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Foreword

The International Trade Center (ITC) and the United Nations Economic Commission for Europe (UNECE)
are pleased to present the needs assessment study of regulatory and procedural barriers to trade in the
Republic of Kazakhstan. We would also like to express our appreciation to Kazakhstan's Centre for Trade
Policy Development under the Ministry of Economic Development, which cooperated with both ITC and
UNECE in preparing the study.

Trade can contribute directly to job creation and productive capacity development by stimulating invest-
ment and technology transfer. Some countries, including Kazakhstan, do not derive all of these possible
benefits owing to their distance from global markets and owing to complex regulatory and procedural
measures that inflate transaction costs and undermine competitiveness.

In Kazakhstan, such measures tend to create trade barriers of greater significance than tariffs. This study
analyses these barriers in depth. It also makes practical recommendations for the Government to con-
sider, in order to generate more inclusive and diversified economic growth.

ITC carried out a survey of non-tariff measures to ascertain which areas in the domestic business environ-
ment could be improved, and identify obstacles faced by companies in foreign markets. It also trained
national experts on the implementation of the survey. For its part, the UNECE carried out a survey of
regulatory and procedural barriers to trade using a detailed questionnaire that was attached to the ITC
survey. The UNECE also carried out face-to-face interviews with relevant State agencies, service providers
and trade support institutions using actor-oriented questionnaires based on its evaluation methodology.
The UNECE also trained national and regional experts on the use of the evaluation methodology.

This study is especially timely as Kazakhstan's recent advances in regional and multilateral integration
promise to create new opportunities for trade. Kazakhstan has been undertaking comprehensive reforms
to ensure the successful implementation of its Customs Union with Belarus and the Russian Federation
and to achieve complete adherence to the World Trade Organization-administered multilateral trading
system.

We hope that the recommendations proposed in this joint report will provide an impetus for further
improving the regulatory and procedural framework that governs export and import activities in the
Republic of Kazakhstan.

.-':f_ Lo
W o Vo \

Michael Mgller Arancha Gonzélez
Acting Executive Secretary Executive Director
United Nations Economic Commission for Europe International Trade Centre
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Preface by the Secretariat

The Executive Committee (EXCOM) of the UNECE recommended at its thirty-fourth session in February
2010 that the Committee on Trade carry out three trade needs assessment studies in selected UNECE
member countries and/or sub-regional groupings with economies in transition.

These studies focus on procedural and regulatory barriers to trade in goods, with an eye to on-going
development efforts in the areas of trade facilitation, technical regulations and standardization policies.
The findings of the studies will be used to: assist countries in their efforts to achieve greater regional and
global economic integration; inform donors as to where assistance might be required; and strengthen
policy discussions within the Committee on Trade and its subsidiary bodies on where additional work is
required.

This study summarizes the findings of the second UNECE trade-needs-assessment, which focuses on the
Republic of Kazakhstan. The study was conducted in 2011-2012 pursuant to a request by the Govern-
ment, and is based on a review of trade facilitation and quality assurance development efforts leading
up to the establishment of the Customs Union (CU) of Belarus, Kazakhstan and the Russian Federation
until 2012, as well as the results of in-depth face-to-face interviews with 57 stakeholders using the UNECE
evaluation methodology.

The stakeholders comprise 24 representatives from State agencies, enterprise support institutions, lo-
gistics service providers and transport operators, who were approached in 2011 by UNECE regional
consultants. The traders were approached in 2012 by a national consulting company, the Institute of
Social and Political Research - (ISPR) within the context of a joint UNECE - International Trade Centre
(ITC) assessment of non-tariff measures and technical regulations in the Republic of Kazakhstan. The
ISPR carried out face-to-face interviews with traders from priority non-resource based sectors iden-
tified by the Government using the joint ITC-UNECE questionnaire that combined the ITC Company
Survey with a special UNECE annex on trade facilitation. Budgetary constraints meant that the annex
on trade facilitation was addressed to 28 only traders. This study draws on the results emerging from
the interviews with these traders. The UNECE also conducted follow-up interviews with an additional
5 traders, who were approached by a regional consultant to gain clarity on specific issues and fill in
information gaps.

The UNECE trade needs assessment study also includes an in-depth examination of administrative and
regulatory procedures underpinning the export of priority food products identified by the Government,
using the UNECE Business Process Analysis Methodology. The analysis focused on four products (pasta,
flour, biscuits and candies), and the results are provided in Annex 1.

The needs assessment was implemented in close consultation with the Kazakh National Advisory Com-
mittee (NAC), which was established from the start of the assessment process to act as the UNECE and ITC
counterpart. The NAC brings together representatives from relevant ministries and private sector support
institutions under the leadership of the Kazakh Minister for Economic Integration.

This study was prepared by the Trade and Sustainable Land Management Division of the UNECE to serve
as a basis for consultations with key stakeholders. It takes into account the comments and recommen-
dations emerging from the 2012 session of the Committee on Trade, and from a national stakeholders
workshop, “Stakeholders Meeting on Evaluation of Existing Non-Tariff and Technical Regulations in the
Republic of Kazakhstan: Results and Suggestions’, which was organized on 14 March 2013 by the Centre
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for Trade Policy Development of the Ministry of Economy and Budget Planning in Astana to solicit feed-
back from national stakeholders and development partners. The study also takes into account comments
received during bilateral meetings and written comments received from the Government after the work-
shop.

The practical action-oriented recommendations from the assessment provide an important input to the
Republic of Kazakhstan's trade development efforts, and to the UNECE’s work with the CU of Belarus,
Kazakhstan and the Russian Federation.

<4p
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Partl

Regulatory and Procedural Barriers to Trade

in the Republic of Kazakhstan:

Results of UNECE’s Needs Assessment

Chapter One

Introduction

1.1 Country background

Stretching over 2.7 million square kilometres,
Kazakhstan is the ninth largest country in the
world, the second largest country in the Common-
wealth of Independent States (CIS) after the Rus-
sian Federation, and the largest economy in Cen-
tral Asia. It also has an impressive income growth
record since 2001. Its economy remains heavily re-
liant on raw materials for income generation, with
oil, ferrous and non-ferrous metals, grains, coal
and ores accounting for over 80 per cent of total
exports in recent years.'

This lack of economic diversification has meant
a high degree of vulnerability to fluctuations in
world commodity prices, with the government
intervening during periods of crisis to spur eco-
nomic activity. This was the case during the recent
economic crisis, which brought income growth, as
measured by gross domestic product (GDP), down
from 8.9 per cent in 2007 to 3.3 per cent in 2008.2
The economy only bounced back because of the
government’s stabilization policy, implemented
through the National Fund of the Republic of
Kazakhstan, which involves the transfer of up to
US$8 billion from the oil-related fiscal revenues to
the government on an annual basis. The demand

' A detailed discussion of Kazakhstan’s economic per-

formance and the contribution of the trade sector to
economic growth is provided in Part 2.

World Bank, World Development Indicators. For a detailed
discussion of Kazakhstan’s industrial base, see Part 2.

generated from these allocations increased real
GDP growth to an estimated 7.5 per cent in 2011,
and are expected to stimulate an annual growth
rate of 6 to 6.5 per cent over the period 2013-2017
(IMF, 2012).3

The lack of economic diversification has also
meant that any gains from income growth are dif-
ficult to sustain, and may even be undermined, by
Dutch Disease effects. Each boom in the prices of
primary products brings about a decrease in the
export competitiveness of non-resource based in-
dustries along with an increase in imports, thereby
causing the withdrawal of human and financial
capital from the non-resource industries and lock-
ing the economy in the erosive path dependence
on raw materials.

Bringing about much-needed economic diversifi-
cation has formed the focus of the government'’s
development efforts since the country’s inde-
pendence in the early nineties.* A salient feature

International Monetary Fund (2012) Republic of
Kazakhstan Article IV Consultations, Country Report
No. 12/164, June.

These efforts are guided by the comprehensive devel-
opment strategy, “Kazakhstan 2030: Prosperity, Secu-
rity and Ever Growing Welfare of All the Kazakhstanis”
of 1997. Intended to serve as a reference framework
for establishing a market-based economy, the strategy
stipulates pursuing export-led growth by promoting
industries with the best prospects in terms of export
competitiveness and contribution to job creation and
poverty eradication. Priority sectors identified in the
strategy include agriculture, forestry and wood-using
industries, light industry and food processing, tour-
ism, building construction, and infrastructure. The
implementation of the “Kazakhstan- 2030 is guided

<4p
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of these efforts has been an emphasis on trade-
led growth within the context of a market-based
economy, whereby access to global markets and
technology transfer could enable enterprises to
achieve economies of scope and scale following a
two-track strategy that combines multilateralism
with regionalism. The idea being that by capital-
izing on historic trade relations with neighbouring
countries, regionalism could support learning by
doing and serve as a stepping-stone toward phas-
ing out tariff and non-tariff barriers to trade.

Kazakhstan's emphasis on regionalism finds ex-
pression in its membership in the Eurasian Eco-
nomic Commission; the Central Asian Cooperation
Organization; the Economic Cooperation Organi-
zation; the Shanghai Cooperation Organization;
and, since 1994, the Commonwealth of Inde-
pendent States (CIS) Free Trade Area along with
Armenia, Azerbaijan, Belarus, Georgia, Kyrgyzstan,
Moldova, the Russian Federation, Tajikistan,
Turkmenistan, Ukraine, and Uzbekistan. Kazakh-
stan has obtained a most-favoured-nation status
from the European Union (EU) through the Part-
nership and Cooperation Agreement. Most recent-
ly, in 2010, Kazakhstan pooled efforts with Belarus
and the Russian Federation to establish a Customs
Union (CU). Created in 2010, the CU is structured
to go beyond the adoption of a common external
tariff to involve the reduction of non-tariff barriers,
with the aim of consolidating a Eurasian Economic
Union by 2015.

These regional trading arrangements are comple-
mented by voluntary compliance with the require-
ments of the World Trade Organization (WTO)-ad-
ministered multilateral trading system. At the time
of writing, Kazakhstan was finalizing its accession
package, having completed bilateral negotiations

by two Strategic Plans for the periods 2001-2010 (first
stage), and 2010-2019 (second stage), which provide
detailed practical measures for achieving the intended
objectives in priority areas. In 2010, the Government
launched the “State Programme for Accelerated Indus-
trial and Innovative Development” (SPAIID) for 2010-
2014, as an extension to the Government’s response
programme for the economic crisis. The SPAIID seeks
to accelerate industrial development through major in-
vestments in traditional resource-based export-orien-
tated industries, and new technology-intensive, high
value-added activities with strong exports potentials.

on market access for goods and services with 30
WTO member states, including Brazil, China, India
and the United States of America.

The challenge facing the Kazakh Government
is, therefore, how best to harness a positive in-
terface between regionalism and multilateral-
ism to attain the broadest possible benefits in
terms of sustained growth and poverty allevia-
tion. Kazakhstan, as all countries of the region,
also faces significant food security challenges,
given its heavy reliance on food imports. Ad-
dressing these challenges is complicated by
the landlocked status of Kazakhstan, its remote
location, and its comparatively high labour
costs relative to other Central Asian countries;
all of which act as a disincentive to investments
in non-resource based industries. At the same
time, the existing infrastructure remains inca-
pable of nurturing the economy’s structural
transformation. Large cities continue to offer
limited possibilities for industries, while small-
and medium-sized cities do not have enough
roads, electricity, gas, heat, water and so on.
The country also remains fragmented by a lack
of adequate transport infrastructure, with the
North, South, East, West and Central regions
functioning as autonomous economies. This
territorial fragmentation limits the size of do-
mestic markets, with the consequence of block-
ing industrial development.

To address these challenges the Government has
launched a number of plans for developing the
country’s infrastructure (see Chapter 3). It is also
spearheading the establishment of custom-free
areas throughout the country, with a view to im-
prove the economy’s competitiveness at the en-
terprise level. Located near production centres,
these areas comprise: free-trade zones, export-
processing zones, special economic zones (which
are multi-sectoral) and specialised industrial zones
(which are sector specific) equipped with modern
infrastructure facilities. With the exception of the
free-trade zones, intended to support re-export-
ing activities only, these areas are geared to sup-
port the development of enterprises engaged in
processing, exporting and re-exporting (in case

<4p
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of the export processing, special economic zones,
and specialised industrial zones) as well as those
selling to domestic markets (special economic
zones, and specialized industrial zones).>

The joint UNECE-ITC needs assessment seeks to
complement the Kazakh Government’s efforts by
addressing non-tariff barriers to trade in goods.
This study provides the results of UNECE's trade
needs assessment, which looks into behind and
at-the-border regulatory and procedural barriers
that inflate the traders’ transaction costs (both
time and finance-e wise) using the UNECE evalu-
ation methodology.

1.2 UNECE evaluation methodology

Consistent with the its mandate in the area of
trade, the UNECE evaluation methodology focuses
on: (i) trade facilitation measures; (ii) quality con-
trol systems embodied in standardization policies,
technical regulations, quality assurance, accredita-
tion and metrology (SQAM); and (iii) trade-related
infrastructure, including transport and logistical
support.® At the heart of the UNECE evaluation
methodology is a set of actor-oriented question-
naires targeting the main stakeholders involved
in international trade transactions. Below is a brief
discussion of the concepts and analytical frame-
work underpinning the methodology.

1.2.1  Concepts and terminologies

The concept of “trade facilitation” and the terms
covered under”“SQAM” are to be understood as fol-
lows:

o Trade facilitation refers to the extent to
which import/export procedures, infor-
mation and documentation requirements
are rationalised, harmonized, simplified,
streamlined and automated to reduce the
costs associated with international trade,
and increase overall efficiency and trans-
parency.

For further details of Kazakhstan’s customs-free areas,
see OECD (2010).

The UNECE evaluation methodology is available on-
line at: http://www.unece.org/tradewelcome/trade-
needs-assessment-studies.html

e Standardization policies refer to poli-

cies and regulations concerned with the
specific characteristics of products, such
as its size, shape, design, functions and
performance, or the way it is labelled or
packaged before it is placed in the mar-
ket. A Standard’ refers to a technical
specification approved by a recognised
national, regional or international stand-
ardization body and made available to
the public for repeated or continuous ap-
plication.

e Technical regulations® are to be under-

stood pursuant to the Agreement on Tech-
nical Barriers to Trade (TBT) as a “document
which lays down product characteristics
or their related processes and production
methods, including the applicable admin-
istrative provisions, with which compliance
is mandatory. It may also include or deal ex-
clusively with terminology, symbols, pack-
aging, marking or labelling requirements
as they apply to a product, process or pro-
duction method".

e Conformity assessment’® is to be under-

stood pursuant to the Agreement on TBT,
as involving procedures used, directly or in-
directly, to determine that relevant require-
ments in technical regulations or standards
are fulfilled.

The Kazakh definition of a standard is “a document
that established the rules, general principles and
characteristics for items that require multiple and
voluntary technical regulation (in line with Kazakh
law ‘On technical regulation’ N2 603-1l of 9 November
2004)".

In Kazakhstan, a technical regulation is defined (in the
law “On technical regulation” N2603- Il of 9 November
2004) as “a normative legal act that establishes the
necessary requirements for production and or their
life-cycle processes that are developed and imple-
mented in conformity with the Kazakh legislation on
technical regulation”.

In Kazakhstan the term “confirmation of conformity”
is used and is defined as a process, the result of which
is documentary certificate (conformity declaration or
conformity certificate) establishing the conformity of
an item with the requirements laid out in technical
regulations, standards or conditions of an agreement
(according to the Kazakh law “On technical regula-
tion”).

<4p
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e Related to conformity assessment is ac-
creditation’, which refers to independent
evaluation of testing and calibration labo-
ratories, management systems, inspection
bodies and so on, to confirm compliance
with internationally recognized standards
and requirements for risk reduction pur-
poses.

e Metrology, often referred to as “weights
and measures’, is the science of measure-
ment. It involves, among other process-
es, tool setting and product-verification
operations using diverse technologies.
Although metrology is perceived as part
of conformity assessment systems, it is it-
self an independent part of a regulatory
system. It is therefore important to treat
metrology from both perspectives. Me-
trology is to be distinguished from legal
metrology, which focuses on ensuring

% In Kazakhstan, accreditation is defined as “the process

of official recognition by an accreditation organ of the
competence of the claimant to confirm conformity of
items in a given area with the conditions set in techni-
cal regulations (according to the Kazakh law “On tech-
nical regulation”.

Figure 1.1
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the quality and credibility of measure-
ments used directly in regulation and in
areas of commerce. Legal metrology is
also concerned with ensuring due dili-
gence in the treatment of traceability
and preventing the misuse of the meas-
urements.

1.2.2  Analytical framework

The above-mentioned issues are approached us-
ing the UNECE Buy-Ship-Pay reference model on
trade facilitation. The model was chosen for its
broad conceptualization of international trade
transactions as proceeding along a single pro-
cess in a supply chain, rather than a series of frag-
mented activities spread across different actors.
The model groups international trade transactions
under three main operations, which correspond
to the business processes undertaken by traders
throughout the supply chain. As the title of the
model suggests, these operations involve process-
es associated with buying, shipping, and paying.
The term business process to be understood as a
chain of logically sequenced activities associated

UNECE international supply chain Buy-Ship-Pay reference model
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Figure 1.2 Product life cycle and regulatory system processes

Infrastructure, Competence, Management, Environment
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« Implementation
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« Planning and development

« Adoption of international
standards

« Publication and
dissemination

ACCREDITATION
« International standards
« International recognition

Market
placement
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« Certification, inspection,
testing, verification

« Metrology conventions

SURVEILLANCE
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Distribution

Information exchange

« Removing dangerous
products
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goods

Regulatory Dialogue

with moving goods and related information from
buyer to seller to ensure due provision of required
services:

e BUY - covering all commercial activities re-
lated to the ordering of goods;

e  SHIP - covering all of the activities involved
in the physical transfer of the goods, in-
cluding regulatory procedures related to
official controls;

e  PAY - covering all of the activities involved
in payment transactions

As shown in Figure 1.1, the model captures all
trade-related business processes, including the es-
tablishment of commercial contracts (commercial
procedures), the arrangement of inland and cross-
border transportation of goods (transport proce-
dures), the export and import formalities to meet
regulatory requirements (regulatory procedures),
and the payment for purchased goods (financial
procedures).

The emphasis is ensuring the overall improvement
of the end-to-end value chain. Thus the different
actors (including government agencies, interme-
diaries and traders) are examined in terms of their
contribution to increasing the efficiency, transpar-
ency and predictability of trade, as opposed to
their functional excellence." Similarly, trade docu-
ments and procedures are measured against UN-
ECE key principles on trade facilitation, including:
transparency, communications, consultations and
cooperation; simplification, practicability and ef-
ficiency; non-discrimination, consistency, predict-
ability and due process; harmonization, standardi-
zation and recognition; and modernization and
the use of new technology.”

" For a detailed discussion of this Model, see UNECE
Recommendation 18 (UNECE, 2001).

> UNECE (2006). Towards an Integrated Strategy for
UN/CEFACT, Geneva, Switzerland.
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The evaluation methodology also draws on the
product life cycle approach to capture capacity
shortfalls and weaknesses in SQAM systems. As
shown in Figure 1.2, this approach examines the
different regulations and institutions that make up
the SQAM system in terms of their contribution to
the product life cycle, starting from product de-
sign, to placing the product on the market and
ending with its eventual distribution. Constraints
to an improved SQAM regulatory system are con-
ceptualized as stemming from the quality of in-
frastructure (i.e. testing laboratories), levels of ex-
pertise and knowledge of officials (competence),
management methodologies, and the overall reg-
ulatory environment.

Yet a third reference framework underpinning the
UNECE evaluation methodology is the UNECE/
ESCAP Business Process Analysis (BPA) Model.”
The model uses the Unified Modelling Language
(which includes internationally recognized set of
standard graphical notations) for capturing the
day-to-day activities associated with the core buy,
ship, pay processes, with a view to:

e Establish the activities, documents, and
information flow in international trade pro-
cedures.

e Identify and prioritize problematic areas

that cause delays in moving goods from
seller to buyer.

e Enable responsiveness through im-
proved measures that address the iden-
tified problematic areas (e.g. simplifying
processes and data, and eliminating re-
dundancies).

The results of the BPA could serve as a basis for the:

e Analysis of data requirements and data
flow

o Development of standardized data
o Design of improved export processes

e Design of a prototype single window entry
form

3 The latest version of the joint UNECE/ESCAP Business
Process Analysis Model (2012) is available online at:
www.unescap.org/unnext/tools/business_process.asp

e Design of a prototype single window entry
system

e Decisions on infrastructure and logistics
services development

e Design of appropriate laws and market
support institutions

1.3 Scope of the needs assessment

The UNECE actor-oriented questionnaires were
addressed to 57 stakeholders during face-to-face
interviews, with a view to assess trade-related pro-
cedural and regulatory barriers in non-resource
based sectors. The sectors were selected in con-
sultation with NAC based on their contribution to
exports and income growth in general. Listed us-
ing the Standard International Trade Classification
(SITC) Revision 3 (top level), these sector include:

e Food and live animals

e Beverages and tobacco

e Animal and vegetable oils, fats and waxes
e Chemicals

e Manufactured goods classified chiefly by
material

e Machinery and transport equipment
e Miscellaneous manufactured articles

The stakeholders who participated in the survey-
ing process represent all the actors involved in
supply chain activities, including State officials,
transport operators, logistics service providers,
market support institutions and traders (both ex-
porters and importers). Transport operators, logis-
tics service providers and market support institu-
tions were selected based on the size and scope of
their operations.' The following were approached
by UNECE regional consultants during face-to-face
interviews, which were conducted in 2011.

Government agencies

e Ministry of Industry and New Technolo-
gies of Kazakhstan, namely: Committee for
Technical Regulations and Metrology (3),
Kazakhstan Institute of Standardization
and Certification (2), Kazakhstan Institute

'“ Only operators with extensive services and broad geo-

graphic coverage were interviewed.
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of Metrology (3) and the National Centre of
Accreditation (2)

e  Ministry of Agriculture Committee of State
inspection (2)

e  Ministry of Transport and Communications
(M

e  Ministry Environment Department of Per-
mits and Licences (1)

e  Ministry of Finance Customs Control Com-
mittee (1)

e National Security Service (1)

Transport operators and logistics service
companies:

e Kazak Union of Customs Brokers (1)
e Freight Forwarding Association (1)
e  Eurasian Union of Traders (1)
e  Customs brokers (1)
e Railway operator (1)

Market support institutions

e National Economic Chamber of Kazakhstan
“Atameken Union” (1)

e Border Management Assistance Programme
in Central Asia (BOMCA)"-Kazakhstan (1)

e CesnaBank(1)

While the surveying process saw the participa-
tion of representatives of key State agencies and
trade support institutions, budgetary limitations
meant that the Trade Facilitation questionnaire
was addressed to 28 traders only. The traders were
approached by the ISPR during face-to-face inter-
views that were conducted during the first half
of 2012 using the joint ITC-UNECE questionnaire,
which combined the ITC Company Survey' and a
special UNECE annex on trade facilitation. The an-
nex was addressed to 28 traders, who reported be-
ing particularly hampered by non-tariff measures
(NTMs) and technical regulations."”

This programme is funded by the European Union and
implemented by the United Nations Development Pro-
gramme (UNDP)

A detailed description of the ITC Company Survey is
provided in ITC study.

A detailed discussion of the ITC methodology is pro-
vided in the ITC study.

The preliminary results emerging from the UN-
ECE Trade Facilitation questionnaire pointed to a
number of gaps, particularly in relation to at the
border control measures. To address these gaps,
follow-up face-to-face interviews were conducted
with another 5 traders by the UNECE regional con-
sultant during the second half of 2012. The traders
were selected from those sectors that appeared
to be particularly affected by NTMs and technical
regulations.

In addition, and pursuant to a request by the
Kazakh government, UNECE carried out in-depth
examination of the business processes underpin-
ning the export of priority food products. The
analysis was carried out in 2011 using the Busi-
ness Process Analysis model, and focused on four
products, namely biscuits, pasta, flour and candy,
which were identified by the government. Two
companies were selected to serve as case studies
based on the value of their exports.

The limited number of traders who participated
in the assessment means that this study does not
provide an exhaustive analysis of non-tariff meas-
ures and technical regulations in Kazakhstan. The
findings should be interpreted as indicative of the
main regulatory and procedural barriers to trade
on good. By bringing these barriers to the fore, the
study is meant to foster a common understanding
among stakeholders of trade barriers stemming
from regulatory and procedural measures, such as:

e The quantitative (time/money) and quali-
tative impact of regulatory and procedural
barriers;

e Shortfalls in transport and logistical servic-
es, and any potential obstacles to the mod-
ernization/development of these services;

e Shortcomings in the country’s SQAM infra-
structure (internationally accredited test-
ing laboratories, conformity assessment,
certification and accreditation bodies, as
well as metrology institutions) and related
expertise, which create additional costs
and delays in export practices;

e Shortfalls in public-private sector consulta-
tive mechanisms;
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e Key policy issues with direct bearing on the
traders’ performance;

e Alternative options foraddressing the iden-
tified regulatory and procedural barriers

e Capacity-building needs of State agencies,
traders, transport sector, logistics service
providers.

1.4 Outline of the study
The study is divided into five chapters. The introduc-

tion in Chapter 1 is followed by an overview of the
traders’ profile in Chapter 2. Chapter 3 highlights

key procedural and regulatory barriers to trade,
while Chapter 4 looks into existing institutional bot-
tlenecks facing State agencies involved in the areas
of standardization and technical regulations. The
two chapters also identify priority needs, and pro-
pose practical, action-oriented recommendations
for the Government’s consideration. Chapter 5 pro-
vides concluding remarks. A thorough examination
of procedural and regulatory bottlenecks facing
Kazakh enterprises involved in the export of prior-
ity food products is provided in Annex1. The main
recommendations are provided in Annex Il.

<4p



Chapter Two

Traders’ Profile

As previously mentioned, the surveying process
involved face-to-face interviews with 33 traders.
Of these, 28 were approached by ISPR during the
first half of 2012 using the ITC-UNECE joint com-
pany survey questionnaire. The remaining traders
were approached by UNECE consultant during
follow-up interviews to gain further insights into
pertinent issues, which emerged from the results
of the UNECE Trade Facilitation questionnaire. This
chapter provides the profile of the 28 companies
approached by ISPR to set the context for the
detailed discussion of procedural and regulatory
barriers in chapters 3 and 4.

2.1 Location and production activities

The surveyed companies are concentrated in the
most populated cities; namely, Almaty (the most
populated city), Astana (the second most populat-
ed city) and Shymkent (the third most populated
city). As shown in Figure 2.1, Almaty accommo-
dates most of the enterprises, with a 35 per cent
share of surveyed enterprises, while Shymkent ac-
commodates 15 per cent and Astana 10 per cent.
The remaining companies are located in, among

Figure 2.1

others, the cities of Pavlador (north-eastern
part of Kazakhstan), Kostanai (northern part of
Kazakhstan) and Uralsk (north-western Kazakh-
stan).

Around 43 per cent of the surveyed companies are
engaged in production activities. The remaining
57 per cent are trading companies, engaged in ex-
port and import activities. As shown in Figure 2.2,
most of these companies (around 42 per cent) are
engaged in manufacturing activities, with the re-
mainder specialized in the production of food and
beverages (25 per cent), machinery and transport
equipment (17 per cent) and chemicals (16 per
cent).

Itis worth noting that 50 per cent of the producing
companies are located in export processing zones,
reflecting the success of this type of special eco-
nomic zones in stimulating investments in non-
resource based industries (Table 2.1).

2.2 Export-import mix and trade partners

All of the producing companies, which repre-
sent 43 per cent of the surveyed companies, are
involved in both export and import activities.

Breakdown of surveyed enterprises by location
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Figure 2.2.
(SITC Rev.3-Top Level)

Machinery and
transport
equipment
17%

Food and
beverages
25%

Breakdown of producing companies by activity

Manufacturing
41%

Chemicals /

17%

Another significant segment (39 per cent) are
trading companies involved in import activities
only. The remaining companies (18 per cent) are
trading companies involved in export activi-
ties only. Expectedly, the surveyed companies’
export bundle mirrors the sectoral specializa-
tion of the producing companies. As shown in

Figure 2.3 The surveyed companies'
(SITC Rev.3-top level)

8% O
|
|

24% -

16 %

Figure 2.3, the companies export 40 products,
with manufactured goods constituting the larg-
est category (measured in terms of the number
of products). Machinery and transport equip-
ment constitute the second largest export cat-
egory, followed by food and beverages along
with chemicals.

exports by industry

Manufatured goods

Chemicals

Food and beverages

Machinery and transport
equipement

Animal and vegetable oils,
fats and waxes

Crude materials, inedible
except fuels
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Table 2.1- Producing companies operating in export processing zones:

Location and products

Almaty 1
Astana 1
Pavlodar 2
Shymkent 1
SKO village Kyzylsay 1
Temirtau 1

Pharmaceutical

Wheat

Electrical equipment
Cotton cellous and cereals
copper alloys

rolled metal sheet

The largest segment of exports (around 22 per
cent) are destined for Uzbekistan (Figure 2.4).
The Russian Federation ranks second (14 per
cent), followed by Kyrgyzstan (10 per cent) and
Tajikistan (8 per cent).

The companies’ export pattern reflects not only
the geographical concentration of exports, but

Figure 2.4

also the limited importance of countries outside
the CIS region for surveyed companies. The geo-
graphical concentration of the companies’ exports
is further highlighted when examining their export
bundle by product and target market. As shown in
Table 2.2, barring soft wheat, rye, pumping sta-
tions and refined lead, the bulk of the exports are
destined to two or three countries.

The surveyed companies' target markets
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On the import side, the surveyed companies bring
into the country 33 products. As shown in fig-
ure 2.5, machinery and transport equipment con-
stitute the largest import category, with a 40 per
cent share (measured in terms of the number of

Figure 2.5
(SITC Rev.3-top level)

3%

The companies also have a narrow range of sourc-
es of supplies. As shown in figure 2.6, the bulk of
imports originate from outside the CIS region, with
Germany constituting the major supply source,
followed by China, the Russian Federation, Turkey,

imported products). The second largest category
comprises chemicals (with a 24 per cent share),
followed by miscellaneous manufactured articles
(18 per cent), food and beverages (15 per cent)
and manufactured goods (3 per cent).

The surveyed companies' imports by industry

B Manufactured goods

B Chemicals

[ Miscellaneous manufactured articles
B Machinery and transport equipment

I Food and beverages

Lithuania and the United States. Other sources of
supply include Israel, Poland, Ukraine, Republic of
Korea and the United Kingdom. Moreover, and as
shown in Table 2.3, over 50 per cent of the import-
ed products originate from one country only.

Figure 2.6 The surveyed companies supply sources
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2.3 Transport modes of choice

Kazakhstan’s landlocked status means that traders
have to rely on the transport facilities of neighbour-
ing countries to participate in international trade.
The most important transit countries for the sur-
veyed traders include: Turkmenistan as the gateway
to Iran and Afghanistan; the Russian Federation as a
gateway to Europe; and Uzbekistan as a gateway to
China, Tajikistan, Turkey and Turkmenistan.

As shown in Table 2.4, rail constitutes the transport
mode of choice for exporters, followed by trucks. Air-
freight services are only used for transporting light
cargo, which is expected given the relatively high
costs associated with this transport mode. None of
the exporters reported using the port facilities.'®

Railroads also appear as the importers’ transport
mode of preference, followed by trucks. As is the
case of the exporters, the importers use air freight
services on a limited basis and none of them re-
ported using maritime transport (see Table 2.5).
It is also worth noting that some of the surveyed
traders run their own fleets of trucks and self-op-
erated warehouses for managing the supply chain.

If there is one thing to draw from the surveyed
companies’ profile, it would be their limited ex-
port competitiveness. The companies’ exports are
concentrated in neighbouring countries, and most
of the companies export to one or two countries
only. Reversing this condition requires concerted
efforts to develop the enterprises’ technologi-
cal capability, including through equipping them
with the knowledge and skills required to identify,
appraise, utilise and develop technologies and
techniques relevant to upscale production activi-
ties.

'®  Kazakhstan has only one commercial seaport, the Ak-

tau International Sea Commercial Port, which is locat-
ed on the eastern shore of the Caspian Sea. The port
is mainly used for the transport of oil and is slated for
ambitious development plans, which include, among
others, building modern logistical centers as well as dry
cargo and grain terminals.

Table 2.4 - The surveyed exporters’
modes of transport by sector
(in per cent)

Transport mode

Road
(trucks)

Product description

Rubber chips 3 97
Soft wheat and wheat <1 99 <1
flour
Oil pumps, water pumps 100
and bolts.
Heat and sound insulation. 100
Sunflower oil, sunflower 95 5
seeds.
Soft drinks. 97 3
Glass fibre, paints, electric 70 30
motors and generators.
Medicine: Other
antibiotics in packages, 10 9
Group Teofelin, Prepparaty
general
Cotton husk 20 80
Sunflower seeds 100
Refined lead and copper

99 1
matte.
Barely and wheat 95 5

Rolled metal sheet
(Flat-rolled products of 100
iron or non-alloy steel)

Copper-bearing alloys

. 100
ingots

Sunflower oil and wheat 100
Flour Samples 100

This assessment suggests that efforts to develop
the trade sector should be further strengthened
by targeted initiatives to reduce regulatory and
procedural barriers. The focus should be on both
export and import activities, since imports play an
important role in facilitating technology transfer
and reducing overall production costs. Without
such initiatives, the industries will remain awk-
wardly placed to expand and diversify their trad-
ing partners.
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Table 2.5- The surveyed importers’ modes of transport by sector (in per cent)

Transport modes-imports

Airborne Rail Trucks Waterborne

Product description

Product description

Harvesting machinery 85 15
Industrial fatty acid 100

Mixtures of odoriferous substances and mixtures 99 1
Electric motors 70 30
Medicine 50 50
Unalloyed steel tubes 100

Cotton cellous 50 50
Mayonnaise 50 50
Fertilizers 1 99

Barely and wheat 95 5
Metal sheet 100
Palestic pipes 60 40
Paints 70 30
Kitchen sinks 8 92
Metric motors 40 30 30
Boilers 100
Dressing materials and platers 80 20

Air purifiers 100
Washing powder 60 30 10
Devices for geodelic monitoring 100

Boats 50 50
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Chapter Three

Trade Facilitation °

With its common borders with China to the east,
the Russian Federation to the north, the Caspian
Sea to the west, and Kyrgyzstan, Turkmenistan and
Uzbekistan to the south, Kazakhstan is strategi-
cally located on the transit route between Europe
and Asia. Indeed, all of the transport corridors con-
necting Central Asia to Europe pass through Ka-
zakhstan, including the:

e  Northern Corridor of the Trans-Asian Railway
(TAR), which links Western Europe to China,
Korean Peninsula and Japan through Russia °
and Kazakhstan via Dostyk — Petropavlovsk
section (covering 1,910 km), and Dostyk —
Aksu section (covering 2,188 km).

e Southern Corridor of TAR, which links
South-Eastern Europe with China and
Southeast Asia through Turkey, Iran, and
Kazakhstan via Dostyk - Sary-Agach rail-
road section (1,831 km).

e Central Asian corridor, which links Central
Asia via Russia with the EU countries (Sary-
Agach - Semiglavy Mar railroad section  Howev

North-South corridor, which links the
Northern Europe countries to the Persian
Gulf through Russia and Iran via Diny Nur-
peisovoi — Oazis section (806 km), lletsk —
Aktau section (1,389 km), Kirgilda - Aktau
section (1,313 km).

Transport Corridor Europe Caucasus Asia
(TRACECA), which links Europe and Asia
across the Black Sea, the countries of the
South Caucasus, the Caspian Sea and the
Central Asian countries via the Aktau -
Dostyk section (3,836 km).

Trade facilitation has been high on the
government’s agenda since the country’s
independence, as a critical element for
achieving regional and global integra-
tion. Kazakhstan participates in 13 of the
international conventions on infrastruc-
ture, transport, border crossing facilitation
maintained under UNECE (Table 3.1), and
the government has been deregulating
international transport services to attract
private operators.

er, the country’s remoteness from inter-

(2,134 km). national markets and land-locked status creates

Table 3.1 - Kazakhstan’s participation UNECE Transport Agreements and Conventions'®

e Agreement on Important International Combined Transport Lines and

Infrastructure e Agreement on Main International Traffic Arteries of 1975
Related Installations of 1991
Road traffic and road safety e Road Traffic of 1968
e Road Signs & Signals of 1968
Vehicles e Vehicles Regulations of 1958

Other Legal Instruments
Related to Road Transport

Border crossing facilitation TIR Convention of 1975

Dangerous goods and special cargo

Perishable Foodstuffs o

Work of Crews International Road Transport of 1970
Contract for the International Carriage of Goods by Road of 1956

Customs Container Convention of 1972
Harmonization of Frontier Controls of Goods of 1982
Dangerous Goods by Road of 1957

f 1970

' The conventions listed in the table have been ratified by Kazakhstan.
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additional costs, which are difficult to reduce.
According to the 2012 World Bank Doing Business
Survey, Kazakhstan ranks 176th in the world (out
of 183 countries) when it comes to trading across
borders. Yet, this low ranking is also the result of
heavy trade-related procedural and documentary
requirements. The World Bank Business Survey
shows that it takes up to 76 days to export goods
from Kazakhstan at an average cost of USD 3,310
per container. Importing goods into the country
is also a costly undertaking, which can take up to
62 days at a total cost of $3,290 per container. This
compares to an average of 11 days and USD 1,085
per container in the Organization for Economic
Cooperation and Development region.

Based on the results emerging from the joint UN-
ECE business process analysis and the face-to-face
interviews with traders state agencies, transport
operators and logistics service providers, this chap-
ter highlights key bottlenecks to trade facilitation in
Kazakhstan and proposes action-oriented recom-
mendations for the Government's consideration.
These bottlenecks stem from the country’s over-
land transport infrastructure (section 3.1), the lo-
gistics sector (section 3.2), customs clearance and
documentary requirements (section 3.3), border
control (section 3.4) and the existing arrange-
ments underpinning the CU between Belarus,
Kazakhstan, and the Russian Federation (section 3.5).

The analysis brings forward both the potential
complexity of the clearance process and its doc-
umentation. It also demonstrates that customs
clearance is not the only factor undermining trade
facilitation. The transport of goods, handling, de-
livery, and processing of payments for releasing
goods are also challenging.

3.1 Customs clearance and documentary
requirements

The Kazakh customs regime has been the subject
of comprehensive reforms aimed at the consoli-
dation of a modern system that provides traders
with transparent, predictable, and speedy clear-
ance of goods. All the laws that form the basis of
Customs regulations have been amended, includ-
ing: the Customs Code of the Republic of Kazakh-

stan (2010), and the 1998 Law of the Republic of
Kazakhstan on Measures for Protection of Domes-
tic Market from Imports of Goods.

The government has also introduced amendments
to a number of laws in 2009 and 2010, as part of a
broader effort to comply with the requirements of
the CU. These amendments have resulted in:

e Cancelling the requirement for examining
the origin of goods completely manufac-
tured in Kazakhstan;*®

e Limiting the period for issuing a phytosani-
tary certificate to 5 working days;?' and,

e Excluding the veterinary certificate require-
ment from the list of permits;*

e Establishing a list of goods subject to vet-
erinary and sanitary-epidemiological in-
spection, as per the terms of the Customs
Union Code.

In addition, the government is in the process of
implementing a comprehensive customs mod-
ernization effort to ensure compliance with the
Revised Kyoto Convention recommendations for
simplifying and harmonizing customs procedures.
Spearheaded by the Customs Control Committee
(CCQ), this effort has involved the introduction of:

e A modern management information sys-
tem for generating information on the ar-
rival of goods and transit shipments;

e Customs Automated Information System
(CAIS) for tracking revenues from customs
fees and trade taxes, monitoring non-tariff
regulations, and managing declarations;

e An automated customs system to enable
traders to download and generate (free of
charge) electronic customs documents®,

% The Law“On introducing amendments and addenda to
some legislative acts of the Republic of Kazakhstan on
the activities of Chambers of Commerce”.

21" The Law“On introducing amendments and addenda to

some legislative acts of the Republic of Kazakhstan on
issues of phytosanitary security”

22" The Law“On introducing amendments and addenda to

some legislative acts of the Republic of Kazakhstan on
issues of animal health”.

2 The term electronic document refers to information

structured in electronic formats such as the United
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including the customs and transit decla-
rations, which were introduced in 1997
and recently modified to comply with the
requirements for establishing a Common
Economic Space with Belarus and the Rus-
sian Federation.*

e Risk management system for customs
clearance

e Post-entry point clearance (i.e., after the re-
lease of the goods).

e Anautomated system for generating trade-
related statistics.

e Linkages with the e-Government portal.

At the time of writing this report, preparations
were underway to establish a single window facil-
ity, with a view to fostering coordination between
the different government agencies, cutting down
further on red tape and achieving migration to a
paperless environment.

The results of the UNECE needs assessment sug-
gests that there remains room for further improve-
ment. Most of the traders reported having to
submit several documents, the number of which
varies depending on the nature of the product
and, in some cases, is aggravated by discrepancies
between the Kazakh regulations and those im-
plemented in partner countries. Indeed, some re-
spondents said that they submit 2 to 3 documents
on average, while others reported having to sub-
mit up to 20 documentary requirements.

Moreover, traders reported different periods for
obtaining trade documents. For example, the two
traders who participated in the business process
analysis reported having to submit 5 to 6 docu-
ments on average for customs clearance. One re-
spondent said that it takes up to 4 weeks to pre-
pare the documents in question, while the other
said that he obtains the documents in 7 working
days (Annex |).

Nations/Electronic Data Interchange for Administra-
tion, Commerce and Transport (UN/EDIFACT) and the
Extended Mark -up Language (XML). The term is there-
fore, not to be confused with PDF or word documents.

2 These requirements are established in CU Commission

decision No. 421 of 2010 “On approval of the structure
and format of electronic copies of customs declarations”

Traders also complained about what they de-
scribed as constantly changing procedures, noted
that procedures are often implemented in a selec-
tive and arbitrary manner, and singled out certain
procedures for being time-consuming. The diffi-
culties associated with the shifting procedures are
compounded by the lack of reliable up-to-date in-
formation on export-import procedures and regu-
lations. This comes across clearly from the sources
of information reported by the survey respond-
ents. While all of the respondents stated that they
rely heavily on customs, the majority said that they
only obtain information upon written requests.
They also stated that the published information on
the Customs website is sub-optimal both in terms
of clarity and level of detail. Customs aside, the ma-
jority reported heavy reliance on buyers and sup-
pliers along with freight forwarders, noting that
these sources provide up-to-date information re-
garding procedures and regulations in Kazakhstan
and in partner countries. Trade associations and
trade promotion agencies, usually a key source
of trade-related information, did not figure in the
respondents’list of information sources. Moreover,
several traders noted their dissatisfaction with the
services provided by customs brokers, explain-
ing that these services are expensive and of low
quality.

Furthermore, several traders contested the man-
ner in which existing customs legislation is imple-
mented, particularly in relation to the classification
and valuation of goods. The traders’ dissatisfaction
with the implementation of Customs legislation is
echoed at the national level, and finds expression
in the number of cases brought before civil courts.
As shown in Table 3.6, around 80 per cent of these
cases involve appeals of Customs rulings.

The table points to a number of issues. The first re-
lates to the number of cases brought before civil
courts over the past few years. This number has as-
sumed an increasing trend following the establish-
ment of the CU, reflecting the specific challenges
generated by the CU legislation, and these are dis-
cussed in section 3.5. The second issue concerns
the traders’ recourse to civil courts of justice for
settling disputes. This trend is mainly due to weak-
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Table 3.2 - Number of cases involving appeals of Kazakh Customs rulings
(January 2010-November 2012)

No. of cases No. of cases No. of decisions | No. of decisions
. . . . No. of cases
brought before involving appeals in favour of in favour of .
" ; under review

civil courts of Customs ruling Customs traders
2010 543 419 263 59 97
2011 736 589 396 80 113
CEIE AN e 822 657 456 87 114

2012

Source: Kazakh Customs Control Committee.

nesses in the existing dispute settlement mecha-
nism. Under the existing procedure, disputes are
handled by Councils of Experts, which bring to-
gether public associations and bodies and operate
under the supervision of line ministries. However,
the decisions of these councils are not final and
binding. Rather, they are issued in the form of rec-
ommendations, causing traders to circumvent the
dispute settlement procedure altogether in order
to save time.

In addition, traders reported their dissatisfaction
with the existing advanced rulings procedure. The
Customs only provides advanced ruling on the
rules of origin and on tariff classification. Only 12 re-
spondents said that they use these services, and the
majority noted that obtaining advanced rulings is
time consuming, especially because it involves the
submission of several documentary requirements.
Below is a discussion of the key obstacles identified
by the respondents to the UNECE questionnaire
on trade facilitation. The obstacles are divided into
two groups, with the first reflecting the obstacles
reported by exporters and the second by import-
ers. A discussion of the use of electronic documents
comes next, leading to proposed recommenda-
tions for the government'’s consideration.

3.1.1  Obstacles reported by exporters

The results of the UNECE questionnaire on trade
facilitation suggest that Kazakh exporters are sub-
jected to documentary requirements over and
above those associated with customs clearance.?

% Exports Documentation usually includes purchase order
from Buyer, Sales Invoice, Packing List, Shipping bill, Bill of

Respondents reported submitting between 2 and
20 documents, the number of which varies de-
pending on the nature of goods, with sunflower
seed and rolled metal sheet occupying the top list
of products entailing excessive documentary re-
quirements (Table 3.3).

Moreover, some documentary requirements in-
volve the submission of several support docu-
ments, with negative consequences on transac-
tion costs.?® Exporters cited the certificate of origin
(COO) as the most difficult to obtain, due to the
additional support documents requested by the
Chamber of Commerce and Industry through its
16 branches. These support documents include
notarized copies of the procurement documents
of each product component, the preparation of
which varies depending on the nature of the prod-
uct in question. For example, an exporter of heat
and sound insulation materials explained that he
usually has to submit up to 15 procurement docu-
ments, the preparation of which may take up to 7
working days. In contrast, an exporter of pumping
stations said that he usually invests 15 working
days to obtain the notarized procurement docu-

Lading or air way bill, Certificate of Origin and any other
specific documentation as specified by the buyer, or as re-
quired by financial institutions (Letter of Credit terms or as
per importing country regulations). Imports Documenta-
tion includes: Purchase Order from Buyer, Sales Invoice of
supplier, Bill of Entry, Bill of Lading or Air way bill, Packing
List, Certificate of Origin, and any other specific documen-
tation required by the buyer, or as required by the finan-
cial institution of the exporting country.

% A detailed discussion of the procedures associated
with obtaining some of these documents in provided
in Annex 1.
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Table 3.3 - Exports facing excessive documentary requirements by
product and target market

Product
description
(HS code Reported target market
abridged)
Sunflower seed 20 Ru55|an.
Federation
Rolled metal 20 | Uzbekistan
sheet
Heat and sound
insulation 13 Poland
material
Rubber chips 10 |Belarus China Ru55|an. Ukraine
Federation
gggt I\;\;l;eat 8 Afghanistan |Iran Kyrgyzstan | Lithuania | Tajikistan |Turkmenistan | Uzbekistan
Soft drinks 8 Kyrgyzstan |Tajikistan |Uzbekistan
(water)
Soap 8 Kyrgyzstan | Tajikistan | Uzbekistan

ments, though he did not specify the number of
documents he has to submit.

For exporters of sunflower seed, obtaining the
COO requires submitting a certificate from the Vil-
lage Council testifying that the product in ques-
tion is grown in the claimed district or area, along
with notarised copies of procurement documents.
The procurement documents, which comprise
contracts with peasants and tax receipts, take up
to 14 working days to obtain. This is especially be-
cause the Village Council often rejects the procure-
ment documents submitted by the trader due to
discrepancies in the weight measurements of the
village scale and the Council’s scale. Traders drew
attention that the certified capacity of the village
scale (i.e., the approved maximum weight limit) is
1 kilogram only, and the exporters, who rely on the
village scale to weigh their products for packag-
ing, often exceed this limit.

Respondents also cited export permits among the
most difficult to obtain documents.”” Some report-

2 Although Kazakhstan has dismantled the system of
export permits, permits remain obligatory for products
which can be used for military applications and those
with dual use.

ed being held back by the delayed response from
the authorities in question. For example, an export-
er of copper matte said that it takes up to 15 work-
ing days to obtain an export permit, which, in this
case, is issued by the Ministry of Industry and New
Technologies. Others complained about additional
documentary requirements in the form of support
documents. For example, an exporter of wheat and
rye said that in addition to the export contract, trad-
ers are requested to submit certificates testifying
that they operate in domestic markets.

For exporters of products with waste content, ob-
taining permits is complicated by the Kazakhstan's
SPS and veterinary requirements, which do not
necessarily correspond to those implemented in
partner importing countries. For example, an ex-
porter of rubber chips reported significant delays
in obtaining a permit for exporting to Ukraine.
The respondent in question explained that the
Kazakh Ministry of Environment Waste Manage-
ment Committee classifies rubber chips as waste
and, therefore, conditions the issuing of the permit
to the submission of up to ten supporting docu-
ments. These documentary requirements extend
the period of obtaining the export permit to al-
most 30 working days.
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The difficulties associated with obtaining export
permits also stem from the procedures and regu-
lations underpinning the issuing of this documen-
tary requirement. First, the products subjected to
this requirement are broadly defined, rendering
an extensive list that includes common consumer
goods such as mobile phones and copying ma-
chines.? Second, permits are issued following the
“one batch, one license system” (i.e., the licence
may be used for customs declaration purposes
only once within the period of the licence valid-
ity), so that exporters have to go through this pro-
cedure several times over the course of any given
year for the same product.

Yet another challenging documentary require-
ment for Kazakh exporters is the veterinary cer-
tificate, particularly for those exporting sunflower
through/to Uzbekistan. Here the difficulties arise
from the administrative and regulatory procedures
of the Uzbek authorities. The survey respondents
said that obtaining the veterinary certificate might
take up to 30 working days, due to delays in ob-
taining the approval of the Uzbek Ministry of Ag-
riculture.

Other non-tariff barriers facing Kazakh exports re-
late to the absence of clarity over applicable proce-
dures. This problem, which, as shown below, is also
common to importers, is caused by what the trad-
ers described as constantly changing procedures
and regulations. A case in point is the transac-
tion certificate, also referred to as the “transaction
passport”’, which is issued by an authorized Kazakh
Bank. Intended to stem capital outflow and money
laundering, this certificate ensures traders’ compli-
ance with currency regulations for goods valued in
excess of the equivalent of USD 50,000.

In January 2012, the government issued a new law,
which replaces the transaction passport with con-
tract record numbers. # According to the new pro-

% As per Resolution No. 104 of the Government of the
Republic of Kazakhstan “On approving the List of
Goods Subject to Export Control” as of February 2008.

2 The Law of the Republic of Kazakhstan dated 9 Janu-
ary 2012 No. 531-IV 3PK“On Introducing Amendments
to Certain Legislative Acts of the Republic of Kazakh-
stan in relation to Currency Regulation and Currency
Control Issues”. The new law, which came into force

cedure, traders only need to present the stamp of
the servicing Kazakh bank, including the contract
register number (CRN). Although the procedures
for obtaining the stamp are published on the Na-
tional Bank’s website, exporters seemed to be at
loss as to whether the new procedure applies, and
reported that they still follow the old procedure,
which, as shown in the business process analysis
(Annexl), is time consuming. This suggests that the
implementation of the new regulation has been
slow and/or that traders are not well informed
about the new procedure. It is worth noting that
the new law maintains the currency-control meas-
ures. This means that traders have to register the
export contract with the Kazakh bank, pay the
registration fee and submit various additional sup-
port documents.

The assessment also reveals that Kazakh export-
ers often accrue additional costs due to abrupt
changes in transit countries procedures. A case
in point is the procedures governing the export
of non-ferrous metals by road via Uzbekistan. As
explained by one of the respondents, who exports
copper alloy ingots to Turkey, transit through Uz-
bekistan became an expensive undertaking fol-
lowing Uzbekistan’s decision to ban transit of base
metal and subject non-ferrous metals to transit li-
censing requirements. The respondent in question
said that he was unaware of the new regulations,
and only learnt about them from the Uzbek Cus-
toms during the advanced stages of the export-
ing process. He added that the new procedure
proved to be “very long and complex”, especially
because it required the approval of the Uzbek Min-
istry of Defence. As such, the trader, who found
himself pressed to release his shipment of cop-
per alloy ingots, decided to obtain permission for
re-exporting the shipment. He then re-imported
the shipment back to Kazakhstan, and transported
it by rail to Turkey through the Russian Federation.
The company spent an entire week to finalize the
procedures associated with this alternative route,
and suffered significant financial losses.

on 28 January 2012, introduces amendments to the
“Currency Regulation and Currency Control” Law of
2005, and National Bank Law of 1995.
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Table 3. 4 - Imports facing excessive documentary requirements by
product and supply source

Product description No of Reported subbly source
(HS code abridged) documents P pply

Sinks and similar sanitary ceramics 8 China Turkey

Bicycle 8 China

Paints 10 China

Helicopters 8 Germany

Medical equipment, microscopes 10 Germany

Air Purifier 8 Germany

Water Filter 8 Israel Canada United States Poland
Washing powder 8 Israel Germany

Kitchen sinks 15 Italy

Measuring, testing, navigating 8 Netherlands United Kingdom Japan

and control equipment

Electric Motors 15 Poland France United Kingdom

Yachts Russia

Boric salt 8 Turkey

Plastic pipes 10 Turkey

Palm Fatty Acid Distillate 8 Ukraine
3.1.2  Obstacles reported by importers and Trade). Some drew attention to complex and

Just like exporters, importers seem to be subjected
to additional documentary requirements over and
above those associated with customs clearance.®
Importers reported having to submit up to 15 doc-
uments for clearing goods, thereby inflating costs
(time and financial wise).

As shown in Table 3.4, the number of documents
varies depending on the nature of goods, with
electric motors and kitchen sinks occupying top
list of products involving excessive documentary
requirements.

Moreover, the importers singled out certain docu-
mentary requirements for being difficult to obtain,
and described import permits as the most chal-
lenging due to red tape. The respondents reported
that it takes up to three weeks to obtain this docu-
ment, which is issued by the Industry and New
Technologies (previously the Ministry of Industry

 Imports documentary requirements usually involve

Purchase Order from Buyer, Sales Invoice of supplier,
Bill of Entry, Bill of Lading or Air way bill, Packing List,
Certificate of Origin, and any other specific documen-
tation required by the buyer, or financial institution or
the importing country regulation.

time-consuming procedures, and this was the
case of traders importing goods of strategic im-
portance. For example, an importer of helicopters
explained that to issue the permit, the Ministry of
Industry and New Technologies has to submit an
official request to the Ministry of Transport and
Communications. The latter would communicate
its decision to the Committee of National Security,
which would then advise the Ministry of Industry
and New Technologies as to whether it could issue
the import permit. This procedure may take up to
15 days from the day of submission of all docu-
ment requirements to the Ministry of Industry and
New Technologies.

For importers of sanitary engineering products
deemed as potentially posing undue risk to pub-
lic health, obtaining an import permit requires
the approval of the Ministry of Environmental
Protection Department of Ecological Regulation.
As explained by a survey respondent, the said de-
partment has to make a formal (statutory) deter-
mination as to whether the product in question
contains hazardous substances, and then submit
its opinion in the form of an official letter to the
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Ministry of Industry and New technologies that
proceeds to issue the import permit. Similarly im-
porters (as well as exporters) of ozone depleting
substances noted that obtaining import (export)
permits, requires submitting in addition to copies
of contracts, agreements, certificate of registration
and the certificate of compliance, a notarized copy
of an ecological insurance.31 Obtaining this insur-
ance policy, issued by the Ministry of Environmen-
tal Protection, is a process in itself, which may take
up to 5 working days.

Other difficult to obtain documents cited by re-
spondents include the transit permit. Respondents
reported having to submit up to 10 documents,
which require separate clearance by up to 5 agen-
cies, so that obtaining the permit may take up to 30
days. For traders importing chemical products ob-
taining transit permits is complicated by cumber-
some administrative procedures. For example, ob-
taining transit permit for importing sodium sulphite
from China for re-export to the Russian Federation
may take up to three weeks, as the request has to
be first processed by the Ministry of Industry and
New Technology, which in turn sends it by Kazak
post to the Committee of Science of the Ministry of
Education and Science. The latter then submits the
request to the Ministry of Transport, which then re-
sends the request and the entire set of documen-
tary requirements to the Ministry of Industry and
new Technology for issuing the permit.

Traders also cited the “certified statement declara-
tion", also referred to as the “certification of prod-
ucts’, which is required to claim preferential treat-
ment accorded to the imported goods in question
under bilateral or regional agreements. The decla-
ration, basically a claim of preferential treatment,
provides a testification to the effect that the im-
ported goods are in accordance with the rules of
origin stipulated in the agreement. The traders
explained that this declaration is only issued in
Karaganda, capital of the Karaganda province, and
requires the submission of the original copy of the
customs declaration.

31 Pursuant to the Rules for Issuing Permits for Import,
Export of Ozone Depleting Substances’, No. 508 of June
2007.

Traders also singled out certain procedures as be-
ing particularly time consuming. In particular, trad-
ersimporting goods that are subject to quarantine
complained about the lengthy imported food re-
quirements (IFR) procedure. According to this pro-
cedure, the trader has to provide the Ministry of
Agriculture with phytosanitary certificates issued
by official state organizations dealing with quaran-
tine or plant protection of the exporting country,
which takes 1-2 weeks. The Ministry of Agriculture
also may request additional documents describ-
ing the production process, where, who and what
was processed in the products.

Once it receives the support documents, the Min-
istry of Agriculture proceeds to issue a quarantine
clearance certificate or the import quarantine per-
mit (IQP)3? for the respective border control agen-
cy responsible for the verification of phytosanitary
standards. Issuing this certificate takes between
10 to15 days, particularly in view of the number of
departments involved including: quarantine and
administrative unit of Agriculture (10-15 days), the
Laboratory of the Ministry of Agriculture (10-15
days), the Ministry of Agriculture finally author-
izes the release of imported goods. This means
that completing the IFR procedure may take up to
30 days. Moreover, each batch of products is sub-
jected to physical examination at border crossing
checkpoints (see section 3.4).

Traders also reported experiencing significant
delays during customs clearance due to incom-
plete or incorrect documentation. In some cases,
such delays are mainly due to the Customs restric-
tive application of rules of origin. For example, a
trader who has been importing the same type of
marine propulsion engines from Germany over
the last three years reported experiencing signifi-
cant delays during clearance because the customs
raises questions as regard the correctness of the
COO issued by the relevant German authority.
Other traders said delays were inevitable in cases
where the Kazakh government does not recognize

32 1QPs are documents specifying the order, conditions of

import and selling of products of plant origin that are
under quarantine, and are valid for one year from the
date of receipt.
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declarations of conformity issued by the export-
ing country. In such cases, the trader is required to
obtain a declaration of conformity (or certificate
of conformity from the State Certification Center
(KAZMEMST), which is issued following a lengthy
process that could take up to 30 working days. This
period does not include the time needed for test-
ing the products, which may take up to 60 working
days given the limited number of testing labora-
tories.

Still other traders singled out customs valuation
methods as causing significant delays. Several
traders drew attention that the tax authorities do
not base their estimations on the value of goods
reported in the Customs Declaration.?* Instead,
the Kazakh Customs bases its estimates on its own
pricing system, even though the trader presents
support documents confirming the value of goods
(cash, receipts) and the country of origin (certifi-
cate of origin).

The problem arises when the Customs estimates
do not reflect the actual value of the goods as es-
tablished in the relevant contractual terms. This
was the case of several survey respondents. The
importers reported that the Customs estimates
usually lead to higher valuation, especially in cases
where the goods were obtained at a favourable
price. They also reported that proving the actual
value of imports only results in additional transac-
tion costs, given the range of additional support
documents requested by Customs, which vary by
product.

It is worth noting that traders have up to 60 days
to prove the value of declared goods, and failing
to pay the VAT means that the clearance proce-

3 According to the Kazakh Customs Code, VAT on im-

ports is invoice-based, whereby the amount of VAT
is determined based on the total cost of imports,
including cost, insurance, and freight value, report-
ed in the special invoice that is provided by the ex-
porter. This value, reported by the importer in the
customs declaration, is used as the basis for calculat-
ing the amount of VAT. The tax authorities then add
the amount of customs duties and excise taxes that
must be paid during customs clearance. Code of the
Republic of Kazakhstan on Taxes and Other Compul-
sory Payments to Budget as amended on 1 January
2012, Article 276-8.

dure cannot be completed. In such cases, and at
the discretion of the declarant, goods can be: (i) re-
moved immediately from Kazakhstan; (ii) taken to
a temporary storage warehouse; (iii) delivered to
the customs authorities at the point of destination
in accordance with internal customs transit pro-
cedures. However, the time and additional costs
associated with providing the additional docu-
mentation prompts traders to accept the Customs
valuation (and avoid proving the value of the de-
clared goods altogether), especially if they are ex-
pecting to receive new consignments during the
(60 days) grace period.

Traders also complained about treasury’s proce-
dure for payment approval, noting that while at
the border bank terminals offer efficient services,
the treasury is slow in processing payments. Some
traders noted that it takes up to 2 days to receive
the payment confirmation, so that the release of
goods is delayed.

Further complicating the import process are the
changing customs regulations. For example, an
exporter of cotton cellulose, whose company is
located in Shymkent export processing zone, re-
ported losing the benefits associated with pref-
erential agent status when importing by road
from China following the Customs decision to
relocate the clearance of imports from China
to four cities in Kazakhstan. The respondent ex-
plained that his company was requested to clear
its goods at the Customs post in Almaty, causing
significant delays and increases in the produc-
tion costs.

Other traders stated that they find the classifica-
tion of customs clearance posts confusing. As of
August 2012, customs posts have been organized
under four categories, including: Clearance Cent-
er, Energy, Special Economic Zone, Production,
Airport and Border.3* In principle, all goods are to
be cleared in Clearance Centres, irrespective of
the transport mode used, except for chemical and

3 Order of the Customs Control Committee No. 459 of
20.08.2012, available online at: http://e.customs.kz/
wps/wcm/connect/ru/portal/uchastniku_ved/infor-
mation/ca/description_ca/prikaz
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other products®*® which should be cleared at the
Energy post. Similarly, all goods are to be cleared in
the Production Posts, irrespective of the transport
mode used. In cases where goods that should be
clearance at Energy posts are shipped into a city
or a region that is located far away from the near-
est Energy Post, then the trader could clear the
goods in the nearest Clearance Centre or Produc-
tion Post. In practice, importers of manufactured
goods explained that perishable and consumer
goods could not be cleared at Production Posts.
Moreover, some Airport posts are located far away
from airports, and it is up to the officials to decide
as to the specific Production post or Clearance
Center that will process and release the goods in
question

Another trader, who imports depilatories, perfum-
ery and other cosmetic preparations, stated that
in 2011, the government introduced an additional
test for electromagnetic radiation, which is time
consuming and involves an equivalent US$100 in
fees. The trader said that he only learnt about this
requirement the last minute, as he proceeded to
clear the imported products.

3.1.3 Use of electronic documents

The Kazakh customs has introduced electronic
documents (e-docs) as early as 1997, which saw
the launching of customs and transit declarations.
These documents have been recently modified to
ensure harmonization with CU partners, and their
use was further promoted with the introduction
of a modern e-customs system. Customs officials
added that the e-system is also designed to facili-
tate information sharing among Customs offices
and between Customs and other state agencies,

% These goods include: lubricating materials and tech-
niques used for the oil or grease treatment of textile
materials, leather, fur or other materials, other than
preparations containing as basic constituents, petro-
leum oils or oils obtained from bituminous minerals,
anti-knock, antioxidants, gum inhibitors, thickeners,
anti-corrosion agents and other prepared additives,
for mineral oils (including gasoline) or for other liquids
used for the same purposes as petroleum products,
goods coming to the enterprise (organization) of the
fuel and energy complex in the subsoil use contracts,
and goods under the Commodity Nomenclature of For-
eign Trade of the Customs Union.

noting that it features electronic data interchange
(EDI). 36

However, of the 33 interviewed traders, only 11 re-
ported using e-docs, including invoices, customs
declarations and transit declarations. Most of the
remaining traders said that they were unaware
that these documents exist. Others noted that they
do not see any benefit, since customs still requests
traders to submit the documents in hard copies.
It is worth noting that the Kazakh Customs Code
denotes that customs declarations are to be sub-
mitted to the customs authority of destination in
hard (paper) and soft (electronic) copies. The sub-
mission of a hard copy is still required by law, and
the submission of an electronic copy is empha-
sized as a question of “right”. Still others drew at-
tention that while they appreciate the importance
of switching to e-documents, they are unable to
do so due to the lack of funds and/or internal hu-
man resources.

