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HOUSEHOLD PERCEPTIONS OF LOCAL 558‘1“213% P

CONTENT POLICY IN KAZAKHSTAN .

KALYUZHNOVA YE., NYGAARD CH., OMAROV YE., SAPARBAYEV A. g‘;fgg;ff(

accumul;

Local Content is an industrial policy to incentivise or mandate a greater degree of local = 7~=""
procurement, employment and capital accumulation. Since the early 2000s LC has been a key element of direction
Kazakhstan’s development strategy. This paper is concerned with household perceptions of LC policies with ke;
and the degree to which these reflect and/or correspond to official policies aims and the picture of LC behaviot
policies portrayed by the Kazakhstani media. The paper explores regional and sectoral variation based househo!
on a survey of some 5500 residents and interprets these in light of key institutional features of Moreove
Kazakhstan’s political economy (structure of rent accumulation and circulation/access to resource rent). stated ot
While there appears to be broad consensus around general LC policy aims, but not whether the policy  change a

reflects Kazakhstan’s needs, respondents employed in the private sector and oil-rich regions appear to Th
have different perceptions of the policy’s actual impact. Kazakhs
Introduction outlets i
Over the past five years state influence in the economy and the appropriation of resource CRUTSIE
rent have increased in Kazakhstan (Kalyuzhnova 2008; Kalyuzhnova and Nygaard 2008). c}'1aracte
Worldwide an increasing number of energy producing countries are adopting local content rules v%abl'e S
(Ettenborough and Shyne 2003; Grossman and Gene, 1981). For Kazakhstan these trends are distribut
part of a broader phenomenon ~ economic nationalism: a government driven policy to extend i (
national control to a wider spectrum of the economy, where control may bridge private and
public ownership (Kalyuzhnova and Nygaard 2008). These trends follow almost a decade of ~Procure
high oil prices. Governments can maximise welfare from the hydrocarbon sector through two ~™MaBy, d
main routes. Firstly, fiscal instruments: government royalties or subsoil payments and taxation cOSuting
policies. Secondly, non-fiscal instruments, including local procurement, employment, social backw:ar[
investment and participation (LC). LC may develop organically, as was the case in the UK countrle.
(Kemp 1990), but where it does not government may substitute for the actions of private actors genera.l.l
by contractually or legislatively mandating LC policies to initiate capital accumulation that may %ndusu.u
provide a basis for diversification and reduced natural resource dependency. Political pressure mc.luq_m
from opposition groups, the wider population, the local business community and the objectiv
international community for a more equitable distribution of the resource rent may further under th
incentivise LC policies [1]. be prote
LC policies can be portrayed as ensuring that a larger share of the resource rent remains A
within the domestic economy and a policy aimed a redistribution of resource wealth from Investig
international oil and gas companies to local populations in the form of higher wages (through sch.emes
employment in better enumerated positions) and/or employment opportunities related to of inter:
forwards and backwards linkages (diversification). On the other hand, LC policies may also develop
increase the regulatory burden on oil and gas companies and the nodes of interaction with the Protect:
bureaucratic structures of economic coordination. In the latter case a larger share of the resource have fol
rent may also remain within the domestic economy, but, in many cases, no longer performs any market
redistributive role. Holland
For Kazakhstan these different outcomes represent, institutionally, important distinctions. Mmonops
In the former case, LC policies contribute to extensive constitution building. In the latter case LC Sleuway
policies contribute to narrow constitution building (elite) or maintaining of an incumbent clite’s  Context
control over economic rent and circulation. This distinction is of no small matter to the political Sn?ﬁlsc?yj

and economic stability of Kazakhstan. A long standing industrial dispute and recent riots in the
oil rich region of Mangistau are linked to enumeration and working conditions in the oil and gas
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output, world welfare and the source of country’s welfare. However, there is a very little gfoii Z;
examination of the residents’ attitudes towards or experience of LC policies. requirem
Since independence the Kazakhstani government has focused on the creation of a modern market economy . L
Since the late 1990s this effort has also involved increasing non-fiscal benefits from oil and gas development with T

