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ASSESSMENT OF THE CONDITION OF THE PROCESSING
INDUSTRY IN THE REPUBLIC OF KAZAKHSTAN

Abstract. The manufacturing industry plays the important role in the country's economy, by stimulating
innovation and increasing productivity, as well as improving the well-being of the population. Therefore, the creation
of an effective structure of the processing industries is a permanent object of the active state-owned industrial
Republic of Kazakhstan at the present stage.

The article analyzes the state of development of the most important manufacturing industries in Kazakhstan. It
is shown that the level of productivity in the manufacturing industry of Kazakhstan is 2 times lower than the average
for the member countries of the Organization for Economic Cooperation and Development. The low level of
availability of long-term credit resources, technological backwardness of production, and a shortage of qualified
personnel have been identified as factors hindering the development of manufacturing industries. In addition, it was
found that, despite the availability of agricultural raw materials, the agricultural raw materials processing sector is
not sufficiently developed in Kazakhstan: Kazakhstan is import-dependent by 47% for processed types of food, and
domestic enterprises of light industry provide only 20% of domestic consumption. To solve these problems,
measures have been proposed to curb commodity exports, by introducing of high fees on the export of products with
a low degree of processing and the provision of incentives to stimulate the export of products with high added value.

Keywords: manufacturing industry, value added, manufacturability.

Introduction. The development of industry with high value added is one of the most important
conditions of dynamic development of the Republic of Kazakhstan. From the beginning of active
industrial policy, the main conditions for the processing industry development were created in the country.
The Commercial Code that combined all instruments to support entrepreneurs and specified the functions
of the institutes of development was adopted. The establishment of Bayterek Holding and development of
specialized institutes of support allowed covering all aspects in the processing industry. In addition,
currently the processing industry is supported systematically by development of necessary industrial
infrastructure under the State Program on industrial and innovative development — 12 special economic
zones were created, 3 of them have complete infrastructure [1].

In the field of the processing industry Kazakhstan has a range of advantages: large-scale, free,
inactive manufacture capacity allowing running the production of new types of goods; availability of low-
cost labour having quiat high level of qualification; high educational and culture level of population;
natural and geographic potential of the country.

Despite the available background for active development of the processing sectors of economy, the
processing industry is developed quite slowly. This testifies the availability of serious problems with the
national processing industry and actualizes the task of grounding the strategy of its development within
which the favorable macroeconomic situation and available competitive advantages can be used.

Methods. The following methods were used as methodological and methodical base for the research:
dialectical method of cognition; principle of analogy; methods of systematic and structural analysis,
analytical grouping; tabular and graphical means to present statistic data.

Results and discussion. At the moment the industry takes more than fourth part in the structure of
Kazakhstan economy, Figure 1. By data of the Committee for Statistics of the Ministry of National
Economy of the Republic of Kazakhstan, in 2018 the index of physical volume of industry to the previous
year was 104.1% [2].
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Figure 1 — The structure of economy sectors in GDP for 2017, %

In the structure of industrial production of the Republic of Kazakhstan the processing industry was
about 37% from 2013 to 2017.

The leading position in the Republican volume of industrial products belongs to the mining industry
(54% at average). In 2017 the output of products for this sector, in terms of money, was 11 568 785
million tenge.

The power supply is ranked third in the share of economic activity of the industrial production
volume (7% at average). In 2017, the volume of industrial goods production, in terms of money, was
1 582 299 million tenge.

And the indicator of water supply is about 1% at average for the same period. In 2017 the volume of
industrial goods production, in terms of money, was 238 277 million tenge, Figure 2.
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Figure 2 — Relative share of activity types in the national volume of industrial products, %
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According to the long-term priorities of “Kazakhstan-2050” Strategy, and in support of the industry
development, the National Program on the industrial and innovative development of the Republic of
Kazakhstan was developed for 2015 —2019.

The Program is aimed at stimulating the diversification and enhancing the competitiveness of the
processing industry. The Program pays special attention to satisfaction of internal market demand owing
to own production, and then, upon saturation of the internal market, provision of goods for export. Under
this approach the task of the national processing industry products development will be solved [5].

Under the industrialization process the industry focus gradually shifts to the processing industry,
although the level of its development remains quite low. The processing industry provides less than 7% of
employment, and 11% of gross added value of the country economy. For comparison, the level of output
of the processing industry for Kazakhstan is lower twice than, at average, for countries-members of the
Organization for Economic Cooperation and Development (OECD).

