Strateqy of industrial and innovation development bKazakhstan for 2003-2015

To ensure stable development of the country on thieasis of diversification and
modernization of the economy through creation of aaditions for production of
competitive products and export growth, Decree offte President of the Republic
of Kazakhstan, dated to May 17, 2003, approved Stteagy of Industrial-
Innovational development of the Republic of Kazakhsn for 2003-2015.

The authors of this strategy is the Ministry of Ecmomy and Budget Planning of
the Republic of Kazakhstan in partnership with theMinistries of Industry and
Trade, Education and Science, Transportation and Qommunications, Labor and
Social Protection of the Population, Energy and Mieral Resources, Finances of
the Republic of Kazakhstan, Agency for Regulation oNatural Monopolies and
Protection of Competition, and the National Bank.

Strategy of industrial-innovational development ofthe Republic of Kazakhstan
aims at forming of the state’s economic policy ofrite Republic of Kazakhstan in
the period before 2015 and is focused on achieventesf stable development of
the country by means of economic diversification ath shifting from extraction to
processing.

Major objectives of the Strategy of Industrial-innovational development of the
Republic of Kazakhstan are as follows:

o maintenance of average annual growth rate of procesg industries
within the range of 8-8.4%; at least 3 times gains labor productivity by
2015 against 2000; and 2-fold reduction of power-tansity of GDP;

o increased productivity of fixed assets of processinenterprises;

o cultivation of business-friendly environment; estalishment of
institutional settings to stimulate private sector,encourage competitive
edge and strive for greater value added,;

o introduction of incentives to establish science-ieinsive high-tech export-
oriented enterprises;

o diversification of export potential of the countryin favor of products and
services with high value added; transition to worldstandards of quality;

o enhancement of integration into the regional and glbal economy, with
participation in global innovation processes.

Production of competitive and export-oriented prodiwcts, works and services in
processing industries and in the sphere of servicésthe major issue of the state’s
industrial-innovational policy.

Against the background of globalization, economy of Kazakhstan has
encountered a series of objective problems, amonghwh there is extraction
industries predominance, insignificant integrationinto the world economy, weak
inter-branch and inter-regional economic integration within the country, low
consumer demand for products and services at the dwestic market (small
economy), underdeveloped production and social inéstructure, general
technical and technological backwardness of enterpges, absence of effective
relations between science and production, low speimgd) on R&D, incompatibility



of management with objectives of economic adaptatoto globalization and
transition to the economy of service and technology

To resolve the issues and to achieve set-forth objeres and goals within the
framework of the Strategy, it is proposed that besies intensification of
operations of the Bank for Development, ad-hoc indgttes of development, such
as Kazakhstan Investment Fund, Corporation of Expor Insurance, and
Innovational Fund will be created. They are supposkto be the major tools of
the Strategy implementation. The said institutes viii be pursuing the policy of
investment into establishment of new and developmerof already operating
enterprises with high value added and will be rendeng support to R&D relying
upon comprehensive analysis of promising sectors drenterprises.

National Fund of the Republic of Kazakhstan

National Fund of the Republic of Kazakhstan was eablished by respective
Presidential Decree as of August 23, 2000 with aew of ensuring stable socio-
economic development of the nation, accumulation dinds for generations to

come (saving function), reduction of the economy’slependence on negative
external factors (stabilizing function).

The Fund is the totality of financial assets accumated on the Government's
account in the National Bank of Kazakhstan.

The Fund’s stabilizing function is realized in theform of transfers to the central
and local budgets. This compensates for losses aefil as difference between the
approved and actual tax revenues of the budgets fmo extraction sector
enterprises. According to the National Bank, the Fod’s assets as of May 2006
make up USD 8. 631 billion.

Bank for Kazakhstan Development

Bank for Kazakhstan Development was established Agr25, 2001 in pursuance
of the Presidential Decree as of December 28, 20@iled “On the Bank of
Development of Kazakhstan”.

The main goal of the Bank is enhancement of the g& investment-related
activities efficiency, development of production ifrastructure and processing
industries, encouragement of internal and foreignrivestments into the national
economy.

The need for establishment of the Bank for Kazakhsin Development was called
forth by the necessity to ensure sustainable dev@iment of the national
economy, especially its real sector.

As of April 1, 2005, the Bank for Kazakhstan Develpment has approved for
financing 27 investment projects totaling USD 780.3nillion, the share of the
Bank reached USD 349 million, among the projects gwoved in 2005 there’s a
project worth USD 4 million, with the Bank being the only investor.



Investment Fund of Kazakhstan JSC

Investment Fund of Kazakhstan JSC (IFK) was estabdhed pursuant to
respective government regulation as of May 30, 2003

The main goal of the IFK is to contribute to implenentation of the Strategy of
Industrial — Innovational Development of the Repubic of Kazakhstan for 2003-
2015 through attracting investments into promisingenterprises.

