Summary of the Speech by Vladimir Shkolnik, 
Minister of Industry and Trade of the Republic of Kazakhstan
Establishing in Kazakhstan industries to satisfy the needs of operators is the critical challenge that has directly to do with the economic diversification and the development of non-extractive industries.  

The Kazakh Presidential Address of 1st March 2006 states: “Each oil and gas field must be viewed as an integrated place of enterprise development: from modern services to the most advanced hardware and software”. 
The Industrial and Innovative Development Strategy provides for:
· Increasing the local content in projects for operation;
· Establishing competitive, knowledge-based and high-tech industries with the high added value for domestic operation service markets;
· Introducing international standards on quality of products produced by domestic producers; and 
· Training skills in order to replace as many foreign workers with the Kazakh workers as possible. 
At present the operation service market is the biggest in Kazakhstan in terms of investment, with the annual demand for goods and services reaching about 8 billion US Dollars.
1. What has been done to date in order to increase the local content
On 31st March 2006, the Ministry of Industry and Trade and a group of operating companies signed the Memorandum of Increase in the Local Content in the Operation Service Market and the Memorandum of the Initiative of Operators’ Transparency While Procuring. The Memorandums were supported by 41 oil and gas companies, 21 mining companies, and 74 domestic producers. 
Other memorandums, including that with Kazakhstan Petroleum Association, were signed, as well. 

To enforce the Memorandums, the Subgroup and the Supervisory Board were established.
At the meetings the operators undertook to further assist in drawing on international experience of increasing the local content. 

The government took the following steps: 
· It approved the optimised forms of reports to be used by operators to report goods, 

works or services they procured or plan to procure;
· It approved the Order, issued jointly by the Ministry of Industry and Trade and the 
Ministry of Finance for exchange of reports on the monitoring of the local content in public procurement that must grant domestic producers a timely access to procurements public holding companies and national companies plan to make;   
· It approved the Order, issued jointly by the Ministry of Industry and Trade and the 

Ministry of Energy and Mineral Resources for exchange of reports on failure of operators to meet their contractual obligations for the local content in goods, works or services to be procured; 
· An institutional entity aimed to practically follow the policy – Kazakhstan Contracting 
Agency – was established; and
· To increase cooperation in providing training and refresher training to blue-collar 

workers and maintenance workers, the Ministry of Education and Science signed 18 agreements and memorandums with governmental authorities, foreign investors and large companies. 

These agreements obliged companies to establish training centres of large companies, involve employers in developing programmes, appraising skills and qualifications of graduates, employ them, assist in arranging industrial probations of students, conduct study tours for teachers of special disciplines and industrial trainings for teachers of vocational schools.      
2. State-of-Art Analysis 
The data of the Ministry of Energy and Mineral Resources show that to date 575 contracts for operation have been signed. Of them:  

· Solid minerals: 378 contracts; and  

· Raw hydrocarbons: 197 contracts.  

Three contracts, ensuring 43.4% of all procurements, do not set requirements for the local content. 572 contracts, ensuring 56.6% of all procurements, somehow set requirements for the local content. 

500 contracts (87% of the market) specify a general obligation for the local content without indicating specific amounts, 72 contracts (13% of the market) specify an obligation for  keeping the local content as 50%. Of them, 2 contracts demand to fully meet requirements for the local content, 45 contracts demand to partly meet such requirements, and 25 contracts do not demand to meet such requirements. 

The local content, calculated as an average percentage of the entire range of products to be supplied, accounts for 8.4% (for oil and gas industries) and 22% (for mining industries).   

Items, procured by the oil and gas companies in Kazakhstan, might be broken down as follows: machines and equipment (39%), metals and metal products (21%), chemical products (14%) and other goods (26%).

Items, procured by the mining companies in Kazakhstan, might be broken down as follows: chemical products and products produced in related sectors (42%); machines, equipment, vehicles and tools (27%), metals and metal products (11%) and other goods (20%).
3. The analysis shows that the main difficulties faced while increasing the local content are as follows:  
· No common methodology of defining such concept as the “local content”, and no  
common methodology of calculating the local content in the contracts; 
· Incomplete information in reports on the demand for goods, works, services or  

workforce provided by operators; 
· Incomplete information on existing domestic suppliers of goods, works or services;  
· Limited range of products produced by domestic producers for extractive industries; 

and 
· Lack of skilled domestic workforce. 
4. What is being currently done in order to resolve the issues 

Based on the analysis performed the Ministry of Industry and Trade contributed suggestions on how to further increase the local content. Today goods, works or services demanded in the operation market might be grouped as follows:

Group 1: Goods, works or services produced in Kazakhstan and meeting the respective requirements. 
The governmental authorities will be guided mainly by recently signed Law On Public Procurement.
As to companies, where the government owns some shares, and to which the Law is not applicable, they will have to procure the Kazakh products following the respective rules, approved by the Board of Directors of SamrukKazyna Fund.    
Privately owned operating companies, including foreign ones, will have to operate within the above-mentioned Memorandums signed.   

The newly signed contracts for operation must set requirements for the local content. 

As a practical tool, it is suggested to finalise the Register of Domestic Producers, Goods, Works and Services the way it was originally planned to. 
Group 2: Goods, works or services produced in Kazakhstan but not meeting the respective requirements.
For each product item one needs to analyse applicable international standards, which have been registered in Kazakhstan, and make sure they are adopted nationally.  
This should be done by generating the register of operators’ needs for goods, works or services for the short-term (current year) and long-term (3 or more years) periods, which would be accessible to domestic producers. This will allow domestic producers to prepare their own operations and start producing demanded products.    

Group 3: Goods, works or services not produced and not provided in Kazakhstan.  

To broaden the range of goods to be produced and start producing new types of products, the Industrial and Innovative Development Strategy and The 30 Corporate Leaders Programme have been developed in Kazakhstan.    

To determine promising sectors and make the transfer of technology more efficient, one needs to monitor the demand and benchmark the structure of goods to be procured and the Kazakh supply.  

By incorporating into all newly signed contracts specific terms and conditions, particularly, higher numbers of the local content, it is important to encourage foreign investors to establish joint ventures to produce high-tech products.  
And while making large procurements of imported equipment one needs to try to localise their production, repairs and maintenance in Kazakhstan. This so-called “offset policy” must be adopted under separate Law.  
We are working on that together with other parties. As you are aware, 2 big meetings were held in November: the National Forum in Astana and the Regional Forum in Aktau. At these meetings the issues have been recognised by all concerned parties, actions planned and practical agreements reached.
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