~ A Service of
’. b Leibniz-Informationszentrum

.j B I l I Wirtschaft
) o o o Leibniz Information Centre
Make YOUT PUbllCCltlonS VZSlble. h for Economics ' '

Hindley, Brian

Research Report

Kazakhstan and the world economy: An assessment of
Kazakhstan's trade policy and pending accession to the
WTO

Jan Tumlir Policy Essays, No. 01/2008

Provided in Cooperation with:
European Centre for International Political Economy (ECIPE), Brussels

Suggested Citation: Hindley, Brian (2008) : Kazakhstan and the world economy: An assessment of
Kazakhstan's trade policy and pending accession to the WTO, Jan Tumlir Policy Essays, No. 01/2008,
European Centre for International Political Economy (ECIPE), Brussels

This Version is available at:
https://hdl.handle.net/10419/174857

Standard-Nutzungsbedingungen: Terms of use:

Die Dokumente auf EconStor durfen zu eigenen wissenschaftlichen Documents in EconStor may be saved and copied for your personal
Zwecken und zum Privatgebrauch gespeichert und kopiert werden. and scholarly purposes.

Sie durfen die Dokumente nicht fiir 6ffentliche oder kommerzielle You are not to copy documents for public or commercial purposes, to
Zwecke vervielféltigen, 6ffentlich ausstellen, 6ffentlich zugénglich exhibit the documents publicly, to make them publicly available on the
machen, vertreiben oder anderweitig nutzen. internet, or to distribute or otherwise use the documents in public.
Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen If the documents have been made available under an Open Content
(insbesondere CC-Lizenzen) zur Verfiigung gestellt haben sollten, Licence (especially Creative Commons Licences), you may exercise
gelten abweichend von diesen Nutzungsbedingungen die in der dort further usage rights as specified in the indicated licence.

genannten Lizenz gewahrten Nutzungsrechte.

Mitglied der

WWW.ECONSTOR.EU é@“}


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://hdl.handle.net/10419/174857
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

KAZAKHSTAN AND

THE WORLD ECONOMY:

An assessment of
Kazakhstan’s trade policy
and pending accession to

the WTO

By Brian Hindley

Number 01/2008



About Jan Tumlir: The late Jan Tumlir was a leading scholar of trade policy, with a
distinctive constitutional, classical-liberal defence of free trade drawn from his reading of
law and economics. A Czech by origin, Jan Tumlir emigrated to the West in the 1940s and
in 1967 became the Director of Economic Research and Analysis at the General Agreement
onTariffs and Trade (GATT). He supervised the economic research of the GATT for almost
two decades, and was known as the GATT’s “resident philosopher”. Tumlir emphasised the
structural nature of protectionism as the outgrowth of overactive government at home. He
strongly advocated a rule-based international economic order pillared on free trade and

constitutional democracy.

* Read more about Jan Tumlir at www.ecipe.org/tumlir




Dr Brian Hindley (brian.hindley@ecipe.org),
Emeritus Reader of Trade Policy Economics at
the London School of Economics, is a Senior
Fellow of ECIPE.

This paper has been produced by several
ECIPE scholars. Dr Hindley led the team.
Other contributors are Lucy Davis, Iana
Dreyer, Fredrik Erixon, Arastou Khatibi,
Florian Koebele, Razeen Sally, and Pierre-

Olivier Legault Tremblay.

N CENT,
ovep» h“»

o,
S »
QI A
%
m
3
2
>
J
o
k/ N
é'o &A

() ()6
23 qyout’

JAN TUMLIR POLICY ESSAYS
No. Ol

March, 2008

ISSN 1653-8986

EUROPEAN CENTRE FOR INTERNATIONAL
POLITICAL ECONOMY

info@ecipe.org

Rue Belliard 4-6

1040 Brussels

Belgium

Phone +32 (0)2 289 1350

Fax +32 (0)2 289 1350

www.ecipe.org

1 No.01/2008



EXECUTIVE SUMMARY

KazAKHSTAN HAS BEEN negotiating accession to the
World Trade Organization (WTO) for twelve years.
Long accession processes have not been unusual since
the creation of the WTO, which covers more policy
areas than the GATT, many of which are of greater com-
plexity and political sensitivity.

What sets Kazakhstan-- and other countries within its
region —apart from WTO applicants in general is that it
is an economy in transition. In a country where degrees
of commitment to economic and trade liberalization are
often uncertain, and reform speed and strength can vary
between sectors of the domestic economy, negotiating
the commitments required to join an organization such
as the WTO is even more complicated.

WTO membership is a matter of economic strategy,
and this study is chiefly concerned with such considera-
tions. For Kazakhstan, though, the decision to join the
WTO also involves geopolitical concerns. In the light
of these legitimate concerns, this study sketches trade-
policy alternatives and what these entail.

The past decade of economic reforms in Kazakhstan
bodes well for WTO membership. However, a closer
look at current international economic and trade pol-
icy shows the persistence of trade barriers that offset
reform progress elsewhere, and that will be challenged
in their accession negotiations. Policies likely to be chal-
lenged are discriminatory taxes, the transaction pass-
port, TBT and SPS standards, tarift peaks, and invest-

ment barriers.

THE RESULTS OF an econometric study show that mem-
bership of the WTO would only lead to small static
effects on trade. Kazakhstan has already liberalized its
trade policy considerably, and the majority of its own
exports are made up of oil and minerals, which are not
covered by WTO agreements. Therefore, benefits will
primarily come through the import side. Given the small

immediate benefits of WTO accession, it can be argued

that the “price of membership” that the WTO asks Kaza-
khstan to pay should be low.

WTO membership, however, will provide Kaza-
khstan with a lock-in mechanism that can help the
country to increase investor confidence. Furthermore,
accession will have a more profound effect on Kaza-
khstan’s trade and economic welfare if it is combined
with further institutional reforms and increased invest-
ment openness. If Kazakhstan attained a similar level of
institutional quality as in the European Union, quantita-
tive assessment suggests that trade can increase by 75

percent .

AccgessioN To THE WTO is likely to have a positive influ-
ence on Kazakhstan’s regional trade agreements and
lower the diversion of trade that these various agree-
ments threaten. Kazakhstan has committed itself to
deepen regional trade integration with Russia and other
neighbours, but quantitative analysis shows that such
political priorities may be economically costly to Kaza-
khstan. Kazakhstan already trades too much with some
of its regional members, and, consequently, too little
with other parts of the world. Regional integration will
increase this bias, whereas Kazakhstan should be direct-
ing its efforts towards reversing it. Kazakhstan’s WTO
accession, though, is complicated by its entanglement in
a wider political and economic complex emerging from
Russian pre-eminence and claims to such pre-eminence
in the former Soviet Union. The complexity of the sit-
uation is compounded by Russia’s own difficult WTO
accession process. Kazakhstan is economically and stra-
tegically strongly aligned to Russia, and taking the step
of accelerating WTO accession without waiting for Rus-
sia demands strong political resolve by the Kazakh gov-
ernment. Europe and the United States seem to support
the “Russia first” policy in the CIS, though by default
rather than actively. However, if they wish to see Kaza-
khstan anchored in the multilateral trading system, a
stronger resolve to finalize the process in collaboration
with Kazakhstan may be required.
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CHAPTER |. INTRODUCTION:
KAZAKHSTAN AND THEWTO

KAZAKHSTAN APPLIED FOR membership of the World
Trade Organization (WTO) in 1996. Twelve years later
it is still not a member. Long accession negotiations are
not unusual: it took 15 years for China to become a
member, in 2001. Russia applied in 1993 and is still not
a member. During the GATT years, accessions could
usually be achieved more quickly. But the WTO covers
more policy areas than the GATT, and extended acces-
sion negotiations are one consequence. Furthermore,
the accession process has become more political: the
issues subject to negotiation and reform are at the heart
of domestic politics. Geopolitical considerations may
also be involved. Yet the key fact behind longer acces-
sion negotiations is that many recent new members,
and several countries in the process of acceding, are in
transition: moving from command economy to market
economy. That transition entails a fundamental reorgani-
zation of economic and political structures. New insti-
tutions, policies and economic perceptions do not take
root overnight.

KAZAKHSTAN IS NO exception. It was a late reformer.
Some of the countries that emerged from the break up
of the former Soviet Union immediately embarked on
radical economic reform, but Kazakhstan did not com-
mit itself to reform until the late 1990s. Once started,
however, its reform programme quickly changed the
nature of economic policy in Kazakhstan. Helped by a
boom in commodity prices, reform has been followed
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by surging economic growth. Within eight years the
size of the economy, measured in dollars, has quadru-
pled, improving considerably the quality of life for many
Kazakhs.

GEOGRAPHY DOEs NOT make it easy for Kazakhstan to
become a successful trading nation. It is a landlocked
country, distant from key world markets. It was once
a stop along the Silk Road, but it is today surrounded
by developing countries with poor transport infrastruc-
ture and dubious economic track records. Yet trade and
foreign direct investments have been central to Kaza-
khstan’s recent prosperity. Its stellar economic perform-
ance would not have been possible without increasing
economic integration with the outside world, primarily
its export of commodities (which accounts for around
80 percent of its total exports). This study takes stock
of Kazakhstan’s economic reforms and trade status and
analyses issues surrounding its application for member-
ship of the World Trade Organization. The study assesses
the costs and benefits that will accrue to Kazakhstan from
joining the WTO, and analyses the impact of member-
ship on its trade policy and commercial strategy. WTO
membership is a matter of economic strategy, and this
study is chiefly concerned with such considerations. For
Kazakhstan, though, the decision to join the WTO also
involves geopolitical concerns. In the light of these legit-
imate concerns, this study sketches trade-policy alterna-
tives and what these entail.

No. 01/2008



CHAPTER 2. ECONOMY OF
KAZAKHSTAN: AN OVERVIEW

ThE ROLE AND economic significance of the countries of
Central Asia have been transformed over the past decade.
High oil and commodity prices have been a key factor in
their impressive growth, but growth has also followed
post-independence reforms in economic systems.

Economic reform in Kazakhstan has been more com-
prehensive than in some other countries in the region.
Underlying reform in Kazakhstan is a desire to integrate
more deeply with the global economy and to establish
Kazakhstan as a significant player in global markets. A
closer look at what has actually been achieved so far,
however, reveals a mixed picture of economic change,
success and persistent problems. Economic develop-
ment over the past decade has been dependent on oil and
mineral exports, coupled with capital inflows, and the
impressive growth rates witnessed in Kazakhstan mask
ongoing problems within the country and concerns with
domestic economic management
by the government. This chapter
focuses on some of the key areas of
economic reform to build a picture
of how Kazakhstan has developed
since independence.

2.1 Stages of Economic
Reform and Growth

Post-Independence:
1991 — 1994

TuE FIRST FEW years of independ-

ence were characterized by eco-

nomic instability and decline. The

break up of the Soviet Union brought

with it a collapse in demand for the heavy industry prod-
ucts that Kazakhstan had traditionally exported in the
Soviet system, and the economy contracted. The steep-
est decline occurred in 1994, when GDP fell by 12.6 %
(Rakhmatulina, 2006).

1994 — 2000: Macro-Economic Development

IN THE MID-1990s, these pressures forced the govern-
ment of Kazakhstan to take more seriously the idea of
economic reform. Kazakhstan launched strategies such
as “Kazakhstan 2030. Prosperity, security and improve-
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ment of welfare of the citizens of Kazakhstan”. Seven
national priorities were identified, including privatisa-
tion of state-owned corporations; foreign investment
laws updated and an increase in foreign participation;
lifting of restrictions on trade and foreign exchange
transactions; modernization of financial systems; laws
updated on labour practices, corporate governance and
transparency; and upgrading of tax and customs admin-
istration.
Economic performance substantially improved
during and after this period, and economic recovery
and growth began in earnest in 2000. GDP growth of
8-10 % has been sustained in the last seven years (Figure
1), with real GDP slightly above the average for other
transition countries in the region and GDP per cap-
ita more than doubling during that period. The budget

balance currently stands at 0.2 % of GDP.

Figure 1. Growth of GDP and GDP per capita,
Kazakhstan 1992 - 2006

mmm Annual Percent Change (left axis)
—e— GDP per capita (US dollars - right axis)
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Source: EBRD (2007).

It is not clear, however, how much of this recovery
can be attributed to the government’s “prudent eco-
nomic policies” (IMF, 2007), and how much to surging
world oil prices.

2000 — Present: Banking and Financial Reform

BANKING REFORMS HAVE been among the most success-
ful of the government’s efforts in Kazakhstan. From
1996, the government began introducing Western bank-
ing laws, modern payment systems and tightening pru-
dential regulations, as well as privatizing the manage-



Figure 2. FDI Inflows (net, US$ millions)
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Source: EBRD (2007).

Figure 3. Inflation and Current Account Balance,
Kazakhstan 1992 - 2007

mmm Inflation (annual percent change - left axis)

—e— Current Account Balance (percent of GDP - right axis)
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In the financial sector, stock
market capitalization has increased
in the last ten years, from 6.1 % of
GDP to 54.7 %. Annual inflation
has fallen from 1,662 % in 1993 to
8.6 % in 2007 (Figure 3).

All of this has substantially eased
the economic pressures that the
government of Kazakhstan was fac-
ing in the 1990s. The government’s
budget has been in surplus since
2001 and public debt is now just
6 % of GDP.

However, all is not as well as

might appear from such figures. The
IMF this year cautioned that rapid
expansion of money and credit
might spill over into inflation. The
external debt of Kazakhstan’s banks
— responsible for much of
this external borrowing —
has risen steeply in recent
years, totalling $46 billion
in mid-2007, 48 % of GDP.
In 2007, however, turmoil
in global markets caused

80

a sudden halt in capital

60

inflows to Kazakhstan. The
central bank has responded

40

by injecting liquidity and
supporting the tenge (IMF,

20

2007).

Source: EBRD (2007).

ment of pension contributions. More recent activity has
included liberalization of the currency regime, most
notably the removal of the licensing requirement for
capital account transactions in early 2007. The govern-
ment has also established a basic framework to attract
foreign direct investment (FDI) into its resource-rich
oil and mineral sector, including partial privatization of
the electricity sector (World Bank, 2007). FDI inflows,
though somewhat erratic (figure 2), have nonetheless
increased significantly since the mid-1990s.

2.2 Transformation
Through Reform?

FroM THE SECTIONS above, a

picture begins to emerge of

a country currently enjoying

high growth rates, but also
facing some problems. Key transition indicators provide
an indication of the degree of reform that has actually
been carried out in the economy and how this could
affect Kazakhstan’s economic development. The follow-
ing table shows how the European Bank for Reconstruc-
tion and Development describes the current situation
using a scale of transition. Indicators are divided into
those in which Kazakhstan scores above average and
those in which it scores below average.

No.01/2008
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Table 2.1: Transition indicators for Kazakhstan, 2007

Area of reform - Above average Level of progress

Comprehensive; state procure-
ment at non-market prices
largely phased out; only a small
number of administered prices
remain.

Price liberalization

Removal of almost all quantita-
tive and administrative import
and export restrictions; almost
full current account convert-
ibility.

Trade and foreign exchange

Substantial progress in estab-
lishment of bank solvency and
of a framework for prudential
supervision and regulation; full
interest rate liberalization with
little preferential access to
cheap refinancing; significant
lending to private enterprises
and significant presence of
private banks.

Banking reform and interest rate
liberalization

Complete privatization of small
companies with tradable owner-
ship rights.

Small scale privatization

Area of reform - Below average

More than 25 % of large-scale
enterprise assets in private
hands or in the process of
being privatized, but possibly
with major unresolved issues
regarding corporate govern-
ance.

Large scale privatization

Moderately tight credit and
subsidy policy, but weak
enforcement of bankruptcy leg-
islation and little action taken
to strengthen competition and
corporate governance.

Government and enterprise
restructuring

Competition policy and legisla-
tion and institutions set up;
some reduction of entry restric-
tions and some enforcement
action on dominant firms.

Competition policy

Formation of securities
exchanges, market-makers
and brokers; some trading

in government paper and/or
securities; rudimentary legal
and regulatory framework for
the issuance and trading of
securities.

Securities markets and non-bank
financial institutions

Power company distanced from
government, but there is still
political interference. Some
attempt to harden budget con-
straints, but effective tariffs are
low. Weak management incen-
tives for efficient performance.
Little institutional reform and
minimal, if any, private sector
involvement.

Overall infrastructure reform
(average of indicators covering
electric power, railways, roads,
telecommunications, water and

waste water.)

Source: EBRD (2007).

All of these indicators began at level 1, i e “little
progress”, in the early 1990s, and they support the fact
that significant progress has been made in areas such as
banking reform. Price liberalization now even scores 4,
close to the standards of an industrialized market econ-
omy, and private sector share in GDP was 70 % in 2007,

1. Index of economic freedom (2008).

No.01/2008
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up from 10 % in 1992. Kazakhstan is by no means a
“minimum performer” when it comes to reform, but,
despite the government’s statements, it is perhaps not
as far down the road from centrally-planned economy
to free market democracy as is sometimes suggested.
According to the Index of economic freedom, after a
decade and a half of reform, Kazakhstan’s economy is
now 60.5 % free, with its overall score up from last year
mainly reflecting an improvement in trade freedom'.
Despite repeated statements of intent, there is clearly
much progress still to be made in terms of opening up
other areas of the Kazakh economy, most notably large-
scale privatization, enterprise restructuring and infra-
structure. Even the banking sector, despite reforms,
still continues to operate with a number of restrictions,
most notably with regard to foreign ownership (of the
thirty three banks in Kazakhstan, fourteen are foreign
owned; EBRD, 2007) and access of multinational banks
to domestic markets.

Figure 4 shows how Kazakhstan compares to other
countries in the region. It appears to be average, follow-
ing a pattern of partial but not full reform.

Figure 4. Transition Indicators, 2006

mmm Maximum, transition countries
M Kazakhstan
I Minimum, transition countries

f=4
25
=
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O =

©
2>
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Small-scale
privatisation
Enterprise
restructuring
Price
liberalisation
Trade and
Forex system
Competition
policy
Non-bank
financial
institutions
Infrastructure
reform

Source: EBRD (2007).

Significant shortcomings remain, however, in three
arcas: investment freedom, property rights and free-
dom from corruption. In virtually all sectors, for exam-
ple, foreign investment faces barriers and bureaucratic

incompetence.
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2.3 Economic Structure

IN TERMS OF economic structure, a similar mix of
change, success and persistent problems can be seen.
Economic growth has clearly been led by the oil and
extractive industry sectors, which continue to dominate
exports in particular. However, statistics from the US
Central Intelligence Agency suggest that in 2006, while
agriculture accounted for 5.7 % GDP and industry for
39.4 %, services contributed 54.4 %.

Figure 5. Output and Expenditure

m Industrial Gross Output <& Private Consumption

improved markedly since the beginning of this decade.
The poverty rate has dropped from over 30 % in 1999
to under 10 % (in 2005), while income distribution has
become more even (IMF, 2007). This is compared to
poverty rates in the Kyrgyz Republic, for example, of
21.4 % in 2006.

However, when such indicators are broken down, a
different picture begins to emerge. Kazakhstan has some
of the worst health indicators in the Europe and Central
Asia region, such as access to safe drinking water, and the

World Bank warns that human
capital has actually been stead-

20 T T 20 ily eroded over the past decade,
10 4+ 1. with high incidence of tubercu-
losis and HIV/AIDS infection
’ 1993 199 To~— 2001 2003 2005 T 0 rates increasing very fast (World
10 Bank, 2007). Meanwhile, gov-
90 - T ernment expenditure on health
%0 1 5 and education remains low, both
at 2.3 % in 2005 (EBRD, 2007).

40 L 1 30

Source: EBRD (2007).

Industrial output has continued to grow over the
past decade, and within Kazakhstan the impact has been
broadly positive. Figure 5 shows rates of change of pri-
vate consumption and output increasing consistently
alongside each other. But in addition, unemployment
has fallen consistently, from 12.8 % of the labour force
in 2000, to 7.8 % at the end of 2006, while average
monthly earnings in the economy increased by 20.4 %
in 2006.

However, potential hindrances to further economic
progress are causing concern for the government. A
recent study by the Kazakhstan Institute of Strategic
Studies (Rakhmatulina, 2006) speaks of a continuing lack
of competitiveness of the manufacturing sector, as well as
inadequate development of high value added industry.

Problems in the banking sector also cause concern:
Kazakhstan currently performs poorly in terms of cre-
ating an enabling environment for small and medium-
sized enterprises (SMEs). This has become more marked
recently, as increased oil exports and significant capital
inflows have led to the tenge appreciating consider-
ably against the US dollar, making it difficult for non-
oil exports to remain competitive and bringing talk of
“Dutch disease.”

A related concern is social and human develop-
ment within Kazakhstan. Broadly, social indicators have

2.4 Trade

Trade patterns

O11L AND MINERALS have been the driving force of Kaza-
khstan’s economic development over the past decade
and a half and the country’s export and import patterns
are unsurprising in this respect.

Table 2.2 Principal exports of Kazakhstan

Products (2006) % of total exports
Mineral products 71.9
Metals 16.1
Chemicals 4.2
Food products 2.8
Machinery and equipment 1.8
Other 3.2

Source: The Economist Intelligence Unit (2008).

Table 2.3. Principal imports of Kazakhstan

Products 9% of total imports
Machinery and equipment 45.2
Mineral products 14.3
Metals 13.3
Chemicals 10.8
Food products 7.0
Other 9.4

Source: The Economist Intelligence Unit (2008).

No. 01/2008



Despite the rise of the services sector, oil extraction
and oil related construction, transportation and process-
ing still account for the vast majority of exports, and the
government stresses that its main economic priority is
to diversify and avoid what it regards as over-depend-

ence on the energy sector.

Figure 6. Merchandise Exports and Imports

However, the transition has not been a smooth one.
Tariff revenues from the past ten years show some vol-
atility (figure 7). Having been cut substantially in the
early years of reform, they have since fluctuated, show-
ing a possible upswing beginning again in 2006.

