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KAZAKHSTAN AND THE OSCE

Results of Kazakhstan's
0SCE Chairmanship:
SWOT Analysis

- SANZHAR BOKAYEV,
Doctor of Political Science (PhD), Deputy Chairman, Almaty Division of Pegple’s
Democratic Party “Nur Otan”

he experts’ opinions varied considerably

regarding the OSCE Summit in Astana:

the positions deferred from generous

admiration to utter skepticism and even
phrenetic criticism. One way or the other, the de-
bate turned to be too expressive when there was
no room left for an objective discussion of the role
and significance of the Summit. The publications
on Kazakhstan’s Chairmanship in the OSCE in both
journals and popular press lacked any profound
analysis being full of premature emotional cover-
age of the event.

The very fact that Astana Declaration was
eventually adopted, after long hours of bitter
disputes, may be considered as a visible success
of Kazakhstan diplomacy achieved amidst the
confrontations of the parties, clashes of the vital
national interests. When the two private compa-
nies are to sign a contract it usually takes them
a couple of days to negotiate over all terms and
conditions. There, we had 56 states, there were
different nations, national interests, mentalities
and approaches. All these had to be embraced into
a single document.

What is needed is an appropriate assessment
tool applied to the Summit outcomes in particular,
and Kazakhstan’s Chairmanship in the OSCE as
a whole. SWOT is the most applicable method in
situational and event analysis. In this case, by the
situation we mean the fact of Kazakhstan’s OSCE
Chairmanship, basis preconditions, situation in
the region and the world as well as the outcomes
of the diplomatic measures Kazakhstan had taken
earlier. The Astana Summit is regarded as the event
representing the result of a diplomatic act and
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which, at the same time, manifests the confidence
of the majority of the participating countries in
Kazakhstan’s abilities to resolve numerous issues.

SWOT - analysis stands for Strengths, Weak-
nesses, Opportunities, and Threats.

Strengths

Kazakhstan, during its Chairmanship in the
OSCE, facilitated a number of processes: ‘

1. Reduction of the growing tension in the con-
flict zones in the Caucasus, Transdniestria, Kyr-
gyzstan, Afghanistan through a tripartite dialogue
(Kazakhstan being an arbitration party);

2. Inclusion into the OSCE instruments the
use and implementation of new methods of
political influence with the emphasize laid on
diplomatic measures and peaceful means of
conflict resolution;

3. Creating a new paradigm of security system
maintenance through the creation of the common Eur-
asian response to confront new threats and challenges;

In this fact pattern, it is obvious that the final
stage of Kazakhstan’s OSCE Chairmanship and
the Summit in Astana played a significant role
in intensifying conflict resolution process having
infused both necessary dynamics and practical
instruments for their settlement.

Tandem of Russia and Kazakhstan is very much
worth mentioning here. Throughout the 2010, the
joint efforts of the leaders of the two states set the tone
for all negotiating processes. It revealed not only the
willingness and readiness of Kazakhstan and Russia
as well as their adherence to the principles of strate-
gic cooperation, but a true ability to work together in
order to resolve regional problematic issues.
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Weaknesses

1. Kazakhstan made an attempt to change the
system: to reorganize the OSCE and alter the out-
dated principles of the Organization. However, the
“Old World” made it clear that the “newcomers”
had no right to command and blocked a number
of the initiatives Kazakhstan had made to improve
the mechanisms of the OSCE. The weakness of
official Astana manifested in excessive flexibility
of the Kazakh diplomats. Kazakhstan did not in-
sist on the need for drastic changes, but chose to
play in accordance with the rules, which had been
imposed by the West.

2. Lack of efficient instrument for pressure
(economic, political, legal); Kazakhstan being the
Chairman “de jure” and “de facto” was not able to
influence the conflicting parties, all we had were
the diplomatic means, namely conflict resolution
plans and recommendations.

3. Kazakhstan was overexcited about its Chair-
manship, genuinely believing in its peacekeeping
mission. The Summit, having met most of the ex-
pectations of both the organizers and majority of
participants, had a number of drawbacks, although
this criticism can be easily applied to all summits of
Heads of States and Governments. The experience
shows that not a single summit was 100-percent
successful, moreover, none of the declarations
adopted were even half-fulfilled.

Opportunities

Still, Kazakhstan had certain achievements
in conflict resolution. The Head of the European
Union Delegation welcomed the Joint Statement
by the Heads of Delegation of the Minsk Group
Co-Chair countries and the presidents of Azerbai-
jan and Armenia. The fact that the two presidents
attended the Summit in Astana is a proof that the
tension in the bilateral relations eased and they
were willing to conduct further negotiations with
the participation of the Kazakh side as an arbitrator.
The “road map” for the Nagorno-Karabakh settle-
ment with its clearly designed mechanisms and
tools, which Kazakhstan saw as the basis to achieve
further progress, became the first instrument hav-
ing genuine capacity to reduce conflict-generating
potential in the region.

The initiatives, President of Kazakhstan pre-
sented in the course of the Summit to implement
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structural and content changes, could have been
a good opportunity. However, the audience, be-
ing unmotivated, was not ready for such radical
changes. Subsequently, the issues of increasing
the number of baskets and other OSCE institu-
tions are more likely to be discussed under other
circumstances.

Summing up, in terms of the opportunities for
Kazakhstan, we shall mention not only an increased
political authority and new image, but the long-
term benefits of economic character. As experience
shows, foreign investments go to the countries
which are rather reputable within international
community, those enjoying a considerable level
of social and political stability and high potential.

Threats

Resolution of frozen conflicts, being the most
problematic and sensitive, requires a more specific
approach. Kazakhstan took a great risk and respon-
sibility for the settlement of the conflicts in the
post-Soviet space. None of the previous Chairman
countries had taken up these challenges, waiting
quietly for the end of the term

The Summit revealed a number of conflict mo-
ments which could have posed a potential threat.
For example, the “one touch” game of Russia and
Georgia, where the conflict over South Ossetia
and Abkhazia became a sensitive issue. Russian
President D. Medvedev stressed again “that the
attempts to resolve any problem through military
means and use of force is unacceptable” while
M. Saakashvili tried to express his view. Georgian
position was supported by the EU; the United
Kingdom and France spoke for the integrity and
sovereignty of Georgia within its recognized bor-
ders. The move was naturally strongly opposed by
Russia; it stated that it would not tolerate if the final
documents had any references to the “conflict in
Georgia”. The situation was quite tense.

The 250 documents of compromising character
placed at the “WikiLeaks” website just before the
OSCE Summit are also worth mentioning. The
materials were mostly the leakage of the diplo-
matic correspondence of the US ambassadors
and consular officers touching a number of issues
of the world politics. The fact that the materials
were released a day before the Summit could have
been a coincidence, however, taking into account
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the content of the documents with rather harsh
opinion on the world’s political leaders, namely
President D. Medvedev, Prime Minister V. Putin,
German Chancellor A. Merkel and others (all of
them participated in the Summit) there are solid
grounds to assume that this leakage was a delib-
erate action.

Given all these circumstances, it is clear that
the risks were high enough, and the Summit could
have either consolidated the participating sides
providing a platform to reach the common position,
or escalated the conflicts. In this regard, Astana
had to consider all possible risks and minimize
the conflict potential. To that end, the diplomatic
protocol and other details had been very precisely
considered beforehand: the order of precedency
at the airport and receptions, the accommodation
details and seating charts. In the end, during the
Summit in Astana, the hosting side successfully
handled all the issues.

Basing on the SWOT- analysis above, we can
make the following conclusions:

1. Before Kazakhstan assumed its Chairman-
ship, the OSCE had been a “fading” organization
failing to gather all member states at one table for
11 years. The Organization underwent the process
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of “rebooting” (if not “reformatting”) and got a
fresh start due to its gradual expansion from the
West to the East.

2. Despite all skepticism, the OSCE Summit
in Astana was a success mainly due to the impec-
cable work of the chief moderator N. Nazarbayev
who demonstrated excellent abilities to feel the
audience, detect the attitudes of the participants,
anticipate the conflicts, persuade and find compro-
mise, accidentally leaving the conference. hall to
discuss the most sensitive topics.

3. The OSCE has deprived itself from the real
instruments to influence the security architecture in
Europe and especially in Eurasia, gradually turning
into a mere dialogue platform.

4. The Summit did not mean instant success
for Kazakhstan, however there are a number of
benefits in the long-term perspective of economic
(meaning foreign investments) and political
character. Kazakhstan had been working hard
on the final document of the Summit within the
previous months. This process has resulted in re-
freshment of the previously established relations
as they require constant attention. Moreover, this
is how the mastery of Kazakhstan diplomats is
being perfected.

[©a]



INTERNATIONAL RELATIONS

Priorities and Directions
of Current Foreign Policy
of Kazakhstan

MURAT LAUMULIN,
Doctor of Political Science, Chief Research Fellow, Kazakbstan Institute for
Strategic Studies under President of RK

t the beginning of 2011, the foreign

policy of Kazakhstan entered a new

stage. The country passed a serious

political test; it was the Chairmanship
of the OSCE and hosting the summit meeting in
Astana. This year, it faces two new challenges: the
Chairmanship in the Organization of the Islamic
Conference and in the Shanghai Cooperation Or-
ganization. Additionally, Kazakhstan is to host
two major events, namely the Council of Foreign
Ministers of the Organization of the Islamic Con-
ference and the SCO Summit.

The OSCE Summit in December 2010 showed
that the significance of such events go much further
than formalities of paying official tribute to political
obligations, this time in Astana. Conduction of such
events is often closely related to a specific problem
in international relations. In this context, the present
turning point in foreign policy of Kazakhstan clearly
meets the demands of the times.

The recent developments give us a good ex-
ample to speculate on the transformation in foreign
policy of Kazakhstan as well as its international
status. The year 2010 will be regarded as a crucial
in historical terms for Kazakhstan and its foreign
policy for several reasons. The OSCE Summit in
Astana is the most obvious. However, in terms
of strategic consequences, establishment of the
Customs Union among Kazakhstan, Russia, and
Belarus should be considered even more important.

Kazakhstan’s Chairmanship in the OSCE set
the pace for the country’s foreign policy for the
whole 2010. As one Kazakhstan observer rightly
noted, the country faced the task not to meet the
OSCE standards, but to create new ones adjusted
both to the current reality and to the interests of
the member states of the Organization. Moreover
it was about turning the OSCE into an effective
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mechanism for maintaining stability and security
with the help of those countries.

The participation of the President of Kazakhstan
in the Nuclear Security Summit in Washington in
April 2010 may be regarded as one of the most
worthy among his recent foreign appearances.
The historical meeting of three presidents, namely
B. Obama of the USA, D. Medvedev of Russia, and
N. Nazarbaev of Kazakhstan in Washington once
again reminded the international community about
Kazakhstan’s enormous contribution to nuclear
non-proliferation. This was largely promoted by
the initiatives Kazakhstan President laid on the
table before the leaders of the leading, primarily
nuclear, nations and the world community as a
whole. Nuclear security and non-proliferation is an
area where Kazakhstan holds its high moral stand.
It is also the source and essence of Kazakhstan’s
foreign policy conception.

Kazakhstan called the members of the nuclear
club to abandon their nuclear sovereignty as they
had committed at the end of the 1960s while the
NPT was being drawn. The President of Kazakhstan
also urged on reconsideration of international law
in order to safeguard nuclear non-proliferation. Ac-
cording to N. Nazarbayev, an expert analysis of all
current international treaties on non-proliferation
and nuclear terrorism is needed in order to work out
a single international document of strategic character
which would become a new universal agreement
on comprehensive horizontal and vertical non-
proliferation and nuclear disarmament. According
to this revolutionary initiative, a new international
arrangement shall exclude any double standards ap-
plied to its violators in terms of sanctions and other
forms of international respond.

Maturity of Kazakhstan’s foreign policy was
also tried during the events in Kyrgyzstan in April

0
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and June of 2010. In fact, Kazakhstan was being
tested both as the OSCE Chairman and a respon-
sible regional leader. The political situation that
developed as a result of the events in Kyrgyzstan
was fraught with many ambiguous consequences
for Kazakhstan’s foreign policy, economy, and na-
tional security. Kyrgyzstan is Kazakhstan’s closest
neighbor and, besides, it is the closest country to
us culturally, historically, and mentally. Kazakh-
stan cannot afford being indifferent to the further
development in Kyrgyzstan due to its geographic
proximity, specific international status, national se-
curity interests, and the close social and economic
ties between the two countries.

Kazakhstan’s policy toward Kyrgyzstan was
built on certain fundamental criteria. The moves
taken by Astana were closely coordinated with
Russia, which was also extremely interested in
rapid stabilization of the situation in Kyrgyzstan.
Astana made it clear to all the participants in the
political struggle in Kyrgyzstan through diplomatic
and political channels (primarily via the OSCE)
that it would not tolerate the use of armed forces or
repetition of the bloodshed in the republic. Astana
also supported all progressive and moderate forces
in the republic in order to bring about rapid stabili-
zation and normalization of the situation. Regular
consultations were held with the provisional gov-
ernment of Kyrgyzstan on the current and mid-term
issues regarding further development, particularly
holding full-fledged and legitimate parliamentary
and presidential elections soon enough to retain
stability. The Kazakh and international law en-
forcement agencies coordinated their efforts to
neutralize the Kyrgyz criminal environment and
its influence on the republic’s political life.

Official visit of N. Nazarbaev to South Korea can
be regarded as a key event in the context of promo-
tion of the Asian vector in the foreign policy course
of Kazakhstan, which brought both countries to a
new level of cooperation. The sides agreed to mark
the 2010 as the Year of Kazakhstan in South Korea
and 2011 the Year of South Korea in Kazakhstan.

The third CICA (the Conference on Interac-
tion and Confidence-Building Measures in Asia)
Summit should be mentioned as one of the most
significant events in the cause of maintenance of
security. Kazakhstan passed on the CICA Chair-
manship to Turkey, but retained control over the
Conference through the system of partner organi-
zations. The delegation of Kazakhstan attended
the third CICA Summit held on June 8, 2010 in
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Istanbul representing the country was as the cur-
rent Chairman of two large regional structures on
the continent, namely the CICA and the OSCE.
In the course of the Conference, the mandate for
Chairmanship was passed from Kazakhstan to
Turkey. This move demonstrated that the CICA is
not merely a Kazakh project. At the Istanbul Sum-
mit, the participants condemned Israel’s attack on
Turkish ships taking humanitarian aid to the Gaza
Strip, but Israel refused to support the inclusion of
any provisions condemning its actions in the text
of the final resolution.

The final document adopted in Istanbul was
a corrected and updated version of the Declara-
tion of the second CICA Summit hold on June
17, 2006 in Almaty. The amendments were both
stylistic in nature and reflected the changed situa-
tion in terms of the regional risks and threats. For
example, the Istanbul Declaration has an entire
section devoted to Afghanistan. In his message to
the forum participants, N. Nazarbaev said that the
CICA was quickly adapting to the changing world
and consistently increased its cooperation with the
OSCE. Therefore, Kazakhstan would not exclude
the possibility of creating “some joint platform re-
garding security and trust throughout the Eurasian
space ” in the future. '

German Federal Chancellor A. Merkel’s visit
to Astana in July 2010 signified the intensifica-
tion of the foreign policy moves of Kazakhstan
in its European vector. Kazakhstan confirmed its
readiness to deliver natural gas to Germany via the
Nabucco pipeline. It stands to reason that Germany
is interested in this project. However, its resource
base has not been ultimately determined. The im-
proved project presumes transporting of natural gas
from the Caspian region to the European countries
from Turkmenistan through Azerbaijan, Georgia,
Turkey, Bulgaria, Hungary, Rumania, and Austria
overpassing the territory of Russia. The pipeline
shall serve a supplement the Baku-Tbilisi-Erzurum
gas pipeline, which is already in operation. Presi-
dent N. Nazarbaev claimed that the deliberation
of the European Union made Astana increasingly
hesitant. According to Kazakhstan leader, there are
two conditions necessary for country’s participa-
tion in this project: the gas pipeline built along the
bottom of the Caspian Sea through the Caucasus
to the Black Sea and further and the LNG plants
constructed on the Kazakhstan coast of the Cas-
pian. This is how Kazakhstan tries to probe the
possible respond of the West and Moscow. Astana



has changed its tactics by simultaneously consider-
ing several projects in order to indentify the most
beneficial.

At the beginning of 2010, both Uzbekistan and
the USA expressed serious objections to have As-
tana as a location of the OSCE Summit. In March
N. Nazarbaev met with I. Karimov and all problem-
atic issues were settled. Later, Astana also managed
to secure Washington’s support.

In August 2010, Japanese Minister of Foreign
Affairs Katsuya Okada visited the republic. The
visit was aimed at promoting the interests of Japa-
nese companies in developing energy resource
fields in Kazakhstan and other republics of the
region. Cooperation in nuclear sphere was also a
fundamental topic in the course of the discussion.
President N. Nazarbaev had outlined his vision
of bilateral cooperation being in Tokyo at official
visit in the summer 2008 as following: “We have
the uranium and you have the high technology”.
This plan is still being implemented. The prob-
lem is delivering Kazakhstan uranium to Japan.
Japan gets the uranium from St. Petersburg, the
USA, Canada, and France where it first goes for
enrichment. Moreover, only a small amount of
nuclear fuel is enriched in Russia. The two sides
are currently working on the project aimed at
development of an eastern route for delivering
uranium from Kazakhstan via the Far East to
Japan. In exchange, Japan suggests that all the
uranium imported from Kazakhstan would be
enriched in Russia.

Japan is also interested in oil and gas industry
of the region. Japanese JOGMEC Corporation
in the Caspian Sea, which is actively cooperat-
ing with National Company KazMunaiGaz, is a
good example of the bilateral cooperation in oil
and gas sphere.

The meeting of the Russian and Kazakhstan
presidents in Ust-Kameno gorsk in September 2010
is an important move in the Russian direction of the
foreign policy course of the republic of Kazakhstan.
The two sides signed 27 agreements on coopera-
tion covering almost every sphere of economies of
Kazakhstan and Russia.

As for Astana Summit, it was an impressive
finale of the last year, moreover, it signified the
successful close to an entire era in the history of
Kazakhstan’s foreign policy, and proved that the
republic is a responsible member of the interna-
tional community and capable of hosting such
high-level meetings.
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Overall, 2010 was a year when the foreign
policy of Kazakhstan, its main vectors, goals, and
objectives were revisited. This change signifies
that Kazakhstan is transforming from a regional
country into one of the main international players,
moving up to a higher and more important rung
on the world’s ranking ladder. Kazakhstan factu-
ally goes beyond the boundaries of Central Asia.
The world community regards it as a responsible
Eurasian state with its own interests and healthy
ambitions.

All the same, despite the successes and achieve-
ments of the past year, there are several problem-
atic issues relating to Central Asian security and
Kazakhstan’s international status, along with the
constant geopolitical pressure it feels from else-
where, all these factors are still very evident and
have shifted to a new level.