In 2017, the processing industry output volume, in terms of money, was 9400848 million tenge of the
whole volume 22 790 209 million tenge, Table 1.

Table 1 — The volume of processing industry products (goods, services) by types of the economic activity, million tenge

Increment volume

Types of economic activity 2013 2014 2015 2016 2017 2017/ 2017/
2013 2016
Processing industry 5852592 | 6089645 | 5978008 | 8046845 | 9400848 | 160,6 116,8
Production of food stuff 970123 1103491 | 1123041 | 1448386 | 1525814 | 157,3 105,3
Beverage industry 202459 | 233059 216316 254294 311675 153,0 122,6
Production of tobacco products 111909 104232 93469 105936 106247 94,9 100,3
Production of textiles, clothes, 64977 63189 71593 82463 98090 151,0 119,0
leather goods
Production of coke and oil refinery | ;o70,5 | 565019 462234 640137 716297 89,8 111,9
products
Chemical industry products 185977 | 230310 241588 284551 333328 179,2 117,1
Metallurgical industry 1752059 | 1912427 | 2140058 | 3380172 | 4075747 | 232,6 120,6
Machine engineering 859201 902541 668265 766781 998176 116,2 130,2
Other 907962 | 975177 961445 1084125 | 1235473 | 136,1 114,0

Note — The table was made basing on source [4]

50
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N
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35 34
30
25
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B Food production B Production of coke and oil refinery products

Metallurgy industry B Machine engineering
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Note — The Figure was made using source [4]

Figure 3 — The relative share of activity types on the volume of processing industry products, %
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The structure of the processing industry is mainly presented by metallurgical industry. At average,
from 2013 to 2017, the share of the metallurgic industry was 36.5% in the structure of the processing
industry of the Republic.

The production of food stuff is on the second place for a good reason — the Republic of Kazakhstan is
agricultural country. The average value of food industry share for the same period is 17.5%.

The share of machine engineering is 23.2%, production of coke and oil refinery products — 9.2%,
Figure 3.

The processing of agricultural raw material, and production and qualitative, affordable and
competitive food stuff, at the moment, is one of the main priority tasks of the agricultural sector of the
Republic.

In 2017, the enterprises of the sector produced 6.7% of the Republican volume of industrial
production, or 16.2% of the processing industry.

The main share in the structure of food stuff production belongs to cereal-processing industry (20%),
dairy (16%), bread and bakery (15%), meat-processing (13%), fat-and-oil (9%), fruits-and-vegetables
(7%), other sectors (20%) [4].

Process utilization rate at the enterprises on agriculture products processing was as follows: macaroni
—49.2%, milk — 43.5%, flour — 37.5%, butter — 38.4%, sausage goods — 35.2%, sugar — 76.6%, cheese —
37.3% [4].

In whole, the volume of foods stuff production in 2017 was about 1 525 814 million tenge or 4 676.8
million US dollars. Among them, the products to the amount of 1 241.4 million US dollars was exported.
At the same time, the amount of imported foods stuff was 3 012.9 million US dollars. Consequently, the
total volume of foods stuff consumption in Kazakhstan is 6448.30 million US dollars [6]. So, the share of
import in the total volume of consumption is about 46.7%. Kazakhstan provisions itself only with 53.3%
of own agriculture products.

The main volume of import falls on fruit-and-vegetable preserves, dairy products, cheese and quark,
poultry meat, confectionary imported mainly from the Customs Union countries and far-abroad countries.

B Processing and preserving of
meat

® Processing and preserving of
fish, crustaceans and mollusca

B Processing and preserving of
fruits and vegetables

B Production of oil and fat

® Production of dairy

¥ Production of flour-milling
industry products, starch and

starch products
= Production of bakery and flour-

based food

® Production of other food stuff

Production of finished feed for
animals

Note — The Figure was made basing on source [4]

Figure 4 — The structure of food stuff production in RK, 2017.
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The conducted analysis clearly shows the import dependence of Kazakhstan in the sectors of
advanced processing food industry. Despite the relative development of agricultural sector and
availability of agricultural raw materials, the raw material processing sector is not developed enough in
Kazakhstan. At the moment, Kazakhstan exports corn, vegetables, fruits and other types of agriculture
products, and imports confectionary, preserved vegetables etc., i.e. the processed products the cost of
which is much higher.