Of course, trade policy is more than just tariffs. Non-

tariff barriers have persisted in
Kazakhstan throughout the reform

<> Exports (US$millions)

B Imports (US$millions)

process and non—transparent regu-

lations and standards, service mar-

ketaccess barriers, import licensing

45000 -
40000 - requirements, opaque government
procurement, weak enforcement
35000 + . .
of intellectual property rights, and
30000 customs inefficiency and complex-
25000 ity still add to the cost of trade,
. bl
20000 - lowering Kazakhstan’s overall per-
formance on trade freedom.
15000
10000 +
5000 |- 2.5 Concluding Comment
L L L L L L L L L L L L L L |
0 | | | | | | | | | | | | | | | T . K
LS S S S S N S S N 6 © & HE PAST FIFTEEN vyears in Kaza-
\QQ \QDJ \QQ \QQ \Qq \q(b \qq \QQ ()90 Q/QQ (\90 Q,QQ WQQ Q/QQ Q/QQ WOQ y

Source: EBRD (2007).

In terms of destination, Kazakhstan’s exports are
remarkably dispersed. By far its largest source of
imports, however, is Russia (Table 2.4).

Table 2.4.

Destination of exports and origin of imports, 2006
ooy | wortom | et |
Italy 18.0 Russia 38.3
Switzerland 176 China 8.1
Russia 9.8 Germany 7.6
China 9.4 us 4.7
France 8.8 Ukraine 4.2

Source: The Economist Intelligence Unit (2008).

Trade Policy

KAZAKHSTAN 1s AMONG the better performers in the
region in terms of external trade and foreign exchange
policy. In 2007, the EBRD gave Kazakhstan a score of
3.7 (with 4 being the highest) in its transition indicators:
a great improvement on having been at the very bottom
of the scale ten years previously.

No.01/2008
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khstan have certainly seen a trans-
formation of the economy of Kaza-
khstan. Expanded oil production
and inflows of foreign capital have led to high growth
rates. Oil production looks set to be the main driver of
the economy for the foreseeable future, implying con-
tinued economic growth, as well as abundant resources
with which to further upgrade the country’s infrastruc-
ture. China for example, has invested billions in oil com-
panies and pipelines to access Kazakhstan’s hydrocarbon
resources, and output is projected to grow from 1.2
million barrels a day in 2006 to 3.5 million barrels a day
in 2020.

The extent to which these economic achievements
can be credited to the reforms of the government
of Kazakhstan, however, remains unclear. Much has
been done to create a more attractive business envi-
ronment and financial sector in order to attract FDI,
but this has been primarily in the oil sector. Concerns
remain over corruption, continued barriers to for-
eign ownership and continued over-regulation of the
country’s infrastructure. Reforms have perhaps been
less far reaching than is commonly believed, and the
country’s trading patterns and some persistent barri-
ers to trade suggest that the Kazakh economy in 2008
is in some respects not far removed from the 1990s.
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Figure 7. Trade 1992 - 2006
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Source: EBRD (2007).

CHAPTER 3 ACCESSION TO THE
WTO:BACKGROUND

ArticLE XII oF the Marrakesh Agreement Establishing the
World Trade Organization provides for accession to the
WTO. The immediately relevant paragraphs of the arti-
cle say that:

“1. Any State or separate customs territory pos-
sessing full autonomy in the conduct of its exter-
nal commercial relations and of the other matters
provided for in this Agreement and the Multilat-
eral Trade Agreements may accede to this Agree-
ment, on terms to be agreed between it and the
WTO. Such accession shall apply to this Agreement
and the Multilateral Trade Agreements annexed
thereto.

“2. Decisions on accession shall be taken by the
Ministerial Conference. The Ministerial Confer-
ence shall approve the agreement on the terms of
the accession by a two-thirds majority of the Mem-
bers of the WTO.”

Provisions relating to accession also
appear in Article XIII Paragraph 1

says:

— 200

T 180 “1.This Agreement and the Multilateral

-+ 160 Trade Agreements in Annexes 1 and 2

+ 140 shall not apply as between any Member

1 400 and any other Member if either of the

1 100 Members, at the time either becomes

1 & a Member, does not consent to such

Ly

1 o application.

T These provisions seem to imply
that an accession could occur with up
to one-third of existing WTO mem-

bers voting against it. Moreover, they

seem to suggest that a country might

accede with an indeterminate number

of existing members refusing to fully
apply WTO rules to the new member.” These appear-
ances, however, are deceptive: the de facto rule is that
an accession requires consensus among existing WTO
members.

Articles XII and XIII do offer a route to accession
without unanimity. Thus, if one or two members tried
to force conditions upon an acceding country that were
regarded by all or most other members as onerous or
unreasonable, a means is available to evade those condi-
tions and still allow the accession to go forward. Still,
consensus is the de facto rule.

3.1 Accession Process
Memorandum and Working Party

WHEN A cOuNTRY applies for membership of the WTO,
a working party is established to deal with the applica-
tion. Any member of the WTO may join the working
party. Decisions of the working party are taken by con-
sensus.’

The applicant country is required to submit to the

2. Rules similar to those cited applied to accession to the GATT. When Japan acceded to the GATT, in 1955, 50 existing members of that
organization did indeed decline to fully apply GATT rules to the new member. No such case has appeared in the WTO.

3. In practical terms, therefore, the conditions for consensus in the ministerial conference are created in the working party. Any member with an
interest in trade with the applicant country has a right to be a member of the working party. A member who does not join it but nevertheless
objects to the accession in the ministerial conference will therefore be in a weak position — probably an untenable position — in the ministerial
conference. A member would be in a similarly weak position if it joined the working party, and voted for admission as a member of it, but then
decided to change its vote in the ministerial conference. Despite the reference in Article X11(2) to the ministerial conference, and the possibil-
ity of negative votes in that body, therefore, contentious issues will in fact be dealt with in the working party.

No. 01/2008



EN
Ny

.
i)
O{]

working party a draft memorandum describing the appli-
cant’s trade-policy regime. The contents of the memo-
randum are open to question and requests for clarifi-
cation by members of the working party. The applicant
must satisfactorily respond to these questions.*

The issues raised by members of the working party
depend on the candidate country and the composition
of the working party. An invariable concern, however,
is that the laws and regulations of the acceding country
conform to WTO provisions. This extends beyond issues
having a direct bearing on trade, such as, for example,
the applicant’s customs law, tariff schedule, regulations
on imports and exports, and intellectual property law.
Applicants must also expect to be questioned on issues
that have only an indirect connection with trade — such
as their laws on joint stock companies, the activities of
the central bank and credit institutions, licensing of eco-
nomic activity, domestic taxation, regulations on food
and alcoholic beverages, veterinary medicine and quar-

antine regulations, and consumer protection.

Issues for Countries in Transition

A NUMBER OF themes commonly arise when the acces-
sion process of countries in transition is at issue. Micha-
lopoulos, 1998, identifies a number of these.

Within the context of laws and the operations of gov-
ernmental institutions, two issues tend to receive spe-
cial attention when questions are addressed to transition
economies. One is the extent of privatization. The other
is whether government agencies involved in the regula-
tion of economic activity act on the basis of transparent
rules and criteria rather than administrative discretion.
Both issues stem from the dominant role of the state
in economies that were formerly centrally planned and
from a concern that the role of the state has been appro-
priately reduced.

A second set of issues relates to the capacity of
national agencies to implement commitments. Govern-
ance is in question here: do government agencies have
the authority and capacity to implement commitments
they might offer? In some jurisdictions, local authori-
ties have the right to nullify commitments made by the
national authorities.

Third, countries may be urged to join plurilateral
agreements — agreements that were not a condition of
WTO membership at the time of the Uruguay Round.
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Examples are the Government Procurement Code and
the Agreements on Telecommunications and Informa-
tion Technology.

Issues for Countries of the FSU:
Customs Unions

REGIONAL INTEGRATION TENDS to be a focus for work-
ing parties when the applicant is a country of the FSU.
Following the collapse of the Soviet Union, there have
been several attempts to create regional integration
agreements in the FSU. The current manifestation of this
impulse is the Eurasian Economic Community (EAEC)
—apolitical and economic union between Belarus, Kaza-
khstan, the Kyrgyz Republic, the Russian Federation,
and Tajikistan. More recently, there has been a proposal
for a Common Economic Space (CES) between the Rus-
sian Federation, Belarus, Kazakhstan, and Ukraine.

EAEC and prospective CES members have said that
they view the implementation of these customs unions
as a first step toward deeper integration, and they have
undertaken actions to this end. Although EAEC imple-
mentation is still far from complete, its members have
recently increased their efforts to implement common
EAEC tariff rates.

SEVERAL MEMBERS OF these arrangements are secking
accession to the WTO, and Kazakhstan is one of them.
Such arrangements are not intrinsically incompatible
with the WTO: customs unions and free trade areas are
clearly permitted under Article XXIV.

In the case of acceding members, however, they raise
problems. This is especially true when a customs union,
which entails a common external tariff (CET), is pro-
posed. A free trade area, in which each member main-
tains its own tariff schedule, raises fewer issues.

The issue that arises when some members of the cus-
toms union are also members of the WTO, as in the case
of the EAEC, is that a member of the WTO will have
committed to tariff bindings as part of its accession. The
level of bindings that it has agreed will therefore be the
maximum CET for the customs union: unless a higher
CET can be negotiated with the WTO when the cus-
toms union is formed; or the country breaks its commit-
ment to the WTO; or it leaves the WTO.

If members of the customs union then accede to
the WTO, moreover, the WTO must either accept

4. The working party on Kazakhstan's accession was established in February 1996; Kazakhstan's memorandum was first circulated in Septem-
ber 1996; and the first questions of the working party were submitted to Kazakhstan in January 1997.
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the existing CET as the tariff level of the prospective
new member; or the members of the customs union
who are already members of the WTO must agree to
accept reductions in their tariff (that is, in the CET) if
the negotiation with the non-member of the WTO has
that outcome. These are not insuperable difficulties
(as the admission to the WTO of the Kyrgyz Republic,
which is involved in such arrangements suggests). They
are, though, not issues that a WTO working party can
ignore.

3.2 Bilateral Negotiations

RESPONDING TO sUCH questions from members of the
working party is by no means the only interaction of
the applicant with the working party. The applicant must
also negotiate with each member of the working party
individually, and must enter a bilateral agreement with
cach member to certify that the member accepts the
accession package offered by the applicant.

If there are X members of the working party, there-
fore, the applicant must take part in X bilateral negotia-
tions; and for accession to occur, each of these negotia-
tions must finish with a bilateral agreement. In the case
of Kazakhstan, for example, there are 32 members of the
working party (counting the EC and its member states
as one); and at the time of writing (December 2007),
15 of them have declared themselves satisfied with the
terms that Kazakhstan is offering for its accession.’

When all members of the working party have con-
cluded a bilateral agreement with the applicant, the
working party adopts a protocol of accession for sub-
mission to the Ministerial Conference. Adoption of the
protocol by the Ministerial Conference completes the
accession process: the applicant becomes a member of
the WTO.

The process can be lengthy. Even leaving aside the
marathon of China’s accession negotiations, the admis-
sion of recent entrants has on average taken roughly ten
years from start to finish. It can, though, be consider-
ably faster. The Kyrgyz Republic, whose working party
was established in April 1996, became a member in
December 1998.
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3.3 Substance Of Bilateral Negotiations

For APPLICANTS, THE central questions are what they
might be asked to do, and what pressure they will be
under to concede different requests. Clearly, an appli-
cant can be asked to bring into conformity with the
WTO any aspect of its policy that is inconsistent with
the WTO; and it must accept such requirements (though
it may be able to negotiate delays before being required
to come into full conformity). But what other requests
must it consider and possibly accept?

If a member of the working party asks an applicant to
reduce import duties on items that are exported by that
member, for example, will the applicant be under pres-
sure to concede that demand? If an applicant is asked to
make concessions in areas in which existing members
have not been required to make concessions — say spe-
cific commitments in speciﬁc service sectors — must it
do so? If asked to accept aWTO agreement that was not
part of the single undertaking in the Uruguay Round —
the Government Procurement Agreement, for example
— is the applicant obliged to accept that agreement?

Important as these questions may be for the appli-
cant, clear answers to them are hard to come by. No
WTO rule describes the “price” an applicant must pay
for accession. This is, of course, also the position in mul-
tilateral trade negotiations: participants (at least devel-
oped-country participants) must exchange equal con-
cessions — but it is the negotiating parties that define
“equal”: no WTO rule tells them how to recognize an
equal bargain.

Evenett and Primo Braga (2005) however, provide
useful evidence on the price of accession. They study the
twenty accessions to the WTO that took place before
their research. Their results are conveniently summa-

rized by type of commitment.

Market Access Commitments

“With respect to market access commitments, for
both agricultural and non-agricultural goods the
average tariff binding that acceding countries were
allowed is falling over time and is now at levels well
below those agreed by developing countries in the

The members of the working party on the accession of Kazakhstan are (* indicates a completed bilateral): Australia; Brazil; Canada; China*;

Chinese Taipei; Colombia; Croatia; Cuba*; the Dominican Republic*; Egypt*; the EC and its member states; Georgia*; Honduras*; India;
Jamaica; Japan*; Republic of Korea*; the Kyrgyz Republic*; Malaysia; Mexico*; Moldova; Mongolia; New Zealand; Norway*; Oman*; Paki-
stan*; Paraguay; Poland; Switzerland*; Thailand; Turkey*; and the U.S. Bulgaria; the Czech Republic; Estonia; Latvia; Lithuania; Poland; and
the Slovak Republic; were originally members of the working party, but are now members of the EC. Bulgaria completed a bilateral with Kaza-

khstan before it became a member of the EC.
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Uruguay Round. In short, from a “mercantilist”

perspective, the relative price of WTO accession
is high (in comparison to Uruguay Round com-
mitments made by peer nations) and growing over
time.”

Evenett and Primo Braga, 2006, p.3.

Another way of looking at the issue is to see at what
levels applicants now bind tariffs. An impressionis-
tic view of recent accessions suggests that the average
bound tariff level of applicants on accession has been
10-15 % for agricultural goods and 5-12.5 % for non-
agricultural goods.

Services

A SIMILAR PICTURE applies to services commitments
under the GATS:

“Taking the number of services sub-sectors (of the
160 identified in the WTO’s classification list) com-
mitted by countries as a proxy for the “price” to be
aWTO Member, one observes that LDCs that were
founding members of the WTO committed on
average 20 sub-sectors. The averages for founding
Members in the developing and developed catego-
ries, in turn, were respectively 44 and 108. Coun-
tries that have acceded since 1995, in turn, have on
average committed around 104 sub-sectors.”
Evenett and Primo Braga, 2006, p.3.

This conclusion is similar to that of Grynberg,

Ognivtsev, and Razzaque, 2002, page vii:

“At the most aggregate level, while WTO mem-
bers have on average taken up some kind of com-
mitment in six sectors out of a maximum of 12, the
comparable figure for acceding countries is ten. At
the 2-digit level, acceded countries took commit-
ments in 36 sectors compared to only 17 taken by
WTO members. Finally, at the most disaggregated
level, acceding countries have commitments almost
two and a half times bigger — 103 as against 42.The
accession negotiations have resulted in countries

undertaking commitments that apparently bear

6.

no relationship to their level of economic develop-
ment as reflected in per capita income.”

A simple count of the number of sectors in which
commitments have been made is, of course, a crude
measure of the level of commitment. Simple count-
ing does not capture the depth (e g, the scheduling of
explicit limitations) or the breadth (e g, the modes of
delivery covered) of the commitment.

Still, if countries going through the WTO acces-
sion process commit a much higher number of sub-
sectors than GATT contracting parties at a simi-
lar level of development did in the context of the
Uruguay Round (1986-94) negotiations, this sug-
gests (in the absence of evidence that their com-
mitments are shallower or narrower than founding
members’) that their overall commitment is greater.

Rules

COMMITMENTS THAT COUNTRIES have adopted when
joining the WTO offer a more-mixed picture. Leav-
ing aside China and Taiwan, acceding countries signed
around 25 such commitments.

These commitments typically concern a wide range
of state measures, some of which are not obviously
trade-related. Bulgaria, for example, made, as well as
a number relating to trade-policy measures, commit-
ments with respect to domestic price controls, the pri-
vatization of state-owned enterprises, and excise taxes

on alcohol.

WTO+ Commitments

Do coMMITMENTS sucH as those of Bulgaria go beyond
the Uruguay Round agreements? Alternatively, do they
entail agreement by an acceding country to forgo rights
possessed by founder members of the WTO? If so, they
are WTO+ commitments.

Identifying WTO+ agreements, though, raises prob-
lems of interpretation. WTO agreements are always
open to interpretation; and interpretation of an agree-
ment affects judgments about whether an accession
commitment goes beyond it. It is not surprising, there-
fore, that there is sharp disagreement over the extent of
WTO+ commitments.

In a similar vein, Nepal and Cambodia, the two LDCs that have joined the WTO since 1995, committed to 76 and 93 sub-sectors, respec-

tively. This contrasts with the 20 sub-sectors that LDCs committed to (on average) during the Uruguay Round. Marchetti (2004) provides

more information about service commitments.
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The WTO+ status of some accession agreements,
however, seems beyond dispute. Those of Bulgaria are
one example. Another is the commitment by the King-
dom of Jordan that if any of its laws or state acts are
found to contradict international treaties (not just
WTO agreements) then the international treaty takes
precedence. So is Ecuador’s commitment to eliminate
all subsidies before its accession; which is harsh, but
only disputably WTO+. That commitment, however,
was accompanied by an agreement never again to re-
introduce the subsidies, which is more clearly WTO+.
The acceptance by China of product-specific transitional
safeguard provisions, more easily triggered than regular
WTO safeguards is a further illustration.

The extent of WTO+ commitments is disputed,
but it seems clear that they exist. It does not follow, of
course, that a WTO candidate will be asked for such
commitments. It does follow that any WTO candidate
should be alert to the possibility that such a request will
be made.

3.4 Concluding Comment

AccgessioN To THE WTO can be a long and wearing
process. Individual countries must decide whether the
gains to them from WTO membership are worth the
trials and tribulations that the accession process entails.

An interesting question is the extent to which the
direct economic gains of the acceding country are taken
into account when the working party considers the
appropriate entry price. If so, it is worth noting that in
pure economic terms — leaving aside issues such as the
prestige of WTO membership — Kazakhstan’s potential
gains are small.

JensenandTarr, 2007, pp 3-4, claim that the economic
gains to Kazakhstan of joining the WTO are large:

“We estimate that the gains to Kazakhstan from
WTO accession are 6.7 percent of Kazakhstan
consumption (or 3.7 percent of GDP) in the
medium term, and could be as high as 17.5 per-
cent of Kazakhstan consumption (9.7 percent of
GDP) in the long run. To understand the sources of
these gains, we execute several scenarios that allow
us to decompose the impacts. Tariff reform only is

TUa,
<
)

~3

¥s o

cy 655

responsible for 0.4 percentage points of the gain
in consumption. Improved market access accounts
for 0.5 percentage points of the welfare gain. Com-
bined VAT and local content reform in the oil sec-
tor results in a gain of welfare equal to 0.9 percent
of consumption. We estimate that the gains from
FDI liberalization in services are 4.9 percent of the
value of Kazakhstan consumption, which amounts
to over 70 percent of the total gains from Kaza-
khstan accession.”

This comment of Jensen and Tarr, however, does not
clearly distinguish between two kinds of gain that Kaza-
khstan might obtain from accession to the WTO.

One type of gain can be obtained by Kazakhstan
only by joining the WTO. For example, Kazakhstan
can be sure of obtaining WTO-consistent treatment of
its exports in safeguard and anti-dumping suits only by
joining the WTO. Gains from such a source can legiti-
mately be attributed to WTO membership.

A second type of gain is one that Kazakhstan might
get through joining the WTO, but that it could in princi-
ple obtain without joining the WTO. Thus, WTO acces-
sion might bring about changes in the policies of the gov-
ernment of Kazakhstan that produce economic benefits
for Kazakhstan. If the government of Kazakhstan could
in principle change those policies of its own volition,
without WTO involvement, however, their attribution
to “joining the WTO” is questionable.”

Attribution of such gains to WTO accession cer-
tainly inflates the gains that will accrue to a WTO appli-
cant from accession. But it is a tactic of dubious validity.
Moreover, if a government is aware of the possibility of
making the changes and of their consequences but will
fail to implement them in the absence of WTO acces-
sion, the nature of the “gains” themselves — even whether
they are in fact gains — comes into question.

As A couNnTRy that primarily exports petroleum and
minerals, which are typically not affected by safeguards
or anti-dumping, Kazakhstan has relatively small gains
in the first category. This is the 0.5 percentage points
of the welfare gain calculated by Jensen and Tarr that
derives from “improved market access”. All of the rest of
the gains estimated by Jensen and Tarr are “gains” of the

The boundary between these different types of gain blurs if a case can be made that accession to the WTO is the only way in which the

government of Kazakhstan can obtain consent to the policy changes that produce gains of the second type. To plausibly make such a case,
however, a substantial knowledge of politics in Kazakhstan is required. That the government of Kazakhstan cannot find means to change the
policies except by joining the WTO cannot legitimately be assumed.
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second type, whose attribution to the WTO accession of
Kazakhstan is open to question.

Kazakhstan’s potential gains from acceding to the
WTO are therefore not large: about 0.275 percent of
GDP on the estimate of Jensen and Tarr. If the gains to
Kazakhstan from WTO accession are properly taken into
account, therefore, a case can be made that the price
Kazakhstan should be required to pay to join the WTO
should be commensurately low, calling for conformity
with WTO rules and very little beyond that.

CHAPTER 4: INTERNATIONAL
ECONOMIC POLICY

THIs CHAPTER DISCUSSES the current trade policy of
Kazakhstan. It focuses on tariffs, non-tariff barriers,
trade rules, trade-related regulatory standards, and bar-
riers to investment. These are issues that will attract the

attention of the accession working party.

4.1 Tariffs

IN THE RECENT past, the trade policy of Kazakhstan had
features that were problematic from the standpoint of
WTO accession. The Asian Development Bank (ADB
2006, chapter 3), a source that invites credence, com-
ments that: “Kazakhstan has a rather complex tariff
schedule with a large number of tariff bands and a high
maximum tariff rate, although its non-weighted average
tariff is not high.” ADB 2006, Table 3.1 adds numbers to
these comments: it shows a maximum tariff rate of 100
percent, and says that the unweighted average tariff is
7.4 percent.