Traditional Policy

The Russian vector is still vitally important
for Kazakhstan and it has an extremely extensive
agenda, ranging from security and economy to
social and humanitarian cooperation. There can
be no doubt that 2010 was an outstanding year
in terms of cooperation between Kazakhstan and
Russia. The establishment of the Customs Union,
Kazakhstan’s OSCE Chairmanship, and the po-
litical interaction between Astana and Moscow,
particularly at the presidential level, determined
the character of the bilateral cooperation during
the last year. Russia rendered unconditional politi-
cal support to Kazakhstan during its Chairmanship
in the OSCE.

Kazakhstan and Russia are strategic partners
and close allies in the post-Soviet space. The
cooperation between the two states encompasses
almost every sphere possible of bilateral interac-
tion: currently, cooperation is actively develop-
ing in the political, military-technical, economic,
and humanitarian spheres, which is of particular
significance for the internal development of the
two states and their interaction on the interna-
tional arena.

During 2010, Kazakh-Russian relations devel-
oped both at the bilateral and multilateral levels
via the institutions such as the CIS, EurAsEC,
Customs Union, CSTO, SCO, and OSCE. The joint
action plan for Kazakhstan and Russia in 2009-
2010 played an important role in the development
of bilateral relations, formed the backbone of the
agreements reached between the two countries, and
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included 40 specific undertakings. They cover the
entire range of Kazakh-Russian cooperation in the
political, economic, scientific, and humanitarian
spheres, whereby the scope of these undertakings
is enormous. For example, a joint oil balance and
transportation plan is being developed in the fuel
and energy complex, and a comprehensive coop-
eration program with respect to peaceful use of the
atom is being implemented.

Kazakhstan’s share in bilateral trade turnover
amounts to more than 18% of the total volume of
the country’s foreign trade. Industrial cooperation
covers energy, space exploration, and innovative
technology. After the establishment of the Customs
Union, Kazakhstan became the closest ally to Rus-
sia in the post-Soviet space. When the Common
Economic Space (CES) is launched in 2012, both
countries, along with Belarus, might be able to
form a structure similar to the EU.

The chronology 0f 2010 is a graphic illustration
of the progress accomplished in Kazakh-Russian
relations. The Customs Union of Belarus, Kazakh-
stan, and Russia has been functioning officially
since January 1, 2011 and in practical terms since
July 1. This factor in the relations among the three
countries was being vividly discussed in Kazakh-
stan throughout the year. There have been numer-
ous observations that Kazakhstan is supposedly
losing large amounts of money; the figure differs
from KZT75 billion to $500 million, due to the
reduction in customs revenue into the budget. This
gives a reason to conclude that Kazakhstan deci-
sion to join the Customs Union had political rather
than economic motivations. But it should be noted
that similar points have been made both in Russia
and Belarus. Many people in these countries also
believe that significant losses have been incurred
from establishment of the Customs Union. The
question is who benefited from it?

In reality, the Customs Union will enable
to attract investments in the non-raw-material
sector of Kazakhstan’s economy. Kazakhstan
manufacturers can take their opportunities in the
pharmaceutical industry. Mutual recognition of
all medical requirements will make it possible
for medications to be distributed within the
Customs Union. The current barriers in Russia
are too high for foreign manufacturers, however,
these restrictions no longer apply to Kazakhstan.
On the whole, in the long-term perspective, the
Union should have a positive effect on Kazakh-
stan’s economy. In particular, it shall increase
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competitiveness of Kazakhstan manufacturers
and supposedly decrease smuggling.

In terms of grain production, Kazakhstan and
Russia provide up to 17% of the world’s wheat
export. There are currently around 3,000 companies
with Russian share operating in Kazakhstan, and
most of them are involved in crossborder coopera-
tion. The southern border of Kazakhstan, which is
now the border of the Customs Union, is the most
problematic. Transfer of customs control to the
external borders of the countries has only been
partially accomplished: the Russian-Belarusian

customs border has disappeared, while the Russian--

Kazakh border will continue to exist until July
2011, by this time Kazakhstan must put a stop to
smuggling and Chinese goods re-export through
Kyrgyzstan.

At the beginning of December, the Customs

Union member states agreed to introduce the uni--

fied regulations and standards for oil and petroleum
products within the framework of the Common
Economic Space. Kazakhstan is eager to increase
the throughput of the pipeline to 67 million tons

of oil per year. But this will require to construct

new pumping stations and oil reservoirs at the ter-
minal near Novorossiysk and install another single
mooring point. The hopes rest on Russia, which
agreed to double Kazakhstan’s quota in the CPC
from 27.5 million to 52.5 million tons, in order to
distract Kazakhstan from seeking for alternative
routs for delivering crude oil to Europe. Currently
Kazakhstan is pretty much satisfied with the pump-
ing capacities through Russia.

Close cooperation between the two states has
made it possible to soften the aftermaths of the
world financial and economic crisis. There has
been a drop in demand for bank loans in both Ka-
zakhstan and Russia. In the uranium industry, the
national nuclear companies of both countries are
acting as a united front in relations with foreign
partners. In so doing, the Russian nuclear industry
is still the main partner of Kazakhstan, ensuring
the complete processing and enrichment cycle of
Kazakh uranium.

Russia and Kazakhstan are also closely cooper-
ating in the space industry. Both states are about to
launch a large-scale international program. The fact
that the launching pads at Baikonur are designed
for Russian- and Ukrainian-made missile carriers
is particularly important.

In 2010, cooperation between Russia and Ka-
zakhstan actively continued in the transportation
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sphere. As early as 2008, the transport ministries
of Kazakhstan and Russia signed the memorandum
on cooperation and the maintenance of communi-
cation infrastructure linking Western Europe and
Western China.

Kazakhstan has begun constructing the Western
Europe-Western China highway and has already
begun rebuilding the roads in certain sections of
this major artery. Russia, in its turn, is carrying out
feasibility studies of this project. By 2013, it will
be possible to put the Kazakh-Chinese sections of
the highway into operation. By this time, Russia
is expected to start building of its section of the
highway.

However, there are a number of unresolved
problems in bilateral relations: one of them is
the time the residents of one country can stay in
the other without registration (for example, the
Ukrainians may stay 90 days in Russia without
registration, while the period fixed for Kazakhstan
residents is only three days).

The other problematic issue is that Central
Asia suffers of considerable drinking water short-
age. President N. Nazarbaev suggested in Ust-
Kamenogorsk, that the project to divert to the flows
of Siberian rivers would be considered again.

The participation of Kazbrig in the peacekeep-
ing operation in Afghanistan remains a sensitive
issue in the military-strategic relations of Moscow
and Astana. Kazakhstan, in its turn, is not inter-
ested that the policy of Russia will make Georgia
increasingly remote from the Commonwealth af-
faris regardless the fact that Georgia has already
officially withdrawn from the CIS.

The 2011-2012 joint action plan, conducive
to Kazakh-Russian relations, will be extended to
2020. In the next ten years, Russia will evidently
play increasingly important role as Kazakhstan’s
main political, economic and trade partner.

Security Issues and European Vector

Kazakhstan’s main objective is to strengthen
the collective security system in Central Eurasia;
that shall be fulfilled by settlement of situation in
Afghanistan and elimination of the threat posed by
radical Islamism in general. The goal requires some
increase in cooperation among all security institu-
tions in Central Asia, namely the NATO, CSTO,
OSCE, and SCO (possibly also the CICA). The
OSCE Summit in Astana was a step toward this end.

As Astana Summit demonstrated the Afghan
problem, is in many respects, the major one for
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both Central Asian regional security and national
security of Kazakhstan. A clear understanding
of Western strategy and plans regarding this
country is extremely important, as Afghanistan
is a source of military-political, religious, and
drug threats. In the geopolitical context, the
situation in Afghanistan affects the security of
a much broader scope that includes South Asia,
the Middle East, the CIS, and the PRC. From
the very beginning, Astana has suggested that
the states located along the perimeter of the
geographic zone of the OSCE would be directly
involved in this process. Pakistan is a country
that holds the keys to settlement of the Afghan
problem. The issue is one the security in Central
Asia depends on to one extent or another.

In 2011, Chairmanship in the OSCE will go
to Lithuania. It stands to reason that Vilnius will
shift the accent in the OSCE to Central and East-
ern Europe. Such issues as Eastern Partnership of
the European Union, Belarus, relations between
the European Union and Russia, energy supply
to Europe are very likely to be put on the agenda.

The EU countries will try to shift the OSCE’s
geopolitical activity to Europe and European
security. There are indeed many problems in this
area: the Treaty on Conventional Armed Forces
in Europe, deployment of the US AMD, the
European Security Treaty, and several others. It
should be mentioned that Astana also addressed
these topics during its Chairmanship. Despite the
possible strong influence of the European factor,
Kazakhstan, like the other Central Asian states, is
able continue to use the OSCE Astana Declaration
of 2010 as an effective political tool. It is to the
historical credit of the Astana OSCE Summit that
it designated Afghan problem within the Organi-
zation’s framework and proposed the number of
mechanisms to resolve it.

The relations of Kazakhstan in particular and
the Central Asian countries as a whole with the
European Union are also quite significant. The
relations of Kazakhstan with the European Union
are rather specific. Technically speaking, many
foreign partners think that Kazakhstan belongs
to Asia; and from time to time Astana also em-
phasizes this aspect of its geopolitical identity.
However, at the doctrinal level, Kazakhstan is
positioning itself as a Eurasian state for a very
objective reason.

As for the strategy and tactics of Kazakhstan
and the other Central Asian countries with respect

10



INTERNATIONAL RELATIONS

to the EU, we should proceed from an under-
standing of the nature of Europe’s interest for its
cooperation with the region as well as common
interests of the EU and CA. It stands to reason
that the European Union is very much concerned
about Central Asia as a stable source of natural
resources. At the same time, Brussels intends to
expand its standards to the region. On the other
hand, being the members in NATO, the European
countries play an important role in combating the
threats coming from Afghanistan. Moreover, the
EU does not welcome the US’s domination in
Eurasia and, therefore, is more likely to tolerate
the role Russia plays in the region. Some experts
argue that the European Union could act as a
future counterbalance to China in terms of its
growing domination in Central Asia since Rus-
sia has removed itself. These are the factors we
should keep in mind when forming the position
of the Central Asian countries regarding the EU.

In these conditions, Kazakhstan’s policy aimed
at stabilizing Afghanistan and the situation in
the region as a whole is objectively a policy that
protects direct interests of the European Union,
primarily those of security nature.

In its relations with the European Union, Ka-
zakhstan will have to keep in mind the fact that
the EU is currently undergoing significant internal
transformation, which affects all the areas of coop-
eration between this organization and the outside
world. At present, the external activity of the EU is
being hampered by the acute budget deficit crisis
in the South European countries such as Greece,
Spain, Portugal, and Italy.

Germany, during its Chairmanship in the EU,
made an attempt to reconsider the relations with
the CIS countries. In so doing, the EU’s new
foreign policy at times was far from successful.
The EU was unable to enter a new agreement
on partnership and cooperation with Russia or
ease the contradictions over Ukraine, Belarus,
and the Caucasian and Central Asian states.
What is more, certain contradictions and even
competition for control over the transportation
of hydrocarbons from the CIS countries inten-
sified between the old and new EU members.
Additionally, the EU strategy aimed at control
over traditional and alternative sources of energy
fuel is inevitably encountering that of the USA,
Japan, China, and India.

Given the EU’s growing interest in the region,
Kazakhstan should use various tools and methods
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of pressure on its powerful partner. The attention
of European partners must be directed toward the
shortcomings and drawbacks in Europe’s strategy
for Central Asia. For example, the EU is not tak-
ing seriously enough the threats coming from Af-
ghanistan and the vast region to the south of Central
Asia such as religious radicalism, drug trafficking,
illegal migration.

Kazakhstan shall try to shift the attention of the
EU to the dominance of political, rather than eco-
nomic, approach in the EU’s Central Asian strategy.
The EU’s priorities regarding building democracies
in the region often change and even contradict
each other. The EU traditionally exaggerates the
potential of civil society as a driving force behind
democratic changes and underestimates the state’s
role in these issues.

The relations of the EU with Armenia, Azerbai-
jan, Georgia, Moldova, and Ukraine are being es-
tablished within the framework of the “European
Neighborhood and Partnership” and its relations
with Central Asia are regulated by the “Document
on Economic Cooperation” and “Cooperation in
Development”, which do not relate to a specific
region. It is similar to forming an island in the
center of Asia that is regarded neither as “Asia”
nor as part of the “European Neighborhood”. This
is a basis for unjustified discrimination of the
interests of Kazakhstan and other Central Asian
countries. In addition, Kazakhstan must ensure
that the visa regime for its citizens is simplified
as much as possible. In trade relations, Astana
must promote favorable changes for Kazakhstan
in the EU’s tariff policy with respect to some of
its export commodities such as steel, uranium,
and others. This issue could be resolved through
specific steps and concessions in the energy dialog
between Kazakhstan and the EU.

It appears that the EU will have a long-term
impact and that it is here to stay in the post-Soviet
space, including Central Asia. Therefore, the EU
is still one of the most important geopolitical and
geoeconomic dimensions determining the future
and security of Central Asia.

In its relations with the European Union, Kazakh-
stan must realize that the EU may lose its dominating
position as the main economic center of Eurasia.
Moreover, the EU countries are becoming targets
of external migration. Extensive transformation
processes are occurring in the social structure and
industry of the EU. At the same time, the EU will
remain dependent on Eurasian sources of energy.
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Kazakhstan program “Path to Europe” stipu-
lating greatest possible political and economic
integration into the European Union has very
few chances to be implemented in the current
conditions due to the special features of the EU’s
political culture, its geopolitical and geographic
imperatives, and, most importantly, its prejudiced
attitude toward the post-Soviet states. This attitude
is clearly revealed in the complicated relations the
Union has with Russia and other CIS states. The
key problem for Kazakhstan, Russia, and several
other CIS countries is the systemic incompatibility
between the states motivated by the principles of
sovereignty and the European Union’s integration
machinery with its “bureaucratic imperialism.”

It is obvious that geopolitical factors and the
geoeconomic situation will have an impact on
the relations between the European Union and
Kazakhstan, as well as Central Asia as a whole.
There will be influenced by a number of factors
including the US new strategy in Central Asia,
the unclear prospects of the development of the
military-strategic situation in Afghanistan, the
character of relations between Russia and the West,
the world economic crisis, the growing significance
of energy resources, and food safety. These factors
may have both positive and negative influence on
the further development of the relations between
Europe and Central Asia.

Conclusion

In 2011, Kazakhstan’s Chairmanship in the
SCO will come to its end. The final move shall be
Summit scheduled at this summer. In this respect,
the Kazakh-Chinese relations will be increasingly
important. Development of China and its ability to
resolve the arising problems will greatly influence
Kazakhstan and the other Central Asian states.

It must be admitted that neither the Central
Asian countries nor Russia can do anything to
prevent Chinese trade and economic penetration
into the region. Moreover, China is more important
for Central Asia than Central Asia is for China.
Today, it is utterly clear that cooperation with the
PRC is crucial for maintaining positive economic
dynamics in the states of the region. Therefore,
Kazakhstan should try to make Chinese presence
work for its socioeconomic development.

This could be accomplished by expanding of
Kazakh-Chinese cooperation in the non-raw-mate-
rial branches of the economy. We must carry out a
thorough expert analysis of all the contracts signed
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with China and take every effort to ensure their trans-
parency. Unfortunately, Chinese labor migration is
an objective reality that must be reckoned with. But
we are capable to strict the registration procedures
of migrants and control over their activity.

The only thing that can realy stop China’s ad-
vance into the region is the integration processes
in Burasia (the CIS). The establishment of the
Customs Union among Russia, Kazakhstan, and
Belarus is a significant step forward limiting Chi-
nese expansion in the post-Soviet space.

China has become an acting rival in the region,
not only to the West, but to Russia. Chinese pres-
ence in Central Asia, which is traditionally Rus-
sia’s zone of influence, is becoming increasingly
perceptible. It is very likely that in the near and
mid term, China and Russia, being either rivals or
united to counteract the West, will become engaged
in the competition for the geostrategic space and
strategically important minerals of Central Asia
and the Caspian region.

The prospects for further cooperation between
Kazakhstan and the SCO should be viewed from
the perspective of intensifying cooperation and
achieving the following strategic objectives: pro-
motion of regional integration in order to reduce
the negative impact of globalization; maintenance
of regional security in Central Asia; attracting the
investments of other member states to implement
economic projects in Kazakhstan; protecting
the SCO countries from the impact of external
economic crises, as well as their consequences;
further strengthening Kazakhstan’s relations with
the SCO states; and increasing of its participation
in the regional structures. Additionally, an effec-
tive counter-terrorism and drug trafficking policy
can be pursued within the framework of the SCO.

In terms of customs relations, the procedure for
crossing the SCO’s internal borders and transpor-
tation documents registering must be simplified.
Increasing access to foreign markets, including
those of the SCO countries, is extremely important
for the further development of Kazakhstan. The
most efficient way to achieve this goals isinara-
tional use of the transportation and transit potential
of the region and formation of a transportation
service market. In order to raise the efficiency of
freight and passenger traffic, a common tax system
for transportation means and services should be
introduced.

The crises in the financial markets of Europe and
the USA are dictating the need to take countermea-
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sures not only at the national, but also at suprana-
tional level. In this respect, the SCO countries must
be economically protected; Kazakhstan suggests
creating a Regional SCO Center for monitoring
world financial markets and macroeconomic pro-
cesses. Additionally, Kazakhstan’s focus on space
research might be a qualitatively new and promising.

It is obvious that the only way to prove the ef-
ficiency and importance of the Organization in the
region is to strengthen the economic cooperation
within the SCO. The SCO Investment Bank may
be the first step in this direction. There is also the
question of China possible involvement in the
integration structures in the Central Asian region
as well as within the CIS.

As Afghan problem is the key element in many
areas for Central Asian security and Kazakhstan’s
national security, a clear understanding the Western
strategy toward this country is needed.

The USA has long been talking about the pos-
sibility of sending a Kazakh contingent to Afghani-
stan, particularly in the context of Kazakhstan’s
Chairmanship in the OSCE. It should be kept in
mind that such a step could have certain political
repercussions, both domestically and in terms of
its negative impact on Kazakhstan’s international
status. It is already obvious that Moscow reaction to
these developments will be extremely negative. On
the other hand, Kazakhstan, like the other Central
Asian states, cannot remain inactive as destabi-
lizing effect of the withdrawal of US and NATO
troops from Afghanistan may escalate.

Evidently, Kazakhstan and the Central Asian
countries must intensify the cooperation with the
nations whose responsibility in Afghanistan will
automatically rise after withdrawal of the Western
forces. These nations include Pakistan, China, India,
Iran, and Russia. The Central Asian states only have
the CSTO and SCO at their disposal as the tools for
strengthening their own security; the organizations
need institutional enhance and strategic reforma-
tion. Kazakhstan also has such a political tool as the
OSCE Astana Declaration, which makes it possible
to initiate measures in Eurasian security, including
those regarding the Afghan problem, which one
way or another affects most of the OSCE members.