LC an increasingly key policy delivery vehicle in this respect. The centrality of this policy platform was again ‘
demonstrated during the 2007-2009 financial crisis with the Kazakhstani government initiating a wholesale review regulati
of Kazakhstani Content in contracts — ensuring that mandated procurement was done within the country. Moreover, 2009 tt
Prime Minister Masimov ordered all contracts to be reassessed include provision of LC. in pub)

In Kazakhstan, LC has increasingly become a high profile development policy from the compar
midle 1990s. exclude

«The 1996 Law on Subsurface and Subsurface Use» (as amended), required applicants in making
tender proposals to set out their proposed obligations to engage a certain percentage of goods, 1
work and services of Kazakhstan origin meeting national and/or international standards, and 4
procured on a tender basis, in the total value of goods works and services required. [...] E
Definitions are given of ‘Kazakhstan manufacturer’, ‘Kazakhstan origin’ and ‘Kazakhstan 2
content’, but these are too general definitively to resolve the issue of what constitutes ‘local’  {imited
content.» (Ospanova, 2010:1) procurt

In 2001 the Kazakhstani Government altered the rules relating to work permits for hiring C
of expatriate workers. The quota was limited to 0.15% of the total employed population, but with  .nte g
the variation to the individual firms. The introduction of a work permit quota (which is only
uniformly applied to the skilled and the unskilled, and without regard to the education or percep
certification of workers) was disliked by foreign investors who stated that this change would be 1 - yec
detrimental to Kazakhstan’s business and investment climate (Authors interviews with the ‘
companies 2011-12, Astana and Almaty) However, the policy was nevertheless implemented
with government acceptance of any immediate detrimental effect, e.g. reduced government and .44«
corporate revenue due to the forced use of less productive (and/or qualified) workers. Moreover, potent
some firms were not able to deliver on contracts or complete projects in the given time frame ¢ inc
(Kalyuzhnova, 2008). : with e

In November 2002 the Kazakhstan Contract Agency was set up in accordance with the government resolution
‘On Measures to Increase State Support to Domestic Producers’. The main objective of this agency was to assist
international firms find Kazakhstani producers of goods and services. The establishment of this agency signalled the
widening of LC to goods and service procurement. &

The 2005 Law on Production Sharing Agreements (PSAs) specified that new PSAs must ]
include minimum 50 percent stake held by the national oil company KazMunaiGas (KMG) when increa
Conducting Offshore Petroleum Operations. In addition the Law introduced specific media
requirements addressing local purchase of goods and services applicable to offshore exploration 2011).
and production, i.e. tender conditions providing for Kazakhstan content during of offshore work. is dor

In early 2006 Kazakhstan's Association of Oil, Gas and Energy Complex (KazEnergy) was formed, one of the 201 1(]
aims of this association was import substitution and local content (http://www kazenergy.com). on the

In late 2007 President Nazarbayev signed off on the amended Subsoil Law, according to . ¢
which, the Kazakhstani state has a right to impose amendments retroactively, on contracts that '
have been signed in the past. The revised law also increased the role of the state oil and gas (Allis
company KazMunaiGas (KMG), granting to hold 51% of all new exploration and production jggueg
contracts. In addition, the law KMG obtained an exemption from standard tender requirements. g q
Finally, Kazakhstani government reserved for itself a pre-emptive right to buy strategic assets gover
based in Kazakhstan or even abroad. In 2010 legislation passed that mandates that new aifern,
concession agreements must deliver a minimum Kazakhstan Content in labour, goods, works and report
services. The implementation of this law was done through a number of LC regulations, such as  a4ia
setting of minimum local content targets in the award of major coniracts; creating a list of giq¢a
Kazakh supplies for materials (assuming that Kazakh producers have a proven capability in
supplying); and a minimum share of contract value to be awarded to Kazakh suppliers and sub- .oy

contractors within contracts won by international contractors. post-i

Throughout the 2000s LC in Kazakhstan have escalated — the introduction of advanced technology, as well as .
procurement of goods, services and employment are now clements in the definition of Kazakhstani content. For
example, in 2008 some 100 out of 900 subsoil contracts were withdrawn by the Ministry for Energy — mostly for
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Kazakh supplies for materials (assuming that Kazakh producers have a proven capability in -
supplying); and a minimum share of contract value to be awarded to Kazakh suppliers and sub- .qmm
contractors within contracts won by international contractors. post-ir