ADB 2006 notes that tariffs in Kazakhstan escalate (that
is, rise with the level of processing), so that the effec-
tive protection rate for final processes is higher then the
nominal rate. It gives as examples sausage (Table 3.3),
imports of which bear a nominal tariff rate of 35 percent
but an effective rate of 44 percent; and packed juice, on
which a nominal rate of 15 percent is levied, but the
effective rate of protection is 46 percent

ADB 2006 remarks that excise taxes discriminate
between foreign and domestic output. “In Azerbaijan and
Kazakhstan, the coverage of excise taxes on imported
and domestically produced goods is identical, but the
rates of the former are considerably higher than those of
the latter for some commodities.” Jensen and Tarr 2007,
p 35 note that charges for rail transport in Kazakhstan
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differ according to whether the transported good is an
import, an export, or a domestic product for sale else-
where in Kazakhstan, but do not specify how they vary.
Finally, ADB 2006 notes the existence of export taxes.
“Kazakhstan levies export taxes on a limited number
of commodities when they are exported to non-EAEC
countries.” Ferrous metal scrap is cited as an example,
with the comment that exports to the EU of this com-
modity are also exempt from the tax.

ADB, 2006, chapter 3, p 5, also comments, however,
that “a serious problem with tariffs in Azerbaijan, Kaza-
khstan, Tajikistan and Uzbekistan is that changes in tariff
schedules are rather frequent and unpredictable.” Per-
haps, therefore, these problematic features have already
been removed.

The current tariff schedule of Kazakhstan appears to
be based on six percentage rates: 0, 5, 10, 15, 20 and
30. A complication, however, is that a number of tar-
iffs are stated as, for example, “30 per cent but not less
than 2 euros per kilo.” It is therefore possible that when
this specific element is translated into a percentage, the
actual rate charged is higher — possibly much higher —
than 30 percent. If the import price of a product whose
tariff is specified as above is one Euro, for example, the
tariff rate actually charged would be 200 percent.

Kazakhstan apparently plans further tariff reform in
2008. Informal reports suggest that many tariffs will be
reduced, and that, although some rates will be increased,
the arithmetic average tariff rate will be reduced.

4.2 Non-Tariff Barriers

NON-TARIFF BARRIERS ARE by their nature difficult to
identify. Governments publish schedules of tariffs, but
few publish lists of the NTBs they maintain. Indeed,
they may not recognize as an NTB the regulations that
exporters believe restrict their business.

Asking exporters about the factors that limit their
business in a country is probably the best way to iden-
tify NTBs in that country. Both the EU and the US pub-
lish lists of NTBs provided by their exporters. These lists
have the additional benefit that they may indicate the
priorities that will guide the EU and the US in their yet-
to-be-completed bilateral negotiation with Kazakhstan
on the terms of Kazakhstan’s accession.

The EU distills its view of Kazakhstan’s N'TBs as follows:

“A number of typically post-Soviet problems still
harm the investment climate a lot — pervasive
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corruption, cumbersome bureaucracy, onerous
licensing requirements, incomplete implementa-
tion of laws, partiality of the Courts in the settle-
ment of investment disputes. Furthermore, gov-
ernment policy focuses on the promotion of local
businesses — sometimes at the expense of foreign
investors. In the last five years new regulations in
various areas have reflected an attempt to increase
the “local content” in the economy (local work-
force, local suppliers), in ways that are not always
economically favourable. The government has also
tried to review the terms of contracts signed with
foreign investors, so as to preserve the “balance of
interests” (on the ground that the tax regime has
improved).

“Examples of new laws raising concern include:
p g

*  “The Investment Law, which aims to support
investment in priority sectors of the economy
and to put local and foreign investors on an equal
footing, but does not guarantee access to interna-
tional arbitration and does not protect investors
against future changes in legislation;

*  The procurement rules of June 2002, which pro-
vide for strong State control over the tender pro-
cedures in the oil and gas sector, and run against
the principle of national treatment for EU com-
panies set out in the PCA.

¢ The 2004 Law on International Arbitration.”

USTR 2007 is more specific but identifies only two
non-tariff barriers (NTBs), and, in addition, points to

problems with government procurement.

The transaction passport

Tug rirsT NTB noted by USTR 2007 is the so-called
transaction passport. USTR 2007, comments that “US
exporters to Kazakhstan have consistently identified the
requirement to obtain a ‘transaction passport’ to clear
imported goods through customs as a significant bar-
rier to trade. This regulation is designed to stem capital
outflows and money laundering by requiring importers
to show copies of contracts and other documentation
to legitimize and verify the pricing of import/export

8.  European Commission (2006).
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transactions ... the regulations place relatively tight
restrictions on transaction parameters. For example,
the regulations allow a maximum financing term for
imports of 120 days, after which time the transaction
passport lapses; extending it requires the approval of the
National Bank.”

This description is too brief to be confident that
the system described is inconsistent with the Uruguay
Round Code on Customs Valuation (Agreement on the
Implementation of Article VI of the General Agreement
on Tariffs and Trade 1994), but it seems very likely to
be. USTR 2007 comments that “Amendments to the
Customs Code, aimed at bringing Kazakhstan legisla-
tion further into compliance with WTO standards, are
currently in the works. Among the proposed changes is
the simplification of the transaction passport require-

ment. The government hopes to enact the new statutes
in 2007

Standards, certification and regulation

SeconD, USTR 2007 notes that “a wide range of prod-
ucts are subject to mandatory certification require-
ments, which apply to both domestically-produced and
imported goods. A related regulation lists the specific
categories of products subject to certification, including
machines, cars, agricultural and telecommunications
equipment, construction materials, fuel, clothes, toys,
food and drugs.”

USTR 2007 comments that “[tlhe government is
responsible for product safety but delegates quality con-
trol to authorized private institutions.” It does not make
clear, however, whether the certification requirements
noted in the last paragraph refer to safety or quality (or
both).

USTR 2007 notes that the government has opened
an Information Centre to provide information on tech-
nical regulations to foreign companies and governments.
It also notes, however, that this information is only avail-
able in Russian or Kazakh.

The USTR report notes that “Kazakhstan intends to
accede to the International Laboratory Accreditation
Conference (ILAC). “This step”, it says, “would make
Kazakhstan a party to a number of international treaties
on metrology and standards.” It also comments that “[n]
ew legislation aimed at bringing the legal environment
into compliance with the WTO Agreement on Technical
Barriers to Trade is in the course of being developed.”
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Government procurement

THE TRANSPARENCY AND efficiency of state procurement
in Kazakhstan raises problems for potential US suppli-
ers, says USTR 2007. “The government has taken steps
to improve the transparency of the procurement proc-
ess. In particular, the Committee on Financial Control
has published on its website the list of agencies and state
enterprises that are subject to state procurement regu-
lations; [hJowever the government procurement situa-
tion remains problematic. Further legislative improve-
ment in this area is needed. The government is currently
developing new procurement legislation, which it hopes
to adopt in 2007.”

USTR 2007, notes that “[tlhe ‘Rules on Oil and
Gas Procurement’ give significant preferences to local
suppliers, and establish what many firms, foreign and
domestic, consider unwarranted state interference in
even small tenders.”

Membership in the WTO, per se, however, would not
oblige Kazakhstan to change these practices. The WTO
contains an Agreement on Government Procurement,
but it is a plurilateral agreement — membership of it was
not a condition of WTO membership for original mem-
bers of the WTO. The interest of USTR 2007 in gov-
ernment procurement, however, may well presage pres-
sure on Kazakhstan by the United States to accede to
the Agreement on Government Procurement when it
accedes to the WTO.

4.3 Services
USTR 2007 says that the “Oil and Gas Procurement

Regulation stipulates that oil companies must purchase
services only from Kazakhstan-based companies unless
the required service is unavailable in Kazakhstan.” It also
notes “concerns” about “possible preferential treatment
for Kazakhstan’s recently launched domestic satellite,
which could result in competitive disadvantage for US
satellite operators.”

Most of the known barriers to trade in services,
however, are barriers to investment in Kazakhstan for
the purpose of providing services.

4.4 Investment Barriers

JensEN aND Targ, 2007, provide the most detailed
information available on barriers to trade in services.
They commissioned surveys of restrictions on inward

investment in a number of service sectors (telecom-
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munications; financial services; insurance and securi-
ties; and air and maritime transport) from “a Kazakhstan
research institute that specializes in these sectors.” Prob-
ably no better information is available for these sectors.
Their table B-1, giving their estimates of protection in
the service sector of Kazakhstan, is reproduced below
as Table 4.1. Barriers to inward investment account for
70 percent of the total gains that would accrue to Kaza-
khstan from WTO accession, according to Jensen and
Tarr 2007, p 4.

Table 4.1 Ad valorem equivalent of barriers to
FDI in services

e:&:;:’;teao) Model sector
Insurance 53 Insurance
Banking 8 Financial intermediation
Securities 14 Financial intermediation
Maritime 92 Water transport
Air transport 98 Air transport
Fixed line 20 Communication
Mobile services 15 Communication
Internet 1 Communication

Source: Jensen &Tarr (2007).

Discussion of barriers to investment provides the
longest section of USTR 2007. USTR 2007 notes that
Kazakhstan’s 2003 Law on Investments provides the legal
basis for foreign investment in Kazakhstan. “In general”,
it says, “investors have concerns about the law’s narrow
definition of investment disputes, its lack of clear provi-
sions for access to international arbitration, and certain

aspects of investment contract stability guarantees.”

Local Content and Hiring Provisions

TuE BuLk OF foreign investment in Kazakhstan is in the
oil and gas sector; and the government of Kazakhstan
actively promotes local content in purchases of goods
and services by firms in that sector. A 1999 amendment
to the Oil and Gas Law required mining and oil compa-
nies to favour local goods and services, and rules imple-
menting these provisions were enacted in June 2002
(Decree 612). This decree also requires government
involvement and approval at each stage of private pro-
curement.

Amendments to the Law on Subsurface Use, adopted
in December 2005, require investors to list in their ten-
der proposals the actions they will take to satisfy local
content requirements. A company subsequently found
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to have failed to meet these commitments may have its
operations suspended for up to six months.

Furthermore, the July 2005 Law on Production
Sharing Agreements contains explicit requirements
regarding the local purchase of goods and services and
the hiring of Kazakh nationals. It applies to all compa-
nies engaged in offshore oil and gas exploration.

State ownership provisions in
mineral extraction

Tue Law on Production Sharing Agreements also
requires that KazMunay Gas, the national oil company,
should have at least a 50 percent in offshore oil and gas
projects. Also in 2005, a “pre-emption” amendment
was added to the Law on Subsurface Use. It guarantees
the state the right of first refusal when a party secks to
sell any part of its stake in a mineral resource extrac-
tion project. The state claims this right even when there
is a contractual obligation to offer first refusal to other
parties (for example, other investors in the project). In
October 2005, the government claimed pre-emptive
rights when an investor secks to purchase a company
that possesses drilling rights.

Restrictions on Ownership of Land

Tur Law oF Kazakhstan allows citizens and foreigners to
own land under buildings and associated with buildings.
Such land may also be leased for up to 49 years.

Under the new land code, which came into effect in
June 2003, Kazakh citizen are for the first time allowed
to own agricultural land. Foreign individuals and per-
sons, however, may still only lease land. The maximum
permitted length of lease is 10 years. The authorities in
Kazakhstan often require, as part of a foreign firm’s con-
tract with the government, that the firm contribute to
social programmes for local communities

Restrictions on Foreign Ownership

IN INSURANCE, FOREIGN companies must operate
through joint ventures with Kazakh companies. Over-
all capital of all foreign insurance companies may not
exceed 25 percent of the non-life insurance market or
50 percent of the life insurance market.

Restrictions on foreign ownership of banks were
removed in December 2005. USTR 2007 notes that
“some restrictions on non-residents’ activity in the
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financial sector still remain”, but does not specify what
these are. Jensen and Tarr 2007 say (p 4) that “... banks
with foreign participation may be subjected to additional
requirements, such as the type of business in which they
may engage, reporting procedures and the makeup of
their Board of Directors.”

In telecommunications, according to Jensen and Tarr
2007, “... there is strong restriction on entry in some
areas of services; incumbent operators have excessively
long exclusivity rights in areas such as long distance and
international telephone services and with respect to
interconnection for mobile operators; foreign owner-
ship of a company can’t exceed 49 percent; and cross-
ownership among the incumbents limits competition.”
Jensen and Tarr remark that the “costs of long distance
telephone services and broadband internet access are
three to six times the costs of comparator countries
such as Russia, selected EU countries, and Australia.”

Foreigners are not allowed to own more than 20 per-
cent of a mass media company in Kazakhstan.

Work Permits

PROBLEMS WITH WORK permits for employees who do
not have Kazakh nationality are common. Companies
report that permits for key managers and technicians
are routinely rejected; or are granted for unreasonably
short periods; or are made conditional upon additional
local hiring. Hiring regulations are confusing and are dif-
ferently interpreted by different officials.

4.5 AVAT Oddity

MucHh or THE legislation appears to be aimed at expand-
ing employment of Kazakh nationals in, for example, the
oil and gas sector. In the light of this objective, however,
Kazakh taxation policy has an odd feature. As reported
by Jensen and Tarr, foreign companies in the oil and gas
sector are exempt from VAT (which Jensen and Tarr say
is about 15 percent) on their sales (which, of course, are
for the most part exports and would be exempt from
VAT under most other systems) but also on their pur-
chases of imported inputs. Thus, domestic inputs, sales of
which the government secks to expand, are taxed, but
imported inputs are not. This taxation policy therefore
encourages the use of imported inputs and discourages
the use of domestic inputs. This does not, on its face,
make much sense.

Jensen and Tarr note (p 3) “... that a policy option
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being considered in Kazakhstan [is] the waiver of VAT
on domestic inputs into oil and gas; the intent of which
is to place inputs on an equal VAT footing with imported
inputs in the crude oil and gas sector, as multinationals
in the sector are reported to have negotiated a waiver
of VAT on imported inputs.” Clearly, this would redress
the balance. Equally clearly, the government would lose
revenue. Whether the increase in employment justifies
the loss of revenue is therefore uncertain. This strange
dilemma seems to have been created by the government
for itself.

CHAPTER 5: TRADE AGREEMENTS
INVOLVING KAZAKHSTAN

IN THE LAsT decade, trade agreements have prolifer-
ated in every region of the world. Sometimes, though,
trade agreements are a declaration of friendship or
intent or ambition, without substantial economic con-
sequences. The “rough neighbourhood” of Central Asia
(CA) — as President Nazarbayev once called it — is no
laggard when it comes to signing weak FTAs and RTAs
and only half-heartedly implementing them. This chap-
ter first gives an overview of the existing and proposed
trade deals involving Kazakhstan. Then, the interplay of
trade agreements and WTO accession is illustrated with
the experience of Kyrgyzstan, which joined the WTO
in 1998, and is similarly embedded into the CA trade
framework as Kazakhstan. Finally, the role of Russia in
the CA trading framework and its regional economic

diplomacy are highlighted.

5.1 Overview

AFTER THE COLLAPSE of the Soviet Union in 1991, Kaza-
khstan and the other CARs signed a number of prefer
ential and regional trade agreements with one another in
order to revive previous linkages and as a way to secure
market access for goods within the newly created Com-
monwealth of Independent States (CIS). In light of the
malfunctioning payments arrangements and exchange
rate convertibility among the CIS states, limited pref-
erential trade agreements seemed a useful instrument
to re-establish old trade relations.So far, Kazakhstan
has signed seven FTAs with its regional neighbours (see
Annex 1). The first came into force in 1995 with Kyr-
gyzstan and Moldova; then an agreement with Azerbai-
jan and Uzbekistan followed in 1997; with Georgia in
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1999; and with Armenia in 2001. In 2007, Astana signed
a bilateral trade deal with Mongolia and FTAs with Paki-
stan and Jordan are proposed and under consultation.
The eruption of bilateral agreements among the CIS
states has not, however, achieved any substantial liberal-
ization of regional trade. The agreements state that their
aim is full tariff elimination and prohibit the application
of quotas, but they allow for exceptions that can be for-
malized in separate yearly protocols and which in fact
exempt goods that account for a significant proportion
of trade between the signatories. Furthermore, these
FTAs include a comprehensive list of general excep-
tions ranging from protection of the national interest
and defence of public morals and order to restrictions
to foreign investment. Overall, the effectiveness of the
bilateral deals has been limited by narrow coverage,
complex rules of origin, and less-than-full implementa-
tion of the agreements.

The Eurasian Economic Community

BESIDES THESE BILATERAL agreements, Kazakhstan is a
central and active member in a number of regional ini-
tiatives that aim for deeper trade integration (see Annex
2). Given its relative economic strength (Kazakhstan
accounts for two-thirds of the GDP for the whole cen-
tral Asian region) it forms a cornerstone of RTAs like
the Eurasian Economic Community (EAEC) and the
Common Economic Space (CES). The EAEC evolved
out of the framework of the CIS and supersedes the
CIS Customs Union (CU) of the 1990s between Bela-
rus, the Russian Federation, Kazakhstan, Kyrgyzstan and
Tajikistan, which never was fully realized. The EAEC
entered into force in May 2001 and envisages the imple-
mentation of a customs union and, eventually, of a com-
mon economic area that would go beyond a common
external tariff (CET). In 2006, Uzbekistan joined the
EAEC. Armenia, Moldova and Ukraine have observer
status and since 2002, when the Central Asian Coopera-
tion Organization (CACO) became part of the EAEC,
Georgia and Turkey were brought in as further observ-
ers. According to the EAEC agreement a common exter-
nal tariff should have been adopted by 2006, but so far a
CET covering only a bit more than half of tariff lines has
been agreed with the remaining tariffs not bound and
being set independently by each member. Kyrgyzstan
and Tajikistan have not yet adopted even this incomplete
CETS. The agreement envisaged the CET to be finalized
and implemented in stages over a period of five years
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from the date of its entry into force. During the transi-
tional period, each country has the right to maintain a
list of sensitive goods, which do not exceed 15 percent
of aggregate import cost for each state. However, the
current EAEC tariff schedule covers only 6,156 tariff
lines out of the 11,086 identified in the EAEC classifica-
tion system. Moreover, EAEC member states have failed
to agree on critical matters, such as the introduction of
a single import tariff and convergence of tax policies.
They have also failed to reach agreement on anti-dump-
ing policies. The EAEC being a new organization, it is
still too early to see whether the transformation of the
CIS Customs Union into the EAEC Customs Union has
allowed its members to overcome the problems of the
weakly implemented CIS Customs Union.

The Common Economic Space

At THE CIS Summit inYalta in 2003, Belarus, Kazakhstan,
Russia and Ukraine agreed to create a CES,which would
evolve in three stages: the coordination of customs duties
and harmonization of trade and custom regulations; the
lifting of current trade barriers and creation of a CUj;
and the liquidation of internal customs boundaries to be
replaced by a common customs boundary and the crea-
tion of a supra-national regulating institution. Belarus
and Russia even broadened the CES agenda by aiming at
a monetary union based on the rouble.

This initiative marks a shift in regional policy away
from the former objective of forming a CES only after
Belarus, Russia and Kazakhstan had become members
of the WTO. However, before the ink had dried on the
agreement, Ukraine introduced a provision saying that
the CES must adhere to the Ukrainian constitution and
to Kiev’s strategic goal of joining the European Union,
and after the Orange Revolution, in 2004, the future of
the CES became even more uncertain. Ukraine’s rein-
forced Western and EU orientation clearly conflicts with
the CES objective of establishing a supranational institu-
tion among some former CIS countries and the new plan
of creating a monetary union. Ukraine’s accession to the
WTO will further complicate the process of agreeing
on a WTO compatible CES external tariff. Thus, even
though Kazakhstan and Russia last year ceremonially
re-emphasized their commitment to realizing the ambi-
tious CES agenda, Ukraine’s objections and even threats
to leave the agreement as a whole diminish the already
weak prospects for progress. Furthermore, the EAEC
and CES initiatives seem to overlap for Belarus, Kaza-
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khstan and Russia, a situation that can only be resolved
if the two Customs Unions have the same CET.

Other Initiatives

FINALLY, A RANGE of other initiatives on regional eco-
nomic integration have been launched. In 2003, some
members of the Economic Cooperation Organization
(ECO) proposed an ECO Trade Agreement (ECOTA),
which has been signed, but has not entered into force.
In the same year, the Shanghai Cooperation Organiza-
tion (SCO), including the CARs, Russia and also China,
approved programmes to promote regional trade and
investment by creating a free trade zone by 2020.
There is no obvious reason, however, to expect that
these newly proposed RTAs will deliver more than the
existing ones. The possibility that they will remain mere
paper agreements, lacking proper implementation, can-

not be dismissed.

5.2 Bilateral Investment Treaties

BESIDES THESE ATTEMPTS to facilitate regional trade,
Kazakhstan has also concluded several Bilateral Invest-
ment Treaties (BITs) in order to attract foreign direct
investments (FDI) into its economy but also improve its
own — petro-dollar boosted — investment possibilities
abroad (see annex 3). Since independence, Kazakhstan
has attracted more than $50 billion of outside invest-
ment, of which around 80 to 90 percent went to the
oil and gas sector. In the last 5 years, net FDI has been
consistently above 5 % of GDP, in excess of any other
major emerging market economy. FDI inflows grew
more than sixfold from $964 million in 1995 to $6.5
billion in 2006, with the European Union (40 %) and
the United States (27 %) accounting for over two thirds
of the flow.

European countries and the US have entered BITs
and related agreements with Kazakhstan. The US-Kaza-
khstan treaty adopts the US BIT prototype text verba-
tim providing investor-dispute settlement mechanisms
between investor and state as well as state-state-arbitra-
tion. Furthermore, the BIT covers both the entry and
the post-entry phases of an investment as well as inves-
tor-related personnel, prohibits local content provisions
and protects investors against expropriations. However,
an annex to the treaty includes exceptions to national
treatment concerning foreign ownership of: Kazakh
land, its subsoil, water, plant and animal life, and other
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natural resources; ownership of real estate (during the
transition period to a market economy); ownership of
control of television and radio broadcasting; air trans-
portation; and, preparation of stocks and bond notes
issued by the government of Kazakhstan. The BITs and
investment related treaties signed with European coun-
tries have similar provisions. However, in contrast to the
US BIT extensive list of exceptions to national treat-
ment, the BITs with European countries include only
air transport, inland waterways transport and maritime
transport.

5.3 The Central Asian Spaghetti Bowl

Tue FTAs anDp RTAs in Central Asia aggravate a trade
pattern typical for the region: the CARs “under-trade”
in general but “over-trade™ with each other and espe-
cially with Russia at a high cost due to the trade-diver-
sionary effects of their mutual trade agreements (ADB
2006, IMF 2005). On the one hand, Kazakhstan and its
neighbours do not trade “enough” due to their economic
structure as mainly exporters of natural resources, their
landlocked geographic location, the high costs of tran-
sit trade and their excessive regulation. On the other
hand, despite their weak implementation and enforce-
ment, limited and unclear coverage and high costs due
to incompatible rules of origin, the existing FTAs and
RTAs render regional trade among the CARs and Rus-
sia still more liberal than the trade with other countries.
Consequently they trade more with each other than they
would in aWTO MEN free-trade environment.