In 2011, the Republic of Kazakhstan is chairing
(technically) the Council of Foreign Ministers of
the OIC. The tempestuous events in several Arab
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countries at the end 0f 2010 and beginning of 2011
will inevitably have an impact on the OIC and
Kazakhstan’s Chairmanship.

Maintenance of stability in the direct geographi-
cal proximity to the zone of Kazakhstan’s geopo-
litical interests, namely Central Asia, Afghanistan,
XUAR, Iran, and the Caspian-Caucasian region, is
the primary task in terms of Kazakhstan’s security.
It is also important that, in addition to Kazakhstan,
the other CIS republics are also the members of
the OIC and the Russian Federation is an observer.

Therefore, Kazakhstan’s Chairmanship in the
Council of Foreign Ministers of the OIC in 2011
is aimed at preventing the conflict-prone political
processes within the Organization of the Islamic
Conference. At the same time, as the Chairman
of the Council of Foreign Ministers, Astana can
concentrate its activity in economic cooperation,
public health, cultural and humanitarian, inter-
confessional and inter-civilizational cooperation.

Chairmanship in the OIC will make it possible
for Kazakhstan to actively assist in resolving the
number of problematic issues such as Afghanistan,
Iran’s nuclear program, and the water shortage.

Kazakhstan must intensify cooperation in the
oil and gas industry. In this respect, Qatar’s ex-
perience in the gas sphere is quite relevant, since
the production of liquefied natural gas will give
Kazakhstan the access to new markets and innova-
tive technologies.

In trade and economic cooperation, it would
be expedient to initiate talks on developing a
system of free trade, investments, technological
exchange, and economic cooperation within the
OIC (possibly via a multilateral agreement).

In the public health sphere, the session of the
Council of Foreign Ministers of the OIC may (on
Kazakhstan’s initiative) intensify cooperation in
children’s health care and in combating polio and
epidemic diseases (within the framework of OIC
resolution No. 3/36).

As for cultural, humanitarian, inter-confes-
sional, and inter-civilizational cooperation, Ka-
zakhstan would facilitate the adoption of an OIC
resolution, addressed to the UN and the OSCE,
stipulating establishment of an international in-
stitute (center) in Astana for developing a dialog
among the world religions with the support the
Organization.
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UN-US Post-Cold War
Relations: Competition or
Cooperation?

MAREM BUZURTANOVA,
MA Student Kazakbstan-German University, Expert-transiator, Kazakbstan
Institute for Strategic Stadies under President of RK

fter the end of the Cold War the neces-
sity to find and preserve sustainable
mechanisms to maintain peace became
one again relevant as it was when the
World War 11 ended and the United Nations Or-
ganization was founded with the aim to prevent
aggression and breach of peace. The UN Charter
gives the United Nations Security Council main
power and responsibility to maintain international
security by all means including use of force when
necessary. Moreover, its resolutions passed under
Chapter VII of the Charter have binding character
making the UNSC the only international law en-
forcement organ. However, the practice of world
politics showed that the UNSC failed to fulfill
the task at times. This discrepancy of the norms
of international law and political practice of indi-
vidual states is particularly visible when analyz-
ing a number of foreign policy moves of the USA
administrations resulting sometimes in question-
ing the relevance of the UN itself as an efficient
institution of peace preservation. Thus, the USA
remains the major actor influencing the pattern
of political behavior both within and beyond UN
mechanisms and institutions on the background of
changing international system. This article dwells
on the evolutions of the US position (still being
the only superpower) on the UN (still being the
only universal intergovernmental organization) in
the cause of world peace while a new post-bipolar
world order is being formed because the character
of their relations concerted or inharmonious will
inevitably impact its possible outline.
The UN was the first intergovernmental orga-
nization enjoining wide political support in the
USA (unlike the League of Nations some decades
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earlier) yet, the USA confronted a number of the
member states, mainly the USSR, since its estab-
lishment. Having considered the UN as a major tool
for its foreign policy especially in the third world,
the USA found it increasingly difficult to pursue its
goals while the number of member states increased
due to decolonization and political weight of the
USSR enhanced. This geopolitical and ideological
confrontation had been the major feature in the Se-
curity Council until 1989. The situation drastically
changed with the support of the USSR to the Gulf
War in 1991. It resulted in considerable increase
of the number of resolutions passed by the UNSC:
in 1988-1989 it passed 20 resolutions, by 1991 the
UNSC passed more than 40, whereas in 1993 the
number of resolutions reached 100. In other words,
we can see that Security Council work became five
times more intensive if compared to 1988.
Surprisingly enough, the end of the inter-block
confrontations did not make the end to the tensions
between the USA and the UN. After the end of the
Cold War there have not been any other systematic
changes in international relations system. The US
self-perception as well as understanding of its na-
tional interests have not changed either, yet there
have been a number of alterations of the US position
towards the UN and the role of this organization in
maintenance of international peace and security.
What may be the reasons for these changes?
Obviously, there might be a number of factors
influencing the political behavior of the United
States abroad, their analysis may provide an answer
to the question whether the USA is ready to rely
on the UN in maintenance of international peace,
share the responsibility or assume it all by itself
depriving the UN ofits principle reason d’etre? We
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shall trace here the evolutions of the US position
in effort to find the answers.

The factors of internal influence may include
ideological traditions, partisan association of in-
dividual presidents and partisan configuration in
the Congress in whole and in its main Committees
in particular, national and international security
priorities of individual administration. The fac-
tors of external influence may include the changes
of global balance of power, changing nature of
threats to international peace and national security
and subsequently better mechanisms to address
them, and the position of the other four permanent
members of the UNSC as well as the UN and its
Secretary General.

Speaking on ideological and political traditions
we shall note their constant character; they are
very hard to change and their influence is mani-
fested in the foreign and domestic policy of a state
throughout considerable period of time (centuries
in some cases). The ideological traditions, having
a long history of their formation, are reflected in
the US perception of its role at international arena
and, therefore, influence its foreign policy course
regardless the administration being at office. It is
worth mentioning here that these traditions and their
content may be applicable in the effort to explain
the tensions which at times occur between the USA
and the rest of the world as a whole and the UN in
particular. Amongst these traditions we shall men-
tion the concept of manifest destiny. Although the
term itself is rarely used nowadays, it invariably
influences at least the political rhetoric of American
presidents. Those having been in power after the end
of the Cold War are not the exception [2, 3, 4]. The
American belief of their ultimate role in international
politics impacts the perception of the other actors
claiming the similar position (such as the UN); they
are considered to be either a ‘helper’ or an ‘obstacle’
worth overcoming as soon as possible.

The other thing in American political tradition
worth special mentioning here is how the relations
of international and domestic law are perceived in
the country. Unlike the majority of states, the USA
consider its domestic law to prevail international
treaties which are incorporated into the body of do-
mestic legislature and, therefore, can be amended by
the national legislative. The UN Charter, being an in-
ternational treaty, may be amended by the Congress
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or its provisions may be found inconsistent to the
norms of the US Constitution by the Supreme Court
(although it has never happened). These aspects of
American political traditions are constantly present
in foreign policy decision-making.

Having enumerated the external and internal
factors influencing the position of the White House
towards the role of the UN in the cause of mainte-
nance of international peace and security, we shall
now study their impact on the course of the three
presidential administrations, namely G.H. Bush,
B. Clinton and G. Bush Jr.

President G.H. George Bush came to power in
the times of systematic change at international arena.
The idea of ‘new world order’ was the most popular.
But Gorbachev’s vision of this new world order
was much more daring than that of Bush; it should
incorporate the principles of rule of international law
and collective security maintained if necessary by
use of force under the provisions of the UN Charter.
Gorbachev’s world order project was influenced by
the idealism; however its realization was hampered
by the internal crisis of the soviet system [5].

Bush’s position was more pragmatic and respon-
sive; the USA was the only superpower having no
rivals and enjoying high credits due to its victory
in the Cold War and being a proponent of demo-
cratic values. In this context, the USA was ready
to enhance the UN potential as a peacemaker and
peace builder in a new US-led world order as there
were nothing and nobody to resist the spread of
‘American’ values. Moreover, the USA were very
well aware that the nature of threat to international
security would change as well. In December 1992
Bush called UN Secretary General Butros Butros
Ghali to examine the ways to enhance the UN ef-
ficiency in the maintenance of international peace
and security in a changing global context and prom-
ised the whole-hearted support of the USA. [6, p.
6]. The results of this examination were presented
in the Agenda for Peace report.

Our argument that the position of the US admin-
istration of that time was the most pro-UN oriented
since Truman times, can be sustained by the analy-
sis of the texts of a number of documents issued in
Washington DC: National Security Directive (NSD
1989-93), emphasizing the role of the UN, contained
anumber of recommendations to strengthen its peace-
making potential [7]. The 1991 National Security
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Strategy, although stating the need to enhance UN as a
global peacemaker, stipulated the responsibility of the
USA only in paying off its debts to the Organization
[8]. Speaking before the UNGA in 1992 president
Bush called the member states to contribute more
moneys and efforts in establishing and training of the
‘Blue Helmets’, and to provide personnel and enhance
crisis management capacities [9].

As for the Congress, it did not make any moves
to stop the Bush administration from pursuing its
pro-UN course. They passed the bills on financing
of the UN mission on Kuwait-Iraq border and on
pay-off of the US debts in UN peacekeeping budget
as well as providing additional financing of more
comprehensive UN missions [11].

This drastic change of the US position towards
UN peacekeeping role was reflected not only in po-
litical rhetoric and documents of strategic character,
more importantly it manifested in its foreign policy
course. The Gulf War as well as US involvement
in sixteen UN missions is the perfect example.
The position changed and US paid off its debts. In
1988 the US contribution to the UN peacekeeping
budget was $36.7 million and it increased up to
$991.4 million in 1994 [12].

Gulf War against Iraq fought by international
coalition led by the USA under the resolution of
the UNSC was aimed at liberation of Kuwait and
restoration of its political independence in accor-
dance to Chapter VII of the Charter which stipu-
lates the right of self-defense by use of force to a
state or coalition of states in the case of aggression
of the other state. This was a classic example of the
implementation of collective security principle of
the Charter resulted from occurrence of interstate
conflict. There were no contradictions or tensions
between the USA, the UN and the other permanent
members of UNSC over the way the international
community should respond the aggression perpe-
trated by Iraq. There were two good reasons for
it. First, the Charter has very precise provisions
when it comes to interstate conflicts and acts of
aggression. Second, the inter-block confrontation
had ended and there was no any opposition in the
international community over the way to respond
to this particular situation. Additionally, the UN
was willing to assume its new more comprehensive
peacekeeping role in the changing world and was
supported there by both the USA and the USSR.
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Summing up, we argue that the position of the
G.H. Bush administration was that of enhancing
multilateral approach in maintenance of interna-
tional peace and security including increased UN
peacekeeping role.

It is a conventional wisdom that the Democrats
are traditionally more oriented to multilateralism
when it comes to international peace and security
maintenance. However, the attitude of the Clinton
administration towards the UN may be described
as ambivalent; initially the White House was ready
to enhance the UN peacekeeping potential, but it
gradually became more ad hoc or pro-NATO ori-
ented. The question is why?

Bill Clinton was the first American president
whose term fell entirely within post-cold war pe-
riod. The USA faced the task to determine its role
as the only superpower as well as the extent it was
ready to be involved into the peacekeeping within
and beyond the UN mechanisms and institutions
on the background of reconsideration of interna-
tional relations principles, particularly those of
sovereignty and non-interference. In the result, two
concepts were very much discussed, namely ‘failed
state’ and humanitarian intervention’. The foreign
policy course of the Clinton administration was that
of interventionalism stated to be aimed at demo-
cratic leadership at international arena in order to
guarantee adherence to humanitarian international
law norms globally, the latter was incorporated into
American national interests. All in all, the foreign
policy course during the first term of the Clinton
administration, as State Secretary M. Albright
defined, was that of ‘assertive multilateralism’.

The documents of strategic character issued dur-
ing Clinton’s term of office give us the idea about
American stand in the world and the role of the
UN within its strategy. National Security Strategy
published in 1998 states the US role of the most
powerful actor determined to enhance peace, well-
being and universal values of freedom throughout
the world. According to the Strategy, the UN is the
institution created by the USA to sustain its global
leading posture. On the first page of the document
the significance of multilateral institutions was em-
phasized [13, p.1]. Thus, UN was to assist the USA
to achieve the goals of preventing aggressions, en-
hancing democracy, resolution of conflicts, promo-
tion of free market, environmental protections and
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countering terrorism and organized crime. President,
being the Commander-in-Chief, did not reject the
idea to deploy a number of American troops under
UN command. In 1994 Clinton issued Directive Ne
25 where he stated that national peacekeeping policy
should be reconsidered and adjusted to a new reality.
Thus, the increased involvement of the USA in the
UN peacekeeping was considered as one of (but not
the only) the methods to maintain international peace
and security. The USA was interested in sharing
the peacekeeping burden instead of taking it all by
itself. The UN and other organizations’ peacekeep-
ing capacity building was seen as a part of National
Security Strategy [14, p. 14].

However, the Republicans, being the majority in
the Congress, pressured the White House to alter its
position; the USA were now unsupportive towards
the idea of standing UN armed forces and having
American troops under UN command. Moreover,
the policy of the USA should not be aimed at en-
largement of scope of the UN missions; neither
should they increase the financial share or personnel
contribution. The decision of US involvement in any
of UN missions should take into account the follow-
ing factors: compliance with the national interests,
possible causalities, precise time limits, public and
Congressional support. Notwithstanding that the
USA were not going to deploy any personnel if it
would not have vital importance for the success of
the mission altogether. By the end of Clinton’s term,
the US personnel in the all UN mission numbered
785, in other words, they were 2,6% of the total
number of UN peacekeepers worldwide. The USA
itself initiated five comprehensive UN missions. The
number of UN personnel doubled reaching 40 000.

In the meantime, both the Republicans and
some of the Democrats did not see any need in UN
peacekeeping potential as ten years after the end of
the Cold War the USA found itself having unprec-
edented strong posture both military and economi-
cally. Having won the elections, the Republicans
had now the control over the US Senate Committee
on Foreign Relations. The Congressional support
of pro-UN course, the administration had enjoyed
during the term of G.H. Bush, changed. In 1993
the Congress rejected White House request for
full financing in the UN operations, similarly did
they refuse to pass $300 million bill from Defense
Department for UN peacekeeping. Moreover, the
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Congress demanded the administration to recon-
sider US arrears issue. $65 million were not paid
because of the position of the Congress. The Con-
gressional policy towards the operations in FRY,
Haiti and Somali was also incoherent mostly due
to Republicans’ efforts to make pressure on the
Clinton administration on the matters far beyond
the scope of UN and peacekeeping.

However, ambiguity of the course the Clinton
administration towards the UN can not be explained
exclusively by reluctance of the Congress. There
were a number of other factors; although it was
G.H. Bush who stated the necessity to alter the prin-
ciples of so-called Yalta and Potsdam world order,
Clinton declared that it should be built on the basis
of prevalence of democracy values and the concept
of sovereignty needed revision. The USA having no
rivals internationally faced some resentment from
abroad; their moves in the UNSC were not met with
unconditional support of the otther permanent and
non-permanent members any more. Additionally,
the relations between the USA and UN Secretary
General Butross Butros Ghali were quite tense.
Eventually, he was not elected for the second term.

Aside from abovementioned factors, there wee
some others; unlike the realists in the administra-
tion of G.H. Bush, the team of Clinton regarded the
violation of humanitarian law as the major threat
to security. They were very pro-interventionalist,
they accepted the idea of ‘failed state’ and ‘hu-
manitarian intervention’. Moreover, the nature
of conflicts occurred in the world had changed,;
these were no longer interstate wars, but fault line
conflicts arising very often from within the state
in many cases due to the process of disintegration.
The UN Charter, being very well fit to resolution
of ‘classical’ interstate wars, was not fully adapted
for handling these kinds of conflicts when it comes
to the issue of political independence and principle
of non-interference into internal affairs. Although
the UN Agenda for Peace stipulates that the
sovereign states remain to be the major actors of
international relations, their primary responsibility
is to maintain security of the people within their
borders. If a state fails or is unwilling to do so, there
should be the measures of enforcement character
taken from beyond. We argue that these were the
reasons for alteration of the US policy towards the
UN; it changed from ‘assertive multilateralism’
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to ‘assertive unilateralism’ not by Bush Jr. but by
the Clinton administration. The USA, not having
their vision of ideal world order’ and the ways to
build it supported either by the UN or some other
the UNSC members, decided in favor of ad hoc
coalitions and NATO

If Clinton’s foreign policy may be described as
a shift from ’assertive multilateralism’ to ‘assertive
unilateralism’, the position of the administration of
President G. Bush Jr. is going beyond that. Bush
doctrine, stated mostly in the National Security
Strategy issued in 2002, is that of ‘preventive war
on terrorism’ mainly but not exclusively, the ‘axis
of evil’, ‘rouge states’ and *enemies of freedom’
were also quite popular terms in foreign policy
rthetoric of the Bush administration [15]. When
G.H. Bush regarded interstate wars still being
the major threat to international peace and was
willing to cooperate with the UN to challenge
them and the Clinton administration faced burst
of fault line conflicts leading to massive violence
of humanitarian law and were ready to exceed
when necessary both the UN Charter provi-
sions and non-interference principle in favor of
interventionalism,G. Bush Jr., in his turn, stated
that national and international security concerns
required ‘preventive war’ fought by ‘coalitions
of willing’ under USA unquestionable leadership.
Comparing the ideologies prevailing in the closest
circles to each of the abovementioned presidents
we shall notice that the G.H. Bush administration
was predominantly consisting of traditional realists
and Clinton was surrounded by interventionalists
influenced greatly by idealist and globalist ideas.
In the Bush Jr. administration the realists had to
confront neoconservative figures such as Crystol,
Wolfowitz and Ramsfeld. The position of neocons
about the UN is very well known. These people are
more than skeptical towards the UN in particular
and any other multilateral institutions in general.

The other factor of internal influence is the lack
of any opposition to the administration foreign
policy from the Congress. When G.H. Bush’s term
was marked with unanimity of the US executive
and legislative to build a new world order through
cooperation with multilateral institutions, during
the term of G. Bush Jr. the administration once
again enjoyed support of the Congress, but this
time it was the opposite approach. Unilateralism
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was seen as the only way to pursue foreign policy
and preserve national interests, moreover, it was
the best way to maintain international security The
Congress passed Iraq Liberation Act in 1998 and
Authorization for Use of Military Force against
Iraq giving the president the carte blashe to use
all means to get rid of Saddam’s regime in order
to protect national interests of the USA against the
threats posed by Iraq and to realize the Security
Council Resolutions [16]. Reference to the UNSC
resolutions is worth special mentioning here; al-
though both US and UK were very much criticized
for noncompliance with the UN Charter they had
been always claiming to act in accordance with the
UNSC resolution 660, 678 u 1441 and therefore
having not violated international law.