Traders who use e-documents prepare and submit
their customs declarations using rented or leased
software, which in itself suggests the lack of inter-
nal IT resources. These traders also complained
about the inflexibility of the customs e-docs sys-
tem, error-rates and the costs associated with up-
dates, which undermine their ability to reap ex-
pected benefits.

In particular, some reported that the server in
Astana is often “unavailable”. Others highlighted
interoperability problems,*” noting that they sim-
ply cannot connect to the Customs server given
the heterogeneity between IT systems. This prob-
lem is further complicated when they receive e-
documents from suppliers and freight forwarders,
noting that these are “incomprehensible” to the

% The term electronic data interchange refers to the

electronic transfer from computer to computer of com-
mercial or administrative transactions using a specific
standard for structuring the data/information in elec-
tronic document formats. Thus organizations might re-
place administrative documents with appropriate EDI
message(s).

¥ Interoperability is said to occur when the different

types of computers, networks, operating systems, and
applications exchange information in a useful and
meaningful manner based on common communica-
tions protocols and standards.
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Customs. Yet others explained that they find e-
Customs system prone to “computer errors”. Still
others said that they find the system complicated,
and complained about the lack of “online” help
desks to respond to their queries.

3.1.4  Proposed recommendations

While Kazakhstan has gone a long way in modern-
izing its customs administration, the results of the
survey point to the need for additional targeted
efforts to reduce documentary requirements. Ka-
zakhstan is not the first country to face this chal-
lenge; a lesson learnt from previous development
experiences. These experiences suggest that the
first step would be to assess every documentary
requirement not only on its own right but also in
relation to the overall flow of information. This also
requires rethinking the management informa-
tion system, with the aim of ensuring that traders
submit information only once, so that repetitive
keying of the same data is avoided, or at least, re-
duced to a minimum.

A first step in this direction would be to align trade
documents with international standards. In align-
ing these documents, the Kazakh authorities may
wish to consider using the UN/CEFACT Core Com-
ponent Technical Specification (CCTS), which pro-
vides a conceptual framework for modelling docu-
ment components in an e-business realm and in a
technologically independent manner. This exercise
is essential for streamlining documentary require-
ments and ensuring data interoperability among
the various parties engaged in trade transactions.
Once this exercise is completed, all trade-related
procedures should be revised with the aim of
phasing out regulatory and administrative proce-
dures that add little value to business processes. In
this respect, the UNECE/CEFACT business process
analysis model could serve as a reference frame-
work for guiding the revision.

Only after undertaking these steps should the
government proceed to establish a single win-
dow facility, which allows for the preparation,
filing, tracking, storage and seamless flow of all
trade documents by enabling all parties involved
in trade and transport to lodge standardized in-

formation and documents with a single entry. In
designing this facility, the government may con-
sider using UNECE/CEFACT Recommendations
and Guidelines on Establishing a Single Window,
commonly referred to as Recommendation 33.%
The Recommendation identifies three basic mod-
els, which the government could choose from:

1. A Single Authority that receives informa-
tion, and disseminates this information to
all relevant governmental authorities, and
coordinates controls in the logistical chain.

2. A Single Automated System for the col-
lection, dissemination and integration of
information and data related to trade that
crosses the border.

3. An automated Information Transaction
System through which a trader can submit
electronic trade declarations to the various
authorities for processing and approval in
a single application. In this approach, ap-
provals are transmitted electronically from
governmental authorities to the trader’s
computer.

As the government proceeds along the above-
mentioned lines, it could also consider taking im-
mediate measures to:

e Promote mutual trust and partnership be-
tween customs and the trading commu-
nity;

e Further streamline trade-related proce-
dures;

e  Further streamline regulatory and adminis-
trative procedures associated with obtain-
ing trade documents;

e Reduce documentary requirements to a
minimum;

e Further develop the existing dispute settle-
ment mechanism; and,

e Expand the range of reasonably prices
customs brokerage services available for
traders.

Table 3.5 provides a set of detailed measures that
the government may wish to consider:

*  The text of the recommendation along with case studies
on itsimplementation are available online at: http://www.
unece.org/cefact/single_window/welcome.html
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Table 3.5 - Outstanding needs and recommendations for customs clearance and
documentary requirements

Outstanding needs Recommendations

Promote mutual trust e Prepare guides and white papers explaining the basic objectives, terms and
and partnership between interpretation of regulations and procedures deemed by the private sector as
customs and the trading difficult. Priority should be given to the procedures governing the issuing of trade
community documents that pose particular difficulties for traders.

e Prepare guides explaining the procedures and regulations governing the use of
e-documents.

e Establish a help desk for disseminating reliable up-to-date border crossing rules
and their interpretation. This help desk could be housed in one of the trade support
associations, which could maintain an inventory of procedures and rules, disseminate
regular updates to its members and to the trading community at large, conduct
regular assessments of traders’ needs and respond to their inquiries.

e Encourage traders to carry out regular self-assessments using a checklist provided
by the Customs.

e Establish a customs to business partnership programme, whereby traders who
pass the Customs audit could then be accorded significant benefits similar to those

provided to AEOs.
Further streamlining e Establish clear directions for guiding the development of new procedures. Such
of trade-related directions should ensure that new procedures are based on clear cost-benefit analysis;
administrative and are embedded in laws; are clearly articulated to avoid different interpretations; and,
regulatory procedures are applied to all traders in a transparent manner.

e Revise procedures that result in increasing transaction costs:

— Consider exempting special economic zones from the requirement of using the
relocated customs t centres for imports from China to major cities.

— Consider revising the procedures related to the implementation of the contract
record numbers that have replaced the transaction passport, with a view
to reducing the documentary requirements associated with implementing
currency control. In this respect, the government may wish to consider reducing
the number of support documents that the trader needs to submit to register the
export contract with a Kazakh bank.

e Reconsider the existing categorization of customs posts. Clearance posts should be
strategically located within close proximity to transport and logistics facilities.

e Improve customs valuation methods drawing on international best practices, as these
allow for taking into account the specifications and terms of supply established under
contracts/agreements. In so doing, the government may consider drawing on the WTO
Valuation Agreement and World Customs Organization (WCO) Valuation Compendium.*

e Streamline the administrative measures associated with VAT payment approval
with a view to reducing the waiting time to one day. In addition, establish a shared,
single database of legal and natural persons, so that traders would have to submit
(and obtain) only one “taxpayer registration number”.

e Further develop the procedure for advanced rulings by:
— Expanding the scope of this procedure so that it includes the valuation of goods.

— Streamlining the administrative procedures associated with implementing this
procedure, with a view to reducing the waiting time to one day. In so doing,
accord preference to e-business solutions, and ensure that such solutions are
structured within the context of a single window arrangement.

e Consider introducing pre-arrival clearance
e Consider separating the release of goods from clearance based on WCO guidelines.

¥ WCO Valuation Compendium is available online at: http://www.wcoomd.org/en/topics/valuation/instruments-
and-tools/val_customs_compendium.aspx
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Outstanding needs Recommendations

Further streamlining
of administrative and
regulatory procedures
for processing and
issuing documentary
requirements

e Analyse the administrative and regulatory procedures underpinning the issuing
of trade documents with a view to removing unnecessary procedures and trade
documents.

e Consider replacing the existing paper-based procedures with e-based procedures.
Such procedures should be implemented within the context of a single window
facility (see below)

e As afirst step, the government may wish to reduce administrative and regulatory
procedures associated with processing and issuing the following documents

Certificates of origin

— Establish a new procedure for guiding the issuance of certificates of origin. In
particular, the government may wish to consider: (i) revising its rules of origin, as
these appear to be restrictive with respect to some raw materials and products;
and (ii) streamlining the administrative procedures to cut down on red tape. In
so doing, the government may consider conducting a thorough examination
of the procedures and internal rules of all the local branches of the Chamber
of Commerce to identify the factors causing discrepancies in the treatment of
companies with similar types of goods

— Equip Village Councils with modern weighing scales and allow for a certain
degree of tolerance in cases where the consignment exceeds the capacity of
the weighing scale.

Export permits
— Consider determining the list of goods subject to export control at the ten-digit
SITC level.

— Reconsider the current one batch, one license system, so that the export permit
may be used for several batches within the period of the licence validity and
reduce the waiting time to one day.

— Streamline the administrative procedures for obtaining export/import permits
for ozone depleting substances

Veterinary certificates

Harmonize administrative and regulatory procedures associated with issuing veterinary

certificates for sunflower with those applied in partner countries, particularly in

Uzbekistan.

Ecological insurance policy

Streamline the administrative procedures for obtaining an ecological insurance policy.
e Consider undertaking the following:

— Embark on consultations with the Uzbek government to reduce the
documentary requirements for obtaining transit permits through
Uzbekistan. As both Kazakhstan and Uzbekistan are signatories to the TIR
Convention, traders should not be requested to submit additional support
documents

— Harmonize SPS and veterinary regulations and requirements with main trade
partners.

— Further develop the existing waste classification system, as envisaged in
the Kazakh Environmental Code, with a view to aligning this system with
international approaches to reduce hazardous substances in products.
Most notable are the Basel Convention on the Control of Trans-boundary
Movements of Hazardous Wastes and their Disposal; the Stockholm
Convention on Persistent Organic Pollutants; and, the International Atomic
Energy Agency (IAEA) Safety Guide on the classification of the whole range of
radioactive waste.
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Outstanding needs Recommendations

Reducing documentary
requirements to a minimum

As a first step, the government may wish to consider eliminating the following support
documents:

— For export permits: (i) the requirement of submitting certificates testifying that
traders operate in domestic markets; (ii) for potentially hazardous products, and
based on the revised system for the classification of waste products, consider
reducing the number of documentary requirements.

— For certificates of origin: the requirement of submitting notarized copies of the
procurement documents for each product component.

In the medium term, the government may wish to consider revising regulations, as
embedded in the Kazakh Customs Code, which establishes the submission of paper-
based trade documents as a requirement.

Consider replacing all paper-based documents with e-documents. In the short-term,
the government may consider phasing out paper-based documents where e-docs
are already available.

Further developing the
existing dispute settlement
mechanism

Revise the existing laws so as to vest the Council of Experts with the right to make
binding decisions.

Expanding the range of
reasonably priced customs
brokerage services available
to traders

Establish advanced training programmes for customs brokers on issues related
to customs clearance and brokerage services. Such programmes could be hosted
and maintained in specialized associations, particularly the Kazakh Association for
Customs Brokers.

Establish a single window
facility

Align trade documents to internationally recognized standards.

Based on the above, reduce the number of trade documents to the minimum. Particular
emphasis should be given to removing documentary requirements that add little value
for guiding decisions and eliminating the duplicate submission of data.

Analyze existing regulatory and administrative procedures underpinning export and
import transactions using the UNECE/CEFACT Business Process Analysis Methodology.
To ensure in-depth examination, the analysis should be conducted at the product
level. In this respect, the government could choose to focus on key exports.

Based on the results of the business process analysis, remove all procedures that add
little value to the export-import transactions.

Establish a single window facility using internationally recognized best practices.

3.2 At the border control

Efforts to speed up border control procedures at
commercial crossing points have involved imple-
menting the principle of integrated control by del-
egating certain control functions to Customs. At
the time of writing this report, the Kazakh Customs
was responsible for carrying out vehicle control,
amidst preparations to assume the responsibility
for sanitary and quarantine control functions.

Efforts have also involved integrating risk man-
agement as a key element in carrying out border
control functions.?’ Initially, this involved selective

%0 The term risk management is to be understood here
in the sense defined by WCO as coordinated activities
by administrations to direct and control risk. See, WCO
(2010)

application of simplified customs procedures to
bona fide traders and their representatives, and
the creation of a unified electronic information
database for tracking and detecting violations of
customs legislation. Thus, risk management was
used on a limited basis, with only those accorded
bona fide status* benefiting from reduced border
control procedures.

This was the case until February 2010, which saw
the adoption of the “Law On Approval of the Cri-
teria for Assessing the Risk of Foreign Economic
Activity” The Law expands the scope of risk man-

4

As per the terms provided under Chapter 6 of the Code
of the Republic of Kazakhstan “On Customs Affairs in
the Republic of Kazakhstan’, which was adopted on 30
June 2010.
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agement to cover all Kazakh exporters and im-
porters; provides the criteria for ranking traders
by risk category (low, medium and high), with risk
understood as the potential for non-compliance
with Customs laws; accords traders assigned low
risk ratings the benefits of reduced border control
procedures; and puts the CCC in the driver’s seat
as the main party for spearheading risk manage-
ment.*

The year 2010 also saw the launching of a risk as-
sessment methodology, which provides a frame-
work for applying selective control so that only
consignments deemed risky are taken up for
screening and physical examination.*® The im-
plementation of this methodology has benefit-
ed since November 2010 from the introduction
of the Selective Control and Risk Management
(SCRM) information system, which facilitates the
construction of risk profiles using data gener-
ated from the customs declaration and other
documentary requirements based on prede-
termined guidelines and indicators established
in the methodology and the above-mentioned
Law.

In addition, the CCC launched pre-clearance no-
tification and introduced container scanning and
spot-checking at the Southern borders, as a first
step toward furnishing all border crossing points
with state of the art inspection equipment.* The
rehabilitation of border crossing points will also
see the establishment of an Import and Export
One Stop Shop facility to streamline vehicle in-
spection.*

*2 The “Law On Approval of the Criteria for Assessing the

Risk of Foreign Economic Activity” was approved by the
Ministries of Finance and Economy and Budget Plan-
ning in February 2010.

* See, the “Methodology to Determine the Degree of Se-

lectivity of Action to Prevent and (or) to Minimize Risks’,
approved by the CCC in May 2010.

Pursuant to the CU Commission Decision, no N688,
“Common Model Requirements to Equipping Crossing
Points” adopted by the Decision of the CU Commission
inJune 2011.

As per Government Resolution “On Conception for One
Stop Shop for Import-Export Operations”, adopted in
July 2011.
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The needs assessment suggests that there remains
room for improvement, as the principle of selec-
tive control is yet to be fully implemented by the
different border control agencies. Officials from
the CCC reported that around 24 per cent of im-
ports and exports are physically inspected. This
contrasts with best practices, whereby less than
5 per cent of goods are subjected to this method
of border control.*

The results of the UNECE trade facilitation ques-
tionnaire show that actual incidents of physical
inspection are higher than 24 per cent of commer-
cial traffic. As shown in Table 3.6, it is often the case
at certain points for Customs to physically inspect
all commercial traffic (i.e., 100 per cent of consign-
ments). This suggests that the level of physical in-
spection reported by the CCC indicates targeted,
as opposed to actual, levels. It may also be the case
that some customs control points report fewer
incidents of physical inspection, pointing to mis-
management.

Moreover, border control is complicated by the
involvement of several agencies. The CCC of-
ficials stated that border control is carried out
by, in addition to Customs, the Border Servic-
es of the Committee for National Security and
the Ministry of Agriculture. However, in prac-
tice, these are not the only agencies involved.
As shown in Table 3.7, commercial traffic is
sometimes subjected to physical inspection
by, among others, railway authorities.* Moreo-
ver, some agencies carry out physical inspec-
tion in an excessive manner (i.e.,, 100 per cent
of the consignments as opposed to sampling),
suggesting a lack of proper coordination. Thus,
physical inspection seems to be the norm, with
negative consequences for transaction costs,
especially since most of the crossing points lack
adequate equipment. Traders reported that
most of the physical checks are done manually,
so that delays are quite long.

“ A case in point is New Zealand’s Customs. See, New

Zealand Customs Services (2011) “Trade Facilitation
Implementation Case Study-Risk Management: New
Zealand's Experience”, October.

47" For details on the involvement of the Chamber of Com-

merce in border control, see the annex.
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Table 3.6 - Breakdown of exports subjected to physical inspection by product

and type of control (per cent)

Type of inspection and agency
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Product 255 EEB v S v S8 >Es
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(HS g >2S% S €35 (S S 3 S 35S
bridged o © .= O 'S c O< o= cO< o<
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nEE& 2%y X 3 oxy >a
XS a Y Q 5] 3 Q A Q
o= S £ 8 S £ S £
©v = Qv ©v
Rubber chips 100 100
f;;t wheatand |\ /) 100 100 100 100 100
Oil pump 10
Flour 30
!-|eat apd sound 100
insulation
sunflower oil
and sunflower 100
seed
Soft drinks 5
Glass finer 100 100
Medicine
Water pump 100
Cotton cellous 100
Sunflower seed 50 50
Refined lead, 100
copper matte
Barley and 100
wheat
metal sheet 100
copper alloys 100 100
sunflower oil
and wheat 100 100 100
Paln’Fs and N/A 100
varnishes

100

* To be more specific, this inspection is undertaken by the Department of Committee of State Sanitary-Epidemiological

Surveillance of the Ministry of Health Protection.
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Table 3.7 - Breakdown of imports subjected to physical inspection by product

and type of control (per cent)

Harvesting machinery

Flour 70
Heat and sound insulation. 100
Industrial fatty acid 100
Electric motors 100
Unalloyed steel tubes 100
Cotton callous 100
Mayonnaise 100
Fertilizers 100
Wheat and barely 100
Metal sheet N/A
Copper alloys N/A
Plastic pipes 100
Gear motors 5
Sunflower oil

Paints 100
Kitchen sinks 100
Metric motors 100
Boilers 50
Dressing materials and platters 100
Air purifiers 35
Washing powder 70
Device for geodetic monitoring 10
Boats 100

100

50

Product FER— Sanitary and phytosanitary Radiation Border
(HS abridged) epidemiological control Commission Services

100

100
50

Exports and imports that are not subjected to
physical inspection are requested to submit addi-
tional documentary requirements. Respondents
reported that nearly all their goods are treated as
“risky”, with those originating from certain coun-
tries, particularly China, Indonesia, Republic of
Korea and Kyrgyzstan, assigned the highest rat-
ings. In such cases, traders are obligated, as per
the Procedure for Control of Customs Value, to
submit additional documents including, among
others:*

e  Pricelists of producer of imported goods or
its commercial offer

4 See the Procedure for Control of Customs Value (at-
tachment three). The procedure was approved by the
Customs Union Commission under Decision No. 376 of
September 20, 2010.

Information on value of goods in the coun-
try of departure: export declaration or its
certified translation

Information on value of goods in terms of
article, trade mark, brands, models if these
data are not specified in the foreign trade
contract (attachment, specification),
voice, accounting documents

Packing lists

Accounting records as received

Reasons for getting discounts for certain
shipment of goods and its amount, if such
discount is stipulated by foreign trade
agreement, but not determined by amount
Information on loading, unloading, trans-

shipment of goods (if several types of
transport were used)
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e Documents proving construction, assem-
bly, maintenance of goods made after im-
portation to the territory of the Customs
Union, with respect to the goods like indus-
trial machinery or equipment.

Moreover, and as shown in Annex 1, traders are
often delayed by divergent interpretation and
application of procedures by border control
agencies. In some cases, the application of proce-
dures tend to be particularly taxing. For example,
drivers have to leave their vehicles to have their
passports checked, which slows the border cross-
ing process.

The need for further developing border control is
evident. As a first step, the government may con-
sider taking additional measures to achieve inte-
grated control. This could involve delegating fur-
ther responsibilities to the Customs. In situations
where control requires specialized knowledge and
skills, inspection functions could be organized in
such a way so that they are carried out jointly and
simultaneously by the respective agencies. There
is also the need to speed up the rehabilitation of
commercial crossing points with modern, non-in-
trusive scanning equipment, keeping in mind that
modern equipment is only a means for detecting
risks and do not in themselves reduce risks. Yet
another immediate measure would be to remove
procedures that add little value to risk manage-
ment. For example, drivers should not leave their
vehicles to have their passports checked, and the
number of agencies responsible for carrying out
control functions should be reduced.

There is also a need to further develop cross-
border risk management. Thus far, efforts seem
to be centred on developing risk assessment
techniques, which, while essential, are only one
component in risk management. Risk assessment
comprises a series of technical processes intended
to identify and quantify individual risks, and these
processes involve risk identification, risk analysis
and risk evaluation. Its results form the basis of risk
management, which involves the coordinated ac-
tivities by different government bodies to control
risk through the systematic application of man-
agement procedures and practices that provide

the necessary information that addresses risks
identified through risk assessment.*°

At the same time, risk assessment is based on a
narrow set of criteria. The current approach fea-
tures a narrow focus on risks presenting threats to
public revenue. Risks identified by Law are limited
to incorrect classification according to the harmo-
nized system, with the consequent misapplication
of import and other taxes; tax exemption when
not applicable; incorrect country or provider ori-
gin; preferential rates abuse; incorrect valuation;
untrustworthy behaviour of traders; and, coun-
terfeiting (piracy). Similarly, the risk assessment
methodology attaches great importance to the
traders’ financial viability, as measured by size of
their operations, the value of their exports/im-
ports and level of indebtedness to Customs and
tax authorities. These criteria along with the man-
ufacturing sector that the trader operates in form
the criteria for risk assessment.

This almost exclusive focus on revenue concerns
is dictated by the daily problems facing Customs,
which relate to curbing the smuggling of goods
as well as combating commercial fraud, whereby
traders attempt to evade or minimise the payment
of duties and taxes. Officials from the CCC report-
ed high incidents of illicit trafficking of prohibited
items, particularly drugs, and contraband. As
justified as such a focus may be, it means that in
practice, individual agencies are left with much
discretion to decide as to additional criteria for risk
identification and assessment. In addition, the law
and the needs assessment methodology do not
describe the treatment and follow-up actions for
each of risk level, other than stating that traders
assigned low risk ratings will benefit from reduced
inspection procedures.

There is, therefore, a need to adopt a more com-
prehensive set. In general, governments risk typol-
ogy includes, among others:

0 See WCO (2010) Customs Risk Management Compen-
dium

> For example, officials from the CCC stated during
the face-to-face interviews that in September 2012
Customs stopped the smuggling of narcotics weighing
over 180 kilograms.
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e Political risks to government institutions
and overall stability

e Operational risks associated with various
agencies of the country being unable to
function and provide services, sometimes
due to failure of automated systems.

e Compliance risks associated with failure to
obey laws or regulations

e Economic risks that increase costs or de-
crease revenues

e Health and safety risks to the health and
safety of a country’s citizens

e Internationalrisks in regard to international
relations

e Risks to critical infrastructure

Striking a balance between the requirements of
ensuring unfettered cross-border trade and con-
trol could be best achieved by first defining risks
not in relation to their sources, but in relation to
the entire set of procedures and processes over
which Customs authorities exercise their respon-
sibilities. Such an approach is important as it al-
lows for looking into non-financial sources of risk
and brings into the spotlight trade facilitation,
which is also an important area for which Customs
shoulders the responsibility. Viewed from this per-
spective, risks could be divided under three areas,
including effective and efficient collection of rev-
enues; community protection and security and
trade facilitation (see Table 3.8).

Table 3.8 - Suggested classification of
risks

e | s

1. Effective and 1.1 Fraud
efficient collection | 1.2 Lack of competent staff
of revenue 1.3 Integrity

2.1 Narcotics

2.2 Weapons of mass destruction
2.3 Intellectual property rights
violations

2.4 Environmental health

2. Community
protection and
security

3 Trade facilitation | 3.1 Ineffective procedures
3.2 Lack of coordination with other
agencies

3.3 IT Failure
Source: WCO (2010) Customs Risk Management Compendium.

This broad definition should form the basis for iden-
tifying risk criteria. There is a need to develop addi-
tional criteria for, among others, traders, transporters,
freight forwarders, Customs brokers, insurance com-
panies and other international supply chain interme-
diaries. This would allow for selecting transactions
for specific checks, according to trader, agent, origin
of goods, commaodity code, duty rate, routing, value,
and so on. Moreover, the risk assessment criteria and
associated indicators should cover both proven risks
(i.e., risks that have occurred and which the authori-
ties have a record of), and potential risks (i.e., sus-
pected risks, such as the development of a new com-
modity to which the owner assigns a trade mark then
becomes the target of intellectual property rights
violations). The World Customs Organization (WCO)
produced customs-related risk indicator guides that
could be used to improve the risk profiling system.>

This broad definition and risk assessment criteria
should be established in a risk management policy,
specifying the overall objectives and key priorities
regarding risk management as well as organiza-
tional structures and resources to be applied to the
management of risk. The risk management policy
should also provide a detailed description of treat-
ment and follow-up actions for each of risk level. This
description could be implemented within the con-
text of inspection selectivity programmes, which
usually routes goods through different channels of
customs control. These routes may include Green
lane for goods that do not need further processing
and can be released; the Yellow lane for documen-
tary checks; the Red lane for physical checks; and
the Blue lane for possible post-clearance audit.>

Needless to say, the success of any selective con-
trol programme is very much a function of the
management information system underpinning
it. Border control agencies need to have continu-

%2 See WCO (2010) Risk Management Compendium; and
WCO Framework of Standards to Secure and Facilitate
Global Trade (SAFE Framework).

This is the case of the selectivity module under the
Automated System for Customs Data (ASYCUDA),
which was developed by the United Nations Confer-
ence on Trade and Development (UNCTAD). Detailed
information on this system are available online at:
http://www.asycuda.org/
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ous and unfettered access to all the required in-
formation on border-crossing operations (data on
goods, vehicle and driver), so as to decide on their
need to participate in the documentary checks
and/or in-depth physical inspection. While the
government has introduced an automated system
to support selective control, the system does not
allow for a single window interface for advance in-
formation sharing and reporting, and for ensuring
the efficient use of resources. For example, the dif-
ferent government authorities may, for example,
programme joint inspections and ensure that re-
porting is done in such a way so that the results of
physical checks can be used for different purposes.

Thus, in short, the government has to further
strengthen border control with additional meas-
ures to achieve integrated control based on risk
management. To ensure proper planning and
overall oversight, the government may consider
establishing an inter-agency risk management
committee. The idea is to centralize oversight in
a manner that fosters inter-agency coordination.
Typically, the functions of the risk management
committee should include:**

e Preparation and advice on risk appetite,
tolerance and strategy for the senior man-
agement team and the Director General;

e  Review of risk management reports for high-
level risks, in particular those strategic risks
which inform long-term decision making;

e Analysis of the risk management process
and its effectiveness; and

e Review of organizational internal controls
and their effectiveness.

Table 3.9 provides a summary of the recommenda-
tions for the government’s consideration:

3.3 Issues related to the Customs Union

The needs assessment points to a number of is-
sues related to the Customs Union (CU) of Belarus,
Kazakhstan and the Russian Federation. These is-
sues partly stem from the fact that the CU remains
in the early implementation stages. Established in

>4 See WCO (2010) Customs Risk Management Compen-
dium.

January 2010, the CU involves the removal of tariff
and non-tariff barriers between the three partner
countries. The implementation phase only com-
menced during the second half of 2010, following
the adoption in July 2010 of the Customs Code of
the Customs Union, which provides for: (i) applica-
tion of uniform tariffs; (i) common customs pro-
cedures; (iii) common rules for goods declaration;
(iv) common rules for customs duty determination
and collection; and (v) common rules for customs
clearance and customs control.

Progress to date has involved the abolishment of
customs control within the CU territory, includ-
ing the dismantling of control points along the
Russian-Belarusian border in January 2011 and the
Kazakh-Russian border in July 2012. In addition,
separate agreements and arrangements were con-
cluded to facilitate the harmonization and mutual
recognition of documentary requirements. Most
notable are:

Unified Customs Tariff Regulations (including, but
not limited to, a common commodity classifica-
tion nomenclature and a customs tariff) provides
for the unified customs duties for goods imported
into the territory of the CU.

Unified Customs Non-Tariff Regulations of the CU,
which allow imposing certain economic limita-
tions on cross-border trade activities within the
CU territory, such as quantitative restrictions, ex-
clusive export and/or import rights with respect
to certain goods, expert supervision, foreign trade
licensing and special foreign trade constraints (in-
cluding such constraints imposed for the purposes
of compliance with certain international sanctions
and/or for protection of the legitimate national
interests of the member states, such as homeland
security and public health).

Agreement on Mutual Administrative Assistance be-
tween Customs Authorities, which stipulates, among
other things, sharing information about risks of viola-
tion of national and CU customs legislation.

A Single List of Products Imported to the CU,
which defines products that are subject to manda-
tory conformity assessment (with issuance of the
uniform documents).
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Table 3.9. - Outstanding needs and recommendations for border control

Establishing a
comprehensive
cross-border risk
management system

Simplification,
rationalization and
standardization

of cross-border
procedures

Further
strengthening

of inter-agency
coordination at the
borders

Improving inter-
agency coordination
at the main border
crossing points
between Kazakhstan
and China

Expand the application of risk management to include all border control agencies. While
Customs may spearhead the implementation of a modern risk management system, all border
control agencies need to adopt and implement such a system based on a clear strategy and
action-plan.

Expand the scope of risk assessment criteria.

Establish a risk management policy, with clear definition of administrative structures and
resource allocation.

Further develop the existing management information system.

Establish an inter-agency risk management committee.

Kazakhstan could consider implementing the WCO Standards to Secure and Facilitate Global
Trade (SAFE Framework), which provides is a holistic approach to balancing supply chain secu-
rity and trade facilitation. It sets forth principles and standards on advance cargo information,
risk management, equipment for non-intrusive inspection, the Authorised Economic Operator
(AEO) concept, and on integrating supply chain management into a single coherent instrument.

Revise decisions on cross-border procedures to ensure greater clarity and precision, provide
clear instructions for implementation, and reduce discretion in interpretation by customs
officers.

Streamline border procedures both for the railways and the border agencies.

Improve interface connections between the information systems of the railways and border
control agencies within the country.

Establish a common approach to risk management across border agencies, based on the inter-
nationally recognized principles enshrined in the Kyoto Convention

Establish a central body for assuming the task of developing and overseeing the implementation
of a common approach to risk management.

Improve the interface connections between the Chinese and Kazakh railway and customs
information systems.

Simplify the procedures for obtaining transit permits, and reduce the number of documentary
requirements. This could be done based on a detailed analysis of the procedure in consultation
with the Chinese authorities in order to ensure that the needs and considerations of the relevant
authorities in both countries are adequately addressed.

Unified list of goods that are subject to import and
export licensing requirements.

Unified list of goods subject to sanitary - epidemi-
ological surveillance

A unified register for intellectual property rights,
whereby, pursuant to the CU Code, traders are re-
quired to register trade names and trademarks so
as to prevent the importation of counterfeit prod-
ucts into the customs territory.

The three partners are in the process of develop-
ing the required laws for removing internal non-
tariff barriers; a process that may take until 2015.
In some cases, the transition periods may only be
completed in 2020. As a result, many aspects of
customs activities are still carried out based on na-
tional regulations and standards, causing uncer-

tainty amongst traders with regard to temporary
exceptions.* For example, the CU Commission es-
tablished temporary exceptions to the free move-
ment for certain goods. These goods will continue
to be subjected to customs clearance and include:

Goods to which one of the member states applies
anti-dumping, compensatory and/or special (i.e.,
preferential) duty rates

Vehicles imported into a member state when ac-
quired by individuals of another member state
for personal use (at present time, this exception is
supposed to remain until 1 January 2013)

*  CU regulations should be introduced into and even-
tually replace the corresponding national rules and
standards currently in effect in each member state. Do-
mestic laws apply if it is expressly provided for by the
CU laws or to the extent that has not been regulated.
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Goods subject to export duties in one of the mem-
ber states, which are exported from this member-
state to another member-state in respect of which
such export duties are applicable

The exceptions procedure also applies to goods
for which customs duties are established at rates
lower than the unified customs rates of the Cus-
toms Union. In the case of Kazakhstan, this ex-
ception applies to a large number of items (409
in total) and is supposed to be applicable until
1 January 2015. Thus, traders have to operate un-
der conditions of shifting procedures, which trans-
late into a high degree of uncertainty. The results
of the survey show that uncertainty is aggravated
by a lack clarity regarding the application of the
new CU laws and procedures.

The results of the survey also suggest that Kazakh-
stan’s ability to exploit the trade potential pre-
sented by the CU is undermined by a number of
challenges. The first relates to the additional costs
associated with the implementation of the CU
rules and regulations. Traders reported incidents
of repeated certification for imported goods that
are not included in the “Single List of Products Im-
ported to the CU". According to the CU legislation,
such goods cannot be released when they move
from one CU country to another, even if customs
clearance has been performed in the country of
entry. *® In practice, this means that such these
goods need to be certified again, which increases
transaction costs. This was the case of a trader who
imports alternating current (AC) motors via the
Russian Federation, who reported that he has to
certify the product in question more than once.

Similarly, the Unified List of Goods that are Subject
to Import and Export Licensing Requirements has
resulted in creating additional non-tariff restric-
tions. This list currently features six categories of
goods, which are not allowed to circulate in the
CU territory and another 27 categories, which are
subjected import/export limitations. The latter in-
cludes, among others, precious metals, precious

6 Decision of the Customs Union Commission NO. 319

of 18 June 2010. Available online at: http://www.tsouz.
ru/kts/kts17/pages/p6_319.aspx

stones, some types of mineral raw material, phar-
maceuticals, radio electronic equipment, high-fre-
quency devices, alcoholic products, encryption/
cryptographic facilities, and goods with cultural
value. As some of these product categories are not
included in Kazakhstan'’s list of products subjected
to export/import control, the government had to
revise the list, which has been recently expanded
to include precious metals. The government had
to also develop legal procedures for the issue of
licenses and authorizations with respect to pro-
hibited or restricted goods.

In addition, traders noted that the CU requirement
of detailed descriptions for products with 10-digit
HS code numbers is increasing transaction costs,
since they have to pay EUR 20 for each additional
page attached to the cargo declaration. They also
drew attention to the fact that the Registry of Sup-
pliers from Third Countries tends to be restrictive,
and that they experience difficulties in obtaining
veterinary import permits. They explained that
the CU legislation stipulates that a trader should
submit an application, in a standard form, with
indications of the country of departure and track-
ing route. However, it is often the case that their
suppliers deviate from the indicated route. In such
cases, the shipment is held at a Customs post until
the trader obtains a new permit. Moreover, sev-
eral traders noted that exporters are requested
to obtain certificates of origin for every shipment,
even if the different shipments consist of the same
product(s). For example, if a trader is exporting the
same good to 15 countries, he is expected to ob-
tain 15 certificates of origin.

The point was also made that some new docu-
mentary requirements, which were meant to fa-
cilitate trade, have resulted in increasing trans-
action costs. This is particularly the case of the
Certificate of State Registration of the CU, which
replaces the sanitary-epidemiological conclu-
sions (Hygienic Certificate) for some of the prod-
ucts included in the unified list of goods subject
to sanitary - epidemiological surveillance (see
Box 3.1).

This document, obtained from the Ministry of
health, is issued for a single merchandise category
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Box 3.1

List of Good for which the Certificate of State Registration is required

Mineral water, bottled potable water, energy drinks, alcoholic production;

Specialized foodstuffs, including baby food, dietary products, nutritive for athletes, nutraceuticals, raw materials

for nutraceuticals, organic products;

Foodstuffs produced using genetically modified organisms;

Cosmetics; tools and products of oral hygiene;
Disinfectants, disinfectants and disinfestations;
Household chemicals;

Personal hygiene objects for children and adults;

Products meant for contact with foodstuffs (except the tableware, table belongings, manufacturing equipment)

and others

and it may include only the same products (homo-
geneous products containing the same ingredi-
ents and produced using the same technological
process) and is valid for the whole period of the
production or product shipment throughout the
CU territory. In practice, and according to an im-
porter of chemical products (surface active agents
other than soap), obtaining the certificate may
take up to two months, in view of the range of
documentary requirements. The traders note that
much of the delay is caused by the difficulties as-
sociated with obtaining the certificate of origin.

Traders also noted that CU arrangements have
rendered it more difficult to obtain the status of
bona fide traders or Authorized Economic Opera-
tors. As per the terms of the CU Code, obtaining
this privileged status requires providing a guar-
antee, referred to as General Security for Customs
payments and taxes, in the tune of EUR 150,000,*
an amount which traders find prohibitive, espe-
cially those belonging to the SME sector.

In addition, the clearance of goods within the Cus-
toms territory is often complicated by the fact that
Kazakh nationals cannot clear their goods in either
Belarus of the Russian Federation. This results in
additional costs as Kazakh traders have to rely or
Russian or Belarusian customs brokers to clear their
goods. Similarly obtaining payment confirmation
from the tax authorities of CU members is time
consuming. Under the rules, the tax authorities

7 See, Article 39 of the CU Code and Article 61 of the
Kazakh Customs Code.

should stamp the statement on imports of goods
and payment of indirect taxes (the “Statement”) as
confirmation of payment of indirect taxes within
ten business days from the date when a taxpayer
submits four copies of the Statement in writing
and other supporting documents specified in the
Tax Code. Traders described this procedure as time
consuming, and some reported having to submit
several support documents.

Yet another set of challenges relate to Kazakh-
stan’s readiness/ability to comply with the CU rules
and procedures. The previous section showed that
Kazakhstan has to address a number of challenges
before migrating to a paperless environment, and
traders highlighted concerns regarding the CU e-
docs requirements, noting that Kazakh customs
may not necessarily have the required capacity
and experience in managing such declarations.
The same applies to risk management, and this
challenge is complicated by the fact that the risk
management system at the CU level remains work
in progress. The CU arrangements stipulate that
customs control should follow the principle of
selectivity based on a risk management system,
and that the three partners should share informa-
tion about risks of violation of national and CU cus-
toms legislation.”® However, the risk management
systems of the three members vary in terms of risk
technologies, management techniques, and de-
gree of automation.

%8 As per CU Code.

%9 As per the Agreement on Mutual Administrative Assis-

tance of Customs Authorities.
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Moreover, the definition of what should be shared
remains unclear. While the CU Code defines risk as
the potential for non-compliance with customs
legislation of member countries of the Customs
Union, in practice, basic types of infringements
and crimes in the field of customs are defined in
the national codes of administrative offences and
criminal code of each member country. This ren-
ders it difficult to arrive at a clear definition of risk
criteria and indicators. Moreover, different liabili-
ties for offences in the field of customs could po-
tentially lead to higher incidents of customs viola-
tions in member states with less stringent laws.

Experts also drew attention that the Kazakh Adjust-
ment Rules,®® which were adopted in 2010 within
the context of the CU risk increasing the traders’
VAT liability. According to the CU Adjustment rules,
Custom authorities may adjust the amount of VAT
payable on taxable imports if:®’

e The value of goods has been determined
without taking into consideration of the
pricing principle provided for in Article
276-8 of the Tax Code of the Republic of
Kazakhstan;

%0 Resolution of the Government of the Republic of

Kazakhstan No. 1249 dated November 28, 2010 on
Approval of Rules for Taxable Import Volume Adjust-
ment within the Customs Union. The Kazakh Gov-
ernment integrated the Adjustment Rules into the
national Customs Code.

1 Rules for Taxable Imported Volume Adjustment within

the Customs Union, Clause 5.

e Thevalue of goods specified in a statement
or obligations does not comply with the
submitted documents of proof;

e It has been determined that the transac-
tion price per unit of goods specified in a
statement or obligations deviates from the
received minimum price of the goods;

e It has been determined that the costs spec-
ified in Sub-Clauses 1) - 3) of Article 276-8
of the Tax Code of the Republic of Kazakhstan
have been understated;

e The statement specifies an incorrect
currency rate.

The amount of payable VAT is determined by calcu-
lating an average price of the good in question us-
ing the price of similar goods (and if such goods are
unavailable, the price of homogenous goods) im-
ported into the territory of Kazakhstan from other
CU members during the last ninety days. If, taking
into account the accepted minimum deviation (as
defined in the Adjustment Rules), a calculated aver-
age price exceeds the price stated in the customs
declaration, the Customs may impose additional
VAT on the difference between the average price
and the one stated by the importer. The problem
with this method is that it does not take into ac-
count the specifications and terms of supply estab-
lished under contracts/agreements, thereby run-
ning the risk of increasing the traders’tax burden.

Table 3.10 provides a list of needs that the Kazakh
government may wish to bring to the attention of
the CU Commission:
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Table 3.10 - Outstanding needs and recommendations for the attention of the

Customs Union

Improve inter-agency
coordination at the borders

Introduce interface connections between the information systems of the
railways and the border agencies (particularly customs) within the CU territory.
In so doing, Kazakhstan and its CU partners may consider following the systems
adopted within the context of the EU funded Transport Corridor Europe-
Caucasus-Asia (TRACECA) initiative.

Establish a common approach to risk management, as explained in section
34.

Further simplification,
rationalization and
standardization of
cross-border administrative
and regulatory procedures

Expand the list of products included in the Single List of Products Imported
to the CU.

Reduce the number of products included in the Unified List of Goods
Subjected to Import and Export Licensing Requirements.

Streamline and simplify the existing procedures for issuing the Certificate of
State Registration.

For cargo declarations: Consider reducing the level of description for products
with the 10-digit HS code, and revise the pricing policy so as to reduce the
cost of additional pages.

Simplify the procedures associated with importing veterinary products

Consider revising the procedures for issuing certificates of origin. One
approach would be to require such certificates for each product, as opposed
to each shipment.

Consider simplifying the procedures for issuing the payment confirmation,
and reduce the waiting time to one day.

Consider regulations that would allow traders to clear goods in their country
of residence.

Consider expanding the Registry of Suppliers from Third Countries.

Consider further developing the CU Adjustment rules. In particular,improving

customs valuation methods drawing on international best practices, as
explained in section 3.3.

Further develop the
CU common risk management
system

Consider consolidating the existing systems into a common risk management
system, as explained in section 3.4.

Consider revising the terms for granting AEO status for traders operating in the
CU territory. It would be useful to avoid setting a threshold for determining
financial solvency, as this threshold differs from one industry to another. This
approach find roots in international best practices®* as well as the experiences
of other countries.®®

Strengthening the
public-private dialogue and
cooperation

Establish a coordinating committee to conduct regular consultations with
the private sector representatives concerning the CU procedures and
documentary requirements.

Establish a customs to business partnership programme, as explained in
section 3.4.

52 Rules for Taxable Imported Volume Adjustment within the Customs Union, Clause 5.
5 Rules for Taxable Imported Volume Adjustment within the Customs Union, Clause 5.
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3.4 Overland transport infrastructure:
rail and road networks

Kazakhstan's overland transport system, including
railway and road networks, carries 90 per cent of all
cargo in the country. The rail network stretches over
19,293 kilometres (km), of which 14,319 km is avail-
able for railway services. These services connect the
country with China, Kyrgyzstan, Uzbekistan and the
Russian Federation (of the 15 railway border points, 11
are with the Russian Federation; 2 with Uzbekistan; 1
with Kyrgyzstan; and 1 with the People’s Republic of
China). About 30 per cent (or 4,296 km) of the railway
tracks are electrified, and the railway network’s inven-
tory of rolling stocks comprised 1,772 locomotives
and 107,833 freight wagons at the end of 2011.%

The railway system is operated by the state-owned
Joint Stock Company (JSC) “Kazakhstan Temir
Zholy” (KTZ),%5 and supervised by the Ministry of
Transport and Communications.®® KTZ owns the
national railway network and around 40 per cent
of the country’s stock of freight wagons, which
is equivalent to 42,234 wagons (Table 3.11). The
remainder (65,599 wagons) is in the hands of pri-
vate operators, of which only a limited number are
Kazakh . Moreover, most the wagons are for bulk
transport, reflecting the country’s heavy reliance
on the export of raw material.

Table 3.11- KTZ inventory of freight
wagon by service

Freight wagons by service

Auto 54
Bulk 38,014
Intermodal 4,164
Mineral cargo 2
Total 42,234

Source: Kazakh Ministry of Transport and Communications.

5 The Agency of Statistics of the Republic of Kazakh-
stan (2012) Statistical Yearbook-2011.

% KTZ is 100 per cent owned by the State via the Na-
tional Welfare Fund “Samruk-Kazyna"

% As per the terms of “On railway transport” Act of Decem-

ber 2001, the Ministry of Transport and Communications
is responsible for the implementation of public policies
targeting the railway system, as part of its boarder man-
date of coordinating, regulating and controlling the
functioning of the country’s transport sector.

As for the road network, it stretches over 88,4000
km, with East Kazakhstan, Almaty, Karaganda,
and Kotanay regions having the longest net-
works. Five international roads, around 23,000 km
in total, pass through Kazakhstan. These include:

e Almaty— Astana — Kostanai (route M-36)
with exit to Chelyabinsk (Russia)

e Almaty — Petropavlovsk with exit to Omsk
(Russia)

e Almaty — Semei — Pavlodar (route M-38)
with exit to Omsk

e Almaty — Shimkent (route M-39) with exit
to Tashkent

e Shimkent — Aktobe — Uralsk (route M-32)
with exit to Samara (Russia)

Transport development is guided by the “Pro-
gramme for Development of Transport Infrastruc-
ture of the Republic of Kazakhstan for 2010-2014".
The Programmeidentifiesinvestment programmes
for the development of road and railway networks
( as well as civil aviation, water transport); stipu-
lates the modernization of the transport sector’s
institutional setup and legislative framework; and
emphasizes capitalizing on the country’s potential
as a transit country between Europe and Asia.

Consistent with this Programme, the government
launched a number of road and rail development
projects. Key road development projects involve
the construction of the international “Western Eu-
rope-Western Republic of China corridor’, which
starts from Orenburg (Russian Federation) and
ends at Korgas (the People Republic of China),
passing through five Kazakh oblasts (regions) and
involves 2,624 km of roads in Kazakhstan. Moreo-
ver, the new roads under construction in Kazakh-
stan will be of Class | and Il and will, therefore, be
equipped to carry higher volumes of transit traf-
fic. Other projects involve the renovation of roads,
particularly key sections within transit corridors
and national roads by 2014 (Table 3.12).

As for railway development, major projects include
the construction of the railway link Uzen-Turkmeni-
stan along the international North — South corridor,
to connect Kazakhstan with Gulf States and Iran. Yet
another project is the Korgas (Kazakhstan) - Zhe-
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Table 3.12 - Key road sections slated for renovation over the period 2010-2014

Road sections within transit corridors Road sections within national corridors

Omsk - Pavlodar — Maikapshagai,

Astrakhan - Atyrau — Aktau -Turkmenistan border
Shuchinsk — Kokshetau - Petropavlovsk

Russian border -Uralsk — Aktobe

Astana - Kostanai — Chelyabinsk

Aktobe - Atyrau

e Astana -Yereimentau - Shiderty

e Kurty — Burylbaital

Almaty - Ust-Kamenogorsk.

Usharal — Dostyk.

Zhezkazgan - Petropavlovsk.

Kyzylorda - Pavlodar - Uspenka — Russian border.

Beineu - Akzhigit — Uzbekistan border.
Local motor road networks.

Source: Program of Accelerated Industrial and Innovative Development of the Republic of Kazakhstan for 2010-2014.

tygen (China) railway link to facilitate cross-border
trade with/through China, which has been his-
torically conducted via the Dostyk (Kazakhstan) —
Alashankou (China) railway link. These projects form
part of a broader effort to re-establish Kazakhstan's
strategic position in the complex web of routes
along the historic Silk Road linking Asia to Europe
via Central Asia, South Asia and the Middle-East.

In addition, efforts are underway to reform Kazakh-
stan’s national railway operator within the context of
the “Strategy of JSC NC KTZ Development till 2020,
which seeks to bring about functional separation
between infrastructure development and services
delivery. This separation, commonly referred to as“un-
bundling of functions’’ is intended to increase the
participation of the private sector (since it allows for
discerning those components that could be subcon-
tracted on a competitive basis), and separate the man-
agement of passenger services and freight services.

The KTZ development strategy also involves mod-
ernizing the company’s rolling stock. It stipulates
writing off around 54 per cent of its freight cars,
68 per cent of main-line locomotives, as well as
82 per cent of switch engines and passenger cars
by 2020 due to the end of service life. The strategy
also envisages the acquisition of modern, state-of-
art locomotives and freight wagons.

The above-mentioned efforts are underscored by
an emphasis on increasing the private sector’s par-

7 The unbundling involve the separation of, among others,

transport and non-transport activities, of transport infra-
structure and operations, of different lines of business
(passenger versus freight services), functions or regions.

ticipation in the transport sector’s development,
within the context of public private partnerships
(PPPs) arrangements. Achievements to date have
involved adopting the 2006 “law on Concessions”,
which allows for awarding the private sector long-
term lease concessions (for up to thirty years) over
a range of state-owned assets outside oil and gas
extraction.®® The concessions are based on the
build-transfer-operate model (BTO), whereby the
title of the facility is transferred to the State imme-
diately upon completion of construction with the
understanding the investor will operate the facility
during the concession period to recover the capi-
tal and earn reasonable profits. In 2008, the Joint
Stock Company (JSC) “Kazakhstan Centre of Pub-
lic-Private Partnership” was created to promote
and expand the scope of PPP arrangements.%®

The assessment suggests that there remains room
for further improvement. Traders and representa-
tives of railway and truck operators reported a
number of bottlenecks, which stem from the lack
of adequate infrastructure facilities, the slow pace

% The said Law was meant to provide a legal basis for

concession arrangements, which first emerged in 2005.
The first concession agreement, granted in July 2005,
involved the construction the railway section “Station
Shar-Ust-Kamenogorsk”. This was followed in Decem-
ber 2005 by the concession agreement for the con-
struction of the interregional electric power transmis-
sion for the North Kazakhstan -Aktobe region.

% A detailed description of the Kazakhstani Centre of

Public-Private Partnership mandate and activities is
available on the Center's website at: http://kzppp.
kz/en/page/view?id=1. For a crisp discussion of the
changes during the early nineties till 2008, see US-
AID (2008) “Kazakhstan: PPP opportunities in a young
country: the challenge is around the corner”.
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Figure 3.1

Breakdown of Kazakh freight turnover by transport mode

Maritime 1%

Pipelines
22%

Road
27%

Rail
50%

Source: Agency of Statistics of the Republic of Kazakhstan, Statistical Yearbook 2011.

of the transport sector’s liberalization effort, and
the lack of proper legislation and equipment for
curbing cargo theft. Below is a discussion of these
bottlenecks along with key recommendations for
the Government’s consideration.

3.4.1 Lack of adequate infrastructure

As previously mentioned, the surveyed traders
prefer to transport their exports and imports by
rail, and this applies to the entire community of
traders. Available statistics show that railways ac-
count for around 50 per cent of total freight turno-
ver (or 223.6 out of 446.8 tons-kilometres) at the
end of 2011 (see Figure 3.1).

The lower use of road transport is mainly due to a
lack of road flexibility. In Kazakhstan, the permis-
sible dimensions for standard road transport are
18.5 m (length), 2.6 m (width) and 4.0 m (height).
This measurement includes the cargo and the truck,
and the maximum permissible weight is 38 tons.
Vehicles require a special permit when transporting
oversized cargo and these vehicles are by definition
longer, wider, or taller than the above specifications.
Obtaining permits for oversized and mass cargo is
time consuming, even though the Government has
reduced the waiting period for application review
from 15 days to 5 days, and increased the validity of
such permits from 3 to 6 months.”

7% In accordance with the Government Resolution “On

Adoption of Rules for Arranging and Carrying out Ship-

Yet another reason for the lower use of road trans-
port is the poor quality of the road network for
both international and local traffic. The network
consists mainly of Class lll stretches of local and
international road networks that are in need of re-
pair or complete reconstruction. In addition, some
rural areas remain poorly connected to major cit-
ies, thereby undermining agricultural and indus-
trial development.

The traders’ preference for the rail transport does not
mean that the railway system is without problems.
The system, which was established during the pre-
independence period, lacks the required infrastruc-
ture, technologies and skilled manpower to meet the
traders'increased demand for tailored services, qual-
ity, speed, competitive pricing and reliability.”

A pressing obstacle reported by all traders is
the shortage of cargo containers for transport-
ing goods by trains and by trucks. This prob-
lem is mainly because Kazakhstan’s exports are
bulkier than its imports, so that empty contain-
ers are often left in exporting countries waiting
for enough cargo to bring back.”? In some cases,

ments of Invisible Oversize and Over mass Cargoes” of
August 2011.

The Programme was adopted pursuant to the Govern-
ment'’s resolution 1006 of 2010.

For a detailed discussion of how the shortage of rail
wagons impact the traders’ competitiveness, see the
business process analysis (Annex I).

7

72
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this problem is also caused by the low stock of
rail wagons in importing countries. This is par-
ticularly the case of traders exporting wheat to
Iran. These reported that grain wagons returned
from there after 40 days. With trucks, the lack
of cargo containers is also associated with the
country’s low population density. Trucks often
travel long distances, and the probability of hav-
ing products to send back from sparsely popu-
lated areas is low.

The needs assessment also revealed the need
to improve the efficiency of rail links and termi-
nals. Traders noted the lack of client-oriented
services and the suboptimal quality of avail-
able services. Moreover, experts reported that
cross-border trade with/through China is ham-
pered by the incompatibility between the Chi-
nese and Kazakh customs and railway informa-
tion systems, which results significant delays
that can reach up to 6-8 days. Still other factors
are the differences in track gauge (and thus the
need to change locomotives), traction power
supply and signalling systems and a general
lack of inter-operability, as China uses inter-
national gauge tracks while Kazakhstan uses
the Russian Federation’s standard. In addition,
several traders emphasized the necessity of
improving trans-loading facilities at the border
crossing point of Dostyk.

As Kazakhstan cannot develop a significantly
more diversified export mix in the immedi-
ate and medium terms, the shortage of cargo
containers can be mitigated by increasing the
railway system’s stock of cargo containers, and
improving the efficiency of the rail links and ter-
minals.

3.4.2 Slow pace of the transport sector’s

liberalization effort

The nature of the transport sector, as a corner-
stone for the support of socio-economic develop-
ment, and the difficulties associated with achiev-
ing economies of scale and scope means that any
attempt to improve the legal framework govern-
ing the transport sector should take into account,
among others:

e The existence of natural monopolies;

e The existence of asymmetric information be-
tween transport operators and regulators;

e The need for private investment in infra-
structure facilities;

e The need to assign risks between operators
and government.

This means that reform efforts should emphasize
effective regulation and regulatory institutions
as opposed to eliminating regulation altogether.
While this imperative constitute the premise of
the government’s Programme for Development
of Transport Infrastructure of the Republic of Ka-
zakhstan for 2010-2014, the different state agen-
cies seem to have conflicting preferences as to the
appropriate legal framework for supporting the
Programme’s implementation.

These differences find their strongest expression
in the negotiations over the draft law “On intro-
ducing amendments and addenda to some legal
acts of the Republic of Kazakhstan on the issues
of transport”. The approval process saw the exclu-
sion of proposed provisions (which were to be
added to the Budget Code) for the allocation of
funds from the national budget for financing the
development and procurement of traction roll-
ing stock (i.e. locomotives). The negotiations also
ended with a decision to maintain State control
over railroad freight rates, as enshrined in the
“Law on Natural Monopolies and Regulated Mar-
kets”and implemented by the Natural Monopolies
Agency.” This means that freight managers will
continue to see their competitiveness eroded by
the cross subsidy of passenger services, which are
often given priority in overall railway development
planning. The implication is that freight trains will
continue to suffer serious disadvantages, because
the rates they charge do not necessarily suffice for
covering the infrastructure and maintenance costs
associated with their operations.

In addition, the different state agencies are yet to
agree on the proposed amendments for further
developing PPP arrangements. These changes

3 The law is available (In Russian) at: http://online.zakon.

kz/Document/?doc_id=1009803&sublink=30018
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involve the modification of a number of laws, in-
cluding, among others, the law on Concessions,
the Budget Code and tax Code.” The proposed
amendments are intended to:

Provide additional guidelines and to further clari-
fylegal terms

Launch new measures for sharing commercial
risks. For example, one of the proposals stipulates
that the government should guarantee the con-
sumption of a percentage of the service delivered/
produced by the concessionaire, as this would mit-
igate the demand risk, facilitate project financing,
and increase competition for the tender. Yet an-
other proposal states that the government should
set a maximum threshold for income, with the
idea of accruing the excess revenues within a spe-
cial account to cover increased maintenance costs.

Ensure a level playing field for the private and pub-
lic sectors through clarification of terms and the
clarification of procedures for conducting tenders.

Allow for launching other PPP models. For exam-
ple, the Government could consider Build-Oper-
ate-Transfer (BOT) concession agreements, where-
by the transfer of facilities occurs at the end of the
operational concession period.

The above-mentioned shortfalls suggest the need
for boosting the transport sector’s liberalization ef-
forts. As the level of local entrepreneurial skills and
funding sources are sometimes limited, the pace
of regulatory reform must be sequenced. Yet, the
government could undertake a number of imme-
diate measures, so that it could eventually limit its
involvement to the provision of basic access and
utility services, with the private sector owning and
providing transport service facilities.

In addition to reforming the legal framework along
the lines of the above-mentioned proposals to
promote PPP, the government needs to establish
generic and sector wide methodological manuals
for guiding PPPs; reduce the threshold for partici-
pation (which is currently at 20 per cent); guaran-

74 The proposed changes are available (in Russian) at:

http://kzppp.kz/en/page/view?id=25.

tee a minimum level of income for the concession-
aire and allow for the participation of consortiums
of several private sector entities in the PPPs. The
government also needs to establish a proper risk
assessment methodology for guiding the design
of PPP terms and arrangements and involve the
private sector in the design and construction of in-
frastructure facilities, even when these are owned
and managed by the public sector. In such cases,
private sector can be used in: (i) putting the ini-
tial project together; (ii) assembling the necessary
partners to complete the scheme; and (iii) procure-
ment and operational management.

At the same time, the government would need
to consider abolishing State control over railroad
freight rates. This would require establishing a
method for guiding pricing policies. Development
experiences elsewhere suggest that such methods
are not particularly difficult to establish, especially
since freight railways do not involve externalities,
as compared to, for example, sparse networks of
inter-urban passenger railroad links where exter-
nality effects (i.e., rural access to medical and other
social services) may be large.

3.4.3 Lack of proper legislation and equipment

for curbing cargo theft

Several traders reported high incidents of cargo
theft at Kazakh railway stations. As explained
in the annex, cargo security seals are often un-
locked and then put back again by cargo thieves
after removing the goods. Traders added that re-
porting theft incidents is of limited help because
it is often not possible to link the theft to a par-
ticular railway, and noted that some insurance
companies avoid insuring goods transported by
railway. Cargo theft is also a common problem to
traders who transport their goods by road. Trad-
ers explained that their goods are often stolen
while in transit, particularly when transported via
Uzbekistan. In most cases, the goods are stolen
during inspection.

Existing laws on cargo safety denote that the con-
signor (i.e., the party sending the goods) should
take the necessary measures to provide for the
cargo’s safety, while the railway operators should
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guarantee the safety of cargoes during transporta-
tion.”* The carrier shoulders the bulk of the respon-
sibility, and is expected to ensure safety of the
cargo from the moment of reception till delivery
to consignee. The accountability for loss, shortage,
damage (spoiling) of cargo, is passed to the con-
sighee the moment the consignment is delivered
to its intended destination.”

An immediate step to curb cargo theft would be
to commit railway operators and carriers to mini-
mum security requirements by considering leg-
islation that would standardize or mandate secu-
rity systems. There is also a need to intensify the
presence of security forces at national railway sta-
tions at commercial crossing points. Yet another
measure would be to create a central reporting
system, whereby traders, insurance companies,
law enforcement agencies, carriers and transport
operators would be asked to fill out standardized
incident reports on a regular basis (i.e., not only
cargo theft incidents). Such a centre could help
respond not only to specific incidents and for
possible recovery of stolen products, but also al-
low for detecting and reporting to state agencies,
transport operators and carriers areas/sectors that

7> Articles 41 and 33 of Law No. 266 of Republic of
Kazakhstan “About railway transportation” adopted on
8 December 2001.

6 Article 76 of the Law of Republic of Kazakhstan No. 266
“About railway transportation”, adopted on 8 Decem-
ber 2001.

are particularly vulnerable to cargo theft.”” At the
regional level, the government should consider
entering into cooperation agreements with its im-
mediate neighbours to tighten security measures
against cargo theft.

Furthermore, insurance companies should consider
reasonable information sharing across cargo com-
munity and tailoring policies to reflect the cargo
theft problem. For example, companies may imple-
ment standard requirements to obtaining a policy
or coverage, which commit insured trucking com-
panies, yard owners or carriers to implementing
certain strategies or systems. In return, the com-
panies would factor the equipment and strategies
that have been implemented by the insured party
in question into premium ratings and deductibles.

For their part, traders should invest in modern
equipment. Security seals, commonly used to pre-
vent theft, are not effective since they can be easily
unlocked. Companies should consider using lock-
ing seals, which feature a combination of a lock
with seal features built-in, and carriers should use
modern systems (i.e. GPS systems) to track products
remotely. Table 3.13 provides a summary of the out-
standing needs and proposed recommendations.

7" An example of such systems is the one established by

Cargonet (www.cargonet.com), which is an American
national cargo theft database and secure information
sharing system dedicated to cargo theft prevention
and recovery.
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Table 3.13 - Outstanding needs and recommendations for the overland transport

infrastructure

General

Speeding up the pace
of the transport sector’s
liberalization effort

Improving the railway
capacity at the main border
crossing points with China

Reform the legal framework to promote PPPs

Establish generic and sector wide methodological manuals for guiding PPPs.
Reduce the threshold for participation in PPPs.

Guarantee a minimum level of income for the concessionaire and allow for the
participation of consortiums of several private sector entities in the PPPs.

Establish a proper risk assessment methodology for guiding the design of PPP terms
and arrangements.

Involve the private sector in the design and construction of infrastructure facilities, even
if the facilities in questions are expected to owned and operated by the public sector.

L

Improve the range and quality of services at rail terminals

Align Kazakh customs and railway information systems with international standards
(see recommendations under section 3.3 for further details).

Align track gauge, traction power supply and signalling systems with international
standards.

Undertake new investments in transloading facilities, particularly at the Dostyk and
Korgas border crossing points

Invest in those stretches along the railway route China-Urumgi-Alashankou-Dostyk-
Moscow-Brest where trains need to change their undercarriages due to different rail
standards

Curbing cargo theft

Rehabilitate the existing stock of railway freight wagons using modern anti-theft
technologies

Introduce modern systems for ensuring secure trade, such as security fences,
trembler alarms, forensic markers and modern closed circuit television (CC TV)
security cameras

Intensify security presence at major border crossing points.

Revise the existing laws to commit railway operators and carriers to minimum
security requirements

Prompt insurance companies to ensure reasonable information sharing

Traders should be assisted to invest in modern equipment. The government may
consider establishing special credit facilities for this purpose

Establish appropriate cooperation mechanisms for combating cargo theft with
immediate neighbours

Increasing the storage
capacity in cities that are
located at critical rail nodes

Give priority to storage facilities in the cities of Karagandy, Shymkent, Aktobe, and
Aktay

Improving the quality and
supply of rolling stock

Improving the capacity of
road networks

Promote investments in modern rolling stock by attracting local and foreign
investment

Promote the establishment of credit schemes for local rolling stock owners, so as to
enable them to undertake required investments.

L]

Invest in bringing existing networks up to Class | and Class Il road quality standards
Build new roads, where needed, to improve in-country and border connectivity

Improving the quality and
supply of truck fleets

Promote investments in modern truck fleets, including foreign investments.
Promote the establishment of credit schemes for local truck/trailer fleet owners, so
as to enable them to undertake the required investments.

Consider increasing gross vehicle mass limits, as each extra ton on the vehicle means
lower unit costs and this could provide an incentive for truck/trailer owners to invest
in modernizing their fleets.
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3.5 Logistical services

Kazakhstan has over 70 enterprises offering logis-
tics services, including express and courier com-
panies, customs brokers and freight forwarders,
multimodal transporters, manufacturers and trad-
ers. Express and courier companies are mainly rep-
resentative offices of multinational corporations,
which oversee domestic distribution and have
warehouses and truck fleets. Locally licensed cus-
toms brokers, freight forwarders and multimodal
transporters offer services that involve shepherd-
ing cargo through customs clearance and send-
ing it by rail or road to its final destination. Several
freight forwarders offer integrated solutions. As
reported by the survey respondents, such services
include: preparing and processing documentary
requirements, arranging for storage, arranging for
insurance, customs clearance and logistical ser-
vices. Kazakhstan also has a number of logistics
centres and free-trade zones. The two most well-
known logistics centres are the High Tech Logistics
Centre in Almaty and the DAMU-Almaty industrial
logistics centre. The first centre is used for the de-
consolidation of imported goods from the Russian
Federation and Europe, after which the goods are
redistributed within the country or to other parts
of Central Asia. The second offers integrated logis-
tics services such as storage, handling, transport,
customs clearance, and repacking. Alongside the
logistics centers are a number of exhibition com-
plexes for production, warehousing, transporta-
tion and the final sale of products. These com-
plexes house facilities for showcasing products for
wholesalers and, to a lesser degree, retail custom-
ers. The goods exhibited usually originate from
China and the Russian Federation, and then are
trucked to the complexes, which have warehouses
and trucking depots for loading and unloading
operations.

