Speech by the President of the Republic of Kazakhstan Nursultan Nazarbayev at the 20th Plenary Session of the Foreign Investors’ Council 
Dear members of the Foreign Investors Council,

Dear guests, 

I want to express gratitude to all of you for the ideas shared and the suggestions contributed today. I generally received the support for the basic agenda of the today’s session on the local content. Now I want to discuss how we are going to achieve this. We have just informed you of how the Kazakh authority is responding to the current situation bearing in mind the global financial crisis the entire world, as well as your businesses are experiencing. We all are expecting the end of the crisis and the beginning of the rise. One of the components of efforts made by our Council is that with your involvement we always during all the periods determined the way Kazakhstan developed and drew on your experience.   

The global financial crisis caused a big damage to the global economy, having gone beyond the financial sector into the real sector. This development had effects on all the countries. Kazakhstan was hit by the first wave of the crisis in 2007. It took the respective measures and adapted to it. Actions we are currently taking have been presented in the speech by Kairat Kelimbetov and in the speeches by the governor of the National Bank and by the Prime Minister.   

It is becoming generally apparent that now when the entire world is having difficulties, countries might only rely on internal resources for their economic growth. We were aware of the fluctuations capitalist markets had been historically subject to. In good times governments must get prepared accordingly. That was what we did. 


As one of the actions to support the domestic economy I assigned the government, the national companies and the governmental agencies to make sure that as many as possible procurements are made from domestic suppliers. Heads of all governmental agencies and national companies are responsible for increasing the share of local content in procurements they make. As you see, we emphasise that a lot. 

Therefore I believe that efforts to be made by foreign investors, successfully operating in Kazakhstan, to increase the local content in investment and operating costs and labour might become another significant contribution to the economic development in Kazakhstan,. 

Of course, the key role in this process is to be played by the largest foreign investors who are here today. You, the companies that you run are supposed to play a special role in supporting the Kazakh economy in hard times.  

I am addressing to you so that in the times of the global financial crisis you do not forget to socially protect people now and retain the jobs. I am personally grateful to those employers who are doing that. 

At the very beginning of our cooperation we created comfortable and liberal environment for your companies, including that enabling import of goods, services and workforce. We recognised that at that time the Kazakh companies were not prepared for supplying you competitive goods and services.  

However, you see now that in the 17 years of independence our economy has developed and become stronger and more competitive. We raised an absolutely different generation of Kazakhstanis capable of living and working in a competitive and open market environment. Many of the domestic companies are capable of satisfying many of your needs. 

As seen from the reports released, in the 9 months of 2008 the local content has been below 10 to 15%. It is apparent that these numbers do not reflect the capabilities of the Kazakh suppliers. 

Neither the government, nor the operators, nor the Kazakh suppliers can be happy with that, especially since all the contracts directly specify the obligations of companies for the local content. 

What is the matter? There are several issues that we need to address. We lack a common agreed methodology to calculate the local content. As a result, there is no a credible evaluation of the share of the Kazakh suppliers in items supplied to operators.

According to the data supplied to me, of 575 operators, only 135 companies are actually monitored. And they do not include such large operators as Tengizchevroil, Agip KCO, and Karachaganak Petroleum Operating, whose share in all the goods to be procured reaches 42%.  

Oil and mining companies, operating in Kazakhstan, procure services worth $18 billion. Of them, goods reach $8 billion, and services reach $10 billion. Any oil company first needs 500 types of goods. The point is that your chief executives, who are here today, are not always aware of what happens “at lower levels”. However, your people are often very reluctant to cooperate accordingly; they don’t want to change. I think that we will have enough will in order to make them turn their faces to Kazakhstan. Hopefully you will assist us respectively.

The Kazakh suppliers have no information on the time and terms on bidding for supply of goods, works or services, as well as on the future procurement plans. If we had such information, we would get our companies prepared respectively. And moreover, the bids, suggesting the development of our fields, are held for instance in London. We are not going to recognise such bids fair. They have to be accessible to our companies. Then we will find a common ground with you. 

