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Foreword
Kazakhstan embarked on an OECD Multi-dimensional Country Review (MDCR) in December 2014. The review is implemented as part of the 2015-16 Country Programme signed between Kazakhstan and the OECD. This review aims primarily at supporting public action by the national authorities of Kazakhstan in sustaining inclusive growth and progress in the well-being of its citizens.
MDCRs are an OECD tool aimed at helping countries achieve their development goals and were launched as part of the OECD Strategy on Development, adopted in 2012. MDCRs identify and analyse major constraints to a country’s development and make practical policy recommendations. They reviews take a cross-sector rather than sectoral approach so as to consider the multi-dimensional nature of economic policies and challenges. The MDCRs are implemented in three distinct phases, giving rise to as many volumes. Volume 1 of a country review describes the economy and highlights the main obstacles to development. Volume 2 conducts in-depth analysis of a number of key constraints and makes policy recommendations. Volume 3 proposes concrete application of these recommendations.
This report is the second volume of the MDCR of Kazakhstan. This report focuses on four key issues: i) diversification; ii) financing development; iii) privatisation and the role of the state; and iv) environmental regulation. The focus issues respond to four of the key constraints identified in the diagnostic phase of the review. Volume I identified seven key constraints to development: i) natural-resource dependency; ii) the concentration of economic clout in the hands of the state and a small number of private actors; iii) the fragility and underdevelopment of the financial sector; iv) the insufficient effectiveness of environmental regulation; v) corruption; vi) limited implementation capacity for certain government functions; and vii) a skills system insufficient to equip the labour force adequately for a number of sectors. A number of concurrent OECD Reviews, co-ordinated through the Kazakhstan Country Programme provide further insights on other key policy areas, including public governance, competition law and practice, investment policy, innovation policy, and education policy.
This MDCR is designed to assist Kazakhstan in formulating development strategy and to support the policy reforms needed to achieve further sustainable and inclusive development. This report comes at a time where Kazakhstan faces stronger headwinds in external conditions for development than it has for over a decade. In response, Kazakhstan is accelerating structural reform processes to transit towards a more sustainable and resilient development model. While the recommendations are intended to support policy action by Kazakhstan’s national authorities, the findings are also relevant for academics, the private sector and civil society.
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Executive summary
Kazakhstan has embarked upon an ambitious reform agenda to realise its aspiration of becoming one of the top 30 global economies by 2050. As documented in Volume I of the Multi-dimensional Country Review (MDCR) of Kazakhstan, the country’s economy and society have undergone deep transformations since the country declared independence in 1991. Gross domestic product (GDP) increased 2.8-fold between 2000 and 2014 and living standards improved for most Kazakhstanis, with the proportion of the population living on income below the subsistence minimum falling from 32% to 2.5%.
The period of accelerating growth from 2000 to 2010 owed much to exploitation of Kazakhstan’s natural wealth. The oil and gas sector, generated 26% of GDP at its peak and still dominates exports, and generates about a third of public revenues. External conditions, and especially the rapid fall in oil prices, have had a significant impact on the country’s economy.
The next stage of economic transformation will be more challenging, with weaker external conditions and the need for productivity gains to make a larger contribution to growth. The government has laid out an ambitious programme to modernise how the Kazakhstani state operates and works with the private sector. The president’s “100 Concrete Steps” and associated programmes target the way the state operates, more than the scale or scope of its action. Efforts to expand the operating space of the private sector, ensure markets are contestable, reduce administrative burdens, and strengthen the rule of law can bring well-documented benefits to Kazakhstan. Continuing reforms to civil service and competition law can help address key constraints on development in Kazakhstan.
This report is the second volume of the MDCR of Kazakhstan. It analyses four key issues for the country’s development on the basis of the constraints identified in Volume I, and provides concrete recommendations to address those constraints.
Diversification and resilience
Kazakhstan’s economy grew increasingly concentrated during the 2000s, in terms both of exports and production. Diversification is an imperative for Kazakhstan’s future development, to reduce its exposure to external risk as well as furthering job and value creation domestically. It has been a major policy objective for Kazakhstan since the mid-1990s but the implementation of industrial policy only came into being in earnest in 2010. Between 2010 and 2014 the process of relative deindustrialisation stopped and new major non-natural resource export products were discovered.
To increase its efficiency and ability to adapt to a rapidly changing environment, industrial policy should seek sources of flexibility in its implementation. A number of programme measures should be moved from programme to policy settings, where they can be predictable over time for economic actors. Flexibility can also be found by implementing more indirect instruments. Experience in Kazakhstan has shown that the involvement of private sector banks in project selection can lead to more diverse sectoral allocation, enhancing opportunities for discovering new avenues to diversify. The functions of industrial policy should be expanded to include non-financial instruments that allow the economy to increase its anticipation and adaptation capacity. Finally, instruments and programmes should be rigorously evaluated and monitored for continuous improvement.
Success in diversification will also require continuous improvement in complementary inputs, especially a skills system that adequately prepares the workforce, a more developed logistics system that capitalises on the ongoing efforts to upgrade physical infrastructure, and innovation systems that link research and business more effectively.