The government intends to establish 10 logisti-
cal centres by 2015. These centres will be spread
throughout the country, including in Special Eco-
nomic Zones (SEZs), airports and transport sta-
tions. Most notable among the logistics centres
that will be established in SEZs is the centre locat-
ed in the “Khorgos - Eastern Gate” SEZ, in the east-

ern part of the Almaty region at the main border
with China. The centre will feature a dry port facil-
ity to enable the interim storage of semi-finished
goods for manufacturing or merchandise for do-
mestic and regional markets. The government is
also considering the establishment of a facility in
the vicinity of Shymkent city at the main border
with Uzbekistan, as there are considerable delays
for vehicles crossing this border.

The needs assessment suggests that the exist-
ing logistical services leave much to be desired.
The traders described arranging for the trans-
port of goods as particularly difficult, and com-
plained about the lack of adequate warehous-
ing facilities, especially for perishable goods.
The traders also reported that they are often
hesitant to send cargo in containers, because
they lack clarity on the technical and documen-
tation requirements and due to the high costs
for shipment.

The problems reported by traders cannot be un-
derstood in isolation of the overall conditions
of transport services, particularly those related
to the multi- modal transport industry. This in-
dustry is still in its infancy. Only a few freight
forwarders are able to offer integrated (global)
multi-modal services. These are mainly foreign
companies (to be more specific, the branches of
international companies), since the bulk of local
forwarders are only familiar with transporting
cargoes using conventional rail and truckload
methods. Moreover, there is no specific legisla-
tion or framework for multi-modal transport. As
aresult, the rules and regulations for each of the
individual modes used must be applied, so that
liability regimes are different. The occupation
of Multi-modal Transport Operator is not recog-
nized, so that undertaking multi-modal trans-
port under one contract is not possible. Separate
contracts need to be concluded for each specific
mode, and traders often have to enter into con-
tracts with forwarders in each country along the
transport corridor In addition to inflating trans-
port cost, this results in unclear responsibilities
and liabilities and opens the door for misusing
different legal interpretations.
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The results of the survey also suggest that trad-
ers could benefit from advanced training in the
area of logistics management. Such training
should focus on: enabling companies to devel-
op logistics strategies, identifying the impact of
imminent changes in the supply chain and the
organizational or functional changes that need

to be made to ensure quality and operational
efficiency. Indeed, successful experiences show
that companies should develop different logis-
tics strategies for specific product lines, specific
countries or specific customers. Table 3.14 pro-
vides a summary of the outstanding needs and
proposed recommendations.

Table 3.14 - Outstanding needs and recommendations for logistical services

The limited capacity of logistics service providers

Establish advanced training programmes in logistics, especially
in integrated logistics and multi-modal transport, supply chain
management, innovative technological applications

The traders’ limited experience in logistics
management.

Establish advanced training programmes in the area of logistics
management, with a special emphasis on the development of
logistics strategies.

The lack of integrated multi-modal transport
services

Develop the legal framework for allowing multi-modal transport
to be carried out under one contract

Establish the required insurance and credit schemes for
supporting multi-modal transport

Develop the capacity of local freight forwarders

Further develop Kazakhstan's Freight Forwarders Association
with targeted training so that it could assume a lead role in
developing the freight forwarding industry

Establish advanced training programmes for local freight
forwarders, with a special focus on multi-modal transport and
International Federation of Freight Forwarders Associations
(FIATA) related areas.

The limited use of containers

While developing the multi-modal transport industry would go

a long way in addressing this problem, the government should
also consider:

Developing container terminals

Investigating options for lowering the cost of container shipping,
such as incentives for the return of outgoing containers in order
to have a larger stock of available containers
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Chapter Four

Regulatory and Standardization
Policies

Beginning in 2005, Kazakhstan embarked on reform-
ing the legal framework underpinning the Stand-
ardization, Quality Assurance, Accreditation and
Metrology (SQAM) system. The Kazakhstan Technol-
ogy Law; the Law on Assurance of Measurement
Uniformity; List of Products and Services Subject to
Compulsory Certification; the Law on “On Accredita-
tion in the Sphere of Conformity Assessment”; the
Law “On Measurement Traceability Assurance’, and
other supportiing regulations were enacted, with a
view to adhering to the requirements of the WTO-
administered TBT and SPS agreements.

The entire SQAM system is under the responsibil-
ity of the Committee for Technical Regulation and
Metrology (CTRM), which reports to the Ministry
of Industry and New Technologies and comprises
three subordinate bodies: the National Accredita-
tion Centre; Kazakhstan Institute of Standardiza-
tion and Certification (KazInSt), which is consid-
ered to be the national standardization body; and,
Kazakhstan Institute of Metrology (KazlnMetr).

CTRM is a member of the CIS Interstate Council for
Standardization, Metrology and Certification; ; en-
joys an observer status at the International Electro-
technical Commission (IEC); and, participates as a
full-fledged member in 4 IEC Technical Committees.
CTRM has also been a member of the International
Organization for Standardization (ISO) since 1994,
and Kazakhstan participates as a full-fledged mem-
ber in the work of 16 ISO Technical Committees, and
as an observer in 13 ISO Technical Committees.

At the time of writing this report, CTRM was spear-
heading the implementation of the mid-term
“Program on Technical Regulating and Quality In-
frastructure Establishment for the Period of 2010-
2014, which was launched in 2010 as part of a
broader effort to support innovation. It was also
spearheading the implementation of the follow-
ing CU agreements and decisions:

e Agreement on the Circulation of Products
Subject to Mandatory Conformity Assess-
ment on the Customs Territory of the Cus-
toms Union.

e Agreement on Mutual Recognition of Ac-

creditation of Certification Bodies and Test-

ing Laboratories (Centers) Performing Con-
formity Assessment.

Agreement on Sanitary Measures.

Agreement on Veterinary-Sanitary Measures.

Agreement on Plant Quarantine.

Agreement on Common Technical Regu-

lating Principals in the CU.

e Decision on Common Sanitary Require-
ments

e Decision on Common Veterinary Require-
ments

e Decision on the Single List of Products Sub-
ject to Mandatory Compliance Evaluation.

This section provides a brief description of Ka-

zakhstan’s SQAM system, and highlights the major

needs emerging from the UNECE needs assess-
ment. It also makes a number of recommenda-
tions for the Kazakh Government’s consideration.

4.1 Technical regulations

In Kazakhstan, the Law of the Republic of Kazakh-
stan “On Technical Regulation’, 7 which entered
into force in 2005, provides the basic legislation
for technical regulations, which covers products,

8 As defined in the said Law, the term “technical regulat-

ing” (TexHMuYeckoe perynupoBaHue) is to be understood
as the legal and normative regulation associated with
identification, establishment, application and imple-
mentation of mandatory and voluntary requirements
for products, services, processes, including conform-
ity assessment, accreditation and public control over
compliance with the established requirements. For ex-
ample, voluntary standardization and certification is an
integral part of the system of technical regulating. The
term “technical regulation” (TexHuueckuin pernameHT) is
to be understood as the legal document that sets man-
datory requirements for products and/or their life cycle
processes. This distinction is in line with the definition
given in ISO/IEC Guide 2 “Standardization and Related
Activities — General Vocabulary”.
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processes and services, including design, storage,
transportation, sales and disposal of products.

CTRM is considered as the national authorized
agency for ensuring, through continuous monitor-
ing, that technical regulations address national re-
quirements and provide for the safety of goods and
services available in domestic markets. The Com-
mittee also coordinates and provides methodologi-
cal support for technical development; carries out
the analysis and expert assessment of existing tech-
nical regulations to ensure their compliance with
the public policy in the sphere of technical regulat-
ing; and, undertakes regulatory impact assessment
(RIA) of draft technical regulations.

The development of individual technical regula-
tions is supervised by relevant line ministries. Each
line ministry has a dedicated “Expert Council on
Technical Regulating’, which prepares draft techni-
cal regulations within the context of a participatory
approach. Thus, each Council brings together rep-
resentatives of relevant public authorities; Technical
Committees for Standardization; business associa-
tions; enterprises and research institutions.

As of January 2012, CTRM has supervised the de-
velopment of 97 technical regulations that are
based on international and regional rules and
norms. Most notable among the technical regula-
tions are those related to pressurized equipment,
equipment for oil and gas industry, construction
and electrical products; all of which are based on
the principles of the New EU Approach to techni-
cal harmonization and standards.”

Since 2011, and just like its CU partners, Kazakh-
stan has suspended the implementation of its na-
tional Programme for technical regulations and
standard setting development, and is focusing in-
stead on elaborating part of the common techni-
cal regulations for the CU based on internationally
recognized and regional rules and norms.® Exist-

72 A compendium of Kazakh standards and technical reg-

ulations can be found online (http://www.snip.com/in-
dex.php?Page=337). Additionally, firms can subscribe
to CTRM’s online Regulatory Information Service,
which publishes monthly updates to technical regula-
tions and standards in use in Kazakhstan

8 The CU partners agreed to adopt common technical

ing national technical regulations for products will
be valid until the entry into force of the common
technical regulations, and mandatory regulatory
requirements will only be established for a limited
number of groups of products (66) included in
the “Single List of Products” for which compulsory
requirements have been established for the Cus-
toms Union by the Commission of the CU.#®'

However, enterprises, particularly small and medi-
um-sized enterprises (SMEs), may face difficulties in
complying with the common technical regulations
to the extent that they are more advanced and re-
quire more investment or knowledge for implemen-
tation. In terms of sectors, enterprises engaged in the
manufacturing of food will be particularly affected,
given the various food safety requirements under by
the CU technical regulations. Most notable among
these requirements are those related to traceability
and the Hazard Analysis and Critical Point (HACCP)
system, which are guided by the EU Regulation
178/2002/EC. Kazakh manufacturers producing food
items of animal origin have been historically denied
access to EU markets, because of their failure to com-
ply with the mentioned EU regulatory requirements.

Moreover, the existing system of technical regula-
tions could benefit from further harmonization,
particularly in the area of safety requirements. For
example, enterprises have to adhere to two sets
of safety requirements for food products, baby
products, toys, and construction equipment. These
include the requirements established under the
relevant laws,®? as well as those established by the
Ministry of Health. It is often the case that the safety
requirements established by the laws are not neces-
sarily in line with those set by the Ministry of Health.

Table 4.1 provides proposed recommendations for
the consideration of the Government.

regulations for 61 products, which are included in the
Single List of Products. As of January 2010, Kazakhstan
has elaborated 9 draft common technical regulations
for the CU.

See Commission decision No. 526 dates of 28 January
2011 and the amendments to the said decision by the
Council of the CU under decision No. 102 of 23 Novem-
ber 2012 No 102

See the Law on Safety of Food Products; Law on Safety of
Toys; and, Law on Safety of Equipment and Machinery.
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Table 4.1 - Outstanding needs and recommendations for for technical regulations

CU common technical regulations

The enterprises’ limited capacity to comply with the | Establish an action plan to enable the enterprises to produce
according to the new regulations. The plan needs to be sector-
focused, and be based on a needs assessment of the enterprises’
production capacity.

The need for further harmonization, particularly in
the area of safety requirements

Conduct a systemic review of the legal framework underpinning
safety requirements to identify instances of duplication and
excessive requirements

Consider using UNECE Recommendation L as a reference
framework for guiding the consolidation of the legal framework.

4.2 Standardization

Standards development is coordinated and su-
pervised by CTRM in its capacity as the national
standardization body based on the law “On Tech-
nical Regulation’, which also provides the legal
framework for standardization. At present, the
national register of standards include 66,135 rules
and norms. As shown in Table 4.2, these norms and
rules represent: State standards of the Republic
of Kazakhstan (ST RK); international and regional
standards; standards of international and region-
al organizations (STO); and standards of foreign
countries (including national standards and stand-
ards of organizations).

Around 70 per cent of the State standards (ST
RK) have been harmonized with international
norms and rules, so that they are voluntary and
are geared toward ensuring the safety of life
and health of consumers. This means that state
standards no longer dictate requirements to
manufacturers on aspects such as the shape or
colour of goods as was the case under the old
legislation.

Efforts to capitalize on achievements to date are
challenged by slow progress in modernizing the
national institutional set-up for standardization,
which comprises, in addition to CTRM, KazInSt,
and 48 sectoral “Technical Committees for Stand-
ardization”. These Committees are responsible for
elaborating draft State standards, and bring to-
gether representatives of line Ministries and other
public institutions, research and development in-
stitutions and enterprises. Another agency is the
Technical Barriers to Trade (TBT) and Sanitary and

Phytosanitary (SPS) Data Center, which forms part
of KazInSt.®

However, standard setting remains very much the
domain of State agencies. CTRM, which oversees
the standardization system:

e Establishes the national plan for the devel-
opment of State standards

e Approves guiding documents for the de-
velopment, approval and implementation
of State standards.

e Decides on the establishment and com-
position of Technical Committees for
Standardization and coordinates their
activities.

e Sets the State standards developed by the
Technical Committees for Standardization.

e Defines the application of other categories
of standards in Kazakhstan.

e Conducts expert evaluation and analysis
of harmonized standards to ensure the
fulfilment of technical regulatory require-
ments.

8 Created in 2005, the Centre is responsible for interfac-

ing with the WTO Secretariat, the WTO members, the
international organizations, providing them with up-to-
date information on: (i) the accepted or offered techni-
cal regulations (further - TR), standards, the sanitary and
phytosanitary measures, changes; (ii) conformity assess-
ment procedure; (i) membership or participation of the
Republic of Kazakhstan in international organizations
and international treaties in the areas of standardiza-
tion, sanitary and phytosanitary measures, conformity
assessment, as well as bilateral and multilateral accredi-
tation; and, (iv) sources of projects, technical regulations,
sanitary and phytosanitary measures and standards. The
Center also publishes all notices on TBT and SPS in the
“Bulletin of the Information Centre of TBT / SPS".
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Table 4.2 -. Kazakhstan’s system of standards

(1325 items)

Organization of Legal
Metrology (OIML)

(224 items)

(11313 items)

State standards of CIS interstate regional National standards of Russia | European standards (EN and
Kazakhstan (ST RK) standards (GOST) (GOSTR) others)

(627) (19637 items) (9593 items) (9593 items)

IEC Standards Standards of International ISO standards National Standards of

Germany

(34 items)

National Standards of Great
Britain

European Regional
Standards (CODEX

USA standards: American
petroleum Institute, and

Standards of the Republic
of Korea

Alimentarius)

(6297 items) (192 items)

American Society for Testing
and Materials.

(2393 items) (4970 items)

e Represents the Republic of Kazakhstan in
international and regional organizations
for standardization.

Thus, contrary to international best practices, na-
tional standards are approved by a state agency,
and not an independent standardization body.
Moreover, KazInSt is subordinate to CTRM. CTRM
appoints KazInSt management, and the Institute is
financed from the State budget (in addition to fees
for standardization). Moreover, KazInSt has limited
influence on standardization development, with
its functions limited to:

e Providing expert evaluation of draft state
Standards and on interstate and CU stand-
ards.

e Publication and dissemination of State
standards, international and regional
standards, and standards of foreign coun-
tries and organizations.

e Translating into Russian and review of
translated international and regional
standards, national standards and stand-
ards of organizations of foreign countries.

e Maintaining the register of the state tech-
nical regulating system, including record-
keeping of standards applied in the Repub-
lic of Kazakhstan as well as supervising the
activities of the Data Center on TBT and SPS
measures and the Public Bank of Technical
Regulations and Standards.

e Providing export training services to stand-
ardization specialists.

e Concluding agreements with national
standardization bodies abroad for the
translation (into Russian) and dissemina-
tion of their standards.

CTRM also approves the Chairs of the Technical
Committees for Standardization, who are elected by
Committee members. The predominance of CTRM
also means that Kazakhstan has limited access to le-
gal documents on international standards from ISO,
IEC and a number of other internationally recog-
nized standards bodies. For example, for ISO, such
documents can only be acquired within the context
of formal agreements between ISO and relevant na-
tional agencies. Kazakh public agencies engaged in
standardization cannot enter into such agreements.
This is so because they are prohibited by law from
entering into agreements (or other forms of coop-
eration) with non-governmental agencies, if such
agreements involve financial obligations (such as
payment for ISO publications).

Another drawback to the existing system is the fact
that line Ministries and other relevant public au-
thorities have to approve the use of regional and in-
ternational standards as a reference in Kazakhstan.
This means that for Kazakh enterprises’ focusing
on domestic markets, there is only a limited choice
of relevant regional and international standards
that they can adopt, which undermines their abil-
ity to improve their competitiveness. There is also
the need to include specific clauses that reference
the use of technical specifications in existing laws,
so as to facilitate their use. Sometimes, products
manufactured according to a technical specifica-
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Table 4.3 - Outstanding needs and recommendations for standardization

The absence of an
independent national
standardization body

The establishment of an independent national standardization body. As proposed by
international experts, the most efficient way would be to transform KazInSt into an
independent governmental agency or into a private sector entity (Joint Stock Company
or Limited Liability Company).3

Further modernization
of the legal framework

Conduct a systematic review of the legal framework underpinning standardization to
ensure greater precision in the division of functions among the different agencies involved.

Modify provisions concerning the application of regional, international and national
standards, to enable domestic enterprises that produce according to international
standards to compete in domestic markets and to provide improved market access
conditions for regional and international enterprises seeking to market their products in
Kazakhstan.

Include specific clauses that reference technical specifications in existing laws, so as to

facilitate their use.

tion by EU public and private entities are denied
access to Kazakhstan. Below are proposed recom-
mendations for the Government’s consideration.
Table 4.3 provides a summary of the outstanding
needs and proposed recommendations.

4.3 Conformity assessment and
accreditation

In 2014, conformity assessment is regulated by the
Laws: “On Technical Regulating”; Law “On Accredita-
tion in the Sphere of Conformity Assessment”; “On
State Control and Surveilance in Kazakhstan and, the
technical regulation “On the Procedures of Conform-
ity Assessment”. Conformity assessment is also sub-
ject to relevant CU agreements and decisions.®

The accreditation of certification bodies and test-
ing laboratories is carried out by the National
Accreditation Center (NAC) of the Republic of
Kazakhstan. NAC became a member of the Inter-
national Laboratory Accreditation Cooperation
(ILAC) in 2010 and, respectively, joined ILAC Mu-
tual Recognition Agreement (MRA), which dem-
onstrates international recognition of the Center
and its compliance with the international standard

84 These proposals were submitted to the Government as

part of the preparations for the EU funded project, “De-
velopment and Implementation of Trade Policies and
Regulations”. The project was launched in mid-2010
and is expected to be completed in early 2013.

8 Up till 2013, conformity assessment was also regulated
by the law “On Mandatory Product Conformity Assess-
ment in the Republic of Kazakhstan”. The said law was
abolished.

ISO/IEC 17011 “Conformity Assessment- General
Requirements for Accreditation Bodies Accrediting
Conformity Assessment Bodies”. Currently, NAC is
actively working towards becoming a member of
International Accreditation Forum (IAF) and to-
wards joining the IAF Multilateral Arrangement on
Recognition of Certification Bodies (MLA).

At present Kazakhstan has 163 certification bodies,
105 of which are included in the Single Register of
Certification Bodies and Testing Laboratories (Cen-
tres) of the CU. Kazakhstan also has 644 testing labo-
ratories, 476 of which are included in the Single Reg-
ister of Certification Bodies and Testing Laboratories
(Centres) of the CU. Of the 644 laboratories, 30 per
cent are public laboratories and the remaining is
privately-owned.® The entire conformity assessment
system is supervised by CTRM. In particular, CTRM:

e Sets out the procedures for inspecting
products that are subject to mandatory
conformity assessment; and the proce-
dures for suspending or cancelling con-
formity certificates and declarations.

e Establishes the forms used for conformity
certificates and conformity declarations, as
well as for sample collection reports and for
product tests.

8 At the time of writing this report, the Single Register of

Certification Bodies and Testing Laboratories (Centers)
of the Customs Union comprised 31 conformity assess-
ment bodies and 42 testing laboratories, dedicated to
carrying out a conformity assessment to ensure adher-
ence to the CU technical regulations.
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e Establishes conformity marks and the pro-
cedures associated with the use of these
marks.

e Coordinates the activities of public authori-
ties, certification bodies and laboratories in
the sphere of conformity assessment.

o Organizes the attestation of auditors in the
sphere of product certification and man-
agement systems.

e Coordinates the state control over the fulfil-
ment of technical regulatory requirements
on the part of authorized bodies;

e Maintains the register of conformity assess-
ment documents prepared and issued ac-
cording to the common CU form.

Around 2,000 product categories are currently
subject to mandatory conformity assessment,
constituting, according to some respondents,
over 70 per cent of the commodities available
on domestic markets. For products that are sub-
ject to mandatory certification according to the
national legislation of the Republic of Kazakh-
stan, but that are not included in the Single List

of Products Subject to Mandatory Conformity
Assessment within the Framework of the CU,
enterprises (including foreign enterprises sell-
ing their products in local markets and national
importers) have to acquire a conformity certifi-
cate from accredited certification bodies, and
this certificate is only valid in Kazakhstan. For
the products included in the CU Single List of
Products Subject to Mandatory Conformity
Assessment, enterprises can choose between
Conformity Certificates and Declaration of
Conformity based on unified forms and/or cer-
tificates of conformity and Declaration of Con-
formity based on national legislation of the CU
member countries.

Moreover, the Kazakh conformity assessment
system is complex, given the multitude of
mandatory requirements in respect to goods,
which are set out in different standards and
legal documents (e.g.,, documents regulating
sanitary, environmental, veterinary and other
spheres), rather than in in one place. This situa-
tion imposes non-tariff administrative barriers

Table 4.4. Outstanding needs and recommendations for conformity

assessment and accreditation

Further harmonization of existing conformity
assessment procedures

Conduct a systemic review of existing procedures to identify
inconsistencies with international norms and rules and instances of
duplication

Based on the results of the review, take the necessary measures
to simplify, streamline and standardize conformity assessment
procedures

Consider introducing electronic conformity certificates, assessment
certificates and declarations

Bringing the accreditation system to
internationally recognized norms and best
practices.

Consider entering into new mutual recognition agreements (MRAs)
with European and other partners

The weak institutional capacities of testing
laboratories

Develop the capacities of testing laboratories based on a cost-
benefit analysis, and in consultation with CU partners

Explore options with relevant EU authorities for supporting
conformity assessment bodies, which are notified within the
framework of the EU and willing to conduct conformity assessment
(in the territory of Kazakhstan) of Kazakh exports to the EU.

Assist enterprises to comply with the requirements of obtaining
conformity assessment certificates, including by establishing a help
desk for providing them practical advice.

Intensify efforts to enable NAC to obtain full membership with IAF.
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to trade, and complicates the implementation
of international standards in Kazakhstan.

It should be noted that it is not a common practice
among Kazakh enterprises to apply for declara-
tions of conformity, which suggests weak techno-
logical capacities. The CTRM is trying to address
this by introducing the international standard 1ISO/
I[EC 17050“Conformity Assessment. Supplier’s Dec-
laration of Conformity".

Moreover, most of the laboratories have out-
dated facilities and use outdated testing meth-
ods, which undermines their ability to cover all
the requirements found in the regulatory docu-
ments adopted within the framework of the CU.
This may lead to the rejection of the services of
Kazakh’s testing laboratories. For example, Ka-
zakhstan does not have laboratories that could
identify: genetically modified sources; or the
quantity of dioxin in food; the quality of color-
ants; nor evaluate environmental requirements
for motor fuel according to EU standards. Table
4.4 provides proposed recommendations for the
Government’s consideration.

4.4 Metrology

In Kazakhstan, metrology and legal metrology is
based on the law “On Measurement Traceability
Assurance’, which is guided by the IOLM interna-
tional document D1 “Elements of the Law on Me-
trology”. The structure of the Kazakh metrological
service comprises:

e State metrological service, consisting of
CTRM and its regional offices as well as Ka-
zlnMetr, which constitute the national au-
thorized agency for undertaking the cali-
bration of measuring instruments.

e Time and frequency service; service for
standard samples and properties of sub-
stances and materials; service for standard
reference data on physical constants and
properties of substances and materials,
and services for supporting traceability
measures.

e Metrological services of public authorities,
individual persons and legal entities;

e Auditors in the area of ensuring traceability
measures;

e Consultancy services in the field of trace-
ability assurance.

CTRM MINT is in charge of ensuring traceabil-
ity measures, and is mandated with the following
tasks:

e Coordinating metrological services of the
Republic of Kazakhstan;

e Setting out rules of creation, approval, stor-
age, application and comparison of nation-
al standard measurement units;

e Maintaining the registry of the state trace-
ability assurance measures;

e Representing Kazakhstan in international
and regional metrology organizations;

e Establishing the forms for the certificates
used for type approval, certification and
verification of measuring instruments;

e Establishing regulatory priorities, sequenc-
ing the development of regulations and
ensuring the adoption of regulations to en-
sure the traceability of measures.

e Approving the national standards for meas-
urement units;

e Determining the values that are not includ-
ed in the international system of units, but
which may be approved for use in the Re-
public of Kazakhstan;

e Organizing scientific research in the area of
metrology;

e Establishing the classification of the state
unit standards used in the Republic of Ka-
zakhstan;

e Defining the general metrological require-
ments for means, methods and measure-
ments, including the methods for the veri-
fication of measuring instruments;

e Determining priorities for the use, produc-
tion and maintenance of measuring instru-
ments, organizing the collation of results
and the calibration of measuring instru-
ments;

e Organizing and conducting State metro-
logical supervision;
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e Organizing training and retraining of per-
sonnel in the area of ensuring measure-
ment traceability;

e Carrying out licensing and accreditation in
the area of ensuring measurement trace-
ability, and defining the related list of ser-
vices to be accredited;

e Establishing the production procedure,
storage and application of verification
marks.

Kazakhstan has achieved significant progress in the
development of its systems of metrology and legal
metrology. It is a member of the International Or-
ganization of Legislative Metrology (IOLM); General
Conference on Weights and Measures; Euro-Asian
Cooperation of National Metrological Institutions
(COOMET); and the CIS Council for Standardization,
Metrology and Certification. Moreover, Kazakhstan
was the first among Central Asian countries to pub-
lish its CMC (calibration and measurement capabili-
ties) data in the BIPM database of key comparisons
and, as of January 2012, thirteen of its measuring
instruments were recognized.

By 2013, Kazakhstan had 341 verification labora-
tories; 32 calibration laboratories; and 5 accred-
ited legal entities that conduct metrological at-
testations of measurement techniques. Ongoing
efforts to further develop metrology and legal
metrology involve upgrading 30 national refer-
ence standards to bring them up to the accuracy
level established by international requirements;
improving the current system for maintaining
national reference standards; and strengthening
KazlnMetr's research and development capacity.

“KazlnMetr” is accredited in the national system
since 22 May 2008 and by the foreign body on
accreditation of the Slovak metrological institute
(SNAS) since 12 March 2010 to carry out work on
measuring instruments calibration. This is why
there are conditions in the republic for carrying
out the measuring instruments calibration for all
interested legal entities,. Calibration certificates
are issued following requests

Most recently, the Government has commenced
a step-by-step plan to reduce state metrological

control over the development of measuring in-
struments for calibration. In addition, and within
the context of the CU, Kazakhstan has also intro-
duced voluntary calibration of measuring instru-
ments. Advanced training on calibration and on
the conformity assessment of measuring instru-
ments to relevant requirements are also provided
on a regular basis.

There remains room for improvement. Kazin-
Metr issues verification certificates that are not
recognized abroad as “calibration certificates”
since they lack information required by best
international practice, COOMET recommen-
dations or Bureau International des Poids et
Mesures (BIPM) standards. Moreover, the certif-
icates are issued only in the Russian language
and, therefore, cannot be used outside of Rus-
sian speaking countries. In addition, Kazakh-
stan still uses a verification system controlled
by the state and formalized by law, which does
not comply with international metrological sys-
tems that feature an emphasis on calibration
certificates and calibration methods. Another
concern is the limited number of calibration
laboratories undermines industrial innovation.
Industry and manufacturers are unable to de-
velop new ideas, improvements, research, de-
velopments and innovations because they can-
not obtain, for themselves, equipment that is
certified to be calibrated to the levels needed
in many advanced areas of research and manu-
facturing. Therefore, they are deprived of the
flexibility to determine the accuracy and reli-
ability (degree of measurement uncertainty)
that they need for new and improved products
that are currently in the pipeline.

Thus, although KazinMetr's and NAC's techni-
cal competence are recognized internationally
through MRA, their certificates will not be recog-
nized in other countries and by foreign enterprises
due to unknown and non-harmonized procedures,
a lack of essential information (e.g. measurement
uncertainty) or execution in a language that is not
accepted in the export market (e.g. only Russian).
Table 4.5 provides proposed recommendations for
the Government’s consideration.
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Table 4.5 - Outstanding needs and recommendations for metrology

The metrological system, including measurement
procedures, calibration certificates, language, etc.
needs to be harmonized with the international
requirements on all levels (KazinMetr, secondary
laboratories, production laboratories and industry).
Otherwise, recognition by other countries will remain
difficult, if not impossible.

Develop an advanced training programme in the areas of
metrology and accreditation in cooperation with leading
regional and international institutions

Establish a depository of key legal documents in the English
language

Consider the possibility of issuing bi-lingual (Russian/
English) certificates, so that non-Russian speaking

partners could determine the procedures and technical
specifications used by Kazakh testing and certification
laboratories.

Develop the institutional capacities of calibration
laboratories

Develop the capacities of calibration laboratories, and
consider establishing new ones based on a cost-benefit
analysis.
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Chapter Five

Conclusion

This study is a first step in supporting Kazakh
trade development efforts. It showed that while
Kazakhstan has gone a long way in addressing
technical and regulatory barriers to trade, there re-
mains room for improvement. The study identified
a number of procedures and regulatory barriers
throughout the international supply chain and has
proposed practical measures for addressing them.
These recommendations can be summarized as
follows:

e There is a need to improve overland trans-
port infrastructure, i.e. rail and road net-
works. Traders and railway representatives
and truck operators reported a number of
bottlenecks, which could be addressed by:
(i) speeding up the pace of the transport
sector’s liberalization efforts under public-
private partnerships; (ii) further develop-
ing infrastructure with a special focus on
improving the railway capacity at the main
border crossing points with China. It would
also be important to increase storage ca-
pacity in cities that are located at critical
rail nodes and to improve the quality and
supply of rolling stock. In addition, current
legislation should be revised to meet the
challenges described in this study.

e Kazakhstan should expand the range of lo-
gistical services available to traders. A first
step could be to establish a modern legal
framework and develop the professional
skills required for supporting a multi-mod-
al transport sector.

e Kazakhstan should consider reducing doc-
umentary requirements. While Kazakhstan
has gone a long way in modernizing cus-
toms administration, additional efforts to
reduce documentary requirements could
still be undertaken. This would also require
rethinking the management information
system, with the aim of ensuring that trad-
ers submit information only once, so that

repetitive entering of the same data is
avoided, or at least, reduced to a minimum.

e Kazakhstan shouldimprove border controls
and, especially coordination between bor-
der agencies. The study suggests a number
of measures to achieve integrated control
based on a comprehensive risk manage-
ment system, including further strength-
ening of inter-agency coordination at the
borders; and the simplification, rationaliza-
tion and standardization of cross-border
procedures.

e Kazakhstan should further develop its sys-
tem of standardization, technical regula-
tions and quality control. The Government
might wish to consider establishing an in-
dependent national standardization body;
further harmonizing existing conformity
assessment procedures and technical requ-
lations, particularly in the area of safety re-
quirements; and developing the capacities
of its calibration laboratories.

Given the broad range of areas that the recommen-
dations address, it would be difficult to implement
the proposed measures in a single undertaking. As
a follow-up to this assessment, the UNECE is work-
ing with the Kazakh National Advisory Committee
to develop an implementation plan for the medi-
um and long term that sequences implementation
of the recommendations by priority.

In implementing the proposed measures, the gov-
ernment may wish to consider establishing a trade
facilitation forum. As shown throughout the study,
delays at the main border crossing points are of-
ten caused either by the traders’ failure to satisfy
the documentary requirements or by the specific
regulations of other non-Customs border control
agencies and State bodies. Yet consultations with
the private sector seem to be limited.

A trade facilitation forum would provide a broad
mechanism for involving all relevant government
and private sector stakeholders, and ensuring
continuous discussions before, during and after
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the implementation of new procedures and regu-
lations. Differently put, it would serve as a vehicle
both for public/private dialogue and for dialogue
between the different private sector stakeholders,
whose needs and priorities differ by sector, stage
of development and location.

UNECE recommendations on national trade-fa-
cilitation bodies provide guidance and practice
examples of best practices for developing or con-
solidating such a broad mechanism.®” Successful
experiences suggest that attention must be given
to avoiding (as much as possible) the creation of
a new institution. One appropriate approach is to
aim for a“Forum on trade facilitation”, which brings
together all relevant parties in an ad hoc working
group format. The forum could be housed in any
market-support institution (whether governmen

8 See Recommendation No. 4: “National Trade Facilitation

Bodies” (TRADE/CEFACT/1999/11), and its supporting
document:“Creating and efficient environment for trade
and transport” (TRADE/CEFACT/2000/8).

tal or private sector) that has extensive outreach. It
would then need to be mandated with tasks such as:

e Providing a national forum to discuss ac-
tions for facilitating formalities, procedures
and documentation used in international
trade and transport.

e Submitting proposals to the government
in relation to trade and transport-related
rules and regulations.

e Making recommendations on future logis-
tics investments in infrastructure, ITC and
other pertinent areas.

e Increasing awareness of the methods and
benefits of transport and trade facilitation.

e Representing Kazakhstan at regional and
international forums on trade facilitation.
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Annex|

Business Process Analysis - Food Products Exportation

A1. Introduction

Pursuant to a request by the Government of Ka-
zakhstan, this annex provides the results of the
UNECE’s assessment of procedural and regulatory
barriers facing priority food exports. The assess-
ment was based on the UNECE BPA described in
the first chapter of this report, and focuses on four
products, namely: candy and confectionary prod-
ucts, flour, pasta and biscuits, which were identi-
fied in consultation with the government.

Two companies were selected to serve as case
studies based on the size of their exports.. The
first is a major exporter of confectionery prod-
ucts and is headquartered in Almaty, the larg-
est city in Kazakhstan. The company started
active export operations in the mid-2000s. The
second company is a major exporter of pasta,
biscuits and flour, and is located in Petropav-
lovsk, a small town in the northern parts of
Kazakhstan. It started export operations at the
beginning of the 2000s. Today the two compa-
nies sell more than 20 per cent of their prod-
ucts abroad, and both the volume and share
of exports as a per cent of total production are
increasing.

The BPA was carried out in early 2012 by a UNECE
consultant, who visited the premises of the two
companies and conducted extensive interviews
with senior as well as middle and lower level man-
agement. Consistent with the BPA methodology,
the analysis focused on the core business pro-
cesses associated with the export of the selected
products. These processes are shown using the fol-
lowing three diagrams:

e Use-case diagrams

e Business process flowcharts (using the
BUY-SHIP-PAY reference model)®

Time procedure charts

This annex is divided into six sections. The intro-
duction is followed in section two by a description
of the scope of the BPA (i.e. the domain of interest),
and the use case diagrams. Section three provides
a detailed description of the core business pro-
cesses of the two companies. This is followed, in
sections four and five, by a snapshot of the overall
time spent by the two companies to complete their
core business processes and the documentary re-
quirements. Each section discusses the major pro-
cedural and regulatory bottlenecks and proposes
action-oriented recommendations for the govern-
ment’s consideration. The recommendations fol-
low logically from the process diagrams and the
analysis, and take into account suggestions made
by the interviewees during the fieldwork. The last
section provides some reflections on the imple-
mentation of the proposed recommendations.

A2. Domain of Interest

A2.1. Product selection

The four food products were identified in consultation
with the Kazakh Ministry of Economic Development
and Trade. Initially, the Ministry proposed frozen and
chilled meat as well as dairy products. However, an
examination of Kazakh's trade statistics revealed that
these products are not exported in any significant
quantity, and that Kazakhstan relies heavily on im-
ports for satisfying local demand for the said products.

%  The B-S-P Model was developed by UN/CEFACT. Its
basic tenets are explained under UNECE Recommen-
dation 18, available online at: http://www.unece.org/
cefact/recommendations/rec_index.html
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As shown in Table A.1, only lamb (frozen and
chilled) has shown non-zero trade, with volumes
equivalent to 10 full trucks (211 tons) over a half-
year period in 2011. Dairy products exhibit higher
export volumes, but these remain well below im-
ports as reflected in the export to import ratios

from the economic crisis that befell the country
following the disintegration of the Soviet Union.
If anything, Kazakhstan has a long way to go be-
fore satisfying local demand for the two prod-
uct groups, which are considered of strategic
importance for ensuring food security. In many

PO O

(exports divided by imports). countries, governments strive to satisfy demand

for such products through domestic production
before promoting increased exports.

Moreover, as shown in Table A.2, meat and milk
production in Kazakhstan has yet to recover

Table A.1. Export/Import ratios and export destinations for key dairy and meat
products (January to June 2011)

0204210000 Lamb chilled Islamic Republic of Iran, Iraq 134

0204410000 Lamb frozen Islamic Republic of Iran 77 oo
0401201109 Milk (1-3 per cent, packed < 2L) [KGZ, TJ, TKM 117 0.04
0401209109 Milk (3-6 per cent, packed < 2L) |KGZ, TJ,TKM, TJ 133 0.02
0401209900 Milk (3-6 per cent, other) Sweden 04 0.0001
0403109100 Yogurt (<3 per cent) KGz, Uz 232 0.43
0403109300 Yogurt (3-6 per cent) uz 67 0.14
0403109900 Yogurt (>6 per cent) KGZ,T),UZ 28 =3

Source: Based on Customs Control Committee statistics, e-customs.gov.kz.

Key: AF - Afghanistan; CAR - Central Asian Republics; DE - Germany; EU - European Union; GE - Georgia; KGZ - Kyrgyzstan; MN - Mongolia;
PRC - China (People’s Republic of); TJ - Tajikistan; TKM - Turkmenistan; UZ - Uzbekistan

Table A.2. Meat and Milk Production in Kazakhstan, 1991 - 2010 (Thousand tons)

| Product | 1991 | 1995 | 2000 2005 2008 2009

Meat 15244 984.8 622.6 762.2 874.2 896.3
Milk 55554 4916.1 3730.2 4749.2 5198.0 53039
Source: State Statistics.

In contrast, as shown in Table A.3, pasta, biscuits, flour and candies have good export potential.

Table A.3. Export volumes and destinations for selected product groups (2010)

HS Code Product Exported to Tons {pend .
Import Ratio
1902301000 Pasta, dried CAR, AF, CAR 2115 3.5
1902309000 Pasta, other AF, CAR, GE 4220 6.0
1101001100 Flour, wheat durum AF, KG, TJ, UZ 12558 1266.0
1101001500 Flour, wheat common UA, KG, TJ, UZ, MD, AF, MN 681487 3266.3
1905311900 Biscuits coated/covered by chocolate |KG, TJ, UZ, AZ, GH, PCR, AF 476 0.2
1905319900 Biscuits, dry sweet KG, TJ,UZ, MN 367 0.05
1704907100 Candies, not containing cocoa CIS, DE, MN 1395 1.36
1806901900 Chocolate candies AF, CAR, DE, MN, PRC 386 0.21

Source: Customs Control Committee.

Key: AF - Afghanistan; CAR - Central Asian Republics; DE - Germany; EU - European Union; GE - Georgia; GH - Ghana; KGZ - Kyrgyzstan;
MN - Mongolia; PRC - China (People’s Republic of ); TJ - Tajikistan; TKM - Turkmenistan; UA — Ukraine; UZ - Uzbekistan
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Kazakhstan has been a large producer of grain
since the fifties, which saw the allocation of more
than 30 million hectares of land in the north of the
country for growing grain. Most of the supporting
infrastructure for harvesting, storing and milling
has been maintained, so that Kazakhstan is very
well positioned to compete in regional and inter-
national markets.

Estimates by the International Grain Council show
Kazakhstan's exports of flour soaring to a new
record of 3.5 million tons of equivalent wheat
in 2010 (or 56 million hundredweights (cwts) of
flour), compared with 2,733,000 tons in 2009 and
2,054,000 in 2008, thereby accounting for 27 per
cent of global flour exports. Although Kazakhstan
lagged behind its record clearances in 2010 be-
cause of increased competition from neighbour-
ing countries, particularly the Russian Federation
and Turkey, it continues to hold a dominant posi-
tion in international markets. With its exports of
flour amounting to 3.2 million tons in 2011, Ka-
zakhstan accounts for 26 per cent of global flour
exports.

Thus, supporting increased exports of flour and
flour-based products is a natural path to follow.
In 2010, total exports of pasta amounted to 12.9
thousand tons, up from to 9.2 thousand tons in
2009. These figures represent a modest share
of local production, which reached 127.7 thou-
sand tons in 2010, up from 115.5 thousand tons
in 2009.% At present, Kazakh pasta is exported to
Central Asian countries (especially, Afghanistan,
Kyrgyzstan, Tajikistan, Turkmenistan and Uzbeki-
stan) and Georgia.

8 The figures are from the Ministry of Agriculture and
Customs Control Committee.

Biscuits, which have low export volumes, were in-
cluded in the analysis because they form part of
the same value chain as flour and pasta, and are
often produced in the same facilities. Moreover,
exporters often use the same transport modes for
shipping flour, pasta and biscuits.

Candies were included in the analysis, based on the
request of the government. Candies produced by
Kazakh manufacturers are made of mostly imported
raw materials (cocoa, various jams, etc.). Moreover, al-
though the manufacturers use locally produced sug-
ar, this sugar is produced from Brazilian raw sugar.

The Kazakh Ministry of Economic Development and
Trade explained that promoting the export of candies
would contribute to a number of strategic goals. First,
this food-processing industry has a relatively high vol-
ume of export trade and a relatively high value-add-
ed. Second, it provides a major source of employment
for the labour force (particularly Alma-Ata, Karaganda
and Kustanay). Third, although most export ship-
ments of candies end up in Central Asian countries,
some go to Mongolia, China and even Germany. In
the case of Germany, Kazakh candies are mainly im-
ported by Kazakhstani traders who emigrated from
Kazakhstan to Germany during the 1990s.

A2.2 Scope of Business Process Analysis

The scope of the analysis was established in dis-
cussion with the two exporters selected for the
analysis (Table A4).

The export markets of the two companies are di-
vided into two groups. The first includes countries
of the Commonwealth of Independent States (CIS),
the traditional outlet for the two exporters. These
countries have harmonized trade regulation with-
in the context CIS Free Trade Agreement (FTA) and

Table A.4. Scope of the analysis (products, markets, transport, financing)

Export markets

Products
CISFTA Non-CIS

Modes of transport
Rail Road

Trade

Other financing
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have connected transportation networks. Trade
with these countries, therefore, offers important
advantages, which come in addition to that fact
that, like Kazakhstan, they also use Russian for
trade negotiations and contracting.

The second group of countries includes the rest of
the world; in this case, only two countries—Ger-
many for export of candies and Afghanistan for
large volumes of flour, suggesting modest diversi-
fication out of the CIS market.

The analysis focuses on transport by railway and
road. Maritime transport is not used by either of the
two companies. This should not come as a surprise.
The two companies sell products with relatively low
value-added and high price elasticity, particularly in
Afghanistan, Tajikistan, Uzbekistan and Kyrgyzstan.
As such, they rely primarily on the cheapest mode of
transport, particularly rail. Only deliveries from Almaty
to Bishkek (240 km) and to Germany are transported
by road, as this market shows lower price elasticity.

Trade finance was not included. As explained below
(under business processes associated with Buy) nei-
ther of the two exporters use trade-finance instru-
ments, such as letters of credit (L/C), bank guaran-
tees, and export documentary bills of collection.

Below is a discussion of the results of the analysis,
keeping in mind that further BPA studies would be
required to ascertain the extent to which the prob-
lems identified in this annex are common to other
priority export products.

A2.3 Core business processes

Using use-case diagrams, this section highlights
the core business processes undertaken by the two
exporting companies. A detailed discussion of the
sub-business processes is provided in section A.3.

A2.3.1 Confectionery products

The bulk of the confectionary producer’s exports
are destined for the Russian Federation, and the
company is actively seeking to increase exports to
China and other neighbouring countries. When ex-
porting to the EU, namely Germany, the first busi-
ness process involves arranging for road transport.

Candies are packed in consumer packaging (plas-
tic, paper, foil), and then in cardboard boxes. The
boxes are then packed onto EU standard wooden
pallets (120 by 80 cm) and wrapped in a highly
stretchable plastic film (see Figure A.1).

Figure A.1. Euro-pallet with stacked
cardboard boxes is a standard
logistics unit load in international
trade

In the EU, wooden pallets and cardboard are sub-
ject to phytosanitary control. Thus, the company is
required to present the phytosanitary certificate to
the EU authorities (see, figure 1, which describes
the export of candies to the European Union by
truck). Candies shipped to the CIS countries do not
need this Certificate® (see Figure A.2, which de-
scribes the export of candies to the CIS by rail in
standard rail cars or in refrigerator cars). *'

All candies shipped to the EU are transported by
truck. Carriers have their own trucks and are re-
sponsible for cargo insurance, so exporters do not
need to deal with this business process. On the
import side, the candy manufacturer imports an
assortment of raw materials in large quantities.
To minimize brokerage costs, the company has an
in-house customs broker, who handles customs
clearance procedures. The company does not use
the services of customs brokerage companies.

% According to the rules of the Customs Union, processed
(heated, boiled) and packed food items do not require
phytosanitary certification. This means that among the
four products examined, candies, pasta and biscuits do
not require this certification.

°1 Maximum weight for standard cars is around 30 tons
per car, and for refrigerator cars it is around 40-50 tons
per car.
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Figure A.2. Use-case diagram for exporting confectionery products by road
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In contrast, and as shown in Figure A3, most ex-
port shipments to the CIS region are transport-
ed by rail, with national rail companies provid-
ing the tracks, locomotives and rolling stock
(rail cars, fitting platforms, and multimodal
containers) for domestic transport operations.
For cross border transport operations, export-
ers may have to rent rail cars from private com-
panies if the national railway company (Kazakh
Temir Zholy) is unable to provide the required
rolling stock.

Normally, the company transports goods
based on the deliver at place (DAP) terms.*? If
the goods are exported to Uzbekistan and Kyr-
gyzstan, it pays for rail transport up to the last
Kazakh railway station, and the importer pays
Uzbek Railways or Kyrgyz Railways for the trans-
port of goods from the border-crossing point to

2 DAP refers to instances in which the seller delivers
goods to an agreed upon destination. The seller as-
sumes all risk until the goods arrive at their destination,
and takes care of customs requirements.
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its intended destination. If goods are exported
to Tajikistan, freight-forwarding companies han-
dle the payment to the transit railways (Uzbek
Railways and Turkmen Railways), because nei-
ther the exporter nor the importer can pay the
transit railways directly.

Processes associated with Load Cargo (for inter-
national and domestic deliveries) may involve
the Chamber of Commerce in situations where
the buyer and the seller are keen on avoiding
disputes over the quantity of shipped goods.

The Chamber’s involvement, therefore, is lim-
ited to verifying that all goods are loaded into
the rail car according to the commercial invoice
and the packing list. The Chamber’s inspector
provides a written report to the exporter several
days after loading and dispatch of the transport.
The report from the Chamber of Commerce con-
firms that the exporter loaded all of the goods
included in the invoice and the packing list. The
Chamber does not have any liability for short-
age of goods. If there is a shortage, the importer
makes a claim to the carrier and the exporter.

Figure A.3. Use-case diagram for exporting confectionery products by rail to
the Commonwealth of Independent States
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A2.3.2. Flour, pasta and biscuits

As previously mentioned, the business processes
associated with the export of flour, pasta and bis-
cuits were examined using, as a case study, the
Petropavlovsk production facility, which is one of

Kazakhstan's largest flour and pasta producers.
This company exports to the CIS countries, mostly
to the Central Asian Repubilics, by rail. The railway
station of Petropavlovsk is located in the Northern
Kazakhstan oblast, but belongs to the South Ural
Railways (part of RZhD - Russian Railways).

Figure A.4. Use-case diagram for exporting flour to CIS countries
(mainly Central Asian Republics and Afghanistan) by rail
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The bulk of the exports are shipped to the Russian
Federation and, since 2011, these shipments have
not been reported as exports, since the two coun-
tries have abolished customs control as per the CU
arrangements. Thus, the company does not have
to obtain customs declarations (export, import or
transit declaration).

Unlike the candy exporter (Figure A.1 and A.2),
the exporter of flour, pasta and biscuits uses the
services of a customs brokerage company to
clear goods. Figure 3 charts business operations

associated with exporting flour by rail (with a
maximum weight of 60-65 tons per rail car) to
CIS countries (mainly the Central Asian Repub-
lics and Afghanistan). Business operations asso-
ciated with the export of pasta and biscuits to
CIS countries (mainly the Central Asian Repub-
lics) are depicted in Figure A4. The only differ-
ence between Figures 3 and 4 is that the export
of flour requires obtaining phytosanitary certifi-
cation. The next section provides a detailed de-
scription of each business process.

Figure A.5. Use-case diagram for exporting pasta and biscuits to CIS
countries (mostly Central Asian Republics) by rail
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A3. Export Business Processes

This section depicts export business processes
based on the UNECE international supply chain
Buy-Ship-Pay reference model, and uses the Uni-
fied Modelling Language (UML) notation to chart
activity diagrams.

BUY

Negotiations and
concluding sales contract

Process 1.

Process 1.1

As shown in Figure A.6, the Negotiations and Sales
Contract is a relatively standard process and ap-
plies to all combinations of products, destinations

Figure A.6.BUY: 1.1. Negotiations and concluding sales contract followed by

details of associated steps
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and transport examined in this report (4 products
- flour, pasta, biscuits, candies; 2 types of destina-
tion — CIS market, EU market; and, 2 types of trans-
port — Rail; Road).

Although local banks provide good support for var-
ious trade-financing instruments, neither of the two
companies use documentary Letters of Credits (L/C)
or other tools of trade financing. It is worth noting
that when an exporter signs a new sales contract,
he needs to obtain a transaction certificate prior to
receiving payments and prior to customs clearance.
The issued transaction certificate serves as the ba-
sis for customs clearance of goods and execution of
payment under the sales contract. The procedures
associated with obtaining this certificate are dis-
cussed later on under Pay (3.1).

Neither of the two companies use trade finance
instruments. This comes despite the fact that Let-
ters of Credit (L/Cs), the most commonly used
instrument, are available in Kazakhstan and in
importing countries at reasonable costs. Rather,
the two exporters either require full advance pay-
ment from the importer, or split payments into
two instalments (an advance payment and the fi-
nal payment after delivery of goods), because im-
porters are not very familiar with trade financing
instruments. While these arrangements address
the problem in the short-term, they increase the
buyer’s financial burden and inflate risks for both
the exporter and importer. The Government may
wish to address this aspect of the business process
analysis, as explained below.

Name of process area 1. Buy

Name of business process

1.1. Negotiating and concluding sales contract

Related laws, rules, and e Incoterms
regulations e Civil Code
Process participants e Importer

e Exporter or Representative

Input and criteria to enter/ °
begin the business process .

and biscuits

Exporter has a list of potential buyers

Exporter is eligible to market products abroad. Customs Union Decision 168
of 27/01/2010 regulates application of export quotas. Export quota can be
potentially applied to flour. There are no restrictions to export of candies, pasta

e Exporter must a have a valid certificate of conformity for food products
(CU Decisions 526, 896, 563, 319, 620, 621, 629)

Activities and associated °

documentary requirements sales terms.

The Exporter prepares a Quotation to inform an importer about quoted price and

e TheImporter reviews the Quotation and determines if the quoted price and sales
terms are acceptable. If the quoted price and sales terms are not acceptable, the
importer requests the exporter to revise the quoted price and sales terms.

e If the quoted price and sales terms are acceptable, the importer confirms the
purchase of goods by signing a (Framework) Sales Contract

e An additional Purchase Order or an annex to the Sales Contract may be issued to
define special conditions for each shipment

e The Exporter prepares the delivery of goods accordingly.

e The Exporter acknowledges the receipt of Purchase Order and confirms that

goods will be delivered according to established conditions and terms by sending
importer a Commercial Invoice for full or partial payment for goods

complete this business process

Output criteria to exit the e Importer and exporter have concluded a sales contract

business process e Based on a purchase order, an exporter can accept payments and prepare goods
for export.

Average time required to 5 days
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Table A.5 Outstanding needs and recommendations for negotiations and con-

cluding sales contract

Outstanding need

Encourage traders to use modern payment °
methods. The payment methods used by the
traders are costly and risky.

Recommendation

Promote the use of L/C as this would go a long way toward
reducing the buyers’ financial burden and minimizing risks.
This requires consulting traders as to the best possible
measures, since the problem stems from the buyers’ aversion
to modern payment methods.

Process 2. SHIP

Process 2.1. Arrangement of Rail Transport

The need for implementing the proposed security
measures at major railway stations, as explained
in section 3.1, is further emphasized when con-
sidering the Arrangement of Rail transportation.
As shown in Figure 6, this business process is the
most challenging for exporters. Goods can be sto-
len from the border railway stations, where trains
stop for the documentary checks, for physical in-
spection and for changing of locomotives. There
were a number of cases when seals were opened,
goods were taken out, and then seals were put
back again.

Traders usually use seals to secure the cargo and
it is often the case that seals are broken and then
put back again without leaving any trace. This
means that if the goods inside the rail car were
subject to theft, and there is no evidence that the
seal was broken, the railways do not assume re-
sponsibility.

Moreover, even if the importer makes a proper
claim, it is often not possible to link the theft to a
particular railway (for example, if goods travelled
from Alma-Ata to Dushanbe via Kazakh railway
network, Uzbekistan, Turkmenistan, Uzbekistan
again, and, finally, Tajik railway network). Insur-
ance companies, it should be noted, avoid insur-
ing goods transported by railway.
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Figure A.7. SHIP: 2.1. Arrange rail transport followed by details of associated
steps
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Name of process area

2. Ship

Name of business process

2.1. Arrange Rail Transport

Related laws, rules, and
regulations

Regulation of railways operations (available in Russian only):
A list of commercial stations by office road

Order to approve the “Rules of cargo transportation,”
Conventional bans

The organisation of transportation by freight cars, repair of freight cars and
inventory accounting of freight cars.

Agreement on International Goods Transport by Rail (SMGS)

Application for SMGS consignment notes

Order No. 554 of the Minister of Transport and Communications of Kazakhstan
Request for transportation (the application form PG-12), Annex 1

National Transport Code

Agreement on the order of operation, repair, accounting and settlement for
the use of freight cars inventory of the park, leased (temporary use), and use on
international routes

begin the business process

Process participants e Carrier - National Railway Company (Kazakh Railways or Russian Railways)
e Rail car operating company
e Exporter
Input and criteria to enter/ e The Importer and the Exporter have already agreed about delivery of purchased

products to a certain destination

Activities and associated
documentary requirements

The railway company confirms and stamps the booking request

The Exporter contacts a carrier to reserve rail cars to the designated destinations
and pre-schedules a dispatch from the nearest railway station. The reservation is
normally done for the whole next month at the beginning of the current month
(e.g. all rail cars for February should be reserved by 10th of January). The quantity
and dispatch dates are indicative.

The carrier confirms the monthly plan or proposes modifications if they don’t have
capacity to provide empty rail cars for certain shipments

If the carrier (national railways company) does not have rail cars available for
dispatch to the requested destination, rail cars should be reserved through an
independent rail car operating company

Several days before each shipment the Exporter makes the final booking request
(paper-based) to the railway company.

Output criteria to exit the
business process

Rail transport required to move cargo from the designated pick up location is
arranged

Costs and resources

No out-of-pocket expenses

2 full time employees deal with all shipments (60-80 rail cars to domestic and
international destinations per month)

Average time required to
complete this business
process

2 days - candies
3-10 days - flour, pasta, biscuits

The traders lamented the shortage in rail cars,
which results in increasing transaction costs. Pri-
vate companies charge higher fees (in comparison
to public companies) and companies do not al-
ways acknowledge bookings, so that traders have
to grab what is available.

The traders also complanied about the high in-
cidents of cargo theft. In order to address this

problem, traders explained that they request the
Chamber of Commerce (particualrly the regional
offices) assistance, especially in cases where the
risk of theft (at any point throughout the supply
chain) is high and/ or where they do not trust the
importers. Upon the request of the exporter, the
representatives of the Chamber of Commerce ob-
serve the shipment of goods, starting from the
loading the cargo till sealing of the rail car or the
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multimodal container. The repressantives take
stock of every loaded item, check against the
transport documents and invoices, and issue a re-
port to the exporter testifying which confirms the
quantity and quality of the shipped goods. If the
importer complains about discrepancies between
the transport documents and the goods, the ex-
porter would then resort the report by the Cham-
ber of Commerce for verficiation. The importer
would also use the report to settle the claim with
transport operators or other logistics intermedi-
aries. While this service is provided by the Cham-
ber at the request of the exporter and is deemed
important for addressing the problem of theft, it
causes delays.

In addition, traders lamented the shortage in rail
cars, which results in increasing transaction costs.
Private companies charge higher fees (in compari-
son to public companies) and companies do not
always acknowledge bookings, so that traders
have to grab what is available. .In addition to the
recommendations mentioned in chapter three,
the Government may consider reducing the num-
ber of agencies involved in border control func-
tions:

Process 2. SHIP

Process 2.2. Obtain the Certificate of Origin

The need to streamline the existing procedures for
issuing Certificates of Origin along the lines of the
recommendations discussed in section 3.3 is fur-
ther highlighted when considering the business
processes that the two companies have to un-
dergo to fulfill the documentary requirements. As
shown in figure 7, the COO is issued by the Cham-
ber of Commerce and Industry. both companies
submit the required supporting documents once
a year, and these documents, along with site visits
by the local branches of the Kazakh Chamber of
Commerce, serve as the basis for estimating local
content. Thus, the respective branch of Chamber
of Commerce only needs to review the documents
and issue the Certificate.

Yet, it is often the case that additional verification
is needed. Should this be the case, the exporter

Table A.6 Outstanding needs and
recommendations for arrangement
of rail transport

needs

Reducing the e The task of verifying outgoing
number of cargo need to be given to other
agencies involved border control agencies within
in border control the context of a full-fledged
functions. risk management strategy
(section 3.3).

e Introduce required procedures
that result in the verification
process being completed at
the time of border control with
minimal cost to the traders.

has to apply for expert examination, which is con-
ducted by the Kazakh Chamber of Commerce’s
regional branch. In addition,, obtaining a certifi-
cate of origin requires several documents; some of
which are of little value for guiding decisions. Ex-
amples, include the recipes and technical process
maps. Moreover, even though the two companies
examined in this report are subjected to the same
documentary requirements, it usually takes the
candies exporter up to three days to obtain the
Certificate of Origin, while the exporter of flour,
pasta and biscuits obtains it in 3-5 hours.

This discrepancy was attributed by the interview-
eestothe Chamber’sinternal rules and procedures.
For example, requests can only be processed after
being reviewed by authorized personnel, and if
the personnel in question are not present, then the
entire process is delayed. In addition, the Chamber
of Commerce only assumed responsibility for issu-
ing Certificates of Origin in 2009.
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Figure A.8. SHIP: 2.2. Obtain the Certificate of Origin followed by details

of associated steps
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Name of process area

2. Ship

Name of business
process

2.2. Obtain the Certificate of Origin

Related laws, rules,
and regulations

Kyoto Convention (Revised), Annex K, Chapter 1

Chapter 7 (Articles 59-63) of the Customs Code of the Customs Union

EU Commission Regulation No 1063/2010

Rules of origin of goods in the CIS (Yalta, 20.11.2009)

Decision of the CIS on the rules for determining the country of origin (Yalta, 20.11.2009)
CIS Agreement on rules of origin of goods (Yalta, 20.11.2009)

Rules for determining country of origin approved by Government Resolution No 1647 of
22.10.2009

Order of the Minister of Industry and Trade of RK N2 388 of 17.11.2010 approval of the list,
confirming the origin of the goods Appendix 13a

EC Regulation No 2454 93 additional. changes to the number 12 97 1602 2000
Commission Regulation (EC) No 1063 from 18.11.2010

Council Regulation (EC) No 2008 of 22.07.2008 732

Rules of the CIS in 2000 from 05.03.2010

Law of the Republic of Kazakhstan “On making amendments and addenda to some
legislative acts of the Republic of Kazakhstan on the activities of chambers of commerce”
dated 23 October 2009.

Process participants

Exporter
The Chamber of Commerce
An authorized expert (by the Chamber of Commerce)

Input and criteria
to enter/ begin the
business process

Exporter has already received a confirmation from a carrier (export of candies) or received
a rail car in the plant warehouse’s rail siding and started loading (export of flour, pasta and
biscuits)

Activities and
associated

documentary
requirements

The Exporter submits, on an annual basis, the following documents:

Certificate of Conformity

Cost of goods calculations, with breakdowns by imported and local resources and costs
Recipes

Technical process maps

Product samples

For every shipment, the below documents must be submitted:

Documents confirming the legal status of the exporter

The original and a copy of the export contract

The original and a copy of the invoice

The original and a copy of documents confirming the origin of the goods.

The original and a copy of the license for the activity.

The original and a copy of documents for determining sufficient processing of goods.
The filled out application form for obtaining the Certificate of Origin

Packing list

The original and copy of the power of attorney to represent the applicant.

The Chamber of Commerce reviews the annually submitted documents and compares them with
documents in the application for the Certificate. If local cost content in the exported product
exceeds 50 per cent, the Certificate of Origin is issued (ST-1 type for CIS destinations, A-type for
the EU and other countries)

Costs and resources

7500 KZT (equivalent to around USD 50) per one Certificate (for one full shipment) - fee to
the Chamber of Commerce

Company Administrative Staff, shared use.

Output criteria to exit
the business process

The Certificate of Origin is received

Average time
required to complete
this business process

3 days - candies
3-5 hours - flour, pasta, biscuits
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The analysis highlights the need for simplifying
and streamlining administrative and regulatory
procedures for issuing the COO. In addition to

the recommendations mentioned in section 3.3,
the government my consider the below meas-
ures:

Table A.7 Outstanding needs and recommendations for obtaining the COO

Simplifying and streamlining the
procedure for obtaining certificates of
origin

Conduct a thorough examination of the procedures and internal
rules of all the local branches of the Chamber of Commerce to
identify the bottlenecks responsible behind such discrepancies in
the treatment of different companies with similar types of goods.

Establish a new procedure for guiding the issuance of certificates of
origin, and make it available to the private sector

Establish clear instructions for implementing the revised procedures

Provide the staff with the needed training for implementing the
procedure

Another alternative would be to consider issuing electronic
Certificates of Origin.

Streamlining the documentary
requirements

Consider reducing the number of documentary requirements.
Particular emphasis should be given to removing from the list those

documents that add little value for guiding decisions.

Process 2.3.
certificate

Obtain the phytosanitary

The phytosanitary certificate is required for flour
and cardboard packaging (when exporting to
the EU). Obtaining phytosanitary certification
for cardboard only requires the submission of
the invoice to the Phytosanitary inspection. No
other documents are required. This is because
the corrugated cardboard used in packaging is
produced by a Kazakh company; the facilities
of which are also inspected the phytosanitary
inspection and, therefore, it has all the records
for the producer. Accordingly, the producer only
needs to present evidence (i.e., the invoice) that
the products are destined for the EU, and usually
obtains the certificate within the hour.

The phytosanitary certification for flour re-
quires many more steps (Figure A.9). First, the
flour is examined by an independent test-
ing laboratory or by the State Enterprise Phy-
tosanitaria, which is affiliated to the Ministry
of Agriculture Committee of Inspections, in
its capacity as the authorized State inspector
(RGP Phytosanitaria). The exporter then has to

get another examination by the city inspec-
tion (where the company is based). Once the
results of the two examinations are released,
the exporter goes to the Oblast (region) phy-
tosanitary inspection to receive the certificate.
Yet, even though the exporter has to visit three
different state agencies in three different parts
of the town, he receives the certificate within a
few hours.

The exporter can use either the authorized State
inspector, or an independent laboratory for carry-
ing out the first inspection. As such, and as shown
in figure 8, he tends to see this step as distinct from
the town and oblast phytosanitary inspections,
which are responsible for conducting follow-up
inspection.