But this relative free trade between Kazakhstan and
its neighbours comes at the cost of higher prices for con-
sumers and of recurring protectionism. Instead of really
liberalizing trade, the regional trade agreements impede
sustainable regional economic development because
their loopholes allow that, when one member success-
fully exports to another, the importing country can
impose prohibitive tariffs or quotas. For example, the
free trade deals Kazakhstan signed with the CARs and
with Russia did not prevent Astana from imposing a ban
and a 200 % tariff on some imported goods in the late
1990s. If regional trade were really liberalized, accord-
ing to ADB 2006, Kazakhstan could triple its exports
to Kyrgyzstan and almost quadruple those to Tajikistan
while more than doubling its imports from Russia.

Thus the question arises, how the existing and pro-
posed trade agreements — if properly and fully imple-
mented — would impact on Kazakhstan’s economy in the
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light of joining the WTO and its commitment to global
free trade.

5.4 Customs Unions and WTO
Accession

Tue stubpies of the ADB 2006 and Tumbarello 2005
provide some interesting information on the welfare
effects of a fully implemented EAEC customs union.

Tumbarello employs a simple partial equilibrium
model simulating the welfare impact on each EAEC
member and finds that fewer than two scenarios on the
welfare effects would be negative from a consumer point
of view. In her first scenario (EAEC CU implementation
prior to WTO accession) Tumbarello assumes that EAEC
members will change their MEN tariffs in the direction
of the highest rate currently prevailing among them on
those lines for which the tariffs have not yet been bound.
She justifies this assumption with that fact that those tar-
iff lines not yet bound correspond mostly to goods being
produced in EAEC states, and the latter therefore have a
strong incentive to maintain the existing rate of protec-
tion on these products.

According to her simulations (see table 5.1), Kaza-
khstan will incur welfare losses of $31 million, which
are then ultimately borne by consumers via paying
higher prices. This loss in consumer surplus (- $255,2
million), however, is only partially offset by an increase
in tariff revenue (4 $223,4 million). Moreover, assum-
ing that tariff rates would not decrease, there would
also be no positive change in consumer surplus deriving
from imports from EAEC members and thus no trade
creation effects in general. For Kazakhstan, Tumbarel-
lo’s simulation predicts a decline in imports from non-
EAEC countries, which will not be offset by an increase
in imports from EAEC countries — the aggregate impact
of implementing EAEC CU prior to WTO accession is
thus net trade diversion.

The second scenario (EAEC CU after WTO accession)
assumes that the EAEC countries change their MFN tar-
iffs to match the EAEC’s current CETS and lower their
MEN tariffs on goods not covered by the CETS to the
lowest levels prevailing in the EAEC countries. Due to
their WTO commitments, EAEC members would have
difficulties in raising tariffs, and the CET would thus lie
below the one assumed in the first scenario. Welfare in
Kazakhstan would decline by $2,3 million due to losses
in consumer surplus (- $19,4 million), which would not
be offset by an increase in tariff revenue (+ $16,9 mil-



lion). Thus, Tumbarello’s simulations of the two sequenc-
ing paths show that both paths would cause a loss of eco-
nomic welfare for Kazakhstan, but that WTO accession
prior to implementing the EAEC customs union is less
welfare harming compared to the opposite sequencing

path from a consumer point of view.

Table 5.1 Welfare effects on Kazakhstan of Implementing

the EAEC Customs Union
(in million US dollars)

Change in Change in Net welfare
. consumer
tariff revenue effect
surplus

Prior to WTO 223.4 (255.2) (31.8)
accession

FoIIowmg_WTO 16.9 (19.4) (2.4)
accession

Source: Tumbarello (2005).

The ADB 2006 conducts a similar analysis of Kaza-
khstan by simulating a rising external tariff (from 7.4 %
to 10.8 %) when implementing the EAEC CU.The com-
putable general equilibrium model also shows consider-
able adverse effects: cumulative real GDP from 2005-
2015 is almost $10 billion less than it would be in the
absence of the customs union. By 2015, real GDP would
be 20.8 % lower than real GDP in the baseline scenario.

These losses are caused by substantial trade diversion.

Table 5.2 Welfare Effects on Kazakhstan of Implementing
the EAEC Customs Union in 2006 with a Reduction in
External Tariffs, 2006-2015

Cumulative change
over Baseline scenario
(in million US dollars at
2002 prices)

Cumulative change
relative to 2005
(in percent)

Real GDP (2.999) (9.4)
Tariff revenue (56.869) (406.5)
Exports 1.889 7.7
Imports 1.395 6.4

Source: ADB (2006).

The ADB study also explores a different scenario
(see table 5.2) by simulating a slightly falling CET (from
7.4 % to 5.4 %). Even with that reduction in Kaza-
khstan’s external tariff, there would be substantial trade
diversion from the EAEC. Exports to both EAEC and
non-EAEC countries would grow faster than in the
baseline scenario, but these gains would be offset by a
fall in tariff revenue of $5.8 billion. Compared to the
first scenario of a rising CET, the adverse effects on eco-

nomic growth would still be negative, although, but
much less so.

In sum, both studies suggest that an EAEC customs
union will have substantial negative welfare effects for
Kazakhstan. They also suggest that, if pursued neverthe-
less, Kazakhstan should join the WTO before pursuing
a customs union.

5.5 The Case of Kyrgyzstan:
Hub of the New Silk Route

KyrRGYZSTAN JOINED THE WTO in 1998 and is embed-
ded in FTAs and RTAs in the same way as Kazakhstan.
A closer look at its economic development since WTO
accession can give some insight about the possible effects
of WTO accession combined with being member of the
regional trade arrangements in CA. So far, Kyrgyzstan is
the only CAR to accede to the WTO. As a consequence,
after accession, its tariff bindings were substantially
lower than the tariffs prevailing in other countries of the
region. Thus, goods from all over the world flooded the
Kyrgyz market and from there — in the apparent absence
of enforceable rules of origin — entered the other CARs
through the relatively liberalized regional trade frame-
work of existing FTAs and the EAEC.

Some of Kyrgyzstan’s neighbours responded by
imposing tight restrictions on imports from Kyrgyzstan
and the latter could not resort to WTO rules and pro-
cedures to repel these restrictions. In particular since
the accession of China to the WTO in 2001, the massive
Dordoi market outside Bishkek has become the major
trading hub for Chinese goods into the CARs and Rus-
sia — joining the WTO has made Kyrgyzstan the centre
of the new Silk Route. This re-export issue has led Kyr-
gyzstan’s FTA partners to amended extra agreements to
the existing FTAs in order to limit such trade, but their
actions have also hindered Kyrgyz exports to its neigh-

bours.

FurTHERMORE, WTO MEMBERSHIP creates potential
problems in implementing an EAEC. The difficulty is that
the EAEC CET could be inconsistent with Kyrgyzstan’s
WTO commitments — Kyrgyzstan’s WTO-bound rates
on many tariff lines are lower than the EAEC rates. But
if the Kyrgyz Republic implements a future EAEC com-
mon tariff that is higher than its own, it will violate its
commitments to the WTO. At minimum, other WTO

members may then demand compensation.
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5.6 Russian Economic Diplomacy in Central
Asia

TuE ROLE OF Russia and its regional economic diplomacy
are crucial for analysis of the regional economic frame-
work in Central Asia. Russia’s regional economic diplo-
macy is driven in substantial part by a desire to maintain
its grip on the former Soviet republics by establishing
ever closer economic and, where possible, institutional-
ized ties with them.The EAEC CU and the CES, besides
their economic motivations, must be interpreted in this
geopolitical perspective. The launching of the CES in
2003, for example, was a clear response to the eastern
enlargement of the EU and an attempt to bind Belarus
and Ukraine closer to Moscow. In contrast to the one-
country-one-vote structure of the WTO, the proposed
RTAs allow Russia to dominate its smaller partners, and
also to keep its relatively high level of protectionism. In
the case discussed above of an EAEC CET, Moscow’s
dominant position might push some more liberal mem-
bers to converge towards Russia’s higher tariff rates and

a more protectionist trade policy.

5.7 Concluding Comment

KAZAKHSTAN’S EVIDENT INTEREST in trade agreements
with its Central Asian neighbours — and in particular
with Russia — conflicts with its expressed desire to join
the WTO, and may become the main barrier to its join-
ing the WTO. The problem is not with either objective
per se: it is with trying to achieve them simultaneously.
Suppose that Kazakhstan and Russia had a functioning
customs union, but that neither was a member of the
WTO. In that circumstance, it is possible to visualize a
tripartite negotiation in which the WTO negotiated an
accession agreement with Russia and Kazakhstan jointly,
and in which those two parties negotiated changes in the
CET of the customs union that both of them, and the
WTO, would accept.

If Kazakhstan and Russia were both members of the
WTO, a negotiation between them aimed at a forming
a customs union or an economic space would raise no
problem in principle— though the partial steps towards
such an end, which seem to be the outcome of actual
agreements between them, would probably be incon-
sistent with the WTO. But for one country to enter the
WTO before the other, in the absence of an established
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customs union, would set an upper bound to the even-
tual CET of the customs union. Thus, if, for example,
Kazakhstan joined the WTO from the existing situation,
intending afterwards to pursue a customs union with
Russia, the tariff it offered for accession would have
to be acceptable to the WTO, but also to Russia. The
burden of such a negotiation might be too heavy to be
feasible; or, if embarked upon, too heavy to complete.
Various commentators (for example, Tumbarello 2005
and ADB 2006) have argued that WTO entry should
precede the negotiation of a customs union. That is a
perfectly fair conclusion. The problem, though, is that
unless entry into the WTO of the prospective customs
union partners was undertaken simultaneously, one can-
not be sure that the other will follow.

In particular, if Kazakhstan joined the WTO before
Russia, and Russia failed to follow, Kazakhstan would
be subject to WTO disciplines directly. If Russia and
Kazakhstan were partners in a customs union, however,
Russia would be indirectly subject to those disciplines
through the common external tariff of the customs
union. That is not a position that Russia will necessarily
like. It could resolve it by joining the WTO; but it could
also resolve it by breaking up the customs union.

CHAPTER 6: WHAT WTO
ACCESSION REQUIRES FROM
KAZAKHSTAN

At minimum, WTO accession will require Kazakhstan
to bring its practices and policies into line with WTO
rules. That applies to, and must be expected by, any
entrant, though it may be possible to negotiate a period
for adjustment.

6.1 Policies Incompatible with
Wto Membership

VARIOUS POSSIBLE DEVIATIONS of policy in Kazakhstan
from the WTO rules have been noted in earlier chap-
ters. Examples are different taxes for domestic goods
and foreign goods; discriminatory freight charges for
imports and exports; and discriminatory export taxes.
Another possible example is the transaction passport.
WTO accession would require Kazakhstan to do
away with discriminatory excise taxes: they directly
contravene Article Il of the GATT, which requires
WTO members to provide national treatment in taxes
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and regulation. The same applies to rail-freight charges.
Similarly, discriminatory export taxes would have to be
abolished: they conflict with MFN treatment. The trans-
action passport would have to go if, on examination, it
proves to be — as seems likely — inconsistent with the
Agreement on Customs Valuation.

Kazakhstan’s current practices with respect to stand-
ards seem likely to breach the rules of the TBT (Techni-
cal barriers to trade) and SPS (Sanitary and phytosani-
tary) agreements. If so, they will have to be brought into
conforrnity with those agreements.

6.2 Policies Likely to be Challenged

OTHER POLICIES DO not, strictly speaking, breach the
formal rules of the WTO, but are nevertheless regarded
with disfavour by important members, and are likely to
be challenged in the course of Kazakhstan’s accession

negotiations.

Tariffs

HiGH TARIFES DO not directly contravene GATT rules,
but Kazakhstan is likely to come under pressure to
reduce its tariff peaks. By and large, an average tariff
in the region of 7 percent is consistent with the levels
of tariffs that have recently been accepted for coun-
tries acceding to the WTO. It is widely believed, how-
ever, that the WTO insists on a reduction in tariffs on
accession, regardless of their starting level. Jensen and
Tarr 2007, for example, postulate (pp 10-11) that WTO
accession will require Kazakhstan to cut its current level
of tariffs by 50 percent.

The specific element in certain Kazakh tariffs (that is
a tariff that is stated as, for example, 30 per cent but not
less than 2 euros per kilo) is unlikely to be acceptable
to WTO members. Kazakhstan will almost certainly be
required to abandon such tariffs.

Government Procurement

THE GOVERNMENT PROCUREMENT Agreement (GPA)
is a plurilateral agreement: one that is available for all
members of the WTO to join, but that a founding WTO
member was not required to join as a condition of WTO
membership. Nevertheless, some countries acceding to
the WTO are reported to have been pressed to join the
GPA. That may be the position in which Kazakhstan will
find itself.
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Investment Barriers and the GATS

BARRIERS TO FOREIGN investment in the provision of
services maintained by Kazakhstan and discussed in
Chapter 4 will certainly not be regarded favourably by
all WTO members. Moreover, removal of them is the
source of 70 percent of the gains that Jensen and Tarr
2007 estimate that Kazakhstan will receive as a result of
joining the WTO.

There is, nevertheless, a question as to whether they
are inconsistent with WTO rules. The General Agree-
ment onTrade in Services (GATS) contains many excep-
tions and let-outs. It is far from clear that the practices
noted above are inconsistent with the GATS

The local content and hiring provisions of Kazakh
law, for example, breach national treatment and impose
quotas on the visas to be given to non-Kazakh workers.
GATS Article XVI certainly lists as “measures which a
Member shall not maintain or adopt” practices that are
close to those in the law of Kazakhstan. GATS Article
XVI, however, only applies “in sectors where market-
access commitments are undertaken”;
the measures are permitted if “specified in its Schedule.”
A founding member of the WTO, therefore, could have
legally maintained provisions like those of Kazakhstan

and even then,

cither by refusing to make market-access commitments
in the relevant sector; or by appropriately entering the
potentially offending provisions in its schedule.

APPLICATION OF THE national treatment provisions of
GATS Article XVIIL is similarly lacking in absolute force.
Members are required to afford national treatment “[i]n
the sectors inscribed in its Schedule, and subject to any
conditions set out therein ...” A founding member of the
WTO could therefore have maintained practices simi-
lar to those of Kazakhstan, that formally violate national
treatment, either by not inscribing affected sectors in its
schedule or by stating expressly in the schedule the con-
ditions violating national treatment.

Kazakhstan is not a founding member of the WTO
and may not be able to negotiate treatment similar to
a founding WTO member for its own accession. It is
nevertheless worth noting that removal of these prac-
tices is not an automatic result of WTO membership —
their removal must be negotiated, whether expressly
in the form of a Kazakh commitment to remove them,
or implicitly in the form of a Kazakh commitment to
inscribe relevant sectors in its schedule without condi-
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tions that would permit the affected practices.

Abolition of these practices by Kazakhstan is likely
to produce a substantial net economic benefit for Kaza-
khstan, as the results of Jensen and Tarr (2007) indicate.
In Kazakhstan as elsewhere, however, policies are likely to
have been set up for a purpose; and that purpose cannot
be ignored in assessing the benefits and costs of changing
the policies. One such purpose, for example, appears to
be to encourage employment of more local labour than
would otherwise be hired by foreign investors.

This general policy may or may not provide an eco-
nomic benefit to Kazakhstan. An optimistic interpreta-
tion is that the policy is a means of providing on-the-job
training for Kazakh workers: an investment in education
that is likely to show a satisfactory social rate of return.
A more pessimistic view is that it is a means of finding
high-wage employment for Kazakh nationals who would
not otherwise be employed by inward investors, who
are not properly used or trained by those investors; and
whose employment therefore has no investment aspect.

Which of these views best approximates the truth
cannot be determined here. Another question, however,
is whether Kazakhstan can find policies to expand local
employment that are less expensive to it, and more com-
patible with WTO rules. Perhaps, in exchange for giving
up its current policies, Kazakhstan can obtain authori-
zation, perhaps temporary, to apply other policies that
increase local employment.

An obvious way to do that, by way of example, would
be to apply explicit quotas on employment or on the
ratio of employment — so that an inward investor would
be obliged to employ and train one local workers for
every X foreign workers in a particular grade. Alterna-
tively, the government of Kazakhstan could subsidize the
employment of Kazakh workers by foreign investors.

These policies may differ less than appears at first
sight. A quota requirement on local employment would
cause inward investors to require a higher gross return
from their investment, which would reduce the amount
of tax that the government of Kazakhstan could feasibly
impose upon them, and possibly, therefore, reduce gov-
ernment revenue. A subsidy to local employment, on
the other hand, would not reduce government revenue,
but would require an increase in government expendi-
ture. But from an economic point of view, a policy that
results in a fall in government revenue with constant
expenditure is not substantially different from one that
causes a similar rise in government expenditure with

revenue constant.
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However, are these policies — or variants of them —
compatible with WTO rules? At first glance, they do not
appear to conflict with the GATS.

GATS Article XV deals with subsidies, but essentially
says that disciplines will be developed (though no such
disciplines have yet found their way into legislation).
GATS Article XVI focuses on “market access”, and bans
certain quota arrangements unless they are inscribed
in a member’s schedule. None of the banned practices,
however, resembles a quota on, or a subsidy to, the
employment of local workers. Article XVII — “National
treatment” — requires a member (subject to qualifica-
tions set out in its schedule) to provide foreign suppliers
of service with treatment “no less favourable than that it
accords to its own like services and service suppliers.” A
quota requiring employment by foreign firms of Kazakh
nationals might fall foul of this, even if the quota also
applied to domestic firms; it might be argued that the
requirement was less burdensome for a domestic firm
than for a foreign firm. It would, however, be more dif-
ficult to make such an argument for a subsidy to local
employment.

Within the constraints imposed by the GATS, there-
fore, it appears possible that Kazakhstan could negoti-
ate with the WTO policies to increase local employment
by foreign investors. Should Kazakhstan be required to
abandon its current polices, therefore it has a possible
compromise solution that would see it abandoning poli-
cies that offend WTO members in exchange for permis-

sion to use policies of the type noted above.

6.3 The Russian Problem

THE FINAL PROBLEM to be discussed is an issue of interna-
tional relations —Kazakhstan’s relationship with Russia, in
particular, but also with other republics of the FSU in its
neighbourhood. When Kazakhstan applied for member-
ship in the WTO, in 1996, it seemed certain that Russia
would also join. Now that prospect seems somewhat less
certain, so Kazakhstan must consider how membership of
the WTO by Kazakhstan might affect its relations with its
neighbours if some of them — and especially Russia — are
not WTO members.

The Russian problem is not merely a matter of eco-
nomic policy, and is more difficult to discuss than eco-
nomic policy. It essentially turns on the valuation placed
on intangibles (friendship and co-operation with countries
of the region) by the government of Kazakhstan — valua-
tions which cannot easily be questioned by outsiders.
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The problem emerges in the context of WTO acces-
sion because of the expressed desire of Kazakhstan to
form a customs union or an “economic space” with Rus-
sia and/or the Central Asian neighbours of Kazakhstan;
but, in any event, an arrangement that entails a common
external tariff. A difficulty that then arises is that if some
but not all of the proposed members of the customs union
or economic space are members of the WTO, they will
have made commitments to the WTO regarding their tar-
iffs. Those commitments therefore add a degree of rigid-
ity to the process of negotiating a common external tariff.
In the extreme, the requirement on the non-members of
the WTO to adjust to the tariffs of the WTO members
may render the custom union unattractive to them.

Ir Russia ENTERED the WTO before Kazakhstan — which
has been the expected course of events — Kazakh acces-
sion would raise no major problem. There would be an
issue with the Russian WTO tariff if Kazakhstan wanted
to form a customs union with Russia — in that event, the
tariff agreed between Russia and the WTO would con-
stitute an upper bound on the common external tariff of
the possible customs union. That seems unlikely to be a
serious problem, however, and, in any event, Kazakhstan
could make representations to the government of Rus-
sia if in the process of accession the Russian government
appeared to be reaching agreement with the WTO on
tariff levels that would create problems for Kazakhsta

The problem would certainly be more severe if
Kazakhstan acceded to the WTO first with Russia cer-
tain to follow. It would not, though, be different in kind.
If a customs union were in prospect, Russia would have
a direct interest in the tariff levels negotiated by Kaza-
khstan, since these would then form an upper bound for
the CET. This would make for a cumbersome negotia-
tion but, probably, a manageable one.

THE REAL PROBLEM arises if Russia sets its face against
WTO membership and objects to an indirect WTO dis-
cipline on itself via Kazakhstan membership of the WTO,
when Kazakhstan is also a partner of Russia in a customs
union. In that event, Kazakhstan could be faced with a
choice between a customs union with Russia and mem-
bership of the WTO. Were it faced with that choice, it is
clear which alternative it should choose, from an eco-
nomic point of view — it should choose the WTO. Which
alternative it should and would choose in geo-political
terms, however, is very much less clear; and only the

government of Kazakhstan can make that judgment.
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6.4 Concluding Comment

A BasiC cask, that Kazakhstan should not be required
to do much more than conform with WTO rules, is
that, properly considered, Kazakhstan’s gains from join-
ing the WTO are small. As the benefits to Kazakhstan of
WTO membership are small, it can be argued, so should
be the “price of membership” that the WTO asks Kaza-
khstan to pay.

Even were Kazakhstan to be offered a low entry
price, however, it is conceivable that Kazakhstan would
reject membership of the WTO. That possibility arises
if Kazakhstan thought that Russia would not enter the
WTO, and that membership of the WTO of Kazakhstan
would foreclose the possibility of a customs union or
economic space including both Russia and Kazakhstan.

CHAPTER 7: KHAZAKSTAN’S
ACCESSION TO THEWTO: A
QUANTITATIVE ASSESSMENT

7.1 Introduction

TRANSITION FROM A planned economy to a market econ-
omy entails major changes in institutions and, proba-
bly, changes in the direction of trade flows. According
to recent literature (Kurkharchuk&Maurel 2004; Rose
2005) improving the quality of institutions or belong-
ing to a trading bloc can have substantial positive effects
on trade. This chapter evaluates the potential benefit of
the accession of Kazakhstan to the WTO. The idea is that
accession to the WTO involves a short run benefit from
further reducing tariff and non-tariff barriers, and a
long-term strategy that involves institutional reforms.