Throughout the 2000s LC in Kazakhstan have escalated — the introduction of advanced technology, as well as
procurement of goods, services and employment are now elements in the definition of Kazakhstani content. For
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attempted to shape people’s perceptions and experience of life in the Soviet Union (the obedient  ‘Kazak
citizen) through its news coverage. A typical feature of the Soviet mass media was the absence  were 0
of any critical coverage that could portray the authorities in the incorrect light (Mickiewicz — ‘Kazak
2000). and g
Following the collapse of the Soviet Union the government endorsed social movements develo
and a media that promoted Kazakhstan's version of perestroika. Kazakhstani journalists were  industi
making an effort to introduce a new culture of discussion and critical analysis, but the term ¢
Kazakhstani government did not particularly particularly engaged or inspired this process Innove
According to Bremmer and Welt pointed outnthe Kazakh government has had a much higher ]
priority than democratic reform, insuring that Kazakhstan actually remains Kazakhstan. To this  pragin
end, basic democratic rights- freedom of speech, freedom of the press, freedom of political ~ develc
activity, and free elections ~have been routinely abrogated» (Bremmer and Welt 1996:179). In  divers
general the emergence of an independent mass media in Kazakhstan (as in 2 number of other of the
Central Asian republics) has so far not been successful (Zhovtis 2009, Kenny and Gross 2008). termir
Kazakhstanskaya Pravda indust
For the purpose of this paper we ar¢ interested in the type of ‘priming’ that Kazakhstani
residents experience from state-owned media and then analyse how well such priming is summ
reflective in their opinions and views. releve
From 2001-2002 local content received attention by the Kazakhstani mass media good
(Nurpeisov 2001; Yeslyamova 2001; Zagoruiko 2003). However, until the 2011 events in is des
Zhanauzen the household perceptions of the local content does not appear to have been a andn
significant concern of the media (or the government). Prior to Zhanauzen media reporting
concentrated on the official side of the problem of LC development. The nature of the reporting
on the topic was mainly related to the statements of laws, decisions and measures by the

government on LC. Repu

Sometimes, it is possible to find the references to the process of developing supplier strati
capacity, and its impact on the development of the local supplier basis. (Razumov, 2007; sumn
Byutyrina, 2008, etc) Yet, there is no direct engagement with people. quest

This study examines prevailing characteristics of public attitudes to local content and the envir
understanding the role of the media in this content is crucially important. The level of public  respc
knowledge of LC, people's satisfaction with the governmental LC policy, public views and  distri
complaints about real situation with LC to the large extend is in the power of the mass media. Data
Our survey’s findings show that the level of public knowledge of LC is relatively high and  from
overall population do not complain about governmental LC policy although the level of Atyr
satisfaction is low (indirect questions who is benefiting from the LC policy). These results could  resp«
be attributed to the mass media which is explaining, publicising and documenting the
governmental LC policy. (rest

Why should Kazakhstani policy makers, and others, be interested in household selec
perceptions of LC policy beyond other, more objective, performance measures like share of LC  give
in employment, procurement, etc? Household views matter is - if the population is unthappy with  vari:
government and governmental policy it might create a social (political) unrest. In addition, the regi
Kazakhstani government is slowly developing an infrastructure of engagement between the  lost.
government, the general population, but the culture for encouraging and incorporating any  relat
feedback is still embryonic the -