While the trader receives the certificate in a few
hours, he still has to visit three different agencies
that are located in different parts of the town. For
companies that are keen on increasing their ex-
ports, this procedure could be taxing. In addition
to those provided in section 3.3, the Government
may consider the following proposed recommen-
dations:
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Figure A.9. SHIP: 2.3. Obtain phytosanitary certificate for flour followed
by details of associated steps
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Name of process area

2. Ship

Name of business process

2.3. Obtain Phytosanitary Certificate

Related laws, rules, and regulations

Decision No 30 of 11 December 2009: Customs Union agreement on
phytosanitary measures and its annex

Decision No 318 of 18 June 2010 of the Customs Union Commission as
amended by Decision No 454 of 18 November 2010: List of products subject
to phytosanitary control

Regulation on phytosanitary control at the CU border
Regulation on phytosanitary control in the CU
Summary of Decision No 318 of the Customs Union

Process participants

Exporter
Authorized inspector (RGP Phytosanitaria)
Phytosanitary inspection (1. city inspection and 2. oblast inspection)

Input and criteria to enter/ begin the
business process

Containers transported by rail have been delivered to the production site,
the loading started

Activities and associated
documentary requirements

The Exporter takes a sample of flour (around 1 kg), completes the sampling
report and delivers them to the RGP Phytosanitaria (a company chartered
and fully owned by the Committee of Agricultural Inspections of the Ministry
of Agriculture)

The RGP Phytosanitaria makes necessary checks of flour and issues a protocol
of analysis (Analyses card)

The Exporter takes the analysis card from RGP Phytosanitaria and a sample of
flour (around 1 kg), fills in the application form and delivers them to the city
Phytosanitary inspectorate

The City (Municipal) Phytosanitary inspectorate checks flour and reviews the
Analysis card and issues their inspection report

The Exporter fills in an application form and provides the inspection report
from the City Phytosanitary Inspectorate and the Analysis card to the Oblast
(Region) Chief Phytosanitary Inspector

The Oblast Phytosanitary Inspector issues and signs the Phytosanitary
Certificate

Output criteria to exit the business
process

The Phytosanitary Certificate is received

Costs and resources

27 KZT (1USS$ = 148 KZT) per one ton of flour — to the RGP Phytosanitaria
Company Administrative Staff’s time

Average time required to complete
this business process

2-3 hours, including transport
(RGP Phytosanitaria, city inspection and oblast inspections are located in 3
different places within a town)

Table A.8 Outstanding needs and recommendations for obtaining phytosanitary

certificate

Simplify and streamline the
procedure for obtaining
phytosanitary certification for
flour

Consider eliminating one of the three phases. A more simplified procedure
could involve lab examination of a product sample, and a paper check by the
chief Phytosanitary inspector. These two phases should not require any follow-
up by the exporter.This is a clear example where a single window arrangement
would be most helpful

As the Phytosanitary inspection checks the production site and finished goods on
aregular basis, it could consider waiving laboratory checks, whenever possible.
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Processes 2.4-2.5: Load transport, Pay for transport, Customs Clearance and Send
documents to importer

As shown in Figure A.10, the process of loading transport vehicles and payment for transport, along with send-
ing the documents to the importer is relatively smooth and is usually completed during one business day.

Figure A.10. SHIP: Load transport, Pay for transport, Send documents to importer
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Name of process area

2. Ship

Name of business process

2.4. Load Transport
2.5. Pay for Transport

Related laws, rules, and regulations

Regulation of railways operations (available in Russian only):

Rules of cargo transportation

A list of commercial stations by address

Order to approve the “Rules of cargo transportation,”

Conventional bans

Handling and accounting company-owned freight cars

Agreement on International Goods Transport by Rail

Application of the above mentioned-agreement

Order N2 554 of the Minister of Transport and Communications of Kazakhstan
Request for transportation (the application form PG-12), Annex 1
Request for transportation (the application form PG-12), the application

Agreement on the order of operation, accounting and settlement for the
use of freight cars inventory, leased (temporary use), and using international
routes

Process participants

Exporter

National railways (either Kazakh or Russian)
Freight Forwarding Company (optional)
Chamber of Commerce (optional)

Private rail car operating company (optional)

Input and criteria to enter/ begin the
business process

Shipment is ready to be dispatched
Rail car(s) is/are delivered to the product warehouse rail siding

Activities and associated
documentary requirements

The Exporter prepares the railway consignment note (SMGS note is used for
the OSZhD rail network). One of the exporters gets blank SMGS forms from
the national railways and fills them with a typewriter, the other one uses the
e-version of the SMGS blank form, fills in with a computer and prints it out.

Meanwhile, loaders check the rail car and make necessary fixes (remove litter,
check and fix floors, walls, sliding doors, locks). After cleaning, the medical
sanitary inspector of the plant makes the final check of the rail car and puts
the Transport Equipment Sanitary Certificate inside of the rail car.

Loaders begin loading goods from the warehouse. If needed, the Chamber
of Commerce can verify that required goods have been loaded.

Concurrently with loading, the SMGS consignment note (4 copies) with
other documents required for export customs registration is checked and
stamped by Customs

When all documents are received, the exporter scans them for their
records and brings them to the loading site and puts them into the rail car.
Documents are normally placed inside a flier or an envelope and fixed in the
rail car in such a way that the Importer will be able to access the documents
immediately after opening the rail car.
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Activities and associated documentary
requirements

The following documents are inserted, and their scanned copies are sent by
e-mail:

— Commercial Invoice

— Consignment note

— Export Customs Declaration

— Certificate of Origin

— Phytosanitary certificate (only for flour or EU shipments of candies)
— Certificates of Conformance

— Certificate of Quality (for flour only)

— Statement of Quality (pasta, flour, candies)

— Packing list

— Warehousing statement of lading

— Internal transport bill

When goods are loaded, the dispatch supervisor locks the door and secures
it with a seal (2 copies of the SMGS note with all document originals must be
placed inside the rail car)

The SMGS consignment note with the customs stamp is delivered to
the railway station, and the Kazakh part of the transportation is paid
(normally using a banking card, but direct bank wire or cash are also
acceptable)

If the Exporters have to pay the railways of transit countries (under the CPT
term of delivery), they should include the code of the freight forwarders,
who pay for transit, in the SMGS consignment note (in the form there is a
special field for this). If DAP (border) delivery is used, the freight forwarder
code is not used.

The Railways take over the rail car from the exporter’s rail siding and bring
it to the railway station. It can stay in the railway station up to several days
before being put into a train to the required destination.

Output criteria to exit the business
process

Goods and documents are inside the rail car
Railways received payment and accepted responsibility for the rail car

Costs and resources

10,000-12,000 KZT per one rail car (2000 KZT/hour) - to the Chamber of
Commerce for the confirmation of loading (if used)

2,500 KZT (1 US$ = 148 KZT) - cost of one Transport Equipment Sanitary
Certificate. One certificate per rail car is needed. The certificates are
provided by SanExpertiza Ltd (a company affiliated with the Ministry of
Health)

Company Administrative Staff, shared use

2-4 loaders per one rail car for 6-8 hours

Average time required to complete
this business process

1 day:
Up to 2 hours — checking and fixing the rail car
5-6 hours - loading

Table A.9 Outstanding needs and recommendations for load transport and

payment processes

Outstanding needs

Physical inspections are complicated

Recommendations

Introduce modern systems for risk profiling and risk management

traders with modest exports

Payment procedures tend to be demanding for | Consider allowing payment of customs fees in tenge.
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Processes 2.6: Do Export Customs Clearance

Customs clearance is relatively smooth and is
usually completed in two hours, and involves the
following steps (Figure A.11):

e Collection of all required documents

e Preparation of the Customs Declaration,
both electronic and paper version

e Payment of customs fees

e  Submission of the Declaration

The problem arises when Customs carry out
physical checks of rail cars. In such cases, the rail
car is detached from the train, put on a separate
rail siding for checks, examined, and if it passes
the inspection, attached to the next train. All
additional operations with the rail car are paid
for by the exporter. There were long discus-
sions between the Kazakh Freight Forwarding

Association and Kazakh Customs and Kazakh
Railways to the effect that Customs should have
a separate budget to pay Kazakh Railways for
operations associated with physical checks. But
the discussions did not lead to an agreed solu-
tion, and Kazakh exporters and importers have
to pay for Customs physical checks even if the
shipment passes the inspection.

Moreover, both exporters use special deposit
cards, which allow them to pay fees at the time
of the Declaration submission. But traders with
modest, intermittent export activities do not
have these cards and pay in cash, as banks re-
quire payments in foreign currencies to be made
based on the current exchange rate. Thus in ad-
dition to the recommendations proposed in sec-
tion 3.3-3.4, the Government may consider the
following measures:
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Figure A.11. SHIP: 2.6. Do Export Customs Clearance followed by details of

associated steps
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Name of process area

2. Ship

Name of business process

2.6. Do Export Customs Clearance

The Customs Code of the Customs Union

Related laws, rules, and °
regulations
Process participant e Exporter
e Brokerage company (optional)
e Customs
Input and criteria to enter/ begin | e Goods are (or being) loaded into a rail car orin a truck
the business process e Certificate of origin, the Phytosanitary certificate (if required), transport
documents and commercial documents are received or issued by the Exporter
Activities and associated e The Exporter or a customs brokerage company prepares the electronic customs
documentary requirements declaration in Web-Declarant customs application http://gtd.customs.kz/ (this
activity can be done simultaneously with loading of goods and preparation of
documents, including the Certificate of Origin and the Phytosanitary Certificate)
e When the Export Customs Declaration is ready, it is printed and loaded into the
Customs database
e Signed and stamped paper-based Export Customs Declaration is submitted to

Customs together with other documents and payment for document processing.
Additional pages may be required if the Exporter has goods with many HS codes
declared. Customs clearance is conducted in Customs Clearance Centers , where
one inspector checks all documents and collects payments (so called Single
Window control).

The following 12 to 14 documents are required for customs clearance:

— Customs declaration

— Commercial invoice

— Company Customs Registry Card

— Sales contract

— Brokerage contract

— Transaction Certificate

— Railway Consignment note

— Commercial Invoice

— Certificate of Origin

— Phytosanitary Certificate

— Packing List

— Warehousing statement of lading

— Plant invoice (optional)

— Internal transport note (optional)

e Customs inspector opens the electronic version of the declaration (available
through customs information system) and compares it with the printed
declaration and all supporting documents

e If data are correct, the declaration is accepted, registered and stamped by the

customs expert. The customs inspector stamps the Consignment Note (railway
bill) and other documents upon request of the Exporter (packing list, invoice).
These additional documents are usually stamped at the request of the Importers.

Output criteria to exit the e Customs, transport and other documents have been stamped by the customs
business process inspector
Costs and resources e To Customs — 60 EUR for the first page of the Customs Declaration and 25 EUR

for additional pages.

Company Administrative Staff, shared use or a Customs brokerage company -
15,000-20,000 KZT (1USS = 148 KZT) per one export shipment

Average time required to
complete this business process

2 hours:

1 hour to prepare web-declaration and print all documents

1 hour or less — to submit the declaration and supporting documents to customs
(This timeframe does not take into account the time spent for obtaining the
documentary requirements)
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Process 3. PAY

Process 3.1. Opening the Transaction
Certificate (Registering International
Commercial Transaction)

As shown in figure A.12, the exporter can open
a transaction certificate with an authorized Ka-
zakh bank within 2 working days. The exporter
must prepare a transaction certificate separately
for each foreign trade contract if the value of the
goods delivered under the contract as of the date
of its execution is equivalent to or exceeds USD
50,000. In situations where the exporter is ex-
pecting to receive several purchase orders under
the same contract, he does not need to obtain a
separate transaction certificate for every single
delivery.

The transaction passport should then be presented
to the customs authorities who will, in turn, confirm
the match between monetary and trade inflows
and outflows. As previously mentioned, a simplified
currency control law was issued in January 2012,
which exempts traders from needing transaction
certificates. According to this law, traders have to
only register the contract with their servicing banks.
The law came into force on 28th January 2012.

Yet, the two exporters could not confirm that
the changes had actually come into force and
continued to believe that transaction certificates
are still required. This suggests that the imple-
mentation of the new regulation has been slow
and/or that traders are not well informed about
the new simplified procedures. This highlights
the need for targeted measures to ensure wider

Figure A.12. PAY: 3.1. Opening transaction certificate (Registering International
Commercial Transaction) followed by details of associated steps
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Name of process area

3. Pay

Name of business process

3.1. Opening the Transaction Certificate
(Registering International Commercial Transaction)

Related laws, rules, and
regulations

Law of the Republic of Kazakhstan dated January 6, 2012 No. 530-IV “On
introducing amendments and addenda to some legislative acts of the Republic
of Kazakhstan on issues of currency regulation and currency control”

Process participants

Exporter
Exporter’s bank

Input and criteria to enter/
begin the business process

The exporter signed a new contract with an i mporter

Activities and associated
documentary requirements

The exporter brings the new contract to the exporter’s Bank, fills their part of
the transaction certificate and pays the fee

The exporter collects the transaction certificate and the contract from the bank
after its registration

Output criteria to exit the
business process

Bank registered new commercial agreement

The exporter received the transaction certificate and the contract with the
stamp of the exporter’s bank

Costs and resources

3,000 KZT (1US$ = 148 KZT)
Company Administrative Staff’s time.

Average time required to
complete this business process

2 Days

dissemination of the new law, along with a clear
explanation of its implications and applicability
as explained in the detailed recommendations
concerning the promotion of mutual trust and
partnership between customs and the trading
community (Section 3.3).

Table A.10 Outstanding needs and
recommendations for opening
transaction certificate

Outstanding

Recommendations

needs

Lack of clarity on e Ensure wider dissemination
the transaction of the new law, along with
certificate a clear explanation of its

requirement implications and applicability

Process 3.2. Payment for goods (Proof of
Delivery and contract payments)

The payment for goods is usually completed in
less than one day, but the transfer of payment
from the importer to the exporter’s bank may
take between 2-3 days. This is because trans-
fers are only executed after the submission of
duly completed documents (including export
contracts, invoices, consignments, licenses,
registration certificates, etc.) by the exporter.
This further highlights the need for reducing
the number of documentary requirements as
explained in section 3.3. There is also a need to
simplify the procedures for the transfer of pay-
ment, and this should be done on the basis of
a detailed BPA.
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Figure A.13. PAY: 3.2. Proof of Delivery and contract payments followed by details
of associated steps
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Name of process area

3. Pay

Name of business process

3. 2. Proof of Delivery and contract payments

Related laws, rules, and
regulations

The Civil Code of the Republic of Kazakhstan

Process participants e Exporter
e Importer

Input and criteria to enter/ e Purchase order from Importer has been received

begin the business process e The transaction certificate has been activated (for new clients)

Activities and associated e The exporter receives a purchase order from the Importer. The purchase order does

documentary requirements not have a standard format: it can be a sales contract — for example for one-off
customers, or it can be a framework contract (which defines overall conditions of
trade, but does not specify quantities and dates) with annexes to a contract (with
quantities and dates fixed)

o The exporter prepares and sends a commercial invoice to the importer. In most
cases the importer should pay either the full amount for goods and transport or at
least 50 per cent upfront

o When the payment is confirmed, the exporter starts the sub-activities of the SHIP
process

e The final invoice is issued when goods have been loaded and shipped to the
importer.

e Theimporter pays for goods according to the final invoice. The final invoice (original
copy) is normally received with the shipment and paid accordingly after physical
delivery of goods, or it can be sent separately, and the final payment can be made
on the basis of the proof of dispatch

Output criteria to exit the e Proof of Delivery received
business process e The final payment is received
Costs and resources o No out-of-pocket costs, except small banking commission

Company administrative staff’s time.

Average time required to
complete this business process

< 1 day - payment
2-3 days - transferring money from the importer’s
to the Exporter’s bank

Table A.11 Outstanding needs and Process 3.3. Close the Transaction
recommendations for payment of Certificate
goods As shown in figure A.14, when the exporter and im-

porter decide to close the contract, be it after one

Outstanding needs or several export shipments, the exporter should

Conduct detailed provide evidence of all transactions to his/her bank.
examination of the The exporter’s bank then reconciles payments from

Simplifying the °
procedures for
effecting the transfer of
payments

business processes
underpinning  these

the buyer and closes the Transaction Certificate. This

procedures using the procedure may take up to 5 or more days to com-
BPA, with a view to plete. As previously mentioned, the Government ex-
phasing out those that empted exporters from the requirement of drawing

are unnecessary.

a Transaction Certificate at the beginning of 2012.
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Figure A.14. PAY: 3.3. Close the Transaction Certificate followed by details
of associated steps
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Name of process area 3. Pay
Name of business process 3.3. Closing the Transaction Certificate
(Closing the International Commercial Transaction)
Related laws, rules, and Law of the Republic of Kazakhstan dated January 6, 2012 No. 530-1V “On introducing
regulations amendments and addenda to some legislative acts of the Republic of Kazakhstan on

III

issues of currency regulation and currency contro

Process participants e Exporter
Exporter’s bank

Input and criteria to enter/ e The exporter and the Importer decided to close the commercial deal or make
begin the business process changes to the agreement and sign a new contract

Activities and associated e The exporter submits the transaction certificate together with export customs
documentary requirements declarations and invoices for all shipments made within the contract to the Bank

e The bank reconciles data from the bank’s records of currency transactions
between the exporter and importer with customs declarations and invoices,
provided by the exporter

Output criteria to exit the e Bank closed the transaction certificate or provided other form of evidence that
business process the transaction was closed

Costs and resources o Company administrative staff time.

Average time required to 5 Days or more

complete this business process
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A4. Time-Process Charts

Both exporters rely heavily on rail transport to re-
duce costs. Although rail transport is slow and all
the rail companies provide poor service compared
to road transport, it has a distinct cost advantage
over road transport.

According to one of the exporters, transporting
goods in reefer cars from Almaty to Sary-Agach
railway station (on the border with Uzbekistan)
costs approximately 900 US$ (the distance from
Almaty to Sary-Agach is 850 km, and the maxi-
mum weight per reefer is between 45 and 53,
which means that the trader has to pay an amount
equal to 0.02 USS per tonne per km equal).

Another alternative is to ship goods in a standard
rail car. Although the standard rail cars have a ca-
pacity of up to 60-65 tons, only 30 tons of candies
can be loaded without damage. Cost of transport
to Sary-Agach in such a vehicle is 400 $US per load,
or 0.015 USS per tonne per km.

According to DellaTM Freight Exchange Portal
(www.della.kz/price/local) the average cost of
domestic transport in a 20t truck is 1 US$ per km.
This makes the cost of transportation equal to
0.05 USS$ per ton per km, which is 3 times more
expensive than rail. Unfortunately a 15/km rule-of-
thumb-price for domestic transport (as this price
went up and down since at least 2000, but was
always a little lower than 1$/km) does not apply
for international shipments. If this were the case,
many traders would prefer fast door-to-door road
transport deliveries to less flexible, but cheaper rail
transport.

Indeed, road transport across the borders is much
more expensive than domestic road transport, by
at least 3 to 5 times. For example, road transport
from Almaty to Bishkek, if estimated according
to the domestic rate should cost around 250 US$
(250 km times 1US$/km). In reality, traders would
have to pay 1,750 USS, or 7 $/km for a 20 ton truck,
or 0.35 USS per ton per km.

The high overland transport costs by road consti-
tute a non-tariff barrier. These high costs are main-
ly caused by long waiting times at the borders and

by unofficial payments that need to be made to
controlling authorities on both sides of the border
as well as on the roads beyond-the-borders.

A4.1. Candies

The total time required for completing the busi-
ness processes associated with the export of
candies (from order to dispatch) is, on average, 9
days for new importers, and 4-5 days for re-orders,
which is a long time.

Transactions with a new (first-time) importer require
that both sides negotiate conditions and sign a con-
tract. If the two parties decide to pursue a long-term
trading relationship, they can sign a framework con-
tract, which defines conditions of trade, price breaks,
but does not fix quantities. Negotiating a contract
with a new customer takes on average 5 working
days, and the transaction certificate (issued by the ex-
porter’s bank) takes another 2 days (sub-process 1.2).

Nonetheless, and as can be seen in the Figure A.15,
negotiations with a new importer lengthen the
overall business process completion time, because
they take 5 days.

Business processes associated with re-orders (re-
petitive orders) are less demanding in terms of
procedures and documentary requirements. The
importer sends a simple order with the required
quantities of goods to be shipped, and pays ac-
cording to the invoice. As these procedures can
be completed within one business day, the overall
process takes 4-5 fewer days than contracting and
shipping to a new importer.

Obtaining a Certificate of Origin, which takes 3
days, is the longest business process (barring the
transportation). Yet, this procedure does not seem
to bother either of the two companies examined in
this report, because they use the three days to pick
from stock and label the ordered goods. Some-
times, certain items are not in stock and need to
be produced. When the company has goods avail-
able to ship and accepts an urgent order, they
could request the Chamber of Commerce for ex-
pedited handling and reduce the time of Getting
the Certificate of Origin by one or two days (sub-
process 2.2).
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Figure A.15. Time-procedure chart for export of candies
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The company has also established creative so-
lutions. For example, one of the interviewed
staff said that he prepares Certificates of Ori-
gin and Customs Declarations simultaneously,
using two authorized companies that belong
to the same person to speed up the process.
While such a solution addresses the company’s
concerns, it does not solve the problem. Not to
mention that the option used by the company
in question may not be available for other ex-
porters.

Once the company obtains the Certificate of
origin, and when goods are ready for shipment,
Loading (sub-process 2.3), Payment for trans-
port (sub-process 2.4) and Customs clearance
(sub-process 2.5) are completed within one
business day. Delivery of goods and documents
(in the same rail car with the cargo) takes from
4 days (to Bishkek, Kyrgyzstan) to 15 days (to
Dushanbe, Tajikistan).

2.3-SHIP: Load Transport

2.4-SHIP: Pay for Transport

2.5-SHIP: Get Customs Clearance
2.6-SHIP: Send Goods and Documents

A4.2 Flour, Pasta and Biscuits Export Time

Requirements

Arrangement of rail transport for flour, pasta and
biscuits can be challenging and time consuming.
Figure 15 shows that arrangement of transport can
take from 3 to 10 days. This is because Petropav-
lovsk railway is part of the Russian rail network. It
is difficult to obtain rail cars from Russian railways
for transporting goods outside of the Russian Fed-
eration. Railway cars on offer by private compa-
nies are more expensive, and the services of these
companies are not reliable.

Under these conditions, the exporter has practically
no other options. Moreover, the plant dispatcher (i.e.,
the actor responsible for arrangement of rail trans-
port) has to visit the nearest railway station several
times a day, in order to find out whether any rail cars
are available for export shipments. Once the railway
station confirms the availability of a certain num-
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Figure A.16. Time-procedure chart for export of flour, pasta and biscuits
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2.1-SHIP: Arrange Rail Transport
2.2-SHIP: Get Certificate of Origin

ber of rail cars and commits to providing them, the
exporter starts the procedures associated with ob-
taining the remaining required documents for the
shipment. When the exporter obtains the rail cars,
he loads the goods from stock and completes the re-
maining export procedures within one business day.

Given such conditions, exporters cannot confirm,
with any degree of certainty, the shipment arrival
time. There were a number of cases when our two
exporters were unable to deliver in time and were,
therefore, forced to cancel the orders in question.

A.5 Export documents and

customs clearance

Between 6 and 10 supporting documents are re-
quired to release pasta, flour, biscuits and candies

2.3-SHIP: Get Phytosanitary Certificate
2.4-SHIP: Load Transport

2.5-SHIP: Pay for Transport

2.6-SHIP: Do Customs Clearance

2.7 -SHIP: Deliver Cargo and Documents

for export. In particular, the exporter is expected to
present six supporting documents if goods do not
require phytosanitary control. Goods subjected to
phytosanitary control need one more document —
the phytosanitary certificate.

Two additional documents are provided by the ex-
porter at the importer’s request: Bill of Lading and
the Producer’s Bill of Transport. These documents
help the importer’s authorities to sort out export
documentary requirements—some of which are
issued to the exporter or by the exporter (e.g. Cus-
toms Declaration and Commercial Invoice) —from
supporting documents issued for the producer (e.g.
Certificate of Origin and Certificate of Conformity).

The tenth document is provided to facilitate sales
in the importer’s country—the Certificate of Quality
(for flour) or the Producer’s Declaration of Quality.
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Another 14 documents listed in Table A.6 are re-
quired for obtaining the Certificate of Origin and
the Phytosanitary Certificate.

One more document is added during the Loading
process—the Transport equipment sanitary cer-
tificate. This document is provided by the Medical
Sanitary Inspection of the Ministry of Health, but
the inspection of transport is conducted by the ex-
porter. Thus, the number of documentary require-
ments may reach 26 documents.

The Transaction Certificate aside, neither of the
two companies examined complained about ex-
cessive document requirements, which shows

that they have grown accustomed to such require-
ments. One of the exporters said that he submits
additional documents, which are not required in
Kazakhstan, but help importers (Tajikistan, Uzbek-
istan) clear goods more easily.

The Customs Declaration should be submitted
with a confirmation of customs fees payment. The
trader pays 60 EUR per declaration, with an addi-
tional 25 EUR for each extra page in cases where
the trader is exporting products with varied HS
codes. If exporters do not submit the Declaration
on the day of payment, they would be exposed to
exchange rate fluctuations, and would have to pay
the outstanding small amounts.

Table A.6. List of documents key and supporting document required for export

shipments

Document

Required or
owned by

Issued /
filled by

Input in process

Comments,
Descriptions

d import in the destination country is not possible without them)
SHIP process

Export Customs | Customs Exporter or Broker

Declaration

Certificate of Ministry of Chamber of

Origin Industry & New | Commerce

Technologies

Certificate of Same Ministry | Committee

Conformity of Technical
Regulation and
Metrology

Phytosanitary Phytosanitary Phytosanitary

Certificate inspection inspection

Consignment Transport Exporter

note Operator

Commercial Exporter Exporter

invoice

Packing List Exporter Exporter

2. Additional docume

SHIP process
SHIP: Do Customs Clearance
sub-process

SHIP
SHIP: Do Customs Clearance

SHIP

SHIP: Do Customs Clearance
SHIP

SHIP: Do Customs Clearance
SHIP

SHIP: Get Certificate of Origin
SHIP: Do Customs Clearance
SHIP

SHIP: Get Certificate of Origin
SHIP: Do Customs Clearance

ST-1 Certificate for CIS
Countries

A-type Certificate for other
international

Received for every category
of goods once every 2-3
years

For Flour or for packaging
in the EU shipments
SMGS for Railways

CMR for Road Transport

nts (to support foreign sales and Import customs clearance)

Certificate of Phytosanitary Phytosanitary
Quality inspection inspection
Declaration of Exporter Exporter
Quality

Statement of Exporter Exporter
Lading

SHIP

SHIP

SHIP
SHIP: Do Customs Clearance

Voluntary certification for
Flour

Voluntary declaration for
Pasta, Biscuits or Candies
Confirmation from the
exporter that goods were
loaded into transport.
Registered (stamped) in
Customs at the Importer’s
request
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Document Required or issued / Input in process el
owned by filled by P P Descriptions

Internal
Transportation
Bill

Exporter

Producer

SHIP
SHIP: Get Certificate of Origin
SHIP: Do Customs Clearance

Produced by the Producer
for the Exporter. Not
required for customs
clearance. Registered in
customs at request of the
Importer (it contains more
information about goods
than the Consignment
note)

3. Inputs to Customs Clearance sub-process

Customs
Brokerage
Contract
Transaction
certificate

Sales Contract
Customs Registry
Card

Brokerage
company

Ministry of
Finance
Exporter
Customs

Brokerage
company and
Exporter

Exporter’s Bank

Exporter
Customs

SHIP: Do Customs Clearance

SHIP: Do Customs Clearance

SHIP: Do Customs Clearance
SHIP: Do Customs Clearance

A service contract between
the Exporter and the Broker

Document for currency
control. Simplified in 2012

ID card issued by Customs
for international trade
companies

Application

for expert
examination
Application to
the Chamber of
Commerce

Plant invoice

Warehousing
note

4. Inputs to th

Chamber of
Commerce

Chamber of
Commerce

Exporter

Chamber of
Commerce

Exporter

Exporter

Producer

Exporter

SHIP: Get Certificate of Origin

SHIP: Get Certificate of Origin

SHIP: Get Certificate of Origin
SHIP: Do Customs Clearance

SHIP: Get Certificate of Origin

e Getting the Certificate of Origin (CoO) sub-process

Request for confirmation of
the Origin of goods

For issuing of the Certificate
of Origin

Needed for the CoO
because Exporter and
Producer are sister
companies. Registered in
customs and sent to the
Importer at the Importer’s
request

Statement that the
Exporter has goods in
stock. Needed because
Exporter and Producer are
sister companies (i.e. the
Exporter resells goods,
produced by a different
company)

5. Inputs to Getting Phytosanitary Certificate sub-process

Sampling Report

Application for
Phytosanitary
examination
by the City
inspectorate
Application for
Phytosanitary
Certificate

Authorized
Inspector

Phytosanitary
Inspection

Phytosanitary
Inspection

Producer

Producer

Exporter

(Oblast)

SHIP: Get Phytosanitary
Certificate

SHIP: Get Phytosanitary
Certificate

SHIP: Get Phytosanitary
Certificate

This statement
accompanies a product
sample, sent for
examination to the
authorized inspector

For examination and
Phytosanitary Inspection
Report

For issuing of the
Phytosanitary Certificate

PO O
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Document Required or sl Input in process RS,
owned by filled by P P Descriptions

Authorized
Inspector

Analysis Report
(Analiznaya)

Phytosanitary
Inspection

Phytosanitary Phytosanitary Phytosanitary

Inspection report |Inspection Inspection
Production Exporter Exporter
Laboratory

Examination

Report

SHIP: Get Phytosanitary
Certificate

SHIP: Get Phytosanitary

Produced by the subsidiary
entity of the Phytosanitary
inspection as an input

for the Phytosanitary
inspection

Produced by the City

Certificate Phytosanitary inspection
for the Oblast Phytosanitary
inspection

N/A Required for the Certificate

of Quality for Flour

6. Medical Sanitary Documents (not used in key business processes)

Transport Medical Sanitary | Exporter
equipment Inspection

sanitary through

certificate SanExpertiza Ltd

N/A Exporter checks conditions

of rail cars, before loading
goods and puts the
certificate inside of the
vehicle

The need to simplify and streamline documentary
requirements cannot be over-emphasized, since
heavy documentation containing multiple and re-
dundant data can lead to incorrect reporting of in-
formation and subsequent difficulty in verifying the
accuracy of such information, in addition to increas-
ing transaction costs. Simplifying and streamlining
documentary requirements requires, a priori, align-
ing trade procedures and documents, based on a
cost-benefit analysis to eliminate procedures with
little value-added. By aligning trade documents,
Kazakhstan would be also taking the first step to-
ward automation of trade procedures and introduc-
tion of electronic Single Window facilities, where all
information and data needs to be submitted only
once.

A6. Concluding remarks

The BPA shows that procedures associated with
the export of candies, flour, biscuits and pasta

could benefit from further simplification, harmo-
nization and streamlining. There is also a need to
reduce documentary requirements. Addressing
these needs can be best achieved by implement-
ing a Single Window system for export and import
procedures. In addition, these case studies high-
light the necessity of improving the railway and
road infrastructure and modernizing truck fleets
and rolling stock.

In choosing the best course of action, the govern-
ment may consider establishing a task force that
brings together representatives of relevant public
sector institutions and leading manufacturers in-
volved in the production of pasta, flour, biscuits
and candies, as well as other exporters. This is im-
portant to ensure responsiveness and to enable
the government to take the necessary measures to
enable that enterprises reap the expected benefits
from new procedures and infrastructure invest-
ments.
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List of recommendations

Trade facilitation

Customs clearance and documentary requirements

Outstanding needs

Promoting mutual trust
and partnership between
customs and the trading
community

Prepare guides and white papers explaining the basic objectives, the requirements and
the interpretation of regulations and procedures deemed by the private sector to be
difficult. Priority should be given to the procedures governing the issuance of trade
documents that pose particular difficulties for traders.

Prepare guides explaining the procedures and regulations governing the use of
electronic- documents.

Establish a help desk for disseminating reliable up-to-date border crossing rules
and their interpretation. This help desk could be housed in one of the trade support
associations, which could maintain an inventory of procedures and rules, disseminate
regular updates to its members and to the trading community at large, as well as
conducting regular assessments of traders’ needs and responding to their inquiries.
Encourage traders to carry out regular self-assessments using a checklist provided by
the Customs.

Establish a customs to business partnership programme, whereby traders who pass the
Customs audit could then be accorded significant benefits similar to those provided to AEOs.

Further streamlining
of trade-related
administrative and
regulatory procedures

Reconsider the existing categorization of customs posts. Clearance posts should be
strategically located in close proximity to transport and logistics facilities.

Establish clear instructions to guide the development of new procedures. Such
instructions should ensure that new procedures are based on a clear cost-benefit
analysis; are documented in published regulations; are clearly articulated to avoid
different interpretations; and, are applied to all traders in a transparent manner.
Revise procedures that result in increase transaction costs:

— Consider exempting special economic zones from the requirement of using the
relocated customs clearance centres for imports from China to major cities.

— Consider revising the procedures for the implementation of the contract record numbers
that have replaced the transaction passport, with a view to reducing the documentary
requirements associated with implementing currency controls. In this respect, the
government may wish to consider reducing the number of support documents that the
trader needs to submit to register the export contract with a Kazakh bank.

Improve customs valuation methods drawing on international best practices, as these
allow the specifications and terms of supply established under contracts/agreements
to be taken into account. In so doing, the government may want to take into
consideration the WTO Valuation Agreement and World Customs Organization (WCO)
Valuation Compendium.*®

Streamline the administrative measures associated with VAT payment approval with
a view to reducing the waiting time to one day. In addition, establish a shared, single
database of legal and natural persons, so that traders would have to submit (and

obtain) only one “taxpayer registration number”.

% WCO Valuation Compendium is available online at: http://www.wcoomd.org/en/topics/valuation/instruments-and-

tools/val_customs_compendium.aspx

<4»

PO O



114 Regulatory and procedural barriers to trade in Kazakhstan Needs Assessment

Outstanding needs

Further streamlining of e Further develop the procedure for advanced rulings by:

trade-related administrative — Expanding the scope of this procedure so that it includes the valuation of goods.

and regulatory procedures — Streamlining the administrative procedures associated with implementing
advanced rulings, with a view to reducing the waiting time to one day. In so doing,
accord preference to e-business solutions, and ensure that such solutions are
placed within the context of a single window arrangement.

Consider introducing pre-arrival clearance

Consider separating the release of goods from clearance based on WCO guidelines.

Further streamlining e Analyse the administrative and regulatory procedures underpinning the issuance of trade
of administrative and documents with a view to removing unnecessary procedures and trade documents.
regulatory procedures for e Consider replacing the existing paper-based procedures with electronic procedures.
processing and issuing Such procedures should be implemented within the context of a single window facility
required document (see below)

— As afirst step, the government may wish to reduce administrative and regulatory

procedures associated with processing and issuing the following documents
Certificates of origin

— Establish a new procedure for guiding the issuance of certificates of origin. In
particular, the government may wish to consider: (i) revising its rules of origin, as
these appear to be restrictive with respect to some raw materials and products;
and (ii) streamlining the administrative procedures to cut down on red tape. In so
doing, the government may consider conducting a thorough examination of the
procedures and internal rules of all the local branches of the Chamber of Commerce
in order to identify the factors causing discrepancies in the treatment of companies
with similar types of goods

— Equip Village Councils with modern weighing scales and allow for a certain degree of
tolerance in cases where the consignment exceeds the capacity of the weighing scale.

Export permits

— Consider determining the list of goods subject to export control at the ten-digit
SITC ** level.

— Reconsider the current one batch, one license system, so that one export permit
may be used for several batches within the period of the permit’s validity. Also
reduce the waiting time to one day for permit issuance.

— Streamline the administrative procedures for obtaining export/import permits for
ozone depleting substances

Veterinary certificates

— Harmonize administrative and regulatory procedures associated with issuing
veterinary certificates applied in partner countries, in particular for sunflower seeds
and sunflower products and particularly Uzbekistan.

Ecological insurance policy
Streamline the administrative procedures for obtaining an ecological insurance policy.
e Consider taking the following steps:

— Embarking on consultations with the Uzbek government to reduce the
documentary requirements for obtaining transit permits through Uzbekistan. As
both Kazakhstan and Uzbekistan are signatories to the TIR Convention, traders
should not be requested to submit additional support documents

— Harmonizing SPS and veterinary regulations and requirements with main trading
partners.

— Further developing the existing waste classification system, as envisaged in the
Kazakh Environmental Code, with a view to aligning this system with international
approaches to reducing hazardous substances in products. Most notable are the
Basel Convention on the Control of Trans-boundary Movements of Hazardous
Wastes and their Disposal; the Stockholm Convention on Persistent Organic
Pollutants; and, the International Atomic Energy Agency (IAEA) Safety Guide on the
classification of the whole range of radioactive waste.

9 SITC stands for Standard International Trade Classification
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Outstanding needs

Reducing documentary
requirements to a
minimum

As a first step, the government may wish to consider eliminating the following support
documents:

— For export permits: (i) the requirement to submit certificates testifying that traders
operate in domestic markets; (ii) for potentially hazardous products, and based on
the revised system for the classification of waste products, consider reducing the
number of documentary requirements.

— For certificates of origin: the requirement to submit notarized copies of the
procurement documents for each product component.

In the medium term, the government may wish to consider revising regulations,
embedded in the Kazakh Customs Code, which make the submission of paper-based
trade documents a requirement.

Consider replacing all paper-based documents with electronic documents. In the
short-term, the government may consider phasing out paper-based documents where
electronic documents are already available.

Further developing
the existing dispute
settlement mechanism

Revise the existing laws in order to vest the Council of Experts with the right to make
binding decisions.

Expanding the range of
reasonably priced customs
brokerage services
available to traders

Establish advanced training programmes for customs brokers on issues related to
customs clearance and brokerage services. Such programmes could be hosted and
maintained in specialized associations, particularly the Kazakh Association for Customs
Brokers.

Establishing a single
window facility

Align trade documents to internationally recognized standards.

Based on the above, reduce the number of trade documents to the minimum. Particular
emphasis should be given to removing documentary requirements that add little value
for guiding decisions and to eliminate the duplicate submission of data.

Analyze the existing regulatory and administrative procedures underpinning
export and import transactions using the UNECE/CEFACT Business Process Analysis
Methodology. To ensure in-depth examination, the analysis should be conducted at
the product level. In this respect, the government could choose to focus on key exports.

Based on the results of the business process analysis, remove all procedures that add
little value to the export-import transactions and related decision-making.

Establish a single window facility using internationally recognized best practices.

At the border control

Establishing a
comprehensive cross-
border risk management
system

Expand the application of risk management to include all border control agencies.
While Customs may spearhead the implementation of a modern risk management
system, all border control agencies need to adopt and implement such a system
based on a clear strategy and action-plan.

Expand the scope of risk assessment criteria to cover areas discussed above.

Establish a risk management policy, with a clear definition of administrative
structures and resource allocation.

Further develop the existing management information system.
Establish an inter-agency risk management committee.

Kazakhstan could consider implementing the WCO Standards to Secure and
Facilitate Global Trade (SAFE Framework), which provides a holistic approach to
balancing supply chain security and trade facilitation. It sets forth principles and
standards for advance cargo information, risk management, equipment for non-
intrusive inspection, the Authorized Economic Operator (AEO) concept. The SAFE
Framework provides a single, coherent instrument for applying all of these principles
and standards in an integrated manner to supply chain management.
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Simplification,
rationalization and
standardization of cross-
border procedures

Revise decisions on cross-border procedures to ensure greater clarity and
precision, provide clear instructions for implementation, and reduce discretion in
interpretation by customs officers.

Streamline border procedures both for the railways and the border agencies.

Further strengthening of
inter-agency coordination
at the borders

Improve interface connections between the information systems of the railways
and border control agencies within the country.

Establish a common approach to risk management across border agencies, based
on the internationally recognized principles enshrined in the Kyoto Convention

Establish a central body for assuming the task of developing and overseeing the
implementation of a common approach to risk management.

Improving inter-agency
coordination at the main
border crossing points
between Kazakhstan and
China

Improve the interface connections between the Chinese and Kazakh railway and
customs information systems.

Simplify the procedures for obtaining transit permits, and reduce the number
of documentary requirements. This could be done based on a detailed analysis
of the procedure in consultation with the Chinese authorities in order to ensure
that the needs and considerations of the relevant authorities in both countries are
adequately addressed.

Issues related to the Customs Union between Belarus, the Republic of Kazakhstan
and the Russian Federation

Outstanding needs Recommendations

Improve inter-agency
coordination at the
borders

Introduce interface connections between the information systems of the railways
and the border agencies (particularly customs) within the CU territory. In so doing,
Kazakhstan and its CU partners may consider following the systems adopted within
the context of the EU funded Transport Corridor Europe-Caucasus-Asia (TRACECA)
initiative.

Establish a common approach to risk management, as explained in section 3.4.

Further simplification,
rationalization and
standardization of cross-
border administrative and
regulatory procedures

Expand the list of products included in the Single List of Products Imported to the
CU.

Reduce the number of products included in the Unified List of Goods Subjected to
Import and Export Licensing Requirements.

Streamline and simplify the existing procedures for issuing the Certificate of State
Registration.

For cargo declarations: Consider reducing the level of description for products by
using the 10-digit HS code (Harmonized System code from WCO), and revise the
pricing policy in order to reduce the cost of additional pages.

Simplify the procedures associated with importing veterinary products

Consider revising the procedures for issuing certificates of origin. One approach
would be to require such certificates for each product, for a determined period of
time, as opposed requiring separate, new certificates for each shipment.

Consider simplifying the procedures for issuing the payment confirmation, and
reduce the waiting time to one day.

Consider regulations that would allow traders to clear goods in their country of
residence.

Consider expanding the Registry of Suppliers from Third Countries.

Consider further developing the CU Adjustment rules. In particular, improving
customs valuation methods drawing on international best practices, as explained
in section 3.3.
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Further develop the CU e Consider consolidating the existing systems into a common risk management

common risk management system, as explained in section 3.4.

system e Consider revising the terms for granting AEO status for traders operating in the CU
territory. It would be useful, following - best practices® as well as the experiences of
other countries®, to avoid setting a threshold for determining financial solvency, as
this threshold differs from one industry to another.

Strengthening the public- e Establish a coordinating committee to conduct regular consultations with private

private dialogue and sector representatives on the CU procedures and documentary requirements.

cooperation e Establish a customs to business partnership programme, as explained in section 3.4.

Overland transport infrastructure: rail and road networks

General

Speeding up the pace e Reform the legal framework in order to promote Public Private Partnerships (PPPs).
lolfatheltransporftfsector’s e Establish generic and sector wide methodological manuals for guiding PPPs.
iberalization effort e

e Reduce the threshold for participation in PPPs.

e Guarantee a minimum level of income for the concessionaire and allow for the
participation of consortiums of several private sector entities in PPPs.

e Establish a proper risk assessment methodology for guiding the design of PPP terms
and arrangements.

e Involve the private sector in the design and construction of infrastructure facilities,
even if the facilities in questions are expected to be owned and operated by the
public sector.

Railway

Improving railway capacity e Improve the range and quality of services at rail terminals

atthe mainborder crossing | o  Align Kazakh customs and railway information systems with international standards
points with China (see recommendations under section 3.3 for further details).

e Align track gauge, traction power supply and signalling systems with international
standards.

e Undertake new investments in transloading facilities, particularly at the Dostyk and
Korgas border crossing points

e Invest in those locations along the railway route China-Urumgi-Alashankou-Dostyk-
Moscow-Brest where trains need to change their undercarriages due to different rail
standards

Curbing cargo theft e Rehabilitate the existing stock of railway freight wagons by adding modern anti-
theft technologies

e Introduce modern systems for ensuring secure trade, such as security fences,
trembler alarms, forensic markers and modern closed circuit television (CC TV)
security cameras

e Intensify the security presence at major border crossing points.

e Revise the existing laws to commit railway operators and carriers to implementing
minimum security requirements

e Promptinsurance companies to ensure reasonable information sharing

e Provide assistance to traders that want to invest in modern equipment. The
government might consider establishing special credit facilities for this purpose

e Establish appropriate cooperation mechanisms for combating cargo theft with

immediate neighbouring countries.

%  See WCO SAFE Framework.

% See Article 5 a (2) of EU Community Customs Code as established in the EU Regulation (EEC) No 2913/92.
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Increasing the storage e Give priority to increasing storage facilities in the cities of Karagandy, Shymkent,
capacity in cities that are Aktobe, and Aktay

located at critical rail nodes

Improving the quality and e Promote investments in modern rolling stock by attracting local and foreign
supply of rolling stock investment

e Promote the establishment of credit schemes for local rolling stock owners, in order
to enable them to undertake required investments.

Road

Improving the capacity of e Investin bringing existing networks up to Class | and Class Il road quality standards
road networks e Build new roads, where needed, to improve in-country and border connectivity
Improving the quality and e Promote investments in modern truck fleets, including foreign investments.

supply of truck fleets e Promote the establishment of credit schemes for local truck/trailer fleet owners, in

order to enable them to undertake the required investments.

e Consider increasing gross vehicle mass limits, as each extra ton on the vehicle means
lower unit costs and this could provide an incentive for truck/trailer owners to invest
in modernizing their fleets.

Logistical services

Increasing the limited e Establish advanced training programmes in logistics, especially in integrated logistics
capacity of logistics service and multi-modal transport, supply chain management, innovative technological
providers applications

Improving traders’ limited e Establish advanced training programmes in the area of logistics management, with a
experience in logistics special emphasis on the development of logistics strategies.

management.

Developing integrated e Develop the legal framework for allowing multi-modal transport to be carried out
multi-modal transport under one contract

services

e Establish the required insurance and credit schemes for supporting multi-modal
transport

e Develop the capacity of local freight forwarders

e Further develop Kazakhstan's Freight Forwarders Association with targeted training
so that it could assume a lead role in developing the freight forwarding industry
e Establish advanced training programmes for local freight forwarders, with a special

focus on multi-modal transport and International Federation of Freight Forwarders
Associations (FIATA) related areas.

Increasing the use of o While developing the multi-modal transport industry would go a long way in
containers addressing this problem, the government should also consider:
e Developing container terminals

e Investigating options for lowering the cost of container shipping, such as incentives
for the return of outgoing containers in order to have a larger stock of available
containers
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2, Regulatory and Standardization Policies

Technical regulations

Increasing the currently
limited capacity of
enterprises’ capacity

to comply with the

CU common technical
regulations

Establish an action plan to enable enterprises to produce according to the new
regulations. The plan needs to be sector-focused, and be based on a needs assessment of
enterprises’ production capacity.

Further harmonizing
regulations, particularly
in the area of safety
requirements

e Conduct a systemic review of the legal framework underpinning safety requirements
to identify instances of duplication and excessive requirements

e Consider using UNECE Recommendation L as a reference framework for guiding the
consolidation of the legal framework.

Standardization

Outstanding needs Recommendations

Establishing an independent
national standardization
body

e The establishment of an independent national standardization body. As proposed
by international experts, the most efficient way would be to transform KazInSt into
an independent governmental agency or into a private sector entity (Joint Stock
Company or Limited Liability Company).”

Modernizing of the legal
framework underlying
standardization

e Conduct a systematic review of the legal framework underpinning standardization
to ensure greater precision in the division of functions among the different agencies
involved.

e Modify provisions concerning the application of regional, international and national
standards in order to enable domestic enterprises that produce according to
international standards to compete in domestic markets and to provide improved
market access conditions for regional and international enterprises seeking to market
their products in Kazakhstan.

e Include specific clauses that reference technical specifications in existing laws, so as
to facilitate their use.

Conformity Assessment and accreditation

Outstanding needs Recommendations

Further harmonizing
of existing conformity
assessment procedures

Conduct a systemic review of existing procedures in order to identify inconsistencies with
international norms and rules as well as instances of duplication

Based on the results of the review, take the necessary measures to simplify, streamline
and standardize conformity assessment procedures

Consider introducing electronic conformity certificates, assessment certificates and
declarations

Bringing the laboratory
accreditation system up to
the level of internationally
recognized norms and best
practices.

Develop the accreditation system (through, for example, training, modern equipment,
twinning with laboratories in other countries) so that it functions according to
international standards.

In the long term, consider entering into new mutual recognition agreements (MRAs) with
European and other partners

% These proposals were submitted to the Government as part of the preparations for the EU funded project, “Develop-
ment and Implementation of Trade Policies and Regulations”. The project was launched in mid-2010 and was com-

pleted in early 2013.
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Improving the institutional | ¢ Develop the capacities of testing laboratories based on a cost-benefit analysis, and in
capacities of testing labo-| consultation with CU partners
ratories which are currently | ® Explore options with relevant EU authorities for supporting conformity assessment bod-
weak. ies, which are notified within the framework of the EU and willing to conduct conformity
assessment (in the territory of Kazakhstan) of Kazakh exports to the EU.
e Assist enterprises to comply with the requirements for obtaining conformity assessment
certificates, including by establishing a help desk to provide them with practical advice.
e Intensify efforts to enable National Accreditation Center (NAC) to obtain full member-
ship with IAF.
Metrology

Harmonizing the metrological system, °
including measurement procedures,
calibration certificates, language, etc.
with the international requirements on all
levels (KazInMetr, secondary laboratories,
production laboratories and industry).
Otherwise, recognition by other countries
will remain difficult, if not impossible.

Develop anadvanced training programme in the areas of metrology and
accreditation in cooperation with leading regional and international
institutions

e Establish a depository of key legal documents in the English language
e Consider the possibility of issuing bi-lingual (Russian/English)
certificates, so that non-Russian speaking partners could determine

the procedures and technical specifications used by Kazakh testing and
certification laboratories.

Developing the institutional capacitiesof | e
calibration laboratories

Develop the capacities of calibration laboratories, and consider
establishing new ones based on a cost-benefit analysis.

3. Implementation of proposed
recommendations

Given the broad range of areas that the recommen-
dations address, it would be difficult to implement
the proposed measures in a single undertaking. As
a follow-up to this assessment, the UNECE is work-
ing with the Kazakh National Advisory Committee
to develop an implementation plan for the medi-
um and long term that sequences implementation
of the recommendations by priority.

In implementing the proposed measures, the gov-
ernment may wish to consider establishing a trade
facilitation forum. As shown throughout the study,
delays at the main border crossing points are of-
ten caused either by the traders’ failure to satisfy
the documentary requirements or by the specific
regulations of other non-Customs border control
agencies and State bodies. Yet, in spite of this, con-

sultations with the private sector seem to be lim-
|ted. 9394959697

A trade facilitation forum would provide a broad
mechanism for involving all relevant government

and private sector stakeholders, and ensuring
continuous discussions before, during and after
the implementation of new procedures and regu-
lations. Differently put, it would serve as a vehicle
both for public/private dialogue and for dialogue
between the different private sector stakeholders,
whose needs and priorities differ by sector, stage
of development and location.

A trade facilitation forum could also advice the
government on priorities for improving the trad-
ing environment.

UNECE recommendations on national trade-fa-
cilitation bodies provide guidance and practice
examples of best practices for developing or con-
solidating such a broad mechanism.*® Successful
experiences suggest that attention must be given
to avoiding (as much as possible) the creation of
a new institution. One appropriate approach is to
aim for a“Forum on trade facilitation’, which brings

% See Recommendation No. 4: “National Trade Facilita-
tion Bodies” (TRADE/CEFACT/1999/11), and its support-
ing document: “Creating and efficient environment for
trade and transport” (TRADE/CEFACT/2000/8).
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together all relevant parties in an ad hoc working
group format. The forum could be housed in any
market-support institution (whether governmen-
tal or private sector) that has extensive outreach. It
would then need to be mandated with tasks such
as:

e Providing a national forum to discuss ac-
tions for facilitating trade by reducing and
simplifying formalities, procedures and
documentation used in international trade
and transport.

Submitting proposals to the government
in relation to trade and transport-related
rules and regulations.

Making recommendations on future in-
vestments in logistical infrastructure, ITC
and other areas pertinent to the facilitation
of trade.

Increasing awareness of the methods and
benefits of transport and trade facilitation.

Representing Kazakhstan at regional and
international forums on trade facilitation.
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Part Il

Company Perspectives:

Results of the ITC Non-Tariff Measures Survey

Chapter Six

Introduction to non-tariff measures
and ITC company survey results in
Kazakhstan

With global economic liberalization and a gen-
eral trend towards tariff elimination, the relative
importance of trade barriers resulting from non-
tariff measures (NTMs) has risen in recent decades.
NTMs cover a wide range of policies, including
those aimed at limiting trade and market access
(e.g. quantitative restrictions and trade remedies)
and those put in place to reach public policy objec-
tives (e.g. sanitary and phytosanitary (SPS) meas-
ures, technical requirements and related conform-
ity assessment). Furthermore, importing countries
- particularly developed ones — implement regula-
tions in response to consumer demands to know
more about the properties and quality of the prod-
ucts they purchase.

Most NTMs with public policy objectives like pro-
tecting human health and the environment, a pri-
ori do not have protectionist motives. Yet, compli-
ance with these requirements may be too difficult
for companies seeking to export, particularly for
small and medium-sized enterprises (SMEs) in de-
veloping countries. In this context, the analysis of
the commercial impact of NTMs is even more rel-
evant, as well as the provision of technical coop-
eration to developing countries aimed at building
government and business capacities.

The International Trade Centre (ITC) is actively en-
gaged in research and co-operation efforts in the
field of NTMs. ITC has recently conducted large-

scale company surveys in 27 developing coun-
tries, with the aim of gathering information and
addressing NTMs faced by companies on a day-
to-day basis. ITC surveys start by inquiring about
the regulatory environment in each country. In
those cases in which NTMs represent barriers to
trade, in-depth information is gathered identify-
ing whether difficulties stem from the strictness of
the requirements specified under the regulation
or from procedural obstacles (POs) that may occur
while complying with NTMs. Delays, informal pay-
ments and excessive paperwork are some of the
most common POs. In addition, the survey consid-
ers inefficiencies in the trade-related business en-
vironment, such as limited transport infrastructure
or lack of testing facilities.

6.1 Non-tariff measures

Over several decades, trade liberalization has been
used as a development tool based on evidence
that benefits accrue to countries actively engaged
in world trade. Multilateral, regional and bilateral
trade negotiations as well as non-reciprocal con-
cessions have led to a remarkable reduction in
global, average tariff protection. With favourable
market access conditions, international trade has
soared to previously unseen levels, raising overall
welfare and standards of living.

Nevertheless, misemployment of non-tariff meas-
ures (NTMs) may undermine the impact of falling
tariffs. Although the sound use of NTMs to ensure
consumer health, environmental protection or
national security is legitimate, evidence suggests
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that countries are resorting to NTMs as alternative
mechanisms to protect domestic industries. NTMs
have been negotiated within the General Agree-
ment on Tariffs and Trade and at the World Trade
Organization (WTO) since the Tokyo Round (1973-
1979) and are increasingly dealt with in regional
and bilateral trade agreements. NTMs have gained
importance, with many practitioners considering
that they have surpassed tariffs in their trade-im-
peding effect.

Being ‘defined by what they are not,** NTMs com-
prise a myriad of policies other than tariff duties.
NTMs are complex legal texts, specific to the prod-
uct and applying country. They are thus more dif-
ficult to quantify or compare than tariffs.

NTMs particularly concern exporters and import-
ers in developing and least developed countries
(LDCs), who struggle with complex requirements.
Firms in these countries often have inadequate
domestic trade-related infrastructure and face ad-
ministrative obstacles. Therefore, NTMs that would
not normally be considered as very restrictive can
represent major burdens in LDCs. In addition, the
lack of export-support services and insufficient
access to information on NTMs put pressure on
the international competitiveness of firms. Hence,
both NTMs applied by partner countries as well as
domestic burdens have an impact on market ac-
cess and keep firms from seizing the opportunities
created by globalization.

6.1.1  Non-tariff measures, their classification

and other obstacles to trade

Obstacles to trade are a complex and diverse
subject. Before going into a detailed analysis, it is
worth looking at both their terminology and clas-
sification.

The concept of NTM is neutral and does not imply
a direction of impact. They are defined as ‘policy
measures, other than customs tariffs, that can po-
tentially have an economic effect on international
trade in goods, changing quantities traded, or
prices or both’ 1%

*  Deardorff and Stern (1998).
199 Multi Agency Support Team (2009).

In contrast, the term non-tariff barrier (NTB) im-
plies a negative impact on trade. The Multi-Agency
Support Team (MAST) and the Group of Eminent
Persons on Non-Tariff Barriers (GNTB) proposed
that NTBs be a subset of NTMs with a‘protectionist
or discriminatory intent’ "'

Given that legitimate reasons — including the pro-
tection of human, animal and plant health — may
lead to NTMs, this report avoids making judge-
ments on intentions. Hence, the term NTM is gen-
erally used. By design, the ITC survey only captures
NTMs that cause major difficulties for trading
companies. NTMs analysed in this report thus refer
to’burdensome NTMs!

The diversity of NTMs requires a classification sys-
tem. The ITC survey is based on an international
classification developed by MAST, incorporating
minor adaptations to the ITC business survey ap-
proach. ' While the actual classification and data
collection go into further detail, the following
distinctions and terms are used in this report:

e Technical measures refer to product-
specific requirements such as tolerance
limits of certain substances, labelling
standards or transport conditions. They can
be subdivided into two major categories:

e Technical requirements - technical barriers
to trade (TBT) or sanitary and phytosani-
tary measures (SPS)

e Conformity assessment, like certification or
testing procedures needed to demonstrate
compliance with underlying requirements

Non-technical measures comprise the following
categories:

e Charges, taxes and other para-tariff meas-
ures — in addition to customs duties

e Quantity control measures like non-

automatic licences or quotas

e Pre-shipment inspections and other for-
malities like automatic licenses

Rules of origin

" 1bid.

192 For further details on MAST NTM classification, see
Appendix II.
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e Finance measures like terms of payment or
exchange rate regulations

e Price control measures

Apart from the aforementioned measures im-
posed by the importing country, those applied by
the exporting country constitute a separate cate-
gory. It must be noted that NTMs vary widely even
within these broad categories.

In order to provide a richer picture of the prob-
lems companies face, the survey also looks at pro-
cedural obstacles (POs) and at the trade-related
business environment (TBE). 3 POs refer to practi-
cal challenges directly related to the implementa-
tion of NTMs. For instance, problems caused by the
lack of adequate testing facilities to comply with
technical measures or excessive paperwork in the
administration of licenses. Inefficiencies in the TBE
may have similar effects, but occur unrelated to
specific NTMs. Examples include delays and costs
due to poor infrastructure or inconsistent behav-
iour of officials at customs or ports.

6.1.2 Theimportance of company perspectives
on non-tariff measures and procedural

obstacles

In the literature, different methods have been used
to evaluate the effects of NTMs. An early approach
employed a concept of incidence with NTM cover-
age ratios. For example, Laird and Yeats (1990) found
a dramatic surge of NTM incidence in developed
countries between 1966 and 1986 - a 36 per cent in-
crease for food products and an 82 per cent increase
for textiles. Such studies rely on extensive databases
mapping NTMs per product and applying country.
The largest database of official government-reported
NTMs used to be the Trade Analysis and Information
System (TRAINS) published by the United Nations
Conference on Trade and Development (UNCTAD),
but data has been incomplete and updates irregular.

In a multi-agency effort, ITC, UNCTAD and the
World Bank are currently collecting data for a new,

1% For further details on the systematic classification of
POs and a list of problems related to the business envi-
ronment, please refer to Appendix Ill and Appendix IV
respectively.

global NTM database with a focus on TBTs and SPS.
The new ITC Market Access Map already features
information about NTMs. '* However, as complete
as such a database may be, it will tell little about
the impact of NTMs on the business sector nor will
it provide information about related POs.

The two main approaches to evaluating the im-
pact of NTMs include quantification techniques
and direct assessment.

In the case of quantification techniques, several
academic studies have quantitatively estimated
the impact of NTMs on either trade quantities or
prices. Such studies have either focused on very
specific measures and individual countries'® or
have statistically estimated the average impact
from large samples of countries and NTMs. % Ex-
cellent overviews are provided by Deardorff and
Stern (1998) as well as by Ferrantino (2006). Such
academicarticles provide animportantinsightinto
the quantitative impacts of NTMs. However, these
studies are too specific or too general to deliver a
useful picture of NTM protection to the business
sector and to national policymakers. Quantitative
estimations of the effects of NTMs rarely allow for
the isolation of the impact of NTM regulation itself
from related POs or inefficiencies in the TBE.

The second approach to evaluating the impact of
NTMs is direct assessment through surveys. The
Organisation for Economic Co-operation and De-
velopment (OECD) compiled the results of 23 busi-
ness surveys on NTMs previously conducted. '
Overall, technical measures, additional charges
and general customs procedures were identified
as the most burdensome trade barriers. It is worth
noting that of the 10 categories that were evalu-
ated, quotas and other quantitative restrictions, an
important trade policy instrument only a few dec-

194 Market Access Map is available at http://www.macmap.
org

% Calvin and Krissoff (1998); Yue, Beghin and Jensen
(2006).

Disdier, Fontagné and Mimouni (2008); Dean et al.
(2009); Kee, Nicita and Olarreaga (2008); Kee, Nicita and
Olarreaga (2009).

Organisation for Economic Co-operation and Develop-
ment (2005).
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ades ago, ranked fifth. While this survey-of-surveys
gives a general indication of the business sector’s
concerns with NTMs, the majority of the surveys
covered a restricted set of partner countries and
products. In addition, the share of surveys from
developing countries was generally low.

The ITC programme on NTMs fills the gap left by
the aforementioned studies since it provides de-
tailed qualitative impact analysis and directly ad-
dresses key stakeholders. Launched in 2010, it in-
corporates large-scale company surveys on NTMs,
POs and inefficiencies in the TBE. Furthermore, the
ITC NTM surveys evaluate all major export sectors
and all importing partners. By 2013, ITC aspires to
cover 30 developing countries. This report pre-
sents results of the survey in Kazakhstan.

The ITC survey allows companies to directly report
the most burdensome NTMs and the way in which
these impact their business. Exporters and import-
ers deal with NTMs and other obstacles on a day-
to-day basis. Therefore, they know best the chal-
lenges they face, rendering a business perspective
on NTMs indispensable. At the government level,
an understanding of companies’ key concerns
with regard to NTMs, POs and TBEs can help define
national strategies geared to overcome obstacles
to trade.

The report is structured as follows: Chapter 1 pro-
vides a brief overview of Kazakhstan's economy
with particular focus on trade and trade policy.
Chapter 2 then presents the methodology and
implementation of the ITC survey in Kazakhstan.
Chapter 3 analyses the results of the survey in
three main sections. After aggregate and cross-
cutting results in a first section, the following two
sections look at challenges faced by exporters and
importers in agriculture and manufacturing. Chap-
ter 4 concludes and provides policy options.

6.2 Country context of Kazakhstan

Kazakhstan is one of the most dynamic economies
in Central Asia. From 2001 to 2011 the Kazakh
economy grew at an annual rate of 8 per cent,
making it one of the 10 fastest growing econo-
mies in the world. Owing to favourable economic

conditions and political stability, the poverty rate
decreased significantly, from 46.7 per cent in 2001
to 6.5 per cent in 2010. Nevertheless, the gap be-
tween urban and rural living standards remains
large. In urban areas the poverty rate is lower than
5 per cent, while in the rural locations it stands at
10 per cent (IMF).

Kazakhstan's export structure concentrates on
minerals, which account for 80 per cent of total
exports. Industrial products, particularly basic and
metal manufactures as well as chemicals, repre-
sent 18 per cent of total exports. Agricultural prod-
ucts make up the remaining 2 per cent.

Kazakhstan has been a signatory of the Free
Trade Agreement (FTA) with the Commonwealth
of Independent States (CIS) since 1994. In 2010,
Kazakhstan signed a Customs Union Agreement
with the Russian Federation and Belarus. The ma-
jor implications of the Customs Union (CU) include
the adoption of a common external tariff (CET) and
a customs code, the elimination of customs clear-
ance within the union, and the harmonization of
NTMs. Kazakhstan is pursuing further integration
with the Russian Federation and Belarus through
the Common Economic Space (CES), which seeks
to achieve the free movement of people, goods,
services and capital.

Kazakhstan is also at the final stage of negotia-
tions to join the World Trade Organization (WTO).
Bilateral negotiations on market access for goods
and services have been completed with interested
WTO members.

6.3 Non-tariff measure survey
methodology and its implementation in
Kazakhstan

The NTM survey was officially requested by the
Ministry of Economic Development and Trade
(MoEDT) of Kazakhstan. In November 2011, ITC
and the United Nations Economic Commission for
Europe (UNECE) held a stakeholder workshop to
adapt their methodologies to the specific needs
and interests of Kazakhstan. Between January and
October 2012, ITC and UNECE coordinated the im-
plementation of the survey, involving companies,
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private sector associations, export service provid-
ers and government institutions regulating export
and import flows. Activities were carried out by lo-
cal partner companies and experts, with the sup-
port of the Centre for Trade Policy and Develop-
ment (CTPD). Survey findings were validated and
policy options to address barriers to trade were
discussed at the stakeholder workshop in Astana
in March 2013. This report presents survey results,
inputs from interviews with stakeholders and a
policy matrix that could be used for follow up ac-
tivities.