Within the limits set foreign workers, who are not needed in our country, come to Kazakhstan. For instance, handymen, various construction workers, cooks, waiters. You can find anyone there! And our people see that.  

The national company KazMunaiGas was empowered to work together with operators under large projects. It was supposed to agree upon annual procurement plans, annual capital and operating expenditure programmes. 

However, KazMunaiGas did not exercise its powers in order to support the increase in the local content under joint projects. This needs to be corrected immediately! 

I believe that lack of progress in increasing the local content is the result of unsatisfactory work of the government. 

The government did not set objectives and criteria; it did not develop and did not agree with them the terms and rules; it did not take actual actions to work together with the Kazakh suppliers. 

There are countries of the world, which made a considerable progress in resolving this issue. In Brazil, Malaysia, Norway, and the UK the local content accounts for 50 to 80%, on average.  In Germany it accounts for 90%, and in the US it accounts for 77%.

Even in Nigeria it reached 30%! Of course, it took a while to make this progress. Consistent and careful efforts had to be made for a long period of time. 

Therefore the increase in the local content must become the top priority to the government. This means the efforts to develop our real sector, on which our plans to diversify and industrialise the economy are depending.    

We say that we have to get prepared for the post-crisis times. How do we have to get prepared? First of all, by diversifying and developing the small and medium-sized businesses, creating an environment, and breaking down all the barriers, which is what we are doing by reducing taxes for them by two times and giving other preferences. 
The local content is what is meant by your assistance to Kazakhstan in developing this particular sector of our economy, which still accounts for just 30 to 32% of the GDP. We are obliged to bring it at least up to over 50%. 

Therefore I appointed the Deputy Prime Minister Umirzak Shukeyev the one personally responsible for that at the government, for establishing an executive  working group, comprising officials of the respective ministries and top managers of the holding company SamrukKazyna and for working every single operator specifically in order to increase the local content. 

Contributing specific suggestions on how to resolve the following issues must become the main task of the working group: 

First, as I told earlier, the common methodology to calculate the local content agreed with the largest operators is required. The methodology must also provide for separate records of goods, works, services and workforce.   
 

The methodology is supposed to be approved through a regulatory document and make sure it applies to all the contracts for operation.   


I am addressing the largest operators who are here today, hoping for your respective cooperation.   

I am also assigning the government within three months to hold talks and sign with operators agreements on the local content in order to set specific terms on their operations in Kazakhstan. They must include the methodology and a procedure for providing information on procurement plans, upcoming bids, producing reports etc.  

Second, the government should put in place an efficient system to monitor fulfilment of obligations for the local content. There must be tightened liability for failure to fulfil contractual obligations, and put in place a system for governmental agencies to check how operators fulfil the respective obligations. Besides, the liability of governmental agencies must be clearly specified. Even if contracts provide for obligations of both parties, it is now done just for 20 to 25% because there is no any control.  

So the Ministry of Energy and Mineral Resources must monitor and check how all contracts for operation are executed. The checkups must apply to all contractual provisions, including obligations for the local content. The Minister of Energy and Mineral Resources Mynbayev will be personally responsible for that.   

KazMunaiGas with the powers given to it under production sharing agreements must make sure that from year to year more goods, works or services are supplied by the Kazakh suppliers. The president of KazMunaiGas will be personally responsible for that.    

Not only foreign operators are supposed to use as many Kazakh workers, goods, works or services, but also the domestic ones.

The Ministry of Finance will be responsible for monitoring and controlling the local content in procurements to be made by the central and municipal governments and public companies. The Minister of Finance Zhamishev, you will personally advise me of the respective efforts that have been made to date. 

Chairman of the Board of the Fund SamrukKazyna Kelimbetov will be responsible for increasing the local content in procurements to be made by the national companies. 

The Ministry of Industry and Trade will be assigned to develop the domestic suppliers and support better quality of their operations to international standard. If you, foreign investors, let us know in one, two or three years before of your plans, we can invest in our machine-building plants, together with you bring there new equipment, train people and start manufacturing those items that you need. This is what will be beneficial to you in terms of cost, too.  