Table 1 shows the evolution of description and emphasis in Kazakhstanskaya Pravda over
the period 2002-2011. While there is some evolution in the picture of LC throughout this period,
the emphasis is on technical reporting of the policy itself as well as statements of aims and The
objectives. There is little reporting of actual impacts on local conditions or households’  som
circumstances. On the basis of Kazakhstanskaya Pravda’s coverage residents should on the Son
whole have generic information about the policy, but little actual understanding of its impact, if  resy
any, on the daily lives of citizens. resy

Table 1 here
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/3s in Eastern Kazakhstan and the oil region Atyrau. There is relatively little variation in the  likely -
average age of respondents, though respondents in Mangistau are somewhat younger than the  policy
sample average. Most of the respondents are K azakhstani nationals, though the proportion is less  are dif
in Northern Kazakhstan and Kostanai. Most of the respondents are owner-occupiers (a smaller  econor
share in the main city Almaty). Apart from the two main cities — Almaty and Astana where  resour
proportions are almost twice the national average — around a quarter to a third of residents have  more
higher education. This is also reflected in average earnings of respondents, which is  develc
considerably higher in Almaty and Astana. However, the average earnings for respondents in  interps
the two oil regions are also considerably above the national sample average [2]. In the case of policy
Mangistau this is associated with a relatively high level of education amongst sample  minin;
respondents, though this is not the case for Atyrau where only a quarter of respondents have  interp
higher education. Employment is often argued to be an important outcome for residents. From  worki
Table 4.1 it is evident that employment in the two oil and gas regions is above the national  sector
average with 81.1 and 81.3 % of respondents in employment in Atyrau and Mangistau, or the
respectively. This is above both the main cities, but below industrial areas like Kyzylorda and  opera
Karaganda. The basic sample descriptives thus portray a picture where employment and  be un
earnings in the oil and gas regions is above the national sample average. However, it should be  might
noted that it does not necessarily follow that these are result of LC policies. Even in Soviet times  Respe
it was not uncommon that oil and gas industry workers were enumerated better than other  comp
industrial workers, but often under strenuous working conditions (Gustafson 1989). also 1

The household survey asked respondents a range of question regarding their perceptions  orgar
and opinions of LC and economic development policies as well as relationships between such  there
policies and environmental protection. This following section compares responses by region and  of th
age groups. The first comparison is based on the uneven distribution of oil and gas resources in  this «
Kazakhstan. From this follows that many of the aims of LC policies, such as employment  peed:
opportunities and economic diversification, will be unevenly distributed across Kazakhstan - ethni
financial and service related linkages are likely mostly to be located in the two main cities,  agres
whereas associated industrial activity is, perhaps, more likely to be situated in the respective  inve:
extractive regions. The second comparison is based on the above political dynamics concerning
young Kazakhstanis and the events ‘n other resource rich (African) economies across the Middle  and
Fast. Here the aim is to establish whether any systematic differences in perceptions of LC  prot
policies are apparent between younger respondents and older respondents. In this respect, many  impl
younger respondents will have been the beneficiaries of increasing international connections  exar
since 1991, but many of these will not have had much experience with the Soviet system and  wha
thus a very different basis for comparing the current state of Kazakhstan to that of older cohorts  exte
of respondents. dive

4.2. Analysis of household perceptions that

Given the problems associated with the Mangistau sample the following section excludes  com
Mangistau from the analysis. This leaves only one major oil and gas region — Atyrauy — in the  in t
sample — the differences in age and education level between the two oil regions should therefore  Res
kept in mind when reflecting upon the results. Given the high proportion of residents that gave  firn
no answer to different questions the share of missing/no entry responses is included in the  resy
analysis. This varies substantially from region to region. Table 4.2 shows the odds-ratio result  poli
from logistic regressions of individual characteristics, employment sector and regions on  resj
respondents’ likelihood of agreeing with specific aspects of official and media LC rhetoric.  oth
Specifically it addresses employment and procurement aspects of LC policies (local workers and  Ge
local inputs should be preferred by employers; foreign companies ought to contribute to the  pro
development of economic sectors non-core to their own activity; and, does LC reflect  Pax
Kazakhstani needs?).