Economic reform in Kazakhstan began in the 1990s,
and as mentioned in previous chapters, its endeavours
to shift from a transition economy to a market econ-
omy have been substantial. It is argued in this paper that
although Kazakhstan’s trade policy with its major part-
ners is well in place, it still has weak market institutions.
So Kazakhstan’s accession to the WTO will work best
with complementary institutional reforms.

To provide estimates of the impact of institutional
reform on Kazakhstan’s potential trade, this chapter
uses conventional empirical methodology and standard
data sets. The empirical model chosen is the basic grav-
ity model that is augmented to investigate the impact of
institutions on trade and to provide estimates of trade
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flows between Kazakhstan and its major trading part-
ners. The aim of the study is not to provide any nov-
elty in terms of theory or methodology, but rather to
use existing models to provide results for Kazakhstan’s
economic integration. The rest of the chapter is struc-
tured as follows. Sections 7.2 and 7.3 present the grav-
ity model, the econometric methodology used to deter-
mine the results and the data set. The empirical results
are discussed in Section 4 and finally, the chapter con-
cludes in Section 7.5.

7.2 Econometric Methodology

To EstiMATE THE effects of trade policy reform and
institutional reform on potential trade, the quantitative
analysis relies on the standard gravity model of bilateral
trade. In its simplest form, the gravity equation states
that bilateral trade between two countries is an increas-
ing function of the incomes of the two trading enti-
ties and a decreasing function of the distance between
them. The gravity equation has performed extremely
well empirically and provides a natural benchmark to
which a number of other explanatory variables can in
turn be added.’ This study follows the recent work of
Babetskaia-Kurkharchuk&Maurel, 2004, on Russia’s
accession to the WTO and augments the basic gravity
model with two sets of variables. These include: indexes
for institutions (e g, trade policy, a measure of tariff and
non-tariff barriers) and a set of dummy variables indi-
cating Kazakhstan’s trade partners (e g, trade flows from
Kazakhstan to the European Union).

The exact specification of the gravity model to be

estimated is as follows:
InX=o toa InY+da InY+o, InD,
ij 0 1 j 2 j 3 ]
‘H]L4 Trade Po]icyj ‘i‘O(5 Foreign Investmentj +OL6 Financial Servicesi
ta, Corruptionij + ZYkDUMk + g,

The subscripts indicate trade flows from the export-
ing country (i) to the destination county (j). The depend-
ent variable Xijdenotes the value of real exports from
country i to country j. Explanatory variables Y and Y]
denote respectively the level of real GDP in countries i
and j. They are expected to have a positive sign, because

they capture the idea that higher income countries will
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tend to trade more with each other. The variable Dij
denotes the geographical distance from the capital of
country i to the capital of country j and is used as proxy
for transportation costs. Distance is expected to have a
negative impact on bilateral trade.

The next set of variables is used to augment the
model in order to investigate the impact of institutions
on Kazakhstan’s bilateral trade. The institutional varia-
bles used in the model are collected from the Index of
Economic Freedom, which are composed of indexes that
influence economic growth. Each index is graded using a
scale from 0 to 100, where 100 signifies an environment
that is most conductive to economic freedom. Given
that more freedom encourages trade, the sign of the
index variables on trade are expected to be positive.

THE FIRST VARIABLE selected is Trade Policy , which indi-
cates trade freedom in the destination country (j). Trade
Policy is a measure of the absence of tariff and non-
tariff barriers that encourage the free flow of foreign
commerce. The second is Foreign Investmentj, a variable
for openness to foreign investment in country (j). This
variable is of particular interest, because as mentioned
by Jensen & Tarr (2007), Kazakhstan has done more to
lower its tariffs than it has to liberalize its barriers to
foreign direct investment. The third variable among this
group is Financial Services,, the exporting country i’s bank-
ing services and especially their independence from gov-
ernment control. The availability of competent financial
institutions plays an important role in increasing the pro-
ductivity of Kazakh firms and promoting international
trade. Finally, a measure of Corruptionij is included to
control for corruption differences between the trading
entities. As opposed to the other control variables, the
latter is measured in terms of the absolute value of the
difference of the two trading partners’ freedom of cor-
ruption index. Its coefficient is expected to be negative;
because the higher the difference in corruption between
the countries, the more reluctant they are to trade. The
reason for doing so is methodological and it is to reduce
multicolliniarity among the institutional variables

The last variables DUM, denote dummy variables,
which are configured to identify Kazakhstan’s exports
to and imports from its major trading partners, namely
the European Union (EU-15), the Central and East-
ern European Counties (CEEC), the Commonwealth
of Independent States (CIS), China, and the Rest of the

9.  More discussion of the gravity model can be found in Feenstra (2004) and Anderson & Wincoop (2003).
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World (RoW)." Theses variables capture the trade bias
with a trading partner. For example, the dummy variable
Kazakhstan — CIS is equal to one whenever the export-
ing country is Kazakhstan and the importing partners
the CIS. Thus, CIS — Kazakhstan denotes CIS country
exports into Kazakhstan. These dummy variable are cre-
ated to assess effective trade relative to potential trade.

The gravity equation is estimated using ordinary
least squares (OLS) with standard errors that are robust
to clustering by country-pairs. A set of year dummies
is also included to control for business cycles. Further-
more, the gravity equation is also estimated using gener-
alized least square or random effects (GLS) as a robust-
ness check.

7.3 Key Data

THE TRADE DATA, which cover the period from 1995 to
2006 come from the IMF’s Direction of trade statistics
(DOTS) obtained from Thomson Datastream database.
It contains data on the value of exports between each
country and all its trading partners. The list of export-
ing countries and destination countries is included in
the Table A.1 in the appendix. Total exports are valued
free on board (FOB) and are recorded in current Ameri-
can dollars; so the data is deflated using the CPI of each
exporting country, using the World Bank’s World Devel-
opment Indicators (WDI 2007). The real GDP data (in
constant American dollar) is also obtained from the WDI
2007. Information on distances between trading coun-
tries is collected using the CEPII online database (www.
cepi.fr) and the institutional indexes come from the
Heritage foundation (2007) Index of Economic Free-
dom that can be found at www.heritage.org/Index/.
The panel data obtained consists of 34,763 observa-
tions, which allows consistent estimation for the chosen

explanatory variables.

7.4 Empirical Findings

ESTIMATIONS OF THE gravity model, using ordinary least
squares (OLS) corrected for heteroskedasticity and gen-
eralized least square (GLS or random effects) are respec-
tively reported in column 1 and 2 of Table 7.1.The good
news it that both regressions point out that the model

works well. Countries that are farther apart trade less,
while economically larger and richer countries trade
more. These results are interpreted by the sign of the
coefficients associated to each variable. For example,
according to the OLS specification the coefficient for
the GDP of the destination country (In real GDP) is
0.77, which implies that the larger its GDP the higher
its imports. These basic gravity coefficients are not only
large but economically very significant and consistent
with previous research.

Table 7.1Gravity equation estimation

oLs GLS
In real GDP, 1.00"* (0.01) 1.00"** (0.01)
In real GDPi 0.77*** (0.01) 0.79*** (0.01)
In Dii -1.06"* (0.03) -1.05"" (0.01)
Trade Policyi 0.46*** (0.15) 0.58*** (0.08)
Foreign Investment, 0.37** (0.12) 0.25***(0.07)
Fiancial Services, 0.77** (0.11) 1.08"** (0.06)
Difference in corruption, -0.65"* (0.10) -0.42"** (0.05)
Kazakhstan —> EU-15 0.23 (0.32) 0.03 (0.19)
Kazakhstan —> CEEC 1.20"** (0.29) 1.32""* (0.20)
Kazakhstan —> CIS 2.659** (0.37) 2.71**(0.17)
Kazakhstan —> RoW -0.24 (0.24) -0.27** (0.12)
Kazakhstan —> CHINA 2.46™ (0.24) 1.44"(0.32)
EU-15 —> Kazakhstan 0.48 (0.34) -0.45" (0.22)
CEEC —> Kazakhstan 1.08"*(0.18) 0.84™
CIS —> Kazakhstan 2.72** (0.07) 1.63" (0.40)
RoW —> Kazakhstan -0.83"* (0.29) -0.83" (0.18)
CHINA —> Kazakhstan 2.27** (0.28) 1.13 (1.00)
Observations 34,763 34,763
R-squared 0.61 0.61

Notes :Regressand : In real exports. OLS with year dummies and corrected for heteroske-
dasticity (intercept not reported). GLS refers to random effects. Robust standard errors in
parentheses. The goodness of fit is measured by adjusted R-squared for OLS and overall
R-squared for the random effects.

** Denotes significance at 5 % level.

*** Denotes significance at 1 % level.

10. The European Union is split into the EU-15, which refers to the 15 European countries before the enlargement and the CEEC, which refers
to the 10 Central and Eastern European Countries that have joined the EU since 2004. Cyprus and Malta are not included. The reason for
splitting the European Union into two blocs is that Kazakhstan tends to trades more with CEEC countries and furthermore, the data runs
from 1996 to 20086, during which the EU was mainly composed of the 15 original members. Countries included are listed in Annex 5.
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Beyond the basic gravity model, the model reveals
that institutions have substantial effects on trade. All
institutional coefficients are statistically different from
zero and highly significant. A sound trade policy that
lowers tariff and non-tariff barriers and improves mar-
ket access improves trade. Reduction in barriers against
foreign investments will also in return be beneficial to
the economy because it promotes the free flow of cap-
ital. Moreover, improving financial services and their
independence from government interference reduces
inefficiencies in the credit market and fosters economic
growth. Corruption in this model is expressed in terms
of the absolute value of the difference of the two trading
partners’ corruption levels, and it is configured so that
a higher value is associated with greater corruption. The
coefficient associated to corruption is negative, imply-
ing, as hypothesized, that corruption is an obstacle to
trade.

Table 7.2 Effective trade relative to potential trade (in %)

Econometric procedure oLs GLS
Kazakhstan — CIS 1333 1503
Kazakhstan —> CHINA 1170 499
Kazakhstan — CEEC 332 374
Kazakhstan —> EU-15 100 100
Kazakhstan —> RoW 100 76
CIS — Kazakhstan 1518 462
CHINA — Kazakhstan 968 100
CEEC — Kazakhstan 280 232
EU-15 — Kazakhstan 100 64
RoW — Kazakhstan 43 44

Notes : Table 2 shows how Kazakhstan trades with its partners. The values indicate by how
much Kazakhstan's imports or exports are above (or below) the normal value. For example,
using the OLS estimates, Kazakhstan's exports to the CEEC countries are 3 times (332 %)
above its normal level and its imports from the RoW are43 % below its normal potential. Note
that 100 signifies that the coefficient of the variable is not significant, which suggests that the
potential increase in trade has still not occurred, thus not much can be deduced.

The dummy variables, which are designed to distin-
guish Kazakhstan’s exports and imports from its main
trading partners, also reveal several interesting points.
The dummy coefficients can be used to compute effec-
tive trade as a percentage of potential trade to be able

to determine if the trade level is above what it would
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be if it was determined solely by the gravity model. The
results of the computation are presented in Table 7.2.
According to the OLS regression, Kazakhstan’s exports
to the CIS reveals a coefficient of 2.59, which implies
that exports to the CIS are 13 times (1,333 percent)
more than the gravity equation average.' Although the
magnitude seems to be astonishing, the result is inline
with previous research that has been carried on trade
within the CIS countries (Babetskaia-KurkharchukMau-
rel, 2004).

Regarding exports to China, the magnitude is about
the same as Kazakh exports to CIS countries. This again
does not astonish, given China’s economic growth, its
dependency on energy resources, and the fact that it
shares a border with Kazakhstan.

According to both the OLS and GLS estimates, Kaza-
khstan’s trade with the EU-15 and the rest of the world
(RoW) is depressed. The GLS procedure indicates that
exports from Kazakhstan to the RoW are at 76 % of
their normal level, while imports from the rest of the
world stand only at 44 % and at 64 % with the EU-15.
A final remark is to note that Kazakhstan’s export pro-
file is stronger than its imports suggesting that economic
reform would probably benefit Kazakhstan’s imports
more than its exports.

To assess the impact of institutions on trade, the rest
of the analysis will compare actual trade to a counter-
factual situation in which institutions in Kazakhstan had
attained the level of quality of the EU-15 institutions.
Table 7.3 reports the scores of institutional variables in
both Kazakhstan and the EU-15.

Table 7.3 Institutional scores in Kazakhstan and the EU-15

Index of Freedom: 2007 Instituions in Institutions m_the
European Union
Scores Kazakhstan
(average score)
Trade policy 69 85
Foreign investment 30 7
Financial services 60 71
Corruption level 26 77

Source: Index of Economic Freedom.

As can be seen, institutions in the European Union
perform better than the institutions in Kazakhstan. So

an improvement in institutions should have a positive

11. Since the regressand is the natural logarithm of real trade, the ratio of effective trade relative to potential trade is equal to exp(2.56)=1333%.
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impact on trade as suggested by the gravity model. The
potential increase in trade due to institutional improve-

ments is reported in Table 7.4."?

Table 7.4 Impact of institution improvement on
Kazakhstan’s trade (in %)

Potential increase in trade
Trade policy 8
Foreign investment 19
Financial services 9
Corruption level 40
Total 75

Source: Index of Economic Freedom.

The model suggests that if institutions in Kazakhstan
attained the level of those in the EU-15, trade would
increase by 75 percent. Much of this increase, at 40 per-
cent, is due to improvements in corruption. These find-
ings suggest that in the short run, gains to Kazakhstan
from joining the WTO are 8 percent due to improve-
ment in trade policy. In the medium to long run, the reg-
ulatory and institutional reforms that the WTO acces-
sion process entails would bring benefits. The potential
trade gains due to institutional reforms could be as high
as 68 percent.

7.5 Concluding Comment

THis CHAPTER DEVELOPED an empirical model to
examine Kazakhstan’s accession to the WTO. A grav-
ity model was used to assess Kazakhstan’s trade flows
with its major partners and to investigate whether and
how institutional improvements facilitate trade growth.
The first result from assessing Kazakhstan’s imports and
exports suggests that further liberalization would bene-
fit Kazakhstan’s imports more than its exports. The sec-
ond result of the quantitative analysis indicates that insti-
tutions play an important role on trade flows. Higher
institutional qualities make trade more attractive and
profitable by providing an environment that is condu-
cive to safe exchanges. The sources of the largest gains
to Kazakhstan from WTO accession are the reduction in
corruption and the liberalization of foreign investments,
which are long term objectives. So it should be noted
that membership to the WTO is not sufficient to increase

trade without complementary institutional reforms.
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CHAPTER 8. MAKING THE MOST
OF WTO MEMBERSHIP: FOUR
CASE STUDIES

AccEssioN To THE WTO comes at a cost. The bar to
entry has been raised much higher since the end of
the Uruguay Round. The accession procedure is com-
plicated; it consumes time and resources. Concessions
demanded of applicants go wide and deep. They require
considerable domestic adjustment, and can be politically
difficult.

Nevertheless, when trade — and associated inward
investment — move closer to the heart of national eco-
nomic activity and growth prospects, WTO membership
becomes a higher priority. It guarantees access to export
markets through unconditional and non-discriminatory
Most-Favoured-Nation (MEN) status. Its rules provide
members with rights against the arbitrary protection of
more powerful countries. A strong dispute settlement
mechanism gives these rights legal force, and allows
members to work out conflicts in an orderly, containa-
ble manner. Membership also confers a seat at the nego-
tiating table, with a better chance to bargain for more
export market access and participate in strengthen-
ing rules. Finally, and perhaps most importantly, WTO
accession locks in domestic market-based reforms and
provides a framework for further reforms. For transi-
tion economies, it represents an important staging post
in the journey from Plan to Market.

The impact of WTO accession potentially goes much
deeper than relatively simple border barriers to trade.
Now the main obstacles to doing business in transition
economies have less to do with formal border barriers
and more with (formal and informal) non-border barri-
ers. These concern the unpredictability and arbitrariness
that come with large regulatory discretion; the lack of a
rule of law in terms of impartial judicial oversight and
enforcement of property rights and contracts; and the
anti-competitive drag of state-owned industrial enter-
prises and state-owned banks. All this gets deep into
domestic economic policies and institutions. It concerns
the long-term restructuring of the state, away from per-
vasive interference and in the direction of a smaller, more
limited operation that can perform fewer functions bet-
ter. This is a vast trade-related reform agenda; but it has
as much to do with the liberalization of internal trade
and the integration of domestic markets as with further

12. The computations required to obtain these results are provided in Appendix B.
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external liberalization. A “weak” WTO-accession agree-
ment would have little impact on these domestic regu-
latory barriers, while a “strong” accession would indeed
have an appreciable impact. Accession agreements after
the Uruguay Round, have tended to be strong. But ulti-
mately, the real impact of WTO accession depends on
the political commitment of applicant governments and
the strength of ongoing domestic reforms.

To illustrate the link between accession and domes-
tic trade-related reforms, this chapter examines the
accession experience of four new members. China and
Vietnam are outstanding examples of proactive govern-
ments that used WTO accession as a lever to consolidate
and accelerate their unilateral reforms. In 2001, China
negotiated the most comprehensive protocol of acces-
sion in the history of the WTO, with substantial commit-
ments across the board. Vietnam followed with a simi-
larly strong accession in 2007. Kyrgyzstan is a former
Soviet satellite country that quickly completed its acces-
sion process (1996-1998). Finally, Saudi Arabia’s acces-
sion in 2005 illustrates the specific experience of an oil-
exporting country. All accessions have to be judged on
their own merits. But the experiences of the accessions
studied in this chapter provide useful information for

Kazakhstan’s pending accession.

8.1 China: Most Far-Reaching
Commitments Ever

CHINA’S FIRST DECADE of reforms centred on internal
liberalization, especially in agriculture. Then followed a
brief period of uncertainty and suspense after the Tien-
anmen Square massacre. In the last decade-and-a-half,
however, China has undertaken the biggest trade-and-
investment liberalization programme that the world
has ever seen. In a short time, China has swung from
extreme protection to rather liberal trade policies —
by developing country, standards very liberal. Indeed,
China undertook enormous unilateral liberalization of
trade and FDI, and with it sweeping industrial and agri-
cultural restructuring, in the decade before WTO acces-
sion. That still left significant knots of up-front protec-
tion: declining state-run industries; oil and sensitive
agricultural commodities subject to monopolistic state-
trading arrangements; high-tech industries targeted
for industrial-policy promotion; and, most important,
the services sectors. This reform process was crowned

by China’s accession to the WTO in 2001, with by far
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the strongest commitments of any developing country.
The pace of internal and external liberalization contin-
ued thereafter, though its momentum has slowed down
recently.

CHINA, EXCEPTIONALLY, GAVE WTO membership top,
overriding priority. Crucially, the Chinese leadership
used the WTO accession process as a pillar to bolster
domestic reforms: it used entry to the WTO and bind-
ingWTO commitments as a device to speed up the tran-
sition to a market economy. China’s WTO commitments
are very strong. They exceed those of other developing
countries by a wide margin. This holds not only for tar-
iff ceilings on goods (including agriculture), but also for
border and behind-the-border NTBs in goods and serv-
ices. Very strong commitments are not just of the “first-
generation-reform” type (border barriers), but also go
deep into “second-generation” institutional reforms.
Notably, there are detailed commitments on judicial
and administrative review, and other transparency pro-
cedures, on all manner of domestic regulation (e g on
services, intellectual property and product standards).
In terms of WTO tariff bindings, China’s simple-av-
erage level of protection comes down to 9.8 percent.
This breaks down into 9.5 percent on manufactures and
13.2 percent on agricultural goods. All China’s tariffs are
bound. The most drastic reductions are in manufactures,
particularly textiles, clothing, automobiles (from 123
percent in 1995 to 25 percent), electronics and petro-
chemicals. China’s membership in the Information Tech-
nology Agreement takes its tariffs on computers, tele-
communications equipment, semiconductors and other
IT goods down to zero. In agriculture, the biggest reduc-
tions are in processed food, beverages and tobacco.
Applied tariffs are lower than WTO bound rates,
especially for industrial goods. Once weighted by the
volume of imports, the overall average tariff on mer-
chandise trade came down to 6.8 percent after WTO
accession (6.9 percent on manufactures and 3.6 per-
cent on agriculture). This was a massive reduction from
40.6 percent in 1992 and 22.6 percent in 1996; and it
almost halved the 12 percent average tariff at the time
of accession. These figures are for statutory tariffs. The
actual level of tariff protection is even lower when duty
exemptions (e g to attract FDI for export reprocessing)
are taken into account. These are astounding numbers
— even more so when compared with other countries.
China’s weighted-average tariffs, overall and on manu-

factures, are approaching developed-country levels (in the
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region of 3 percent for the US, EU and Japan). They are
below developing-country levels (an average-applied
rate of 13 percent, GATT-bound at a 25 percent aver-
age after implementation of the Uruguay Round agree-
ments). For comparison, Egypt applies simple average
tariffs of 13.7 percent (bound at 36.8 percent), India
14.7 percent (bound at 49.2 percent) and Brazil 12.3
percent (bound at 31.4 percent). Apart from tariff
reductions, there are disciplines on state-trading enter-
prises, and tight disciplines on trade-distorting domes-
tic subsidies. Export subsidies are banned. Commit-
ments on other NTBs to imports of goods are equally
strong. Nearly all import as well as specific tendering
arrangements (377 specific items in all) were eliminated
by 2005, with disciplines on remaining NTBs. Most
remaining price controls were also eliminated. Remain-
ing restrictions on trading rights were phased out. By
2004, all firms, domestic and foreign-owned, with or
without production facilities in China, could register to
have the right to import and export goods.

In agriculture, high tariffs stay in place on sensitive
products, especially grains (wheat, rice, maize), sugar
and cotton. But these products now have tariff-rate quo-
tas with quite low in-quota tariffs (in the 1-15 percent
range), and with large quota increases phased in. State-
trading enterprises will continue to operate quotas, but
their monopolies will disappear and they will face com-
petition from private enterprises. In addition, there are
tight disciplines on agricultural subsidies. Trade-distort-
ing domestic subsidies are capped at 8.5 percent of the
value of production

CHiNA AGREED TO fully implement the WTO agree-
ment on TRIMS, without exemptions. All export-per-
formance, local-content and foreign-exchange-balanc-
ing requirements on foreign-owned firms are banned.
Imports can no longer be made conditional on these
requirements.