Mobilising finance to transform the economy
Kazakhstan’s financial sector is unusually shallow, which limits firms’ investments and operations and impedes the economy’s diversification. Scarce funding constrains bank lending. This shallowness is partly attributable to transitory factors, including the economic cycle, the legacy of unsustainable use of international credit, and a period of an unsustainably high exchange rate. Structural factors, such as uncertainty over property rights and the judicial system, and perceptions that financial statements lack integrity, also impede financial deepening.
Schemes to support firms’ access to finance through interest rate subsidies and loan guarantees were effective during the financial crisis, but have limited benefits in the long term. Strengthening banks’ ability to access wholesale funding would generate sustained improvements in their ability to provide credit. In the short run improved access to international wholesale financing can address this, requiring that the state maintain a good sovereign rating. Joint ventures and equity sales to international banks can also improve banks’ access to international financing while strengthening their management. Other efforts to develop domestic savings need to continue, with priority given to improving the management and long-term investment strategies of the pension fund. In the longer term, the financial sector’s institutional environment must become stronger to provide investors with greater confidence in their ability to protect their investments and in the reliability of financial information.

Privatisation and the role of the state in the economy
State involvement in the economy in Kazakhstan stands out among comparable and OECD countries. State-owned enterprises (SOEs) are the dominant form of state control in the economy, although price controls are also widespread. SOEs in Kazakhstan are present in a wider range of sectors compared to OECD countries. Kazakhstan has embarked on a major privatisation programme with the aim of reducing the size of the state in the economy, with close to 800 entities up for privatisation including a set of large enterprises (the “Top 65”).
The privatisation programme should clearly state its objectives and be monitored on the basis of appropriate indicators. Offices responsible for privatising assets should be given adequate time and resources to prepare the assets, including due diligence, but also adjustments in the capital structure of the entity and the identification and costing of any public service obligations. The privatisation programme should be controlled ex-post by an independent body to ensure a maximum requirement of transparency and accountability, ultimately increasing credibility for investors.
The governance and management of SOEs in Kazakhstan departs in several ways from OECD best practice. The privatisation programme is an opportunity to bring ownership policy and practice more into line with OECD guidelines by developing an ownership policy defining the rationale for state ownership and the role of the state and its agents in corporate governance, centralising SOE ownership functions which are currently scattered, separating ownership and regulation functions, and developing a consistent system of reporting on state ownership.

Towards better environmental regulations
The expeditious reform of a basic environmental regulatory framework could unlock vast opportunities for green growth in Kazakhstan. Today, the country is one of the most energy-intensive economies in the world. Uncoordinated implementation of environmental requirements together with the high volume of complex environmental regulations based on unrealistic assumptions have resulted in a regulatory environment that is complicated, burdensome and costly to both the administration and industry. What is more, the evidence suggests that it does not lead to actual environmental improvement. Moreover, environmental liability in Kazakhstan remains focused on calculating and collecting monetary compensation rather than on preventing and correcting damage, reducing emissions over time and incentivising the use of best available techniques (BATs).
To improve the effectiveness of environmental quality regulation, environmental quality standards need to be revised in the light of international best practices and domestic capabilities to technically feasible and enforceable levels. The focus should shift from “end-of-pipe” solutions to integrated pollution prevention and control. Integrated environmental permits are one of the most effective ways in achieving better pollution control since the permit is linked to techniques associated with lower emissions. Furthermore, Kazakhstan should adopt the strict liability/polluter-pays model and abandon fault-based concepts for damages. Finally, Kazakhstan should be applauded for taking steps toward better use of market-based environmental policy instruments to reduce its carbon footprint, and should step up implementation efforts.