The need for establishment of the IFK was called fth by underdeveloped
equity market, rather low capitalization of domestc companies, and lack of
adequate mechanisms to ensure inflow of investmentgo processing industries.

The IFK patrticipates in financing of investment prgects targeted at extension,
reconstruction, and technical upgrade of already ograting and establishment of
new enterprises to manufacture goods and render saces. As of April 1, 2005,
the Investment Fund approved for 18 projects totalhg USD 935,4 million, with
the share of the Bank making up USD 80,3 million.

National Innovation Fund JSC

National Innovation Fund JSC (NIF) was establishedpursuant to respective
governmental regulation as of May 30, 2003.

The core of the NIF’'s operations is promotion of inovation-related activities in
the country, including offering support to developnent of technology-intensive
enterprises.

On the whole, NIF stimulates venture function of tle market economy. This
particular function is of great importance to creaion and development of high-
tech sectors — IT, electronics, biotechnology, etc.

NIF is intended to provide solutions to the packageproblem of absence of
efficient market mechanisms to adopt innovations,ite problem being inherent to
all post-Soviet countries.

Given the inadequate development of venture institions within the country,
there’s a legal framework being worked out to stimlate and regulate venture
activities. As of April 1, 2005, the Innovation Fumnl approved 51 projects totaling
USD 130,4 million, with the Fund’s share being US[L00,9 million. Among the
projects there were 30 projects approved for finanimg in 2005, totaling USD 11,9
million, the Fund’s share being USD 8,1 million.

As of April 1, 2005, the aggregate chartered capitaof the institutes of
development made up over KZT 111 billion (USD 847 iion). On the whole, in
2005 there were 29 projects approved, totaling USB25,2 million, with the share
of local institutes of development standing at USR1,5 million.

There have been three stages defined in the implentation of the Strategy of
Industrial-Innovational development of the Republicof Kazakhstan:



First stage 2003-2005, will make changes in the lskation and in sectoral
programs of development, will define volumes of fiancing allocated to science,
education, and training of specialists. Also, thiss the period in which institutes
of development - through which the state will ensw its participation in
realization of the program - will be created.

Second stage 2006-2010, provides for examination pfivate sector initiatives,
search of investors — participants of realization bselect projects, manpower
training, construction and reconstruction of major and subsidiary facilities.

Third stage 2011-2015, will complete the whole cortgx of organizational
measures and accelerate works to enhance competdivedge of products
manufactured by processing enterprises. Result ohé Program implementation
will be change of the economic structure and expodiversification.

The total cost of the Program for 2005 - 2015 wilmake up KZT 139795.13
million, KZT 77272.3 million of them being allocatel out of the central budget,
another KZT 2112 million — out of local budgets, ad private local and foreign
investments are expected to make up no less than KA60410.83 million.

Active pursuance of the industrial-innovational poicy will ensure rate of
economic growth not less than 8.8-9.2% a year. Thiwill allow increasing the
national GDP 3.5-3.8 times by 2015 compared to 2000riving growth of labor

productivity at least 3 times by 2015 compared to @0 and reducing GDP
energy-intensity twice.

Results of the Strategy implementation amidst intesive development of oil and
gas are not going to entail drastic changes in thatructure of the economy or that
of production.

The Strategy implementation will allow to:

o increase by 2015 the share of finished goods prodien in the GDP from
46,5% to 50-52%;

o increase the share of R&D-related activities in theGDP from 0,9% in
2000 to 1,5-1,7% in 2015;

o slow reduction of the share of processing industrgein the GDP from
13,3% in 2000 to 12-12,6% in 2015 (compare: but fothe industrial
policy, this indicator would make up 10,9% in 2015)

At the same time, without the Strategy being implemnted, the share of value
added of mining industries in the industrial produdion sector can reach 55-56%
in 2015, including 50-51% in oil sector against 26% in 2000. With due
consideration of the Strategy implementation, minig industries will only make
up 46-47%. At the same time, the share of high-tecimdustries will grow from
0,1% of the GDP in 2000 to 1-1,4% in 2015. Qualitghanges are to take place in
the structure of value added in processing industes. The share of metallurgy
and metal working will fall down from 40,1% of the total value added in
processing industries to 27-28%, and the share ofgeoproducts processing will



grow from 38,1% to 45-46%. The share of science-iahsive and high-tech
products will make up 9-11% against 0,6% in 2000.

Thus, successful realization of the Strategy is tacilitate Kazakhstan in turning
to a higher level of social development and to inade quality changes in the
economic structure, which will lead to sustainablggrowth based on efficient use
of human, production and natural capital.