China’s WTO intellectual-property regime has been
transformed. It has adopted the WTO’s TRIPS agree-
ment in full, and without a transition period. Legisla-
tion on patents, trademarks, copyrights, trade secrets
and integrated circuits has been amended in conformity
with TRIPS.

Furthermore, China adopted the WTO’s agreements
on TBT and on SPS upon accession, also without tran-
sition periods. This requires transparent, non-discrimi-
natory, science-based standards of assessment on goods

imports. It will help bring China up to accepted inter-
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national standards of practice, such as those set by the
Codex Alimentarius on food safety.

In services, the impact of WTO accession has been,
roughly, to cut protection by half. With a 6-year phase-in
period, this is the most radical programme of serv-
ices liberalization ever seen. At least on paper, China’s
commitments in the GATS will transform a highly pro-
tected market into one of the most open in the develop-
ing world. This massive net liberalization contrasts with
developed countries’ and other developing countries’
weak GATS commitments. Furthermore, its national-
treatment commitments, across sectors and modes
of supply, are more substantial than all other country
groups.

New licenses to foreign banks are granted solely
on prudential criteria, with no quantitative limits on
licenses or restrictions, such as an economic needs test.
Foreign currency and most domestic currency business
can be conducted without geographic or other restric-
tions. In insurance, new licenses are also awarded solely
on prudential criteria. Foreign life insurers are permit-
ted up to 50 percent equity in a joint venture. Foreign
non-life insurers can operate wholly owned subsidiar-
ies without geographic restrictions. Foreign securities
houses are allowed minority equity (up to 49 percent

in some cases).

IN TELECOMMUNICATIONS, MAJORITY foreign ownership
is not allowed in any area, but foreign firms are supposed
to have substantial market access. On wired and mobile
voice-and-data services, foreign ownership can go up
to 49 percent with no geographic restrictions. In value-
added services (i e Internet services), foreign ownership
can go up to 50 percent. China has also accepted to sep-
arate regulatory from operational functions, establish
an independent regulator, and provide interconnection
rights and cost-based pricing so that foreign-invested
joint ventures can compete with China Telecom.
Professional services were significantly liberalized.
Legal and medical services in particular continue to have
major restrictions on foreign participation. Foreign law
firms can operate without quantitative and geographic
restrictions. Foreign firms providing accountancy, engi-
neering, urban-planning and architectural services can
operate with wholly owned subsidiaries. Foreign suppli-
ers of construction services are allowed full ownership
but with restricted geographic scope. Transport services
are opened up except hard traffic rights in civil aviation,
which is excluded from the GATS. Also, foreign-owned
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firms have the right to distribute almost all products,
whether imported or locally made, through wholesale
and retail systems in China. No other WTO member has
made such deep commitments in this sector.

Trade remedies are another feature of China’s acces-
sion to the WTO. China has adopted new anti-dump-
ing legislation in conformity with GATT provisions —
with the protectionist bias of similar legislation in other
developed and developing countries. However, the
innovation here is extra-generous allowance for other
WTO members to protect their markets against Chi-
nese exports. First, WTO members can use special anti-
dumping measures against China until the end of 2015.
They can continue to designate China a “non-market
economy” and apply a special methodology for deter-
mining dumping margins. This involves using “shadow”
reference prices in other countries, going well beyond
the (fairly generous) provisions in GATT Article VI. In
essence, this makes dumping even easier to find. Sec-
ond, there is a new China- and product-specific safe-
guard instrument to restrain a surge of imports. This
will be in force until the end of 2012. Its “material-in-
jury” definition and related procedures make it easier to
use than the safeguard provisions in GATT Article XIX.
Third, a safeguard instrument specific to textiles and
clothing will be in force until the end of 2008.

China’s commitments go beyond up-front liberaliza-
tion: transparency in implementing trade-related laws
and regulations are strongly built in, too. New trade-re-
lated laws and regulations have to be translated into Eng-
lish and published regularly in designated official jour-
nals. Enquiry points have to be established so that foreign
firms and governments can request information. Nor-
mally, responses should be forthcoming within 30 days.
A reasonable period of time will be allowed for com-
ment before new laws and regulations come into force.

Laws and regulations relating to WTO obligations
have to be applied uniformly throughout China — verti-
cally (at sub-national as well as central levels of govern-
ment) and horizontally (in all cities and regions). Indi-
viduals and firms have recourse to a new internal review
mechanism to investigate instances of non-uniform
application. Finally, new — and supposedly independent
and impartial — tribunals are to review administrative
acts relating to implementation of WTO commitments.
Individuals and firms can bring problems to the atten-
tion of tribunals, with the right of appeal to higher judi-
cial bodies. This is nothing short of fundamental legal

innovation in China — one major step in the direction of
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the rule of law. Finally, the WTO set up an annual Tran-
sitional Review Mechanism to scrutinise China’s imple-
mentation record. It runs annually for 8 years, with a

final review in the 10th year.

Tae MAIN SHORT-TERM effect of WTO accession was to
accelerate the restructuring of the Chinese economy
away from agriculture and towards manufacturing. The
surge in garments exports, especially after the phase-
out of MFA quotas, is but one symptom of a broader
surge in labour-intensive manufactured exports. Chi-
na’s WTO membership is, of course, a powerful signal
to attract more FDI in manufacturing, as well as FDI in
newly opened services sectors. Finally, as a result of pre-
vious liberalization locked in by WTO commitments,
China will have a relatively open agricultural market.
It will not be able to follow the East-Asian Tigers’ path
of ever-increasing agricultural protection to accompany
industrialization.

China’s record since it became a member of the WTO
has not been without controversy — not surprising given
such a huge and complicated accession. Implementa-
tion of WTO commitments has been mixed. Commit-
ments on tariffs, border NTBs and trading rights have
been implemented comprehensively and on sched-
ule. However, other members — particularly the USA,
and followed by the EU — have complained loudly of
widespread Chinese infringements in other areas, nota-
bly TRIPS, regulation of services, industrial subsidies,
implementation of WTO rules by provincial and munic-
ipal authorities, and general lack of regulatory trans-
parency. Until recently, China and its trading partners
exercised restraint in taking cases to WTO dispute set-
tlement. This has changed. The USA has led the charge
in prosecuting several cases — on auto parts, TRIPS and
subsidies — currently working their way through dispute
settlement. Finally, the USA and EU argue that Chinese
reforms have slowed down, notably on further liberali-
zation of investment and services, and that “investment
nationalism” and associated industrial-policy measures
are on the rise.

Despite such post-accession complications, China is
a textbook example of how WTO accession works in
tandem with national market-based reforms. Unilateral
pre-accession liberalization was locked in by accession.
Strong WTO commitments provided a springboard
for further reforms. This acted as a signalling device to
accelerate the growth of trade and foreign investment.
China has become a strong WTO stakeholder, active in
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multilateral rule-enforcement and dispute settlement
(though less so in Doha Round negotiations). Arguably,
the embedding of China in the WTO has defused mani-
fold international trade tensions that might otherwise
have got out of hand; and it has smoothed China’s rapid
integration into the global economy. None of this would
have been possible without the Beijing leadership’s stra-
tegic use of WTO accession to speed ahead with domes-
tic reforms. That was the critical factor.

8.2 Vietnam: Following China’s Path

IN VIETNAM, THE process of market-oriented reforms
started with agriculture in the 1980s. Doimoi, the “great
renovation”, adopted in December 1986 by the Sixth
Party Congress launched the first phase of deep reforms.
The government relaxed controls on inter-provincial
and international trade, investment, land-use, banking
and industrial policies. The programme culminated in
1988 with the adoption of laws replacing cooperative
agriculture by household production, promoting pri-
vate enterprises and establishing the first system of tar-
iffs (in place of quantitative trade barriers). In 1993, the
government granted farmers the right to use the land
on a long-term basis (99-year leases). Farmers started
to increase investment and production in what would
become Vietnam’s agricultural export engine.

IN 1995, VIETNAM joined the Association of Southeast
Asian Nations (ASEAN)), thereby agreeing to the ASEAN
Free Trade Area (AFTA). It committed to reduce tariffs,
eliminate export quotas and remove many quantitative
restrictions on imports, with only seven product lines
remaining subject to import quotas. Vietnam joined
APEC in 1999. Before the end of the decade, it replaced
the mono-bank system with a two-tier system in which
the State Bank of Vietnam acts as a central bank with a
macro-economic and financial supervision role. Finally,
Vietnam’s most significant trade agreement pre-WTO
accession was the Bilateral Treaty of Accession (BTA)
with the USA in 2000. This covered wide-ranging com-
mitments in conformity with WTO norms and granted
substantial preferential market access to the US. Vietnam
agreed to provide full trading rights to all Vietnamese
enterprises for all products, and extend trading rights
for US firms gradually over six years. It committed to
removing all import quotas within seven years and grant
MFN treatment to US goods. Tariffs were reduced on
average from 38 percent to 27 percent on 176 agricul-
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tural products and from 36 percent to 25 percent on
49 industrial goods. Vietnam also agreed to provide sub-
stantial market access to US-based services providers,
especially in banking and telecommunication services.
Finally, it committed to implement WTO-compliant
legislation on TRIPS, TRIMS, transparency, and techni-
cal standards and measures.

After starting negotiations to join the WTO in 1995,
it took nearly twelve years for the Working Party to
agree to specific terms of accession for Vietnam. The
Vietnamese government, unlike its Chinese counter-
part, was reluctant to make significant concessions in
the first five years of negotiations. This coincided with
a slowdown of domestic reforms. Only after the BTA
was signed did the Vietnamese government show will-
ingness to make greater concessions, which reflected a
pickup in domestic reforms. The latter really speeded up
from 2004 /5. New trade-related laws were intended to
improve regulatory transparency and predictability. The
government accelerated reforms of the financial sec-
tor and public finances. There was a raft of new trade-
related laws: the Competition Law; the Law on Enter-
prises (which harmonizes the legal environment for
domestic and foreign firms, and has a five-year sched-
ule to restructure state-owned enterprises); the Law on
Investment (which creates a unified legal framework for
foreign and domestic investors); the Ordinance on anti-
dumping and safeguards; the Ordinance on Sanitary and
Safety of Foods; the Decision on the implementation of
the TBT; and the Law on intellectual property. There
were procedural innovations to establish legal due proc-
ess, e g transferring the administration of local courts to
the Supreme People’s Court instead of keeping it under
political direction.

This whirlwind of domestic trade-related reforms
proceeded in tandem with dramatic progress in WTO
accession negotiations. Vietnam became a member of
the WTO in 2007.

In terms of tariff commitments, Vietnam agreed to
reduce its bound-tariff average from 18.5 percent to
13.6 percent within three to five years. Average tariffs
for industrial goods will be reduced from 17 percent in
2005 to 12.5 percent. For agricultural products, tariffs
will fall from 29.4 percent to 21.7 percent within five
years. The pre-accession tariff structure provided pro-
tection to domestic producers while granting them easy
access to intermediate goods and inputs. For instance,
tariffs on clothing were higher than on textiles. Upon
accession, tariffs on clothing were reduced from 36.6
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percent to 13.5 percent, thus reducing “tariff escalation”
and effective levels of protection. Also, Vietnam com-
mitted to join the Information Technology Agreement
(ITA), eliminating all tariffs on related products such as
computers, modems and telephones. The average tariff

for pharmaceuticals is now 2.5 percent.

APART FROM TARIFF reductions, Vietham committed to
remove N'TBs, such as the ban on imports of large motor-
cycles, Most quantitative restrictions were removed,
and full trading rights were extended to all sectors. The
government committed to eliminate all trade-distorting
industrial subsidies and agricultural export subsidies.
Domestic support in agriculture is capped at 10 per-
cent. State trading must be based on commercial con-
siderations.

Regarding other rules: Vietnam agreed to apply fully
the TRIMS agreement upon accession. It harmonized
tax treatment for foreign and domestic companies by
removing the tax on profit remittances for foreign enti-
ties. To comply with the TRIPS agreement, the govern-
ment adopted WTO-compliant laws on TRIPS, which
came into effect in 2006. Also, unlike China, Vietnam
did not benefit from a post-accession transition period
to implement WTO agreements on SPS and TBT.

In services, Vietnam committed to open gradually 92
sub-sectors by the end of 2008, more than China (85),
Thailand (74) and the Philippines (50). One reason is
the “multilateralization” of the Vietnam-US BTA, which
contained wide-ranging bilateral commitments on serv-
ices. In the banking sector, Vietnam now allows 100 per-
cent foreign-invested subsidiaries and the right to issue
credit cards and take unlimited local deposits. Within
five years, it will allow foreign investors to own securi-
ties firms. In insurance, foreign companies will gradually
obtain more freedom to operate in non-life insurance,
until being able to open fully-owned branches by 2012.
In telecommunications, Vietnam allows majority-owned
foreign firms to offer services through satellites, private
data networks and submarine cable. Foreigners can also
lease local infrastructures to offer basic telephone serv-
ices. The government has committed to create an inde-
pendent regulator to police anti-competitive behaviour
in the market. Energy services such as exploration, con-
sulting and maintenance will gradually be opened until
allowing 100 percent foreign-owned companies within
five years. Other services sectors that Vietnam has com-
mitted to open to foreign competition include express

delivery, transportation, wholesale and retail distribu-
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tion, tourism, and professional services such as consul-
tancy, architecture, engineering, accountancy and legal
services.

On trade remedies, Vietnam, like China, can still
be considered a non-market economy in anti-dumping
investigations by other WTO members — in Vietnam’s
case until the end of 2018. The only special safeguard
mechanism to which Vietnam is subject is a textile-
import monitoring programme in the US until early
2009. American authorities can impose textile-specific
safeguard measures even without a complaint from the
industry.

In conclusion, Vietnam’s path to WTO accession
mirrors that of China in several respects. True, internal
and trade-related reforms lagged behind China through
the 1990s. This was reflected in a cautious, conservative
approach to WTO accession negotiations, which made
slow progress. However, after 2000, and especially in
the 2005-2007 period, Vietnam seemed to self-con-
sciously emulate China’s path into the WTO. The gov-
ernment used the WTO accession process as a lever to
accelerate domestic reforms; and subsequently locked
them in through strong multilateral commitments. Join-
ing the WTO in such a manner should contribute to the
market-based restructuring of the Vietnamese economy.
On the trade front, this should accelerate specialization
in labour-intensive exports. It sends a positive signal to
foreign investors. Greater trade and FDI in labour-inten-
sive activities should result in Vietnam’s integration into
regional and global production networks. Although on
a smaller scale, this would reflect the manner in which
national policy reform has interacted with WTO mem-
bership to speed up and smooth Vietnam’s integration
into the global economy.

8.3 Kyrgyzstan

ComPARED WITH OTHER recent WTO accessions, Kyr-
gyzstan’s process was quick. It started in early 1996, and
the General Council approved the Protocol of Accession
in October 1998. Kyrgyzstan formally entered the WTO
in December the same year. The process of accession was
never discussed publicly because other concerns, mainly
the dramatic economic turmoil that followed the col-
lapse of the Soviet Union, consumed domestic attention.
Still, the Kyrgyz government regarded WTO accession
as a desirable means of stimulating exports and secur-
ing equal treatment across the world. Since Kyrgyzstan
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did not benefit from the massive oil reserves enjoyed by
its neighbours it needed to secure market access for its
exports. It also wanted to provide the country’s business
community with laws in conformity with international
standards. Another big incentive to hasten the process
was that the WTO represented an important step to
secure a measure of independence from Russia, espe-
cially as Russia was not a member of the WTO and not
subject to its disciplines.

Many reforms were initiated in the mid-1990s to
develop a market economy. The government liberalized
nearly all prices. Industries in which the government
still uses price controls include electricity, gas pipelines,
telecommunications, railroad, aviation and water supply.
Also, between 1991 and 1997, Kyrgyzstan privatized
6,379 state enterprises (63.8 percent of the total).

Still, the big push for reforms was conducted dur-
ing the implementation of WTO commitments. In
many fields, Kyrgyzstan agreed to comply immediately
upon accession. As any other WTO member, it com-
mitted to all rules relating to trading rights, fees and
charges, custom valuation, rules of origin, anti-dump-
ing, safeguards, export licensing, transparency, RTAs,
tariff exemptions and value-added tariffs. The govern-
ment agreed to apply TRIMS, TRIPS, the TBT and SPS
agreements without transition periods. Kyrgyzstan also
committed to eliminate all quantitative restrictions on
trade and provide a system through which individuals
and companies involved in trading activities can appeal
to report infringements of WTO commitments. It also
pledged that the central authority is solely responsible
for establishing trade policy and would ensure that local
authorities, including free economic zones, would com-
ply with all commitments and WTO conditions, nullify-
ing contravening policies. Kyrgyzstan further agreed to
report annually after accession on all the data concern-
ing the privatization programme. Finally, it commit-
ted to table proposals for accession to the GPA and the
Agreement on Trade in Civil Aircraft.

With WTO accession, Kyrgyzstan bound two-thirds
of its import tariffs at zero and the rest at 10 percent.
The average weighted applied MFN tariff was 4.9 per-
cent in 2005. There are no export tariffs, except on a
few items exempted on national security and public
health grounds.

Kyrgyzstan’s strong commitments have not translated
into reaping the potential benefits of WTO accession.
Firstly, the economic crisis that hit Russia in 1998-1999
strongly affected Kyrgyzstan. After six consecutive years
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of output decline, real GDP in 2000 was 66 percent of
that of 1990. Secondly, Kyrgyzstan has been plagued by
political instability. The previous government was over-
thrown in a combination of a popular uprising and pal-
ace coup in 2005. Thirdly, Kyrgyzstan has only margin-
ally increased its trade with WTO members, and is still
heavily reliant on trade with other CIS countries. The
latter account for half of Kyrgyz trade — as it did at the
time of WTO accession in 1998. Unlike China and Viet-
nam, Kyrgyzstan is a landlocked country and the nearest
port is 3,600 km away. It is therefore much more reli-
ant than China and Vietnam on trade with neighbouring
countries, some of whom are not yet members of the

WTO.

FourtHLY, KYRGYZSTAN’S RECORD of implementing
WTO commitments has been poor. Government and
legal capacity remain weak. More generally, implemen-
tation of reforms has lagged behind in fiscal policy, pub-
lic administration, corporate governance and the priva-
tization programme. Fifth, Kyrgyzstan has remained on
the margins of WTO negotiations, including the Doha
round; and it has never been involved in a dispute-set-
tlement case, even as third party. Finally, Kyrgyzstan is
a small market, with low levels of trade and FDI. It is
neither abundant in natural resources, nor does it have
Vietnam’s or China’s comparative advantage in abun-
dant labour. This makes Kyrgyzstan much less interest-
ing commerecially for other WTO members.

In essence, Kyrgyzstan’s accession was fast-forwarded
for political and security reasons, in an attempt to bolster
national independence and induce stability. The use of
the WTO as such a political device has not exactly been
a success. A weak Kyrgyz leadership with a fragile insti-
tutional base did not make strategic use of WTO acces-
sion as a lever for domestic economic reforms. Rather it
succumbed to pressure from powerful WTO members
to agree to strong commitments — without adequate
preparation and understanding of them and what they
would entail for the domestic economy. In contrast to
China and Vietnam, vaguely grasped top-down commit-
ments were not matched by thoroughgoing bottom-up
reforms. Hence it comes as no surprise that WTO com-
mitments have proved difficult to enforce. Kyrgyzstan
still relies on donors to prescribe reforms and follow up
with implementation. It is the biggest recipient of for-
eign aid in absolute and per-capita terms among all cen-
tral Asian countries. In such conditions, it is difficult to
label Kyrgyzstan’s WTO accession a success.
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8.4 Saudi Arabia

Saupr Arapia’s WTO accession negotiations started
in 1993 and lasted for twelve years. It became a mem-
ber in December 2005. The economy of Saudi Arabia is
very particular as it is a single commodity country: the
oil industry roughly constitutes three quarters of the
government’s revenues and 90 percent of the country’s
exports. High volatility in the price of oil has caused seri-
ous fluctuations of national revenues. The GDP per capita
at purchasing power parity plummeted from over USD
10,000 at the beginning of the 1980s to around USD
6,500 by the end of the 1990s, and then soared to around
USD 16,500 today. The government officially supports
diversification of the economy. To achieve this objective,
it embarked on privatization in the late 1990s, especially
in telecommunications and power generation.

Saudi Arabia agreed to comply with nearly all WTO
rules upon accession. The most important changes in
the country’s trade regime concern the implementation
of the TRIPS agreement; compliance with transparency
and consultation procedures; creation of WTO enquiry
points for individuals and firms; and recognition of
national treatment for foreign enterprises (i e removal
of discrimination in favour of domestic enterprises). The
average bound tariff is 10.5 percent on industrial goods
and 21.4 percent on agricultural products. (Applied
rates are 4.8 percent on industrial goods and 7.8 percent
for agriculture). Saudi Arabia also committed to elimi-
nate all agricultural export subsidies. Also, the require-
ment to operate business activities through a local agent
(middleman) will be lifted.

At the margin, joining the WTO can promote effi-
ciency and diversification even for oil-related industries,
especially where processing is involved. Oil companies
are big consumers of related services such as insurances
and transportation. The reduction of tariffs for foreign
companies drives input prices down and can increase
the competitiveness of the Saudi oil industry. Also, WTO
membership means that Saudi producers of polystyrene
and other polymers face lower MFN tariffs than was the
case with non-MEN tariffs pre-accession. Saudi tariffs
will also fall from 12 percent to 6.5 percent before the
end of 2010 for these transformed products. The same
tariff reductions apply to plastics.

Since accession, implementation of WTO com-
mitments has been very patchy. Saudi Arabia still uses
instruments such as import bans on specific products
with very short notice or without notification. It also

failed to apply to join the WTO GPA. Existing gov-
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ernment procurement procedures considerably favour
nationals. The government has not yet issued regulations
on insurance branching to replace previous measures,
which are supposed to be lifted by April 2008. The com-
mitment to fully open express-delivery services seems
to have been abandoned, since new regulations impose
strict nationality requirements. Many businesses also
complain that they still have to use agents (or middle-
men) in order to obtain licenses for domestic distribu-
tion services. Finally, the commitment to allow 60 per-
cent foreign ownership in joint ventures has yet to be
fully implemented.