Chapter 1. Overview: Overcoming constraints to fulfilling Kazakhstan’s development vision

Kazakhstan has adopted an ambitious vision for the year 2050, aiming to become one of the top 30 global economies. For that to happen, the country’s impressive economic growth of the first decade of the 21st century will need to find new drivers that allow development to be more robust and resilient. This in turn requires a commitment to structural reforms that have the potential deeply to transform the Kazakhstani economy and society. This report is the second output of the Multi-dimensional Country Review (MDCR) of Kazakhstan. The goal of the MDCR of Kazakhstan is to support the country in achieving its development objectives by identifying the key constraints, providing practicable policy recommendations, and supporting the implementation of these recommendations. This second report analyses in depth four key issues for Kazakhstan’s mid-term development success: diversification, financial sector development, the role of the state in the economy, and the effectiveness of environmental regulation. This chapter examines the increasingly challenging external environment, revisits key conclusions of the first volume in its light, and presents the key findings and recommendations of this report.



Kazakhstan’s development objectives and performance since 2000

Kazakhstan is undergoing reform to realise its aspiration of becoming one of the top 30 global economies by 2050. It aims to have a competitive and diversified market economy that can respond and adapt to the changing global environment, and to provide a high standard of living for its citizens. Its goal is to be an open and integrated global player in the international community, as well as a prominent regional actor, seizing opportunities for export and trade with its neighbours. To benefit from strong sources of domestic growth driven by private enterprise, Kazakhstan will display an efficient financial sector, a favourable business environment, well-developed institutions, and an effective civil service that delivers high-quality public services. Kazakhstan as a major global economy will aim to deliver for citizens, and enable high levels of well-being with good quality jobs, an active social policy, and a vibrant and inclusive Kazakhstani culture.

The country has achieved remarkable progress since 2000 towards realising its long-term development ambitions. Gross domestic product (GDP) increased 2.8-fold between 2000 and 2014. Average monthly salaries rose from the equivalent of USD 101 to USD 565 in 2015, pensions quadrupled, while the proportion of the population living on incomes below the subsistence minimum fell from 31.8% to 2.5%. However, this rapid economic growth has only partly translated into improvements in other aspects of citizens’ well-being. To sustain economic progress, overcome recent difficulties, and drive improvements in well-being to realise its 2050 aspirations, Kazakhstan will need to address a number of challenges to ensure its economy becomes more productive and diverse, and is sufficiently flexible and resilient in the face of an ever-shifting external environment.

The next stage of economic transformation will be more challenging, with weaker external conditions and gains in productivity needing to contribute more to growth. External conditions in the second half of the 2010s are likely to be less supportive than they were between 2001 and 2014. Most relevant to Kazakhstan, commodity prices, and especially energy prices, are expected to remain at significantly lower levels than those achieved during that period, in view of the availability and falling marginal cost of new supply and slower growth in demand. External financing will also remain scarcer for markets such as Kazakhstan than was the case during the mid-2000s given ever stricter prudential requirements and the weakening in the country’s debt sustainability. Kazakhstan has been more affected than most countries by the decline in foreign direct investment (FDI) inflows. While debt levels have stabilised, and the country has taken some action to address its debt servicing needs, these remain at a relatively high level.