In December 2004, the Congress initiated the
establishment of a working group comprising the
representatives of the both parties to study the is-
sue of making the UN more efficient in fulfillment
of its major task of maintenance of international
peace and security. The report made by United State
Institute of Peace entitled American Interests and
U.N. Reform was published in 2005. Contrary to
what some Republicans might have expected, it did
not make any implications about irrelevance of the
UN calling the member states, including the USA,
to enhance its peacekeeping potential both in terms
of personnel and financing given that the UN mis-
sions would become more comprehensive on the
background of changing global security agenda,
otherwise this universal organization was bound to
experience more failures which very undesirable
scenario for both the USA and international com-
munity — the Report stated [17, p. 90-91].

It appears sensible to compare the two cases
for better understanding the nature and reasons
for changing the US position towards the UN dur-
ing the term of G. Bush Jr., namely Afghanistan
and Iraq operations. Use of military force against
Afghanistan did not require special resolution
of the UNSC (yet it was adapted) because under
article 51 of the Charter it was the act of collec-
tive security [1]. Thus, the operation may be seen
as realization of collective security principle in
international practice.

The case of Iraq is much more complicated in
terms of both the USA position and international re-
sponse. This ‘preventive war’ was a manifestation
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of fundamental change of the US foreign policy.
Its compliance with the norms of international law
is still questionable. Preventive war cannot be led
given existing provisions of the UN Charter; there
shall be imminent threat to international security
or breach of peace to give the UNSC the power for
resolution under Chapter VII which has binding
character. Moreover, the USA was very well aware
of the fact that they would not reach the support of
the all permanent members of the UNSC. In the
result, being determined to make the preventive war
on terror, the USA was deprived of the mechanism
provided by the UN Charter and, therefore, of the
peacekeeping instruments of this organization. In
the result, US administration made an ultimate
choice in favor of unilateralism.

Having considered the factors of internal and
external influence which changed the positions of
the three administrations being at office after the
end of the Cold War, we are able to speculate of the
possible character of the Obama position towards
the UN and its role in maintenance of international
peace and security. Given the fact that financial
resources of the USA are quite limited due to eco-

nomic crisis and national economy issues are quite
pressing, one may assume that Obama’s policy
will be mainly aimed at resolving the problematic
issues of internal character because the successes
of domestic policy determines whether the current
administration will retain the office for the second
term. The Obama administration is likely to avoid
enlargement of US military involvement neither
through UN missions or unilaterally. Thus, in a
short-term perspective there shall not be any con-
siderable tensions between the USA and the UN.
The rhetoric so far confirms this assumption. The
National Security Strategy published in May 2010
mentioned the policy to enhance cooperation with
and to strengthen the United Nations. To this end,
the USA is paying the bills and makes “efforts with
partners on and outside the UN Security Council to
ensure timely, robust, and credible Council action
to address threats to peace and security”. The USA
favor Security Council reform and is “supporting
new UN frameworks and capacities for combat-
ing transnational threats such as proliferation of
weapons of mass destruction, infectious disease”
[18, 46 p].
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ny assessment of the prospects the econ-

omy of Kazakhstan for 2011 requires the

prognosis of the dynamics of its main

growth factors and their impact on the
growth of the national Gross Domestic Product
(GDP). Preliminarily enumeration of such factors
is needed and as well as understanding of the cor-
relation of their dynamics with those of GDP. The
most important factors for Kazakhstan economy
are obviously the following: macro-branches with
the maximum share in the GDP structure, export
volumes, and credit policies of the banks as it gives
us the information on financing of production and
consumption.

Traditionally, the industry remains the largest
branch of economy with the biggest GDP share of
29.4% according to the 2009 data. The major branch
in the industry is crude oil extraction comprising
51.2% for the last ten months 0£2010. Both of these
indexes are the most important factors for the GDP
dynamics. Export-oriented nature of Kazakhstan
economy remains the most important factor of
GDP growth. Therefore, we need to take a closer
look at the influence of the export on GDP. In the
early 2000s credit activity of the second-tier banks
became another important driving force of GDP
growth which, in many respects, predetermined
the rapid development of trade, construction, and
real estate operations in the mid-2000s. The share
of these categories in the national GDP was con-
siderably increasing during that period due to the
aggressive loan and mortgage policies. The banking
sector became the second strongest driving force for
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Kazakhstan economic growth after the raw materials
industries. The 2008-2009 crisis proved that, when
the branches which had been growing so fast earlier,
experienced a severe recession.

Thus, oil production industry in general and the
dynamics of export in particular, as well as credit
policies of the second-tier banks, are the factors
directly interrelated with the GDP dynamics.
Table 1 shows the growth of these four indexes
in comparison with the dynamics of Kazakhstan’s
GDP for the period of 2001-2010 (three quarters of
2010 are compared with the same period of 2009).

The analysis of dynamic of the indexes given
in Table 1 leads us to the following conclusions.
First, it is obvious that the dynamics of the national
GDP is more similar to the rate of industrial produc-
tion growth. This is quite logical as the production
industry makes the maximum contribution to GDP
compared with the other spheres of economy. In
the period of 2005-2007 when the industrial growth
indexes were not at all high, GDP continued to
grow rapidly due to the other sectors such as con-
struction and finance, which were growing and
significantly increased their share in the national
GDP. By 2007 the combined share of these two
raised up to 15.3% from 9% as of 2004. The rapid
growth of these industries reimbursing the insuf-
ficiently high industrial growth at that time was
due to the explosive dynamics of loan activity. The
volume of second-tier banks’ loans increased from
KZT 1.48 trillion in 2004 to 7.26 trillion in 2007.
Thereby, the credit activity of the banks became
a very important factor of the growth, which was
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Tablel. Kazakhstan’s GDP indexes of growth in comparison with the dynamics of industrial production,
oil production, export and loans provided by second-tier banks as of 2001-2010".

- o e < 170) & o~ @ =N o
> [—] (=) (—4 S > [— [—} [—3 E o
> (=] (=] (=} (—) (=} [ (=) (=) >
Q Q Q Q Q Q Q Q Q o R
GDP Growth 13,5 9.8 9,3 9.6 9,7 10,7 8,9 33 12 75
Industripl Exoduction 13,8 10,5 9,1 10,4 4.8 72 5 D1 27 10,4
Growth
Oil Produgtion Growth;| 0 | 179 | gg 156 | 34 5,7 33 53 8.2 4
in natural units ?
Export Growth 3.9 12,3 320 | 557 | 374 | 370 | 247 | 489 | -389 | 472
Loans Growth 713 373 455 51,7 | 747 | 81,0 | 547 2.8 2,5 6,6

* Calculated according to the R K Agency’s for Statistics and the National Bank’s data.

directly reflected on the GDP growth rate reimburs-
ing insufficient dynamics of industrial growth at
the expense of credited branches.

On the other hand, the industry still remained
the main factor of growth. Its value increased sig-
nificantly during the crisis and post-crisis periods
when the role of loan factor was neutralized. The
major drive in industry was oil production which
was as closely correlated with the GDP dynamics
as industry dynamics in general. Starting from 2008
when the banks stopped financing the economy, the
industry with its oil and gas component became the
main “anchor” for Kazakhstan economy preventing
GDP from going into the red.

As for export share, the dynamics of this index
had not much influence on GDP especially during the
crisis period of 2008-2009. Thus, almost 39% reduc-
tion of export volumes in 2009 led to only 2.1% loss
of GDP growth. The expansive growth of export vol-
umes in 49% (comprising nearly $24 billion, around a
quarter of Kazakhstan’s GDP) in 2008 did not prevent
growth slowdown which decreased in 5.6%.

Isindustrial growth and credit activity of the
banks are the major macroeconomic factors that
determine the dynamics of GDP. However, the
credit activity was no longer a decisive factor in the
post-crisis period as the banks stopped financing
the economy. Therefore, dynamics of the national
GDP will be determined by the production industry
in the short-term period, this year as well.

Oil and gas industry, as well as metallurgy remains
the main sector in production determining its growth.
About a half of manufacturing production volume
falls on the metallurgy which was rapidly growing
for the whole year of 2010. Domination of the metal-
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lurgy as the main component of the manufacturing
production caused the expansive growth of manufac-
turing industries in general. According to the data on
the results for eight months of 2010, the expansion
rates in the manufacturing sector increased by 19.1%
compared to 5.8% in the mining industries, this is
faster than in any other industry sector (comparative
dynamics of expansion rates in the main trades of
industrial production is shown in Fig. 1).

The factor of prices also played a significant role
in outrunning growth of the manufacturing indus-
tries. Last year, the production growth in the metal-
lurgical industry can be explained by world markets
prices increase on metal commodities, which were
higher than oil prices. Brent oil rose in price from
$70 to $76 (by 8.5%) during the period from July
2009 to July 2010, and aluminum price grew by
19% (from $1667 to $1988 per ton), copper price
rose by 29% (from $5215 to E6735), zinc - by 17%
(from $1579 to $1843), gold - by 28% (from $934 to
$1193 per ounce). Thus, the price factor played the
major role in increase of the metallurgical produc-
tion volume which predetermined higher rate of the
manufacturing industry compared with the mining.

All this data indicates that Kazakhstan indus-
try growth, including extraction and proceeding
industries, still remains almost entirely caused by
conjuncture changes on commodity and financial
markets of the world. In its turn, the industry deter-
mines the dynamics of GDP, and the dependence
of the dynamics of Kazakhstan economy looks as
following: the prices on world market determine
industry volume in monetary terms due to its two
major components, namely the oil and gas and
metallurgical industries; these two macro-branches
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Figure 1. Physical indexes of industrial production in% to the same month of preceding year®

* Source: Republic of Kazakhstan Agency for Statistics. Results of work of industry of the Republic of Kazakhstan in January-

August 2010.

providing in total more than 70% of the industrial
production (Fig. 2). The industry, in its turm deter-
mines the dynamics of GDP as a whole.

The structure of industrial production shows that
over 20% of the GDP of Kazakhstan is formed by
its industrial branches, oil and gas and metallurgical
industries in particular, and they are dependant on
world market prices . That means that the dynamics
of Kazakhstan economy is defined by the dynam-
ics of world raw materials markets. Therefore, the
forecast of the prices on international oil and metal
markets is needed in order to make the prognosis
about the national economy for 2011.

The prognosis given by authoritative profile
organizations such as the Organization of Petro-
leum Exporting Countries (OPEC) and US En-
ergy Information Administration, and the leading
financial institutions specialized in commodity
markets provide the ground for assessment of the
perspectives of the oil market in 2011.

Speaking on the briefing in the Ecuadorian capital
Quito in early December, the Minister for Non-
Renewable Resources of Ecuador Wilson Pastor, the
current president of the OPEC, said that oil demand
growth in 2011 would be lower compared with the
2010. He also stated that the price of $75-85 per bar-
rel would satisfy both oil producers and consumers.

According to prognosis made by of the US
Energy Information Administration (EIA), in 2011
the price for crude oil of West Taxes Intermediate
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(WTI) sort will be $83 per barrel, that is $3 lower
than the EIA predicted earlier. By the end of 2011
the EIA is expecting the price of $84 dollars per
barrel for that sort of oil.

The prognoses made by the Russian govern-
ment are very similar to the abovementioned.
In June the Ministry for Economic Development of
the Russian Federation (RF) forecasted the reduction .
of average annual oil price in 2011 from $76 to $75
per barrel. Russia passed its budget of for the next year
where the price on one barrel of oil was $75 dollars.
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Share of industry
in GDP (9 month 2010)

Share of crude oil and
natural gas in industry

Share of metallurgical
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Figure 2. The value of the leading macro-branches
in the economy of Kazakhstan (by the results of 11
months of 2010)”

*Source: Social and Economic Development of the Republic
of Kazakhstan (Short statistical bulletin). January-November
2010. Republic of Kazakhstan Agency for Statistics, Astana, 2010

*In Figure 2 there are both metallurgy (component of manu-
facturing industry), and extraction of metal ores (component of
mining industry) included metallurgical sector.
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Oil traders and financial companies operating on
this market also gave the prognoses within quite nar-
row range. In the mid October, 2010 Ian Taylor the
head of the world’s largest Swiss oil trader “Vitol”
claimed that next year oil prices would reach $85 per
barrel maximum despite the market expectations of
their growth to $100 dollars per barrel.

The prognoses given by the largest financial
institutions in late November and early December
were also around $75-85. One of the world’s largest
banks the JP Morgan lowered its price estimations
for American WTI of crude oil from $88 to $81.75
per barrel, the price on the North Sea Brent from
$88.6 to $82.25 per barrel. According to the JP
Morgan analysts an average price for WTI in 2011
would be $90 dollars, and $92 per barrel of Brent oil.

Capital Economics, one of the leading British
consulting firms for economic research says that
the average price of the Brent oil in 2011 will be
$60 per barrel. These estimations, however, clearly
differ from the others and appear to be deliberately
underestimated. Deutsche Bank forecasts the $80
average price per barrel in 2011.

According to the majority of expert opinions,
with few exceptions, the price range in 2011 will
vary within the interval of $75-90 per barrel.

As for the prices on industrial metals, the most
experts also expect them to increase. This is quite
logical as most of the segments on commodity
markets tend to change in the same directions and,
if oil, being the most liquid commodity asset, is
forecasted to grow in price, then other commodities
will also follow an upward tendency. The experts
opinions differ only about the levels of growth in
the metals prices but the tendency for the metal
prices to increase is forecasted by the majority of
market participants.

The Barclays Capital increases their forecasted
estimation for nonferrous metals prices in 2011;
copper will averagely cost $9550 per ton against the
previously expected $8038. The aluminum price is
expected to increase to $2.500 per ton, lead price will
grow up to $2475 per ton, and nickel - up to $25.625.
In addition, experts’ assessment for tin grew up to
$26 875 and for zinc - up to $2538 per ton.

The Natixis Commodity Market company
evaluations for nonferrous metals are also posi-
tive expecting that the average price on copper
will be $8,476 per ton, which is 7.5% higher than
forecasted index for 2010. Citigroup analysts
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also increased the forecasted metals prices in
2011; the average price on aluminum of $1.178
per pound, 16% higher than the previous ex-
pectations, and copper price as high as $4.14
per pound (increase by 26%). nickel prices are
expected to increase by 18%, it was up to $11.3
per pound, and zinc prices will grow by 25%, it
came up to $1,124 per pound. The forecast for
lead price increase most significantly, i.e. by 36%
up to $1.16 per pound.

Deutsche Bank AG analyst John DeAngelis
believes that the price on copper may reach its new
maximum in 2011. In his opinion, the increase in
prices on copper will be caused by the high physical
demand for metal accompanied with the low rates
of its reserves and a significant investment demand.
The market situation has already surpassed the
prognoses made for November. The price on copper
set a new historical record this year. On December
14, 2010 London auction marked the record level
of $9239.75.

Majority of analysts and experts of global
markets argue that the prospects for 2011 both on
oil and metals are favorable and presume price
increases on these assets. This increase will have a
positive impact on the monetary value of industrial
production in Kazakhstan and, as a consequence,
increase the national GDP. The question in this case
is the concrete estimates of this growth.

Specification of the parameters for the Kazakh-
stan economy dynamics in 2011 is possible through
the comparison of the national GDP dynamics with
the oil prices on international markets (Fig. 3).
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Figure 3. Comparative dynamics of change in
average annual oil price, oil production volumes
in Kazakhstan and the country’s GDP (2010 -
the forecast)
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The 2010 data given in the table is based on our
estimations of GDP growth of 6.5 % and expected
average oil prices of $80-85 per barrel (average
price of Brent crude oil in 2008 was $99, and in
2009 it was $61). Growth index of oil and gas
condensate production in Kazakhstan in natural
units for 11 months of 2010 was 4%.

On the basis of abovementioned dynamics we
can expect 10% increase in the oil prices under stable
conditions shall secure the growth of Kazakhstan
GDP by approximately 2-3%. The stable conditions
in this case mean that the development of world and
Kazakhstan economies will not experience crisis,
and moderate and stable tempo of growing of natural
oil production comprising about 5%.

This trend is confirmed by comparing the
dynamics of the oil prices and Kazakhstan GDP
within a longer period. From 1998 to 2008 the
average annual Brent oil price increased 8.1 times
from $12.2 up to $99 per barrel (in 710%). In natu-
ral expression the growth of oil production for the
same period was 195%, increasing from 26 mil-
lion tons in 1998 to 76.5 million tons in 2008. The
total cost of crude oil produced in the country by
annual average world market prices has increased
approximately in 24 times (by 2300%).

According to the IMF data Kazakhstan GDP
increased 6.2 times from $21.6 to $133.7 billion
(by 520%). 2300% growth of produced oil cost
correspond to 520% of the GDP growth in a ratio
of 4.4, in other words, 10% increase of oil prices
lead to 2.3% GDP growth. Rough price leaps dur-
ing the crisis of 2008-2009 slightly altered the
general tendency but interdependence between the
oil prices and GDP growth is the same.

Basing on the abovementioned figures rep-
resenting the typical ratio of increase in the oil
prices and the GDP of Kazakhstan, and having
the oil prices forecasts for 2011 one may make the
prognosis of the prospects of economic growth of
the national economy.

First of all, it is necessary to specify the value
of the oil price forecast for 2011. According to
numerous leading international organizations the
price on crude Brent oil can fluctuate between $75
and $90 per barrel. It is quite reasonable for the
average annual price. Taking the most optimistic
maximum annual price forecast of $90 per bar-
rel, it is possible to speculate on its impact on the
macroeconomic dynamics of Kazakhstan in 2011.
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Given that the current oil prices are above $90
and the average annual price is $83 for Brent
sort and the 2011 forecast is $90, we can see
that the price growth this year compared to 2010
will only by about 8%. That correlation between
oil prices and the GDP of Kazakhstan with the
growth of oil prices having been experienced
earlier gives us the ground to state that national
economic will increase by 2%.

Other growth factors, in our opinion, are not
significant for the GDP increase. In particular, the
dynamics of the manufacturing industry this year
is unlikely to be similar to 2010 (18.8%) as the
possible price increase in the metallurgical indus-
try is lower. In 2011 20-30% increase in prices
for base metals is very unlikely after achieving
historic maximum points by certain metals. On
contrary, we should expect the prices to drop. In
the case of noticeable correction of prices on met-
als industrial production index in metallurgical
industry shall not longer rise, a certain decrease
can be expected, at least in some quarters. That
will impact the dynamics of the industry as a
whole, as well as on GDP growth.

Credit activity in the banking sector in 2011
will not become the major factor of the growth
due to both the continuing problems the banks are
experiencing these days and the lack of reliable
borrowers in the post-crisis period.

There is no any ground to expect any signifi-
cant increase in the export volume in 2011 similar
to 2010. The export grew in 2010 because of the
price increase. As the potential for oil and metals
prices to increase more is rather limited, we shall
not expect the volume export to raise more than
15-20% even with its natural increase in turnover.