The details outlined above should not distort the
big picture. That is one of a “weak” accession — for two
main reasons. First, oil is excluded from the agreement,
thereby excluding the bulk of GDP and exports. In
other words, most of the Saudi economy is not subject
to WTO discipline. This puts Saudi Arabia in the same
basket as other oil-producing members such as Qatar,
Nigeria, Venezuela, Kuwait and Angola. Second, the
Saudi government applied to join the WTO when the
economy was slowing down and oil prices were under
USD 20 per barrel. Several domestic economic reforms
were launched, with the intention of diversifying the
economy. WTO membership was seen as a means of
accelerating this process. However, as oil prices started
to rise again, the momentum driving market-oriented
reforms vanished. In this context, WTO membership is

a weak discipline on national economic policy.

8.5 Concluding Comment

CHINA AND VIETNAM are both textbook cases of WTO
accession, but there are important differences between
the two countries. Compared with China, Vietnam is
smaller and less complicated. Until 2001, its market
reforms, including trade and FDI liberalization, lagged
behind China by almost a decade. Notwithstanding these
differences, both undertook wide and deep unilateral
reforms, including external liberalization, before WTO
accession. This provided the essential stimulus to acces-
sion negotiations. Combined with tough bargaining,
particularly by the USA, this resulted in strong WTO
commitments. These locked in previous reforms and
provided the basis for further post-accession reforms.
Both China and Vietnam have acquired strong stakes in a
rule-based multilateral trading system. WTO member-
ship has thus smoothed their integration into the world
economy.
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Last, but by no means least, both countries have
abundant low-wage labour. Reform has exploited com-
parative advantage in labour-intensive exports. This has
been their main channel of global market integration.
It has delivered high growth and poverty reduction in
a remarkably quick time. National reforms, in interac-
tion with WTO accession, have worked with the grain of
both countries’ factor endowments.

The accessions of Kyrgyzstan and Saudi Arabia have
had very different trajectories and outcomes.

Kyrgyzstan is small, landlocked, resource-poor, still
heavily influenced by Russia and other CIS neighbours,
with weak economic governance and beset by political
instability. Its political and economic institutions are rel-
atively new and fragile. WTO accession was top-down,
driven more by powerful WTO members (particularly
the USA) for security reasons than by national reform
momentum. Results are disappointing. Kyrgyzstan has
a poor record of implementing WTO commitments;
its trade has not diversified much beyond the CIS; its
growth performance has been poor; and economic gov-
ernance has not noticeably improved.

Of the four accessions studied here, Saudi Arabia bears
closest comparison to Kazakhstan. Like Kazakhstan, it is
resource-abundant. Oil accounts for the bulk of GDP,
government revenue and exports. These are not covered
by its WTO commitments. Hence the WTO was always
going to be a weak instrument for market-based reforms
in Saudi Arabia. With a high oil price, WTO discipline on
national economic policy is even weaker.

Both Kyrgyzstan and Saudi Arabia, in their very dif-
ferent ways, illustrate the limits of WTO accession. The
WTO, whether through strong or weak accession com-
mitments, is not a substitute for preceding and ongoing
national reforms to marketize and globally integrate the
economy. It cannot be expected to be the chief instru-
ment of national economic reforms. It is bound to dis-
appoint if that is what is expected of it. Where it has
worked successfully, as in China and Vietnam, it has been
a helpful auxiliary to national reforms already in train.

CHAPTER 9. ACCELERATED WTO
ACCESSION?

KazZAKHSTAN APPLIED FOR WTO membership in 1996,
following the application of Russia in 1993. The two
countries are bound together by geography, by his-

tory, by sentiment, and, more recently, by a common
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declared interest in forming a customs union and an
“economic space”, together with other members of the
FSU. It has been commonly assumed that Russia would
join the WTO first and that Kazakhstan would in due
course follow. More recently, however, Russia’s enthu-
siasm for WTO entry has seemed to diminish. Whether
Russia will accede to the WTO in the near future is now
open to doubt. The question therefore arises: If Russian
accession is postponed or abandoned, what will hap-
pen to Kazakhstan’s application for membership? This is
in large part a question to be answered by Kazakhstan,
and Kazakhstan may decide that if Russia is not a mem-
ber of the WTO, then nor should Kazakhstan be. All of
the research reported in the earlier chapters suggests
that Kazakhstan would thereby forego substantial eco-
nomic gains. But immediate economic gain or loss will
not necessarily be the decisive factor in the deliberations
of the government of Kazakhstan, and the decision is
clearly for it to make, although, of course, the actions of
other governments, Russian and Western, may influence
its deliberations. This chapter discusses the political and
economic factors that surround the issue. It is divided
into four sections. The first discusses the difficult leg-
acy of trade patterns in the former Soviet Union and
uncertainties surrounding the future of market reforms
in Kazakhstan. The second focuses on the general issue
of Russian pre-eminence in the region and how it risks
interfering with Kazakhstan’s WTO accession. The third
part discusses the role that the major trading and strate-
gic powers such as Europe and the United States play in
Kazakhstan’s WTO accession. The final section outlines
possible scenarios and strategies concerning the entry of
Kazakhstan into the WTO.

9.1 Trade and Economic Policy in Kazakhstan:
Background

KazaxusTaN’s ACCESSION TO the WTO faces several
challenges. The first is of an economic and economic
policy nature: Kazakhstan’s trade patterns are a legacy
of distorted trade that could require painful adjustment,
and its recent economic policy orientation could con-

flict with the goal of acceding to the WTO.

A Legacy of Distortions in Kazakhstan’s
Foreign trade

KAZAKHSTAN’S INTERNATIONAL TRADE is distorted. As
Table 7.2 suggests, trade with the European Union and
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the rest of the world is below its optimal level, while
trade with Russia is far above, presumably a consequence
of historical, political and institutional legacies from the
past. WTO accession is likely to divert trade away from
Russia, Kazakhstan’s second largest trading partner, and
shift trade more to the EU and the rest of the world.
This could be disruptive. It might therefore entail politi-
cal resistance in Kazakhstan and/or Russia. The Euro-
pean Union is Kazakhstan’s main trading partner. Yet
this trade is dominated by hydrocarbons. Kazakhstan
represents only 0.7 percent of EU trade. Four fifths of
Kazakhstan’s exports to the European Union are fuels
and minerals. Unlike Russia, Kazakhstan has not done
much to make Europe fear for its energy supplies — at
least for now. As Kazakhstan develops its economy and
tries to diversify away from hydrocarbons, its exports
may meet greater resistance. Acceding to the WTO will
entail adaptation by Kazakhstan and its trading partners.
Building up a momentum for final accession will need
special political efforts.

Table 9.1Kazakhstan’s trading partners Rank
and share of overall trade - 2006

Rank Trading partner Trade share - %
1 European Union 36.1
2 Russia 23.5
3 China 15
4 Turkey 2.9
5 USA 2.8
6 Romania 2.7
7 Iran 2.0
8 Ukraine 2.0
9 Korea 1.1
10 Uzbekistan 1.1

Source: European Commission, DG Trade.

Market Reform in Kazakh: Quo Vadis?

THE SECOND CHALLENGE comes from current domes-
tic economic conditions and economic policy trends.
Domestic policy trends indicate that WTO accession
might have fallen down on the economic-policy priority
scale. Kazakhstan was one of the CIS’ “late reformers.”
These, according to Anders Aslund, adopted sweeping
domestic market reforms after the 1998 Russian finan-
cial crises, allowing for unprecedented levels of eco-
nomic growth, backed by the recent boom in commod-

13. Kudaibergen (2007).
14. Devlopment Bank of Kazakhstan (2007).
15. For an an abstract of this speech see Nazarbayev (2008).
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ity prices (Aslund 2007, p 75-81). Kazakhstan has since
then generally maintained a steady market-oriented
reform course. Yet in the last two years, the tone has
somewhat changed. Kazakhstan has recently embarked
upon a “clusters” policy strategy]3 aimed at boosting
“infant industries” to help the economy diversify. It is
not yet clear how this policy is to be implemented, or
how far it relies on market forces and the provision
of an adequate investment and competitive climate,
as opposed to a pick-and-choose strategy of propping
up selected industries. This policy is backed by institu-
tions and government-sponsored funds that echo those
set up recently in Russia, which raise similar concerns.
These funds include the Investment Fund of Kazakhstan,
the SME Development Fund, and the National Innova-
tion Fund. The Development Bank of Kazakhstan is also
involved in this policy. Priority sectors are: food, tex-
tiles, metallurgy, construction materials, tourism, trans-
port and logistical services, and downstream oil and
gas activities. The competitive conditions under which
the funds operate require special attention. Some sec-
tors that are to be promoted pose real questions of eco-
nomic efficiency. Textiles is a case in point.'* Kazakhstan
wishes to promote cotton processing for export, but
also other elements in the value chain, such as dye deco-
rating and sewing. In the context of WTO accession, and
given the fact that Kazakhstan is a sparsely populated
country without comparative advantage in labour-in-
tensive industries, the soundness of this policy deserves
deeper scrutiny. Kazakhstan has so far not reneged on
its commitment to promoting a market economy. But
this new cluster strategy calls for closer scrutiny of its
practical implementation. Some elements of the pub-
lic discourse on WTO accession point to an increased
reluctance to face more international competition in
the industrial sector. This reluctance is further discussed
below. A stronger nationalistic stance can be detected
also in terms of investment in the hydrocarbons sec-
tor, as the latest state-of-the-nation discourse of Pres-
ident Nazarbayevin in early February 2008 suggests."
Although there have been no evident signs of re-nation-
alization in Kazakhstan yet, contrary to what has recently
been happening in Russia, the recent disputes with for-
eign oil majors on the Kashaghan raise questions.

This dispute was triggered by the announcement in
2007 that the consortium of foreign oil companies in
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charge of developing one of the world’s major oil fields
in the Caspian Sea had run into technical and environ-
mental problems, delaying the launch of production.
The dispute was settled in early 2008, averting a major
crisis and risks of loss of confidence. Penalties are to be
paid by the members of the consortium, and compen-
satory royalties will be levied as well. In the process of
solving the problem, Kazakhstan’s national oil company
KazMunaigaz increased its stake in the consortium so
that its holding is now equal to that of the foreign com-
panies involved. The international investment commu-
nity has not questioned the legitimacy of the procedure,
since the consortium was not delivering on its con-
tract. But the strong demands by the government and
the redeployment of assets in favour of the government
in the process indicate that the climate has hardened in
Kazakhstan. This case follows the adoption in 2005 of
a controversial “pre-emption” amendment to its Law
on Subsurface Use, raising uncertainty over security of
investments in Kazakhstan. President Nazarbayev, in his
state-of-the-nation speech in 2007, argued that “acces-
sion to the WTO” must be “on conditions favourable to
Kazakhstan.” He added that “under Kazakhstan’s WTO
accession process, the Government should defend an
acceptable level of internal state assistance to the agri-
cultural sector and realize corresponding adjusting
measures preparing industrial enterprises for the effec-
tive functioning under WTO conditions.” Concretely,
Kazakhstan claims the right to the same aggregate agri-
cultural supports levels as the United States. The second
argument hints at a more cautious stance towards open-
ing the industrial sector to international competition,

and not very clearly defined industrial policy ambitions.

9.2 “Russia first”

WTO Accession in the CIS: It is about more
than Trade

FOR MOST EMERGING economies, but above all those of
the former Soviet Union, WTO accession has a wider
symbolic and political meaning than simply one of eco-
nomic policy. It is a seal of international respectability,
an aspiration to belong to the “Western” world, and,
above all, an ambition to be a full member of the inter-
national community.

This is the case of Kazakhstan as well. Kazakhstan’s

16. Ibid.
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WTO accession negotiations have gone on for more than
ten years. But this length is not unusual in emerging mar-
ket and former Soviet Union context. Russia applied in
1993 and is still not a member. Most CIS members have
not entered the WTO. Exceptions are Armenia, which
joined in 2003, Georgia,, which joined in 2000, Kyr-
gyzstan, which joined three years earlier, and Moldova,

member since 2001.

Table 9.2 CIS WTO membership

Application date Membership date

Armenia 1993 2003
Azerbaijan 1997 n/a
Belarus 1993 n/a
Georgia 1996 2000
Kazakhstan 1996 n/a
Kyrgyzstan 1996 1998
Moldova 1993 2001
Russia 1993 n/a
Tajikistan 2001 n/a
Turkmenistan n/a n/a
Uzbekistan 1994 n/a

Some countries on the CIS fringe, such as Georgia
or Kyrgyzstan, joined the WTO in an attempt to reform
their economies, and to protect themselves from post-
Soviet Russian pre-eminence, which in fact was eroded
in the 1990s. These new memberships were often an ini-
tial move to commit to economic reform, as was the
case of Kyrgyzstan in particular. But they were also a
political statement against post-Soviet Russian domina-
tion; and the Western allies found it expedient to accept
these strategically located countries into their fold. Eco-
nomic stakes for these partners were limited, and con-
ditions of accession looser. It is to be noted that Georgia
and, though less firmly, Armenia and Azerbaijan, are on
the list of potential new NATO members. WTO acces-
sion is a politically sensitive matter in the CIS and is,
to a greater extent than in most other regions of the
world, deeply intertwined with wider security, military

and political issues.

Russian Pre-Eminence and WTO
Accession in the CIS

This 1s WHERE Russia comes into play. Russia is the larg-
est economy still outside the WTO. Russia sees itself as

No. 01/2008
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the natural leader of the CIS. Russia is in the process of
joining the WTO, and tends to see WTO accession very
much in the geopolitical terms described above. Rus-
sia’s WTO accession has been delayed in recent years.
The government has wavered on the orientation of its
economic policies; it has experienced difficulties in han-
dling the bureaucratic and legal aspects of the process
of WTO accession and the associated need to abandon
aspects of its sovereignty; the accession process has been
de-railed by political problems such as its relationship
with Georgia, and recent conflicts with Europe on trade
and investment matters. Moreover, important parts
of the Russian elite perceive the collapse of the Soviet
Union and the waning of Russian supremacy in the CIS
region in the 1990s as a national defeat. In that decade,
the entry of the United States and to a lesser extent of
Western Europe, via military alliances and oil-related
policies into the CIS, where Russia had dominated for
centuries, is perceived as humiliating. Nyrgen (Nyrgen
2007) shows that Vladimir Putin, who became Presi-
dent of the Russian Federation in 2000, has embarked
upon a clear strategy of “rebuilding greater Russia,” by
reasserting Russia’s supremacy in the CIS on all fronts,
political, military, economic, and cultural, without,
however, territorial conquest or control. Regional inte-
gration is an important tool in this new policy. Putin has
tried to revive, reshape or create new regional institu-
tions. Among these are the EAEC (Eurasian Economic
Community). The SES (Single Economic Space), which
includes the Big Four (Belarus, Kazakhstan, Russia, and
Ukraine), became the official forum to coordinate WTO
entry. Russian investment in the region was stepped up,
and Russian hydrocarbon and banking interests have
accompanied a general drive to raise Russia’s profile in
the former CIS, especially in Central Asia. Yet regional
economic integration schemes have not been successful.
The creation of a customs union within the SES ran into
problems for two main reasons. First, political develop-
ments in Ukraine have driven it away from Russia and
the SES, discrediting the idea of a functioning customs
union, and also the notion of co-ordinated WTO acces-
sions. Second, with the remaining members, the EAEC
and SES have followed a familiar pattern in the CIS:
“Many formal meetings and agreements and ... close-
to-zero implementation” (Nyrgen 2007, p 25). Even if,
de facto, the schemes in the CIS for regional economic

17.  Radio Free Europe (2006).
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integration around Russian leadership do not work
properly, these issues remain politically very sensitive,
for both Russia and its potential partners. They should
not be neglected when considering WTO accessions in
the region. The political dynamics behind these regional
economic integration schemes and the SES’ official role
as coordinator of WTO accession point to another set
of problems: an underlying assumption that the acces-
sion of Russia to the WTO should have precedence. This
matter of precedence produces two opposing dynamics:
contestation or alignment. Ukraine has followed the first
path: its new pro-Western government has pushed for
WTO accession, and Ukraine will now enter the WTO
carlier than Russia. The other response is alignment,
which is Kazakhstan’s model. Russia has been Kaza-
khstan’s major ally in the CIS and in Central Asia since
the collapse of the Soviet Union. Relationships between
President Nazarbayev and President Putin have gener-
ally been cordial and mutually supportive. This was pos-
sible even as Kazakhstan developed good relations with
the Western powers. There have been talks of joint Rus-
sian-Kazakhstan WTO accession.'” Kazakhstan’s security
and political situation is very different than Ukraine’s, or
even Georgia’s. Georgia, as a country from the strate-
gic Caucasus region, and Ukraine, at the border with
the European Union, are both on a hotly contested
terrain in matters of security and political precedence
between Europe and Russia. Both have a strong drive
to join Western structures, NATO and even the Euro-
pean Union. For Europe, and in security matters the
United States too, these countries are of increasing stra-
tegic importance. This is a consequence of both EU and
NATO enlargement. In this context, WTO accession is
part of a wider drama of “heading West” or, on the con-
trary, of continued belonging to “Greater Russia.” This
is not the case of Central Asia and therefore of Kaza-
khstan. Kyrgyzstan, despite being member of the WTO
is politically aligned to Russia. Most other Central Asian
nations are as well. This is increasingly true since politi-
cal trends towards greater authoritarianism have raised
Western criticism and led countries like Uzbekistan to
strengthen their ties with Russia. But Kazakhstan’s rela-
tions with the West so far have been much less prob-
lematic. President Nazarbayev has been able to main-
tain cordial relations in Europe and the United States.
However, more recently, perceptions of corruption and
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of the nature of the political regime have given rise to
wariness in the West and growing caution in Kazakhstan.
Kazakhstan has never wavered in its security priorities:
Russia is Kazakhstan’s top priority and first ally. This is
not incompatible with WTO accession by Kazakhstan,
but it does suggest that Kazakhstan will be more com-
fortable with the process the more it is treated as a tech-
nical and economic policy matter and less as a political
one. But this alignment also gives Russia a greater ability
to interfere in Kazakhstan’s WTO accession process.

The trading powers that matter most for WTO acces-
sion, Europe and the United States, do not, for their
part, see Kazakhstan as a strategic priority of the first
order. Their commitment and support for the accession
of Kazakhstan may therefore be weak.

9.3 Kazakhstan’s WTO Accession and the
West

INDEED, THE HISTORY of WTO accessions among mem-
bers of the CIS strongly suggests that support from
Europe and the United States is a major factor in suc-
cessful accessions. Hence, the outcome of Kazakhstan’s
application for WTO membership ultimately hinges on
the terms on which these powers are willing to com-
plete bilateral accession protocols with Kazakhstan.
In terms of the economic interests of Europe and the
United States, Kazakhstan represents an important
investment opportunity, but it is not as vital and strate-
gic as those offered by Russia, for instance. Russia and
its WTO accession therefore have priority in EU and
US eyes. Kazakhstan, with fifteen million inhabitants,
is not a potentially lucrative mass market such as Rus-
sia. Europe is the main source of foreign investment in
Kazakhstan, but investors already flock in, even though
Kazakhstan lacks the benefit of WTO membership.

Relations with the EU

Tue EuroreaN UNION has entered a Partnership and
Cooperation Agreement (PCA) with Kazakhstan: a
bilateral agreement that commits Kazakhstan to what is
probably the deepest economic integration it has under-
taken and implemented so far. Even so, the PCA is shal-
low. The rules for trade in goods do not go beyond basic
GATT-type MEN treatment. Europe excludes a series

of sectors, and steel remains a sensitive issue requiring a

18. The European Union (1999), Title V, Legislative cooperation.
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separate agreement on quotas. According to the text of
the PCA, Kazakhstan “shall endeavour to ensure that its
legislation will gradually be made compatible with that of
the Community.”"® Targeted areas in particular are: cus-
toms law, company law, banking law, company accounts
and taxes, intellectual property, protection of workers
and the workplace, financial services, rules of competi-
tion, environment, health, consumer protection, animal
protection, indirect taxation, technical rules and stand-
ards, nuclear laws and regulations, and transport. Binding
commitments were made in intellectual property pro-
tection. Provisions for trade in services are very shallow
and address cross-border trade only. Investment matters
are dealt with by individual countries: Kazakhstan has
bilateral investment treaties with seventeen EU mem-
ber states. For the EU the accession of Kazakhstan to the
WTO is not a matter of major importance, although the
EU officially supports Kazakhstan’s application. The EU
receives the import it wants from Kazakhstan (hydro-
carbons), and will continue to receive them whether or
not Kazakhstan accedes to the WTO. As an investment
destination, Kazakhstan is particularly interesting in the
oil sector. But bilateral investment treaties and the oil
majors’ own pragmatic relations with an equally prag-
matic government, as shown in the Kashaghan dispute
(see above), appear to suffice. Furthermore, the WTO
does not deal thoroughly with energy markets. Beyond
the oil sector, the Kazakh market, although booming
and growing, is less attractive than Russia’s 140-million
population. Kazakhstan for its part prospers on the oil
boom, and can afford to be complacent in implementing
reforms and other demands from Europe. What is more,
political tensions deriving from Kazakhstan’s record on
democracy and human rights do not draw more coop-
eration than is necessary. However, a case can be made
for stronger trade integration between Kazakhstan and
the European Union. Measured in shares of trade, the
EU is already Kazakhstan’s main trading partner, but this
position is largely determined by the commodity export
to some EU countries. Non-commodity trade remains
unexploited. Analysis of Kazakhstan’s trade structure
suggests it has comparative advantage vis-a-vis the Euro-
pean Union in five sectors: food and live animals; crude
materials, energy, chemical products, and manufactured
goods (Khatibi, 2008). In some of these sectors, trade
could be considerably increased. Yet policies constrain
the exploitation of this comparative advantage. Further-
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more, Kazakhstan’s comparative advantage has deterio-
rated in the last few years, which reflects the fact that its
heavy reliance on trade in commodities can adversely
affect other sectors.

Strategically and in terms of security policy, the EU
is currently focusing on its near neighbourhood: the Bal-
kans and Ukraine in particular are the salient issues at the
moment. NATO enlargement is also an important issue,
putting the three countries of the Caucasus on the Euro-
pean radar screen. The European Neighbourhood Policy
makes inroads into the CIS and includes most Mediter-
ranean countries. But Kazakhstan is not included in these
policies, and it is unlikely that the European Union will
give greater priority to Kazakhstan in the near future.