To raise productivity growth and improve resilience in the face of global shocks, Kazakhstan will need to transform the structure of its economy and diversify it away from resource extraction. The country will need to reduce the intervention of state in economic activity. It can achieve this through privatisation, improving the business environment by enhancing the contestability and transparency of markets, carefully implementing reforms to the labour market, and improving the attractiveness of Kazakhstan as a destination for foreign investment. Reforming the financial sector to improve access to finance for all private enterprises will be important to allow the private sector to realise new opportunities and to grow, and for it to invest to raise its efficiency and international competitiveness. The state can change its role from driving structural transformation through its investment programme to creating a supportive, transparent and stable operating environment for private actors to make these investments.

Continuing economic diversification and structural change require a changed approach to state support and regulation. Many programmes of state support are framed around target structures of economic activity or approaches to particular issues, rather than in terms of the underlying outcome that is desired. The prescriptive approach can restrict the flexibility in how economic agents behave, or can allocate resources to areas that do not offer the greatest returns or long-term opportunities. Better and more effective outcomes could be achieved by framing regulations and support towards generating an environment that allows independent actors to work towards achieving desired outcomes along the path of their choosing. An approach that better supports structural transformation and productivity growth is one that provides economic agents with an environment that is transparent and stable and with incentives to behave in ways that generate the outcomes that are desired. This approach also allows regulations and intervention programmes to be simplified. The benefits of this approach are evident across the topics addressed in this volume. Framing various targeted investment programmes and subsidy schemes more neutrally across the economy may support the emergence of unexpected areas of activity and competitiveness for the Kazakhstani economy. It would allow agents to find efficient mechanisms to manage their environmental impacts while limiting the regulatory burden for firms. And it would ensure that the state maintains a presence in the economy sufficient to meet its economic and social objectives.

Perceived weaknesses in the transparency of the business and investment climate can be addressed through an approach to state support and regulation that is less prescriptive and more focused on outcomes. Kazakhstan has recently undertaken many steps to improve the quality of the investment climate through, among other measures, administrative simplification, changes to the regulatory process, and efforts to reduce corruption. These efforts have earned Kazakhstan a substantial improvement in their World Bank Doing Business ranking with a rise of 16 places, up to 35th position. The business and investment climate continues, however, to be considered to lack transparency. The benefits of reforms to formal rules and processes over recent years are undermined by a widening disconnection between policy and practice, and actions by the state which some actors may perceive as being unexpected. Enduring growth and diversification require improvements in the business environment that allow operators to emerge and flourish in ways that targeted support programmes rarely achieve. Some of the state’s investment and financing programmes have led to further concentration of economic activity in natural resource extraction. In some cases these interventions have been necessary to ensure that investment projects go ahead and generate revenues for Kazakhstan entities. However, these interventions have also diverted scarce finance and other resources from entrepreneurs with business ideas that might generate significant returns but are in non-targeted sectors, notably domestic consumption services.

Accelerating structural reforms will help reinvigorate economic development

To achieve Kazakhstan’s development aspirations and the country’s continued development and economic transformation, the country needs to improve the investment and operating environment, the efficiency of public spending, and the provision of public goods and services. The government has laid out an ambitious programme to modernise how the Kazakhstan state operates and works with the private sector in the president’s “100 Concrete Steps” agenda. This agenda, and its associated programmes, can help the country generate its next stage of growth in the face of weaker economic conditions. Much of the programme can be implemented in spite of the reduced outlook for fiscal space, as it targets how the state operates, rather than the scale or scope of what it does. Further, the agenda includes actions that expand the operating space of the private sector, from efforts to ensure markets are contestable, that reduce the burden of obtaining permits or passing goods through customs, or that provide a greater role for private providers in areas such as health care. The programme includes efforts to strengthen the rule of law, which brings well-documented benefits for long-term growth while having limited fiscal cost.

Civil service reform is central to changing how the state works with the economy at large, to improving the quality of public spending and as part of a wider modernisation process. Reforms to professionalise and raise the integrity of the civil service have been ongoing since independence and are a major component of the “100 Concrete Steps” programme. Reforms to the management of public servants include the creation of a specialised civil service management agency housed in a relevant ministry. The reforms shift civil service recruitment and promotion to a career-based system, rather than allowing open recruitment even at senior levels from those outside the civil service. This is seen as leading to appointments for reasons related to factors other than the candidate’s merit. Those entering the civil service are subject to a more exhaustive selection process. Throughout, the reforms seek to strengthen professional ethics, through a new ethics code and “ethics commissioner”.