The same situation is for the consumer goods industry. The share of the sector in the industry is not
large and is 0.43%, in processing industry — 1%. In 2017, the sector enterprises manufactured the products
to the amount of 98 billion tenge or 295 million US dollars [4]. Among them, the product to the amount of
3.8 million US dollars was exported. The amount of imported consumer industry product was 1 161.6
million US dollars that exceed the own volume of production by almost 4 times [6].

Thus, the share of national production in the consumer industry market is about 20%. And this is
mainly school uniform, uniform and shoes for arm and force departmental structures. The rest 80% is
imported from abroad. Unfortunately, under the availability of significant raw resources, the problems of
the sector remain unchangeable. For example, Kazakhstan does not manufacture wool fabric causing the
necessity to import faux fur and wool. Despite annual growth of cattle stock, only 14% of them are used in
manufacture, and some part of it is exported to China via rogue companies for low prices. In addition, due
to low quality of raw cotton, the local enterprises on cotton processing are not loaded to its full extent. Of
the total volume of raw cotton grown in Kazakhstan, 90% is exported abroad, and only 2% of cotton is
processed to final product [7]. All this causes the increase of import dependence for cotton goods.

At the moment, the government conducts the works on provisioning the textile enterprises with raw
cotton, elaborates the issues on determining the limits for thin wool export, temporary prohibition on
export of untreated skin. However, the companies of the sector still prefer to be content with government
orders and conduct very poor marketing policy. There are several companies that are more or less active in
this regard (“Kazakhstan Textiline”, “Kaz SPO-N”, “Semiramida” South Textiline KZ). Along with this,
the garment factories purchase the materials and fabric from Russia, Turkey, Uzbekistan, Italy and other.
But Kazakhstan almost does not manufacture yarns, fibers, accessories. This causes high net cost of the
national final products and makes it uncompetitive in comparison with imported into the country products.

The technical and technological backwardness of the sector should also be noted — wear and tear of
the main funds of the national enterprises is 80% [8]. This was the reason of low labor productivity, high
labor intensity, production hold-up etc. To solve this problem it is necessary to free of fees and VAT the
technological equipment purchased from abroad and to create leasing companies with governmental share
to purchase this equipment on favorable terms.

The consumer goods industry is of high public significance in many countries as it ensures high
employment. In India, China, Turkey this sector provides employment for almost 20% of population. The
governments of these countries arranged large-scale measures to support the consumer industry: free
economic zones, preferential taxation and credits, quotes and fees, governmental investments. Particularly,
in Turkey the volume of this sector in the GDP is 10%, the sector ensures 40% of income into the country
budget [9]. In Kazakhstan, the consumer industry is the only way to decrease unemployment at the regions
with excess population and mono-cities tied to manufacture industry only [10].

With regard to the mentioned above, Kazakhstan needs to take urgent measures to stimulate the
development of sectors of processing of agriculture raw materials.

To solve the problems of the sector it is necessary to take measures on limiting the raw materials
export assuming the introducing of high fees on export of products with low processing level. In addition,
it is reasonable to stimulate the export of goods with high added value by franchise application. This
method of export stimulation of final product was successfully undertaken by China.

The sector also suffers from shortage of highly qualified specialists. The education program at all
universities of the country is based on obsolete methods of manufacture. Considering the appearance of
new methods of products manufacture in consumer industry the requirements to employees and specialists
also increase.

The first President of the Republic of Kazakhstan noted several times the importance of development
of non-resource-based sectors of economy and its diversification, particularly, the Address “Kazakhstan
on the way of accelerated economic, social and political modernization” of 2005 sets the task on creating
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innovative economy and developing of non-source-based sector, industrialization of agricultural
production through implementation of cluster initiatives in the field of manufacture and processing of
agriculture raw materials [11].

To provide financial resources to processing industry enterprises the government used different
instruments to support the industrial development: interest rate subsidization, reimbursement of expenses
and allocation of grants for innovations and adoption of technologies, partial reimbursement of expenses
of industrial-innovative activity subjects, credits cover and other.

The key barrier for this is high loan debt of active enterprises of processing industry and lack of free
liquid assets at the latter to ensure loan-based funding.

High cost of credit, in particular, long-term credit of Kazakhstan financial institutes remains a serious
barrier. In 2018, the average rate of compensation for long-term credits at second-tier banks was 19.2%
annual in the national currency [12].

One of the headwinds of labor productivity growth is technological level of processing industry
sectors development. At the moment, more than 80% of the processing industry enterprises still use
manual labor or have semi-automated production [13], i.e. are still at the transition stage to full
automation.