Table 3 here

Table 3 shows that respondents in non-oil regions are generally less inclined to agree that  pul
local workers and inputs should be preferred or that foreign companies should be required to

20
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olicie
differences. An issue to consider is therefore potential rent redistribution implications from Eevertl
these findings. Resource rich countries can use resource rent to effectively buy-off opposition by (
ensuring that key constituencies are included in the circulation of rent. Such policies may thus I
perpetuate the existence of sub-optimal institutions (Kalyuzhnova and Nygaard 2008). The these i
extent to which respondents perceive LC policies to benefit particular groups and offering access challer
to resource rent therefore gives an indication of respondents view of the extent to which such accum
policies have a narrow or wide constituency building effect. Table Sshows the odds-ratios from and be

logistic regressions asking respondents about beneficiaries and purposes of LC policies. constit
Table 5 here natural
The final line in Table 5shows that the majority of respondents think that politicians are the “(

main beneficiaries of LC policies, approximately a % of respondents think local business are the differe
main beneficiaries and some 18 % think the Kazakhstani population is the main beneficiaries. than e
However, Kazakhstani respondents are less likely than other nationals to perceive politicians to region
be the main beneficiaries and more likely to perceive the general population as beneficiaries. protect
Similarly, older respondents are more (less) likely than younger respondents to perceive the educat
population (politicians) to benefit. There are few differences across sectors of employment, but positiv
some marked differences across the regions. Respondents in the urban centres are more (less) enablis
likely to perceive politicians (population) to be beneficiaries of LC policies. There is substantial as red-
variation across the remaining regions as well. Respondents employed by foreign owned and ge
companies are less likely to perceive local businesses to benefit from LC policies. more i
Column 5-8 examines respondents’ perceptions of aims and purposes of LC policies. From LC as
the final line in Table 5it is evident that the majority of respondents perceive control over natural )
resources to be a key aim of LC policies. However, two-thirds of respondents also perceive accum
improved welfare to be a key purpose. Thus, respondents while acknowledging the associated as an
control over natural resources also perceive this control also to be link to population welfare foreig
objectives and may thus reflect more extensive constituency building. The two final columns are benefi
concerned with rent-seeking. This question was asked directly (in the form of access to bribes) as )
well as using standard wording from international surveys (bureaucratic/personal enrichment). agree
On the direct question roughly a fifth of respondents perceived bribes to be a key aim of the partict
policy, though this proportion doubled using the alternative formulation. Again there are large benefi
regional differences. In line with perceptions of the policy reflecting Kazakhstan’s needs policy
respondents outside Atyrau are more likely to perceive the welfare objective as a key aim of the respec
policy. These respondents are then less likely to perceive bribes/personal enrichment to be an
aim. Respondents in the two main urban centres, on the other hand, are more likely than
respondents in Atyrau to perceive bribes/personal enrichment to be a key aim of the policy. L
Respondents employed in the private sector are less likely to see a control-welfare link and more STUS™
inclined to perceive rent-seeking as a key aim of the policy. Respondents employed in foreign mmmi
own firms are more likely to perceive the policy to be about control over natural resources. media’
Unlike in the earlier tables income is consistently a significant determinant of perceptions.
Given Kazakhstan’s economic growth, rising standards of living and development over the past
decade or so one might plausibly view respondents with higher incomes as key beneficiaries of
L, . - . o : ] g Europe
Kazakhstan’s economic policies (not specifically LC policies). Higher incomes are particularly B
relevant in the ‘mining industries’, ‘financial and insurance’, ‘professional, scientific and ineral
technical activities’ with monthly salaries close to twice the average — however, these sectors in B
2011 only employed some 2.5, 1.4 and 2.2 % of the labour force (StatKaz, n.d.). Those on higher Issue2,
wages might thus be perceived as belonging to a comparatively narrow group of beneficiaries. In Univeg
Table Shigher wages are associated with lower likelihood of perceiving politicians to be main D
beneficiaries and more likely to perceive the population and local businesses to be main jpvestn
beneficiaries of LC policies. Moreover, higher wages reduces the likelihood of perceiving the E
policy to be about both control over natural resource and welfare; there is also a strong negative Angola
effect of higher wages on the likelihood of perceiving access to bribes/personal enrichment to be AU,
a key aim of the policy. By contrast those with higher education are more likely to perceive LC
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Table 1 Evolution of LC terminology development in Kazakhstan