Well-executed civil service reforms can contribute to a higher quality of governance and a strengthening of the rule of law, addressing important obstacles to economic diversification. The civil service reform programme is intended to address well-recognised weaknesses involving corruption, and to strengthen integrity and the perception that the civil service is based on merit. Greater civil service integrity can improve the value for money in public procurement. (These issues are discussed in Volume 1, Chapter 5 [OECD 2016b]). Progressive reform efforts to improve the civil service’s regulatory framework, training and recruitment and its management structures are important. However, their effectiveness is dependent on organisational stability. Reform efforts are weakened if there is a perception that the reforms will be reversed or substituted a short time later. This appears to be a concern in Kazakhstan given the rapid efforts to modernise the nation since the 1990s. Effective civil service reform also requires substantive changes in behaviour and work cultures that go beyond formal regulations and organisational structures. This is a long-term process.

Making markets more readily contested by outside actors will be fundamental to diversifying the economy, increasing competitiveness and attracting investment. Although there have been large advances recently in the contestability of local markets and the effectiveness of anti-monopoly policies, Kazakhstan markets remain highly concentrated and the competition framework is in need of fundamental reform (OECD, 2016a). Current enforcement practice focuses on observed cases of parallel pricing rather than on practices with proven harm to competition. Kazakhstan has committed itself to eliminating price controls in 2017, as well as the State Register for Dominant Undertakings which has acted as a de facto system of price and profit controls for all undertakings defined as dominant. Further reforms should ensure that the remit of the competition authority, the Committee on Regulation of Natural Monopolies and Protection of Competition (KREMZK), is clearly defined and that it has effective detection and enforcement instruments which also provide for predictability and transparency for the business community. By completing these reforms Kazakhstan should strengthen the judicial system and the rule of law. Effective competition policy needs technically competent judges who have some specialisation in the topic area.

Productivity and competitiveness can be increased by allowing private actors to compete in sectors currently reserved for state actors. Kazakhstan’s World Trade Organization (WTO) membership and the changes in the state’s involvement in the economy through privatisation of state owned enterprises (SOEs) have the potential to improve the competitiveness of many sectors where the state is active, by ensuring competitive neutrality across bidders. This can support private-sector providers and improve value for money for the state.

Labour law reforms have reduced regulation, shifting power towards employers from employees and are likely to reduce labour costs, not without controversy. The revised labour code became effective on 1 January 2016, with probation periods extended, overtime allowances reduced, and dismissal of workers made easier. The reforms also make collective bargaining more difficult. These reforms have not been uncontroversial. External observers have raised concerns about the laws’ practical effects on the freedoms of association and assembly, while some domestic actors have sought greater consultation. The arguments for these reforms centre on their stimulation of employment by reducing the cost of labour and increasing flexibility for employers. In practice, during a period of economic slowdown, the reforms are likely to reduce employment costs and real incomes in those sectors where skills are relatively available, with less of an impact for employees with the scarcest skills. In the longer term, as workers face greater uncertainty over their incomes without having the safety net of a solid social security system, they are likely to cut spending and build a buffer of precautionary savings in case they lose their income.




The contribution of the MDCR to the realisation of Kazakhstan’s 2050 development aspirations

The MDCR is a timely contribution to planning the policies and actions for the next stage of Kazakhstan’s progress toward its 2050 development aspirations. This second phase of the three-phase MDCR provides detailed analysis of key constraints on Kazakhstan’s ongoing economic transformation, and recommends how they can be addressed. The analysis presented in this volume has been prepared as Kazakhstan navigates a turning point in the global commodity price cycle, and incorporates these changed conditions into its analysis and recommendations. The analysis is also timed to inform the government’s preparations of its 2025 strategy. It highlights the areas where policy interventions are likely to do most to unlock Kazakhstan’s development potential. It provides deeper analysis and makes recommendations to improve economic diversification, accessibility of finance, environmental regulation, and the role of the state in economic activity. It also seeks to identify factors that are common to these limitations and that need to be addressed to achieve sustained progress in development.