In this regard, it is necessary to stimulate the enterprises to make investments into the modernization
through development of financial support instruments including the increase of volumes and affordability
of long-term financing; to tough requirements to projects having the governmental support in the part of
advanced equipment and technologies application. In addition, it is necessary to continue the
implementation of plans on digitization of industry including the increase of technological requirements
and standards to enterprises.

Conclusion. The conducted research allows concluding that the growth of processing industry is
grounded on the modernization of its sectors. This needs to solve the following key issues of
modernization:

1. Ensure the access to technologies. Here, the most effective measure is decrease of taxes on the
imported foreign technology, provision of exemptions or complete remission of taxes for enterprises that
implement large innovation projects.

2. Ensure the access to finances. It is necessary change gradually the system of direct grants and
subsidies as it is not effective sufficiently. For example, the subsidization of poultry farms in Kazakhstan
sis not favor the increase of its competitiveness, the prices remain high comparing to the imported poultry
meat. The poultry farms owners are not interested in optimizing the expenditures, increase of their own
production potential. There is no end of such examples. Instead of such schemes the government can
stimulate the investments into these fields providing good conditions for investors and acting as a
guarantor.

3. Minimize the barriers facing the national manufacturerson the way to the internal and export sales
markets.

4. Decrease the intensity of competitive pressure by stimulating the innovative activity, removing the
input barriers, and the educational medium meeting the processing industry requirements.

J.C. TacOynaroBa
Kasak 3koHOMUKa, Kap Kbl XKIHE XaJbIKapalblK cayna yausepcureti, Hyp-Cynran, Kazakcran

KA3AKCTAH PECITYBJIUKACBIHIATBI
OHJIEY OHEPKOCIBIHIH AXYAJIBIH BATAJIAY

AHHOTanus1. OH/iey eHepKaciOl MHHOBALMSIIAPABI BIHTAJIaHABIPBII, OHEPKICIN OHIMIIUIITIH JKOFapbUIaTy YKoHE
TYPFBIHAAP/BIH 9J-ayKAaThIH KOTepy apKbUIbl €1 SKOHOMHKACBIHAA MaHBI3Ibl OpbIH ananbl. COHIBIKTAH OHJIEY
OHEpPKaciOi caajapblHBIH THIMAI KYPBUIBIMBIH jkacay Kasipri kesenne Kaszakcran PecryOnukachiHbIH OenceHni
MEMJIEKETTIK OHEPKACINTIK CasicaThIHBIH TYPAKThl 00BEKTICi OOJIBIT OTHIP.

Makanana Ka3akcTaHHBIH OHIEY OHEPKICIOiHIH aHAFYPIBIM MaHBI3IbI CalAJIAPBIHBIH JaMYyBIHBIH axyalibiHa
Tanmay Jxyprizinren. KasakcTanmarel eHIEY OHEpPKICIOIHIH OHIMAUIIK IeHredi DKOHOMHKANBIK BIHTBIMAKTACTHIK
JKOHE JaMy YHBIMBIHBIH MYIIIe-MEMIIEKETTepiHIH opTalia KOpCceTKilliHeH 2 ece TOMEH eKeH/Irl KepceTireH. OHIey
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OHEpKOCiOi camanmapelHBIH MaMYBIH TEXEUTIH (akTopiap peTiHae Y3aK Mep3iMIi HECHEeNiK pPecypCcTapAblH KOJI
JKETIMIUTITIHIH TOMEH JeHredi, OHIIPICTepIiH TEXHONOTHUSUIBIK apTTa KAaJdyIIBUIBIFBL, OUTIKTI KaIpiapIblH
JKeTKmiKei3airi kepcerinred. OmaH 6acka, aybUT IIapyallbUIBIFEI ©HIMIEpi Oona Typa, Ka3zakcTanna omapasr eHOey
callaJlapblHBIH TOMCH IdaMbIFaHIBIFBI OenriieHren: KasakcraH eHmenreH Ttamak eHimuaepi OoibiHima 47%-ra
MMIIOPTKA TOyeJ 1l 00JIca, all )KEHIJT OHEPKACIM CalachlHbIH OTAH/IBIK KOCITOPBIHAAPSI IIIKI TYTHIHY KeJeMiHiH HeGapi
20%-bi1H raHa enaipeni. Kepceriiren mocesnenepai Lielly YIliH OHIETY ACHreill TOMeH eHIMIep/l ChIpTKa caTyFa
JKOFaphl ajlbIM CaJly apKbUIbl MIMKI3aT 3KCHOPTHIH KbICKAPTY, JKOFapbl KOCBUIFAH KYHBI Oap ©HIMJIEp 3KCIIOPTHIH
BIHTAJIAHBIPY YLIIH )KEHULIIKTEP jKacay CUSIKTHI YChIHBICTAP XKacaJlFaH.
Tyiiin ce3nep: eHuey eHepKkaciOi, KOCBUIFaH KYH, TEXHOJIOTHSLIIBUIBIK,