The implementation of company surveys followed
a two-stage process. The first stage consisted of
short phone interviews, through which informa-
tion about company characteristics and burden-
some regulations and procedures affecting the
companies in the last 12 months was collected.
In total, 387 exporting and importing companies
were interviewed by phone. The second stage
involved in-depth face-to-face interviews with
companies reporting barriers to trade and willing
to participate. Companies provided detailed infor-
mation about the regulatory and procedural barri-
ers they encountered for each product and trade
partner.

In total, 61 enterprises were interviewed face-to-
face in the framework of the ITC NTM survey. Out
of these 61 enterprises 28 traders have also filled
in trade facilitation questionnaire based on the
UNECE methodology. Additionally, 11 interviews
were held with business associations. The survey
covered Kazakhstan's main export sectors, includ-
ing metal and basic manufactures, chemicals,
non-electric machinery, agriculture and processed
food. Clusters of the manufacturing sector such as
clothing, wood products and transport equipment
received special attention.

6.3.1 Aggregate results

Initial phone screen interviews revealed that
30 per cent of exporters faced burdensome NTMs
and other obstacles to trade. Of all countries sur-
veyed by ITC, Hong Kong SARC (23 per cent) is the
only economy to have a lower share of affected
exporters.

The low percentage of affected firms may be at-
tributed to Kazakhstan export composition. In
general, exports of mineral-based manufacturing
and non-perishable agri-food products, which ac-
count for an important part of total exports, face
fewer SPS and technical requirements. Kazakh-
stan’s main trade partners include countries in the
Central Asian region, Customs Union members
and China, which implement less stringent techni-
cal requirements than high income countries.

Further analysis reveals that exporters of agri-
cultural products face more barriers than those
exporting manufactures. In total, 36 per cent of
surveyed agri-food exporters reported to be af-
fected by burdensome NTMs versus 22 per cent of
manufacturing exporters. No significant differenc-
es were identified for companies of different sizes.
This means that in Kazakhstan SMEs are affected in
a similar manner as large firms.

6.3.2 Exports

Basic manufactures make up the largest share of
Kazakhstan's exports, followed by chemicals, non-
electric machinery and agricultural products (ex-
tractive sectors were excluded from the survey).
Manufacturing in Kazakhstan mostly consist of
mineral-based, semi-processed products, which
face fewer regulations than other goods. The Rus-
sian Federation and China are the most important
export markets for these products. In the case of
agricultural goods, exports are mostly composed
of grains and non-perishable foods. Due to their
geographic proximity and, arguably, easier market
access (including less stringent NTMs), agricultural
exports are bound for Central Asian markets, Iran
and Afghanistan.

Kazakh exporters reported the following NTMs
most frequently:

e Technical measures (39 per cent),
e Rules and certificates of origin (19 per cent)
and
e Quantity-control measures (8 per cent).
As in other surveyed countries, technical measures
were one of the top concerns. Technical measures
consist of requirements and related conformity
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assessment. In Kazakhstan, these two types of NTMs
were reported in approximately equal proportion
(19 per cent and 20 per cent of total cases respec-
tively). Certificates and rules of origin also proved
to be an important barrier. Overall, the insufficient
level of domestic processing makes it difficult to
comply with rules of origin. In addition, companies
perceived that the process of obtaining certificates
of origin is burdensome due to the high number of
different documents that must be submitted.

NTMs applied domestically were mainly com-
posed of mandatory export certifications (43 per
cent) and quantitative restrictions (24 per cent).
Furthermore, a number of NTMs imposed by part-
ner countries were reported to be burdensome
due to the POs associated with them (68 per cent).
Most of these barriers occurred in Kazakhstan it-
self. Time delays were the most common PO, ac-
counting for 29 per cent of total cases. Other im-
portant obstacles included the large number of
documents that is often required (27 per cent),
limited or inappropriate testing facilities (11 per
cent) and informal payments (9 per cent).

6.3.3  Partner countries

On average, interviewed exporters encountered
burdensome NTMs in two out of three destination
markets. According to the survey, Customs Union
members and Uzbekistan were the most restric-
tive export markets. While Uzbekistan imposes
administrative barriers to trade and tight foreign
currency controls, the trade within Customs Union
with Russian Federation and Belarus is subject to
strict technical measures. Furthermore, a number
of procedural obstacles were encountered within
the Customs Union. It must be noted, however,
that the transition to the full regulatory framework
of the Customs Union has not been completed,
and certain measures are reported to be burden-
some due to adjustment costs encountered by
companies.

6.3.4 Imports

Imports are essential to the Kazakh economy, as
all sectors (manufacturing, agriculture and extrac-
tion) depend on imported inputs. Kazakhstan is

also a net importer of agricultural commodities
and consumer goods. Non-electric machinery
constitutes the largest share of imports, followed
by chemicals, basic manufactures, transport and
agriculture.

Technical requirements (21 per cent), conform-
ity assessment (66 per cent) and price controls
(6 per cent) were the most burdensome NTMs
reported by importers during the NTM survey.
Measures related to the transition from national
to supra-national regulatory framework (Cus-
toms Union) accounted for 65 per cent of all cas-
es affecting imports. Most NTMs associated with
the CU had to do with redundant conformity as-
sessment at the national and supra-national lev-
els, raising the costs of compliance for domestic
producers.

In 93 per cent of cases, NTMs are perceived to be
burdensome due to associated burdensome POs.
Most frequently reported POs included excessive
paperwork (30 per cent), limited or inappropriate
testing facilities (28 per cent), time delays (11 per
cent) and the lack of domestic recognition of for-
eign certificates (10 per cent).

6.3.5 Transit

Major transit routes to Kazakhstan pass through
the Russian Federation, China and Uzbekistan.
Almost all interviewed companies reported prob-
lems in transit countries, mostly inefficiencies
in the trade business environment unrelated to
NTMs. For example, in China the main problem
was the low capacity of the railroad network and
the prioritization of domestic shipments over
products in transit. In Uzbekistan, companies
complained about time delays and inspections
of cargo by Uzbek customs officers. In addition,
companies reported delays of 5 to 14 days at the
Uzbekistan-Tajikistan border.

According to surveyed companies, the transit of
imported products through the Russian Federa-
tion and Belarus became more difficult following
the implementation of CU common veterinary re-
quirements. Companies reported that the number
of documents and time spent at the border under-
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going controls has increased. In addition, compa-
nies cannot find the official information on what
constitutes the mandatory documentary require-
ments for transit, leaving document verification
to the subjective decision of customs officers. This
could potentially result in the abuse of administra-
tive power.

6.3.6  Agriculture

As the livelihood of 30 per cent of the population,
agriculture is an important sector of the Kazakh-
stani economy. Agricultural exports grew rapidly
between 2000 and 2009, but slowed down in 2010.
Since agricultural exports are highly concentrated
(wheat and flour account for 59 per cent of agri-
cultural exports), they are vulnerable to shocks.
Overall, increases in the production and export of
agricultural products represent an opportunity to
diversify the economy (into non-oil sectors) and
contribute to domestic food security and employ-
ment.

In total, surveyed agri-food exporters reported 112
cases of burdensome NTMs. About 87 per cent of
the cases refer to regulations applied by partner
countries. Reported NTMs include:

e Technical requirements (26 per cent),

e Conformity assessment (21 per cent),

e Quantitative restrictions (14 per cent),
e Financial measures (8 per cent),

e Intellectual property measures (8 per cent)
and

o Rules and certificates of origin (7 per cent).

In Kazakhstan, the prevalence of technical require-
ments was high (relative to conformity assess-
ment). This suggests that complying with partner
country technical requirements poses a challenge
for agricultural producers.

Agro-based companies were concerned about
new technical regulations including production
standards introduced at the level of the CU, which
will gradually replace national norms. Many com-
panies followed national standards, which are
more suitable to local conditions. Regulations and
technical standards which do not take into ac-

count the peculiarities of local production could
have a negative impact on the competitiveness of
Kazakh companies and on the agricultural sector
as whole, especially in a short run due to the re-
lated adjustment costs.

In addition, many complaints had to do with the
burdensome mandatory certification required for
agro products entering the Russian market. De-
spite the mutual recognition agreements, Kazakh
conformity certificates are not recognized by the
Russian authorities. As a result, companies had to
obtain additional certification in the Russian Fed-
eration. Further investigation is required to iden-
tify whether reported non-recognition stemmed
from the arbitrary behaviour of officials or transi-
tion period to the regulatory framework of the CU.
The CU certificate of conformity exists but it only
covers a limited number of products.

Furthermore, Kazakh exporters face a number of
financial measures, quantitative restrictions, as
well as NTMs associated with monopolistic prac-
tices and intellectual property, mostly applied by
the Russian Federation (42 per cent of all cases)
and Uzbekistan (31 per cent). The challenges
faced by companies in the Russian market are
product-specific. Examples of these include ad-
vanced import deposit and licensing for alcoholic
beverages, common trademark for confections,
discriminatory application of VAT for juices and
mandatory national advertisement campaigns
for sauces and ketchups. The survey revealed that
regulatory and procedural measures restrained
the access of Kazakhstani agri-food exports to
the Russian market. In the case of Uzbekistan,
NTMs are not product-specific but linked to the
country’s tight foreign currency control. Kazakh
companies reported systematic problems con-
verting and repatriating their sales revenue from
Uzbekistan to Kazakhstan.

In addition to NTMs applied by importing coun-
tries, Kazakh agri-food exporters also dealt with
measures imposed by the national authorities
such as export licenses, temporary prohibitions
and conformity assessment. The main POs associ-
ated with domestic NTMs are delays and informal
payments.
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Importers of agricultural goods reported 39 cases
of NTMs, most of which related to the transition to
the regulatory framework of the CU. Many com-
plaints had to do with the implementation of cus-
toms controls and with the sanitary and epidemio-
logical supervision of goods in transit. The survey
revealed that in a number of cases, goods were
blocked at the border or sent back to suppliers due
to the lack of coordination between relevant agen-
cies and insufficient information sharing between
the public and private sectors.

The introduction of a common register for sup-
pliers of dairy products (Third Country Producer
Registry) is perceived as a significant barrier by
importers. For a supplier to be part of the registry,
production facilities must be physically inspected.
Several interviewed companies had to switch to
new suppliers due to their former one not being
part of the registry. Disruption of long established
business relationships had a negative impact on
the competitiveness of Kazakhstani producers as
it substantially limited the choice of suppliers and
increased the costs of importing.

When dealing with conformity assessment, Ka-
zakh importers view mandatory assessment of
imported products and a state product registra-
tion requirement as duplicating and unnecessarily
increasing compliance costs. Most consumer and
industrial goods, that are subject to the state prod-
uct registration at the CU level, are still required to
have conformity assessment certificate (national
requirement). If these goods have foreign con-
formity assessment certificates, they still have to
get national Kazakh certificate as Kazakhstan does
not recognize any foreign certificates (except for
those of the CU). The CU conformity certificates
are recognized but they are applicable to only a
limited number of products.

The state product registration requirement was
introduced at the beginning of 2012 and covers a
broad range of consumer and industrial products.
Registration is product, firm and country-specific.
The POs associated with this measure include ex-
cessive documentation, time delays and insuffi-
cient testing capacities in laboratories.

Overall, delays, the lack of recognition of domes-
tic certificates, arbitrary behaviour of officials and
high fees were the most common POs encoun-
tered in partner countries; while delays, excessive
paperwork, inappropriate facilities of testing labo-
ratories and unofficial payments comprised the
majority of POs reported at the national level.

6.3.7 Manufacturing

In the case of manufacturing, exports are com-
posed of metal manufacturing, basic manufactur-
ing and chemicals (including pharmaceuticals).
Regional trade is particularly important for a land-
locked country like Kazakhstan, due to the lower
costs of transport and transit. A large share of
manufacturing exports is destined to two neigh-
bouring countries, China and the Russian Federa-
tion.

During phone screen interviews, 27 per cent of
manufacturing companies reported burdensome
NTMs. The 36 companies which were interviewed
face-to-face reported 126 cases of trade barriers.
Overall, 41 per cent of cases are associated with
measures applied by partner countries and 59 per
cent are related to domestic regulations.

Importers of manufactures reported the following
proportion of burdensome NTM:s:

e Rulesand certificates of origin (56 per cent),
e Conformity assessment (27 per cent),
e Technical requirements (11 per cent) and

e Restriction on post sales services (4 per
cent).

In comparison to other countries in which the sur-
vey has been carried out, in Kazakhstan exporters
of manufactures have greater trouble dealing with
rules and certificates of origin (56 per cent ver-
sus an average of 19 per cent in other countries).
Kazakh importers also have fewer problems with
technical measures (38 per cent versus 47 per cent
on average in other countries). When complying
with rules of origin, the insufficient level of domes-
tic value addition is a recurring challenge for do-
mestic manufacturers, particularly for producers
of non-electric machinery and furniture. In con-
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trast, for clothing producers certificates of origin
were problematic due to the amount of paper-
work needed to obtain them.

Manufacturers also complained of excessive con-
formity assessment mandated by the national
authorities. National legislation requires that cer-
tain products undergo conformity assessment,
including those designed and manufactured
according to importing country specifications.
Non-electric machinery companies suggest that
goods that are built specifically for exports based
on the customer specifications (and not sold do-
mestically) can be exempt from domestic con-
formity assessment. Clothing and pharmaceutical
producers also complained about the mandatory
certification required for both imported interme-
diate inputs and final products, since these in-
crease the costs of production and thus the price
of the final goods.

In total, the 23 importers of manufactures who
were interviewed face-to-face reported 66 cases
of burdensome NTMs. Importers were most af-
fected by conformity assessment (68 per cent),
technical requirements (17 per cent) and price
control measures (8 per cent). In contrast to im-
porters of agricultural products, importers of
manufactures have more problems dealing with
conformity assessment than with technical re-
quirements.

Reported technical requirements had to do with
authorization and registration requirements im-
posed to protect national security and the envi-
ronment. Conformity assessment cases may be
divided into two groups, those relating to state
product registration requirements enforced at the
Customs Union level (73 per cent) and certifica-
tion requirements enforced at the national level
(27 per cent).

Most manufacturing firms associated burden-
some NTMs to the lack of a trade-conducive busi-
ness environment in Kazakhstan. For example,
certificates of origin require excessive paperwork
and often entail dealing with arbitrary behaviour
on the part of officials. In addition, domestic con-
formity certificates are also challenging due to

the lack of appropriate testing facilities, to ensu-
ing delays and to a lack of recognition of domes-
tic certificates abroad and foreign certificates in
Kazakhstan.

The excessive number of government agencies
involved in the granting of licences and authori-
zations and their lack of coordination result in
excessive paperwork and time delays for many
importers. For instance, a number of importing
companies complained about customs officers
deciding whether special authorization registra-
tion is required solely based on the product’s Har-
monized System code, without acknowledging its
description. This necessitates further paperwork
and delays customs clearances.

In general, technical measures introduced at the
CU level have strained Kazakh testing laborato-
ries and other agencies involved in the mandatory
conformity assessment of imported goods. Many
importers of manufactures complained about ex-
isting capacities and laboratory equipment, which
does not suffice to meet the increasing demand
for tests.

6.4 Conclusions and policy options

NTM survey with enterprises, systemic analysis of
the legal framework and economic data, recon-
firmed during the stakeholder meeting with the
public and private sectors, point to two root caus-
es of barriers to trade. First, Kazakhstan experience
capacity shortfalls in infrastructure (especially rail-
road transport) and in State agencies regulating
trade. Second, some drawbacks exist in the legal
framework. The analysis of the legal framework
represents a moving target as Kazakhstan’s regu-
lations are currently undergoing transition follow-
ing the establishment of the CU with Belarus and
the Russian Federation, and to Kazakhstan’s efforts
to join the WTO.

Due to this transition process, companies report-
ed difficulties stemming from both national and
CU-level regulations and practices. Consequently,
results and policy options outlined below are di-
vided into two blocks — those pertinent at the CU-
level and at the domestic level.
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6.4.1 Policies that can be pursued at the

Customs Union level
Accelerate integration efforts in the CU

Kazakhstan's geographic position binds its ex-
port success to the success of the regional in-
tegration. CU is a notable step toward deeper
regional integration, but its benefits depend on
how efficient three CU governments will be in
eliminating the non-tariff barriers and stream-
lining NTMs at the national level, CU level, and
in relations to third countries. The last point is
particularly relevant for Kazakhstan given its
high dependence on imported inputs. The inte-
gration processes at the CU level are ongoing,
with special efforts required for reducing trade
costs within the union and finalizing unified cus-
toms arrangements, especially those related to
technical regulations and the use of electronic
trade documents.

Promote mutual recognition of standards and har-
monization of technical regulations

Regarding technical regulations, currently only
a limited number of products benefits from the
common CU conformity certificate recognized by
three member countries. The expansion of the list
of products covered by the CU conformity certifi-
cate is recommended.

Furthermore, Kazakh importers underscored
the duplication of conformity assessment pro-
cedures. For instance, some goods require state
product registration enforced at the supra-na-
tional level as well as domestic conformity as-
sessment enforced by Kazakhstan at the national
level. Both requirements are aimed at ensuring
product quality. There is a scope for streamlining
conformity assessment requirements and remov-
ing duplicating national requirements. Survey
participants have also suggested mutual recog-
nition of national laboratory tests.

Furthermore, mutual recognition agreements
between CU and the third countries can pro-
mote trade by reducing compliance costs with-
out risks to the safety of consumers and environ-
ment.

Introduce unified electronic procedures

Regarding electronic procedures, a notable exam-
ple from the company surveys is an insufficient co-
ordination for CU veterinary and SPS requirements.
Ideally, all procedures should be electronically in-
tegrated and shared by all relevant agencies (the
Ministry of Trade, Ministry of Agriculture, Ministry
of Health, Ministry of Ecology, the Sanitary Epide-
miological Station and customs posts within the
CU). This is a long-term process requiring signifi-
cant investment in infrastructure and institutional
capacity building both at national and CU level,
but it could significantly reduce trading costs for
agricultural products. Overall, there is a scope for
reducing documentary requirements and remov-
ing unnecessary procedures.

Kazakh companies are at permanent disadvan-
tage because their remote location leads to higher
transportation costs. This cannot be changed. Yet
there exist policies that can significantly reduce
other trade related costs. For example, companies
should have access to high-quality trade-related
services (e.g. product testing) at reasonable price.
Most notably, a reduction of trade costs can be
made possible through implementation of the
Single Window Facility (that is currently being con-
sidered by the government).

Consider cumulative rules of origin resulting in CU
certificates of origin

Rules and certificate of origin were repeatedly re-
ported among burdensome regulations. The prob-
lems and, consequently, solutions lay at two levels.
First problem is of procedural nature, as application
for a certificate of origin is tight to a large number
of other documents. Some of these documents ap-
pear to be redundant, so there is a scope stream-
lining the requirements and reducing time spent
on obtaining certificates of origin. Furthermore,
currently a certificate of origin is required for each
shipment even if the goods are the same. They can
therefore be extended to cover all shipments of the
same product within the same contract.

Second problem is structural, and is particularly
relevant for Kazakh producers which require a
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large share of imported inputs. As a result, the
products do not have enough value to qualify
for preferential treatment. Yet, Kazakhstan, Bela-
rus and Russia are all members of the CIS FTA and
can negotiate an application of a CU certificate of
origin, whereby Kazakh products, produced with
Russian or Belarusian inputs would still qualify for
duty-free market access to the CIS countries (one
of primary markets for Kazakhstan). A feasibility
study, assessing costs and benefits of CU cumula-
tive rules of origin is therefore recommended.

Ensure that members adhere to the CU regulations

Despite simpler customs clearance procedures
within CU countries and progress made in har-
monizing the regulatory framework, interviewed
companies report a number of trade barriers im-
posed by the Russian Federation on entry of Ka-
zakh goods. Kazakh exporters described in detail
a number of cases where quantitative restrictions,
financial measures and burdensome NTMs associ-
ated with monopolistic practices and intellectual
property rights were applied by the Russian Fed-
eration on a unilateral basis, alongside with unfair
business practices imposed by the private sector
in Russia. Ways to bring these measures to compli-
ance need to be identified at the CU level.

Accelerate VAT refund procedures

A significant number of companies complained
about the administration of VAT refunds on trade
transactions within the CU. For instance, Kazakh im-
porters have to pay the VAT on products imported
from the Russian Federation twice because Russian
producers include VAT in the invoice prices to avoid
lengthy and complicated VAT refund procedures.This
is a business-to-business problem, but if VAT refund
could be easier, the Kazakh companies would have
more leverage in insisting on invoices net of VAT.

6.4.2 Domestic policies related to the transition
to the CU regulatory framework

Improve private sector involvement in design and ne-
gotiations of CU technical regulations

Interviewed companies believe a more intensive
involvement of the private sector is required in

the processes of designing and adopting supra-
national technical regulations (which govern both
domestic production and trade). Companies feel
that certain regulations do not reflect their current
technical capacities and may lead to a significant
decline in Kazakhstan’s production. Active dia-
logue and collaboration between authorities and
the private sector should be sought in the process
of developing technical regulations of the CU.
Furthermore, an impact assessment of forthcom-
ing technical regulations can provide an unbiased
estimation on the winners and loser of the new
requirements. Such impact assessment can give
negotiating power to Kazakhstan, in cases where
the results prove that Kazakh companies are dis-
proportionately affected (as frequently expressed
by Kazakh companies during the survey, but not
asserted through a careful analysis which would
require a dedicated study).

Mitigate costs and impact related to the transition to
CU regulatory framework

Mandatory product certification and registration
aim at ensuring the quality of imported products
and the safety of consumers, animals and plants.
While the legitimacy and necessity of import con-
trols are undisputable, the greater scope and in-
tensity of conformity assessments that took place
following the establishment of the CU raised the
costs of importing intermediate products and, as
expressed by the surveyed companies, had a neg-
ative impact on domestic manufacturing. An effort
at the national level can be made to mitigate the
potential negative impact of the transition from
national to CU regulations. For example, decreas-
ing the taxes for local manufacturing producers
adopting new technical regulations could be a
way to compensate for higher costs of compliance
and to offset their adjustment costs.

Improve access to NTM-related information and
enhance capacity building at the company-level

Survey confirmed that companies lack access to
information on new NTMs and on procedures ap-
plied within the CU and by other foreign markets.
In addition, companies are not familiar with NTMs
applied at the national level by the CU partners.
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Companies need to factor in technical market ac-
cess requirements at the early stages of produc-
tion and market selection strategy. Companies
postponing these considerations risk to miss prof-
itable export markets or to face unexpected costs.
Meeting new technical standards and conformity
assessments may require additional investment in
production technologies and in human capital.

Similarly, information on newly introduced NTMs
(at the national or CU level) must be disseminat-
ed and explained in advance. It is recommended
that KAZNEX and sector associations implement
a systematic and extended capacity building pro-
grammes for companies. Furthermore, exporters'’
associations could provide hands-on information
and training, which public agencies are less capa-
ble of supplying. The expertise of business sector
associations in specialized sectors and their close
relations with enterprises can make them an es-
sential hub for information dissemination. It is
especially important to improve advance informa-
tion dissemination as soon as possible, as currently
Kazakhstan is undergoing changes in regulatory
environment related to its membership in the CU
and its bid for the WTO membership.

6.4.3  Policies that can be implemented
domestically

Streamline and simplify domestically applied exports
certification

According to the surveyed companies and discus-
sion at the stakeholder meeting, the current do-
mestic regulations of exports can and should be
simplified and streamlined.

Product quality and certification need to be driven
by international norm and best practices, and take
into account requirements of the major importing
partners. The Committee of Technical Regulation
and Metrology (CTRM), the National Centre of Ex-
pertise and Standardization and other certification
bodies in Kazakhstan should consider their role as
trade facilitators and provide high quality services
to exporters. Imposing higher requirements than
export markets would reduce the competitiveness
of firms in these markets.

Most companies also complained about the short
duration of serial conformity certificates. Extend-
ing their validity will reduce the administrative
burden and costs of compliance for manufactur-
ing companies.

Improve technical equipment of testing laboratories

Companies complained about the inappropriate
technical infrastructure of testing laboratories and
the delays associated with analyses. Time delays
are arguably inevitable to the extent that labora-
tory tests inherently take time. Nevertheless, in-
vestments in modern equipment and human re-
sources may reduce significantly the time required
to perform laboratory analyses. According to the
companies, the strain on the laboratories has re-
cently increased with entering into force of the CU
regulatory framework.

Strengthen the role of regions and decentralization

Surveyed companies reported lengthy delays and
excessive paper work due to a lack of trade-related
infrastructure in various regions of Kazakhstan.
The centralized system currently in place often re-
quires products to be shipped to the capital, hin-
dering the regions’ export potential. In addition
to strengthening institutions and infrastructure,
efforts in the direction of decentralization should
be made. This will not only benefit the regions, but
also alleviate bottlenecks in the capital.

Decrease red tape and improve efficiency of domes-
tic trade related institutions

Procedural obstacles reported by the private sec-
tor in Kazakhstan involved unofficial payments
and delays, arguably with the aim of soliciting
“speed-up” contributions. An anonymous com-
plaint service can be put in place e.g. through an
online trade barrier reporting system. The success
of such systems largely depends on the follow up
activities and reaction of competent authorities to
submitted reports.

Furthermore, the red tape can be reduced by mak-
ing online services widely available to producers.
These services can automatically track the time
spent on delivering the requested documents. A
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good example of such approach is the registra-
tion of medical products at the National Centre of
Expertise of Drugs, Medical Supplies and Medical
Equipment, which is already in place in Kazakh-
stan. The entire process is anonymous and the re-
quired time for product registration is communi-
cated to companies in advance.

Improve the capacity of customs and training of cus-
toms officials

Following the establishment of the CU, many
Russian companies requested customs clear-
ance in Kazakhstan due to a favourable differ-
ence in the VAT schedule between the countries
(12 per cent in Kazakhstan versus 18 per cent in
the Russian Federation). The existing customs
infrastructure is not able to accommodate the
increasing trade flows coming through the cus-
toms posts in Kazakhstan, which resulted in in-
creased delays at the border. Investment aimed
at increasing capacities of customs is therefore
necessary.

Furthermore, companies reporter arbitrary prod-
uct classification by customs officers, resulting in
unfavourable conditions or high duties. It is, there-
fore, suggested, to improve the training of cus-
toms officials, especially with regard to product
classification and valuation.

Enhance transport infrastructure

The final issue, transport infrastructure and costs
(especially for rail roads), is one of the most impor-
tant to interviewed companies. Companies repeat-

edly complained about the poor quality of exist-
ing rolling stock (wagons) and the lack of thermo
wagons designed to transport perishable food
products. Investment into railroad infrastructure is
critical for keeping Kazakh companies competitive
despite their remote and landlocked location. It is
also necessary to ensure the quality of exports, es-
pecially of perishable goods.

Furthermore, surveyed companies criticized the
difficulty of ordering rolling stock (wagons) from
Kaztemirtrans (National Railroads of Kazakhstan)
and the lengthy process of establishing the trans-
port route through transit countries. Kazakh com-
panies must have itineraries match and approved
before the goods can start moving by the railroad
transport. It is recommended to improve coordi-
nation between inter-government agencies in-
volved in the process of matching itineraries, for
example by setting a minimum response time for
the companies.

In conclusion, the Kazakh government can pro-
mote trade by streamlining NTMs, removing trade
barriers and ensuring that companies have access
to competitively priced trade-related services.
Some of the recommended policies can be imple-
mented only at the CU level, because Kazakhstan,
like other members of the CU, is no longer has an
independent national trade policy. Other policies,
especially those related to domestic trade facilita-
tion and business environment, are subject only
to the goodwill of the government and on the pri-
ority it places on the promotion of trade of non-
extractive sectors.
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Chapter Seven

Country context of Kazakhstan

7.1 Snapshot of the Kazakh economy

The Republic of Kazakhstan is one of the most dy-
namic economies in the Central Asian region. With
a per capita gross domestic product (GDP) of US$
11,000 in 2011, Kazakhstan is classified as an up-
per middle-income country. From 2001 to 2011
Kazakhstan's economy grew on average of 8 per
cent annually. According to the International Mon-
etary Fund (IMF), during the last decade Kazakh-
stan was one of the 10 fastest-growing economies
in the world.

Kazakhstan is the biggest landlocked country in
the world, with an area of about 2,717,300 square
kilometres. The country borders Turkmenistan, Uz-
bekistan, and Kyrgyzstan to the south, the Russian
Federation to the north and China to the east.

According to the World Bank, 60 per cent of the
population lives in cities and 40 per cent in rural
areas. Due to favourable economic conditions
and political stability, the poverty rate declined
significantly over the last decade, from 46.7 per
cent in 2001 to 6.5 per cent in 2010. Nevertheless,

Figure 7.1.

inequality between urban and rural areas is large.
In the countryside, the poverty rate reaches 10 per
cent, while in urban areas it is below 5 per cent.

Kazakhstan's economy relies heavily on extractive
industries, particularly the oil sector. Oil and fuel
products account for 68 per cent of total exports
and for over 25 per cent of GDP. Agriculture only
accounts for 5 per cent of GDP, nevertheless nearly
30 per cent of the labour force works in this sector.
Industry makes up a large share of GDP, 43 per cent,
with the manufacturing sector alone accounting
for 13 per cent. The remaining 52 per cent may be
attributed to the services sector. (Figure 7.1)

According to the World Bank’s Doing Business Re-
port, trading across Kazakhstan borders is not an
easy endeavour as reflected by the country’s latest
ranking coming in 182nd out of 185 countries. This
low ranking reflects high trading costs, time delays
associated with exporting and importing activities
as well as excessive paperwork. High trading costs
are partially attributed to transportation costs re-
sulting from being land-locked and remote with
respect to its major markets. In addition, geo-
graphic disadvantages are magnified by cumber-
some bureaucratic procedures which companies

Sector’s contributions to GDP and employment, 2009

H Agriculture
M Industry

Services
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Source: World Bank, WDI, 2009
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must deal with when trading across borders. In
comparison to other countries in the region, logis-
tic services perform relatively well, but the quality

of transport infrastructure and its coverage repre-
sent bottlenecks to trade (Table 7.1).

Table 7.1. Quality of transport and communications infrastructure

Indicator

Overall Rank

Time to export (days)

Time to import (days)

Export cost per container (US$)

Import cost per container(USS)
Source: World Bank, Doing Business, 2012.

7.2 Aggregate trade patterns

Kazakhstan's export is highly concentrated on a
few products with fuel and oil products and raw
metals accounting for more than 75 per cent of
total exports. Given the scope of this survey, we
exclude these sectors from our analysis. The total
value and the industrial composition of Kazakh-
stan’s trade flows after exclusion of these products
are shown in Figure 7.2 and Figure 7.3.

When excluding products from extractive indus-
tries, manufactures turn out to have the largest
share in Kazakhstan’s export flows. Metals, other
basic manufactures and non-electric machinery
account for more than 67 per cent of total export

Figure 7.2.

Total

Manufacturing

Agriculture

Kazakhstan CIS countries (average)
182/186
81 41
69 46
4685 3292
4665 3677

value. Chemicals make up about 20 per cent of
the country’s exports, with natural uranium and
its compounds as well as aluminium oxide, two
inorganic products, accounting for 75 per cent of
the sector’s export revenue. Agricultural products
represent 17 per cent of total exports, with wheat
and flour accounting for 89 per cent of agricultural
export revenue.

Import mostly consists of manufactured goods.
Non-electric machinery accounts for 15 per cent
of total imports, followed by metals and other ba-
sic manufactures (14 per cent), chemicals (14 per
cent), transport equipment (13 per cent), agricul-
ture (12 per cent) and miscellaneous manufactur-
ing (11 per cent).

Export and import by sector, 2011

H Import

H Export

20 30 40

Value in USS billion

Source: ITC calculations based on Trade Map data. Values exclude products from extractive industries.
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Figure 7.3.

Share in total import
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B Agriculture

m Chemicals
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m Non-Electric Mashinery

Sectoral composition of trade, 2011

Share in total export

12%

20%
14%
12%
14%
13%
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m Transport

m Miscellaneous manufacturing

m Other

Source: ITC calculations based on Trade Map data. Values exclude products from extractive industries.

Figure 7.4.

2001 2003 2005

2007

= Raw

2009 2011

= Semi processed

Composition of trade by level of processing, 2001-2011

Import

2001 2003 2005 2007

2009 2011

= Processed

Source: ITC calculations based on Trade Map data. Values exclude products from extractive industries.

Even when excluding minerals, Kazakhstan’s
exports show high concentration. For exam-
ple, 126 products of a universe of 5,237 prod-
ucts'® account for 95 per cent of Kazakhstan’s
non-mineral exports (Table 7.2). To visualize
the trend of export concentration, Figure 7.5
presents Herfindahl-Hirschman indices (HHI)'®

1% At the 6-digit level of the Harmonized Coding System.

199 HHI index is a sum of squared shares of each export
flow normalized to range from 0 to 1. Increase in the
index implies increase in the concentration of exports
and therefore decrease in export diversification.

which are computed with and without products
of extractive industries for the period 2000-2011.
The overall Herfindahl index is upward sloping,
implying an increase in overall concentration of
exports while the index computed excluding
products of extractive industries remains flat
over the whole period of consideration suggest-
ing an absence of diversification in the non-ex-
tractive industries.

In terms of geographic trade patterns, the Russian
Federation and China are Kazakhstan’s main trad-
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Table 7.2. Product diversification of
exports

Product chapters accounting
for 95 per cent of exports *
HS 2-digit HS 6-digit

22

104
Source: ITC calculations based on Trade Map data, 2011.
Values exclude products from extractive industries.

*The Harmonized System (HS) classifies about 5,300 products at
the 6-digit level, and 99 chapters at the 2-digit level.

Export sector

Agriculture
Manufacturing

Figure 7.5.

ing partners. Together, they receive 41 per cent of
Kazakhstan exports and account for 51 per cent of
imports. Exports to Iran, Uzbekistan, and Turkey
represent 16 per cent of total exports. The share of
these countries has grown over time, thus contrib-
uting to higher geographical diversification of ex-
ports. The European Union (EU) market represents
9 per cent of Kazakhstan’s total exports; while im-
ports originating from the EU account for 12 per
cent of total imports value (Figure 7.6).

Herfindahl-Hirschman Index for Kazakhstan, 2001-2011
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Source: ITC calculations based on Trade Map data, 2011.
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Figure 7.6. Composition of trade by partner country, 2011
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7.3 Main trade routes

The vastness of the country and its low popula-
tion density make Kazakhstan's economy very de-
pendent on domestic transport infrastructure. Its
landlocked situation and remoteness from major
markets remain major barriers to trade. According
to the Asian Development Bank, transportation
costs in Kazakhstan represent 8 per cent to 10 per
cent of the product’s final cost, while transporta-
tion costs in other developing countries on aver-
age amount from 4 per cent to 4.5 per cent of the
final cost.

Railways and auto tracks are the most important
means of transport in Kazakhstan. Almost 80 per
cent of goods are delivered via railroads and high-
ways.

For international trade, Kazakhstan relies heavily on
the transport network of neighbouring countries
like the Russian Federation, Uzbekistan and China.

The proximity of fast-growing economies such as
China, the Russian Federation, India and Turkey
provides Kazakhstan with the possibility of access-
ing intermediate goods at competitive prices and
becoming a transit country.

Five international transport corridors currently
pass through the territory of Kazakhstan:

e The Northern Corridor of the Trans-Asian
Railway Main (TARM): going to Western
Europe, China, the Korean Peninsula and
Japan via the Russian Federation and Ka-
zakhstan (Dostyk — Aktogai-Sayak-Mointy-
Astana-Petropavlovsk).

e TARM’s Southern Corridor: connecting
South-Eastern Europe, China and South-
Eastern Asia via Turkey, Iran, Central Asian
states and Kazakhstan (Dostyk-Aktogai-
Almaty-Shu-Arys-Saryagash).

e TRACECA: connecting Eastern Europe and
Central Asia via the Black Sea, the Caucasus
and the Caspian Sea (Dostyk-Almaty-Aktau).

e North-South: going to Northern Europe
and the Gulf States via the Russian Fed-
eration and Iran, with Kazakhstan playing

a role in the sea port of Aktau, the Ural re-
gions of the Russian Federation and Aktau-
Atyrau.

e Central Asian corridor, linking Central Asia
via Russia with the EU countries (Sary-
Agach - Semiglavy Mar railroad section
(2,134 km)

In order to capitalize on its strategic position and
develop its transit potential, Kazakhstan intends to
bring the existing railway network in line with in-
ternational safety and speed standards and build
new railway lines based on the business sectorand
population’s needs. Road infrastructure develop-
ment currently focuses on the main international
transit corridors going to China, the Russian Fed-
eration and Central Asian countries.”® In addition,
Kazakhstan aims to establish five international
and twelve regional transport and logistics cen-
tres. According to the latest State Programme of
Accelerated Industrial Development, by 2015 the
government expects passenger and freight traffic
to increase by 150 per cent to 200 per cent, public
road and rail transport by 150 per cent and air traf-
fic by 600 per cent.™

7.4 Trade policy and tariff market access

Until recently, Kazakhstan leaned towards a lib-
eral trade regime. Over the 1990s, Kazakhstan’s
government pursued an import-friendly policy
setting low tariff rates for products that could not
be produced locally at a competitive price. While
this scheme was beneficial for many producers,
allowing them to acquire high-quality modern
equipment at competitive prices, it had a negative
impact on traditional industries including textiles,
clothing and leather. By 2012, the production and
exports of these products virtually disappeared.

In terms of regional trade integration, Kazakhstan
has been part of several Free Trade Agreements
within Commonwealth of Independent States
(CIS) since 1994.

9 More information about the development of the trans-
port infrastructure of Kazakhstan can be found in in the
first volume of the report.

" The state program of accelerated industrial develop-
ment, 2010-2015.
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Figure 7.7.  Transport infrastructure in Kazakhstan
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Source: The official site of Traceca (Accessed on March 6, 2013 at http://www.traceca-org.org/en/countries/kazakhstan/map/).

Figure 7.8.  Reciprocal Trade Agreements of Kazakhstan
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The Customs Union (CU) agreement between
the Russian Federation, Kazakhstan and Belarus
entered into force in 2010 and led to the adap-
tation of a common external tariff (CET) and a
customs code, the elimination of customs clear-
ance for internal trade, and the harmonization
of non-tariff measures (NTMs) applied by the
parties.

The CET affected over 11,000 tariff lines, the ap-
plication of CET increased Kazakhstan’s trade-
weighted average protection by more than
70 per cent, from 6.7 per cent to 11.5 per cent
(World Bank, 2012). The sectors experiencing
the highest tariff increase were transport, elec-
tronic equipment and industries sourcing inter-
mediate inputs from technologically-advanced
countries. This drastic increase in tariffs affected
not only the cost of imports, but also their geo-
graphic diversification. Since 2009, Kazakhstan's
imports have shifted from traditional partners
towards the Russian Federation and Belarus.
The import share of the CU countries increased
from 28 per cent to 38 per cent, while that of
developed countries decreased by 25 per cent
(Figure 7.8). Yet, Kazakhstan’s exports to the Rus-
sian Federation and Belarus mostly comprised
of semi-processed products of metals and basic
manufacturing industries did not increase sig-
nificantly after 2010. It is worth noting that the
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Russian Federation’s industrial demand for these
products is stable and not expected to rise sig-
nificantly in the near future. As it will be shown
in subsequent sections of this report, consumer
goods exports of Kazakhstan, such as food prod-
ucts, flour, grain and spirits destined to the Rus-
sian Federation not only face competition from
Russian producers, but also non-tariff barriers
that still remains between both countries.

Kazakhstan is at the final stage of the negotia-
tions for the accession to the World Trade Or-
ganization (WTO). To date, the country has com-
pleted bilateral negotiations on market access
for goods and services with all WTO members
interested in having access to the Kazakhstan
market. While the accession to the WTO will
imply a decrease in import tariff rates, they will
most probably remain higher than the level pri-
or to the entry in to force of the CU.

7.5 National trade and development
strategies

The development of the energy sector has been
a government priority since the early years of in-
dependence. Over the last twenty years, export
revenue from mineral products has allowed the
country to achieve high economic growth and
overcome many social and macroeconomic chal-
lenges. Nevertheless, at the beginning of 2000,

Evolution of trade shares by selected groups of partner countries,
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Source: ITC calculations based on Trade Map data, 2011. Values include trade in products of extractive industries.
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the Dutch disease symptoms became apparent.
To counteract Kazakhstan’s dependence on the
energy sector, the government implemented
several strategic schemes aimed at promoting
technologically-intensive sectors and diversify-
ing the economy.

The first attempt to fight the Dutch disease re-
lied on the strategy to increase the level of in-
dustrial innovation from 2003 to 2015. The pro-
gram targeted export diversification through
the development of non-oil, technological sec-
tors such as biochemistry and space technolo-
gies. Several institutions were established to
support various innovative projects in these
sectors and invest in high valued-added com-
panies. In addition, twelve technological parks
were also set up close to Kazakhstan's scientific
and industrial centres.

Despite high expectations, the techno-parks
do not seem to be performing their role as pro-
moters of innovative technological products. A
recent survey conducted by scientists from the
Eurasian National University and University Col-
lege London shows that the majority of compa-
nies located in these techno parks operate in
low technological sectors. This is mainly attrib-
uted to the manufacturing sector’s low demand
for high technology products. It is worth noting
that the Kazakhstan manufacturing sector spe-
cializes on the production of low value-added
products and lacks qualified scientific person-
nel.

Inspired by the model of accelerated moderni-
zation implemented in Korea, the government
put forward a new industrial development
strategy in 2005. The strategy included a pro-
gramme entitled “30 Corporate Leaders” seek-
ing to create large conglomerates with a highly
diversified production. These conglomerates
were to become the engines of growth and key
to diversifying the economy. Nevertheless, the
programme did not bring the expected results.
Kazakhstan's efforts show that replicating what
has been done in other countries without taking
into account the domestic context may not lead
to tangible results. In the case of Kazakhstan,

more in-depth analysis of national conditions
would have shown that resources might have
had a greater impact had they been invested in
industries with feasible export potential like raw
agricultural products, food processing and non-
electric machinery.

In contrast with earlier development plans, “The
State Program for Accelerated Industrial and
Innovative Development, 2010-2014" targets
traditional sectors in which Kazakhstan has a
comparative advantage. These sectors include
livestock, fruit and vegetable production, food
processing, metallurgy, finished metals manu-
facturing, construction, oil refining and chemi-
cal industries.

In order to stimulate the export of non-primary
industries, the government created a national
export promotion agency, KAZNEX INVEST. This
agency engages in various activities including
the promotion of companies’ export capacities,
the organization of trade events with the objec-
tive of attracting foreign direct investment (FDI)
and formulating trade facilitation recommenda-
tions.

7.6 National and international trade
promotion initiatives

Several national and international organizations
have been involved in developing trade policy
guidance.

KAZNEX, the export promotion agency, pro-
vides support to actual and potential exporters.
The agency organizes seminars and workshops
on trade financing, customs procedures and lo-
gistics, and assists companies in finding foreign
partners to ensure the geographic expansion
of their sales and to invest in their production.
KAZNEX also undertakes analytical studies to
identify potential markets for specific products,
consolidates domestic trade data, collects and
disseminates information on regulation and on
the business environment in Kazakhstan’s most
important trade partners.

Various international organisations including
the United Nations Economic Commission for
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Europe (UNECE), the Organisation for Econom-
ic Co-operation and Development (OECD), the
World Bank (WB), the World Trade Organization
(WTO), and the United States Agency for Inter-
national Development (USAID), among others,
are active in Kazakhstan. These agencies are in
charge of assessing the trade potential of certain
regions and sectors and implementing projects
to stimulate their development and improve the
business environment. International organiza-
tions also elaborate strategic documents to at-
tract FDI and strengthen the capacities of small
and medium enterprises (SME).

The OECD recently launched the Kazakhstan Re-
gional Competitiveness Project, which focuses
on promoting economic development and di-
versification in three pivot regions of the coun-
try. The project envisages carrying out trade
potential assessments for these regions, elabo-
rating an investment strategy, linking FDI to
SMEs, and formulating recommendations with
regards to the implementation of investment
promotion strategies in other regions.

The OECD is also implementing the Regula-
tions for Competitiveness Project, which aims
to identify the weaknesses in public and pri-
vate sectors relationships. The project envis-
ages coming up with policy recommendations
to render the regulatory framework and trade
environment more business-friendly. The pro-
ject is implemented in close collaboration with
five government entities including the Min-
istries of Agriculture, Education and Science,
Environmental Protection, and that of Industry
and New Technologies.

USAID is also implementing the Regional Eco-
nomic Cooperation Project (REC), which seeks
to facilitate trade in Central Asia and Afghani-
stan within the region and with large trading
partners, such as the United States Department
of Defence (DOD). The project will evaluate the
trade potential of Kazakhstan and Uzbek busi-
ness-network connections and strengthen the
capacities of trade promotion agencies and
business associations. In addition, the REC will
also prepare practical guides for local firms on

how to export and sell to DOD through its prime
vendors.

Over the last five years, several studies assessed
the Kazakhstan trade environment. In 2008,
KAZNEX surveyed 200 exporting companies
to identify why chemical, food processing and
machine building industries were not able to
develop their export capacities. The survey re-
vealed that the marketing services, transport
and financing costs, burdensome taxation and
cumbersome customs clearance procedures
prevented exports from growing.

That same year, the Deutsche Gesellschaft fir
Technische Zusammenarbeit GmbH (GIZ) ana-
lysed exporting and importing procedures in
Kazakhstan and recommended the implementa-
tion of trade simplification measures and quan-
tified them in terms of cost savings.

Furthermore, the European Commission’s East-
ern Neighbourhood: Economic Potential and
Future Development Organization (ENEPO) ex-
amined non-tariff barriers in five CIS countries.
While the study did not focus specifically on
Kazakhstan, it provided comparative data and
details about NTMs and trade restrictions in CIS
countries.

The WB also carried out an in-depth analysis of
Kazakhstan's trade policy with special attention
on the country’s accession to the WTO and on
the creation of a customs union with the Rus-
sian Federation and Belarus. The WB also col-
lected data on existing non-tariff measures and
built up a comprehensive database in order to
analyse the restrictiveness of the current NTM
structure and present recommendations for im-
provement.

In 2011 the Ministry of Trade and Economic De-
velopment of the Republic of Kazakhstan re-
quested ITC to undertake a large scale business
survey on the experience of enterprises dealing
with regulatory and procedural obstacles relat-
ed to NTMs.

This study differs from those carried out in the
past since the data and information on NTMs
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and other trade barriers comes directly from
companies.

While the KAZNEX survey mentioned above fo-
cused on trade barriers faced by exporters of
specific industries, this survey covers all non-
extractive export and import sectors. This is
particularly relevant given the fact that the Cus-
toms Union rendered regulation and compli-
ance more complex and challenging.

Finally, the survey undertaken by ITC also col-
lects information about procedural obstacles
(POs) associated with NTMs, thus widening the

scope of the analysis and providing a more accu-
rate picture of trade barriers existing at the do-
mestic and CU levels. While implementation of
the CU has been challenging for the private sec-
tor and public institutions, the future economic
benefits largely depend on whether member
countries will be able to eliminate non-tariff bar-
riers and create a business environment benefit-
ing all relevant industries.

This report summarizes the results of ITC's NTMs
survey, focusing on both national and CU trade
barriers. These results will be compared to the
other of projects mentioned above.
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Chapter Eight

NTM survey methodology and
implementation in Kazakhstan

8.1 Survey implementation and sampling
methodology

As part of its programme on NTMs, ITC conducted
a large-scale company survey on NTMs and other
obstacles to trade in cooperation with local part-
ners. This study seeks to increase transparency and
better understand the trade impediments faced
by the Kazakhstan business sector.

This chapter provides information on the coun-
try-specific survey implementation, sampling
methodology, survey sample characteristics and
analytical approach adopted. More detailed infor-
mation can be found in the appendices. Appendix
| describes the global methodology, identical for
all surveyed countries. Appendix Il and Il contain
the NTMs and procedural obstacles classification,
which provide the taxonomy for arranging report-
ed measures into an organized hierarchical sys-
tem. Appendix IV contains business environment
issues covered in the survey. Interviewed experts
and stakeholders are listed in Appendix V.

8.1.1 Timeline and main counterparts

The implementation of the ITC survey on NTMs
was requested and supported by the Ministry of
Economic Development and Trade (MoEDT) of Ka-
zakhstan through the Centre for Trade Policy De-
velopment (CTPD). In October 2011, ITC validated
the design of the survey with the Ministry and
other stakeholders. The survey itself took place
between January and October 2012.To promote
local capacity building, the Institute of Social and
Political Research (ISPR), a local consulting compa-
ny, was selected through a tender to conduct the
survey in the Astana region. ITC delivered five-day
training on NTMs survey methodology and ques-
tionnaires to project managers and interviewers
in January 2012. The trained interviewers car-
ried out phone and face-to-face interviews with

Kazakhstan exporting and importing firms be-
tween January and October 2012.

In October 2012, an ITC consultant conducted fur-
ther interviews with companies, associations and
other stakeholders in the Almaty region, including
the Union of Producers of Food and Processing
industries of Kazakhstan, the Association of Light
Industry Enterprises of the Republic of Kazakh-
stan, the Union of Industrialists and Employers
of Almaty, the Association of Customs Brokers of
Kazakhstan, the Association of Non-Alcoholic Bev-
erages Producers, the Union of Wine Producers of
Kazakhstan, the Association of Furniture and Wood
Processing Industries of Kazakhstan, the Union of
Milk Producers, and the Association for Support
and Development of Pharmaceutical Activities in
Kazakhstan. Furthermore, the ITC consultant inter-
viewed two government agencies involved in the
process of ensuring the safety of goods and servic-
es in Kazakhstan, the National Centre of Expertise
and Certification (NACEKS) and Kazakh Academy
of Nutrition (KAN).

8.1.2  Survey process and modalities

The NTM survey process encompasses two stages
of interviews with exporting and importing com-
panies, a brief screen phone interview (see sec-
tion 8.2) and detailed face-to-face interviews with
companies facing obstacles to trade and willing to
participate (see section 8.3).

ITC, in cooperation with local partners, compiled
a business registry that allowed the polling com-
pany to contact interviewed companies. Overall,
387 phone interviews were conducted followed
by in-depth interviews with 61 companies (Fig-
ure 8.1).

Interviews were conducted in Russian based on
generic questionnaires provided by ITC, adjusted
to satisfy local requirements. In most cases, survey
respondents were general managers or the person
in charge of overviewing the export and import
processes.
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Figure 8.1.

NTM survey in Kazakhstan
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8.1.3  Business registry and sample frame

The survey methodology covers all export sectors
accounting for at least 2 per cent of a country’s to-
tal export value excluding extractive industries. 2
In Kazakhstan, five sectors were then examined,
including fresh food and raw agro-based products;
processed food and agro-based products; metals
and other basic manufacturing; non-electric ma-
chinery and chemicals. Further consultations with
national stakeholders allowed identifying addi-

2 Based on a classification designed by ITC, composed of
two agricultural and eleven manufacturing sectors (see
Appendix I). Minerals, petroleum and arms are exclud-
ed. A detailed list of the products (in SITC Rev 2 product
classification) composing the sectors, as classified by
ITC, is available upon request.

o

e
Fy

tional sectors and products to be included in the
survey. In particular, stakeholders pointed to the
importance of clothing, wood, leather, textile and
transport equipment which were added to the
company sample.

The survey methodology also covers all import
sectors representing at least 2 per cent of Kazakh-
stan’s import value. According to ITC’s classifica-
tion almost all sectors with the exception of cloth-
ing, textile and leather manufactures made up at
least 2 per cent of total imports of Kazakhstan.

Based on this information, a business registry was
created from various sources such as the ISPR’s
in-house database; KAZNEX, the national agency
for the promotion of exports and investment; as
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well as databases provided by COMPASS, an inter-
national business register, and the WTO. The da-
tabases diverged in terms of information and by
number of companies covered. Obtaining contact
details and information about the sector each of
company was particularly challenging.

With this information, ITC was able to match com-
panies in the selected export and import sectors
with their contact information. The completed
database provided to ISPR contained the details
of 4671 companies. Although during initial in-
terviews, many phone numbers turned out to be
outdated or wrong, the compiled business regis-
try constitutes the most comprehensive source of
business information available in Kazakhstan.

8.2 Phone screening: coverage and
representativeness

Of the 1,181 companies contacted, 387 agreed to
participate in phone screen (PS) interviews --178
exporters, 126 companies that both export and
import, and 83 importing firms. Phone interviews
focus on key information, including the company’s
main export and import sectors, size and whether
they were affected by burdensome regulations or
procedures in the last 12 months. The survey was
implemented from January 2012 to October 2012.
Overall, 131 trading companies reported to be af-
fected by trade impediments and were asked to
participate in subsequent face-to-face interviews.

8.2.1. Sectoral composition of the interviewed

companies

The majority of phone interviews were conducted
with companies exporting processed agro-based
products (32.6 per cent), followed by those export-
ing metal and other basic manufacturing (12 per
cent), fresh food and raw agro-based products
(12.5 per cent), chemicals (8.9 per cent) and non-
electric machinery (4.9 per cent). Thus, a greater
number of phone interviews were undertaken
with exporters of agro-based products and non-
electric machinery. This was not random given
that agriculture and non-electric machinery were
important sectors of Kazakhstan economy during
Soviet Union time. These sectors represent also a

priority in the State Program for Accelerated Indus-
trial and Innovative Development for 2010-2014.

Phoneinterviews also covered enterprises from other
sectors including clothing, leather and textiles, wood
and transport equipment. While the current share of
these sectors in the Kazakhstan export portfolio is
rather small, their development would be beneficial
in terms of employment and trade diversification.

For each sector deemed important after carrying
out additional interviews, the sample captured the
trade flows for at least one exporter and one sector
association. The low number of enterprises inter-
viewed is attributed to the fact that very few ex-
porting companies operate within these sectors.

In the case of imports, the enterprises that were
interviewed belonged to the chemical sector
(24.9 per cent), followed by that of metals and
other basic manufacturing (17 per cent), and
processed food (16.6 per cent), and non-electric
machinery (15 per cent). Together, these sectors
represented 48 per cent of Kazakhstan's imports
in 2011. Remaining interviews were uniformly dis-
tributed among importers of electronic compo-
nents, transport equipment, wood and raw agro-
based products, thus, covering all Kazakhstan
import sectors, excluding mineral and arms.

Size and other characteristics of
companies participating in
phone interviews

8.2.2

Phone interviews allowed for the collection of im-
portant information on company characteristics
such as size, operational age, foreign ownership
and sector affiliation. Firms were further classified
as either “producing” or “forwarding” companies
and as “exporting” or “importing”.

Producers made up 62 per cent of the companies
participating in the PS interviews. The share of
producing companies in the group of exporters
amounted to 78 per cent of all interviewed com-
panies. Overall, about 21 per cent of interviewed
firms were sole importers, 46 per cent sole export-
ers, while 33 per cent engaged in both activities
(Figure 8.3).
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Figure 8.2.
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Figure 8.3. Characteristics of companies interviewed
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The definition of SMEs used for the study is based
on the law of the Republic of Kazakhstan “on pri-
vate entrepreneurship”. This law classifies enter-
prises with less than 50 employees as small and
those with 50 to 250 workers as medium-sized.
Overall, small enterprises represented 49 per cent
of all companies participating in the PS interviews,
while medium-sized and large companies ac-
counted for 28 per cent and 23 per cent, respec-
tively.

40 60 80 100 120
Number of companies

140

8.2.3  Regions

The PS interview phase was designed to cover
all regions of Kazakhstan, with a greater number
taking place in locations with a high concentra-
tion of exporting firms. Accordingly, most phone
interviews were conducted around Almaty, the
biggest business centre in Kazakhstan (Figure 8.4,
Figure 8.5, and Figure 8.6). Upon the request from
the Ministry of Trade and Economic Development
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Figure 8.4.  Geographic distribution of companies
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Figure 8.5.  Geographic distribution of exporting companies
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Figure 8.6.  Geographic distribution of phone interviews
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(MoEDT), the cities of Kostanay and Pavlodar re-
ceived also specific attention due to their strategic
location in the proximity of the Russian Federation.
The share of these two regions in the total number
of PS interviews represented about 14 per cent.

8.3 Face-to-face interviews

Overall, 61 face-to-face interviews were carried
out to get detailed information about the com-
pany’s trade flows. These interviews usually took
between 60 and 80 minutes. Eleven additional
interviews with public and private organizations
were also conducted.

According to KAZNEX about 300 producers also
exported products from non-extractive industries.
The survey revealed that 131 companies were af-
fected by trade impediments. Of these companies,
61 or 47 per cent participated in face-to-face in-
terviews. This is a high percentage given the low
number of exporting firms in Kazakhstan.

The sectors and size of enterprises covered dur-
ing the face-to-face interviews is directly related
to the results of phone screen interviews. Face-

to-face interviews covered the agro-food sector,
chemicals, metals and basic manufacturing, non-
electric machinery and clothing. In terms of com-
pany size, the distribution of face-to-face inter-
views closely resembles that of the phone screen
interviews. SMEs represented 72 per cent of all
interviewed firms, while large companies 28 per
cent (Table 8.1).

Other company characteristics captured during
the face-to-face interviews include the firm’s op-
erational age, ownership structure and share of
exports in its annual turnover. Most of the compa-
nies interviewed reported being in operation for
over five years (84 per cent); 14 per cent between
one and five years; and only a few for less than a
year. The majority of companies were fully or ma-
jority-owned by Kazakh citizens (72 per cent and
9 per cent respectively). Furthermore, 68 per cent
of exporters reported that at most 10 per cent of
their turnover was associated with exports; com-
pared to 14 per cent which said that over 70 per
cent of their profit came from their exports. In oth-
er words, most exporting companies mainly serve
the domestic market (Figure 8.7).

Table 8.1. Company size, definition and participation in the NTM survey

Phone interviews

Company size Number of Companies f'::enjt?:;a:fe Share in face-to-
pany employees | Interviewed facing interviews face interviews
companies burdensome
regulations
Small 1-50 196 73 30 49 per cent
SMEs
Medium-sized 50-250 108 28 14 23 per cent
Large 250+ 96 83 17 28 per cent
Total 387 131 61

Source: ITC survey on NTMs in Kazakhstan, 2012.

8.4 Captured data and evaluation approach

During the face-to-face interviews, firms were
asked to provide information about their exports
and imports by product at the Harmonized Sys-
tem (HS) 6-digit level. Companies also specified
the destination countries for their exports and the
countries of origin for their imports. For the pur-
pose of the survey, each pair of product and part-

ner country reported is referred to as a ‘product-
partner trade flow"

For each product-partner trade flow, company
representatives were asked to provide detailed
information on the NTMs and procedural obsta-
cles (POs) they encountered. The interviewers
then classified the reported NTM following the
taxonomy presented in Appendix Il as well as the
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Figure 8.7. Characteristics of companies interviewed face-to-face,
share of companies by categories
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Source: ITC survey on NTMs in Kazakhstan, 2012.

country applying the measure. Company repre-
sentatives were asked whether NTMs were bur-
densome because requirements were too strict
or because POs associated with the NTM posed
a challenge.

The final phase of the data analysis consisted
in calculating frequency and coverage statistics
along several dimensions, including product and
sector, main NTMs category (e.g. technical meas-
ures, quantity control measures), and company
characteristics (e.g. size).

Most frequency and coverage statistics are based
on ‘cases. A case is the most disaggregated unit of
analysis. Every company participating in a face-to-
face interview reports at least one case of a bur-
densome NTM and, if relevant, procedural obsta-
cles and challenges associated to the trade-related
business environment.

An NTM ‘case’ is defined by the type of measure,
the country applying it, the product affected by it
and the company reporting the measure. If three
products were affected by the very same NTM ap-
plied by the same partner country and reported by

Export oriented
B Mixed

B Domestically oriented

19% 14%

80%

60% -

40% -

20% -

0% -

Foreign owned
m With foreign participation

B Domestically owned

one company, results would include three cases. If
two different companies reported the same prob-
lem, this would count as two cases.

Differences exist depending on whether an NTM
is applied by the exporting or importing coun-
try. In a scenario where several importing part-
ner countries apply the same type of measure to
Kazakhstan’s exports, several cases are recorded.
The details of each case, including the actual
name of the regulation and its strictness may
vary as norms mandated by different countries
are likely to differ.

By contrast, when a product exported by one com-
pany to several countries faces an NTM applied by
the exporting country, this is recorded as one NTM
case since it is considered to be a single policy.
Following the same logic, companies importing a
good from different countries facing an NTM im-
posed by the Kazakhstan authorities will also be
counted as a single case.

It is worth noting that difficulties dealing with
NTMs are associated to companies’ characteristics.
For example, large companies tend to have more
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experience trading than SMEs, as well as more hu-
man and financial resources. In addition, SMEs are
particularly affected by fixed costs arising from
NTMs and related procedures. Nevertheless, large
companies export more products to a greater
number of markets, meaning that they are more
likely to face NTMs and POs during their transac-
tions. In contrast, SMEs tend to export fewer prod-
ucts to less restricted markets, thus reducing the
likelihood that their trade flows encounter bur-
densome barriers to trade. In the case of Kazakh-
stan, 37.2 per cent of SMEs and 36.1 per cent of
large companies reported NTMs. Thus, the share
of affected companies amongst firms of different
sizes was very similar. Nevertheless, the impact of
burdensome NTMs on SMEs is likely to be greater

since large companies can compensate for diffi-
culties in one market by trading with other estab-
lished partners.

Companies with a greater number of export
and import trade flows face a higher number
of burdensome NTMs and POs than those that
solely export or import. It is worth noting that
cases of POs are counted in a similar manner
to those of NTMs except for the fact that the
agency where the obstacle takes place is also
recorded. Interviewed companies also pro-
vided information about inefficiencies in the
trade-related business environment (TBEs) en-
countered in Kazakhstan, as well as in partner
and transit countries.
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Chapter Nine

Survey results:
Companies’ experiences with NTMs

This chapter analyses the findings highlighting
the NTMs survey undertaken in Kazakhstan. It pre-
sents aggregate results, focusing on the most af-
fected sectors, major problems and their location.
A more specific analysis of the challenges reported
by exporting and importing companies in the ag-
ricultural and manufacturing sectors follows.

9.1 Aggregate results and cross-cutting
issues

This section looks at the survey results from an ag-
gregate perspective and discusses the cross-cut-
ting issues faced by trading companies in Kazakh-
stan. The first part deals with overall affectedness,
and examines the types of companies report-
ing barriers to trade. The third part presents the
NTMs reported by exporters as well as the markets
where they were encountered. NTMs and other
obstacles affecting Kazakh importers are then ex-
amined. Finally, cross-cutting procedural obstacles
(POs) and inefficiencies in the trade-related busi-
ness environment (TBEs) in Kazakhstan and transit
countries are analysed.

9.1.1  Cross-country comparison and

sector-specific results

The survey revealed that 30.1 per cent of compa-
nies engaged in exporting activities were affected
by NTMs or other trade-related problems. Com-
parison of 27 countries surveyed by ITC, in terms
of the number of affected firms, suggest that
percentage of companies affected by NTMs cor-
relates with the level of economic development
in the country (see Figure 9.1). High and upper-
middle income countries have a lower proportion
of affected firms than low and low-middle income
ones.

Hong Kong SARC and Kazakhstan have the high-
est income per capita in the group of surveyed

companies. As expected, they also have the lowest
share of affected exporters. Low income Sub-Saha-
ran countries such as Malawi, Rwanda and Kenya
reported the highest share of affected exporters.

Nevertheless, economic development is not the
sole factor accounting for the rate of affectedness
across countries. For example, the rate of affect-
edness of Uruguay is 56 per cent is higher than it
would be expected based on their income level.
In contrast, low and low middle income countries
such as Burkina Faso and Egypt have relatively low
ratio of affected firms (63 per cent, 37 per cent).
The empirical literature on NTMs indicates that
the sensitivity of exports to NTMs is primarily de-
termined by its product composition and its geo-
graphic exposure. It is also important to stress that
survey results can be influenced by cultural differ-
ences and companies’ willingness to participate
and speak about problems.

Survey results in Kazakhstan confirmed that NTMs
are sector specific. Overall, manufacturing exports
seem to be less affected by NTMs than agricultural
ones. It is worth noting that agricultural products
are more tightly controlled to protect the health
and well-being of consumers and the environ-
ment. In Kazakhstan, the share of affected export-
ers in the agricultural sector stood at 37 per cent,
while that of manufacturing represented 31 per
cent. In comparison, 60 per cent and 51 per cent
of exporters in the agricultural and manufactur-
ing sectors, respectively, were affected by NTMs in
other surveyed countries.