This report tackles four of the seven most significant obstacles to multidimensional development identified during the first phase of the MDCR and detailed in the first report (OECD, 2016b). Beyond the four issues addressed in this report, the first phase of the review also identified three further key issues: widespread corruption that hinders the business environment and undermines meritocracy; limited implementation capacity to fulfil certain government functions, leading to mediocre service delivery in certain sectors, including public service delivery; and the inadequacy of the skills system vis-à-vis the needs of the labour market. A number of parallel OECD reviews address these issues in depth. Their preliminary results are taken into account when available and pertinent.



Figure 1.1. The MDCR of Kazakhstan and constraints to development

[image: graphic]


The analysis and recommendations of the MDCR are based on OECD experience and standards. They draw extensively on analyses based both on trends that are global and on those that make specific reference to the group of benchmark countries that were presented in detail in Phase 1 of the MDCR. It applies various specialised tools developed by the OECD and other bodies to diagnose the impediments to development progress and to identify the most effective policy responses. For example, the Product Market Regulation tool presents an objective assessment of the scale and implications of the state’s control of the economy.

The recommendations presented in this report will be further refined and contextualised during the third and final phase of the MDCR. This process will draw on further consultation with local stakeholders, to support the specifics of the action plan and to ensure that it fully accounts for the context, in particular the features of the institutional landscape and priorities and resources of the various actors involved in reforms.




Recent external economic developments have created new challenges

External economic conditions have deteriorated significantly and are likely to remain weaker

Kazakhstan’s external economic environment shifted from a driver of economic transformation to a drag on growth, as prices of Kazakhstan’s exports and demand for them became unexpectedly weaker. The global economic environment turned sharply negative for Kazakhstan as the “100 Concrete Steps” were being prepared in early 2015. Growth of Kazakhstan’s major export destinations weakened and underperformed forecasts. Economic growth in China diminished and became less reliant on heavy investment and more on consumption of domestic services, while advanced economies’ recovery from the 2008-09 global financial crisis continued to be less strong than expected. Reflecting these developments, global growth underperformed projections, which major forecasters repeatedly revised downwards (Figure 1.2). As demand underperformed, overall production of many of Kazakhstan’s major commodity exports continued to grow, leading prices to fall sharply. For example, in the two years to March 2016, world prices of crude oil fell by two-thirds, copper by one-quarter and wheat by 35%.



Figure 1.2. Global growth disappointed in the mid-2010s

OECD World Real GDP Growth Forecasts

[image: graphic]Source: OECD World Economic Outlook (2012, 2013, 2014, 2015, 2016c) and authors’ calculations.

StatLink  http://dx.doi.org/10.1787/888933445263



External developments sharply slowed the Kazakhstan economy. Weakening external conditions reduced inflows of receipts from exports and tax payments, and also of investments in future...
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			Éditions e-pub de l’OCDE – version bêta

			
			Félicitations et merci d’avoir téléchargé l’un de nos tout nouveaux ePub en version bêta.


			
			Nous expérimentons ce nouveau format pour nos publications. En effet, même si l’ePub est formidable pour des livres composés de texte linéaire, le lecteur peut être confronté à  quelques dysfonctionnements  avec les publications comportant des tableaux et des graphiques  – tout dépend du type de support de lecture que vous utilisez.


			Afin de profiter d’une expérience de lecture optimale, nous vous recommandons :


			
						D’utiliser la dernière version du système d’exploitation de votre support de lecture.


						De lire en orientation portrait.


						De réduire la taille de caractères si les tableaux en grand format sont difficiles à lire.


			


			Comme ce format est encore en version bêta, nous aimerions recevoir vos impressions et remarques sur votre expérience de lecture, bonne ou autre,  pour que nous puissions l’améliorer à l’avenir. Dans votre message, merci de bien vouloir nous indiquer précisément quel appareil et quel système d’exploitation vous avez utilisé ainsi que le titre de la publication concernée. Vous pouvez adresser vos remarques à l’adresse suivante :
			sales@oecd.org


			Merci !
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