J.C. TacOys1aToBa
Kazaxckuii yHIBepCUTET SKOHOMUKH, (HUHAHCOB M MEXIyHapoaHOi1 ToproBin, Hyp-Cynran, Kazaxcran

OIIEHKA COCTOSIHUSI OBPABATBIBAIOIIENA MPOMBINIJIEHHOCTH
B PECIIYBJIMKE KA3AXCTAH

Annotanusi. O0pabaTbIBaroIas MPOMBIIUIEHHOCTh UIPAeT BaXKHYIO POJb B DKOHOMHUKE CTPaHbI, CTUMYJIHPYS
WHHOBALMK U IOBBIIIEHUE MPOM3BOAUTEIBHOCTH, a TaKKe POCT OnarococTosiHusi HaceneHus. [losTomy co3nanue
5QPEeKTUBHON CTPYKTYypHl 00padaThIBAIOMINX OTpPAciieil BBICTYNAET IIOCTOSHHBIM OOBEKTOM aKTHBHOH Tocy-
JlapCTBEHHOH npoMbinuieHHoN PecryOmmku Kazaxcran Ha coBpeMEeHHOM JTare.

B crarbe mpoBeneH aHAU3 COCTOSIHUS Pa3BUTHs HanOoyiee BaXKHBIX OTpacyieil 00pabaThIBAIOIINI POMBIIII-
nenHoctn Kazaxcrana. IlokazaHo, 4TO ypOBEHb NPOHM3BOAMUTEIHHOCTH B 00PadaTHIBAIOIICH MPOMBIIIIEHHOCTH
Kazaxcrana B 2 pa3a HXKe, YeM B CPEJHEM IO cTpaHaM-wieHaM OpraHu3anyuy 3JKOHOMHYECKOTO COTPYAHHUYECTBA U
pasButus. B kadecTBe (aKTOpOB, COECP)KMBAIONIMX pa3sBUTHE OTpacieil oOpadaThIBarOIEH MPOMBIIUICHHOCTH,
ONpENETIeHbl HU3KHHA yPOBEHb JOCTYITHOCTH JOJIFOCPOYHBIX KPEIUTHBIX PECYpPCOB, TEXHOJIOIMYECKAs OTCTAJIOCTh
IPOU3BOACTB, HEXBaTKa KBAIH(HLHMPOBAHHBIX KaipoB. Kpome TOro, yCTaHOBIEHO, YTO HECMOTPS Ha HaJW4ue
CENbCKOXO3SIICTBEHHOTO ChIphsi, B Ka3axcraHe He AOCTATOYHO Pa3BUTA OTPACib NMEPEpPabOTKH CEIbXO3CHIPhS: II0
nepepaboTaHHBIM BUJIaM MPOAYKTOB nuTanus Kazaxcran nmmnoprosaBucum Ha 47%, a OTeUeCTBEHHBIE TIPENIPUATUS
JIETKOW TPOMBIIUIEHHOCTH obecnedynBaloT Bcero 20% NpOAyKUMH BHYTpeHHEro mnotpedienus. s perieHus
YKa3aHHBIX MPOOJIEM IPEJIOKEHBI MEphl M0 CAEPKUBAHUIO CHIPHEBOTO AKCIIOPTA, MPEIIIOJIArarollie BBEACHHE
BBICOKMX TIIOIUIMH HAa BBIBO3 MPOAYKIMM C HU3KOM CTENeHbl0 OOpabOTKH, NPENOCTaBICHUS JIBIOT JUIs
CTUMYJIMPOBAHMUS 3KCIOPTA U3/IEIHIA C BEICOKOI J0OABIEHHOI CTOMMOCTBIO.

Ki1roueBble ci1oBa: 00pabarbiBaromias MpoOMBIIUIEHHOCTh, J00aBIEHHAs CTOUMOCTbD, TEXHOJIOTHYHOCTb.
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