Summing up, the dynamics of the Kazakh-
stan economy for 2011 can be characterized
as moderately positive due to abovementioned
external factors. The national GDP growth index
may fluctuate at 1.5-3%. However, some nega-
tive indexes possible in some quarters against
the same periods of 2010. The most probable
decline of GDP may occur in the second quarter.
This can be explained by two things: firstly, the
2nd quarter of 2010 demonstrated the maximum
growth and it will be difficult to maintain the
same positive growth rates; secondly, the prices
on commodity markets may change, in the first
or early second quarter.
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he role of Asia in the world economic

system is being reconsidered. If the

Asian region used to be considered

as a subject of competitive struggle
for political influence and control on material
resources, now it has become a driver of the
world economy. The global economy is gradu-
ally gaining Asian features. However, the issues
of competition and rapprochement between the
developed West and developing East has now
transformed into the issue of formation of a
united integrated Asia in the conditions of the
integration process of its regions (Eastern and
South-Eastern Asia, Western and Southern Asia,
Eastern and Southern Asia) and the leading re-
gional countries in international unions.

The Central Asian region happened to be in
the centre of the processe of geopolitical and geo-
economic balancing between the Western and
Eastern countries and economic integration of the
Asian regions.

As the influence of Asian countries on global
tendencies is growing, the format of the rela-
tions of Kazakhstan with Asian countries is also
changing in terms of the concept and strategy of
international economic cooperation in the Eur-
asian region, particularly with the countries of
foreign Asia.

Asia in Global Economy
The collapse of the Soviet Union and change
in economic influence balance (tendencies to
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multi-polarity) affected the contemporary world
economy. The both processes are correlated due
to world economic globalization and a changed
role of Asia in the global economy. The main
transformations took place in global manage-
ment during the establishment of new financial
institution “G20”.

The Asian economy is currently considered as
the main element of global economic development
and an independent pole of economic growth.

Changing role of Asia and its influence on world
economy tendencies resulted in:

- economic growth of Asian countries, their
material (natural resources) potential, and their
labor forces;

- policy of open regionalism aimed both at ex-
pansion of bilateral relations and strengthening of
the regional unions.

The Asian developing countries have doubled
the share in the world trade and tripled in the world
GDP for the last two decades. Within the next five
years, the Asian economy is to increase by approxi-
mately 50%. Over one third of goods produced
globally will be made in Asia. Asian economy will
be equal to that of the USA and Europe. And by
2030 the GDP of Asian countries will exceed the
GDP of “G7” [1].

The countries of Eastern Asia dominate in
the dynamics of growth and turnover volume.
The turnover growth of Eastern Asia is compa-
rable with the dynamics of growth in the world
trade. Generally, the turnover in Asian coun-
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tries” is increasing faster than in the developed
countries of Asia-Pacific region and the whole
world (Fig. 1).

According to the forecast the world trade will
increase in 6.5% by 2011 and 2012 [2]. Asia will
make larger contribution to the global economic
growth than any other regions through stimulation
of domestic demand and export.

For many Asian countries, the regional factors
are essential in stimulation of economic activity of
the region. Over the half of the total export volumes
fall on intraregional trade in Eastern, North-Eastern
and South-Eastern Asia (Fig. 2).

Asian integration has two major characteristics:
they are financially and economically driven and
intensified in the post-crisis period. China and
India are not only the fastest developing world
economies but also the fastest growing oil and
gas markets. In the forthcoming decade they are
expected to consume more than a half of the world
energy materials and, therefore, stimulate the coun-
tries of Western Asia with hydrocarbons deposits.
Commercial activity between the Gulf States,
China and India has increased in 30-40% within
the last decade. By 2015, China and India intend
to raise the annual turnover up to $100 billion [3].
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Figure 1. Dynamics of turnover in Asian countries and the world as of 2000-2009 in min US dollars, % of

the preceding year.

Source: 2009 International Trade Statistics Yearbook. Dec. 2010. http.//comtrade.un.org
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Figure 2. Export share in intraregional trade by the regions of Asia as of 1999-2009 in %

Source: Asia-Pacific Trade and Investment Report 2010.Recent Trends and Developments- NY- ESCAP, 2010 // www.un.org

*Eastern Asia: China, the Republic of Korea, Mongolia; Southern Asia: Afghanistan, Bangladesh, Bhutan, India, Iran, Malaysia,
Nepal, Pakistan, Sri Lanka; Western Asia: Bahrain, Cyprus, Israel, Jordan, Kuwait, Lebanon, the Palestinian territory, Oman,
Qatar, Saudi Arabia, Syria, Turkey, the UAE, Yemen; South-Eastern Asia: Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar,

Philippines, Singapore, Thailand, Vietnam.
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Mutual investment is motivated by the developed
infrastructure of India and the industrial potential
of China. China is the main trade partner of Japan
and South Korea. The share of China in the foreign
trade turnover of Japan is 20% and 25% in Korea.

The policy of “open regionalism” in Asia de-
termines its dependence on the world economic
tendencies on one hand, and gives the opportu-
nity to influence on them through the regional
unions on the other.

The regional integration processes are devel-
oped within the intraregional union of the Asia-
Pacific Economic Cooperation (APEC) and such
regional unions as Association of Southeast Asian
Nations (ASEAN) and ASEAN+3 (including
China, Japan and Korea). The of increase ASEAN"
share in the world export and turnover illustrates
the growth of influence of South Eastern Asia coun-
tries on world trade while the largest international
unions’ shares are decreasing (Fig. 3).

The free trade area was recently established by
the ASEAN and China (integrating the economies
of Hong Kong, Macao, Taiwan) as well as the
CAFTA free trade area™ where the interests of In-
dia and other countries of South Asia are satisfied.

The issues of the regional financial cooperation
were once again raised as Asian financial markets
were not large enough, the there was the need to

recover macroeconomic stability after crisis in
1997-1998. Until very recently, the financial inte-
gration in Asia has not been so rapid as in North
America or Europe.

Asian financial integration on the regional level
is limited while the process of integration into the
global financial system is progressing very sub-
stantially”™. Development and diversification of the
Asian financial markets through their integration
increases the possibilities to absorb instable flows
of international capital similar to the markets in the
USA and Europe [4].

Financial integration is restrained by the follow-
ing factors: differences in the economic develop-
ment levels of the countries in the region, different
approaches to financial regulation, the size of fi-
nancial markets. Development of financial relations
concentrates primarily in the region of Eastern Asia
where the major international financial centres of
Tokyo, Hong Kong, Singapore are located.

Today, the Asian countries are taking the mea-
sures on coordination of monetary policy, and the
growth of volume of the intraregional trade in East-
ern Asia provides the preconditions for financial
and monetary integration in the region.

The main obstacle for the rapidly developing
Asian economy is their increasing involvement
in the world economic processes and, as a result,
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Figure 3. Share of ASEAN and the largest international unions in the world turnover as of 2000-2009 in %

Source: 2009 International Trade Statistics Yearbook. Dec. 2010. http://comtrade.un.org

'ASEAN: Brunei, Vietnam, Indonesia, Cambodia, Laos, Malaysia, Myanmar, Philippines, Singapore, Thailand. APEC: 5
countries of America, 13 countries of Asia, Russia, Australia, New Zealand, NAFTA: Canada, Mexico, the USA; LAIA: Argentina,
Bolivia, Brazil, Venezuela, Colombia, Cuba, Mexico, Paraguay, Peru, Uruguay, Chile, and Ecuador; OPEC: Algeria, Angola, Iran,
Iraq, Venezuela, Kuwait, Saudi Arabia, Qatar, Indonesia, Libya, the UAE, Nigeria, Ecuador.

"Free Trade Area CAFTA (China-ASEAN Free Trade Area): population of member states is 1.9 billion people, GDP is about

$6 trillion, turnover of $ 4.5 trollion.

Fhk

Over $1.4 tln. were accumulated for the period 2000-2006 in Eastern and South-Eastern Asia. They were placed mainly in the

government securities, which limited possibilities of their use for economic development in the region.
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aggravation of existing global development dis-
proportions both of macroeconomic (commodity
exchange) and social nature.

Eastern Asia is a leader in terms of foreign
trade in the region. However, in terms of growth
of export and import volume rates this region is
behind Western and Southern Asia. The countries
of Southern Asia are characterized by the highest
growth of import goods consumption in the region.
For the period of 2000-2008, the import increased
fivefold. Though, the biggest number of the poor
people (up to 40% of total population) lives in this
region. Income inequality in Asian countries is the
main reason for social and economic disproportions
acquiring global dimensions.

The global issues also include ecological prob-
lems such as environmental degradation, exhaus-
tion of natural resources, and irrational power
consumption.

The United Nations experts believe that the
integration of regional market can be a solution for
Asia. The main issue is lack of a common economic
security structure on the background of Chinese
rapid economic growth alongside with economic
rise of South Korea, India, Indonesia, Vietnam,
inexhausted potential of Japanese economy, with
per capita income 8-9 times higher than in China,
and contradictions between political and economic
models of development in Asian countries [S].

According to recommendations of the interna-
tional institutes, the intraregional economic coop-
eration in these conditions should be developed in
the following directions:

- intensification of the processes of regional
economic integration;

- comprehensive trade and transport policy;

- universal use of information and communica-
tion technologies;

- establishment of regional financial system.

These recommendations are equally suitable
both for the CIS region and for Central Asia in
particular.

Characteristics of Economic Cooperation

Economic significance and the role of Kazakh-
stan in Asia are currently determined with the
following factors:

- importance of Central Asian region and the
status of the Republic of Kazakhstan as a regional
economic leader;

- economic potential of the Republic of Ka-
zakhstan;

- nature of economic cooperation in the region.

The place of Central Asia in the contemporary
world system is determined by economy and
geography, namely:

- mineral resources potential. Central Asia
possesses considerable reserves of oil, gas, gold,
nonferrous metals, uranium, etc. Mineral resources
export revenues provide a substantial part of the
budgets facilitating the investments and develop-
ment of the countries;

- transit potential. The territory of Central
Asia has the area of about 4 million sq. km. It is
landlocked and borders on the regions essential
for global and regional security. This leads to the
following consequences:

a) export and import for Central Asian can be
possible only through the neighbouring territories,
mainly Russia and Iran;

b) access to the countries of Europe and Asia;

¢) Central Asian countries have to participate
in the regional security arrangements to prevent
transnational threats such as terrorism, drugtraf-
ficking, religious extremism, etc. '

Effective use of economic potential of raw mate-
rial resources in particular is the issue common for
Kazakhstan and the developing economies of Asia
resulting in the dependence on raw materials export
as well as necessity in modernization of economy
and diversification of economic relations.

Obviously, Kazakhstan plays a significant role
in economy of the Asian region.

In terms of macroeconomic, Kazakhstan takes a
dominant position in Central Asia in terms of GDP
per capita (Fig. 4);

Kazakhstanis a leading player in the world and
regional trade dynamics comparable to export and
import in Asian developing countries (Fig. 5, 6);

According to the classification of the ESCAP”,
Kazakhstan is a leading regional exporter and im-
porter in the APR (Fig. 7, 8).

The global role of Kazakhstan as a regional
leader in Central Asia is, in our view, in main-

* Asia-Pacific Trade and Investment Report 2010. Recent Trends and Developments- NY- ESCAP, 2010 / www.un.org
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Source: Asia-Pacific Trade and Investment Report 2010. Recent Trends and Developments - NY- ESCAP, 2010 // www.un.org
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Source: Asia-Pacific Trade and Investment Report 2010. Recent Trends and Developments - NY- ESCAP, 2010 // www.un.org

tenance of the economic stability and security
in the region by consolidating the efforts of
Eurasian countries. As for the Europeans, they
may be interested in cooperation for the follow-
ing reasons:

- predictability of the Kazakhstan policy in
economy and international relations;

- common economic area (Russia and the coun-
tries of the EurAsEC);

- resource base, consumer market, transit of oil
and expansion of the market (China and India),
uranium and supply of nuclear technologies (Ja-
pan), transit of energy fuels and transit potential
(the countries of Southern Asia).

The potential of economic cooperation for
Kazakhstan is the main facilitator for a global
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image of the country as a regional economic
power. '

The advantageous and rather specific posi-
tion of the Republic of Kazakhstan resulted in
promotion of the concept of Eurasian integra-
tion. With this concept, Kazakhstan is region-
ally integrated in the format of the the Customs
Union, Eurasian Economic Community (EurA-
sEC), Commonwealth of Independent States
(CIS), Shanghai Cooperation Organization
(SCO) and other international organizations.
Being a member of these organizations, the
republic has additional opportunities to solve
economic issues of diversification of the eco-
nomic structure as well as export, investment
and technologies.
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The nature of cooperation among the coun-
tries of the “Economic Triangle” in Northe-East
Asia (Kazakhstan — China - Japan) is changing’.
The bilateral format of relations is supplemented
with the negotiations on signing of the Free-
Trade Agreement between Kazakhstan and Japan
with possible participation of China. In parallel,
the experts discuss a possibility of formation of
the integral FTS system with participation of Ja-
pan, China and Kazakhstan, on one hand, and the
ASEAN countries, on the other [6]. The China —
ASEAN Free Trade Area officially came into effect
on January 1, 2010.

Specific character of the international economic
relations of Kazakhstan with Asian countries is
not only in use of the neighbourhood policy ad-
vantages. Today, Kazakhstan is rapidly expanding
economic cooperation with the countries of the
Middle East and the Arab world: with Iran (South
Asia), Turkey, Saudi Arabia, the United Arabian
Emirates (UAE), Kuwait (West Asia).

One of the determining factors for cooperation
between Turkey and Kazakhstan, apart from the
republic’s economic potential and territory tran-
sit peculiarities, is the common Turk cultural
heritage™. For the Islamic Republic of Iran, the
important factor of cooperation with Central Asian
countries is the Muslim population living in Ka-
zakhstan. The Kazakhstan Chairmanship in the
Organization of Islamic Conference (OIC) should
become another reason for promotion of economic
collaboration of Iran and Kazakhstan in power
engineering and other fields.

Cultural and civilizational interaction between
Central Asian countries and the Arab world started
in the early 1990s. Since 2000, the issues of eco-
nomic cooperation including the struggle against
religious extremism have been the most signifi-
cant. Generally, the main reason to activate the

international relations of the Arab world and the
Republic of Kazakhstan is the need of diversifica-
tion of economic relations and regional security in
the Middle East.

The foreign policy and economic development
strategy enabled Kazakhstan to achieve a regional
and worldwide acknowledgement. The Chairmanship
in the Organization for Security and Cooperation in
Europe (OSCE) defined clear opportunities and pros-
pects for Kazakhstan in participation in the formation
of the European political and economic space.

Currently, Asia is becoming the key vector for
the development of international relations, while
economic integration of Asian regions into a united
area is one of the main global tendencies.

Kazakhstan is to determine the concept and
strategy of Asian dimension of foreign economic
policy because it has not had a national concept
of strategic economic partnership with Asian
countries and a general basic conception about the
Asian regional integration. This Asian dimension
should become a priority in the foreign economic
relations and cooperation projects.

There are a number of following prerequisites
for strengthened cooperation:

- Kazakhstan is considered in the world com-
munity as a key element of the economy of Central
Asia which global political and economic signifi-
cance is increasing;

- Kazakhstan borders on China which global
dimensions influence the economic prospects of
the country in the world community;

- Kazakhstan, China and Japan (accumulating
90% of GDP in East Asia) are the initiators of the
integration projects in the region; therefore, the
nature of their relations determines a “vector of
evolution in all East Asia relations” [6];

- for western countries, the improvement of
cooperation with Kazakhstan becomes not only

"The meetings of the leaders of China, Japan and Kazakhstan in Washington and Dazaifu in 2008 were devoted to development

of the coordinated measures on overcoming of the global threats.

“The Joint Administration of Turkic Arts and Culture (Tiirk Kiiltiirve Sanatlar 1 Ortak Yonetimi — TURKSOY) was set on July
12, 1993 in Almaty. Besides Turkey and Cyprus, 14 countries of CA and the federal subjects of the RF entered this association. The
Turkish authorities planned to create a general political and economic area for the Turkic countries with general market, one regional
power network,energy resource transportation system in the long term. On September 18, 2006 on the Summit of the Turkic-speaking
countries in Antalya the prime minister of Turkey Erdogan came forward with initiative of establishment of the Commonwealth of
Turkic-speaking Countrieswhich would allow all Turkic peoples to appear in the world arena with a general position. The Coopera-
tion Council of Turkic-speaking Countries was established on September 15-16, 2010, in Istanbul on the 10th anniversary summit
of the Turkic-speaking countries (Turkey, Kazakhstan, Kyrgyzstan, and Azerbaijan); the agreement for its establishment was signed
earlier at the suggestion of the President of the republic pf Kazakhstan N. Nazarbayev
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one of the factors of economic presence in Central
Asia but of maintaining their relations with China
and strengthening their commercial, economic and
political influence in East and South Asia;

- role of Kazakhstan in formation of Asian co-
operation vector in the Common Economic Space
(CES) is increasing due to its historical, cultural,
and civilizational proximity to Asian countries;

- potential of the “Turkic factor” has not been
fully realised in terms of improvement of economic
cooperation with the countries of Western and
Southern Asia.

It is essential today to activate the “Path to Asia”
and grow an “Asian look” of Kazakhstan economy,
as well as its global prospects and opportunities in
the format of the EurAsEC (and also the Eurasian
Union), the SCO and the Chairmanship in the
Council of Ministers of Foreign Affairs of the OIC.

Trade and Economic Partners

The commodity structure of Kazakhstan foreign
trade reflects the nature of the country’s interna-
tional specialization. Integration of Kazakhstan
in the system of international economic relations
is currently based on its key role in the fuel and
energy complex economy. About 90% of the total
amount of export and 70% of import operations of
Kazakhstan fall on foreign countries.

Mineral products and the metals are two major
commodity groups in the general structure of ex-
port to the CIS countries and far abroad (Fig. 9).

The major commodity groups in the import
structure from the CIS countries are the mineral
and agricultural products, machinery and equip-
ment. More than 50% of import from far abroad
is machinery, equipment and vehicles (Fig. 10).

The foreign trade commodity structure reflects
the level of competitiveness of goods produced in
the republic. Mineral products and metals are the
most competitive goods in the foreign markets.

Today, the world trade tendencies are formed on
the Asian continent by the developing economies of
Eastern Asia. The consumption volumes in Eastern
Asia exceed the volumes of consumption in all
other Asian regions (Fig. 11).

Therefore, the Asian region as a new global
consumption market has enormous impact on the
foreign trade structure of Central Asian countries
and Kazakhstan in particular.

Kazakhstan foreign trade concept in relation to
Asia shall take into account a specific character of
trade and economic relations with various regions
of Asia.

The countries of East and South East Asia are
the largest regional exporters of investment goods
(machinery, equipment, vehicles), while the coun-
tries of South and West Asia are suppliers of raw
materials (mostly mineral) (Fig. 12).

The consumption structure differs between
the regions in the volumes of mineral products
consumed. The West Asian countries experience
the least demand for such products. The largest

01-24 .

Commodity group code *

HC|S ™ Beyond CIS

28-40 84-92 50-63 Other

goods

*Commodity group code and name: 25-27 mineral products; 72-83 — metals and metallic products,; 01-24- products of animal
and plant origin, ready food products; 28-40- products of chemical industry and the industries connected with it; 84-92 — machinery,
equipment, vehicles, instruments, devices; 50-63 — textile and textile products.

