, 000 people using randomly selected, nationally 
representative samples) in 2011, 44 per cent of women and 40 per cent of men aged 
15 or over owned an account at a formal financial institution.  
 
Indicator, % Female ECA* Year
Firms with female participation in ownership 34.4% 36.4% 2009
Firms with a female top management 24.7% 19.1% 2009 
Full-time workers that are female 15% 12.3% 2009
Source: BEEPS 2009 
*Eastern Europe and Central Asia 
 
According to the 2009 Business Environment and Enterprise Performance Survey 
(BEEPS), 34.4 per cent of 544 firms surveyed in Kazakhstan had women among the 
owners and 24.7 per cent of firms had women in top management. 
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ANNEX 8 - IMPLEMENTATION OF THE 2008 SUSTAINABLE ENERGY 
ACTION PLAN 
 
Five years after signing in 2008, the SEAP signed between the Government of 
Kazakhstan and the EBRD has remained a meaningful instrument that continues to be 
in line with the priorities of both the Government and the Bank. There is a strong 
correspondence between the actions that the SEAP outlined and those that have been 
carried out in the period.  
 
In the period 2009 to 2013, Bank investment in SEI projects and policy dialogue in 
Kazakhstan has increased considerably, in line with the identified priority areas. A 
total of EUR 605 million of SEI finance was signed by the Bank in Kazakhstan since 
2008, with an additional EUR 18 million of climate finance of concessional finance 
committed from the Clean Technology Fund (CTF) and EUR 11 million of technical 
co-operation assignments contracted, financed from various donor contributions in 
support of the SEI, including in particular Germany, Korea, the SSF and the CTF. 
Specifically, the Bank implemented the following projects: 

 Investments in renewable energy, power generation and networks, and 
municipal infrastructure.  

 Policy dialogue in support of renewable energy legislation, power sector 
regulation, and carbon market development 

 Enabling access to climate finance of up to USD 200 million from the Clean 
Technology Fund 

 
In power generation capacity and efficiency increases, the Bank invested in CAEPCO 
equity and provided a debt facility to AES, two important private sector power and 
heat producers; in improving distribution networks, the Bank lent to CAEPCO and the 
national transmission operator KEGOC; in renewable energy, the Bank financed the 
Shardara HPP renovation, and the Shymkent biogas and Aktau waste treatment 
renewable energy plants.  

In the municipal sector, Shymkent, Aktobe, and Aktau received loans for the 
improvement of their water networks, while Almaty received a loan for the reform of 
its bus sector. Utilising finance from the Clean Technology Fund, the Bank also 
established frameworks for support of municipal district heating and waste system 
modernisation, under which CAEPCO received a loan to modernise district heating in 
Petropavlovsk and Pavlodar, as did the city of Aktau, which also received a loan to 
modernise solid waste collection. 

The government received long-term support through policy dialogue from the Bank to 
develop new renewable energy and energy efficiency laws, and a new market design 
for wholesale electricity markets, in particular for the development of spot trading 
rules, and the introduction of a Carbon emissions trading system.   

Challenges 

Nevertheless, at 17 per cent on average over the last three years, the share of the SEI 
in Kazakhstan remains well below the average of the SEI for the whole Bank over the 
same period, indicating that there is considerable work to be done in the regulatory 
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and legislative field, and that the focus of investment has to be broadened to generate 
SEI business opportunities more sectors. Specifically, the Bank was not successful in 
promoting the following: 

 Energy efficiency investment in the industrial sector and banking sectors 
 Policy dialogue in energy efficiency, tariff reform, and developing institutional 

support for sustainable energy 
 
The work on policy dialogue was a considerable Bank investment in manpower and 
donor funds, which has led to the Kazakh Parliament passing a renewable energy law 
in June 2013, while the work on Carbon markets has led to Kazakhstan becoming the 
first middle-income country with an active Carbon emissions market covering the 
whole country. 
 
Outlook 

The Bank will continue to pursue investments in priority sectors in sustainable energy 
opportunities. It is currently preparing facilities to support small-/medium-sized 
renewables with support from the CTF, and with support from the GEF for 
technology transfer for resource efficiency, and further municipal projects in the 
district heating, water, transport, and solid waste management sectors. 

Following the signing of a the Memorandum of Understanding with the Ministry of 
Environmental Protection, the Bank plans to mobilize additional Technical 
Cooperation Funds to assist the Government of the Republic of Kazakhstan alignment 
of the environmental requirements in the power sector with international standards, 
and it will continue to work with the government on renewable energy, energy 
efficiency, and Carbon and energy market regulation and legislation. 

 