Year [Number of Hits Number of relevant hits | Content Description :
2002 4 3 Rarely mentioned, some references to low quality of the Kazakh production.
9 9 Reference to preservation of import substitution is emerging as an aspect of a term «Kazakh contenty; local content
2003 in oil and gas projects starting to be used routinely.
22 14
The Law about PSA in oil offshore operations contains a specific reference to increasing the share of Kazakh content
2004- in purchases; improvements in local content; local content in the process of exploration and production of oil.
2005 Kazakh content in subcontracts.
2006 38 24 The role of local content in diversification, final manufacturing production.
54 18 United list of all producers in Kazakhstan; evaluation of the Kazakh content in projects; share of the Kazakh content
2007 in projects
67 20
Escalation in terms of discourse: social responsibility of business as a part of LC; Reorientation of military industry
to civil production with the purpose of facilitating import substitution of oil and gas equipment and spare parts
transportation; L.C as a mean of improving competitiveness; Improvement of the national technologies. Kazakh
2008 knowledge, Kazakh monitoring - comparative advantage in the world.
190 113 LC is embedded within the Roadmap Towards a Diversified Economy, local financing
competitiveness, new technologies, additional emphasis on final Kazakhstani production; Local technologies
2009 (uranium) have a comparative advantage in the world
. = Continued reference to local technologies and competitiveness, assessment of quality of the domestic industries and
accommodating LC in long term strategies, improving local management style over time; Long-term contracts -
motivation to the domestic producers. Plans that Kazakhstan will become a supplier of the high quality of the
petrochemical products. Specific reference to the priority industries such as petrochemical and final oil and gas
2010- related production (industrialisation map). Emphasis is given often to clean environment while modemnising priority
011 industries.

Source: Kazakhstanskaya Pravda, 2002-2011.
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Table 4 —[...] is an important consequence of LC policy

Consequence of LC polices Protectionism Diversification Red-tape
Female 959 1.004 .858
Log Age .860 930 1.406%*
College 1.305%% 1.084 .888
Unfinished higher 1.437% 1.531% 1.409
Higher/Scientific degree 1.257%* 1.456%* 1.277*%%
LN (wage) 901 1.104 .825%%
Russian 1.001 1.078 1.015
Other nationality 1.050 907 994
Coop 1.127 1.004 1.023
Agriculture 899 718 1.282
Private 956 .836%* 1.258%%*
Foreign 1.587*%* 1.185 2.071%%*
Other sector of employment 719% 763 1.470%*
Akmolinskaya 1.068 2,143%%* 1.960%*
Aktyubinsk S5T74%% 980 .000
Almatinskaya 1.378 1.177 3.686%%*
Almaty 1.584%* 1.452 2.029%*%
Astana .894 1.611 2.380%*
Karaganda 1.359% 2.202%** 1.948%*
Kostanai 1.806%* 1.236 862
Kyzylorda 1.394 2.095%% 499%*
Pavlodar 2.464%%% 5.080%** 570%*
Severno KZ 1.280 1.103 1.115
Zhambyl 2.827%%* 3.667%% .000
VKO 1.961%%* 1.718% 1.486
Yushchno KZ 2.258%%* 3.593%%* 1.531%
Zapadno KZ 1.332 1.840%* 508%%
Constant 1.172 .043 278
Nagelkerk R 034 064 107

N 4851 4652 4797
Kazakhstan average response 27.1% 17.2% 15.5%

Note: see Table 3.
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