The relatively low share of affected manufacturing
firms in Kazakhstan can be primarily attributed to
the composition of their export portfolio, which is
composed mostly of semi-processed products of
metals and basic materials, chemicals (non-organ-
ic minerals) and non-electric machinery industries.
These products are usually supplied by large com-
panies, have high demand in the market, and face
low trade barriers. In general, these companies are
financially less constrained and hence have a dif-
ferent perception about trade barriers compared
to SMEs that populate the clothing, textiles or agri-
food sectors.
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The low share of affected firms in agri-food sectors
can be explained by the high proportion of com-
panies specializing in exports of non-perishable
products such as wheat, flour, non-alcoholic bever-
ages and confectionery products. These products
face fewer SPS measures than fresh vegetables and
fruits or dairy products. In addition, a significant
proportion of Kazakhstan agri-food exports goes to
neighbouring countries like Uzbekistan, Tajikistan,
Kyrgyzstan, Afghanistan and Turkmenistan which
have less stringent phytosanitary requirements.

Overall, exporters of raw agricultural products and
processed food were the most affected (36 per
cent), followed by those exporting non-electric
machinery (27 per cent), chemicals (26 per cent),
metals and basic manufacturing (13 per cent). In
the case of importers, 41 per cent of companies
trading in non-electric machinery faced barriers to
trade, followed by agri-food sectors (39 per cent)
and chemicals (29 per cent). Importers of metals
and basic manufacturing were the least affected
(Table 9.1).

9.1.2  Affected companies

Size and other characteristics are expected to
play a significant role in a company’s ability to
deal with NTMs. Large companies have more
experience trading than SMEs and dispose of
more human and financial resources. Overall,
fixed costs arising from NTMs are expected to be
more problematic for SMEs. Nevertheless, large
companies export more products to a great-
er number of markets, meaning that they are
more likely to face NTMs and POs during their
transactions. In contrast, SMEs tend to export
fewer products to less restricted markets, thus
reducing the likelihood that their trade flows en-
counter burdensome barriers to trade. A more
diversified large company can compensate for
difficulties in some markets with other estab-
lished business partners. In Kazakhstan, there
is no significant difference in affected rates
between companies of various the sizes with
37 per cent and 36 per cent of SME and large
companies affected respectively.

Figure 9.1. Share of companies affected by NTMs and GDP per capita
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Source: Surveys on NTMs, 2009-2012, World Development Indicators for GDP data.
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Table 9.1.

MopoTpacnb

Phone-screen
interviews

Fresh and processed food and raw
agro-based products

Chemicals 45

38

Metal and other basic

manufacturing 30
Non-electric machinery 27
Other manufacturing 43
Forwarders* 26
Wtoro 209

Source: ITC Survey on NTMs in Kazakhstan, 2012.

NTM survey results by sub-sector

T T

Companies

Companies
Phone-screen

affected by interviews affected by
NTMs NTMs

15 39% 129 46 36%
13 29% 27 7 26%

6 20% 38 5 13%
11 41% 15 4 27%
15 35% 31 8 26%

3 12% 64 21 33%
63 30% 304 91 30%

*The term “forwarders” is used throughout the report to indicated companies providing export services or exporting products that they buy
domestically. These companies generally operate in multiple sectors.
Note: Companies engaged in both exporting and importing activities are included both as exporters and as importers.

Table 9.2 suggests that companies with that both
export and import are more likely to face a bur-
densome NTM or PO. While only 28 per cent of
only exporting and 37 per cent of pure importing
firms reported barriers, 40 per cent of those who
export and import did so.

Kazakh importers are more frequently affected by
NTMs and related POs than exporters (37 per cent
vs. 28 per cent). This result reflects the recent intro-
duction of technical regulations in the CU countries
designed to exercise tighter control on imports of a
broad range of consumer and industrial products.

Export-oriented companies (with more than
70 per cent sales abroad, see Figure 9.2) reported
around one NTM case per company referring to
problems with certificates of origin, export licens-

Table 9.2.

ing and registration, and pre-shipment inspection
for imports. Thus, while the problems experienced
by export-oriented companies are similar to the
average interviewed companies, there is a nega-
tive correlation between the share of exports in to-
tal sales and number of experienced trade barriers.

9.1.3  Major challenges with NTMs when

exporting

Major challenges with NTMs encountered by com-
panies exporting goods are summarized in the
sections below.

9.1.4  Most common NTM:s affecting exports

Face-to-face interviews with 44 exporting compa-
nies show that they encounter burdensome NTMs
not only abroad, but also in Kazakhstan. The survey

Share of affected companies, by size and activity (phone interviews)

Small 31 per cent 43 per cent
Medium 28 per cent 19 per cent
Large 20 per cent 33 per cent
Total 28 per cent 37 per cent

44 per cent 37 per cent
26 per cent 26 per cent
49 per cent 36 per cent
40 per cent 34 per cent

Source: ITC Survey on NTMs in Kazakhstan, 2012.

Note that the shares do not sum up to 1; they are computed by dividing the number of affected companies in each group by the total number of

companies in each group.
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registered 145 NTM cases applied by importing part-
ner countries and 21 cases of applied by Kazakhstan.

In comparison to other surveyed countries, Ka-
zakhstan has a relatively high share of NTM cases
applied by importing countries and low share of
domestically applied NTMs (Figure 9.2). This result

Figure 9.2.
countries

Average across
surveyed countries

Kazakhstan

is partly driven by supra-national regulations af-
fecting Kazakh imports and exports. The NTM cas-
es related to new CU regulations applied at supra-
national level were classified as NTMs applied by
importing countries, and cases linked to the coun-
tries importing the product in focus (Belarus or the
Russian Federation)

Burdensome NTMs affecting exports, comparison with other

m NTMs applied to
export by domestic
authorities

B NTMs applied
by imporing
partner countries

0% 20% 40%

60% 80% 100%

Source: ITC Survey on NTMs in Kazakhstan, 2012. Cross country averages always refer to 11 surveyed countries, inlcudig Burkina Faso, Egypt,
Jamaica, Kenya, Madagascar, Mauritius, Morocco, Paraguay, Peru, Rwanda and Uruguay.

Figure 9.3.

Burdensome NTMs affecting exports by type of measure,

comparison with other surveyed countries

Kazakhstan
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Source: ITC NTM Surveys, 2009-2012.
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Note: Other include pre-shipment inspection and other entry formalities; charges, taxes and other para-tariff measures; anti-competitive

measures; distribution restrictions; restriction of post-sales service.
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As in many other surveyed countries, exporters in Ka-
zakhstan report more cases of burdensome conform-
ity assessment compared to challenges with techni-
cal requirements (Figure 9.3), indicating that Kazakh
exporters face difficulties in demonstrating compli-
ance with the technical requirements of the partner
countries. Furthermore, Kazakhstan appeared to be
characterized by a high share of complaints related
to rule of origin, quantitative restrictions, intellectual
property rights and financial measures.

While certificate of origin is required by importing
countries, it is administrated domestically. Several
companies complain about the extensive docu-
mentation requirements and necessity to apply
for new certificate for each shipment. Additionally,
many companies complain about the insufficient
level of domestic processing which prevent them
to obtain the certificate of origin, as many indus-
tries rely on imported inputs.

In contrast to burdensome NTMs applied by part-
ner countries, the domestic issues are concentrat-
ed and primarily related to three types of NTMs:

export certification, export prohibition and export
licenses and permit to export (Figure 9.4).

Note: “Other” includes pre-shipment inspection
and other entry formalities; charges, taxes and
other para-tariff measures; anti-competitive meas-
ures; distribution restrictions; restriction of post-
sales services.

9.1.5  Frequently reported partner countries

On average, 52 per cent of the interviewed compa-
nies face burdensome NTMs applied by an import-
ing country. Overall, Kazakh exporters encoun-
tered the highest number of burdensome NTMs
in CIS countries (43.7 per cent) with the Russian
Federation, Uzbekistan and Belarus accounting for
the majority of NTM cases in the CIS region (Table
9.3). However, a large number of NTM cases do not
necessarily imply restrictive import policies, since
it captures the overall exposure of Kazakh export-
ers to these markets. Thus, a large number of NTM
cases are expected to be reported in the countries
with highest incidence of exports.

Figure 9.4. Burdensome NTMs affecting exports applied by partner countries
and by domestic authorities

Partner countries
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Source: ITC Survey on NTMs in Kazakhstan, 2012.
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To visualize this fact, the number of affected firms
is plotted against the total number of firms export-
ing to partner markets in Figure 9.5. The countries
situated above the fitted line are perceived by Ka-
zakh exporters as countries having high level of
NTM protection. Two largest regional importers of
Kazakh goods, the Russian Federation and Uzbeki-
stan, are perceived as being the most restrictive.

Belarus and the Russian Federation are situated
above the fitted line suggesting that exporters
perceive them as difficult markets. However, one
should be careful in the interpretation of these re-
sults, as they could be partially attributed to the
fact that these countries (as well as Uzbekistan) are
the main transit countries for Kazakhstan trades.
Therefore a high number of reported cases can be
explained by the fact that these countries attract-
ed reports both as importing countries and transit
countries.

Excluding the CIS group, the average share of af-
fected companies is 39 per cent, with no reports of

burdensome NTMs related to China and Germany,
the two largest markets outside of CIS group.

9.1.6  Most common NTMs affecting imports

The 39 importing companies interviewed face-
to-face reported 111 cases of burdensome NTMs.
Conformity assessment and technical require-
ments account for 66 per cent and 21 per cent of
the reported NTMs affecting imports. Price control
measures and pre-shipment inspection represents
6 per cent and 4 per cent of the reported cases.

‘The state product registration is done in two steps. The first
step -verification of documents and laboratory tests take
place in Almaty, the second-official registration in Astana.
On average, the whole procedure takes about two months!’

Kazakh producer of non-alcohol beverages

The high proportion of the complaints refers to
administration of NTMs introduced at the CU level.
For example, 100 per cent of burdensome techni-

Figure 9.5.  The overall restrictiveness of destination markets, by number
of affected firms
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Source: ITC Survey on NTMs in Kazakhstan, 2012.
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Table 9.3. Number of NTMs applied by partner countries

Companies surveyed in face-to-face interviews*

. Number of NTM
Number of companies
cases

Kazakhstan's exports value

Selected
countriesand | 5140 in 2010, | Sharein - affected by - - e
country groups (US$000) total that expprts NTMs by are o app |e:-
to this . affected by this
destination* this exports companies | country
destination
Azerbaijan 222 658 1.3 3 1 333 1 0.7
Belarus 78 584 0.4 8 5 62.5 13 9.0
Kyrgyzstan 369 802 2.1 15 3 20.0 3 2.1
Russian 2823018 15.9 30 19 633 76 524
Federation
Tajikistan 288 236 1.6 11 4 36.4 6 4.1
Uzbekistan 620 309 3.5 15 46.7 18 124
sl G 4402607 4.1 82 39 437 17 134
countries
Iran (Islamic 1052 231 59 6 2 333 2 14
Republic of)
Turkmenistan 99 796 0.6 6 3 50.0 11 7.6
China 4389 490 24.7 1 0 0.0 0 0.0
Ukraine 176 961 1.0 6 3 50.0 6 4.1
Germany 1207 154 6.8 2 0 0.0 0 0.0
Afghanistan 195 291 1.1 4 1 25.0 1 0.7
Turkey 1196311 6.7 3 1 333 1 0.7
Georgia 61266 0.3 2 1 50.0 3 2.1
Japan 1043 869 5.9 2 1 50.0 1 0.7
Other countries 3067616 17.1 10 3 100.0 0 0.0
NACENERE || ggzpmeey 40 42 15 392 28.0 17
the world
Total 17 797 938 5.8 124 54 40.8 145.0 5.9

Sources: ITC Survey on NTMs in Kazakhstan, 2012; ITC Trade Map.

* Companies exporting to several destinations were counted once for every destination. Therefore, the sub-totals and the grand total of
interviewed companies in this table are higher than the total number of companies interviewed. The last column represents an average
share of the captured countries in the sample.

PO O

cal requirements and 70 per cent of burdensome
conformity assessment measures are attributed
to administration of new sanitary and phytosani-
tary (SPS) and veterinary requirements by the CU
countries. For instance, the state product regis-
tration requirement enforced in the beginning of
2012 accounts for 46 per cent of the total reported
burdensome NTM cases on the importing side.'

2 The discussion with the Committee of the State Sani-
tary and Epidemiological Surveillance revealed that
the administration of the state product registration
has improved since its introduction. For instance, since

Mandatory certification of imported products
enforced at the national level is the second most
frequently cited burdensome type of conformity
assessment after the state product registration.

February 2013 the regional subdivisions of the Com-
mittee are responsible for the whole registration
process, which should substantially decrease the
time delay. As it concerns duplication with man-
datory certification requirement, the Committee
pointed out that the state product registration is a
one-time measure and laboratory tests for the state
product registration are more detailed since they are
designed to control the product’s safety.

<
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Figure 9.6.  Non-tariff measures applied by Kazakhstan affecting imports
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and other entry formalities
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certificate of origin

Source: ITC Survey on NTMs in Kazakhstan, 2012.

Note: “Other” includes charges, taxes and other para-tariff measures; quantity control measures; rules of origin and related certificate of origin.

Box 1. State product registration

The large share of the conformity assessment problems reported by importing companies is related to the state prod-
uct registration requirement (Decree of CU Commission 299, 28/06/2010). Prior to the establishement of the CU, the
state product registration requirement covered only a limited number of products such as baby food and food addi-
tives. The state product registration enforced at the CU level covers a broader range of products such as: cosmetics
products, soft drinks and alcoholic beverages, household products, personal care items, baby food, paints, varnish,
equipment and other technical means intended for use in water supply and chemicals products.

The state product registration must be done only once before arrival of the product to the CU countries (The product
is entered into State register). The state product registration is linked to the country of origin. Hence, if an importer
wants to buy the same product from the same manufacturer but produced in another country it needs to apply for a
new registration.

Companies are required to provide technical documentations from producers, including packages, labels, protocols
(tests), scientific reports and expert reports. Some products (baby food, food additives, GMO products, biologically
active food supplements, mineral water, drinking water, bottled in containers, disinfection and disinfestation materi-
als, materials and articles in contact with water, and food products, specialty foods, organic products) need to pass
through laboratory analysis which must be done at the accredited laboratories. All technical documents must also be
translated into Russian or Kazakh language and be notarized.

The package of documents must be submitted to the subdivisions of the Committee of the State Sanitary and Epide-
miological Surveillance of the Ministry of Health or few other accredited agencies responsible for the state product
registration. After verification of the documents and laboratory analysis, the application is sent to the Committee of
the State Sanitary and Epidemiological Surveillance in Astana for final registration.

Companies complained that products which already possess the certificate of state product registration are still re-
quired to apply for the certificate for customs clearance. According to companies, the state product registration re-
quirement does not replace the mandatory certification for imported products enforced at the national level. Compa-
nies still need to confirm foreign conformity certificates at the national certification agencies.

Source: Department of the Committee of State Sanitary and Epidemiological Surveillance of the Ministry of
Health of the Republic of Kazakhstan based in Almaty (accessed on March 6, 2013 at http://www.dgsen-almaty.kz/
fag/?lang=ru&p==80)

Since Kazakhstan does not recognize foreign cer-  9.1.7  Frequently reported certification and
tificates, including the national conformity cer- registration requirements
tificates of the CU partners, importers must apply

for recognition of the foreign certificate or getthe ~ Frequently reported certification and registra-
conformity certificate according to the national  tion requirements are listed in Table 9.4 includ-
legislature of Kazakhstan. ing their coverage and the regulation stipulat-
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ing the requirements. The legislation is at the national
and CU level,in some intances resulting in overlapping
and duplicating requirements. For example, com-
panies are required by the CU regulations to register

their product and by national regulations to undergo
a compulsory conformity assessment. Both require-
ments are in place ensure the safety of the products
and both fall under conformity assessment measures.

Table 9.4. References to frequently reported certification and registration
requirements

Level

Company

CU or national requirement stemming from CU regulation

Register of third party suppliers
Definition: Imports of animals and animal based products to the CU are allowed
only to establishments included into the register of third country suppliers
Coverage: imported animal and animal based products

Register of the CU establishments.

Definition: Production and sale of animals and animal based products on the
territory of the CU are allowed only to CU establishments included into the register
Coverage: animal and animal based products

Source: Decision of the CU Commission N 317, 18/10/2010

National
requirements

Product |State product registration Mandatory conformity
Definition: Products that imported to or produced first time on the territory of the |assessment
CU are subject to the state product registration (certificates or
Product coverage: cosmetics products, soft drinks and alcoholic beverages, declaration)
household products, personal care items, baby food, paints, varnishes, equipment |Definition: Products
and other technical means intended for use in water supply, chemicals products,  |that are produced
GMO food products on or imported
Source: Decision of the CU Commission N 299, 28/05/2010 to Kazakhstan are
Licenses and authorization subject to mandatory
Definition: Imports and exports of some products are subject to restriction (bans  |conformity assessment
and licenses) according to the
Product coverage: Ozone depleting substances, plant protection substances, national legislation
hazardous wastes, mineralogy and paleontology collection, rare species of fauna  |unless they possess
and flora, wild-growing drug raw materials, precious metals, narcotic and poisonous|the CU certificates
substances, pharmaceuticals, high frequency equipment, alcoholic beverages, or declaration of
ethyl alcohol, cryptographic tools, cultural valuables, service and civilian weapons, |conformity
human organs and tissues and subsoil. Product coverage: all
Source: Decision of the EAC Commission N 134, 16/08/2013 manufactured products
Mandatory conformity assessment with the issuance of common document (including processed
(certificates or declaration) food)
Definition: Products that produced on or imported to the territory of the CU are Source: Resolution of
subject to mandatory conformity assessment the Government of the
Product coverage: all manufactured products (including processed food) Republic of Kazakhstan
Source: Decision of the CU Commission N 629, 07/04/2011 on 20.05 2005 Ne 367

Shipment [Phytosanitary certificate

Description: an international document issued by exporting countries authorities confirming the

phytosanitary condition of the goods.

Product coverage: fresh vegetable, fruits and plants.

Source: The Law of the Republic of Kazakhstan on February 11, 1999 N 344
Veterinary certificate

Description: an international document issued by the exporting country authorities confirming the

veterinary safety of the goods
Product coverage: product of animal origin and product intended to feed

Source: Resolution of the Government of the Republic of Kazakhstan 22.09.2012 N2 1230, The Law of the

Republic of Kazakhstan from 10.07.2002 N 339-I
Import veterinary certificate (authorization)

Description: a documents authorizing imports of products of animal origin to the territory of the CU/

Kazakhstan
Product coverage: product of animal origin and product intended to feed animals

Documents: Resolution of the Government of the Republic of Kazakhstan on October 30, 2009 N2 1730

<4p



Chapter Nine — Survey results: Companies’ experiences with NTMs 163

Procedural obstacles and inefficiencies
of the trade-related business

9.1.8

environment

While NTMs are mandatory regulations introduced
by the government of a country, POs are related
to the manner in which a regulation is applied or
implemented. An inefficient trade-related busi-
ness environment can cause similar problems also
without being directly related to specific NTMs. In
general, POs and TBE-related problems can take
place in the home country and in partner coun-
tries.

The survey revealed that the majority of the pro-
cedural obstacles faced by interviewed companies
are domestic accounting for 81 per cent of the re-
ported 288 cases. About 15 per cent of procedural
challenges are encountered in partner countries
and the remaining 4 per cent in transit countries.
Procedural obstacles faced in Kazakhstan were re-
lated to 89 export and 145 import cases, while the
procedural obstacles faced in partner countries
were related to 43 export cases. Finally, procedural
obstacles in transit countries affected 4 exports
and 7 import cases. The types of domestic pro-
cedural obstacles are presented in Figure 9.3. On
the exporting side, delays are the most frequently
cited obstacles accounting for 29 per cent of the
reported cases. A large number of document re-
quirements represent the second largest share of
reported procedural obstacles (27 per cent) fol-
lowed by limited or inappropriate testing facilities
(11 per cent) and informal payments to obtain cer-
tificates of regulations (9 per cent).

Similarly, 30 per cent of the procedural obstacles
reported by importers referred to a large number
of document requirement, 28 per cent to limited
or inappropriate facility for testing, 11 per cent to
the time delays and 10 per cent to foreign certifi-
cates not being recognized in Kazakhstan.

More specifically, large numbers of required docu-
ments are the most often cited obstacle encoun-
tered by exporting companies when dealing with
regional chambers of commerce in charge of cer-
tificates of origin. Companies report that up to 18
different documents are required for the certifi-

cate of origin to be issued. In addition to the stand-
ard documents; such as contracts, invoices for raw
materials, technological documentations, calcula-
tions of the per unit cost and certification of local
content from a certified agency which are neces-
sary to verify local content; various supplementary
documents; such as conformity certificate, export
license, phytosanitary certificate and contract on
rent of storage spaces are also required. The ex-
porting companies have to refer to other agencies
to get these supplementary documents. Depend-
ing on the product type, the number of pages per
application package can range from 50 to 300
pages and the companies are required to provide
a new certificate of origin for each shipment. In
general, small companies are more affected by this
regulation since they effectuate several deliveries
per contract and have limited human resources to
devote to the preparation of the required package
of documents.

9.1.9  Domestic challenges

On the exporting side, delays are the most fre-
quently cited obstacles accounting for 29 per cent
of the reported cases. A large number of required
documents represent the second largest share of
reported procedural obstacles (27 per cent) fol-
lowed by limited or inappropriate testing facilities
(11 per cent) and informal payments to obtain cer-
tificates of regulations (9 per cent).

‘Each shipment must be accompanied by a phytosanitary
certificate, which is valid for one month, while it takes 15
days to obtain it!

Kazakh producer of beverages

Similarly, 30 per cent of the procedural obstacles
reported by importers referred to a large number
of required documents, 28 per cent - to a limited
or inappropriate facility for testing, 11 per cent - to
the time delays and 10 per cent - to the lack of do-
mestic recognition of foreign certificates.

More specifically, a large number of required
documents are the most often cited obstacle en-
countered by exporting companies when dealing
with regional chambers of commerce in charge of
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certificates of origin. Companies report that up to
18 different documents are required to issue the
certificate of origin. In addition to the standard
documents necessary to verify local content such
as contracts, invoices for raw materials, technolog-
ical documentations, calculations of the cost per
unit and certification of local content from a cer-
tified agency, various supplementary documents
are required to complete the application pack-
age such as conformity certificate, export license,
phytosanitary certificate and contract on rent of
storage spaces, etc. To get these supplementary
documents company must contact other agen-
cies. Depending on the product type, the num-
ber of pages per application package can range
from 50 to 300 pages. In addition, companies are
required to provide a new certificate of origin for
each shipment of the same product. In general,
small companies are more affected by this regu-
lation since have limited human resources to de-

Figure 9.7.
and importers

Exporters
8%

11%

9%

29%

®m Large number of different documents

vote to the preparation of the required package of
documents.

The second most frequently cited problem is re-
lated to the administration of rules of origin. It is
concerned with perceived arbitrary behaviour of
officials regarding the computation of the local
content of the product. Many exporting compa-
nies report that difficulties in obtaining the cer-
tificate of origin seriously restrain their sales in the
Central Asian region.

Short validity of the certificate and large number
of required documents are reported in relation to
domestic certificate of conformity requirements.
While the certificate of conformity is required for
domestic sale, it is also included in the list of re-
quired documents for the issuance of the certifi-
cate of origin. The exporters, hence, have to obtain
the domestic conformity certificate for the certifi-
cate of origin to be issued, even if the certificates

Procedural obstacles faced domestically by exporters

Importers
13%

30%

6%

28% 11%
2%

B Arbitrary behavior of officials regarding classification and valuation of the reported product
Arbitrary behavior of officials with regards to the reported regulation

B Delay related to reported regulation

B Unusually high fees and charges for reported certificate/regulation
O Informal payment, e.g. bribes for reported certificate/regulation

Limited/inappropriate facilities for testing
Other procedural obstacles, please specify

Source: ITC Survey on NTMs in Kazakhstan, 2012.

* “Other procedural obstacles” includes arbitrary behaviour of officials with regards to the reported regulation; unusually high fees and charges
for reported certificate/regulation; other limited/inappropriate facilities, related to reported certificate/regulation; too short deadlines

set for completion of requirements.
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Box 2.

Certificate of origin, number of required documents (CT1)

The list of documents required for obtaining a certificate of origin

1) Application

2) The certificate of state registration, statistical card, Charter, the card of participant of external economic activity

3) The contract for the export of goods

4) Invoice (invoice)

6) Payment documents (invoice, receipt, consumables, cash orders, money orders, passport transactions, invoices)

7) Technology product documentation, description of technological process

)
)
)
5) Contracts on the acquisition of raw materials, products and so forth.
)
)
)

8) Calculation per unit of finished product (for manufacturers)

9) A license, permission to export products (if applicable)

10) Phytosanitary certificate (for agricultural products)
11) Veterinary certificate (for agricultural products)
12) Certificate of conformity (manufacturing products)

13) Export exchange certificate (if applicable)

14) Warehouse certificate with indication of name, quantity of products and storage location

15) A contract for the rental of warehouse (state act of land use)

16) Act of the examination of the origin of the goods (made by the expert handwriting)

17) Certificate from local municipality of possession of a land (for agricultural products)

18) Power of attorney for registration of certificate of origin with the right of signature, a copy of the identity card

The documents listed must be submitted in 2 copies (original and copy) the original returned to the declarant after

verification.

Source: Decree of the Ministry of Industry and Trade of 11.03.2009 N 59, “On approval of rules for determining the
country of origin of the goods and the issuance of a certificate of origin” (accessed on March 6, 2013 at http://www.

pavlodar.com/zakon/?dok=04380&uro=17003)

are not recognized in the importing countries and
the company does not sell at the domestic market.
Furthermore, delays in obtaining veterinary and
phytosanitary certificates issued by the regional
veterinary and phytosanitary inspections is a com-
mon procedural obstacle reported by exporters.

‘The turnover greatly increased since the formation of
the CU, the lack of staff and physical infrastructure in the
customs posts, increase the waiting time at the border of
Kazakhstan'’

Kazakh producer of non-alcohol beverage

In case of imports, the main procedural challenges
are associated with conformity assessment re-
quirements for importing products. Inappropriate
testing facilities, time delays and large number of
required documents are the most frequent POs
related to the state product registration require-

ment, while lack of recognition of foreign certifi-
cates and a large number of required documents
were related to the mandatory certification re-
quirement.

Finally, importers faced the most number of POs
with arbitrary behaviour of officials and hav-
ing to pay informal payment to custom officials
when the products were being classified and
valuated (see Table 9.5), as well as delays at the
border.”

4 According to the Customs control committee, the bor-
der control is currently undergoing important changes
which will significantly reduce waiting time at the bor-
der. The Customs is going to take over the responsi-
bilities of veterinary, sanitary and transport inspections
for the border control. Thus, instead of going through
5 different agencies (veterinary, phyto-sanitary, trans-
port, customs, and border control), companies will
pass only two: customs and border control itself. The
Customs is going to expand its staff with the specialists
from sanitary, phyto-sanitary and transport inspection.
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Box 3. The costs of state product registration

The administration of the state product registration has created confusion among companies since its entry into
force in the beginning of 2012. The majority of the surveyed companies were not aware of this regulation and
did not apply for the state product registration before the arrival of shipments, which led to a large number of
shipments being blocked at the custom ports because of the missing certificate.

These companies were required to apply for the state product registration to unblocked shipments. Due to high
demand for the laboratory analysis, the companies experienced around 3 months of delays, inspite of many test-
ing laboratories working overtime during the first quarter of 2012. In addition, many companies complained that
technical capabilities of some testing laboratories were not sufficient to perform specific tests required for the
state product registration and, hence, the samples had to be sent laboratories in Astana or Almaty for analysis.
After obtaining the required certificates, the state product registration required another 30 days.

The companies also reported that the customs officers relied on the HS codes rather than the product description
and frequently requested the certificate of the state product registration when it was not necessary. As a result,
many companies were obliged to ask subdivisions of the Committee of State Registration to provide official let-
ters to prove that the imported products were excluded from the scope of the regulation.

Survey results show that private sectors incurred significant costs associated with procedural obstacles which
could have been avoided if sufficient efforts were put in place to inform related parties about the new regulation.
An example of the estimated costs of the state product registration borne by one surveyed company is given
below.

One of the surveyed companies imported 5 tons of malt, as raw material for production, which arrived at the
beginning of 2012. In absence of the state product registration, the shipment was blocked at the customs in the
airport. The storage costs at the temporary storage premises of the airport customs was about US$ 0.13 per kg.
The company was able to move the shipment to its own storage premise only after a month and half using letter
from the Committee of State Registration attesting that the application has been submitted and the certificate of
state registration will be issued in due time.

For the period the shipment was placed in the airport premise the company had to pay a storage cost of US$ 19500
(30 working days x US$ 0.13 per kilo x 5000 kilos). In addition, the translation cost of technical documents to Rus-
sian and the preparation of application amounted to approximately US$ 500, while the laboratory analysis for
food products cost about US$ 340. Overall, the estimated cost of product registration to the company amounted
to in excess of US$ 20,000.

This amount does not include the loss the company had to bear due halt in production and costs associated with
other customs clearance and product registrations procedures.

Source: Costs of laboratory analyses is accessed on May 5, 2013 at http://foodinnovation.ru/articles/3237.html

Table 9.5. Domestic institutions reported in relations to procedural obstacles

’ ’ Numbers
Kazakh agency involved in POs Type of POs

Accredited testing laboratories (centres) Limited/inappropriate facilities for testing (35) 35
of the Republic of Kazakhstan
Other problems with international recognition, e.g. lack of
-, . . 15
recognition of national certificates (15)
Certification agencies Limited/inappropriate facilities for testing 16
Chambers of Commerce Large number of different documents 18
Arbitrary behaviour of officials regarding classification and
. 6
valuation of the reported product
Delay related to reported regulation 2
Other procedural obstacles 7
Committee of the State Sanitary and Large number of different documents 44
Epidemiological Surveillance and its
reglgnal representatlves (State Product Delay related to reported regulation 16
Registration)
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: . Numbers
Kazakh agency involved in POs Type of POs

Ministry of Agriculture (Single Register of
Suppliers of the CU)

regulation

Customs of Kazakhstan Large number of different documents 4
Arbitrary behaviour of officials with regards to the reported 3
regulation
Arbitrary behaviour of officials regarding classification and

- 9
valuation of the reported product
Delay related to reported regulation 8
Deadlines set for completion of requirements are too short 1
Informal payment 9
Other procedural obstacles 6

Inspection laboratory of the Kazakh Delay related to reported regulation 1

customs

Kazakh Ministry of Health Delay related to reported regulation 1
Facilities lacking international accreditation/recognition 6

Metrology Department of National Centre | Unusually high fees and charges for reported certificate/ 1

of Expertise and Certification regulation

(“NACEKS) Deadlines set for completion of requirements are too short 1

Ministry of Agriculture Delay related to reported regulation 2
Deadlines set for completion of requirements are too short 1

Ministry of Economic Development and Delay related to reported regulation 1

Trade

National Centre of expertise of Drugs and | Large number of different documents 1

Medical equipment Arbitrary behaviour of officials with regard to the reported )
regulation

Sanitary and Epidemiological Inspection of | Other limited/inappropriate facilities, related to reported 2

Kazakhstan or its regional representatives | certificate/regulation
Delay related to reported regulation 2

State inspection for quarantine of plants Informal payment 2

Tax Committee under the Ministry of Delay related to reported regulation 1

Finance of the Republic of Kazakhstan
Other procedural obstacles 1

The National Security Committee of the Delay related to reported regulation 2

Republic of Kazakhstan

Veterinary Control committee of the Arbitrary behaviour of officials with regard to the reported 2

Delay related to reported regulation

Ministry of Ecology and Natural Resources
of Kazakhstan

Large number of different documents

Arbitrary behaviour of officials regarding classification and
valuation of the reported product

Delay related to reported regulation

Source: ITC Survey on NTMs in Kazakhstan, 2012.

*This table refers to the number of times an institution was mentioned in relation to POs/TBE. Since an interviewed company can refer to more
than one institution for each ‘case’ of PO/TBE, the numbers differ from the total of reported ‘cases.
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9.1.10 Transit countries

As a landlocked country, Kazakhstan relies in-
tensively on transport infrastructure of transit
countries. The three major transit countries for
Kazakhstan are the Russian Federation, China and
Uzbekistan.

Discussions about the trade business environment
in transit countries with companies reveal that
almost all exporting and importing countries ex-
perience procedural challenges in at least one of
the transit countries, but not necessary related to
NTM:s. For instance, substantial delays experienced
by companies trading via China were due to the
insufficient railroad network capacity and priority
given to Chinese shipments over foreign transits.

At the border of Uzbekistan, the shipment was delayed for
several days. The fruits and vegetables got spoiled before
reaching their final destination.

Kazakh producer of non-alcohol beverage

In contrast, companies trading via the Russian Fed-
eration and Uzbekistan are frequently challenged
by POs related to implementation of NTMs. When
transiting via Uzbekistan companies often complain
about the time delay and inspections of cargo car-
ried out by the Uzbek customs officers. In addition,
they also point out a lack of transparency regarding
specific regulation governing transit via Uzbekistan,
high railway tariffs for the transit of freight cars and
short validity of the permits for transit tracks required
for each shipment. A few companies report that the
tense political relationship between Uzbekistan and
Tajikistan, can often lead to substantial delays rang-
ing from 5 to 14 days at the border.

The most frequent PO faced by Kazakh exporters
during the transit of their goods through the Rus-
sian territory is a perceived arbitrary behaviour of
Russian authorities with respect to the regulations.

5 At the stakeholder seminar discussing this report,
“Atameken” (the largest business association in Kazakh-
stan) stressed that trade barriers faced by Kazakh com-
panies along the transit routes are more difficult to over-
come than those faced domestically. The representative
of “Atameken” called for a regional study which would
analyse trade barriers along the transit routes.

Since the accession of Kazakhstan to the CU, part
of the customs clearance procedure takes place
at the Belarusian and the Russian borders. Com-
panies report the border control time and the
number of required documents for transit goods
through Russia and Belarus has increased sub-
stantially. Companies also express concern that
they cannot find the official information on what
constitutes the mandatory documentary require-
ments for transit. Problems with transit can results
in blocking the shipments at the customs post or
even sending them back to suppliers.

9.1.11 Partner countries

Figure 9.8 shows the breakdown of the procedural
obstacles experienced by the interviewed export-
ing companies in the partner country markets.
About two-third of the reported cases are related
to a lack of recognition of the national/foreign
certificates (44 per cent) and delays related to the
regulations (23 per cent). Arbitrary behaviour of
the officials and high fees or charges for reported
certificates account for 12 per cent and 7 per cent
of the reported cases respectively. As in the case
of NTMs, the majority of the procedural obstacles
are reported for Russian market (59 per cent) fol-
lowed by Uzbekistan (16 per cent) and Belarus
(6 per cent).

Lack of recognition of the domestic certificates is
the most frequent procedural challenge in Rus-
sian and Belarusian markets. As CU conformity
certificate scheme covers only a limited number of
products, Kazakh exporters must obtain national
certificates of conformity of the CU countries for
other products.

In addition, agro-based producers must apply to
the CU producers register and get the state prod-
uct registration for their products to be able to
export to the CU market. These procedures are
often associated with delays and high fees and
charges.

Companies exporting to Uzbekistan and other
countries are more concerned about delays and
arbitrary behaviour of the officials with respect to
the implementation regulations.
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Figure 9.8. Procedural obstacles in transit and partner countries

Partner countries, export

9%

44%

12%

m Other problems with international
recognition, e.g. lack of recognition of
national certificates

B Delay related to reported regulation
Arbitrary behavior of officials with regards
to the reported regulation

B Unusually high fees and charges for
reported certificate/regulation

Source: ITC Survey on NTMs in Kazakhstan, 2012.

Transit countries, import and export

9%

36%

m Limited/inappropriate facilities for
sector-specific transport and storage, e.g.
cold storage, refrigerated trucks

= Large number of different documents

Numerous administrative windows/
organizations involved,
redundant documents

Note: “Other” includes large number of different documents; information on selected regulation not adequately published and disseminated;
arbitrary behaviour of officials regarding classification and valuation of the reported product; too short deadlines set for completion of

requirements.

9.1.12. Inefficient trade related business
environment

This section describes general challenges related to
the business environment that companies encoun-
ter while trading."® The results are drawn from the
information provided by interviewed companies
and the Association of Customs Brokers.

During the survey, companies were asked vari-
ous questions related to the different facets of
the trade-related business environment such as
the institutions, logistics and transportation infra-
structure, and information technology and busi-
ness regulation in Kazakhstan, partner and transit
countries. These problems faced by surveyed com-
panies are shown in Figure 9.9.

6 More detailed discussion can be found in the section 3
of the first part of this study.

‘The main problem is the lack of railway platforms. We are
forced to transport the products by autoroads, which is
very expensive!

‘The prices for railway transportation and rental rates of
platform are also high. Railway tariffs are expressed in
Swiss francs thus we never know how much we will pay at
the end in Kazakh tenge!

Kazakh importer of chicken meat

The types of problems faced by companies seem
to be similar in both domestic and foreign markets.
Four of the top five obstacles faced domestically
are similar to the top five challenges that compa-
nies face in partner and transit countries. These
problems include: limited transportation system,
lack of human resources in the trade-related insti-
tutions, high transportation cost, time delays and
corruption.
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The companies expressed concern about the in-
adequate numbers of the rail road cars available to
transport the goods. Furthermore, the available cars
were in a poor state, and sometimes required repairs
and sanitary cleaning at the company’s expense. In
addition, Kaztemirtrans, the main provider of railroad
cars, does not possess cars with special facilities such
as cooling and heating (e.g. thermo 918 cars). The
companies have to rent this type of cars from Russian
and Ukrainian rail road cars providers.

The surveyed companies also criticize the proce-
dure of ordering the rolling stocks from Kaztemir-
trans and lengthy procedure of transport route
matching through the territory of transit coun-
tries. For instance, despite timely and proper re-
quest for railroad cars, the delivery of cars is often
delayed due to insufficient stocks and priority giv-
en to shipments under the government program
of grain exports.

‘The rolling stock and its supply leave much to be desired.
They are in bad state, we have to carry out repairs and
sanitary cleaning of cars at our own expenses. There
are no cars of type Thermo 918 which are used for food
transportations in the inventory of Kaztemirtrans!

Kazakh producer of confectionery

While railroad tariffs in Kazakhstan remain the low-
est in the region, tariffs for transportation and rent
of railroad cars has increased on several occasions
in the last two years. In 2012 alone the railroad
transportation tariff went up by 15 per cent, while
the tariff for railroad cars rent increased by 65 per
cent."”

In addition to the cost, payment procedures for
railroad cars are also a problem to the Kazakh com-
panies. Prior to 2012, the prepayment for railroad
cars was required two or three days before the
delivery of the railroad cars. An advance payment
is now required one month prior transportation,
substantially limiting companies’ operational flex-
ibility.

"7 The data are sourced from the Kazakh Grain Portal
(http://www.kazakh-zerno.kz/index.php?option=com_
content&task=view&id=74940&Itemid=108) and a na-
tional newspaper (http://kazpravda.kz/c/1333358090).

Poor quality of services provided by customs and
other institutions involved in issuing of the author-
ization documents and certificates raised criticism
from private sector. According to the interviewed
companies there is a lack of skilled workforce in the
public agencies as well as the poor coordination
among the different agencies involved in the pro-
cess of verification and issuance of the documents.
This often leads to delays, unnecessary paperwork
and increase in administration costs. Furthermore,
frequent delays related to the submission of elec-
tronic customs declaration was reported due to
the problems with the IT server handling customs
declarations.”®

The companies also point out that the existing cus-
toms infrastructure in Kazakhstan is a bottleneck.
The Kazakh customs is unable to accommodate
the increasing trade flows, which can be mainly at-
tributed to the increasing transit of Russian trade
through Kazakhstan. The companies reported
waiting times easily amount to three days.

Many companies also faced various issues related
to goods in transit. When importing from the EU,
the customs clearance procedure becomes more
complicated and lengthy as it occurs twice at the
external border of the CU with the EU and at the
internal border of Kazakhstan.

‘Before the CU, all problems could be solved in Kazakhstan.
Now we have to go to Belarus or the Russian Federation!

Kazakh producers of confectionary

According to the Association of Customs Brokers,
the Customs Code of the CU does not specify all
the required documents for transit and the full set
of documents required for transit cargo is left to
the discretion of customs officers. This has created
space for arbitrary actions and corruption at the
customs.

8 In the follow-up discussion, a representative of the Cus-
toms control committee admitted that capacity of the
server that is used to handle electronic declarations
may not be sufficient, nevertheless, increasing capacity
of the server implies new investment and at the mo-
ment there are a few other projects that should be im-
plemented first.
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The Association of Customs Brokers estimates that
the economic costs of customs clearance in Ka-
zakhstan amounts to US$3.5 billion per year which
correspond to 10 per cent of value of total imports
in 2011.The costs associated with mistakes and ar-
bitrary behaviour of customs officers in transit and
partner countries is entirely borne by the private
sector and there is no compensation mechanism
of the incurred damage.

Due to the increasing administrative burden as-
sociated with customs clearance procedures, the
prices of the brokerage and logistics services have
also gone up by 15 per cent. Rising expenses as-
sociated with transportation, tariffs and customs
clearance have push the c.if. price of goods by up
to 40 per cent. An example of the calculation of the
price mark-up by one of the surveyed companies
importing vegetable oil is presented below:

Figure 9.9. Business environment issues in Kazakhstan and partner countries

Transit

Limited transportation system
Lack of human resources in the agencies/ organizations involved
Limited or extremely expensive airline transportation
Time delays
Corruption
Inconsistent/ arbitrary behavior of officials
Complex clearance mechanism
Lack of access to information, no enquiry point
Ineffective legal enforcement
Road blocks and checkpoints
Lack of access to inputs for production
Lack of accessible business oriented legal support
Need to hire a local customs agent to get shipment unblocked
Lack of accredited testing laboratories
Low security level for persons and goods
Lack of storage facilities, including cooling
Problems with electricity supply
Poor intellectual property rights protection
Lack of electronic/ computerized procedures
Limited or lack of access to trade finance services
Other technological constraints
Other problems with business environment, please specify
Excessive or very expensive weighbridges

Problems with conditions imposed by partner company

Source: ITC Survey on NTMs in Kazakhstan, 2012.
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The estimated transport cost is about 25 per cent of
the invoice price. The VAT is 12 per cent and it is com-
puted on the sum of the invoice price, transportation
costs, customs duties and tariff payment while the
tariff applied to vegetable oil is about 15 per cent.

((invoice price) * 1.25 (transportation cost) +
85 Euro (customs duty)) * 1.15 * 1.12 --> invoice
price *1.61

The bottleneck related to customs clearance at the
external (land) border of the CU could be avoided
using airline transportation which, however, remains
unaffordable for most Kazakh companies and does
not make economic sense for most of the goods.

According to the companies delays at the Uzbek
border occur frequently, where waiting time can
easily exceed 12 days affecting both transit and
direct cargo. As a result, companies supplying
products to Tajikistan and Afghanistan have to
work out well in advance alternative transporta-
tion routes to avoid downtime at border crossing
points. Food processing companies, in particularly,
were concerned about the delays as the qualities
of their products depends crucially on the storage
temperature and delivery time. In addition, transit
goods are subject to frequent inspections from Uz-
bek customs officers. The companies also experi-
ence frequent loss and damage of goods.

To sum up, delays in red type stem from a lack of
adequate technical equipment and qualified staff,
multiple documentation requirements, lack of co-
ordination among customs authorities. The com-
petitiveness of domestic producers that source
80 per cent of their inputs from abroad (including
20 per cent from the Customs Union) is negatively
affected by high transportation costs. Increasing
costs of business operations associated with ineffi-
cient business environment has created additional
burden for companies that already suffer from low
profit and increased competition from Russia and
Belarus.

9.2 Agricultural products

This sub-chapter discusses obstacles to trade
faced by companies in the agricultural sector. The

results are based on 141 phone interviews and 31
in-depth face-to-face interviews with exporters
and importers of agricultural products.

The first section presents a brief introduction to
the agriculture sector; the second section dis-
cusses the main cross-cutting burdensome NTMs
and POs faced by Kazakh agri-food companies.
The third and fourth sections analyse the NTMs
applied by destination countries and domestic
authorities to the agri-food exports as well as the
associated various procedural challenges. Section
five treats NTMs and POs that encounter importers
of agricultural products domestically.

While all agro-food exporters face similar impedi-
ments, the same measure can affect companies
at different levels of intensity depending on the
specificity of the products and the structures of
the respective sub-industries. Alternatively, while
the nature of NTMs is similar across products, they
may vary substantially in detail. A limited number
of NTMs only apply to specific products.

The sixth section sheds light on specific NTMs and
POs encountered by companies operating in three
important agro-based industries: wheat, dairy and
meat, and beverage. The last section summarizes
and provides policy options.

9.2.1  Therole of the agricultural sector

Background information

During the Soviet era, agriculture was an impor-
tant part of the Kazak economy. Kazakhstan ex-
ported approximately 10 million ton of wheat,
300,000 ton of meat, 25,000 ton of milk and
150 million eggs per year to the other republics
of the Soviet Union in the 1980s. The agricultural
sector during this time benefited from various
government support schemes including trans-
port and fuel subsidies. Although these schemes
were not specifically designed for the agricultural
sector, they helped farm workers more than other
producers.

The 1990s has seen a drastic reversal of the gov-
ernment agricultural policies. Following price
liberalization the prices of key inputs increased,
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Figure 9.10. Capital investment in agriculture, 1995 - 2010
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the budget allocated for agriculture subsidies
dropped dramatically and disappeared totally in
1995. As prices of the main agricultural products
were controlled by the government and they
were sluggish to adjust to new reality. As a result,
many collectively owned farms went bankrupt
and subsequently privatized. By 1997, the area of
arable land for grain production had shrunk from
35 million to 15 million hectares, while the num-
ber of livestock decreased from 17.4 million to
6.3 million.

Since beginning of the 2000s, Kazakhstan has
started to channel substantial support to the ag-
ricultural sector (see Figure 9.10). Over the last
seven years the number of credits given to the
agricultural sector has increased by more than 2.7
times. In addition, the government has introduced
subsidized loans to the agricultural sector through
state owned financial institutions. Most of the gov-
ernment’s investment to revitalize the sector was
targeted towards the development of the wheat
production.

Figure 9.11. Development of export of grain crops and their products, 2001 - 2011
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Wheat remains the main source of exports revenue
of the agricultural sector. Significant investment in
wheat production has had a positive spill over ef-
fect on other crops. For example, the product of oil
seed plants increased by 2.7 times over the period
1999-20009.

Increasing production and exports of alternative
grain products and oilseed plants such as sun-
flower, raps and linseed is considered a priority
in the Program of Accelerated Industrial Develop-
ment for 2010-2014. The government also intends
to make substantial investment in the expansion
of processing and storage facilities for crops along
with the improvement of export logistics infra-
structure.

The livestock sector has continuously been ig-
nored by the Kazakh policymakers. The govern-
ment has only recently decided to intensify the
support to the livestock sector by subsidizing the
purchase of foreign pedigree cattle and the pro-
duction of high-quality feeds.

Agricultural production accounted for about 5 per
cent of GDP and 11 per cent of non-oil non-metal

Figure 9.12.

exports in 2011. The average annual growth of
the agricultural exports over the last decade was
13.8 per cent.

Agricultural exports from Kazakhstan are very con-
centrated in a few products. Wheat and flour alone
account for 59 per cent of agricultural exports.
They are the main determinants of the overall ex-
ports performance of agri-food sector. In the last
three years the exports growth of wheat and flour
slowed down due to increasing regional competi-
tion and transportation cost.

Apart from wheat, products such as barley, cot-
ton, linseed, rice and durum wheat are the main
exported grain products. Although they jointly
represented only 18 per cent of total agri-food
exports in 2011, all these commodities achieved
extraordinary growth over the last decade. Bar-
ley and rice exports grew at an average annual
rate of 54 per cent and 17 per cent respectively,
while the export of linseed increased by 14 times
in the last four years. This exceptional growth
pattern can be explained by a modest level of
initial exports. Cotton export grew fairly stead-
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Figure 9.13.

Selected agro-based products by destination countries,

2011 (share per cent)
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ily with an average annual rate of 13.8 per cent
reaching US$180 million in 2007, but in 2011
decreased then fell to the level of 2001 in 2011
(Figure 9.12).

In addition to the grain crops, frozen fish (3.5 per
cent), cigarettes containing tobacco (2.3 per cent),
non-alcoholic drinks (1.2 per cent) and sugar con-
fectionary (1.2 per cent) represent the top 10 ag-
ricultural export products of Kazakhstan. Despite
small exports share, these items together grew on
average at 28 per cent a year over the last decade.
These products not only represent an important
potential for exports diversification but they also
have a higher valued added and their prices are
less volatile than prices of raw commodities.

The destination markets of the top ten agricultural
products are shown in Figure 9.13. Most of reported
products are destined to the neighbourhood mar-
kets with a few exceptions. In particular, frozen fish,
linseed and cotton are mainly exported to the EU
countries, Russia, China and Moldova. The share of

the EU developed countries in the exports of these
products varies from 39 per cent to 90 per cent.

Since 2008, Kazakhstan has been a net importer of
agricultural products. The major suppliers of agro-
food to Kazakhstan are the Russian Federation
(40 per cent), Ukraine (9 per cent) and Uzbekistan
(9 per cent). The top 10 imported products and
their main source countries are shown in Figure
9.14. Most of the products are sourced from the
Russian Federation and Ukraine, except for black
tea imported from Kenya and India, cane sugar
from Brazil and frozen poultry from the USA.

9.2.2 Overall results

Among 138 surveyed companies engaged in agri-
food products trading, 37 per cent (51 companies)
reported impediments to trade. Subsequently, 32
of these affected companies were interviewed
in detailed face about the problems they faced.

9 Among these 32 companies, 19 were exporters, 6 im-
porters and 7 companies engaged in both activities.

<4p

PO O



PO O

176  Regulatory and procedural barriers to trade in Kazakhstan Needs Assessment

Figure 9.14.
(share per cent)
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Among the 151 reported burdensome NTMs,
120 62 per cent are applied by partner countries,
35 per cent applied by Kazakhstan and 3 per cent
applied by transit countries. On the exporting side,
about 88 per cent of all the reported burdensome
NTMs are occurring in partner and transit coun-
tries. The share of products affected by NTMs ap-

20 In total 151 burdensome NTMs were reported by agro-
based companies, among them 109 cases are referred
to agro-based exports and 42 to agro-based imports.

plied by partner countries accounts for 43 per cent
of Kazakhstan's total agri-food exports.

9.2.3  Exporters’ experiences with regulations

in partner countries

Major export products and the NTMs applied
by partner countries are presented in Table 9.6.
A large number of reported NTM cases faced
in partner countries are related to technical
measures (45) and quantitative restrictions (14).
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Table 9.7. Export of agro-food products: NTMs applied by partner countries
and reasons making them burdensome

Number of NTM
cases

Number of procedural
Procedural obstacles and obstacle cases

inefficient business environment in

without making NTMs difficult i partner
PO country
country

NTM Chapter . .
in transit

country

PO O

Arbitrary behaviour of officials with

20 > regards to the reported regulation 3
Delay related to reported regulation 9 6
Technical regulations (A) Limited/inappropriate facilities for )
testing
Facilities lacking international
- " 4
accreditation/recognition
Large number of different
20 3
documents
Delay related to reported regulation 3
Conformity assessment (B) Limited/inappropriate facilities for 1
testing
Other problems with international
recognition, e.g. lack of recognition 16
of national certificates
Pre-shipment inspection and 3 Arbitrary behaviour of officials with 1
other formalities (C) regards to the reported regulation
Charges, taxes and other 4
para-tariff measures (D)
Quantity control measures (E) 14
Finance Measures (F) 8
Anti-competitive measures (H) | 1 3 Delay related to reported regulation
Large number of different
3 1
documents
Information on selected regulation
is not adequately published and 1
Distribution restrictions (J) disseminated
Arbitrary behaviour of officials with 1
regards to the reported regulation
Unusually high fees and charges for 2
reported certificate/regulation
Intellectual property (N) 8
Large number of different
7 2
documents
Rules of origin (O) Delay related to reported regulation 1
ules otongin Deadlines set for completion of 1
requirements are too short
Other procedural obstacles 4
Special authorization because Numerous administrative windows
of food borne risks, disease and 1 1 and organizations involved,
pests risks (AK1) redundant documents
Other pre-shipment Numerous administrative windows
inspection and other entry 1 and organizations involved,
formalities (CZ0) redundant documents
Total 55 43 29 32

Sources: ITC Survey on NTMs in Kazakhstan, 2012; ITC Trade Map.

The NTMs and associated POs applied by partner countries for agro-food exports are shown in Table 9.7. The NTMs with POs represent 55 per cent
of the reported NTMs (53 out of 96 reported cases). POs that take place in partner countries account for 60 per cent of reported cases.
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Financial measures, intellectual property and rule
of origin constitute 23 additional cases.

The majority of the reported NTM cases are for
confectionery products (24), followed by non-al-
coholic beverages (19), alcoholic (18), dairy prod-
ucts (12), and fresh vegetables and fruits (9). While
the export share of these products is not large,
they are still important because of their valued
added and their potential to diversify Kazakhstan's
agri-food export portfolio. Wheat and meslin, oil
seeds and cereal preparation seem to be less af-
fected by NTMs applied by partner countries. Only
three cases of burdensome NTMs were reported
for wheat and meslin; four for cereal preparation
and one case for oilseeds.

9.2.4  Technical requirements and certification

Technical measures can be subdivided into two
broad categories: technical requirements and con-
formity assessment. The first stipulates product-
specific properties that a product needs to comply
with, e.g. minimum chemical residual levels or fu-
migation requirements, while the second provides
a proof of compliance with the underlying techni-
cal requirement, e.g. by means of certificates or in-
spections. Usually, exporters deal with both com-
ponents of the technical measures. Nevertheless,
conformity assessment is perceived more prob-

‘The regulations of different regions in the Russian
Federation are not harmonized; each region has its own
regulation in addition to the Federal’

It is almost impossible to recognise the certificate of
conformity of Kazakhstan in the Russian Federation!’

Kazakh producers of confectionary

lematic by exporters than technical requirements
per se.

In general, based on ITC surveys in other develop-
ing countries, conformity assessment accounts for
roughly 60 per cent of the burdensome technical
measures.

In contrast, conformity assessment makes up a
relatively lower share (44 per cent) of technical
measure issues faced by Kazak exporters in part-

ner countries. This suggests that Kazakh agri-food
producers face more difficulties in adjusting their
production technology and processes to the tech-
nical requirements of the partner countries rather
than in obtaining certification per se.

Further analysis at a more disaggregate level reveals
that raw and fresh agro-food exporters are more af-
fected by technical requirements, while processed
food exporters by conformity assessment. '

The majority of reported burdensome technical
requirements cases are encountered in Russian
market (15 out of 25). This result reflects both strin-
gent national technical regulations of the Russian
Federation as well as new SPS and veterinary re-
quirements of the CU that Kazakh agro-food com-
panies serving Russian market face.

The harmonisation of standards and regulation
among the CU countries will lead to a gradual re-
placement of national technical regulations and
related conformity assessments for a common CU
regulation. Fixed costs associated with compliance

‘The Russian authorities required the laboratory tests to be
conducted in the Russian Institute of Nutrition. The tests
undertaken in Kazakhstan laboratories were not accepted.
The dispatching of the samples from Kazakhstan to Russia
amounted to about $5,000. The whole procedure took 4
months!

Kazakh food producer

with new and sometimes more stringent technical
regulations may potentially impose a heavy bur-
den on agri-food producers.

Other regional destinations appear relatively less
restrictive in terms of technical import regulations.
Only a few cases of burdensome technical regula-
tions are reported for four other markets: Georgia
(2 cases), Belarus (3 cases), Turkmenistan (2 cases)
and Ukraine (3 cases).

Multiple cases of burdensome certification re-
quirements are encountered in Russian market

21" A more detailed discussion about concrete measures
affecting the different product categories will be pre-
sented in subsequent sections of this chapter.
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(Figure 9.15). While the members of the CU have
signed an agreement on mutual accreditation of
testing laboratories, many interviewed companies
reported that they still need to apply for Russian
conformity certificates from Russian laboratories.

About 80 per cent of technical measures and all con-
formity assessment requirements are accompanied
with procedural obstacles. The main procedural ob-
stacle associated with compliance to technical reg-
ulations is time delays, while the major procedural
challenge associated with conformity assessment
requirement is the lack of recognition of domestic
certificates. Almost 69 per cent of POs associated
with technical requirements take place domesti-
cally, while the corresponding share for conformity
assessment measures is only 48.7 per cent.

In general one can expect the effect of NTMs to
be more severe on SMEs, as they are technologi-
cally less advanced and financially more constraint
compared to large companies. However in case of
Kazakhstan, large exporters appear to be slightly
more affected by technical measures applied by

Figure 9.15.

partner countries than SMEs: 38 per cent of large
companies reported burdensome technical regu-
lations applied by partner countries, compared to
33 per cent of SMEs. This may be partly explained by
fact that large companies and SMEs do not target
the same markets (SMEs frequently serving only re-
gional markets which have less stringent technical
requirements than high income countries). In addi-
tion, large companies usually serve more markets
and a broader portfolio of products which are more
likely to include SPS sensitive products.

9.2.5  Financial measures, quantitative
restrictions, intellectual properties

and rules of origin

Around 25 per cent of the NTMs cases applied by
partner countries are related to quantity control
measures, financial measures, intellectual proper-
ties and rules of origin. Quantitative restrictions
encompass various measures restraining quantity
ofimports of goods starting from licenses and quo-
tas to prohibitions and exports restraint arrange-

Shares of agro-based exports and burdensome technical measures

applied by main partners, per cent

Russia
Uzbekistan
Belarus
Turkmenistan
Georgia

Ukraine

Tajikistan
Kyrgyzstan
Afghanistan
Azerbaijan

Iran

Total number of NTMs
M Technical measures

M Export share

0 10 20

Sources: ITC Survey on NTMs in Kazakhstan, 2012; ITC Trade Map.

Note: Countries are sorted by the total number of reported NTM cases.

40 50 60
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ments. Financial measures refer to measures that
regulate access to and cost of foreign exchange for
imports. Intellectual property measures cover pat-
ents, trademarks, industrial design, copyrights and
trade secrets while rules of origin set up criteria to
determine a country of origin of a product which
allows importing countries to assess the eligibility
of a product for preferential treatment within bi-
lateral or regional trade agreements.

‘Recently, our products were blocked at the border of
Uzbekistan for 2 weeks. The boxes were inspected by Uzbek
customers during 3 days which impacted the quality of the
products!

Kazakh producer of confectionery

Quantity control measures constitute the largest
number of non-technical measures applied by
partner countries. Majority of the reported cases
refer to licenses combined with special authoriza-
tion to imports of alcoholic beverages to the Rus-
sian Federation and Belarus.

Burdensome financial measures faced by Kazakh
companies comprise of advance import security
deposit and regulation on foreign exchange allo-
cation applied by the Russian Federation and Uz-
bekistan respectively. Uzbekistan applied a very
restrictive exchange rate policy as it required all
foreign currency operations to be done via author-
ization of the Central Bank of Uzbekistan. Many
interviewed companies complain that they were
not able to convert and to repatriate sales revenue
from Uzbekistan for several months.

Similar to the case of quantitative restrictions, the
advanced import deposits applied by Russian au-
thorities regulated exports of alcoholic beverages
to the Russian market. The surveyed companies re-
port that the required advance import deposit (a
requirement put in place to ensure due payment
of excise tax) is exaggerated as it exceeds their rev-
enue from excise tax threefold.

Kazakh exporters also faced problems related to
use of common trademarks which restrained the

Table 9.8. Export of agro-food products: burdensome NTMs applied by Kazakh

Export to the world Number of reported NTM cases

authorities

Export
valuein
2011, US

$000

Sub-sector description

Fish, dried, salted or in brine; smoked fish;

flours, meals and pellets of fish, fit for human 3203
consumption

Wheat and meslin, unfilled 609 424
Meal and flour of wheat and flour of meslin 551210
Veget:.:\bles, fresh or dried; Crude vegetable 31248
materials

Non-alcoholic beverages, n.e.s. 28782
Feed.lng stuff for animals (not including 46818
unmilled cereals)

Other agricultural products 650 809
Sub-total 1921494

Source: ITC Survey on NTMs in Kazakhstan, 2012. ITC Trade Map.

Share in
sector’s
export
value
( per cent)

Certification
required by the
exporting country
Exports prohibitions
Licensing or permit
to export
Other exports
related measures
Sub-total

0.2 1 1
32 2 1
29 2 2
2 4 4
1 1 1
2 3 3
34
8 4 1 1 14
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export of confectionary to Russian market. After
gaining independence, both Kazakh and Russian
confectionary producers obtained the right to
manufacture and sale products using retrospec-
tive trademarks of the USSR on their domestic
markets. Nevertheless, there is no agreement
regulating trades of such products between the
countries.

The above non-technical measures applied by
partner countries are problematic to the Kazakh
exporters not because of the related POs but be-
cause they find the regulations too stringent to
comply with, which is causing a serious barrier for
exports of agri-food products.

While the certificate of origin is demanded by im-
porting countries, it is issued domestically. The
challenges tied to the rules of origin represent
7.5 per cent of the reported NTM cases and is rel-
evant to 6 of the 12 export destinations. Almost all
POs attributed to the rules of origin occur domes-
tically (87.5 per cent). Obtaining the certificate of
origin is perceived particularly difficult due to ex-
cessive number of documents required and time
delays associated with preparation of the applica-
tion package.

9.2.6  Exporters’ experiences with regulations

in Kazakhstan

Kazakhstan agricultural exports do not seem to
be seriously restrained by NTMs applied by Ka-
zakh authorities. Only two types of burdensome
measures were reported by the surveyed compa-
nies: conformity assessment and quantity control
measures. The reported burdensome conform-
ity assessment measures consist of phytosanitary
and veterinary certificates required to export raw
agro-based products. The exporters experienced
difficulties because of the delays in obtaining the
certificate and having pay bribes to the officials
(Table 9.9).

Two cases of quantity control measures refer to ex-
ports licensing and temporary export prohibition.
Quantitative restrictions on export of key products
essential for domestic consumption are frequent-
ly imposed by Kazakhstan to avoid shortages or

‘The annual calibration of equipment costs 3,300 dollars.
The equipments of the calibration labaratories are less
precise than our own. Why then we need to do it?’

Kazakh pharmaceutical producer and exporter

increase in prices. The list of products subject to
quantitative restrictions includes diverse agri-
cultural commodities such as meat, milk, various
grain crops, and flours of different grains, soya, oil
seeds and vegetable oils (Decision No 168, of the
CU Commission). Despite harmonisation of non-
tariff regulations, each CU member can still apply
quantity control measures unilaterally to regulate
its exports with non-CU countries.

In 2010 Kazakhstan banned the export of oil seeds
and buckwheat while the export of vegetable oil,
buckwheat and oil seeds was banned in 2011.
These actions were motivated by concern of pos-
sible shortage of these products in the domestic
market. For instance, between 2010 and 2011,
export of oilseed increased by 5 times while the
export of oil increased twofold. This was accompa-
nied by a significant increase in the price of these
products in the domestic market. In contrast to
oilseed and vegetable oils, the internal demand
for buckwheat was covered by the country’s re-
serve of buckwheat in 2011.2 The survey reveals
that the quantitative restrictions are sometimes
imposed also on the products that have large sur-
pluses at the domestic market.

In addition to temporary exports prohibition, Ka-
zakhstan applies non-automatic licensing scheme
to control wheat exports. Although this regulation
was abandoned in the beginning of 2012, it was
reflected in the survey because it covers part of
2011.

Overall, 5 out of 26 agri-food exporters were re-
ported to be affected by quantity control meas-
ures imposed by Kazakhstan. The reported cases
constitute 2 per cent of the total number of NTMs
cases applied by Kazakhstan on agri-food exports.

122 According to the Ministry of Agriculture, the stock of
the buckwheat at the end of 2011 was about 30 thou-
sand tons, while annual consumption of buckwheat
barely reaches 11 thousand tons.
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Table 9.9. Export of agricultural products: NTMs applied by Kazakhstan
and reasons making them burdensome

Number of NTM
cases

NTM Chapter
p without

0]

Number of procedural
obstacle cases

Procedural obstacle in

in home

country partner

country

Certification required by the Delay related to reported
. 8 - 3 5 1
exporting country (PA2) regulation
Informal payment 2
Exports prohibitions (PB1) 1 3 Delay rglated to reported 1
regulation
Licensing or permit to export Delay related to reported
1 - 1
(PB3) regulation
Other exports related
measures (PZ0) 1 Informal payment 1
Total 11 3 8 5 1

Source: ITC Survey on NTMs in Kazakhstan, 2012.

The main PO associated with quantitative restric-
tions measures is time delay. According to the
surveyed companies, the delay associated with
obtaining licenses from the Ministry of Agriculture
spans from 7 to 30 days.