Figure 9. Export of Kazakhstan by the key commodity groups as of 2010 in % from the total volume

Source: www.stat.kz
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goods

Commodity group code *
M CIS = Beyond CIS

* Commodity group code and name: 25-27; 84-92; 72-83, 01-24; 28-40; 50-63 (see fig. 13); 44-49 — wood, timber, 64-67 —
Jfootwear, headwear, haberdashery; 68-89 construction materials

Figure 10. Import of Kazakhstan by the key commodity groups as of 2010 in % from total volume

Source: www.stat.kz
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Figure 11. Supply of goods from the foreign countries to Asia by the regions as of 2000-2009

Source: 2009 International Trade Statistics Yearbook. Dec. 2010. http://comtrade.un.org
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Figure 12. Export from Asia by regions and commodity groups as of 2009 in percentage

Source: 2009 International Trade Statistics Yearbook. Dec. 2010. http://comtrade.un.org

GCentral Asia’s

AFFAIRS

QUARTERLY ANALYTICAL REVIEW | 2(43)/2011 3 3




ECONOMY

consumers of this commodity group are East Asian
countries (Fig. 13).

Geographical structure of the officially regis-
tered commodity foreign trade in 2010 is the fol-
lowing: 48.7% of the trade turnover are covered
by Europe (including Italy — 13.7%), the CIS
countries — 24.2% (including Russia — 17.8%),
the Asian countries — 26.7% (including China —
17.3%), other countries — 7.6%.

The main stages of formation of the current foreign
economic relations of Kazakhstan are related to the
periods of economic reforms implemented according
to the 2020-2030 National Strategy of Economic De-
velopment. On its initial stage, there was practically
no alternative to economic relations within the CIS.
The dynamic development of economic cooperation
with the West started in 1995. The period of the Asian
economy revival caused the increase of commodity
exchange between Kazakhstan and Asian countries.

Thus, Kazakhstan chose the priorities trade
partners. Russia became the main economic partner
in the CIS; Italy, France, the Netherlands, Austria,
Germany became the main partners in Europe,
in America it was the USA, and in Asia - China
(Fig. 14).

The main economic partners of Kazakhstan in
Asia, besides China, are the Republic of Korea and
Japan in East Asia, Iran and India in South Asia,
Turkey, Israel and the UAE in West Asia (fig. 15).

China has the biggest share in the volume of
Kazakhstan commodity exchange with the coun-
tries of foreign Asia (Fig. 16).

China became the second trading partner of
Kazakhstan after Russia and the first in terms of
the export operations volume with the foreign
partners. The Kazakhstan share in export to China
in 2010 was $10.1 bln and its export to Russia was
$4.8 bln (Fig. 17).
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* See the commodity groups codes and names in Fig. 12.

Figure 13. World import to Asia by regions and commodity groups as of 2009 in persentage

Source: 2009 International Trade Statistics Yearbook. Dec. 2010. http://comtrade.un.org
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Figure 14. Dynamics of Kazakhstan turnover by the regions and key trade partners in percentage in preced-

ing year

Source: www.stat.kz

Central Asia’s

AFFAIRS

] QUARTERLY ANALYTICAL REVIEW 2(43)/2011

34

E



ECONOMY

140000 f—
120000 +—
100000 +—
80000
60000
4000,0 A
20000 - s —
00 - I — 2
> 2 »
2 g T § g g w w 2 o
5§ 0 A - g3 Bzt
s ] £ 3o
[T &5 O oo
E% =
W export = import
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Figure 16. China share in Kazakhstan foreign trade with Asian countries as of 2010 in persentage

Source: www. stat.kz
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Figure 17. Dynamics Kazakhstan export to Russia and China as of 1995-2010 in miIn US dollars

Source: www.stat.kz

For the last decade, China has been systemati-
cally increasing export of goods to Kazakhstan. The
amount of supply increased by 18.5% in 2010 as
compared to 2000 (Fig. 18).

In long-term perspective, the Asian vector in
Kazakhstan foreign trade policy will remain and
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even strengthened due to the change of the Asia’s

‘role in the world economy. If earlier the West

considered Asia as its own market today the new
production and investments centres are located in
Asia particularly in East Asia.

Accordingly, the role the Asian vector in the
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Figure 18. Dynamics of import from China and Russia to Kazakhstan as of 1995-2010 in % to the preceding
year in min US dollars

Source: www.stat.kz
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Figure 19. Direct foreign investments in Kazakhstan in min US dollars

Source: www.nationalbank.kz
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Figure 20. Foreign investments in Kazakhstan by the Asian countries as of 31.12.10 in %

Source: www.nationalbank.kz
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foreign economic policy of Kazakhstan is chang-
ing. New opportunities appear for Asian export of
the consumer goods, finances and investments, as
well as investment goods such as new technolo-
gies. In the meanwhile, the regional market infra-
structure is not well developed. This can become a
reason for global economic disproportions between
production and consumption in the commodity and
financial markets of East and West.

Asian investments in Kazakhstan are lower than
European or American but higher than the invest-
ments from the CIS (Fig. 19). The similar situa-
tion with the gross outflow of investments from
the republic reveals unspent potential of financial
cooperation with Asian countries.

China is the largest Asian investor in Kazakh-
stan. Its investment share is over 60% from the
total amount of the regional direct investments to
the republic. It is followed by Japan (17.1%) and
the Republic of Korea (4.9%) (Fig.20)..

The key sectors of direct investments in Ka-
zakhstan in 2010 from Asia were construction,
real estate operations, financial activity and mining
industry (Fig. 21).

The same industries were considered as the
most attractive by the foreign investors from other
regions.

Kazakhstan can solve its main economic prob-
lems via its economic cooperation with Asian
countries by the following means:

- attraction of financial resources by expan-
sion of cooperation in investment. It is necessary
to use the potential of expanded partner relations

with the countries of the Middle East, Arab world,
Japan, India, Singapore, South Korea, etc., and
also the prospects of the EurAsEC, East and South
East Asian countries with their regional financial
markets;

- industrial modernization through development
of innovative technologies market. Encouragement
of scientific and technological trade in the foreign
economic relations mainly depends on the scope
and diversification of cooperation with East and
South East Asian countries;

- regional economic security by coordination and
setting the general integration direction for the exist-
ing unions. The economic integration in the Asian
region can be achieved by conducting formal and
informal summits both on intraregional and global
levels to provide the platform for discussion of
problems and coordination of actions in economic
(energy) development of the region by interaction
between the regional multilateral structures such as
the CIS, SCO, ASEAN, OPEC (Organization of the
Petroleum Exporting Countries), etc.

& 3k ok

Asian economy is becoming the world eco-
nomic engine not only because of the sizes of
China and India economies and economic growth
rates in East and South East Asia, but also due to
realization of regional cooperation potential. The
regional economic integration is rapidly developing
in the countries of East (China, Japan) and South
East Asia (ASEAN) as they economically comple-
ment each other.
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Figure 21. Investments to the Kazakhstan economy from the Asian countries by the investment industries as

0of 31.12.10 in mIn US dollars

Source: www.nationalbank.kz
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Pro-Asian bias is becoming a global tendency
in the world economy. The East-West issue is
getting a new dimension in terms of economic
rapprochement of Asian regions and the leading
regional powers within and multilateral integra-
tion structures.

The economic posture of Kazakhstan in Asia
is determined by its leading status in the Central
Asian Region and the role the region plays globally,
as well as the potential of economic development
and character of foreign economic cooperation of
Kazakhstan with the countries of Asia.

The relations of Kazakhstan within the re-
gional system are specific due to the possible
transformation of the concept of the Eurasian
integration into the Asian-wide concept. The
Eurasian concept allows Kazakhstan to integrate
in the format of the Customs Union, EurAsEC,
CIS, SCO and other multilateral structures.
Being a member of these organizations, Ka-

zakhstan has additional opportunities to resolve
the issues common for the whole Asia, these of
diversification of economic structure as well as,
export, investment and technological flows in
Asian regions.

While Asia is becoming the main vector for
international relations development, and the eco-
nomic integration of Asian regions is becoming a
global tendency, the lack of a common regional
integration concept is the major problem of eco-
nomic cooperation of Asian countries.

As Kazakhstan does not have a national con-
cept of strategic economic partnership with Asian
countries or a consolidated concept of integration,
it is important to draw the Asian direction of the
foreign economic policy course as a priority to
restrain and strengthen Kazakhstan regional lead-
ership, to provide economic stability and security
of the region by consolidating the efforts of the all
Eurasian countries.
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Background

azakhstan is a huge country covering

a territory of 2,717,300 km2. Total

population living in the country is

15,340,533 people in 2008. That
makes it the largest country in Central Asia and
one of the most sparsely populated in the world
with density of 5.5 people per square kilometer.
56.4% of the population lives in urban areas. Ka-
zakhstan is a unitary state with a presidential form
of governance. N. Nazarbaev is the President of
the Republic of Kazakhstan. The country’s capital
since 1997 is the city of Astana with continu-
ously growing population, currently amounting
to 502,000 people. The biggest city in the country
is the former capital Almaty with population of
1,147,500. Kazakhstan is administratively divided
into 14 provinces and two cities (Almaty and As-
tana) holding special status because of “republican
significance” and the territory of Baykonur, which
contains the space launch center that is leased by
the Russian Federation.

Kazakhstan had real GDP growth of 9.1% in
2003 and 9.3% in 2004. The growth of GDP can
be explained by first, favorable situation in the
world market: in particular, high prices for the
main exports from Kazakhstan: oil, ferrous and
nonferrous metals. Second, there have been high
industrial growth rates, especially in construc-
tion. These high rates are also typical of transport
and communications, and other service sectors.
According to the World Bank data, Kazakhstan’s
GDP reached $103,840 in 2007, making it the
54th largest economy. The composition of GDP in
2007 is: agriculture (5.8%); industry (39.4%); and
services (54.8%).

About 0.5% of world’s fossil energy resources
are found in Kazakhstan; that is equal to 90 billion
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tons of oil equivalent (toe). This amount includes
70% of coal, 22% of oil and oil condensate and 8%
of gas. In addition, the largest uranium reserves that
amount to 29% of the world reserves are found in
Kazakhstan and 1.6 thousand tons of uranium are
yearly extracted. Prospective oil-and gas-bearing
areas comprise 62% of the entire country’s territory,
and only roughly half of them has been explored.
Energy resources are unevenly distributed over the
territory of the Republic: major coal deposits are
located in the northern and central regions; oil and
gas deposits are located in the western region and
minor resources of gas and coal are in the southern
region; hydroenergy resources are found in the
eastern and southeastern regions.

Between the late 1980s and the early 1990s, the
approaching collapse of the Soviet Union was an
unattractive scenario for the Kazakh Soviet Social-
ist Republic. N. Nazarbayev was aware of the out-
comes that abrupt rejection of the failing central-
ized administration could bring. For a resource-rich
country that had been managed from an imperial
“center”—first Russian, then Soviet—for over a
century, sudden sovereignty could easily have led
to serious social strife and a national security cri-
sis. Under the centralized Soviet economic model,
Moscow had held the “monopoly on foreign trade”
as envisaged by V. Lenin. The mostly ethnic Rus-
sian communist bureaucracy in Moscow held the
reins of both internal economic development and
trade with the outside world tightly in its hands.
Lacking direct foreign economic connections,
Almaty was fully dependent on the Soviet foreign
trade establishment and its Moscow-based state
trading companies.

N. Nazarbayev was a supporter of the USSR’s
“velvet reformation” program, which had been
developing since 1989. Then-Soviet president

39




ECONOMY

M. Gorbachev was planning to carry out it after
the constituent USSR republics would have signed
the Novo-Ogarevo agreements to reconstitute the
Union, however the August 1991 coup effectively
killed this idea. This approach held out the promise
of a more independent ethnic policy and greater au-
thority and autonomy for the Soviet republics while
preserving domestic economic links. In March
1991 national referendum, most of Kazakhstan’s
population voted in favor of continuing the USSR
in the form of a confederation. However, after the
Belovezhskoe Agreement formalized the dissolu-
tion of the Soviet Union in December of 1991, the
pressure toward economic independence became
irresistible. In 1991, on the eve of independence
for many of the former Soviet republics, the inter-
national community was concerned with potential
instability in the Caspian region.

Immediately following the collapse of the
Soviet Union, without economic alternatives,
Kazakhstan tried to preserve the trade, political
and military connections it had developed over
the preceding 70 years. With this reason in mind,
N. Nazarbayev became a favor for creating the
Commonwealth of Independent States (CIS). On
December 1, 1991, N. Nazarbayev won the first
nationwide presidential election with a result of
98.7% of the vote.

In the following years, all fifteen of the former
Soviet republics lived through a difficult period
of post-communist transition. Their economies
suffered from hyperinflation, abrupt industrial re-
cessions, and food crises. For months, people went
without receiving their wages and social security
payments. The break-up of the Soviet Union re-
sulted in serious financial, transit, management and
political problems for the former states of it. The
emerging relationships between its former constitu-
ent parts were initially shaped by unrealistic com-
mercial expectations from the newly independent
governments, hungry for extra budget revenues at
the time of political and economic turmoil.

Fortunately, the economy of Kazakhstan regained
momentum at the beginning of the 21st century, and
itis obvious that rising energy exports are the engine
that drives Kazakhstan’s economy. Between 2000
and 2005, GDP growth averaged some 10% a year,
led by the petroleum sector and supported by a favor-
able external environment. By 2004, Kazakhstan’s
oil export revenues made up 30 % of GDP and 60
% of all export revenues. The oil sector amounted
to 30 % of total government revenues.
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Energy wealth has been important to Kazakh-
stan’s economy since then. In 2002, for example,
every one dollar increase in price of oil in Kazakh-
stan translated to about US$100 million increase in
budget revenues. The Kazakhstan National Fund
(NF) was created in 2001 to help lessen the impact
of volatile market prices on the economy and to
smooth the distribution of oil wealth over genera-
tions. Its founding documents describe its mission
as “stabilizing the socioeconomic development of
the country, piling up savings for future generation
and reducing the country’s vulnerability to external
factors. Because of high oil prices the international
reserves and assets in the oil fund have doubled in
the last year to US$20 billion in October 2007. Many
governments try to smooth domestic oil product
prices to mitigate the impacts of large change. In
Kazakhstan, the refining industry is heavily regu-
lated through direct administrative measures and
control of the transport tariffs by KMG (pipelines)
and Kazakhstan Temir Zholy (Railway).

Since 2008 China has been the third largest
economic entity, after the United States and Japan,
with its nominal GDP amounting to US$4,401.6
billion. This was totally unthinkable three decades
ago. Similar to Kazakhstan, China has undergone
the transition from communism to, more or less,
capitalism, or what they call “socialism with
Chinese characteristics”. The economic reforms
were introduced in December 1978, led by Deng
Xiaoping. Economic reforms have not been con-
ducted according to a comprehensive blueprint,
but have rather been piecemeal and ad hoc, best
summarized by the Chinese phrase “crossing the
river by touching the stones.” The process started
with the gradual phasing out of communes in the
agriculture and their replacement by the semi-
private household responsibility system, a change
that gave individual families the right to keep and
then sell at market any produce above a set level
procured by the government.

The Chinese government also set up Special Eco-
nomic Zones (SEZs), the authorities of which were
given the power to offer tax incentives to attract for-
eign direct investment (FDI). Over time, reforms have
affected all sectors and have become progressively
more far-reaching: some state-owned enterprises
(SOEs) have been privatized and others have listed
minority stakes on stock markets in China and abroad,
private-sector companies have been allowed to be
formed; price controls have been lifted; and credit
quotas in the banking sector have been abolished.
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There are two phases of economic transition in
China. The first one occurred during 1978-1993.
In the end of 1978 on the Third Plenum of the
11th Chinese Communist Party Congress, China’s
leaders decided to ease the terms of trade with ag-
riculture and “give farmers a chance to catch their
breath”. This involved implementing the household
responsibility system in agriculture, by which
farmers were able to retain surplus over individual
plots of land rather than farming for the collective.
Procurement targets were stabilized and slightly
reduced; procurement prices were raised; and,
most importantly, prices for farm deliveries above
the procurement target were raised dramatically.
What happened next was quite astonishing. The
institution of contracting land to households spread
rapidly throughout rural China and became nearly
universal by the end of 1983. This was followed
by the establishment of rural industries, owned by
townships and villages. An open door policy was
also introduced by which China began to allow
international trade and FDI. The first phrase of
reform, however, was threatened to stop in wake
of the Tiananmen event in 1989.

Deng’s swing to conservatism did not last long.
In early 1992, Deng took a “Southern Tour” that
had him visit the SEZs he himself had authorized
more than a decade earlier. Deng endorsed the
concept of the SEZs. He reemphasized the need
for accelerated economic reform and specifically
reaffirmed a no ideological, pragmatic approach
to experimentation. And the economic reforms,
therefore, re-accelerated in 1993 and continue
through the present.

Thanks to the economic reforms, China’s real
GDP has grown rapidly, with an average annual
growth rate of 9.8% during 1978-2007. When it
comes to economic structure, industrialization has
been the main source of economic growth. In 2010,
industry contributed 48.6% of China’s GDP, an
increase of 7.3% over 1990 (Table 2.1).

The Chinese economy has become increasingly
integrated into the world economy, particularly
since its entry to the World Trade Organization
(WTO) in 2001. China’s shares of world trade and
FDI have sped up within the past several years.
China is the world’s third largest trader, after
the United States and Germany, with the sum of
imports and exports reaching US$1.8 trillion in
2006. China is the leading destination for FDI,
with inflows amounting to US$108 billion. Its
share of global steel production doubled to 31%
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between 2000 and 2005, while its share of world
telecommunications equipment jumped by 14%
points to 20%. '

The increase in China’s own domestic con-
sumption and investment, relocation of many
manufacturing processes from other parts of the
world to China, and burgeoning exports all un-
derpin the dramatic increase in the production of
energy-intensive goods. China benefits from having
cheaper labor, lower land costs and faster factory
construction than most other countries. China’s
sheer market size also gives rise to economies of
scale in the production and distribution of goods.
The surge in cement production reflects a rise in the
rate of fixed investment in infrastructure and real
estate, which has risen by more than 20% annually
over the past few years. Output of services is also
rising rapidly, as China seeks to move up the global
value chain. In 2004, China surpassed the United
States to become the world’s biggest exporter of
information technology goods.

At the turn of the century, China has emerged
as “World’s Factory”. Exports and investment to-
gether accounted for about 80% of GDP in 2006.
The export sector grew by 30% per annum over
2002-2006, exceeding the increase in imports. As
a result, the external surplus reached $178 billion,
or 7% of GDP, in 2006, which boosted foreign ex-
change reserves to above $1.3 trillion by mid 2007
— the largest in the world. The share of exports in
GDP increased to 37% in 2006 from 20% in 2001.