In general all actions to make governmental agencies and operators more accountable for the local content, for holding the respective checkups and clarifying the areas of responsibility must be specified under law. We will raise this issue to the parliament so that all this is clearly specified under Kazakh law.

Third, the government and specifically the working group need to cooperate closely with the operators in the local content. As to the contracts, which set targets, one needs to make an agreed phased plan of beating such targets and determine the Kazakh suppliers that might be involved.    

If there are no targets, one needs to agree upon the level of the local content acceptable to the parties and act in phases, too. All this needs to be specified under respective agreements between the parties to be reached through negotiations between the government and operators. 

Umirzak Shukeyev will be responsible for that, too. He needs to start off immediately and be done by the end of the first half of 2009.  

Fourth, local workforce is the critical component of the local content. I have already mentioned that there are certain drawbacks of the system to set limits on foreign workers to be employed. 


I assign the government and the ministry of the labour and social protection to order the system to set limits on municipalities, and to improve the quality of monitoring so that good workers are employed within the limits set. Besides, one needs to invest in human capital. 

It is apparent that without proactive involvement of employers in professional training businesses will not get workers with required skills. At the same time, we are not going to make foreign investors solely responsible for training the Kazakh skills. We are grateful to many companies, which allocate money, train skills and establish training centres. They are very good, and we are learning there. The government has already adopted a special programme to develop vocational education and started implementing it. This is especially significant bearing in mind that some large companies are laying some workers off. We must take steps to provide them with refresher training.   

I will assign the working group in association with the large operators to determine the demand for blue-collar workers, set qualifying requirements for their training and under the programme provide for establishing or modernising the respective educational institutions.  

Similar efforts need to be made with regard to geological and engineering skills for oil and gas, mining and other industries.  

Fifth, I am confident that it is impossible to increase the local content by using administrative methods only. One needs to invest in developing our domestic businesses, which are capable of supplying their services and goods with required quality and safety.    

I am confident that domestic companies, operating in construction, well maintenance and equipment, metal working, machine building and other sectors, there are more than two hundred of them here, are capable of mastering new skills and performing the respective amounts of work.   

I will assign the working group to develop a special programme of developing domestic suppliers of goods, works or services and make sure it is funded, considering requirements for quality set by operators. I will assign the chief executives of the holding company SamrukKazyna personally to get the development institutions involved in the programme. This is going to be our investment in the real economy of Kazakhstan and the industrialisation, which we are undertaking. Look at the respective international practice, and make use of all the best under the programme. 

Sixth, I support SamrukKazyna’s initiative to create the Caspian Energy hub. This project has good prospects. And I call all large oil and gas companies to take part in its implementation.  

I would like to conclude by addressing all the foreign investors who are here today. 

Your involvement and your initiatives are extremely significant in achieving the objectives that I set here. 
Ultimately our cooperation must become a mutually beneficial project for all the parties. With consistent efforts made and support from the government you will have the Kazakh suppliers of goods or services capable to properly and inexpensively produce goods, works or services required by you.   

Moreover, as a result, we together can make another contribution to the enhancement of the well-being of the Kazakhstanis and of the well-being of the country, where you have been successfully operating. 

I am confident that this call is in line with that sound corporate culture, which you have had at your companies and in our relationships over all these years of cooperation.   
Dear attendees of the session, 


I would like to call the members of the Council to fulfil all possible potential of our country to increase the local content. 

In turn, the government will take all actions in order to ensure the required quality of goods, works or services and train skills, meeting qualifying requirements.    


* * *
Before I conclude the session I would like to discuss a few procedural issues.
First, one needs to set the date and venue of the next session.
As a venue of the 21st plenary session of the Council, keeping our tradition of visiting Kazakhstan areas, I suggest that it should be Kostanai City, which is the centre of a large agrarian area. 
As to the date of the session, I think that the 12th June 2008 will be acceptable to everybody. Are there any respective suggestions? 

Second, the foreign members suggested that this should have been the subject of the next plenary session – Alternative Sources of Finance for Further Economic Development of Kazakhstan Bearing in Mind the Changing Situation in International Capital Markets. 

If there are no objections, let us accept it. 