9.2.7 Companies’ experiences with regulations

affecting imports

Among 17 surveyed importers of agri-food prod-
ucts 13 (76 per cent) faced impediments related to
domestic NTMs. A total of 39 cases was reported
which constitute 26 per cent of total bNTMs re-
ported by agri-food companies. The burdensome
NTMs applied by Kazakhstan along with affected
products are reported in Table 9.10. Technical re-
quirements (28 per cent), conformity assessment
(62 per cent) and pre-shipment inspection (5 per
cent) are the most cited burdensome NTMs ap-
plied Kazakh authorities on agro-food imports.

A large number of NTM cases are attributed to
administration of new SPS and veterinary require-
ments. Companies complain that verification of
accompanying documents at the CU border has
become very cumbersome. Notably, shipments
are often blocked at the CU border due to a lack of
coordination between the agencies issuing import
authorisation and border control posts.

According to the companies, both paper and elec-
tronic versions of import veterinary certificates
must be sent to all customs posts along the route,
including transit. Companies complain that pres-
ence of paper copy of the mentioned certificate
does not guarantee that a shipment will not be sent
back to a manufacturer due to the absence of an
electronic copy of the document in the customs da-
tabases (which they cannot control as it is entered
in the database by the competent authorities).

The burdensome conformity assessments refer
to two measures: a state product registration re-
quirement (62 per cent) and product certification
(38 per cent). The first measure entered into force
in the beginning of 2012 in the CU countries. Al-
coholic and non-alcoholic beverages, agri-food
products that were produced using genetically
modified (transgenic) organisms and special bio-
logically active additives are among the products
subject to mandatory product registration re-
quirement.

Product certification requirement covers a broad
group of products, and exists at both CU (supra-
national) level and national levels. Both Kazakh-
stan and CU have a list of products which require
mandatory certification. These two lists include a
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Table 9.10. Import of agricultural products: burdensome NTMs applied
by Kazakh authorities

Import
value in
2011, US

$000

Share
( per cent)

Product Description

Technical
requirements
Conformity
assessment
Pre-shipment
inspection and
other entry
formalities
(O]TET31413Y
measures
Price control
measures

Other meat and edible meat

offal, fresh, chilled or frozen A2 : ! L
Milk, butter, cheese and other

dairy products; eggs and eggs 347 560 8 3 2
products

Vegetables, fresh or drlgd; 277 667 6 8 7 ) 9
Crude vegetable materials

Confectlgnery and other food 662 921 16 6 1 7
preparations

Fruit juices 47 459 1 1

Alcoholic beverages 177 624 4 2 2
Essential oils, perfume and 35629 0 7 7

flavour materials

Other agricultural products 2283028 56

Sub-total 4044 861 100 11 24 2 1 1 39
CHN(1),
MYS (4), EU (22),

Total TUR (4), MYS (2) CHN(2) | USA(1) | EU(1)
UKR(2)

PO O

Source: ITC Survey on NTMs in Kazakhstan, 2012; ITC Trade Map.

* Value of total import of agricultural products in 2010 is USS 321,009,000.

large set of products and are not harmonized be-
tween domestic and CU level.

Products subject to the mandatory conformity
assessment of the CU benefit from the single
conformity certificate which is valid for all ter-
ritory of the CU. The mandatory conformity as-
sessment of products not included in the single
list is done through the recognition of foreign
certificates in the presence of an agreement be-
tween the importing country and Kazakhstan, or
by certification of the products according to the
national regulations of the Republic of Kazakh-
stan. Product certification is usually done upon
the arrival of shipment. After customs clearance,
importing companies must send an application
for certification or for recognition of the foreign
certificate to NACEKS or other private certifica-
tion agency that is accredited to certification a
given product.

The most common causes of difficulty related to
conformity assessment procedures are large num-
ber of required documents (45 per cent), limited
and inappropriate facilities for testing (32 per cent)
and lack of recognition of the foreign certificate
(23 per cent). Finally, few cases of burdensome ref-
erence pricing, post shipment inspection and quan-
tity control measures were reported. The main pro-
cedural obstacles associated with these measures
are informal payment and delays (Table 9.11).

Technical requirements primarily refer to the reg-
istration/authorization requirements related to
food safety and regulation concerning storage
and transportation conditions. In 2011, the CU
members adopted a new regulation on sanitary
and epidemiological supervision of goods and
vehicles crossing the border of the Customs Un-
ion and moving across and in the territory of the
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Table 9.11. Import of agricultural products: NTMs applied and reasons making

Number of procedural
obstacle cases

them burdensome

Number of NTM
cases

NTM Chapter

Procedural obstacle in

in home

partner
country

country

Arbitrary behaviour of officials with 5 3 3
Technical requirements (A) regards to the reported regulation
Other procedural obstacles 4 4
24 Large number of different documents |17 17
Limited/inappropriate facilities for
. 10 10
testing
) Other limited/inappropriate facilities,
Conformity assessment (B) related to reported certificate/ 2 2
regulation
Other problems with international
recognition, e.g. lack of recognition of |9 9
national certificates
Pre-shipment inspection and
other entry formalities (C) 2 Informal payment 2 2
1 Delay related to reported regulation 1 1
Quantity control measures (E) too short deadlines set for completion |, :
of requirements
Price control measures (G) 1 Informal payment 1 1
Total 36 3 52 3 55

Source: ITC Survey on NTMs in Kazakhstan, 2012.

CU (Customs Union Commission Decision 299 of
28 May 2010). Certain agro-based products (e.g.
dairy products and vegetable oil) are subject of
this regulation. To authorize a transit of these
goods through the territory of the CU countries
a veterinary certificate, issued by the veterinary
control committee of the Ministry of Agriculture,
is required and is entered into the common cus-
toms database of the CU. In addition, all organiza-
tions and individuals engaged in the production,
processing, and storage of these products must
be registered in the single register of suppliers
in order to export their products in the CU coun-
tries. Due to this registration requirement many
dairy product importers had to find new suppli-
ers as former suppliers were not yet listed in the
single register of third country suppliers.

The most common obstacles associated with
the technical regulations are arbitrary behaviour
of the officials with respect to regulations and
time delays. Importing companies must ensure

that the paper copies of the above mentioned
authorization are sent to the customs office
along whole itinerary of transit. One company
reports that in spite of presence of paper copy of
the mentioned veterinary certificate, the goods
were sent back to the manufacturer because of
the electronic version of the veterinary certifi-
cate was not in the database.

The NTM cases related to conformity assess-
ments are related to product registration re-
quirement (62 per cent) and a product certifica-
tion (38 per cent). The first measure entered in
force in the beginning of 2012 in the CU coun-
tries. Product registration is specific to the coun-
try of origin. Hence, if a company seeks to im-
port a product which is already registered by a
manufacturer from another country it needs to
pass through a new process of registration. Any
modification in the product and its package also
require a new registration. Hence, a product reg-
istration could potentially limit the choice of the
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available products on the market as many small
importers would focus on products already
registered, in order to avoid a new registration
process. The most common procedural obsta-
cles associated with the product registration re-
quirement are time delay and lack of technical
capacities of accredited laboratories.

9.2.8  Analysis ofimportant sub-sectors

Wheat

Wheat and dairy are sectors with export potential,
and possibility for export diversification. Given the

importance of these sub-sectors, they have a dedi-
cated section in this report.

Domestic market of wheat is represented by small
farmers, large vertically integrated holdings and
trading companies. While large vertically integrat-
ed holdings export directly, small farmers rely on
trading companies for channelling their products
to external markets.

Both merchants and exporting producers are rep-
resented in the sample of interviewed companies.
In order to get a deeper insight on the domestic
wheat market, the additional interview was also

Box 4.

The mass production of wheat began in 1954 with implementation of the government program on the agricultural land
development in the territory of Kazakh Socialistic Republic of the USSR. Over the six year period 25.5 million of hectares of
the land was developed which constituted about 61 per cent of the total arable land available for grain production in the
territory of former USSR, making Kazakhstan the main supplier of wheat in the USSR.

Background information on wheat

After the collapse of the USSR, Kazakhstan remained a major player in the regional grain market. However, the remoteness
of Kazakhstan from Europe as well as increasing competition from the Russian Federation and Ukraine substantially limited
the export potential of Kazakh wheat in the European market.

Limited export opportunities of wheat in the west forced Kazakhstan to focus on serving the nearby markets of Central
Asian countries such as Iran and Afghanistan. These days, almost half of Kazakhstan’s wheat exports go to Uzbekistan and
Tajikistan, where exports have been at an average annual rate of 13 per cent between 2001 and 2010.

In 2012, Kazakhstan exported more than 770 thousands tons of wheat to Iran. The volume of export to Iran is expected to
increase with the decrease of transport costs which are expected to go down by more than 300 per cent (from US$135 to
US$41 per ton) with a completion of a railroad from Kazakhstan to Iran through Turkmenistan. This “new corridor” will also
allow Kazakhstan to access Turkish market and the Persian Gulf region.

Another promising market for Kazakhstan wheat producers is China. According to the Department of Agriculture ofte Unit-
ed States, in the last five years, the annual consumption of grain in the country was between 105 and 122 million tons per
year. In 2012, Kazakhstan traders exported about 167 thousands tons of wheat to China; this volume is expected to increase
to 500 thousands tons with completion of the project “Zhetygen-Korgas’, a new 293 km long railroad connecting Kazakh-
stan with China.

Between 1998 and 2009 Kazakhstan increased the capacity of mill plants, allowing Kazakhstan to start exporting flour. Over
the last decade the export of flour has increased by more than 9 times. During the same time, Kazakhstan diversified grain
production by increasing production of alternative grain products such as barley, durum and wheat. In addition, to support
the government’s plan of rebuilding the livestock industry, Kazakhstan plans to increase the production of fodder.

From early 2000, the government made substantial investment in the agricultural sector, in particular, the grain sector as
a major export sector of the economy. The government supports the grain sector in the form of subsidized loans, various
export promotion programs and subsidies for railroad tariffs.

Volatile prices and high dependence of the yield of grain crops on weather conditions were main reasons behind creation of
the state owned enterprise “Prodcorporation’, whose initial goal was to guarantee the country’s food security and to stabilize
the prices of grain on the domestic market. Over time, the role of “Prodcorporation” evolved and now it has becomes the
main grain operator in Kazakhstan. In addition to storage and renewal of the government stock of wheat, it is engaged in
production, domestic sale and exporting activities. The role and the involvement of “Prodcorporation” in the grain market
increased with a“Law on Wheat" (2010) which requires famers with the area of arable land of more than 500 hectares to sell
20 per cent of the crop to “Prodcorporation”.

Source: Pommetret, R. Rebuilding of Kazakhstan's Agriculture, Central Asia Caucasus Analyst, 7 February 2007
The Program of Accelerated Industrial Development for 2010-2014.

Oshakbaey, R. Economics of grain export in Kazakhstan: Analysis and perspectives of wheat export.The Regional Office for
Europe and Central Asia of the Food and Agriculture.
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conducted with a representative of “Prodcorpora-
tion”.

The major NTMs faced by wheat exporters domesti-
cally are phytosanitary certificates and exports au-
thorization/exports licenses. Time delay is the main
procedural obstacle associated with these meas-
ures. The companies report significant delay in ob-
taining phytosanitary certificate from the regional
sanitary epidemiological stations. In particular,
the delay associated with obtaining phytosanitary
certificate can amount to 10 days. As for authoriza-
tions/exports licenses from the Ministry of Agricul-
ture, the reported delay varies from 10 to 30 days.
Kazakhstan abandoned exports licenses in the be-
ginning of 2012, which significantly decreases the
administrative burden for wheat exporters.

The main NTM challenged wheat traders in transit
countries is transit authorization from the govern-
ment authorities of transit countries. The export-
ers complained about lack of transparency and
discriminatory nature of access to railroad infra-
structure in transit countries. The delays are par-
ticularly severe in Uzbekistan and Turkmenistan
that can last more than two weeks.

In case of regulations applied by partner countries,
only two cases of burdensome NTM are reported by
wheat traders. One of the cases is related to rules of
origin. According to the surveyed wheat exporter the
documentary requirements for wheat exports was
changed recently and now an exporter must provide
anew certificate of origin for each shipment of wheat.
The company was not aware about this change until
its shipments were blocked at the border. The other
burdensome case was provoked by post shipment
inspection of the goods effectuated at the Uzbek
customs. The surveyed company reported lack of
transparency and arbitrary behaviour of customs of-
ficials associated with post shipment inspection.

All surveyed wheat traders agree that high costs of
transportation and delays are main impediments
for wheat exports.

Dairy and meat products

According to the Ministry of Agriculture, there are
258 meat processing enterprises currently in opera-

tion with a total capacity of 296,000 tons per year.
The meat processing industry can be divided into
two groups of companies depending on the level
of processing. The first group consists of primary
slaughter facilities generally characterized by ob-
solete equipment incompatible with international
veterinary and hygiene standards. The second
group of companies is represented by small and
medium scale sausage and fresh meat factories, as
well as, big factories supplying packed fresh meat
and sausage to retail shops. They are market ori-
ented enterprises with growing turnover and im-
proved technology.

In the dairy industry, 195 companies are currently
operating out of which 46 are medium or large size
enterprises. These companies have a cumulative
annual production capacity of 1.2 million tons of
milk, 294.4 thousand tons of cream and 11 thou-
sand tons of cheese. Nevertheless, according the
milk producers’association (called “Milk Union”) the
industry capacity utilisation barely reaches 30 per
cent due to high costs of production as well as in-
creasing competition from the Russian Federation,
Belarus and Ukraine. Because of high seasonality
of raw milk, processing companies rely heavily on
powdered milk in production of dairy products.

‘Due to delay in allocation of quota on chicken meat, we
have to utilize annual quantity of quota in six months.
Otherwise next year our quota will be reduced’

An importer of chicken meat

The following discussion is based on face-to-face
interviews with three dairy producers, two fish-
ery and poultry traders and interviews with spe-
cialists from the milk and the meat unions. While
majority of burdensome NTMs affecting trade in
dairy products encountered in the Russian market,
many of them are enforced at the CU level. NTMs
faced by dairy companies include technical re-
quirements (69 per cent), conformity assessment
(23 per cent) and inspection (8 per cent). About
30 per cent of the reported burdensome techni-
cal requirement refers to a new technical regula-
tion on dairy products, another 44 per cent refer
to the CU register of third country suppliers and
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Box 5. Background information on dairy and meat products

Livestock was a key economic activity of the Kazakh people for centuries. During the soviet era, Kazakhstan
became the main producer of meat and wool. The livestock industry was run by large collectively and state
owned farms which specialized in industrial production of meat, milk and wool. In early 1990s, the number of
livestock constituted 9 million heads of cattle and 36 million heads of sheep.

The radical transition of Kazakhstan economy from a command to a market economy had a negative impact
on the livestock sector. Reduction of government support and disruption of economic ties led many large
collectively and state owned farms to bankruptcy. Privatization of these farms resulted in creation of myriads
of small privately owned entities. While organization of vertically integrated grain holdings allowed the grain
sector to remain profitable and continue industrial production geographically dispersed, small private farms in
the livestock industry were not able to ensure industrial processing of meat and dairy products.

Over the period 1990-2000, production of meat dropped by 58 per cent; milk by 31 per cent, and wool by
78 per cent. Since 2000, the livestock sector has started to slowly recover. Between 2000 and 2009, the number
of cattle increased from 4 to 6 million and the number of sheep rose from 10 to 18 million. Nevertheless, the
level of processing of dairy and meat products remains very low. In 2010, the level of industrial processing for
meat and milk was 15 per cent and 7.8 per cent respectively, while in 1990 these numbers were 71 per cent
and 61 per cent.

The main reasons for low level of processing are a lack of infrastructure and economies of scale (in case of small
holders). Outdated technology of feeding and low level of mechanization in animal husbandry and, more im-
portantly, shortage of animal forage resulted in low productivity and high seasonality effect in the production
of meat and milk. High geographic dispersion of private farms complicates the process of procurement and
traceability of the products and increases the cost of processing. As a result, domestic food market is highly
dependent on imports, with particularly high proportion of imports in the dairy industry.

In the last few years, the state has strengthened the support to the livestock sector by subsidizing the purchase
of pedigree cattle abroad and production of high-quality feeds, but existing compensation scheme favour
primarily large players with little or no benefits for small farms. Many specialists say that this program will give
the desired effect only if sufficient efforts will be given for restoring pasture and forage field as together with
ensuring proper veterinary control in the small farms.

Source: RFCA rating, Analysis of Livestock industry.

Figure 9.16. Evolution of trade in meat and dairy products
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22 per cent refer to transit authorization require-
ment. The burdensome conformity assessment
cases include product registration and mandatory
certification in almost equal proportion. Specific
NTMs that regulate trade of dairy products will be
discussed in the following section.

NTMs related to common SPS requirements

Common register of the CU producers and third
countries’ suppliers

According to new veterinary and sanitary require-
ment of the CU, all dairy producers who want to
export their products to the CU must be registered
in to the common register of suppliers. To be regis-
tered, production facilities of the enterprises must
be inspected and certified. The accreditation of the
production facilities is done for each product. For
instance, one of the surveyed companies reported
that it still needs to submit new application for
inspection of its production facilities to produce
cheese, even though it is already in the register of
the CU producers as a producer of yoghourt.'* Ac-
cording to the interviewed companies, in an ideal
situation, the procedure takes about half of the
year: 4 months to get expert opinion on produc-
tion facilities process and 2 months for analysis of
documents. However, in reality it takes more time,
since the planning of physical inspection is done
one year in advance.

From the importing side, the surveyed companies
complain that they had to urgently replace their
long term suppliers because the latter were not
registered in the CU register of dairy producers.'**
Disruption of long established business connec-
tions negatively affected domestic producers as
they had to find new suppliers from the list of

123 The discussion with the veterinary control specialists
from the Ministry of Agriculture revealed that this infor-
mation is not quite right. The attestation of physical facil-
ities of enterprises is done by broad product categories,
thus, the company that produces yoghurt does not need
to apply for another to produce another dairy product.

124 The problem arose because Kazakhstan never had such

a register while the Russian Federation and Belarus had
the common register of the third country producers be-
fore formation of the CU. The initial register was formed
from the established business partners of Russian and
Belarusian companies.

registered suppliers. The interviewed importers of
dairy products think that the common register of
the third country suppliers unnecessary restricts
their choice of business partners. It does not allow
them to test, find and switch easily to new suppli-
ers which will be detrimental for their competitive-
ness in the long run.

The register of third country suppliers substantial-
ly limits the choice of suppliers and increases the
costs of importing for domestic producers. Intro-
duction of the CU register of producers creates an
additional barrier to export to the Russian market
for domestic producers.

A new technical standard on milk and dairy products
Product registration

Similarly, many dairy producers that import vari-
ous ingredients for their production (ferments)
from abroad had to apply for a certificate of state
registration for these products. The dairy produc-
ers complain about time delays and large number
of documents associated with the state product
registration. The pile of the documents required
for government registration could easily reach
300 pages (technical documentations, declara-
tion from producers, laboratory analysis), must be
translated in Russian and submitted in 2 copies
to the agencies accredited for state product reg-
istration. Companies must pay about US$300 for
laboratory analysis and wait about one month (of-
ficially declared time) to register the product in the
Ministry of Health in Astana. Many small producers
prefer to choose products which are already reg-
istered in order to avoid the costs of registration
(see Box 6).

Conformity certificate

As already mentioned, mandatory conformity as-
sessment exists at the national and supranational
level. They overlap but the requirements are not
the same.

Companies serving the Russian market can pro-
vide either the conformity certificate of the Rus-
sian Federation or the CU conformity certificate
for products that are covered by both national and
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Box 6. Milk wars

Harmonization of technical regulations with the CU partners can be very challenging for food processing companies
of Kazakhstan. The national and enterprise standards may not necessarily meet new technical requirements imposed
at the CU level. Moving from the national and enterprises standards which were adapted to the local conditions to new
ones may negatively impact competitiveness of domestic enterprises already suffering from high production costs.
At the same time, consumer interests need to be taken into account. Thus, it is challenging to find the right balance
between the interests of domestic producers, domestic consumers and competing industries from the CU.

Some interviewed companies and stakeholders expressed concerns about new technical regulation on milk and dairy
products. While the sanitary norms of technical regulation receive unanimous support from all parties, requirements
on labelling provoked a lot of criticism from domestic dairy producers. The new technical regulation on milk requires
labelling of liquid milk reconstituted from powdered milk as “milk drink”. On the one hand, consumers will benefit as
they will be able to distinguish raw milk from reconstituted milk. On the other hand, due to structural problems in the
livestock industry, more than 50 per cent of the liquid milk processed in Kazakhstan use concentrated milk during the
production. High seasonality of raw milk production forces domestic producers rely heavily on powdered milk in the
winter season.

If new regulation enters into force, domestic producers have to either suspend production in the winter season or
label their milk production as a“milk drink” which, according to them, will induce consumers to switch to the imported
homogenised milk from Belarus and the Russian Federation. Domestic dairy producers raise a concern that this regula-
tion will destroy domestic dairy industry and have long lasting negative impact on development of livestock industry.

The Russian counterparts, on the contrary, believe that the absence of such labelling would mislead consumers about
the quality of purchased products. They believe that the introduction of the new technical regulation will lead to
consolidation of the dairy industry of Kazakhstan which will increase productivity and competitiveness of domestic
companies. Curiously, the regulation under consideration does not subject other dairy products such as yogurt, sour
cream, cottage cheese to a similar labelling requirement.

Source: Details on the technical regulation under consideration is from the information portal ZAKON.KZ, 12/09/2012

(http://www.zakon.kz/451296 1-po-proektu-tekhreglamenta-ts-na-moloko.html)

the CU mandatory assessment requirement. Given
that the price of the national conformity certificate
of the Russian Federation is cheaper than the CU
conformity certificate, many surveyed companies
apply for the national conformity certificate of the
Russian Federation. '* In addition, they perceive
that it is easier to get the CU conformity certificate
on the basis of already having the Russian national
conformity certificate.

In terms of format of the CU conformity certificate,
according to the surveyed companies, the CU con-
formity certificate is done at more disaggregated
product level than the Kazakh national conformity
certificate which implies more paperwork for the
certification agencies and higher costs for produc-
ers.'®

From the importing side, the companies complain
that conformity assessment procedure (both ac-

2> Surveyed dairy companies do not export to Belarus.

' For instance, the interviewed company says that the
Kazakh national conformity certificate is issued for a
product category (at HS4 level which is more aggregat-
ed than HS6 level) while the CU conformity certificate
is at HS6 product group level.

cording to the national legislation and the CU)
became more complicated with formation of the
CU. While, importing companies could apply for
certification of imported products after customs
clearance before, the conformity certificate now is
included in the list of required documents for cus-
toms clearance, hence, requiring the certification
before arrival of shipments.

Veterinary certificates

The surveyed companies report that the process
of administration of transit of imported goods
through territory of the Russian Federation and
Belarus has become more complicated after im-
plementation of the common veterinary require-
ments.

While only a few documents were requested for
transit of imported goods through Russian terri-
tory before, now the number of requested docu-
ments has significantly increased as part of border
control process takes place at the external border
of the CU. Also, since companies cannot find the
official information on what constitutes the man-
datory documentary requirements for transit,
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companies must be prepared to provide addition-
al documentation to ensure that their shipments
safely pass through all customs posts along the
transit route. Many surveyed companies confess
that they prefer to send whole package of docu-
ments necessary for domestic clearance to ensure
that their shipment is not blocked in the Russian
Federation or Belarus.

Also, transmission of authorisation documents
between the customs posts and the veterinary au-
thorities of the CU is largely criticised by the inter-
viewed companies. According to the companies,
the domestic import veterinary certificate often
arrives with the significant time delay to the CU
posts resulting in the shipment being blocked at
the border.

Box 7. Export of meat: myth or reality?

NTMs applied by the Russian Federation
at the national level (non-CU)

Labelling

A number of surveyed exporters complain that
the authorities in the Russian Federation apply
the labelling requirement discriminatively, by en-
forcing it for exporting companies but not for do-
mestic producers. The companies exporting their
products to Russian market complain about unfair
labelling requirements imposed by the Russian au-
thorities. For example, one large exporter of but-
ter and sauce was required to change the labels
on their products while the labels of many Rus-
sian producers barely satisfy the requirements on
labelling. Modification of packaging and labels is

The formation of the CU with the Russian federation and Belarus was seen by Kazakh policy makers as a chance to re-
establish Kazakhstan's lost position as a main supplier of beef meat to these markets. Since independence the meat
exports of Kazakhstan to these markets has decreased significantly. For instance, over period 2000-2009 the meat
exports to the Russian Federation has dropped by 55 times.

The adaptation of the tariff quota (for outside exporters) by the CU countries may help Kazakh meat producers to re-
gain their share in the Russian meat market. Nevertheless, the current tariff quota adapted by the Russian Federation
is not restrictive. Moreover, the plan of Kazakh government to reach the exports level of 1990 (60 thousand tons) in
2016 is considered by many industry players as unrealistic. This is because of low level of industrial production and low
quality control which likely would not meet Russian safety standards.

According to experts, the Russian Federation sets high safety standards for meat products which include monitoring of
residues. For example, in 2009, the Russian Federation banned products from Argentina, Brazil, Lithuania and Germany
due to detection of harmful substances. Moreover, while the Russian meat demand is big it is now entirely satisfied by
locally produced meat and by cheap and high quality frozen meat imported from Australia and Canada.

Many experts believe that the government'’s target cannot be achieved in the short run given that the current cattle
population in Kazakhstan is 12 times smaller than it was in 1990 and that the majority of livestocks is owned by small
farmers.

In order to achieve the government plan, small scale production of meat must be replaced by large scale industrial
production which implies a creation of a network of large interconnected enterprises of fodder producers, feedlots,
breeding farms (pedigree farms) and farms.

Experts estimate that Kazakhstan needs 30 feedlots which can accommodate between 150 to 300 thousand cattle
annually. At the moment only 6 feedlots exist which were created mostly through private funding. Low productivity
of the domestic livestock calls for improvement of its genetic pool. According to experts, about 72 thousand heads
of the best pedigree cattle must be brought in Kazakhstan in the next five years to implement ambitious plan of the
government.

Over the period of 1991-2009, the amount of land used for production of fodder decreased from 11 million hectares
to 2.5 million hectares. In order to achieve the target level of exports, Kazakhstan must increase production of fodder
by 400 per cent in the next three years.

Finally, significant capital investment is needed to renovate the existing production facilities of meat processing en-
terprises. According to industry experts about 80 per cent of the existing meat slaughter units are characterized by
obsolete equipment which is incompatible with international veterinary and hygiene standards. It is clear that small
farmers that own 80 per cent of the all livestock in Kazakhstan and existing meat processing facilities could not imple-
ment this ambitious export development plan without intensive support from government.

Source: RFCA rating, Analysis of Livestock industry.
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important to ensure consumer safety and is often
required by domestic authorities. However, exces-
sive and discretionary application of such a regula-
tion makes it a tool for unfair competition against
foreign companies.

Certification

In order to export dairy products to the Russian
Federation, companies need to obtain for the cer-
tificate of conformity of the Russian Federation or
the CU conformity certificate. While Kazakhstan
has certification agencies and laboratories ac-
credited by the CU, many dairy exporters apply for
certification of their products in the Russian Fed-
eration in order to avoid various bureaucratic ob-
stacles which they encountered in the past when
obtaining the domestic certificates. ' In fact there
is no mutual recognition of the domestic certifi-
cates within the CU, and the list of products sub-
ject to mandatory conformity assessment of the
CU which receive the single CU conformity cer-
tificate does not include all products. One of the
surveyed companies reported that to certify its
products it sent the samples to the Russian Insti-
tute of Nutrition. As the samples cannot be sent by
post or by airplane, the company had to rent a spe-
cial truck with refrigerator to transport samples to
Moscow. After the analysis had been completed,
it took 4 months to obtain certificates for its prod-
ucts. The costs incurred by the company for the
entire process, including preparation of the appli-
cation package and transport costs, amounted to
US$5000.

Monopolistic measures

Many companies report various administrative
and financial barriers that they encountered trying
to enter the Russian market. For example, Russian
authorities demand a launch of a national wide
advertisement campaign which requires signifi-
cant upfront payment in order to put the products
on the shelves of Russian supermarkets.

27|t is not clear if the laboratories and certification agen-
cies which are accredited to do the state product
registration of the CU can produce the analysis and
certification according to Russian national technical
requirement and that their certificates and analysis will
be accepted by Russian authorities.

In addition many companies complain that each
federal district of the Russian Federation may
stipulate specific requirements that companies
can know in advance. The surveyed companies
denounce general reluctance of Russian authori-
ties to open Russian market to Kazakh producers
of dairy and meat products.

Beverages Industry

The analysis of the NTMs faced by the beverage
industry is based upon the 11 face-to-face in-
terviews with beverages companies and one in-
depth interview with the Union of Wine Producers.
In total, 6 soft drink producers, 3 domestic produc-
ers of wine and brandy, 1 producer of vodka and 1
importer of luxury wine brand from Europe were
interviewed.

‘The estimated time to enter into alcoholic market is 9
months, this is the time required for registration and other
formalities!

An importer of wines

All surveyed companies face challenges associ-
ated with NTMs. Majority of the reported cases are
related to rules of origin (33 per cent), technical
requirement (17 per cent), and financial measures
(25 per cent). The remaining problems are related
to para-tariff measures, conformity assessment
and distributional restriction.

Among 44 NTM cases reported by beverage com-
panies, 38 cases were experienced by exporters.
The reported NTM problems are product specific
and are encountered in specific market. Due to the
current socio-economic condition, Kazakhstan ex-
ports alcoholic and soft beverages to the Russian
Federation and only soft drinks to Central Asian
countries, resulting in a clear geographic pattern.

Export of alcoholic drinks to the Russian Federation
Quantitative restrictions and financial measures

The major part of the problem experienced by
the alcoholic producers is related to the financial
and quantity control measures introduced by the
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Box 8. Background Information on beverage industry

The beverage industry is a growing segment of the food processing sector of Kazakhstan, accounting for 17 per cent of its to-
tal output. The reform of 1990s and the structural problems persisted afterward in agricultural sector had a negative impact
on the beverage industry. Nevertheless, the negative shock did not last long. Already by the end of the 1990s, production of
beverages showed an upward trend. This trend is supported by the increasing local demand for soft drinks, new investment
and consolidation of domestic manufacturers that expanded their product ranges and increased the production capacities.

The beverage industry in Kazakhstan mostly serves the domestic market. About 99 per cent of vodka, 99.7 per cent of the
wine, beer 99.4 per cent, 96.3 per cent of mineral water and soft drinks are consumed locally in 2010. Over the last 5 years
the beverage industry grew at 3.3 per cent annually, nevertheless this number hides a large heterogeneity of growth rates of
its sub sectors. While the volume of production of soft drinks and beer increased by 1.2 times and 1.4 times over the period,
the volume of production of brandy and wine deceased by 1.6 times and 2.4 times respectively.

This is due to increasing competition from abroad in the segment of strong alcoholic drinks, lack of domestically produced
inputs and increasing costs of the imported intermediate inputs in the wine segment. In addition, the domestic tax policy
put the domestic producers of alcohol in disadvantageous position with respect to the importers.

According to the Kazakhstan Association of Alcoholic Drink Producers and Distributors (“KAZALCQ"), Kazakhstan does not
have a mechanism to regulate and restrict the activities of importers. Moreover, due to the current domestic tax policy
domestic producers of alcoholic drinks find themselves in much worse position than importers. For example, a licence for
production of the alcoholic drinks in Kazakhstan costs about 865500 KZT (US$5740), while one time import licence costs
12000 KZT (USS$80). It is worthwile to notice that one time import license does not have restriction on the quantity of the
imported products and is valid for one year.

Kazakh legislation bans advertisement of alcoholic drinks. But Russian and Ukrainian manufacturers of vodka circumvent
Kazakh law by using Russian cable TV swarmed with commercials. A recent study of restaurants and hotels reveals that
79 per cent of hotel guests and 78 per cent of visitors of restaurants prefer Russian vodka. According to KAZALCO, this is a re-
sult of successful advertisement campaigns that forms the image of the Russian and Ukrainian vodka as a premium product
in the mind of Kazakh consumers.

According to the Union of Wine Producers the main problem of wine industry are lack of domestic inputs and increasing
costs of the imported combined with a heavy tax burden and increasing competition from abroad. Decreasing production
and sales of the domestic wine is accompanied by a significant increase in imports. According of the Union of Wine Produc-
ers, in the last 5 years, wine imports increased by 1.7 times. As a result, the share of imported wine in domestic consumption
increased from 15 per cent in 2006 to 41 per cent in 2010.

The increase in the quantity of imported wine is partially explained by the increasing demand for “high quality” wine. For
instance, over the period of 2006-2010 the import of wine from European countries and the USA increased by 2.5 while the
price of the wine imported from these markets in general 2 or 3 more times expensive than the wines produced domesti-
cally or imported from Georgia and Moldova. The increase in the quantity of imported wines takes place also in medium
price segment, where low and medium price products from Moldova and Georgia compete tightly with the domestic ones.
According to the Union of Wine Producers, unregulated imports of alcoholic drinks, increased tax burden and production
costs will put domestic wine industry at the edge of extinction without adequate actions from the part of government. In
the last 5 years, the exports of soft beverages increased by 3.8 times in comparison with 2006. The major destination markets
for the beverages are Kyrgyzstan (58 per cent), Azerbaijan (20 per cent) and Turkmenistan (15 per cent).

Source: The news.kz. Beverage market, 8 July, 2011 (accessed on March 6, 2013 at http://thenews.kz/2011/07/08/863171.html)
Figure 9.17. Evolution of trade in beverages
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Russian Federation (83 per cent). Russian alcohol
market is tightly requlated and inaccessible for
small companies. For example, the excise duty im-
posed by the Russian Federation is about US$5.33
per unit of pure alcohol, while two month import
license costs about US$ 6,000. Moreover, import
licenses are granted to companies with a charter
capital of at least US$ 300,000. Finally, companies
must open a security deposit covering three times
the excise tax revenue from delivered goods. This
disproportionally high upfront investment pre-
vents majority of Kazakh beverages producers to
enter Russian market.

‘The Advance import deposit exceeds by 2 times the value
of shipment. What risk Russia wants to reduce by requiring
a security deposit from Kazakh producers, nobody can

answer..!

Kazakh producer of alcohol beverage

State Product Registration

Alcoholic beverages are subject to state product
registration by the Russian Federation. In order to
export to the Russian Federation, producers must
get certificates of state product registration for
their products, for which producers must provide
technical documentations and laboratories analy-
sis to the regional subdivisions of the Committee.
The expected time required for obtaining the cer-
tificate of the product registration is 3 months. '

Conformity certificate

While both alcoholic and non-alcoholic drinks are
subject to mandatory conformity assessment in
Kazakhstan and the Russian Federation, the na-
tional conformity certificate of Kazakhstan is not
recognized by the Russian Federation. In fact,
these products are not included in the list of the
products subject to mandatory conformity assess-
ment in the CU. Hence, domestic producers are re-
quired to pass through an additional certification
process in the Russian Federation.

126 For further information please refer to the Box 1 of this
chapter. Additional discussion can be also found in the
chapter 4 of the first volume of this study.

VAT

Despite the formal agreement that rates of indi-
rect taxes in mutual trade should not exceed the
rate levied on domestic products, the VAT levied
on juice for infants imported from Kazakhstan is
8 per cent higher than VAT for similar products
produced in the Russian Federation. In the Russian
Federation, the products designated for children
are taxed at 10 per cent while the rest at 18 per
cent. This has increases the price of the juice from
Kazakhstan for the final consumers. The Russian
authorities used two different product classifica-
tion systems for tax purpose: internal classifica-
tion for domestic products and HS classification
for imported products. Despite active support and
involvement of Kaznex Invest, Russian authorities
have been constantly postponing the revision of
the current procedure.

Export of non-alcoholic beverages to CA countries
Rule of origin

The producers of nectars face problems associated
with rules of origin. The level of processing for nec-
tars is judged insufficient by regional chambers of
commerce which restrain the exports of nectars
to Central Asian CIS countries (CA CIS). According
to the surveyed companies, the market of nectars
is growing and, due to the geographic position
of Kazakhstan, Kazakh producers have relatively
lower costs of transportation. Still, the companies
were not able to obtain tariff preferences due to
the absence of certificate of origin and were com-
pelled to stop exporting nectars to these markets.

SPS requirements

Two cases associated with technical measures are
required by partner countries, but perceived to be
burdensome due to the transportation conditions
of the products and take place in Kazakhstan. The
wood pallets that are used for transportation must
be fumigated. The companies report a delay of
two weeks due to fumigations requirement.

Another issue is related to the regulation on tem-
porary import/ export items. According to the
regulation, the serial number of pallets must be
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reflected in the customs declaration. The surveyed
companies complain about the cumbersome and
time consuming process of manual registration
and tracking of pallets. Each shipment may in-
clude thousands of pallets.

Financial measures

The financial measures reported by the soft drink
exporters are related to the tight exchange rate
policy of Uzbekistan. As in the case of other ex-
porters, the surveyed soft drink companies face
difficulties with conversion of the sales revenues.
Tight exchange control policy pursued by the gov-
ernment of Uzbekistan significantly limits the ex-
ports expansion of soft drinks in this country.

State monopoly

According to the surveyed companies, the market
of alcoholic drinks in Belarus is currently closed for

Box 9.

Kazakh producers. The exclusive rights on imports
of alcohol drinks are granted to limited number of
state-owned and domestic enterprises. In 2012,
only 29 companies obtained exclusive right to im-
ports alcoholics drinks to Belarus.

9.2.9  Summary and policy options

Sector-wide issues and policy options

Agriculture is an important sector of Kazakhstan's
economy, providing livelihood for 30 per cent of
the population. Agricultural exports grew rap-
idly between 2000 and 2009, but slowed down in
2010. Kazakh agricultural exports are vulnerable to
demand shocks, particularly due to a high product
concentration (the share of wheat and flour that
account together for 59 per cent of agricultural ex-
ports). Successful development of agricultural pro-
duction and exports represent an opportunity for

Will Kazakh companies ever export alcohol to Russia?

According to the Kaznex and the Association of Alcohol Producers and Distributors, “KAZALCO", Russian authorities
prevents the imports of Kazakh alcohol, violating the commitments made by the members of the CU to promote
free movement of goods and non-use of any trade restrictions. Kokshetauminvody is the only Kazakh exporter
able to get a license to import alcoholic beverages in the Russian Federation. According to the Chairman of “Kok-
shetauminvody” Askar Aliyev, the process took about one year and half and was done with active involvement of

Kazakhstan authorities.

“The Russian Federation keeps the market for its domestic players “- says Mr Aliyev.He adds, “Only the certification
of our production facilities and storage premises in the Russian Federation took a year and cost a lot of money. Our
licence application was rejected 3 times with very vague explanations such as “other reasons”. In order to import to
the Russian Federation, companies must have US$300,000 of charter capital, which is not affordable for individual

producer.”

According to Mr. Aliev, the required import deposit is another barrier to entry Russian market. The amount of the
advance import deposit required is several times higher than the VAT and excise taxes revenue from the sales.

“In the absence of any of required documents, Russian authorities extended the official delay by additional 60
days. We have been waiting for excise stamps for 60 days already”. Mr Aliev adds, “Everyone in the Russian author-
ity creates additional reasons to refuse the license, and their reasons did not have anything in common with the
current Russian legislation on alcohol production and sales. Russian authorities send a clear message that Russian
alcohol market is reserved for domestic players only and that they find the way to prevent imports and avoid the

CU rules!”

“If you ask how many Kazakh companies (except “Kokshetauminvody”) who applied for licenses actually got them,
the answer is: nobody. The imports to Belarus are authorized to a few companies selected by the president, while
Russian authorities apply their own tacit rules to prevent foreigners.”

As for Kazakhstan it has a welcome-to-all regime. Kazakh authorities give licenses to all companies who are willing
to serve Kazakh market without thinking of the danger they are representing for domestic producers. Kazakhstan
abandoned all restrictions on quantity and quality of imported alcohol while Russian creates additional ones.

It is not surprising that Kazakhstan’s alcohol exports to Russia, does not exceed 1 per cent of the national produc-
tion while imports of Russian vodka to the Kazakh market reached 15-16 per cent of the domestic production of

8.9 million litters per year.

Source: Kursiv KZ, author Svetlana Isaeva, 12 May 2011 (accessed on March 6, 2013 at http://www.zakon.kz/214597-

rossija-prepjatstvuet-jeksportu.htmi)
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diversification into non-oil sectors and contributes
to domestic food security and domestic employ-
ment.

When asked about impediments to trade, 39.6 per
cent of companies reported difficulties related to
exports or imports. During in-depth interviews it
became apparent that many problems go deeper
then trade related issues, stemming from structur-
al issues that seriously impair productive capaci-
ties of farms and agri-food manufacturers. These
structural problems are a bigger concern for com-
panies than trade regulation since they also affect
their domestic operations and sales.

In the agricultural sector, 93 out of 108 interviewed
companies are affected by burdensome NTMs and
related procedural obstacles. The most frequently
mentioned impediment to trade stems from tech-
nical measures (48.4 per cent of all reported cases).
The second frequently mentioned type of NTMs is
quantitative restrictions (15 per cent of all reported
cases in agricultural exports), followed by financial
measures, intellectual property and rules of origin.

Technical measures have two components: the
technical requirement itself (e.g. maximum residue
limits of pesticides), and conformity assessment
(e.g. certification) to provide proof of the compli-
ance with the underlying requirement. In the case
of Kazakh agro-exporters, 44 per cent of reported
cases of technical measures refer to conformity
assessment which is lower than average of other
countries surveyed by ITC (62.7 per cent). Major-
ity of reported cases of burdensome technical re-
quirements are encountered in Russian market or
related to the CU technical requirement (15 out of
25 cases). According to the interviewed compa-
nies, the Russian Federation imposes overly strin-
gent technical requirements which not only affect
Kazakhstan's exports to the Russian Federation but
put at risk the domestic sales which should also
comply with the technical requirements of the CU.

A notable example is the technical regulation on
milk currently being under consideration at the
CU level, but already steering concerns among
Kazakh dairy producers. They expect that if the
technical regulation on milk enters into force, their

business will be impaired because they have to
use imported powdered milk (reconstituted milk)
due to high seasonality and low quality of domes-
tic raw milk. Nevertheless, the problem is not in
the technology of production of milk per se, but
in the inputs of production. In order to solve this
problem, significant investment is needed for the
development of a modern system of procurement
from small farms to processing factories, including
investment in in-house refrigerator facilities (cool-
ing tanks) for small farms, modernization of truck
fleet and acquisition of modern chilled tankers
that could ensure timely collection of milk, as well
as introduction of veterinary management and
quality control system. The new regulation will
provide transparency for consumers, but can im-
pact the entire lifestock industry in Kazakhstan. An
impact assessment needs to be undertaken before
accepting the new technical standards on milk.

While compliance to technical standards was a main
concern of dairy producers, other agri-food export-
ers were more concerned by the lack of recognition
of domestic certificates in the Russian Federation.
Despite the agreement on mutual recognition of
accreditation of certification bodies and testing
laboratories, many agri-food exporters still have to
apply for certification of its products in the Russian
Federation. Thus, more efforts must be put in pro-
moting harmonization of conformity assessment
procedures and increasing the scope of the prod-
ucts subject to the uniform certification require-
ment among the CU countries. The survey was un-
dertaken in the midst of the transition period from
the national to CU regulations, which can partly ex-
plain the problems reported by Kazakh companies
exporting and importing within the CU market.

Other regional destinations appear relatively less
restrictive in terms of technical regulations. At the
same time the share of NTM cases related to rules
of origin, financial and quantitative restriction
measures is relatively high. While financial meas-
ures and quantitative restriction affect the compa-
nies exporting to specific destinations (the Russian
Federation and Uzbekistan) independently of the
exported product, the difficulties associated with
rules of origin are product specific. Due to a lack of
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intermediate goods available in domestic markets,
producing companies rely heavily on imported in-
termediate products this is a particularly true for
beverage industry. Due to insufficient level of lo-
cal content some of their products cannot receive
tariff preference when exporting to CIS countries.
The insufficient level of processing is a production
rather than trade issue, which cannot be solved
in the short run. The development of agricultural
production would require government interven-
tions for rehabilitation of fruits orchards and veg-
etables plantations, creation of storage facilities
and processing factories.

At the domestic regulatory level, exporters re-
ported challenges with domestically mandated
exports licenses, temporary prohibition of exports
and exports related conformity assessment. Of-
tentimes exports conformity assessment in addi-
tion to partner countries’ requirements is redun-
dant. This is particularly the case if exporters need
to obtain technical certificates from the accredited
private sector facilities to replace domestic certifi-
cates, which are not recognised outside of Kazakh-
stan.

The licensing scheme was applied in Kazakhstan
to regulate wheat exports. This measure was aban-
doned in the beginning of 2012; nevertheless the
survey captures a few cases associated with this
regulation. The majority of surveyed companies
complain about the time delay associated with
obtaining exports licenses. Thus, the main obsta-
cle lies in the delays to obtain the license, notin a
quantitative restrictiveness of the licensing itself.
The temporary exports restriction is used to avoid
a possible deficit of the products in the domes-
tic market in year of weak harvest and increas-
ing demand for the products in neighbourhood
markets. For example, in 2010, temporary exports
prohibition on vegetable oils was applied due to
significant increase in the exports of vegetable
oils accompanied by the raising domestic prices.
In contrast, the temporary ban introduced in 2011
for exports of buckwheat was unnecessary since
the stock of the product was more than sufficient
to cover the local demand for buckwheat. There-

fore, the rationale for temporary exports prohibi-
tion on food products should be reassessed.

On importing side, the large share of the reported
cases is attributed to NTMs applied within the CU
framework. The majority of the complaints, in fact,
refer not to NTMs per se but to the associated POs.
For example, a lot of POs are generated with im-
plementation of customs control and sanitary and
epidemiological supervision of transit goods. While,
these procedures were done mostly on the territory
of Kazakhstan before, they now take place twice:
at the external border of the CU (at the border of
the Russian Federation or Belarus) and in Kazakh-
stan, which increases the time and the costs asso-
ciated with importing goods. Companies complain
that they spend too much time to ensure that all
required documents are sent to the right customs
posts in the Russian Federation and Belarus. Due
to lack of coordination between the agencies (cus-
toms, the Veterinary control committee that is-
sues authorization for transit) there are increasing
numbers of the cases when goods were sent back
to suppliers even though authorization to transit
and all other required documents were obtained
from the domestic agencies. Therefore, more efforts
must be deployed to ensure proper coordination
and information sharing between involved domes-
tic and the CU partner agencies.

An introduction of a common register of third coun-
try suppliers generates many complaints from im-
porters of dairy products. According to the surveyed
companies the entry to the register is a time consum-
ing process since it requires a physical inspection of
the production facilities of enterprises. Thus, the reg-
ister limits the choice of suppliers to those enterpris-
es that already included to the register.

The NTM cases associate with conformity assess-
ment relate to two regulatory requirements: the
state product registration requirement and certifi-
cation according to the national or the CU require-
ments. Kazakhstan does not recognize foreign
certificate of conformity except for the conform-
ity certificate of the Customs Union which covers
limited number of products. Therefore, importing
companies need to confirm foreign certificates at
domestic certification agencies.
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The POs associated with recognition of foreign
certificates are their costs and the time delay.
More generally, the mandatory conformity as-
sessment requirement covers almost all consumer
and industrial products. The recognition of foreign
certificate of conformity as well as decreasing the
scope of the mandatory conformity assessment
may significantly decrease the time and the costs
of the regulations.

The state product registration requirement (certif-
icate of government registration) was introduced
in the beginning of the 2012 and covers a broad
range of consumer and industrial products. The
product registration is product, firm, and country
specific. Any minor modification in the product
design and packaging could call for a new regis-
tration. Majority of the affected companies com-
plain about delays, a large number of required
documents and inappropriate facilities of testing
laboratories.

The time delay is due to the laboratory tests that
inherently take some time and the fact that formal
product registration is undertaken in centralized
manner by the Committee for State Registration.
Thus, after examination of the dossier, the regional
agencies responsible for state registration send
the complete files for registration to Astana. There-
fore, significant time reduction can be achieved
through creating an integrated database and del-
egation of the product registration to the regional
agencies.

A large number of required documents are the
most common procedural obstacles associated
with domestic certification procedure indepen-
dently whether they are related to conformity as-
sessment or rule of origin. The number of required
documents varies from 18 for certificate of origin
to 11 for certificate of product registration (prod-
uct registration requirement). The actual number
of the submitted documents can be much higher
for the state product registration (since it requires
submission of technical standards used for pro-
duction as well as various laboratory tests). There-
fore, revision and retention of only essential docu-
ments can significantly facilitate the process and
reduce the fixed costs of registration.

High costs incurred by private players due to in-
troduction of new CU regulations can be avoided
if the information was disseminated properly and
timely among private players. More efforts should
be made to explain the private sector in advance
the purpose of newly introduce measures and the
modality of their administration. '

Finally, the modernization and increasing capacity
of testing laboratories may substantially decrease
the costs associated with testing and facilitate the
implementation of international standards in Ka-
zakhstan.

9.3 Manufacturing

This chapter describes the NTMs and POs af-
fecting the manufacturing sector. The results
are based on 246 phone interviews and 47 sub-
sequent in-depth face-to-face interviews with
exporters and importers of manufacturing prod-
ucts experience barriers to trade. Additional in-
terviews with experts from private sector associa-
tions were conducted to widen the scope of the
analysis. Given a high dependency of Kazakhstan
economy on imported intermediate goods, spe-
cial attention is given to the analysis of difficul-
ties faced by companies importing manufactured
(intermediate) products. While there are many
similarities in the types of NTMs and POs faced by
different manufacturing companies, the severity
of the impacts varies depending on the products
and structure of the industry. Hence, pharma-
ceuticals, non-electric machinery and clothing,
sectors important to employment and export
diversification, are analysed in detail in separate
subsections.

The chapter is organized as follows: the first sec-
tion presents briefly the manufacturing sector in
Kazakhstan. The second section highlights the
main cross-cutting burdensome NTMs and POs

122" During the stakeholder workshop, a representatives of
the private sector admitted that companies are often
unaware about new regulations and that government
agencies often give ambiguous or incomplete infor-
mation. Companies highlighted that it is important
to have a single, up-to-the-date and easily accessible
source of information about all documents necessary
for exports and imports.
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faced by manufacturing exporters. The third sec-
tion discusses the obstacles companies face when
importing manufacturing products. Finally, the
last section summarizes the results and outlines
the policy options.

9.3.1  Therole of the manufacturing sector

Background information

The manufacturing sector in Kazakhstan began its
rapid development following a massive relocation
of factories and workers from the western parts of
the USSR during World War II. From a rural econ-
omy with underdeveloped industrial structure
Kazakhstan soon became one of the largest indus-
trial centres of the Soviet Union. By the end of the
Soviet era, Kazakhstan was one of the most indus-
trialized regions of the Soviet Union with strong
development in ferrous and non-ferrous metals,
petroleum, chemical and non-electric machinery.
Along with the development of mineral intensive
sectors, Kazakhstan promoted the development
of agro-based industries such as textiles, knitwear,
leather and fur as well as footwear and clothing,

whose cumulative share in the country GDP was
25 per cent during the early nineties. '*

Privatization in the manufacturing sector during
the nineties led to a disruption of the economic
ties between enterprises, leading to a drop in in-
dustrial outputs and in the number of enterprises.
As macroeconomic stability was the main priority
of the government at the time, the government
focused on the development of sectors that could
bring immediate economic benefits. This led to
the oil and gas sector becoming the engine of the
development of the Kazakh economy.

Between 1991 and 2000, the number of indus-
trial enterprises decreased from nearly 20,000 to
around 14,500. The production of major prod-
ucts, except oil products dropped significantly.
For example the production of iron ore dropped
by 83 per cent, coal by 55 per cent, steel by 69 per

139 Sources on the background information on manufac-
turing: Saparbaev, B. (2007) Industrial development of
Kazakhstan in the second half of the XX - beginning of
the XXI centuries (in Russian); Sheretov, S. (2003) Mod-
ern History of Kazakhstan: 1985-2002 (in Russian).

Figure 9.18. Exports composition and destinations of manufactured goods, 2011
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cent, fertilizers by 11 per cent, tractors by 95 per
cent and textiles by 94 per cent.

While the successful development of the mineral
extraction industries has allowed Kazakhstan to
smooth the process of transition and avoid social
and macroeconomic turmoil, the crowding out ef-
fect of extractive industries on the manufacturing
sectors has become noticeable since 2000. In spite
of favourable macroeconomic conditions, the
number of manufacturing enterprises continued
to decrease, with 11,252 enterprises by the end of
2010.

High-end technology-intensive manufacturing
sub-sectors shrank the most. As a result, manufac-
turing, in aggregate, experienced a shift towards
low-tech, energy-intensive and environmentally
unfriendly industries. During the early 2000s, al-
most 96 per cent of the manufactured products
was characterized by low technology products
(construction, steel, shipbuilding, metal, light,
woodworking, pulp and paper), and only 4 per

Figure 9.19.
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cent by high technology products. The State Pro-
gramme of Industrial and Innovation Develop-
ment pursued by Kazakhstan since 2003 did not
bring about the desired change toward high-tech-
nology production and exports.

Manufacturing exports of Kazakhstan consist
mainly of metals, basic materials and chemicals.
Metals and basic materials accounts for 75 per
cent of the manufacturing exports with an an-
nual growth of 18.7 per cent over the last decade.
Chemical sector has been the fastest growing ex-
port sector with an annual average growth rate of
28 per cent since 2001 and accounting for 18 per
cent of manufacturing exports in 2011. Non-elec-
tric machinery and transport represent 2 per cent
and 1 per cent of the Kazakhstan’s manufacturing
exports. A large share of manufacturing exports is
destined for two neighbouring countries: China
and the Russian Federation, together accounting
for 44 per cent of manufacturing exports. Other
important destinations for manufacturing exports
are Germany, Turkey and Japan, together account-
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Figure 9.20.
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ing for 21 per cent of the manufacturing exports in
2011 (Figure 9.18).

Imports of manufactured products are vital for the
economy of Kazakhstan as it relies on imports for
both consumption and production. For example,
the domestic agricultural sector depends on cru-
cial inputs such as fertilizers, other chemicals for
crop protection, transport equipment and non-
electrical machinery. Food processing sector im-
ports modern production equipment and a wide
range of food ingredients. Basic manufacturing,
non-electric machinery and transportation rely
heavily upon imported intermediate inputs. Final-
ly, all business operations based on information
and communication technology (i.e. computers,
telecommunications equipment and consumer
electronics) account for 13 per cent of Kazakh-
stan’s manufacturing imports (Figure 9.19).

Regional trade is of high importance for a land-
locked country like Kazakhstan because of rela-
tively lower transport costs. The Russian Federa-
tion and China, two most industrialized countries
in the region, supplies large quantities of manu-
factured products, particularly chemicals, trans-

m Total number of NTM cases

10 15 20 25

M Export share

port equipment, machinery, and basic manufac-
tured goods.

The Russian Federation and China supplied 35 per
cent and 17 per cent of Kazakhstan’s total manu-
facturing imports, respectively, in 2011. With the
formation of the Customs Union and the imposi-
tion of common external tariffs, the share of the
Russian imports in Kazakhstan’s imports has risen.
Average tariffs have increased from 6.2 per cent to
10.6 per cent putting a strong inflationary pres-
sure on domestic prices. While, the rise in prices
was mitigated by importing cheap products from
China prior the formation of the CU, the new tariff
structure has resulted in failure to stop significant
increase in domestic prices. The costs of imported
goods from China increased on average by 20 per
cent which affected negatively small and medium
enterprises that intensively source intermediate
goods and equipment from China.

Due to high transportation costs, imports from
the EU countries and the United States tend to be
focused on high-value goods from the chemicals
and machinery sectors. Similarly, imports from
Japan comprise mainly of transport vehicles. The
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import of manufacturing goods amounted to US$
28.7 billion compared to US$ 4.04 billion of agri-
cultural imports in 2011.

9.3.2 Overall results

Out of the 185 the interviewed manufacturing com-
panies, 27 per cent (50 companies) reported to be
affected by burdensome NTMs. Subsequently, 41
companies participated in an in-depth face-to-face
interview. Among these 41 companies, 7 were ex-
porters, 9 importers and 15 companies were en-
gaged in both activities. These companies reported
a total of 126 cases of burdensome NTMs, 39 per
cent of which were applied by partner countries
and 58 per cent applied by Kazakhstan (to regulate
its export and import). The remaining 3 per cent of
the cases were applied by transit countries.

9.3.3 Companies’ experiences with regulations

affecting exports

Sixteen companies exporting manufactured prod-
ucts were interviewed face-to-face, capturing a
total of 102 export flows by product and destina-
tion. The majority of the cases refer to the rules of
origin (48 per cent), followed by product certifica-
tion (23 per cent), domestically applied export reg-
ulations (12 per cent) and technical requirements
(10 per cent).

‘A common server is based in Astana and is very often out
of service, preventing the customs brokers to send the
declaration!

Kazakh producer of soft beverage

The reported NTMs are product specific. Medical
products seem to be more affected by technical
regulations and conformity assessment proce-
dures while other products are more affected by
rules of origin and conformity assessment. The
rules of origin affect almost all manufacturing
products, reflecting both difficulties in obtaining a
certificate of origin due to insufficient processing
level and excessive paperwork associated with the
issuance of the certificate. Similar to the case of
the agricultural exporters, the major export desti-
nations of the surveyed companies are the Russian
Federation and Central Asian countries.

The CU related NTMs accounts for 47 per cent of
the NTMs affecting exports. The most predomi-
nant NTMs after rules of origin are mandatory con-
formity assessment measures affecting equally ex-
porters and importers of manufacturing products.

Almost all reported NTMs are accompanied by
POs. The most common POs encountered by man-
ufacturing exporters are limited and inappropriate
facilities for testing, time delays, large number of
required documents and arbitrary behaviour of of-
ficials with respect to the reported regulations.

Rules of Origin

‘For each shipment we provide a 150 pages file, 18 different
documents are required for certificate of origin...’

‘Official delay to get the certificate of origin is 4 days,
but in reality it takes around 10 days. There are too many
documents that need to be provided...!

Kazakh exporter of clothes

The rules of origin are the major NTM encountered
outside of the CU market and are also the most bur-
densome. This is due to two major reasons: the first
relates to the domestic administration of the rules
of origin which is associated with various proce-
dural obstacles. The second refers to the structural
problem of the manufacturing sector in Kazakhstan
- insufficient level of domestic processing.

Given that domestic inputs account only for 20 per
cent to 30 per cent of the total value of manufac-
turing products produced in Kazakhstan, many
manufacturing companies face difficulties in ob-
taining a certificate of origin.

In the context of this survey, companies from
non-electric machinery industries and furniture
manufacture seem to be particularly affected. The
products of these industries are characterized by
high value imported components, exceeding the
maximum threshold of 60 per cent to qualify for
trade preferences. Due to the difficulties in obtain-
ing a certificate of origin, Kazakh exporters cannot
benefit from preferential tariff rates in the Central
Asian CIS countries which negatively impact com-
petitiveness of their products and seriously im-
pede the trade expansion to these markets.
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In contrast, exporters of clothes are more con-
cerned about domestic procedural obstacles relat-
ed to the measure. In particular, they criticize the
excessive documentary requirement associated
with the certificate of origin and the requirement
to provide a new certificate of origin for each ship-
ment.

According to the surveyed companies, 18 different
documents are needed to fill the application for a
certificate of origin. The procedure takes between
5 to 10 working days after all required documents
are submitted. Around the same time is needed to
collect the required documents.

The necessity to obtain a new certificate of origin
for each shipment makes the situation even more
complicated. The majority of the surveyed manu-
facturing companies perform several shipments
within the same contractual agreement, which im-
plies that they have to go through the same pro-
cedure several times per contract. Thus, excessive

Box 10.

paperwork and duplication of the procedure for
each delivery of goods makes the rules of origin
challenging for the SMEs active in the clothing in-
dustry of Kazakhstan.

Certificate of Conformity

Mandatory conformity assessment, which is re-
quired practically on all manufacturing prod-
ucts, is the second most frequent NTM reported
by manufacturing exporters. It is enforced at
both national and supranational levels, which
significantly complicates its administration and
confuses the private sector. In addition, it cov-
ers both final goods and imported intermediate
inputs.

‘In Kazakhstan the serial conformity certificate is issued for
one year while in Russia - for three years. It would nice to
have the conformity certificate of longer duration...

Kazakh exporter of clothes

The dangers of over-stringent technical regulations

Based on the discussion with the government and representatives of the private sector in Kazakhstan, it is known
that Russia’s Ministry of Health is preparing a regulation on Volatile Organic Compounds (VOC) emissions for particle
board plates used by the furniture industry. VOCs are widely used as solvents in glues that enter the manufacturing
of household furniture, carpets, paints and varnishes. They are known to be greenhouse gases and ozone-depleting
substances, and suspected to be allergens and carcinogens if exceed maximum allowed level. The regulations on VOCs
are therefore necessary, but should not be overly stringent and should be done in consultations with stakeholders and
in accordance with international norms or norms based on scientific research.

For example, EU members started regulating VOCs in the 1980s, and disparate levels of regulation were consolidated
in Council Directive 1999/13/EC on the limitation of emissions of known as the VOC Solvents Emissions Directive.
Product-level tolerance limits on VOCs are set by EN120 at 8 mg of formaldehyde for a hundred-gram wood-particle
plate, equivalent to 0.124 mg/m3 of air or 0.1 ppm under standard testing conditions set out in standard 717/1. There

is no specific emissions level for furniture itself.

According to information gathered by the private sector in Kazakhstan, the new regulation considered by Russia’s
Ministry of Health, scheduled to enter in force CU-wide in 2014, would set this level at 0.01 mg/m3, or about one twelth
of the maximum tolerance limit required by the EU. This would be an unrealistic level both in terms of what is needed
to protect human health and the environment and in terms of compatibility with local production capabilities in all

three member states.

The case illustrates several dangers of a regulatory process that is not subject to a regulatory impact assessment:

»  Providing a convenient non-tariff barrier that can be activated at will;

- It may be triggered by upstream interests promoting the use of massive wood rather than wood plates; this may
not necessarily be a bad thing from an environmental point of view but should be a reasoned decision;

» It may be simply a way of putting all producers and importers in a state of permanent violation of rules, facilitating

the extraction of irregular payments upon inspections.

An unrealistic MTL may end up being enforced only at the border and in a discretionary manner. It is quite possible
that none of these consequences is intended, but their mere possibility illustrates the dangers of regulations being
designed with insufficient use of existing checks and balances.

Sources: World Bank, Kazakhstan: Taking Advantage of Trade and Openness for Development, July 10, 2012.
Mebel Professional http://www.promebel.com/ru/headings/?articlelD=623

<4p

PO O



PO O

204  Regulatory and procedural barriers to trade in Kazakhstan Needs Assessment

All manufacturing companies apply for a serial
(valid for several shipments of the same goods)
certificate of conformity for their products, which
significantly facilitates their operations. The serial
conformity certificate is valid for one year. The va-
lidity of the serial certificate can be extended to 3
years, if a company possesses an 1ISO 9001 man-
agement certificate.

Many manufacturing exporters view the domes-
tic certificates of conformity as a costly formality
as, in many instances, the domestic certificate of
conformity is not recognized by the partner coun-
tries™ or is not required at all (e.g. voluntary cer-
tification). Moreover, many companies pass the

31 The national conformity certificates are not recognized
outside of Kazakhstan while the CU conformity certifi-
cates are valid for the CU market only and cover a lim-
ited number of products.

conformity assessment procedure twice, once for
the imported intermediate inputs and then for the
final goods. Many surveyed companies complain
about the insufficient technical capacity of the
agencies and the costs of the conformity certifi-
cates.

Technical requirements

Similar to the case of agri-food producers, but to
a lesser extent, manufacturing producers are also
concern about the new technical regulations of
the CU. Some of the surveyed companies use Ka-
zakh national standards and/or enterprise stand-
ards that differ from the recently developed tech-
nical standards of the CU. In order to produce and
exports in the territories of the CU, manufacturing
companies must adjust their technological pro-
cess to the new technical requirements. The costs

Table 9.12. Export of manufactured products: burdensome NTMs applied

by partner or transit countries

Exports to the world

Share in
sector’s
export
value
( per cent)

Sub-sector

Exports value
description

in 2011,
$’000

Technical
requirements

Chemicals 17 552 0.1 3

Wood products 1419

Textiles 1432

Basic manufactures 3201817 20

Clothing 15601 0

Non-glectronlc 75 082 0 2

machinery

Electronic 1101 0 1

components

Transport equipment 15184 0.1

Mlscellaneo'us 12547 256 79

manufacturing

Sub-Total 15 876 444 100 6
BLR(2),

Total RUS(2)
TKM (2)

Source: ITC Survey on NTMs in Kazakhstan, 2012.