Energy policy in Kazakhstan

The newly independent state faced several
alternatives in the energy policy field. Kazakhstan
could take the road of full nationalization of the
extractive industry, as has been usual in the Middle
East and other oil provinces, or it could transfer
some energy assets to the private sector. However,
all scenarios included risks, such as Kazakhstan
could become a “banana republic” — a raw mate-
rial appendage of Russia or the West. It could also
become internationally isolated and squander its
energy potential.

N. Nazarbayev made a wise decision; he chose
the third road. To exploit its oil fields, Kazakhstan
has entered joint ventures and production-sharing
agreements with foreign investors. But at the same
time, Kazakhstan also limits the role of foreign
capital by tightening the investment law. The
Kazakh government preferred to internationally
recognized companies interested in developing
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long-term projects and ready to consider the
country’s domestic interests. They had to high-
light environmental safety programs, train local
staff, and exercise corporate social responsibility.
Transnational companies, such as ChevronTexaco,
ExxonMobil, Agip/Eni, Royal Dutch Shell, British
Group, TotalFinaElf, Impex and others emerged as
the winners in this race.

Later, Canadian, Middle Eastern, and Rus-
sian companies have been rapidly showing their
presence in the Caspian region. China’s need to
strengthen its role became more obvious in 2005
and 2006, with Russia’s presence on the increase
and American influence on the wane. With Chinese
and Indian extractive and financial corporations
entering the scene, the interests of all major world
players were represented in the Caspian region. To
realize the full potential of its oil fields, Kazakhstan
had to assure export routes that would guarantee
its ability to fill the demand for “black gold” to the
West and China. N. Nazarbayev was also aware
that respecting the interests of all the major play-
ers in the Caspian region, namely the West, Rus-
sia, and China would improve the stability of the
energy sector in Kazakhstan. This approach would
promote a balance of power in the region, keeping
major players in check.

Energy policy objectives are presented through-
out several documents. One of the most important
is the Development Strategy of Kazakhstan until
2030, which focuses on energy as one of the prior-
ity areas and determines the necessity of a “rapid
increase of production and export of oil and gas
to receive revenues that would contribute to last-
ing economic growth and an improvement of the
living standard of the people”. The energy policy
of the Republic of Kazakhstan within a long-term
outlook has four main goals: '

— to ensure reliable power sources needed for
sustainable economic growth

— to meet the demand of the population for
energy services at acceptable prices

_ to develop reliable energy saving systems that
would guarantee energy security

— to preserve a sound environment and prevent
uncontrolled climatic changes.

The main objectives of the governmental policy
in the energy sector are:

— to ensure fuel and electricity independence
of Kazakhstan

— to create fuel and electricity markets in Ka-
zakhstan
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— to work out legislation that will encourage
development of the energy sector

— to carry out energy saving policy

— to improve the ecological situation in Ka-
zakhstan

— to involve renewable energy sources into the
energy balance of the Republic

— to attract foreign investors.

As opposed to the former orientation towards
a large-scale energy production, heightening effi-
ciency of energy consumption and energy saving
is the supreme priority of the energy strategy. The
new structural policy in the area of energy sector
development within the following 15-30 years
provides for:

— growth in oil production, more efficient oil use,
increased domestic consumption and export of oil;

— more efficient natural gas use, increased do-
mestic consumption of natural gas;

— priority of fine processing and complex use
of hydrocarbon raw materials;

— as ecologically acceptable technologies will be
introduced, improvement of quality of coal prod-
ucts through increased volumes of high calorific
coals, and stabilization and further building up of
coal production rates (mostly by surface mining)
coal products through increased volumes of high
calorific coals, and stabilization and further build-
ing up of coal production rates (mostly by surface
mining); and

— intensified development of local energy
resources (hydroenergy, minor deposits of hy-
drocarbons, etc.), greater use of nonconventional
and, firstly, renewable resources (wind, solar and
geothermal energy, mine methane, biogas, etc.).
hydrocarbons, etc.).

Safe Delivery of Energy Imports in China

Safe delivery of energy imports is another part
of China’s energy security. There are a number
of energy import-related problems that Chinese
leaders are unease about. (1) More than 80% of
total oil imports need to ship through the Strait of
Malacca, a very narrow, busy chokepoint, filled
with frequent pirate activities. (2) China does not
have marine power to be against US Navy if US
Navy “selectively” seal off the sea lane between
oil producing countries and China coast. (3) More
than 90% of marine oil imports are shipped by
non-China-flagged vessels.

The Chinese government and the national oil
companies agree that the key to enhancing oil
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security is via diversification of oil suppliers and
transport routes. In terms of oil suppliers, they have
sought not only to expand the number of countries
from which China imports oil, but to decrease
China’s dependence on the Persian Gulf, which
in 2005 provided almost half of China’s crude oil
imports. Chinese and international energy experts
expect that the country’s reliance on the Persian
Gulf will remain substantial because of the region’s
large oil reserves.

China has achieved considerable success in di-
versifying the sources of its oil imports. In 1995 the
Persian Gulf and the Asia Pacific regions supplied
almost 90% of China’s oil imports, with Indonesia
alone accounting for 31%. Over the past decade,
China’s oil imports from the Persian Gulf have
hovered just below 50%. At the same time, growth
in the share of supplies from Africa and Russia has
offset a dramatic decline in the contribution of the
Asia Pacific region to China’s oil import mix. In
2005 the Persian Gulf and Africa accounted for
more than three quarters of China’s crude imports.
Russia, China’s fourth largest supplier of crude oil,
provided 10%.

Two factors explain the diminishing role of the
Asia Pacific region and the increasing importance
of Africa in meeting China’s oil import require-
ments. First, the gap of oil demand exceeds supply
in the Asia Pacific region has increased over the
past ten years. For example, Indonesia, the re-
gion’s second largest oil producer (behind China)
and once China’s largest supplier, is now a net oil
importer. Consequently, countries throughout the
region are seeking supplies elsewhere. Second, in
contrast to the growing oil deficit in the Asia Pacific
region, Africa’s oil surplus has grown over the past
decade, and the light, sweet crudes of West Africa
are well suited for China’s refineries.

Diversification of Oil Routes

In terms of transportation routes, both the gov-
ernment and the NOCs want to reduce China’s
reliance on the sea lines of communication—
through which almost 90% of the country’s crude
oil imports travel—because of their vulnerability
to disruption on the high seas by various modern
navies. On November 29, 2003 Central Economic
Work Conference, Hu Jintao reportedly voiced
concern about the security of the delivery of energy
imports to China with his discussion of the “Ma-
lacca Dilemma,” referring to the passage of about
80% of China’s oil imports through the Strait of
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Malacca. And the fact China does not possess the
naval power projection capabilities to protect its
seaborne energy imports annoys Chinese leaders.

Two more factors contributing to the lack
of reliability of China’s oil imports through the
Malacca Strait are piracy attacks and potential
terrorism attacks. Piracy attacks in the strait have
risen rather quickly. According to statistics from
the International Maritime Bureau, the year 1999
only witnessed two piracy attacks in the area. But
the number of piracy attacks skyrocketed to 75 at
the peak in 2000, petered off in the following two
years, but bounced back in last two years. These
attacks make the strait one of the most dangerous
waters in the world. In addition to piracy attacks in
the Malacca Strait, a terrorism attack has become
an increasing concern. With more than 63,500 ships
passing through and traffic growing at more than
5% a year, the International Maritime Bureau’s
Piracy Reporting Center warned that freighters
carrying payloads of fuel through the strait could
be hijacked and used in terror operations similar
to the 11 September attacks on America. Piracy
attacks or potential terrorism attacks can endanger
China’s oil security because they can not only liter-
ally force the closure of the Malacca Strait and cut
off China’s oil imports through the shipping lane,
but also dramatically mark up the shipping costs
of China’s oil imports.

Energy Production, Consumption and Trade

Overall Energy

As a large energy exporter, Kazakhstan pro-
duces energy more than it consumes. During 1990-
2010, Kazakhstan’s primary energy production
increased from 145.5 Mtce to 243.5 Mtce (Table
2.2), while its primary energy consumption de-
clined from 105.0 Mtce to 86.9 Mtce (Table 2.3).
The remarkable decrease in Kazakhstan’s energy
consumption is because of efficiency improve-
ment: The improvement of Kazakhstan’s energy
efficiency is also impressive. Total final energy
consumption/GDP decreased from 2.394 tons of
oil equivalent per US$1000 in 1992 to US$1.112
in 2003. The composition of Kazakhstan’s energy
production does not overlap to that of its energy
consumption. Oil dominates the primary energy
production mix whereas coal dominates the pri-
mary energy consumption mix.

For production fuel mix, the share of oil in-
creased from 26.1% to 45% during 1990-2010,
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coal decreased from 65.7% to 39.6%, natural gas
rose from 6.5% to 16.7%, nuclear and hydropower
edged down from 1.7% to 1.4% (Table 2.2). In
terms of consumption fuel mix, the share of oil was
reduced from 29.5% to 18.2% between 1990 and
2010, coal declined from 52.0% to 51.1%, natural
gas shot up from 16.1% to 30.2%, and nuclear and
hydropower inched from 2.4% to 3.3%.

A country’s demand for energy mirrors the size
of its economy. China’s primary energy consump-
tion increased fast, from 987.0 Mtce to 3,032.6
Mtce between 1990 and 2010 (Table 2.4), having
grown faster than primary energy production in
the same period, which increased from 1,039.2
Mtce to 2,745.3 Mtce. Admittedly, the balance of
overall energy in China has been reversed. Given
that China’s demand for energy grew more quickly
than it could produce, China’s self-sufficiency of
overall energy could no longer be sustained since
1992. The rate of self-sufficiency of overall energy
dropped significantly from 105.3% in 1990 to
86.8% in 2010.

When it comes to the fuel mix of overall energy,
the fuel mix of primary energy consumption, to
some extent, reflects that of primary energy pro-
duction. In 2010, coal accounted for 70.1% of total
primary energy consumption; oil, 21.3%; primary
electricity, 7.2%; and natural gas, 2.9%, (Table 2.5)
while coal took up 76.3% of total primary energy
production; oil, 11.1%; primary electricity, 8.1%;
and natural gas, 3.8%.

Overall speaking, the patterns of both have
been relatively stable from 1990 to 2010. In terms
of primary energy consumption, the share of coal
decreased from 76.2% to 70.1%; oil increased from
16.6% to 21.3%; primary electricity increased from
5.1% to 7.2%; and natural gas increased from 2.1%
t0 2.9%. In terms of primary energy production, the
share of coal increased from 74.2% to 76.3%; oil
decreased from 19.0% to 11.1%; primary electric-
ity increased from 4.8% to 8.1%; and natural gas
increased from 2.0% to 3.8%.

Kazakh Oil

Proven Reserves of Oil in Kazakhstan amounts
to 5,320 million tons in 2007, representing 3.2%
of the world’s total. Industry and government
estimates of the remaining hydrocarbon potential
were highly speculative, but current assessments
are more realistic than the inflated, unsubstantiated
claims of 1990s. Oil reserve totals are comparable
to Nigeria and Libya. Kazakhstan’s combined on-
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shore and offshore proven hydrocarbon reserves
have been estimated between 9 and 40 billion bar-
rels (comparable to OPEC members Algeria on the
low-end and Libya on the high-end). Reserves and
Production ratio in 2007 was 73.2, which means
that meaning that if no added proven oil reserves
are found, Kazakhstan can uphold the current crude
oil production level for 73.2 years.

During 1990-2010, Kazakhstan’s oil production
rocketed from 26.6 million tons to 75.2 million
tons (Table 2.7). Kazakhstan is now the 19th larg-
est crude oil producer and is the second largest oil
producer after Russia among the former Soviet re-
publics. The Government forecast of oil production
predicts levels of 3.0 - 3.4 million barrels per day
by 2011. Over the next 15 years, Kazakhstan can
reasonably expect crude oil and liquid production
to increase more than 3-fold and reach between
3.0 and 3.5 million barrels per day (Mb/d). At 3.0
- 3.5 Mb/d oil production, Kazakhstan is expected
to be one of the world’s top 10 producers, behind
the Gulf States and Russia, but on par with North
Sea production at its height. Kazakhstan may even
become one of the world’s top 5 producers.

Kazakhstan’s oil deposits are found primarily
in Western part of the country, near and under the
Caspian Sea. Currently, the basic stock of petro-
leum in Kazakhstan (over 90%) is concentrated in
15 largest deposits, that is in the Tengiz, Kashagan,
Karachaganak, Uzen, Zhetybai, Zhanazhol, Ka-
lamkas, Kenkiyak, Karazhanbas, Kumkol, North
Buzachi, Alibekmola, Central and East Prorvas,
Kenbai, and Korolevskoye Fields whereas a half
of all petroleum reserves is concentrated in two
huge hydrocarbon fields of Kashagan and Tengiz.

Most of production growth in Kazakhstan is
expected to come from four fields: Tengiz, Ka-
rachaganak, Kashagan and Kurmangazy. Major
producers include:

Karachaganak 250,000 bbl/d
Tengiz 280,000 bbl/d,
CNPC-Aktobemunaigas 120,000 bbl/d
Uzenmunaigas 135,000 bbl/d
Mangistaumunaigas 115,000 bbl/d
Kumkol 70,000 bbl/d

These producers account for 1 Mb/d (or around
70%) of liquids production in the country. Other
production is centered in smaller fields.

Kazakhstan’s oil consumption is substantially
lower than its production, enabling it to export
oil massively. During 1990-2010, the country’s
oil consumption decreased drastically from
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21.7 million tons to 9.7 million tons. As a result,
Kazakhstan’s oil exports on a net basis skyrocketed
from 1.9 million tons in 1992 to 67.1 million tons
in 2010. Kazakh oil exports are growing rapidly,
with current infrastructure delivering it to world
markets via the Black Sea (via Russia), the Persian
Gulf (via swaps with Iran), to the north pipeline
and rail (through Russia), and now to the East to
China. According to the IEIA (2008), during 2007,
Kazakhstan exported around 1.2 million bbl/d of
petroleum on average in all directions:

—34% exported to Russia via pipelines and rail.

—53% exported to Western markets via he Cas-
pian Pipeline Consortium system;

— 6% exported to Iran via a swap agreement;

— 7% exported to China on the Atasu-Alashank-
ou pipeline route.

Currently, the cheapest route for Kazakhstan’s
oil exports is via the Atyrau-Samara pipeline,
which connects to Russia through its oil pipeline
network. KazTransOil with Transneft own it. The
transit tariff is $0.73/ton /100km, which translates
into around $2-3 per barrel excluding the tariff
through Kazakhstan. However, both the capac-
ity of the Atyrau-Samara pipeline and current
agreements between Russia and Kazakhstan limit
shipments through this route to 15-17.5 million
tons a year. For this reason, government-owned
or affiliated oil companies get priority rights to its
use (Figure 2.2). The second most feasible route is
the Caspian Petroleum Consortium (CPC) with its
tariff set up at $3.70 per barrel. Use of the CPC’s
capacity, however, is restricted to CPC members;
and while they may reassign their capacity to third
parties, this requires the approval of all members
of the Consortium.

Another alternative is for Kazakh produc-
ers to ship oil from the port of Aktau in western
Kazakhstan across the Caspian Sea to the eastern
shore ports (Baku/ Makhachkala), and from there
onwards by rail to the Russian port of Novoros-
siysk or the Georgian port of Batumi. The Baku-
Novorossiysk oil pipeline has a limited throughput
and cannot be a strategic export route. Another
profitable trans-Caspian export pipeline—the
Baku-Thbilisi-Ceyhan (BTC)*—became available
in 2005. The total expense of shipping though the
BTC pipeline amounts to $3-4 per barrel, including
tanker and offloading costs.

Iran represents a profitable, though politically
complicated export route. Kazakhstan may export
oil to the Southeast Asian markets by conducting
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oil swaps with Iran. These swaps make much sense
for the Iranian side, considering that most of Iran’s
refineries and petrochemical complexes are found
in the country’s northern and central regions, while
the principal oil fields are in the south. Swap deals
enable Iran to supply its refineries at a lower cost,
while making income for handling swap operations
and transit. On average, transporting oil swapped
with Iran costs about $4 per barrel, including a swap
fee of approximately $3 per barrel, tanker shipments
to Neka, and an offloading fee. (See Map)

Considering Washington’s close attention to
the Kazakh-Iranian relationship, Astana has taken
a wait-and-see position on the development of any
large-scale energy projects with Teheran. A transit
route through Iran still makes economic sense, but
has political outcomes since the Iran—Libya Sanc-
tions Act forbids US companies from conducting
business with Iran and imposes sanctions on non-
US companies investing in the oil/gas sector.

After Iran completes the construction of its
domestic pipeline system, the estimated volume
of Kazakhstan’s oil transit via the southern ports
of Iran could reach 500,000 bpd. However, the
USA will object to an increase of Kazakhstan’s
oil exports to Iran, considering Washington’s cur-
rent sanctions regime against Iranian oil and gas
investment projects, caused by the non- transpar-
ent [ranian nuclear program and deep geopolitical
disagreements with Teheran. Therefore, whether
Kazakhstan can use the southern export route via
Iran remains a question.

The main problem is that Kazakhstan has the
limited export infrastructure. This is because about
80% of Kazakhstan oil exports now still depend on
Russia-controlled pipelines and railway system. In
June 2002, Kazakhstan signed a 15-year oil transit
agreement with Russia. Under which, Kazakhstan
has to export at least 17.4 million tons per year (or
350,000 bpd) of crude oil via a pipeline system
owned by the Russian state monopoly Transneft.

The 1577-km long Caspian Pipeline Consortium
is an oil pipeline from Tengiz field to the Novoros-
siysk-2 Marine Terminal on Russia’s Black Sea
coast. Itis also a major export route for the oil from
Kashagan and Karachaganak fields.

The pipeline is an extension of the existing
oil transit infrastructure surrounding the Caspian
Sea. Newly constructed parts of the line run from
the Russian town of Komsomolskaya straight
westward to Novorossiysk. The pipeline is sup-
plied with Kazakh oil through the Soviet-era
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links surrounding the Sea, which the consortium
members have refurbished. The CPC pipeline ex-
ported around 690,000 bbl/d of crude oil in 2007,
and the consortium has plans for a $1.5 billion
expansion project to increase the pipeline’s peak
capacity to 1.34 million bbl/d. With the comple-
tion of the two pipeline spurs from Kenkiyak and
Karachaganak to the CPC at Atyrau and the usage
of additives, CPC transport levels have increased
from around 600,000 bbl/d in 2005 to a monthly
peak of 800,000 bbl/d in February 2007. China
had proven oil reserves of 2,113.7 million tons at
the end of 2007 and stood 13th in the world, with
an R/P ratio of 11.3:1, meaning that the proven oil
reserves can allow China to maintain the current
rate of oil production for 11.3 years if without
any addition to proven reserves. The reserves are
mainly located in five sedimentary basins: Bohai
Gulf (35%), Songliao (22%), Tarim (12%), Jung-
gar (11%) and Ordos (6%). Almost all the reserves
are located onshore; only the Bohai Gulf basin is
partly offshore (Figure 2.3). The Dagqing field in
the Songliao basin is by far the biggest in China.
It still holds 14% of China’s remaining proven
and probable reserves, even though it has been
producing since 1960. Most other big fields are

also mature, having been discovered in the 1960s
and 1970s.