Relations with the United States

KazAKHSTAN’S TRADE RELATIONS with the United States
are in fact tenuous. The United States is Kazakhstan’s 6
largest trading partner, while Kazakhstan is the 75" US
export market by size of trade. Trade and investment
relations are mainly oil and mineral-related. The United
States provides 26 % of FDI to Kazakhstan. A bilat-
eral investment treaty (BIT) came into force in Janu-
ary 1994, and gives a broad framework for bilateral eco-
nomic relations. But WTO accession could boost FDI
from the United States, especially in the service sector,
where the US has a comparative and competitive advan-
tage. The military and strategic interest of the United
States in Central Asia and in Kazakhstan was strong dur-
ing the Clinton era. However, Russian collaboration
with the United States in the post-9/11 anti-terrorism
activities in Afghanistan has in practice allowed Russia to
regain a foothold in the region. Russia’s development of
an autonomous security policy with the Central Asian
nations, including Kazakhstan, has diminished the direct
strategic influence in the region of the US. This policy
actively involved China, in the context of the Shanghai
Cooperation Organization (SCO), of which Kazakhstan
is also a member. This loss of US influence is com-
pounded by the consequences of the Iraq war. A corrup-
tion scandal involving a US banker and with ramifica-
tions in the Kazakh presidency in 2006 also presented a
major embarrassment. Along with the deterioration of
the democratic situation in the entire region, a certain
retreat of the United States from the region is evident.
Given the United States’ current geopolitical priorities
in the aftermath of the Iraq war, as well as its own eco-
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nomic woes, incentives to accelerate Kazakhstan’s WTO
accession on either strategic or economic grounds are

not very strong.

9.4 Overcoming the Last Hurdles

THE OVERALL CLIMATE for a move to accelerate Kaza-
khstan’s WTO accession is not favourable. The problems
lie principally in three areas. First, the underlying drive
of Kazakhstan to join the organization is lacking: Kaza-
khstan’s economy is currently prospering on the back of
high oil prices. It can afford to delay its WTO accession.
Second, Kazakhstan is entangled in a “Russia first” strat-
egy that does not favour the acceleration of the process.
Third, the incentives for the major powers to accelerate
the entry into the WTO of Kazakhstan are not strong.
Therefore, to fast-forward Kazakhstan’s WTO acces-
sion, fulfilment of three conditions is required. First,
the government’s determination to get it done needs
to be unequivocal and its actions must correspond to
this resolve. Second, the US and the EU in particular
will need to take a greater interest in Kazakhstan’s WTO
accession. Third, this interest must be strong enough to
counter the final uncertainty, which is the strength of a

potential Russian opposition to Kazakh accession.

Kazakh Resolve and Consistency

THE FIRST REQUIREMENT for a successful accelerated
WTO accession is that the government resolves to get it
done. When one compares the Kazakh with the Ukrain-
ian accession process, several issues emerge. Ukrainian
accession has gone ahead despite the “Russia first” policies
described above. This accession is the object of an over-
all national consensus on the matter. Most major laws to
comply with WTO requirements were enacted by the
Ukrainian Rada in 2006. This was in the midst of a polit-
ical crisis that involved a national division on the over-
all strategic orientation of the country (Europe vs Rus-
sia), after parliamentary elections had put pro-Russian
forces led by Viktor Yanukovich back into government
after the Orange Revolution. Yet WTO accession is not
part of these wider disputes. Both Russian-speaking and
Ukrainian-speaking parts of the country and their repre-
sentatives tend to support WTO accession. The Kazakh
case points rather to the opposite situation. Nothing, at
least in the current political configuration of the country,
points to a fundamental conflict in Kazakhstan over the
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country’s strategic and security orientation. But there
are indications that Kazakhstan is wavering on its overall
economic strategy. How far is Kazakhstan satisfied with
its current prosperity based on high oil prices? By which
means does it wish to diversify away its economy from
hydrocarbons and minerals? Two paths delineate them-
selves: the first possibility is industrial and agricultural
policies that are likely to distort markets and therefore
put at risk long-term economic performance. This path
does not favour an accelerated WTO accession process.
The second path is one of long-term economic perform-
ance and productivity by exposing it to greater competi-
tion and boosting exports to markets in Europe and the
rest of the world. It also favours a services-based econ-
omy over an industry-based economy. This second ori-
entation would be buttressed by swift WTO accession.
A wider question for Kazakhstan is the type of position
it wishes to have in the global economy. WTO member-
ship will embed Kazakhstan in an institutional and legal
framework that fosters transparency and collaboration.
Kazakhstan would be better able to defend its own inter-
ests in the global economy, namely via the negotiations
and especially the dispute-settlement mechanism. At the
moment it is a booming oil—exporting economy. Yet its
leverage and clout in its dealings with the outside world
will vary with the oil price. Kazakhstan risks exposure
to the “oil curse,” which involves, on the macroeconomic
side, “Dutch disease” symptoms (current upward pres-
sures of the tenge, the national currency, could point
to such a risk), and general governance problems that
undermine growth in the longer term. With the insti-
tutional effects of WTO accession and compliance to its
requirements entails, such as highlighted in chapter 7,
these risks have a better chance to be contained.

Mobilization of Greater Powers — A Role for
the US and the EU

TuE secoND conDITION for the success of a strategy to
fast-forward Kazakhstan’s WTO accession is a greater
involvement of the European Union, its main trading
partner, and the United States. As Georgian and Ukrain-
ian WTO accession show: more than merely domestic
resolve to accede to the WTO is required. Support by
the greater powers is also a crucial condition to accel-
erate the process. In the case of Ukraine, the strategic
nature of its choice naturally led to full support by the
European Union for WTO accession. In the case of Kaza-
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khstan, competition between Russia and Europe over a
strategic sphere of influence is less of an issue in acces-
sion to the WTO. There is little suggestion of change in
Kazakhstan’s fundamental security and strategic geopo-
litical choices, and not much suggestion of any interest
on the part of the EU and US in changing this orienta-
tion. Yet support for the WTO accession of Kazakhstan
has broader systemic implications. Both countries have a
wider strategic interest in seeing a prosperous and stable
Kazakhstan emerge in Central Asia. Kazakhstan is the
region’s most prosperous and stable country, in a con-
text of deteriorating political and economic conditions.
By choosing the WTO, Kazakhstan signals its wishes to
belong to a world where the model of a society based
on free markets prevails. This lays the foundations for
further democratization of Kazakhstan, which both the
EU and the US would like to see and could more legiti-
mately demand from Kazakhstan if they provide support
for such a strategic move as WTO accession.

EU and US involvement will be the more urgent and
necessary the more Russia becomes an obstacle. Rus-
sia could become the hub for a region that risks sliding
into poor monopolized economies, authoritarian poli-
tics and failing states. For the EU, a first step could be
broader updating of its economic policies towards Kaza-
khstan and opening its markets further to Kazakhstan’s
exports. An important step would be to grant Kaza-
khstan market-economy status, which would to some
extent shield it from protectionist anti-dumping actions
against products that are the key to Kazakhstan’s eco-

nomic diversification.

Dealing with Russia

THE FINAL COMPLEX issue that needs to be resolved is
the “Russia first” factor outlined above. Many uncertain-
ties surround this issue. In the current political climate
in Russia, it is not clear where domestic and interna-
tional policies will head after the presidential elections
of March 2008. Russia could continue on its recent
movement towards more nationalistic and authoritar-
ian policies, including nationalization and monopoliza-
tion. That would also mean harsher power politics in
its neighbourhood. In terms of economic policy, such a
trend would probably sideline WTO accession as a via-
ble option in the near future.

Yet Russia could also head towards greater prag-
matism in its dealings with the outside world. It could
engage with Ukraine and especially Georgia, and decide
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to join the WTO. This would continue the comparatively
liberal economic policies pursued by its likely new pres-
ident Dmitry Medvedev during his tenure as Deputy
Prime Minister. The following scenarios for Kazakhstan’s
accession in the broader context of Russian dominance
are possible. Policy responses would need to be adapted
to make an accelerated Kazakh WTO accession possible.
The first scenario is rather benign. After the presidential
election in March 2008, Russia moves forward its WTO
accession. In this case Kazakhstan can easily reconcile
its economic strategy policies with its wider geopolitical
security considerations and its wish to remain a major
partner of Russia. “Joint accession” becomes possible.
Positions in terms of agricultural support (Russia has
similar demands as Kazakhstan) and other matters in the
remaining multilateral negotiations can be streamlined
and co-ordinated. The remaining bilateral accession pro-
tocols would need to be signed swiftly, especially the
crucial ones with the US and the EU. The main risk is
that Kazakhstan could become an involuntary victim of
frictions that might arise in the final stages of Russia’s
WTO accession and tightened conditionality imposed
by Ukraine (Kazakhstan has signed a bilateral proto-
col with Georgia already).This benign scenario is not
unlikely. If the pragmatic policy-style associated with
Dmitry Medvedev, the likely next president, prevails
after the March 2008 elections it could even become a
viable option. Russia has in the last weeks made steps to
engage Georgia, and a potential way out of their current
stalemate is not excluded. Russia has so far not shown
any active resistance to Ukrainian moves to acceler-
ate its WTO accession. Both Ukrainian resolve and full
Western endorsement play a role here too. The second
scenario could be summarized as “handling delays.” Rus-
sia’s WTO accession is delayed or postponed. Yet Rus-
sia’s foreign policies remain pragmatic. This is the most
likely scenario, and it requires Kazakhstan to make a
clear choice in opting for “fast-forwarded” WTO acces-
sion and not waiting for Russia to take the lead.

The possibility that a political deal can be struck with
Russia is relatively good in these circumstances. Kaza-
khstan’s track record as a major ally in terms of secu-
rity issues can serve as a base for this. Russia could find
an interest in having an ally in the in the final stages of
its negotiations, the more so if relations with Ukraine
or Georgia remain tense. If Russia uses the arguments
that the SES customs union should be respected, finding
technical and political solutions to making it compati-

ble with the WTO is not impossible, especially given the
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unaccomplished nature of the customs union.

Here the EU and the US could play a major role
as facilitator and broker. Yet, support for Kazakhstan’s
WTO accession in particular should be primarily
emphasized by making sure the final accession proto-
cols are signed swiftly and multilateral talks are final-
ized. The EU should commit to opening its market fur-
ther to Kazakhstan’s exports. The third scenario is the
“hard-line.” In this scenario, Russia either postpones
indefinitely or drops altogether its WTO accession. In a
move to maintain its supremacy in the CIS and promote
another economic policy model less based on markets
but rather on monopoly structures and authoritarian
politics, it could fiercely oppose Kazakhstan’s WTO
accession, using structures such as the SES and the cus-
toms union to threaten and/or enforce economic sanc-
tions against Kazakhstan, such as trade embargos, tar-
iffs, or fines. Kazakhstan’s economy would significantly
suffer from these sanctions, given that almost a quarter
of its trade is with Russia, and that the trade involves
many non-hydrocarbon elements. This type of worst-
case scenario cannot be ruled out, given the high uncer-
tainty surrounding the direction of Russian politics. Yet
it seems for the moment to be the least likely of the
three scenarios outlined.

In this scenario, Kazakhstan must again make a
clear-cut policy choice. The role of the West would be
of particular importance. The EU and US would need
to very actively support Kazakhstan’s WTO accession,
very swiftly open their markets, and provide economic,
financial and logistical support. Joint political and eco-
nomic action towards Russia would be crucial. The
issue would become of strategic importance to the US,
because an entire model of international economic and
political relations would be at stake. Here China, with
whom Kazakhstan has signed its bilateral accession pro-
tocol, can come into play. It could be asked to mediate in
the context of the Shanghai Cooperation Organization,
to which Russia in particular gives special importance.

9.5 Concluding Comment

KazakuSTAN’S WTO AccEssioN is complicated by its
entanglement in a wider political and economic com-
plex emerging from Russian pre-eminence and claims
to such pre-eminence in the former Soviet Union. The
complexity of the situation is compounded by Russia’s
own difficult WTO accession process. Kazakhstan is eco-
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nomically and strategically strongly aligned to Russia,
and taking the step of accelerating WTO accession with-
out waiting for Russia for the sake of its own prosperity
demands strong political resolve by the Kazakh govern-
ment. Europe and the United States seem to support the
“Russia first” policy in the CIS, though by default rather
than actively. If they wish to see Kazakhstan anchored
in the multilateral trading system, a stronger resolve to
finalize the process in collaboration with Kazakhstan is
required.

CHAPTER 10. CONCLUSIONS

NON-ECONOMIC CONSIDERATIONS — in particular the
importance Kazakhstan places on good relations with
Russia — may play a major role in determining future
events surrounding the application of Kazakhstan to join
the WTO. Nevertheless, we focus here on economics.

First, all of the evidence known to us suggests that
WTO membership is a much better option for Kaza-
khstan, from an economic standpoint, than either the sta-
tus quo (which includes, of course, the unconsummated
customs unions that Kazakhstan has entered so freely) or
a full-fledged customs union with Russia. The evidence
suggests that Kazakhstan trades more with Russia than
is optimal, and too little with the EU and the rest of
the world. From an economic standpoint, Kazakhstan
should be secking means of reducing the bias towards
trade with Russia, not, as would be the effect of a cus-
toms union with Russia, to increase the pressures in that
direction.

Moreover, while the economy of Kazakhstan has in
a short time moved a long way from its Soviet origins,
it still has some way to go. It is clear that travelling this
extra distance will bring economic gains. It is also clear
that it is more likely to be travelled if Kazakhstan places
itself in the WTO environment than if it enters a cus-
toms union with a larger trading power — especially one
that is similarly afflicted by a less-than-complete transi-
tion from the habits and thought patterns of the Soviet
Union, which express themselves in government con-
trol and protectionism.

Despite the gains that Kazakhstan stands to make
from WTO membership and acceptance of WTO dis-
ciplines, a case can be made that the WTO should not
raise the price of admission to Kazakhstan too high. The
case is that the gains that will directly accrue to Kaza-
khstan from WTO membership — which are essentially
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the improvements in market access for Kazakhstan’s
non-mineral exports — are small. The rest of the pro-
spective gains will stem from the government of Kaza-
khstan setting policy in a WTO-consistent manner, and
from Kazakhstan’s acceptance of the WTO ethos — an
acceptance that is more likely if it is voluntary than if it

is forced.
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ANNEX 1 Free Trade Agreements involving Kazakhstan
FTA Status
Kazakhstan-KyrgyzRepublic in force 1995
Kazakhstan-Moldova in force 1995
Kazakhstan-Uzbekistan in force 1997
Kazakhstan-Georgia in force 1999
Kazakhstan-Armenia in force 2001
Kazakhstan-Azerbaijan signed 1997, not yet in force
Kazakhstan-Mongolia signed 2007, not yet in force
Kazakhstan-Pakistan proposed 2003, in consultation
Kazakhstan-Jordan proposed in 2007, in consultation
ANNEX 2 Regional Trade Agreements including Kazakhstan
RTA Created Member States Obijectives
Armenia, Azerbaijan, Belarus, Georgia, .
Commonwealth of Kazakhstan, Kyrgyz Republic, Moldova, Russia, _Customs Union
Independent States (CIS) 1991 Tajikistan, Ukraine, Uzbekistan (created in 1995, never fully imple-
mente
Turkmenistan associate member
_ _ _ 2000 Belarus, Kazakhstan, KyrgyzRepublic,
Eurasian Economic Community | ¢ ¢/ ossor to Russia, Tajikistan, Uzbekistan Fully implemented CIS CU
(EAEC/EEC) . )
Ciscu Armenia, Ukraine and Moldova observers
Common Economic Space 2004 Belarus, Kazakhstan, Russia, Ukraine CU and monetary union
(CES/SES) y
Economic Cooperation Afghanistan, Azerbaijan, Iran, Kazakhstan,
Organization 1985 Kyrgyz Republic, Pakistan, Tajikistan, Turkey, ECO TradiiAEéZean)%g (ECOTA),
(ECO) Turkmenistan, Uzbekistan 9
Central Asian Cooperation 1994, Kazakhstan, KyrgyzRepublic, Russia,
Organization since 2002 Tajikistan, Uzbekistan FTA and single market
(CACO) part of EAEC Georgia, Turkey, Ukraine observers
Shanghai Cooperation ) ) .
Organization 1996, formgr China, Kazak.h‘s’.(an, KyrgyzRqubhc, Russia, FTA proposed in 2003
(SCO) Shanghai Five Tajikistan, Uzbekistan

CU = Customs Union  FTA = Free Trade Agreement
Source: Information gathered by the authors.

ANNEX 3 Investment-related Treaties signed by Kazakhstan

Partner countries

BITs with: Belgium, Bulgaria, France, Germany, Greece, Hungary, Italy,
The Netherlands, Spain, Sweden, Switzerland, United Kingdom

European Union—Kazakhstan Partnership
and Cooperation Agreement (1999)

Europe

US-Kazakhstan BIT (1994)
Treaty on the Avoidance of Dual Taxation (1996)

us Trade and Investment Framework Agreement (TIFA)
with Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan
and Uzbekistan (2004)

Others BITs with: Egypt, India, Iran, Kuwait, Malaysia, South Korea, Turkey

BIT = Bilateral Investment Treaty ~ Source: Information gathered by the authors.
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ANNEX 4A Geographical distribution of merchandise exports, Kazakhstan (2000-2006)

(in million US dollars)
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2000 share 2002 share 2004 share 2006 share
Total 8.812,20 100 9.670,30 100 20.096,20 100 27.849,00 100
CIS 2.336,70 2,5 2.194,40 22,7 4.097,20 20,4 4573,64 16,4
CARs 291,2 3,3 368,1 3,8 847 4,2 751,4 2,6
Azerbaijan 46,8 0,5 112,7 1,2 287,1 1,4 115,60,4 0,4
Kyrgyz Republic 58,3 0,7 108,6 1,1 2221 1,1 1817 0,6
Tajikistan 52,6 0,6 45,8 0,5 136,1 0,7 169,2 0,6
Uzbekistan 133,56 1,5 101 1 201,7 1 284,9 1
Rest of CIS 2.045,60 23,2 1.826,30 18,9 3.2560,20 16,2 3822,24 13,7
Russian Federation 1.751,40 19,9 1.497,80 15,5 2.838,10 14,1 3476,41 12,4
Turkmenistan 71 0,1 15,3 0,2 26,1 0,1 37 0,1
Others 287 3,3 313,2 3,2 386 1,9 308,83 1,1
Non-CIS 6.475,60 73,5 7.475,90 77,3 15.999,00 79,6 23.275,36 83,5
CIS = Commonwealth of Independent States, CARs = Central Asian Republics
Others = Armenia, Georgia, Moldova, Ukraine Source: ADB (2006) and information gathered by the authors.
ANNEX 4B Geographical distribution of merchandise imports, Kazakhstan
(2000-2006) (in million US dollars)
2000 share 2002 share 2004 share 2006 share
Total 5.040,00 100 6.584,00 100 12.781,20 100 17.352,20 100
cis 2.731,70 54,2 3.043,20 46,2 6.117,90 47,9 115672,78 66,6
CARs 115,2 2,3 136,8 2,1 338,56 2,6 647,98 3,7
Azerbaijan 9,9 0,2 15,5 0,2 16,1 0,1 116,28 0,6
Kyrgzy Republic 30,1 0,6 31,8 0,5 91,3 0,7 179,1 1
Tajikistan 4.7 0,1 3 0,1 3,5 0,1 31,2 0,1
Uzbekistan 70,5 1,4 86,5 1,3 2276 1,8 321,4 1,8
Rest of CIS 2.616,60 51,9 2.906,40 44,1 5.779,40 45,2 10924,8 62,9
Russian Federation 2.439,20 48,4 2.548,80 38,7 4.812,60 37,7 9867,3 56,8
Turkmenistan 43,4 0,9 74,6 1,1 75,7 0,6 106,6 0,6
Others 133,9 2,7 283 4,3 891,4 7 950,9 5,4
Non-CIS 2.308,30 45,8 3.640,80 53,8 6.663.3 52,1 5.779,42 33,3

CIS = Commonwealth of Independent States, CARs = Central Asian Republics
Others = Armenia, Georgia, Moldova, Ukraine

Source: ADB (2006) and information gathered by the authors.
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ANNEX 5 Trading entities in the econometric sample

Sample exporting countries

Sample destination countries

Eu-15 Countries Row Countries Afghanistan I.S. Of Latvia
Algeria Lithuania
Austria Brazil Argentina Luxembourg
Belgium Canada Armenia Malaysia
Denmark China Australia Mexico
Finland Korea R.O. Austria Moldova
France Egypt Azerbaijan Mongolia
Germany United States Bahamas The Morocco
Greece Turkey Bangladesh Netherlands
Ireland Israel Belarus New Zealand
Italy Japan Belgium Norway
Luxembourg Norway Brazil Oman
Netherlands Switzerland Bulgaria Pakistan
Portugal Thailand Canada Panama
Spain India China Peru
United Kingdom Colombia Philippines
Sweden Croatia Poland
Cyprus Portugal
Ceec Countries Czech Republic Romania
Denmark Russia
Bulgaria Ecuador Saudi Arabia
Hungary Egypt Singapore
Czech Republic Estonia Slovak Republic
Poland Finland Slovenia
Romania France South Africa
Slovak Republic Georgia Spain
Slovenia Germany Sweden
Estonia Greece Switzerland
Latvia Hong Kong Syrian Arab Republic
Lithuania Hungary Tajikistan
India Thailand
Cis Countries Indonesia Tunisia
Iran I.R. Of Turkey
BelArus Ireland Turkmenistan
Kazakhstan Israel Ukraine
Russia ltaly United Arab Emirates
Ukraine Japan United Kingdom
Jordan United States
Kazakhstan Uzbekistan
Korea R.O. Vietnam
Kyrgyz Republic

ANNEX 6 Computations required for Table 7.4.

To assEss THE potential increase in trade from institutional improvements, the table compares the actual trade to a
counterfactual situation in which institutions in Kazakhstan reach the level of institutional quality in the EU-15. For
example, an increase in the trade policy index from 69 to 85 (Table 3) would yield an increase in trade that is meas-
ured in logarithms as A 1v X.To compute this increase it should be noted from equation (1) that:

A 1n X = @, (Trade Policy,, — Trade Policy, )

= 0.46(0.85—0.69)
from which it follows that
AInX =, 046085-0.69) _1
=8%

The term 2™ — 1 represents the potential increase in trade implied by an improvement from the initial score

69 to the EU-15 value of 85.
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