Number of reported NTM cases

Conformity
assessment
Charges, taxes and
other para-tariff
measures
Quantity control
measures
Restriction of
post-sales services
Rules of origin and
related certificates

4 1 8
3 3
1 1
1 2
1 8 9
6 2 14 24
1 1 3
2 2
14 1 1 2 29 53
BLR (1),
RUS(11), *
UKR(1), RUS(1) TKM (2)
UZB(1)

*“Rules of origin” includes Belarus(4), Iran (Islamic Republic of)(1), Japan(1), Kyrgyzstan(1), Poland(1), Russian Federation(7), Tajikistan(4),
United Arab Emirates(1), Turkey(1), Turkmenistan(4), Ukraine(2), Uzbekistan(2).
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associated with the adjustment of the production
process combined with the increasing costs of the
intermediate goods due to the new tariff schedule
impact negatively competitiveness of the manu-
facturing producers facing increasing competition
from large manufacturing producers of the Rus-
sian Federation and Belarus.

VAT administration

While export and import procedures have been
significantly simplified between the CU countries,
the domestic VAT policies of the CU countries still
significantly complicate the trade between the CU
countries. According to the surveyed companies,

Table 9.13. Export of manufactured products: NTMs applied by partner or transit
countries reasons making them burdensome

Number of NTM
cases

Number of procedural obstacle

Procedural obstacles and inefficient business Cases

environment making NTMs difficult

NTM Chapter

with | without
PO PO

in home [in partner| in transit
country | country | country

6 Large number of different documents 1
Arbitrary behaviour of officials with regards
to the reported regulation

Unusually high fees and charges for reported
Technical requirements certificate/requlation

(A) Facilities lacking international accreditation/
recognition

Arbitrary behaviour of officials regarding
classification and valuation of the reported 1
product

Delay related to reported regulation 1

—_

N

13 1 Large number of different documents

1
Delay related to reported regulation 3
6

Limited/inappropriate facilities for testing
Facilities lacking international accreditation/
recognition

Other problems with international
recognition, e.g. lack of recognition of 3
national certificates

Conformity assessment

(B)

—_

Charges, taxes and other
para-tariff measures( D)
Quantity control
measures (E)

Restriction of post-sales
services (K)

Information on selected regulation is not
adequately published and disseminated
Limited/inappropriate facilities for sector-
specific transport and storage

29 Large number of different documents 16

Arbitrary behaviour of officials regarding
classification and valuation of the reported |6
product

Arbitrary behaviour of officials with regards
to the reported regulation

Delay related to reported regulation 1

Unusually high fees and charges for reported
certificate/regulation

Informal payment 2

Rules of origin and
related certificate of
origin (O)

Other procedural obstacles
Total 51 2 45 8 1
Source: ITC Survey on NTMs in Kazakhstan, 2012.
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complicated VAT administration in the Russian
Federation and Kazakhstan has a negative impact
on their sales.

In particular, the surveyed importers complain that
their Russian suppliers include VAT to the invoice
price because claiming back the VAT is a problem.
This situation is a business to business problem.
On the other hand, the surveyed exporters com-
plain that the time for collection of the documents
from the importing side is too short, *2 while the

132 The VAT for the transactions within the CU is paid
by importers in their domestic markets. The exporters
shall obtain the proof that importers paid the VAT. The

retrospective VAT claim is a long and burdensome
procedure.

Government procurement policy

Many companies complain that the government
procurement tenders in Kazakhstan are not trans-
parent enough and the allocations of the contracts
are done in an arbitrary way with significant de-
lays. The surveyed companies mention numerous
cases when government contracts were allocated
to foreign companies through domestic entities

time delay which was set to collect required documen-
tation from importers is too short.

Table 9.14. Export of manufactured products: burdensome NTMs applied

by Kazakh authorities

Sub-sector description

Exports value
in2011, $000

Other
exports
technical
measures

Other exports
related
measures

Share in

sector’s
export
value

Chemicals 42 444 1 3 4
Basic manufactures 1330975 3 3
Miscellaneous manufacturing 13172 050 83
Sub-Total 15 876 444 100 1 6 7
KGZ (3), RUS(2),
Total UKR(1)
UZB(1)

Source: ITC Survey on NTMs in Kazakhstan, 2012.

Table 9.15. Export of manufactured products: NTMs applied by Kazakhstan

and reasons making them burdensome

Number of
NTM cases

Number of procedural
obstacle cases

Procedural obstacle and inefficient

Measure description

business environment making NTMs i in
difficult

partner | transit
country | country

. Arbitrary behaviour of officials regarding
Other exports technical . . .
1 classification and valuation of the reported 1
measures (PA9)
product
Other exports related .
measures (PZ0) 3 3 Delay related to reported regulation 3
Informal payment 3
Total 4 3 7 0

Source: ITC Survey on NTMs in Kazakhstan, 2012.
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that bid but do not actually produce. Furthermore,
many government contracts have duration of only
one year, which prevents companies from engag-
ing in long term production plans.

9.3.4 Importers’ experiences with regulations

in Kazakhstan

Twenty three face-to-face interviews with import-
ing firms captured 66 burdensome NTM cases.
Domestic and the CU enforced NTMs constituted
90 per cent of the reported burdensome NTMs. In
62 of these cases the importers faced difficulties
because of the related procedural obstacles. The
most frequently reported NTMs are: conformity
assessment (68 per cent), technical requirement
(17 per cent) and price control measures (8 per
cent). In comparison to agricultural importers,
manufacturing importers face more problems
with conformity assessment than with technical
requirements.

All reported technical requirements are related
to authorization and registration requirements
for national security and environmental reasons
(11 cases). Conformity assessment cases are split
into two groups, the state product registration re-
quirements enforced at the CU level and the cer-
tification requirements enforced at the national
level. Finally, price controls measures are related
to application of the reference prices by Kazakh
customs to determine tariffs due (5). The NTMs
enforced at the CU level constitute 65 per cent of
the total reported NTMs affecting manufacturing
imports. The procedural obstacles associated with
the NTMs are presented in Table 9.17. The most
challenging POs are large number of required
documents (29), limited/inappropriate facilities for
testing (32), time delays (15), lack of recognition of
foreign certificates (6) and arbitrary behaviour of
officials (9).

State Product Registration

The state product registration requirement covers
a broad range of products including manufactur-
ing goods such as cosmetic products, household
products, products in direct contact with food,
personal care items for children and adults, cloth-

ing for children (first layer), devices, and other
technical means for use in drinking water supply,
products of oral hygiene, products made on the
basis of potentially dangerous chemical and bio-
logical substances potentially dangerous to hu-
mans (except medicines).

This requirement entered in force on 1 January
2012. The NTM survey identified various POs re-
lated to this regulation. Many surveyed companies
complained about the lack of the information re-
garding this measure. The state product registra-
tion must be done prior to the arrival of the goods.
Since, the majority of the surveyed companies
were not aware of this regulation, they were not
able to proceed with the customs clearance and
the goods that needed to be registered were putin
temporary storage premises at the customs. Com-
panies were then obliged to apply for a state prod-
uct registration. Given that many companies were
in a similar situation there was a significant inflow
of application to the subdivisions of the Commit-
tee for the state registration and other agencies
responsible for the state registration. Laboratories
undertaking expertise and laboratory analyses for
product registration were overcrowded by the de-
mands for laboratory tests. Moreover, the technical
capacities of many laboratories were not sufficient
to perform specific tests required for the product
registration. In the beginning of 2012, the time de-
lay associated with the registration was around 2-3
months, and the companies were required to pay
storage cost at the temporary premises.

‘Our goods were shipped on plastic pallets. The customs
officer asked to provide a certificate that pallets are not
made of wood. We come across such a problem every day!

Kazakh producer of pharmacopeia products

Only after a product is registered, a company can
import the product by providing a copy of the
certificate of the state registration. Thus, after an
initial wave of product registrations in the begin-
ning of 2012 the situation settled down. While
the time associated with product registration has
decreased considerably; a significant deadweight
loss could have been reduced if the information
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was properly disseminated among companies. It
would have also reduced workload of the certifica-
tion agencies and testing laboratories during the
first wave of registration.

A few manufacturing importers also report ad-
ditional procedural obstacle associated with the
product registration. For example, importers of
pumps and boilers complain that customs officer
look mostly at HS codes rather than description of
the products at the clearance. As a result compa-
nies have difficulties in convincing customs offic-
ers that their products do not need a state prod-
uct registration. They have to ask subdivisions of
the Committee of the State Registration to issue
documents certifying that the products they are
imported are not subject to the state registration
requirement, which takes additional 2 days.

Certificate of Conformity

The mandatory conformity certification covers a
broad range of consumer and intermediate goods.
It exists at national and supranational levels. The
majority of products available in the market are
subject to either the CU conformity assessment
or the domestic conformity assessment of the CU
countries.

For the products associated from third countries
(non-CU members), the conformity assessment
can be undertaken through the recognition of
a foreign certificate in the presence of an agree-
ment between the importing country and Ka-
zakhstan, or by the certification of the product in
compliance with the regulations of the Republic of
Kazakhstan. Currently two schemes of conformity
certification exits: a product certification (by ship-
ment or by product) and a serial product certifica-
tion (certification of the production process, valid
for 12 months).

Before the CU, product certification was usually
done upon arrival of the shipment. After customs
clearance, importing companies had to send the
application for certification or recognition of the
foreign certificate to a certification agency ac-
credited to perform the conformity assessment
for a given type of product. The certification takes
5 to 10 days and usually consists of inspection of

the accompanying technical documentations and
laboratory analysis. In addition to the application
from, companies must also submit previous effec-
tuated tests or laboratory analysis, previously cer-
tificates for products or raw materials used in the
production, components, and systems of quality
management.

‘Most laboratories do not possess technical base to test
cosmetic products. Moreover, the products were produced
in the U.S. and sold over the world. Nevertheless, we are
obliged to apply for the state product registration and to
request the certificate of conformity...’

Kazakh cosmetics product importer

The new CU regulations specify the product certi-
fication to be done before the arrival of products.
The domestic conformity certificates/ the CU con-
formity certificates are included in the list of the
documents for customs clearance.

While the serial conformity certificate exists also
for imported products, most importers apply for
certification of each shipment which is less expen-
sive.

Many surveyed manufacturing companies report
that their intermediate inputs are subject to do-
mestic mandatory conformity assessment. As a
result, they have to pass through product certifi-
cation twice, once for the intermediate goods and
once for the final product, leading to an increase
in price of the. Many companies complain that
they have to send their products for certification
abroad since the local accredited agencies do not
possess the capacity to verify compliance with
international standards like for example EN 1149-
EN340/03.

Import Authorization and Registration Requirements

A few manufacturing importers report problems
with the special import authorizations and reg-
istration requirements. A recent CU regulation
stipulates a non-automatic licensing scheme for
products that can present a potential danger for
national security, human health or environment.
The list of products subject to licensing and spe-
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Table 9.16. Imports of manufactured products: NTMs applied by Kazakhstan

Number of NTM Number of procedural
cases obstacle cases
Procedural obstacles and inefficient
Measure
description NTM
Without partner

PO country country

business environment making
NTMs difficult in home in transit

in

country

9 2 Large number of different documents 1

Arbitrary behaviour of officials

regarding classification and valuation 2
Technical of the reported product
requirements (A) Delay related to reported regulation 5
Informal payment 1
Limited/inappropriate facilities for 2
testing
44 1 Large number of different documents 25

Arbitrary behaviour of officials
regarding classification and valuation 2
of the reported product

Conformity Delay related to reported regulation 9

assessment (B) Deadlines set for completion of 5
requirements are too short
Limited/inappropriate facilities for 30
testing
Other problems with international 6
recognition

Pre-shipment

inspection and other ) Other procedural obstacles, please 3

entry formalities (C) specify

Charges, taxes and
other para-tariff 2 Delay related to reported regulation 1
measures (D)

Other procedural obstacles 1

Price control

5 Large number of different documents 3
measures (G)

Arbitrary behaviour of officials
regarding classification and valuation 5
of the reported product

Rules of origin and

related certificate of 1
origin (O)
Total 62 4 97 0 0

Sources: ITC Survey on NTMs in Kazakhstan, 2012; ITC Trade Map.

*“Conformity assessment” includes: Austria(1), CHN(8), EU(23), Indonesia(1), Israel(2), Republic of Korea(1), Mexico(1), RUS(2), Turkey(2),
Ukraine(2), USA(2)
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Table 9.17. Imports of manufactured products: NTMs applied by Kazakhstan and

reasons making them burdensome
Number of procedural
obstacle cases

in
partner
country

Number of

NTM cases Procedural obstacles

and inefficient business
environment making NTMs
difficult

Measure

description NTM | NTM
has | Without
PO PO

in transit
country

in home
country

Large number of different
9 2 1
documents
Arbitrary behaviour of officials
' ) regarding classification and 2
Technical requirements (A) valuation of the reported product
Delay related to reported regulation 5
Informal payment
Limited/inappropriate facilities for 5
testing
44 1 Large number of different 25
documents
Arbitrary behaviour of officials
regarding classification and 2
valuation of the reported product
Conformity assessment (B) Delay related to reported regulation 9
Deadlines set for completion of 2
requirements are too short
Limited/inappropriate facilities for 30
testing
Other problems with international 6
recognition
Pre-shipment inspection
and other entry formalities | 2 Othgr procedural obstacles, please 3
specify
(@)
Charges, taxes and other .
para-tariff measures (D) 2 Delay related to reported regulation 1
Other procedural obstacles 1
Price control measures (G) 5 Large number of different 3
documents
Arbitrary behaviour of officials
regarding classification and 5
valuation of the reported product
Rules of origin and related 1
certificate of origin (O)
Total 62 4 97 0 0

Source: ITC Survey on NTMs in Kazakhstan, 2012.

cial authorization includes various manufactur-  The authorization/registration of such products

ing products such as radio electronic equipment,
products containing ozone depleting substances,
encryption (cryptographic) tools or products con-
taining encryption tools, special technical devices
intended for surreptitious collection of informa-
tion.

are undertaken by different government agencies,
such as the Ministry of Ecology for ozone deplet-
ing substances and the goods containing ozone
depleting substances, the Committee of National
Security for special technical devices used for sur-
reptitious collection of information, the Ministry of
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Emergency Situations of the Republic of Kazakh-
stan for fire extinguishers and high pressure de-
vises. The delays associated with the registration/
authorization of these products could be exten-
sive and unpredictable and vary from one week to
one month.

In addition, companies complained that the de-
cisions of customs officers whether the special
authorizations are required for documentary con-
trols, are often based on the HS code rather than
on the HS code together with product descrip-
tion. Thus, companies had to contact the agen-
cies responsible for the authorisation documents
although it was not necessary.

9.3.5  Analysis ofimportant sub-sectors

Pharmaceutical

The following description is based on the face-
to-face interviews with representatives of several
exporting pharmaceutical companies and the As-
sociation of Pharmaceutical Distributors. The sur-
veyed companies operate in different market seg-
ments and are quite different in terms of size and
production pattern.

The Kazakhstan pharmaceutical producers can be
divided into two groups. The first group consists
of foreign owned companies producing generic
drugs. Most of these companies are subsidiaries
of large pharmaceutical companies that heavily
source intermediate inputs from the parent com-
panies. These companies possess modern produc-
tion and marketing know-how from their parent
companies and some of them already have or are
ready to apply international standards of produc-
tion (ISO, GMP).

The second group is a small group of local pro-
ducers specialized in production of plant based
products like special tisanes, balsams, ointments
and pomades. These companies are characterized

by relatively simple technology of production and
rely heavily on domestically produced intermedi-
ate inputs (e.g. medical plants).

As in the case of other manufacturing sectors, the
main destination markets of pharmaceutical com-
panies are Central Asian countries, the Russian
Federation and Belarus. The regulations of medical
products have not yet harmonized among the CU
countries which significantly complicates the ex-
ports of pharmaceutical products to Belarus and
Russian Federation.

For instance, due to the double product registration
requirement (for Kazakhstan and the Russian Fed-
eration), one of the surveyed companies finds itself
in a bureaucratic trap. According to one company it
could not export to the Russian Federation because
its product had similar name to another product
that is already sold on the Russian market. To be
able to enter the Russian market, the company had
to modified the name of the product slightly and
go through the product registration process in the
Russian Federation. When preparing documents
for exports, the company was not able to receive a
conformity certificate and a certificate of origin be-
cause the product did not have the state product
registration of Kazakhstan. The explanation from
the company that the product was designed to be
sold in the Russian Federation, and it is marketed
under the different name in Kazakhstan did not
convince the Kazakhstan customs. So in order to
export its product the company had to go through
another new registration process in Kazakhstan.

According to the company, the process of reg-
istration takes about 9 months and costs about
USS 1000, which is financially bearable only if it
can keep the packaging, marking and labelling
format as requested by Russian authorities. But if
the product is registered in Kazakhstan, the pack-
aging, marking and labelling of the product must
comply with the Kazakh regulations.
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Box 11. Background Information on Chemicals and Pharmaceuticals

Chemicals is one of the most dynamically growing sectors in Kazakhstan, growing on average at 28 per cent annually
since 2001 and accounting for 18 per cent of manufacturing exports in 2011.

While Kazakhstan specializes in exporting natural compounds such as natural compound of uranium, phosphorus
and chromium hydroxides, the government wants to diversify chemical production towards more complex products
such as pharmaceuticals and fertilizers. Promotion of the domestic pharmaceutical industry was one of the objectives
outlined in the State Program of Forced Industrial-Innovative Development of Kazakhstan for 2010 - 2014 years.

The pharmaceutical production in the Republic of Kazakhstan was valued at US$ 84.7 million in 2009 representing 0.4
per cent of manufacturing output. The import of medicines in Kazakhstan is valued at US$ 816.9 million, and exports
at US$ 17.8 million. While the share of pharmaceutical exports remains small, the exports pharmaceuticals grew on
average at 12 per cent per year.

The pharmaceutical industry in Kazakhstan is characterized by a large proportion of imported products. More than 90
per cent of the medicines available in the domestic market are imported from abroad. There are about 100 distributors
of medical products and medical equipment operating in Kazakhstan, most of which are subsidiaries of foreign com-
panies. There are 79 domestic producers of medicines and medical products, the cumulative share of the six largest
producers account for 90 per cent of all domestic production.

In contrast to the Russian Federation and Belarus, Kazakhstan maintains an import friendly regime for pharmaceutical
products; there is no VAT and tariffs on medicines and medical equipment. The association of pharmaceutical distribu-
tors expressed concern about the future increase in tariff rates on medical products lobbied by the Russian Federation
which raise the costs of medical products not produced in Kazakhstan.

As for NTMs, the Association of Pharmaceutical Distributors pointed out that Kazakhstan possesses more progressive
and straightforward system of pharmaceutical regulation than Belarus and the Russian Federation. As a consequence,
the registration of the medical products takes less time while still remaining sufficiently rigorous. According to the
same association, harmonization of technical regulations of pharmaceutical industry with those of the Russian Fed-
eration and Belarus must be managed very cautiously in order not to get back to the outdated bureaucratic system of
pharmaceutical regulations which are still prevalent in the Russian Federation and Belarus.

According to the Business Monitor International (BMI) pharmaceutical market of Kazakhstan is the most accessible,
transparent, and from the legislative point of view, progressive in Central Asia.

While domestic sale is limited by a relatively small population size, in the longer run, the pharmaceutical industry of
Kazakhstan can capitalize on the favourable business environment and the geographic location of the country to
serve neighbouring states, such as Uzbekistan, Kyrgyzstan, Turkmenistan and Tajikistan, all of which have growing
populations and lack domestic production capacities.

Source: based on the information provided at the site of the Pharmaceutical markets of Eastern Europe (accessed on
March 6, 2013 at http://cispharma.blogspot.ch)

Figure 9.21. Pharmaceutical trade evolution, 2001-2011
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Source: ITC calculations based on Trade Map data.
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Hence, even if a product can pass through Ka-
zakhstan customs it cannot be sold in the Russian
Federation since its technical characteristics do
not comply with the technical requirements of the
Russian Federation. From the point of view of the
company, this problem occurs because Kazakh
pharmaceutical regulation was primarily designed
to regulate imports of pharmaceuticals. It does
not accommodate growing exports flows to the
neighbourhood countries. Geographic expansion
of Kazakh pharmaceuticals calls for modification
of the existing regulations to accommodate such
cases.

In addition, the surveyed companies complained
about the double certification requirement faced
domestically. Mandatory conformity assessment ex-
ists for both the intermediate imported inputs and
for the final products. The mandatory certification
of imported intermediate inputs in the presence of
the mandatory certification of the final products is
perceived by the producers to be redundant as it in-
creases the costs of production without necessarily
improving safety of the final goods.

The surveyed companies also use serial conformity
certificate which imply the inspection of produc-
tion facilities and supervision of production pro-
cess. The reported annual costs for the serial con-
formity certificate vary depending on the product
types from US$ 264,000 to US$ 300,000.

Furthermore, the surveyed drugs producers com-
plained about the mandatory calibration of the
measurement equipment to be done annually.
From their point of view, this requirement does
not make any sense since the measurement equip-
ment used by the calibrating laboratories are often
less precise than those of the companies.

Finally, the surveyed companies expressed con-
cerns about the future Good Manufacturing Prac-
tice (GMP) certification requirements stipulated
at the state program of accelerated industrial de-
velopment for pharmaceutical subsector. Accord-
ing to the program, all pharmaceutical producers
must get a GMP certification by 2015. Yet, at the
moment there is still no certification body in Ka-
zakhstan able to perform GMP certification.

While the surveyed generic drugs producers do
not worry about future GMP certification, as their
parent companies already possess it, the domes-
tic producers of plant-based medical products are
concerned about the costs of such certification for
their products.

In the EU, the regulation of plant-based and ho-
meopathic products (pharmacopeia) is much softer
than the regulation of drugs. Requirement to get a
GMP certificate for the production of plant-based
products imposes heavy and unnecessary burden
for the domestic producers of pharmacopeia prod-
ucts. Moreover, while GMP certification will be im-
portant in the future, international expansion of the
domestic pharmaceutical products is limited to the
neighbourhood regions that have weaker require-
ments than those imposed by GMP standards.

Clothing Industry

The analysis of NTMs faced by clothes exporters is
based on face-to-face interviews with a few cloth-
ing producers and an in depth interview with the
Light Industry Association representing of 85 do-
mestic manufacturers.

According to the Light Industry Association the
clothing manufacturers in Kazakhstan focus on do-
mestic sales rather than export expansion. Never-
theless, there are several successful exporters who
manage to sell their products not only to the Russian
Federation and Ukraine but also in the EU market.
These companies operate in a niche segment where
competition from the Chinese and Kyrgyz producers
is less intense; they specialize in the production of
small and exclusive lines of well-designed clothes for
boutiques. In spite of the increasing tariff rates on im-
ported materials they continue to source inputs from
their suppliers in Italy and Turkey as quality matters
more than costs for their products.

When asked about burdensome NTMs, the com-
panies specify rules of origin, excessive conformity
assessment and lack of the government contracts
to be the main problems. Given their small size,
the companies effectuate 5 or 6 shipments per a
contract. For each shipment they are required to
provide a new certificate of origin. While the de-
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lays associated with issuing a certificate of origin is
5 days, the collection of documents can take one
additional week.

Mandatory certification requirement exists for
both imported textile and for the final products.
The double conformity certification increases the
costs of the final goods without bringing a real
benefit in terms of safety to final consumers.

Furthermore, companies wish to have higher
transparency on allocation of government tenders
and assurances that tenders aimed at local pro-
duction are actually allocated to companies based
in Kazakhstan. For example, the Kazakh national

team’s outfit for the 2012 summer Olympic Games
was made in China, as the tender was won by a do-
mestic dress designer but subcontracted to a Chi-
nese clothing company. Similar situation was also
reported for the Asian Olympic Games where the
tender for sewing clothing was closed 2 years in
advance without informing domestic producers.

With further development of the Customs Union,
Russian and Belarusian producers will have access
to government tenders of Kazakhstan which will
have negative impact on the domestic producers
of clothing that have high production costs due to
high transportation costs and external CU tariff on
textile.

Box 12.

The clothing, leather and textile industries were important subsectors of Kazakhstan's economy accounting for 15 per
cent of the manufacturing value added in 1990.

Background Information on clothing industry

At the time of independence, there were approximately 1000 companies operating in the textile and clothing indus-
tries. These companies were an important source of domestic employment. For example, three main textile and leath-
er factories namely Alma-Ata Cotton Mill (AHBK), Kustanai worsted mills and Dzhambul footwear factory employed
more than 12,000 workers. After independence, most of these businesses were ruined due to shrinking supplies of
raw materials, high interest rates of loans, heavy tax burden and, more importantly, uncontrolled cheap import flows.

According to the producers'’s association (Light Industry Association) uncontrolled imports from China was one of the
main factors contributing to the decline of clothing industry. Before 2010, there was a simplified import allowing pri-
vate person to import two tons of goods by paying a fixed rate of 0.6 euro per kilogram.(Decree of Government of the
Republic of Kazakhstan dated March 9, 2005 N2 217). The large and uncontrolled imports from China led to an increase
in the share of the informal economy up to 95 per cent of the total market turnover at that time.

The share of the light industry* in total industrial output dropped from 15.8 per cent in 1990 to 2.3 per cent in 2000.
Currently, the share of light industry in total manufacturing output is about 0.1 per cent. According to the association,
91 companies are currently operating in the Kazakh light industry, with clothing industry accounting for the largest
share. The products of the domestic textile and apparel industries account only for 8 per cent of the domestic con-
sumption, down to less than 1 per cent for domestically produced shoes.

According to the association, out of the 30 thousand tons of raw wool produced in Kazakhstan only 2 tons goes to
the domestic processing, while the rest is exported to Turkey, the Russian Federation and China. The situation is even
worse for skins, where most of them are exported in raw form. The increasing protection due to high tariffs does not
help the domestic light industry. Production of textile and leather cannot be revived without substantial investment
in production facilities, logistics infrastructure and more importantly without the rebuilding of the agricultural sector.

As for clothing industry, increasing tariff rates on tissues and fabric accessories raised the costs of domestic producers
who source intermediate inputs from China and Turkey. The increasing tariff rate on the finished clothing and shoes do
not shield Kazakhstan clothing companies from tight competition. According to the Light Industry Association more
than 50 per cent of the garments currently sold in Kazakhstan are made in Kyrgyz Republic which has tariff preferences
with Kazakhstan; zero tariff rates on imported textiles and accessories and preferential tax treatment of clothing man-
ufacturers. Moreover, the domestic enterprises face increasing competition from Russian companies which receive
government subsidies on electricity and production of children clothing. While majority of the interviewed clothing
producers benefit from the state loans, they need much more than cheap financing.

According to the Light Industry Association, the clothing industry has potential for growth and export expansion, if
proper industrial policy will be put in place. The short term actions may include decreasing tax burden for domestic
enterprises as well as tightening control on informal imports from Kyrgyz Republic. Nevertheless, the success of the
clothing industry in the long run is linked to the rebuilding its production base-textile and leather industries.

Source: Based on the interviews and materials provided by the Light Industry Association.

* The term “light industry” refers to manufacturing with low capital-intensity and hight transportability, e.g. cloting
(as opposed to “heavy industry” including chemicals, metal and oil refining, industrial machinery production).

<4p



Chapter Nine — Survey results: Companies’ experiences with NTMs

215

Figure 9.22.

Clothing trade evolution, 2001-2011
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Non-electric machinery industry

The following analysis of trade barriers is based
on 5 face-to-face interviews with enterprises op-
erating in the non-electric machinery and the As-
sociation of Industrial Producers and Employers of
Almaty.

The main problems include rules of origin and
certificate of conformity. The local production of
non-electric machinery is characterized by a high

Figure 9.23.
GDP (per cent)
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2010
2011

proportion of imported intermediate inputs which
accounts for more than 60 per cent of the cost of
final goods.

The surveyed companies primarily source interme-
diate inputs from China and the Russian Federa-
tion. They do not report any burdensome NTMs on
their intermediate input imports except for ineffi-
cient VAT administration in the Russian Federation
which increases their costs. The surveyed compa-
nies mainly service the neighbourhood markets of

Share of non-electric machinery and transport in manufacturing

M The share of non electric
mashinery+transport

in total manufacturing
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Source: E. Rustenova, 2010
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Box 13.

Non-electric machinery was one of the most important manufacturing subsectors of Kazakhstan.

Background Information on non-electric machinery

Among 2000 enterprises that operated in the Kazakh machine building sector in 1990, about 1070 can be classified as met-
als and basic manufacturing and 930 as non-electric machinery. There were very few producers of electronic equipment
and transport. Hasty privatization, poor management and lack of investment in main capital almost ruined non-electric ma-
chinery industry, whose share in manufacturing production fell from 15.9 per cent in 1990 to less than 3.5 per cent in 2009.

Among the 930 companies operating in these sectors in 1990, only 120 were operational in 2011. During the same
period, the share of the depreciated assets used in production amounted to 80 per cent. Employment fell from 350,000
to less than 80,000, indicating a significant loss of skilled personnel through emigration or switch to the oil sector. Ma-
jority of the enterprises working in the non-electric machinery sector switched to production of components, repair
activities and assembling of imported components.

Despite the high demand for non-electric machinery products generated by rapidly growing oil, gas sector, agricul-
ture and transport sector, the domestic non-electric machinery industry does not have a significant role in the Kazakh
economy. This is due to high proportions of depreciated assets in the main capital of enterprises, their overall tech-
nological backwardness, and lack of skilled and financial resources. The demand for nonelectric machinery is almost
entirely satisfy by imports which exceeds domestic production by six fold. For example, only 1 per cent oil and gas
equipment is supplied by domestic enterprises through the procurement program of KazMunaiGas.

In order to promote development of domestic machinery, the government aims to create new modern production
facilities with high value added. Several projects were already operational, for example a few production plants assem-
bling auto cars and tractors from imported components. The government also plans to construct additional produc-
tion facilities for assembling electric locomotives, combines, agricultural machines, auto cars and road construction
equipment and increase the domestic content to 30 per cent in the final product.

According to the government, successful realization of the state program will double the production of non-electric
machinery already by 2014. Nevertheless, the qualitative and quantitative changes in the structure of production and
exports of goods remain to be seen. The development of domestic non-electric machinery sector was one of the pri-
orities stipulated in the state program of accelerated industrialized development. The program intends to modernize
existing enterprises.

Source: Sergey Poltavskiy “Shine and poverty of Kazakhstan’, news agency “Respublika KZ", 05/12/2012.

Central Asia and the Russian Federation. In order

to export to these markets, the surveyed compa-
nies need to provide a certificate of origin which
is required for each shipment. According to the
companies, it takes about two weeks to prepare a
full file of the documents and 5 days to get a cer-
tificate of origin from the Chambers of Commerce.

However, due to insufficient level of processing
some companies fail to get a certificate of origin.
A few companies specify that they do not engage
in official exporting because of the difficulties in
obtaining official papers. They occasionally sell a
few of products to individuals who then transport
the goods from Kazakhstan to other market. These
transactions are of very small quantity.

Similar to clothing manufacturers, non-electric
machinery producers are more concerned with
ensuring their existing sales rather than expansion
to a new market. The government is the largest
domestic buyers of non-electric machinery. The
surveyed companies believe that they will benefit

more from government contacts if such contracts
were allocated in a predictive and transparent
manner.

Furthermore, the interviewed companies com-
plained about the double VAT payment that they
face when importing intermediate goods from the
Russian Federation. According to the current leg-
islation, an exporter must invoice the net price to
an importer, while the importer pays the domestic
VAT (national) at the domestic customs and sends
the confirmation of payment to the exporter. An
exporter company can have VAT refunded if it
collects the required documents within 180 days
from the transaction date. A company will pay the
full VAT on its exports revenue if it does not man-
age to collect the required package of documents
on time.

To avoid lengthy procedure and potential risk of
not managing to collect the necessary documents
on time, Russian producers include VAT in the in-
voice price of the goods, forcing Kazakh importer
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Figure 9.24. Trade evolution of non-electric machinery, 2001-2011
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to pay VAT. Due to geographic location of Kazakh-
stan and high external tariffs of the CU, Kazakh
importers do not have much choice of suppliers.
Thus, domestic Kazakh manufacturers face double
taxation on their imports: 18 per cent of Russian
VAT and 12 per cent of Kazakhstan VAT, which neg-
atively impact their competitiveness in domestic
and foreign markets. This is a business-to-business
problem not related to government regulations.

9.3.6  Summary and policy options

Sector-wide issues and policy options

The exports of manufactured goods from Kazakh-
stanare smalland concentrated on the regional mar-
kets of the CU and CIS countries. In these markets ex-
porters encounter few burdensome NTMs, yet they
face many infrastructural and procedural challeng-
es such as delays and arbitrary behaviour of officials.
In contrast to agricultural exporters, manufacturing
exporters face more challenges with the certificates
of origin than technical measures imposed by part-
ner countries. The technical measures represent
32 per cent of the NTMs reported by exporters
while rules and certificates of origin accounts for
48 per cent.

Majority of the burdensome NTMs and POs are
related to domestic regulations and authorities. A
large number of required documents and arbitrary

behaviour of officials regarding the classification
are the main concerns related to administration of
rules and certificates of origin. Lack of appropriate
testing facilities, time delays and lack of recogni-
tion of domestic or foreign certificates are most
common procedural challenges associated with
obtaining domestic conformity certificates.

Imports of manufactured products are essential
for the Kazakh economy. Since 2000 Kazakhstan
had maintained relatively low tariff rate for major
manufacturing imports. The situation however has
reversed since the beginning of 2010 when the CU
members adopted common external tariffs which
increased the level of protection from 6.72 per cent
to 11.51 per cent (World Bank, 2012). High tariff
rates and burdensome NTMs negatively impact the
competitiveness of domestic manufacturing pro-
ducers which are dependent on imported inputs.

Similar to agricultural products, the most frequent
NTMs faced by manufacturing importers are con-
formity assessment and technical requirements.
The conformity assessment accounts for 68 per
cent of the reported NTMs while technical require-
ments account for 17 per cent of reported cases.
Manufacturing importers find it more difficult to
demonstrate conformity than to ensure that their
products are compliant with technical require-
ments. Price control measures represent 7 per cent
of cases reported by manufacturing importers.
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Regulations aimed at preserving national health
and the environments are legitimate and indis-
putable. The NTM survey was conducting during
the transition period where national measures
coexist with CU measures. The existing capacity
and equipment of laboratories do not meet the
increasing demand for laboratory tests. There-
fore, special efforts must be deplored to increase
technical capacities of agencies and laboratories
involved in conformity assessment.

Companies feel that certain conformity assess-
ments requirements are excessive, for example
when both inputs and final products are tested.
Furthermore, mutual recognition of domestic cer-
tificates and laboratory tests within CU should be
promoted, alongside with improved information
sharing among national agencies, supranational
agencies and the private sector. Multiple govern-
ment agencies involved in the process of licens-
ing and authorization and the lack of coordination
between them, leads to excessive paper work and
time delays for manufacturing importers. Finally,

double payment of VAT (business-to-business
problem with Russian producers) increases the
price of inputs and, hence, reduces the competi-
tiveness of Kazakh producers.

Insufficient level of domestic processing prevents
the expansion of manufacturing exports to CIS
region while excessive paper work related to its
administration increases the costs for domestic
exporters. Thus, a revision and reduction of the
required number of documents might be neces-
sary to simplify the procedure of obtaining the
certificate of origin. Alternatively, a certificate of
origin covering the entire contract (as oppose to
each shipment) could reduce the amount of pa-
perwork. As for the issue of insufficient process-
ing level, increasing integration with the Russian
Federation and Belarus may call for creation of a
unified certificate of origin for the CU countries
with cumulative rules of origin (where value
added inside the CU is summed up), since all CU
countries are granted tariff preferences within
the CIS agreement.
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Chapter Ten

Conclusions and policy options

NTMs can both promote and inhibit trade. Regula-
tions imposed for legitimate public policy objectives
can still have trade-impeding effects. First, NTMs
can be misused for protectionist reasons, e.g. by set-
ting more stringent requirements than necessary to
achieve public policy objectives. Second, companies
can experience difficulties complying with NTMs,
either due to companies’ capacities or due to pro-
cedural obstacles. As a result, the welfare change in-
duced by NTMs is difficult to unravel. ITC evaluates
the impact of NTMs by directly surveying exporting
and importing enterprises. In order to understand
how NTMs affect businesses, the survey also analyses
procedural obstacles associated with NTMs and inef-
ficiencies in the trade-related business environment.

Kazakhstan has a fairly low share of affected compa-
nies in comparison with other countries in which the
survey was carried out. This result can be attributed
either to a high capacity of companies to comply with
NTM:s or to the fact that Kazakh exports are destined
to markets with less stringent regulations and that
the country’s export portfolio is mostly composed
of mineral-based manufactures and non-perishable
agro-based goods. As in the case of other countries,
companies most frequently experienced difficulties
with technical requirements, conformity assessment,
and rules and certificate of origins.

The results of the company survey on NTMs, in-
terviews with business associations and stake-
holders from the public sector, alongside with
a systemic analysis of the legal framework and
economic data, point to several root causes of
reported problems. First, Kazakhstan experi-
ence capacity shortfalls in infrastructure (espe-
cially railroad transport) and in State agencies
regulating trade (resulting in procedural obsta-
cles). Second, some drawbacks exist in the legal
framework and in difficulties associated with the
transition of Kazakhstan from national regula-
tions to (supra-national) Customs Union regula-
tions, as companies have to absorb adjustment
costs. Third, companies report a number of sup-
ply side constraints, affecting companies at the
production level and consequently impacting
their exports.

The results of the survey presented in this report
have been discussed in the framework of a stake-
holder workshop held in Astana in March 2013.
The workshop brought together representatives
of the public and private sector to validate the
survey findings and to elaborate concrete and
realistic policy options. The matrix below pre-
sents these options starting with those that ad-
dress most frequently reported problems, and
thus likely to benefit a large number of compa-
nies and have the highest impact. *

133" The implementation of suggested options comes at a
cost which would need to be taken into account when
selecting priority activities. The cost-benefit analysis of
policy options is out of scope of this report (aimed at
identification of burdensome NTM diagnostic report
as it requires a thorough analysis based on a dedicated
methodology.
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Appendix |

Global methodology of the non-tariff measure surveys

Non-tariff measure surveys

From 2008 to 2012,** the International Trade Centre
(ITC) completed large-scale company-level surveys
on burdensome non-tariff measures and other bar-
riers to trade (NTM surveys hereafter) in 27 develop-
ing and least-developed countries on all continents.
The IT Programme on NTMs, including company-
level NTM surveys, is scheduled to continue in
2013-2016.The main objective of the NTM survey
is to capture how businesses perceive burdensome
NTMs and other obstacles to trade at a most de-
tailed level - by product and partner country.

All surveys are based on a global methodology
consisting of a core part and a country-specific
part. The core part of the NTM survey methodol-
ogy, described in this appendix is identical in all
survey countries, enabling cross-country analy-
ses and comparison. The country-specific part al-
lows flexibility in addressing the requirements and

3% The work started back in 2006, when the Secretary-Gen-
eral of UNCTAD (United Nations Commission on Trade
and Development) established the Group of Eminent
Persons on Non-Tariff Barriers (GNTB). The main purpose
of GNTB is to discuss definition, classification, collection
and quantification of non-tariff barriers - to identify data
requirements, and consequently advance understand-
ing of NTMs and their impact on trade. To carry out the
technical work of the GNTB, a Multi-Agency Support
Team (MAST) was also set up. Since then, the ITC is ad-
vancing the work on NTMs in three directions. First, ITC
has contributed to the international classification of non-
tariff measures (NTM classification) that was finalized in
October 2009. Second, ITC undertakes NTM Surveys in
developing countries using the NTM classification. Third,
ITC, UNCTAD and the World Bank jointly collect and cata-
logue official regulations on NTMs applied by importing
markets (developed and developing). This provides a
complete picture of NTMs as official regulations serve as
a baseline for the analysis, and the surveys identify the
impact of the measures on enterprises, and consequent-
ly, on international trade.

needs of each participating country. The country-
specific aspects and the particularities of the sur-
vey implementation in Kazakhstan are covered in
chapter 2 of this report.

Scope and coverage of the non-tariff measure
surveys

The objective of the NTM survey requires a repre-
sentative sample allowing for the extrapolation of
the survey result to the country level. To achieve
this objective, the NTM survey covers at least
90 per cent of the total export value of each par-
ticipating country (excluding minerals and arms).
The economy is divided into 13 sectors, and all
sectors with more than a 2 per cent share in total
exports are included in the survey.

The NTM survey sectors are defined as follows:

Fresh food and raw agro-based products
Processed food and agro-based products
Wood, wood products and paper

Yarn, fabrics and textiles

1

2

3

4

5. Chemicals
6. Leather

7. Metal and other basic manufacturing
8. Non-electric machinery

9

Computers, telecommunications; consum-
er electronics

10. Electronic components

11. Transport equipment

12. Clothing

13. Miscellaneous manufacturing

Companies trading arms and minerals are exclud-
ed. The export of minerals is generally not subject
to trade barriers due to a high demand, and the
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specificities of trade undertaken by large multina-
tional companies. The export of arms is out of the
scope of ITC activities.

The NTM surveys are undertaken among compa-
nies exporting and importing goods. Companies
trading services are excluded, as a survey on NTMs
in services would require a different approach and
methodology. Yet, the NTM survey includes com-
panies specialized in the export-import process
and services, such as agents, brokers, forwarding
companies (referred to as ‘trading agents’ for brev-
ity). These companies can be viewed as service
companies, as they provide trade logistics servic-
es. The answers provided by trading agents are in
most cases analysed separately from the answers
of the companies that export their own products.

The NTM surveys cover legally registered compa-
nies of all sizes and types of ownership. Depend-
ing on country size and geography, one or several
geographic regions with high concentrations of
economic activities (high number of firms) are in-
cluded in the sample.

Two-step approach

The representatives of the surveyed companies,
generally export/import specialists or senior-level
managers, are asked to report trade-related prob-
lems experienced by their companies in the preced-
ing year and representing a serious impediment for
their operations. To identify companies that experi-
ence burdensome NTMs, the survey process consists
of phone screens with all companies in the sample
(step1) and face-to-face interviews undertaken only
with the companies that reported difficulties with
NTMs during the phone screens (step 2).

Step 1: Phone screens

The first step includes short phone screen inter-
views. Phone screens consist of questions identi-
fying the main sector of activity of the companies
and the direction of trade (export or import). The
respondents are then asked whether their com-
panies have experienced burdensome NTMs. If a
company does not report any issues with NTMs,
the phone screen is terminated. Companies that
report difficulties with NTMs are invited to partici-

pate in an in-depth face-to-face interview, and the
time and place for this interview is scheduled be-
fore terminating the phone screen.

Step 2: Face-to-face interviews

The second-step interviews are required to obtain
all the details of burdensome NTMs and other ob-
stacles at the product and partner country level.
These interviews are conducted face-to-face due
to the complexity of the issues related to NTMs.
Face-to-face interactions with experienced inter-
viewers helps to ensure that respondents correctly
understand the purpose and the coverage of the
survey, and accurately classify their responses in
accordance with predefined categories.

The questionnaire used to structure face-to-face
interviews consists of three main parts. The first
part covers the characteristics of the companies,
e.g. number of employees and share of exports
in total sales, whether the company exports their
own products or represents a trading agent pro-
viding export services to domestic producers.

The second part is dedicated to exporting and im-
porting activities of the company, with all trade
products and partner countries recorded. Dur-
ing this process, the interviewer also identifies all
products affected by burdensome regulations and
countries applying these regulations.

During the third part of the interview, each prob-
lem is recorded in detail. A trained interviewer
helps respondents identify the relevant govern-
ment-imposed regulations, affected products
(6-digit level of the Harmonized System), the part-
ner country exporting or importing these prod-
ucts, and the country applying the regulation (it
can be partner, transit or home country).

Each burdensome measure (regulation) is classi-
fied according to the NTM classification, an inter-
national taxonomy of NTMs, consisting of over 200
specific measures grouped into 16 categories (see
Appendix Il). The NTM classification is the core of
the survey, making it possible to apply a uniform
and systematic approach to recording and analys-
ing burdensome NTMs in countries with very idi-
osyncratic trade policies and approaches to NTMs.
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The face-to-face questionnaire captures not only
the type of burdensome NTMs, but also the nature
of the problem (so called procedural obstacles ex-
plaining why measures represent an impediment,
see Appendix lll), the place where each obstacle
takes place, and the agencies involved, if any. For
example an importing country can require the
fumigation of containers (NTM applied by the
partner country), but fumigation facilities are ex-
pensive in the exporting country, resulting in a sig-
nificant increase in export costs for the company
(POs located in the home country).

The companies can also report generic problems
not related to any regulation, but affecting their
exports or imports, such as corruption or lack of
infrastructure. These issues are captured at the
company level during face-to-face interviews and
are referred to as problems related to business en-
vironment and a lack of trade facilitation (see Ap-
pendix IV). Capturing trade barriers not related to
specific NTMs provides an important element for a
comprehensive analysis of NTMs, and allows rank-
ing of the NTM related problems among all trade
barriers faced by interviewed companies.

Open-ended discussions

During the surveys of companies and preparation
of the report, open-ended discussions are held
with national experts and stakeholders, for exam-
ple trade support institutions and sector/export
associations. These discussions provide further in-
sights, quality check and validation of the survey
results. The participants review the main findings
of the NTM survey and help to explain the reasons
for the prevalence of the certain issues and their
possible solutions. The open-ended discussions
are carried out by the survey company, a report
writer or contributor or a partner in another local
organization or university.

Stakeholder workshop

The findings of each NTM survey are presented
and discussed during a stakeholder workshop. The
workshop brings together government officials,
experts, companies, donors, non-governmental
organizations (NGOs) and academics. It fosters a

dialogue on NTM issues and helps identify possi-
ble solutions to the problems experienced by ex-
porting and importing companies.

Local survey company

Both phone screens and face-to-face interviews
are carried out by a local partner selected through
a competitive bidding procedure. The partner is
most often a company specializing in surveys.
Generally, the NTM surveys are undertaken in lo-
cal languages. The phone screens are recorded ei-
ther by a Computer Assisted Telephone Interview
system, computer spread sheets, or on paper. The
face-to-face interviews are initially captured using
paper-based interviewer-led questionnaires that
are then digitalized by the partner company using
a spread sheet-based system developed by ITC.

Confidentiality

The NTM survey is confidential. Confidentiality of
the data is paramount to ensure the greatest de-
gree of participation, integrity and confidence in
the quality of the data. The paper-based and elec-
tronically captured data is transmitted to ITC at the
end of the survey.

Sampling technique

The selection of companies for the phone screen
interviews of the NTM survey is based on the
stratified random sampling. In a stratified random
sample, all population units are first clustered into
homogeneous groups (‘strata’), according to some
predefined characteristics, chosen to be related to
the major variables being studied. In the case of
the NTM surveys, companies are stratified by sec-
tor, as the type and incidence of NTMs are often
product-specific. Then simple random samples are
selected within each sector.

The NTM surveys aim to be representative at the
country level. A sufficiently large number of enter-
prises should be interviewed within each export
sector to ensure that the share of enterprises expe-
riencing burdensome NTMs is estimated correctly
and can be extrapolated to the entire sector. To
achieve this objective, a sample size for the phone
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screens with exporting companies is determined
independently for each export sector. *

For importing companies, the sample size is de-
fined at the country level. The sample size for im-
porting companies can be smaller than the sam-
ple size for exporters, mainly for two reasons. First,
the interviewed exporting companies are often
import intermediaries and provide reports on their
experiences with NTMs as both exporters and im-
porters. Second, problems experienced by import-
ing companies are generally linked to domestic
regulations required by their home country. Even
with a small sample size for importing companies,
the effort is made to obtain a representative sam-
ple by import sectors and the size of the compa-
nies.

Exporting companies have difficulties with both
domestic regulations and regulations applied by
partner countries that import their products. Al-
though the sample size is not stratified by com-
pany export destinations, a large sample size per-
mits a good selection of reports related to various
export markets (regulations applied by partner

35 The sample size depends on the number of exporting
companies per sector and on the assumptions regard-
ing the share of exporting companies that are affected
by NTMs in the actual population of this sector. The cal-
culation of a sample size will be based on the equation
below (developed by Cochran, 1963) to yield a repre-
sentative sample for proportions in large populations
(based on the assumption of normal distribution).

2
_t"p(1-p)
Mo=—"H
d
Where
no: Sample size for large populations

t: t-value for selected margin of error (d). In the case
of the NTM survey 95 per cent confidence interval
is accepted, so t-value is 1.96.

p:  The estimated proportion of an attribute that is pre-
sent in the population. In the case of the NTM sur-
vey, it is a proportion of companies that experience
burdensome NTMs. As this proportion is not known
prior to the survey, the most conservative estimate
leading to a large sample size is employed, that is
p=0.5.

d: Acceptable margin of error for the proportion be-
ing estimated. In other words, a margin of error
that the researcher is willing to accept. In the case

of NTM survey d=0.1.
Source: Cochran, W. G. 1963. Sampling Techniques, 2" Ed.,

New York: John Wiley and Sons, Inc.

countries). By design, large trading partner are
mentioned more often during the survey, simply
because it is more likely that the randomly select-
ed company would be exporting to one of the ma-
jor importing countries.

The sample size for face-to-face interviews depends
on the results of the phone screen interviews aim-
ing at interviewing all companies that reported on
the phone that they had experienced burdensome
NTMs. Some attrition of the face-to-face sample is
possible if companies experience NTMs but are un-
willing to participate in in-depth discussion

Average sample size

Based on the results of the NTM surveysin 27 coun-
tries, the number of successfully completed phone
screens can range from 150 to 1,000, with subse-
quent 150 to 400 face-to-face interviews with ex-
porting and importing companies. The number of
phone screens is mainly driven by the size and the
structure of the economy, availability and qual-
ity of the business register and the response rate.
The sample size for the face-to-face interviews de-
pends on the number of affected companies and
their willingness to participate in the face-to-face
interviews.

Survey data analysis

The analysis of the survey data consists of con-
structing frequency and coverage statistics along
several dimensions, including product and sector,
NTMs and their main NTM categories (e.g. techni-
cal measures, quantity control measures), and vari-
ous characteristics of the surveyed companies (e.g.
size and degree of foreign ownership).

The frequency and coverage statistics are based
on ‘cases. A case is the most disaggregated data
unit of the survey. By construction, each company
participating in a face-to-face interview reports at
least one case of burdensome NTMs, and, if rele-
vant, related procedural obstacles.

Each case of each company consists of one NTM
(a government-mandated regulation, for example
sanitary and phytosanitary [SPS] certificate), one
product affected by this NTM, and partner country
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applying the reported NTM. For example, if there
are three products affected by the very same NTM
applied by the same partner country and report-
ed by one company, the results would include 3
cases. If two different companies report the same
problem, it would be counted as two cases.

The scenario where several partner countries ap-
ply the same type of measure is recorded as sev-
eral cases. The details of each case (e.g. the name
of the government regulations and its strictness)
can vary as regulations mandated by different
countries are likely to differ. However, if the home
country of the interviewed companies applies an
NTM to a product exported by a company to sever-
al countries, the scenario will be recorded as a sin-
gle NTM case. Furthermore, when an interviewed
company both exports and imports, and reports
cases related to both activities, it is included in the
analysis two times: once for the analysis of exports
and once for the analysis of imports. The distinc-
tion is summarized in the table below.

Cases of POs are counted in the same way as NTM
cases. Poblems with procedural environment
(POs) are linked to the problems with regulatory
environment (NTMs) explaining why the reported
regulation represents a burden for a company. For
example pre-shipment inspection is burdensome
because it takes very long time. Whenever infor-
mation is available, PO cases also include agencies
related to the report PO.

Reported problems not related to the specific
regulations (referred to as problems with business

Dimensions of an NTM case

Country applying
the measure

Dimensions

Reporting company
Affected product
(HS 6-digit code or national tariff line )

Applied NTM (measure-level code from the NTM
classification)

Trade flow (export or import)
Partner country applying the measure

Home country

(where survey
is conducted)

environment) are counted at the company level by
country where problems take place (home coun-
try, partner country or transit country, see An-
nex IV).

Enhancing local capacities

The NTM surveys enhance national capacities by
transmitting skills and knowledge to a local part-
ner company. ITC does not implement the surveys,
but guides and supports a local survey company
and experts in doing this.

Before the start of the NTM survey, the local part-
ner company, including project managers and
interviewers are fully trained on the different as-
pects of the NTMs, the international NTM classifi-
cation, and the ITC NTM survey methodology. ITC
representatives stay in the country for the launch
of the survey and initial interviews, and remain in
contact with the local partner during the entire
duration of the survey, usually around six months,
to ensure a high quality of survey implementation.
ITC experts closely follow the work of the partner
company, providing a regular feedback on the
quality of the captured data (including classifica-
tion of NTMs) and the general development of the
survey, helping the local partner to overcome any
possible problems.

Furthermore, ITC helps to construct a business
register (list of exporting and importing compa-
nies with contact details) which remain at disposal
of the survey company and national stakehold-
ers. The business register is a critical part of any

Partner countries
(where goods are exported
to or imported from)
and transit countries

X X
X X
X X
X X

X
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company-level survey, but unfortunately it is of-
ten unavailable, even in the advanced developing
countries. ITC puts much time, effort and resources
into constructing a national business register of
exporting and importing companies. The initial in-
formation is obtained with the help of national au-
thorities and other stakeholders (e.g. sectoral as-
sociations). In cases where it is not available from
government sources or a sectoral association, ITC
purchases information from third companies and
in certain cases digitalizes it from paper sources.
The information from various sources is then pro-
cessed and merged into a comprehensive list of
exporting and importing companies, used or the
survey and shared with stakeholders.

So, upon completion of the NTM survey, the local
partner company is fully capable of independently
implementing a follow-up survey or other compa-
ny-level surveys, as the local partner is equipped
with the business register and trained on the sur-
vey, trade and NTM-related issues.

Caveats

The utmost effort is made to ensure the repre-
sentativeness and the high quality of the survey
results, yet several caveats must be kept in mind.

First, the NTM surveys generate perception data,
as the respondents are asked to report burden-
some regulations representing a serious impedi-
ment to their exports or imports. The respondents
may have different scales for judging what consti-

tutes an impediment. The differences may further
intensify when the results of the surveys are com-
pared across countries, stemming from cultural,
political, social, economic and linguistic differenc-
es. Furthermore, some inconsistency may be pos-
sible among interviewers (e.g. related to matching
reported measures against the codes of the NTM
classification) due to the complex and idiosyncrat-
ic nature of NTMs.

Second, in many countries a systematic business
register covering all sectors is not available or not
complete. As a result, it may be difficult to ensure
random sampling within each sector, and a suffi-
cient rate of participation in smaller sectors. When-
ever this is the case, the survey limitations are ex-
plicitly provided in the corresponding report.

Finally, certain NTM issues are not likely to be
known by the exporting and importing compa-
nies. For example, exporters may not know the
demand-side constraints behind the borders, e.g.
‘Buy domestic’ campaigns. Furthermore, the scope
of the survey is limited to legally operating compa-
nies, and does not include unrecorded trade, e.g.
shuttle traders.

In conclusion, The NTM survey results serve as a di-
agnostic tool for identifying and solving predomi-
nant problems. This can be realized at the national
or international level. The survey findings can also
serve as a basis for designing projects to address
the problems identified and for supporting fund-
raising activities.
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Non-tariff measure classification

Importing countries are very idiosyncratic in the
ways they apply non-tariff measures. This called
for an international taxonomy of NTMs, which
was prepared by a group of technical experts
from eight international organizations, includ-
ing the Food and Agriculture Organization, the
International Monetary Fund, the International
Trade Centre, the Organisation for Economic Co-
operation and Development, the United Nations
Conference on Trade and Development (UNC-
TAD), the United Nations Industrial Development
Organization, the World Bank and the World

Trade Organization. It was finalized in November
2009 and is used to collect, classify, analyse and
disseminate information on NTMs received from
official sources, e.g. government regulations. For
the purpose of the large-scale company surveys
on NTMs, ITC uses a simplified version of this in-
ternational classification.

The NTM classification for surveys differentiates
measures according to 16 chapters (denoted by
alphabetical letters, see figure above), each com-
prising sub-chapters (denoted by two letters) and

The structure of the NTM classification for ITC surveys

Ao O Import related measures

tabiria . g By - oy rmyiariingg [he i, Froim i Fuler i e OF i
wa b i A0 T o0 - B L e D Erutipn iUty of yead jprosluicl Proes: The
perrpan thae of an imparier, e ans the maguearen. applied by poas omm coumiey on fhae graodsy

harl you ImEait.
; A Technecal iequeements
% 8 Conformiry sssassment

L. Pra-shapment irdpection and ot entry formalitss
g 0 Chaegpes, tames and othey pars-tanifl measanes

K. Resinction oo perst-sake
METVICEE

P Expeoart redated measmnes

Whipdriaard impuoid By Ehie Oonntny o o Brg D gisoah, Frowm e perigsscTive of 55

S Ut Thidi Bre TP S vreh (] by frem Ea4IFATY R Fha drnety pin B T
g Eimgntry, P The poripesciive of a0 imgeorier, thpi mianes oo Ingassosd ey tha (omaniny
iof Cricgn n e gosied. yeas impoet Seoem thiv oty

Source: International Trade Centre, MAST NTM classification adapted for ITC surveys, January 2012.
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the individual measures (denoted by two letters
and a number). The following sketches the content
of each of the 16 chapters.

Chapter A, on technical regulations, refers to prod-
uct-related requirements. They are legally binding
and set by the importing country. They define the
product characteristics, technical specifications of
a product or the production process and post-pro-
duction treatment and comprise the applicable
administrative provisions, with which compliance
is mandatory. Technical requirements include sani-
tary and phytosanitary measures, which are gen-
erally implemented to protect human, animal and
plant life and health.

Chapter B, on conformity assessment, refers to
measures determining whether a product or a
process complies with the technical requirements
specified under chapter A. Conformity assess-
ments include control, inspection and approval
procedures — such as testing, inspection, certifica-
tion and traceability — which confirm and control
that a product fulfils the technical requirements
and mandatory standards imposed by the import-
ing country, for example to safeguard the health
and safety of consumers.

Chapter C, on pre-shipment inspection and other
formalities, refers to the practice of checking, con-
signing, monitoring and controlling the shipment
of goods before or at entry into the destination
country.

Chapter D, on charges, taxes and other para-tar-
iff measures, refers to measures other than tar-
iffs that increase the cost of imports in a similar
manner, i.e. by a fixed percentage or by a fixed
amount. They are also known as para-tariff meas-
ures. Customs surcharges and general sales taxes
are examples.

Chapter E, on licences, quotas, prohibitions and
other quantity control measures, includes meas-
ures that restrain the quantity of goods that can
be imported, regardless of whether they come
from different sources or from one specific sup-
plier. These measures can take the form of restric-
tive licensing, fixing of a predetermined quota, or
through prohibitions.

Chapter F, on finance measures, refers to measures
that are intended to regulate the access to and
cost of foreign exchange for imports and define
the terms of payment. They may increase import
costs in the same manner as tariff measures.

Chapter G, on price control measures, includes
measures implemented to control the prices of im-
ported articles in order to: support the domestic
price of certain products when the import price of
these goods is lower; establish the domestic price
of certain products because of price fluctuation in
domestic markets, or price instability in a foreign
market; and counteract the damage resulting from
the occurrence of ‘unfair’ foreign trade practices.

Chapter H, on anti-competitive measures, refers
to measures that are intended to grant exclusive
or special preferences or privileges to one or more
limited groups of economic operators.

Chapter |, on trade-related investment measures,
refers to measures that restrict investment by re-
questing local content, or requesting that invest-
ment be related to export to balance imports.

Chapter J, on distribution restrictions, refers to re-
strictive measures related to the internal distribu-
tion of imported products.

Chapter K, on restrictions on post-sales services,
refers to measures restricting the provision of
post-sales services in the importing country by
producers of exported goods.

Chapter L, on subsidies, includes measures relat-
ed to financial contributions by a government or
government body to a production structure, be it
a particular industry or company, such as direct or
potential transfer of funds (e.g. grants, loans, eg-
uity infusions), payments to a funding mechanism
and income or price support.

Chapter M, on government procurement restric-
tions, refers to measures controlling the purchase
of goods by government agencies, generally by
preferring national providers.

Chapter N, on intellectual property, refers to meas-
ures related to intellectual property rights in trade.
Intellectual property legislation covers patents,
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trademarks, industrial designs, lay-out designs of
integrated circuits, copyright, geographical indica-
tions and trade secrets.

Chapter O, on rules of origin, covers laws, regula-
tions and administrative determinations of gen-
eral application applied by the governments of

importing countries to determine the country of
origin of goods.

Chapter P, on export-related measures, encom-
passes all measures that countries apply to their
exports. It includes export taxes, export quotas or
export prohibitions, among others.
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Procedural obstacles

List of procedural obstacles related to compliance with non-tariff measures and the manner in which
regulations are implemented

Administrative burdens

A1. Large number of different documents

(please specify number of documents)

A2. Documentation is difficult to fill out

A3. Difficulties with translation of documents from or into other languages
(please specify language)

A4. Large number of checks (e.g. inspections, checkpoints, weigh bridges - please
specify the number and type of the checks)

A5. Numerous administrative windows/organizations involved

(please specify number / type of involved windows/organizations)

Information/transparency
issues

B1. Information is not adequately published and disseminated

B2. No due notice for changes in procedure

B3. Regulations change frequently

B4. Requirements and processes differ from information published

Inconsistent or
discriminatory behaviour of
officials

C1. Inconsistent classification of products
C2. Inconsistent or arbitrary behaviour of officials

Time constraints

D1. Delay in administrative procedures

(please specify number of days)

D2. Delay during transportation

(please specify number of days)

D3. Deadlines set for completion of requirements are too short
(please specify required time)

Payment

E1. Unusually high fees and charges (please specify amount)
E2. Informal payment, e.g. bribes (please specify amount)
E3. Need to hire a local customs agent to get shipment unblocked

Infrastructural challenges

F1. Limited/inappropriate facilities

(e.g. storage, cooling, testing, fumigation — please specify)
F2.Inaccessible/limited transportation system

(e.g. poor roads, road blocks — please specify)

F3.Technological constraints, e.g. information and communications
technology

(please specify)

Security

G1. Low security level for persons and goods

Legal constraints

H1. No advance binding ruling procedure

H2. No dispute settlement procedure

H3. No recourse to independent appeal procedure

H4. Poor intellectual property rights protection, e.g. breach of copyright,
patents, trademarks, etc.

H5. Lack of recognition, e.g. of national certificates

Other

I1. Other obstacles (please specify)

<4p
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Business environment and trade facilitation

List of problems with business environment and a lack of trade facilitation

Problems with business environment In home | In partner | In transit

and a lack of trade facilitation country | countries | countries

1. | Lack of access to inputs for production

L
L

2. | Time delays

3. | Corruption, e.g. bribes

4. | Inconsistent/arbitrary behavior of officials

Lack of (well trained) human resources in the agencies/organizations
involved

6. | Need to hire a local customs agent to get shipment unblocked

7. | Complex clearance mechanism, e.g. in customs

Limited transportation system, e.g. poor road, railways and ports
(please specify in the comments)

9. | Limited or extremely expensive airline transportation

10. | Road blocks and checkpoints

11. | Excessive or very expensive weighbridges

12. | Low security level for persons and goods

13. | Lack of storage facilities, including cooling

14. | Lack of accredited testing laboratories

15. | Problems with electricity supply, e.g. electricity cuts

16. | Lack of electronic/computerized procedures

Other technological constraints, e.g. limited access to information and
communication technologies

18. | Lack of access to information, no enquiry point

Ineffective legal enforcement, e.g. contract enforcement, dispute
settlement

20. | Lack of accessible business oriented legal support

21. | Limited or lack of access to trade finance services

Poor intellectual property rights protection e.g. breach of copyright,

O 0 0 dd oo d o000 0dd o0 odoDodoood

PO O

L0000 000 0dL0ddL L 000 Q000
0000000000 000 QD00

2. patents, trademarks

23 Problems with conditions imposed by partner company, e.g. related to
" | letter of credit

24 Other problems with business environment, please

specify:
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Experts and stakeholders interviewed

Experts and stakeholders who participated in the open-end discussions on non-tariff measures and re-
lated obstacles

In addition to NTM survey interviews with companies, interviews with representatives of the following
associations and institutions were undertaken by ITC in May and June 2011:

e Union of producers of Food and Processing industries of Kazakhstan

e Association of Light Industry Enterprises of the Republic of Kazakhstan

e Union of Industrialists and Employers of Almaty, Association of Customs Brokers of Kazakhstan
e Association of Non-Alcoholic Beverages Producers,

e Union of Wine Producers of Kazakhstan

e Association of Furniture and Wood Processing Industries of Kazakhstan

e  Union of Milk Producers

e Association for Support and Development of Pharmaceutical Activities in Kazakhstan
e National Centre of Expertise and Certification

o Kazakh Academy of Nutrition

e Almaty Technological University, Professor Uzakov Yasin.
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