China’s oil production has seen slow growth.
It increased from 138.3 million tons in 1990 to
186.3 million tons. Most of China’s oil production
is onshore, mainly at its largest production fields
in the northeast at Daqing and Liaohe. Production
from the east is starting to show a declining trend,
but currently accounts for 65% of the total. Produc-
tion from the west and offshore in recent years has
increased rapidly. During 1990-2004, the contribu-
tion from these sources rose from 7-5to 21.7% and
0-9 to 13% respectively. Therefore, a likely trend
will be an increase in production from the west
and offshore making up for the decrease in supply
from the east. Moreover, given that the biggest 11
fields, out of a national total of 492 in production,
contribute close to half. Production at only one
of them, Tahe, has not yet peaked. About half of
proven and probable reserves from known fields
have been produced. China’s oil production is un-
likely to grow faster in the foresecable future. The
gradual reduction in proven reserves of oil explains
the slow growth of China’s oil production. During
1990-2007, China’s proven oil reserves declined
from 2,182.5 million tons to 2,113.7 million tons.

China’s Oil and Gas Resources and Supply Infrastructure

| b Tanker terminal

| Existing LNG import terminal
Under const./planned LNG import terminal ¢
Speculative LNG import terminal
Main oilfield g :

x
| &
.
| @

® Main gosfield =

— Existing oil pipeline
Under const./planned/proposed oil pipeline
—— Bxisting gas pipeline

Under const./planned/proposed gas pipeline
@ Refinery

Source: IEA (2007).

Central Asia's

RFFAIRS

QUARTERLY ANALYTICAL REVIEW 2(43)/2011

.- Kunming

Y x“ L7 ey
28 et

Boling

i / £
thmn LN(/},&] «Toipei
Guongdong

ngzhou 11+
, %g Kong
°




ECONOMY

Figure: China’s Proven Reserves of Oil, 1990-2007
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Table 1: China’s Oil Production, Consumption and Trade, 1990-2010

Oil Production  Oil Consumption Imgilr ts Exg(i)lr i Ian lt)(gltls Dei:elll:c(l):rtlcy
Mt Mt Mt Mt Mt %
1990 138.3 114.9 7.6 31.1 -23.5 -20.5
1991 141.0 123.8 125 293 -16.8 -13.6
1992 142.1 133.6 21.2 28.6 -7.3 -5.5
1993 145.2 147.2 36.2 25.1 11.1 7.5
1994 146.1 149.5 29.0 23.8 52 3.5
1995 150.1 160.6 36.7 24.5 12.2 7.6
1996 157.3 174.3 454 27 18.4 10.6
1997 160.7 194.1 67.9 28.2 39.7 20.5
1998 161.0 198.2 57.4 233 34.1 17.2
1999 160.0 210.7 64.8 16.4 48.4 23.0
2000 163.0 224.4 97.5 21.7 75.8 33.8
2001 164.0 228.4 91.2 20.5 70.7 31.0
2002 167.0 247.9 102.7 21.4 81.3 32.8
2003 169.6 271.3 131.9 254 106.5 39.3
2004 175.9 317.0 172.9 224 150.5 47.5
2005 181.4 3253 171.6 28.9 142.8 43.9
2006 184.8 348.8 194.5 26.3 168.3 48.2
2007 186.3 366.5 211.4 26.6 184.8 50.4
2008 188.8 374.2 218.5 25.8 193.2 51.3
2009 190.2 382.1 223.6 25.7 201.2 522
2010 192.4 390.4 228.5 26.1 208.7 533

Source: China Energy Statistical Yearbook, various issues.
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The growth in China’s oil consumption has ac-
celerated remarkably since the 1990s in response
to dynamic growth in industrial production and
transport. China’s oil demand in 1990 was only
about 25% higher than that in 1978, the year eco-
nomic reforms were introduced. By the year 2000,
however, the demand was 2.5 times of the 1978
level. In 2010, the Chinese oil consumption reached
390.5 million tons, that is, about four times of the
1978 level. Industry and transport have been the
largest contributors to the growth in Chinese oil
consumption since 1990, with a combined share
of total end-use demand of around 77%.

China became a net importer of oil in 1993,
when its demand for oil surpassed its supplies of
oil. By the end of 2002, it had overtaken Japan to
become the second largest oil consumer behind
the USA. The net import dependency of oil soared
from 7.5% in 1993 to 53.3% in 2010. The Middle
East is the principal source of China’s oil imports,
accounting for 40.4% in 2005. Another 21.1%
came from the Asia Pacific region, about 23.1%
from Africa, and 11.7% from Former Soviet Union.
The main way of importing oil is by ocean tank-
ers, which accounts for 93% of the total. Nearly
80% of these oil imports pass through the Strait of
Malacca, exposing China to the insecurities of over
dependence on a congested passage. China must
then start looking for new supplies for oil. It has
been agreed that Russia and Central Asia, particu-
larly Kazakhstan, would account for an increasing
share of China’s oil imports by means of a pipeline.

According to China’s dependence on imports
rises from about 50% today to 80% in 2030, con-
sidering that potential of domestic oil production is
small and room for oil demand is large. The gradual
increase in the country’s oil imports resulted from
the stagnation of domestic oil production and
the surge in domestic oil consumption. Although
China became the fifth largest oil producer, after
Iran, USA, Russia and Saudi Arabia, in 2007, the
growth rate of oil production lagged behind that
of oil consumption. The situation can be borne
out by statistics. During 1990-2006, the average
annual growth rate of oil production was 1.8%,
whereas that of 0il consumption reached 7.3%. The
stagnation in oil production is due to limited oil en-
dowment and aging of major oilfields. Although in
2007, China discovered the Jidong Nanpu oilfield
in the offshore of Bohai Gulf, the biggest find in
40 years and the largest offshore discovery ever in
China, the growth rate of domestic oil outputs will
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likely be moderate. This discovery would undoubt-
edly ease the domestic oil supply pressure, but it
is unlikely to reverse the upward trend of China’s
oil imports. Given that most international agencies,
except OPEC, predicted that oil production will
increase from 184.8 Mt in 2006 to only 189.2-199.2
Mt in 2020, the country’s net import dependency
is set to go north.

Natural Gas

According to Kazakhstan’s proven reserve of
natural gas amounted to 1.9 trillion cubic meters
(Tecm), which are comparable to Canada and
Kuwait. Nearly all of this is associated gas. For
some time Kazakhstan gas production has been
hampered by lack of infrastructure, leading oil
producers to flare gas instead of using it. However,
domestic natural gas production increased over six
times from 162.4 billion cubic feet (Bcf) in 1999 to
1201.2 Befin 2010. The Kazakhstan Government
forecasts natural gas gross production will reach
61.4 billion cubic meters by 2010 and 106.1 bil-
lion cubic meters by 2015. However, much of this
gas is planned to be re-injected into the ground, to
help oil extraction by keeping wellhead pressure.
Natural gas is mainly produced (97% of national
production in 1998) in Atyrau, West Kazakhstan,
and Mangystau regions.

Although production level of Kazakhstan’s
natural gas soared at the turn of the century, the
country’s consumption of natural gas also increased
from 709.8 Bef in 1992 to 1,104.3 Bef in 2010
(Table 2.8), making Kazakhstan a net importer of
natural gas. Kazakhstan’s natural gas imports on
net basis, however fell from 286.1 Bef in 1992 to
113.2 befin 2009.

Kazakhstan could be a larger exporter of natu-
ral gas in Central Asia if related infrastructure is
in place. Given the lack of export infrastructure,
a tremendous amount of natural gas is wasted
every year in form of gas-flaring. A World Bank
commissioned study conducted by the National
Oceanic and Atmospheric Administration (NOAA)
estimated that Kazakhstan was flaring as much as
286 Bef in 2006, making it the fifth largest flarier
worldwide. If such wasted natural gas can be chan-
neled for export, Kazakhstan would easily turn into
a net exporter of natural gas.

Since Kazakh natural gas is a potential competi-
tor with Russian natural gas, several new natural
gas export pipelines from the Caspian Sea region
also are in development or under consideration,
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potentially opening new markets for Kazakh natu-
ral gas. The two branches of the Central Asia Center
(CAC) gas pipeline, the main gas export pipeline
from Central Asia, meet in the southwestern Ka-
zakh city of Beyneu before crossing into Russia
at Alexandrov Gay and feeding into the Russian
pipeline system. Therefore, Kazakhstan is a major
transit route for gas from Turkmenistan to Russia
and on to other markets across the territory of the
former Soviet Union.

Turkmenistan-Kazakhstan-China Pipeline. In
December 2007, Chinese |National Petroleum
Company (CNPC) pledged to invest $2.2 billion in
a 1.06 Tef (30 bem) natural gas pipeline that would
run from Turkmenistan through Uzbekistan and
Kazakhstan to China. According to the construction
plan, the pipeline is expected to start at Gedaim
on the border of Turkmenistan and Uzbekistan
and extend 1,800 km. About 520 km would run
through Uzbekistan and the rest in Kazakhstan to
reach Khorgos in China’s northwestern Xinjiang
region. In August, Turkmenistan and China signed
a 30-year supply agreement for the gas that would
fill the pipeline. CNPC has set up two entities to
oversee the Turkmen upstream project and the
development of the second pipeline that will cross
China from the Xinjiang region to demand centers
in southeast China. The total cost of the entire proj-
ect is expected to be $7.31 billion. Also, Russia is
planning a natural gas pipeline to China.

Central Asia Center Pipeline Expansion. In
December 2007, Russia, Kazakhstan and Turk-
menistan announced the signing of an agreement to
carry Central Asian natural gas from Turkmenistan
to Russia via the existing Central Asia Center gas
pipeline. After the pipeline’s completion in 2012,
the route will have a capacity of 2.6 Tcf (80 Bem),
up from around 2.1 Tcf (60 Bem). The agreement
stipulates that each country will be responsible for
building the section of new pipeline in each of their
respective territories. Russia’s agreement with the
two countries was reportedly contingent on a Rus-
sian pledge to increase its buying price of Central
Asian gas, but the exact price is still undetermined.

China’s proven reserves increased from 1.0
trillion cubic meters (Tcm) in 1990 to 1.9 Tcm in
2007. It now accounts for 1.1% of the world total,
with R/P ratio of 27.2. Reserves are mainly located
in five sedimentary basins: Ordos (27%), Sichuan
(23%), Tarim (19%), Bohai Gulf (8%) and Songliao
(7%). The remaining 16% are distributed in small
reservoirs in about ten basins. The Ordos, Sichuan,
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Tarim and Songliao basins together hold the bulk
of onshore non-associated gas and, therefore, form
the core of potential future production. Gas reserves
from the Bohai Gulf are mostly associated with
oil in mature fields. Bohai Gulf is located clos-
est to the consuming areas of the country and is,
unsurprisingly, the most depleted. Yet the reserves
in the recently discovered fields exceed those of
all the previously discovered fields. The recently
largest discovery, the Sulige field found in 2000,
has proven and probable reserves of 466 Mcm.

China’s natural gas production has been gradu-
ally rising since the mid 1990s, as new fields, par-
ticularly offshore, came on line, and new pipelines
were built. The output level increased from 15,298
Mcm in 1990 to 89.978.2Mcm in 2009 (Table 2.9).

The major expansion of China’s gas production
projected here will call for considerable investment
in pipeline and storage infrastructure, particularly
since production will be increasingly concentrated
in the centre and west of the country, while demand
is concentrated in the southern and eastern prov-
inces. The West-East pipeline, built by CNPC and
fully completed in 2005, connects the Tarim basin
in the remote western Xinjiang Uygur autonomous
region to Shanghai. It has an estimated capacity of
about 1,200 Mcm per year, which is to be increased
to 1,700 Mcm by the beginning of the next decade.
Pipeline capacity is expected to be supplemented
substantially by 2010, through the addition of a
second line with a capacity of 3,000 Mcm per year.
The West-East pipeline forms the backbone of an
ambitious plan to develop a national gas network,
involving 20,000 km of pipelines. Reserves from
the Ordos to Junggar basins, and imports from
Turkmenistan to Kazakhstan will also feed into
the pipeline later.

China’s demand for natural gas increased re-
markably from 15,250 Mcm in 1990 to 69,523
Mcm in 2007, generating pressure on the supply
side. China imported gas — as liquefied natural gas
(LNG) — for the first time in 2006, at 950 Mcm
(Table 3.9). Natural gas imports in China are pro-
Jected to increase sharply, to 1,200 Mcm in 2010,
2,800 Mcm in 2015 and 12,800 Mcm in 2030.

Most imported gas will come by pipeline
from neighboring countries. Beijing has mooted
several large-scale pipelines to bring supplies
from abroad. Among these is a 3,000-km pipeline
from Kazakhstan to Khorgas in Xinjiang which is
due to come on-stream in 2010. It will carry gas
mainly from Turkmenistan (which in 2006 signed
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Table 2: China’s Natural Gas Production, Consumption and Trade, 1990-2010

NG Production NG Consumption NG Imports NG Exports Net NG Exports
Mm? Mm® Mm® Mm? Mm?

1990 15,298.0 15,250.0 0.0 0.0 0.0
1991 15,490.0 15,890.0 0.0 0.0 0.0
1992 15,790.0 15,880.0 0.0 0.0 0.0
1993 16,765.0 16,760.0 0.0 0.0 0.0
1994 17,559.0 17,342.0 0.0 0.0 0.0
1995 17,947.0 17,741.0 0.0 0.0 0.0
1996 20,114.0 18,488.0 0.0 0.0 0.0
1997 22,703.0 19,544.0 0.0 0.0 0.0
1998 23,279.0 20,257.0 0.0 0.0 0.0
1999 25,198.0 21,494.0 0.0 3377.0 3377.0
2000 27,200.0 24,505.0 0.0 3139.0 3139.0
2001 30,329.0 27,430.0 0.0 3039.0 3039.0
2002 32,661.0 29,184.0 0.0 3203.0 3203.0
2003 35,015.0 33,910.0 0.0 1873.0 1873.0
2004 41,460.0 39,670.0 0.0 2440.0 2440.0
2005 49,320.0 46,763.0 0.0 2969.0 2969.0
2006 58,553.0 56,140.9 950.0 2898.0 1948.0
2007 69,310.6 69,523.0 4020.0 5440.0 1420.0
2008 71,214.6 78,768.2 5003.4 6780.3 1007.3
2009 89.978.2 87,675.3 6123.5 7782.6 970.2
2010

a 30-year deal with China to deliver 3,000 Mcm
of gas annually) and also from other Central Asian
countries and will ultimately connect with China’s
planned second west-to-east natural gas pipeline.
Initial capacity will be 1,000 Mcm per year, rising
t0 3,000 Mcm per year by 2011. In addition, CNPC
signed an agreement with Exxon of the USA and
Russia’s Rosneft for an 800 Mcm capacity pipeline
from the Sakhalin-1 project via an as-yet undecided
route from 2011. Two other agreements were also
signed between CNPC and Russia’s Gazprom in
2006 to import gas through pipelines running firstly
via an as yet undetermined route from western Si-
beria to China’s Xinjiang province, and secondly
from eastern Siberia to Heilongjiang province in
north-east China. These lines will have combined
annual capacity of 3,000 Mcm per year, with de-
livery targeted for 2011.

Other gas imports will be in the form of LNG
shipped in by tanker. The first LNG terminal, built
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by BP and Vhinese National Overseas Oil Compa-
ny (CNOOC) in Shenzhen, opened for business in
June 2006. The US$10 billion project will initially
allow the import of 450 Mcm of LNG each year
(sourced from Australia) and up to 1,100 Mcm
each year by 2008. BP has a 30% equity stake in
the project, while CNOOC controls 33%. Six 320
MW gas-fired power plants will ultimately be fed
by gas piped from the terminal. The Shenzhen
LNG terminal is only the first of a dozen others
planned along China’s coast. A second, located
in Fujian province, opened in April 2008 and two
others are under construction in Shanghai and
Dalian. These projects will provide fuel to doz-
ens of gas-fired power plants being constructed
in tandem with the terminals or being converted
from existing oil-fired facilities—part of a plan
to boost gas-generated power from 960,000 kWh
in 2000 (some 0.3% of the national total) to 2.8
billion kWh by 2020.
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Most of China’s planned LNG terminals in the
south will be controlled by CNOOC, while Sinopec
and PetroChina will be active mainly in the north.
CNOOC intends to import 3,450 Mcm of LNG
annually by 2010, when capacity at its gas-fired
plants reaches 9.16 GW. Despite Beijing’s ambi-
tious plans to expand the industry, the economics
of gas usage in China remains an open question
given the country’s abundant supply of coal, which
provides a cheaper energy source. World gas prices
have soared over the past few years and China now
faces stiff competition for gas supplies from other
nations, including South Korea, Japan, and the
US, where some 40 LNG terminals are planned
(Table 2.10).

Coal

Kazakhstan is one of the top ten coal producers in
the world. Its reserves and mines are the third largest
- in the CIS, while its income from coal mining per
capita is the largest in the CIS. The five largest coal
producers in Kazakhstan are located in the Pavlodar
and Karaganda regions and account for 87.7% of the
coal mined in the country. With proven coal reserves
of some 34.5 billion tons of mostly high quality
anthracitic and bituminous coal, Kazakhstan has
the eighth largest reserves in the world, taking over
four percent of the world’s coal. The most valuable
are energy-rich and coking coals.

Coal production in Kazakhstan has fallen by
roughly 35% since independence. Much of the
decline has been because of mine problems (over
30 people died in mining accidents during 2004)
and problems gaining outside foreign investment
to preserve their economic viability. IEA data show
a modest upswing in coal production in 2000 and
2001, and the country’s production again grew by
over 10% 2008. According to the Kazakh Minis-
try of Energy and Natural Resources, the country
aims to be producing 100-105 million tons yearly
by 2015.

Coal production is concentrated in two major
deposits at Karaganda and Ekibastuz, which pro-
duce 95% of the total. Most of Kazakhstan’s coal
is extremely high in ash content. Underground
mines provide 70% of Kazakhstan’s coal and the
rest is from open cast mines. In Karaganda coal is
mined primarily by underground methods, while
Ekibastuzmines are exclusively open cast. All coal
from Ekibastuz is consigned to electricity genera-
tion. Karaganda’s coal is used in both the steel and
thermal power sectors.
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Net exports have some 15%. Although the coal
is inexpensive to produce, there are questions re-
garding the profitability of exports due to the long
distances involved. Markets for Kazakh coal in the
former Soviet Union have contracted since 1990, as
has the country’s internal demand, notwithstanding
re expansion of the economy since 1999. Therefore,
the cooperation between Kazakhstan and China in
coal sector is reasonably limited.

China is the largest coal producer in the world.
China had reported coal proven reserves of 114,500
mt at the end of 2007, about 13.5% of the world’s
proven recoverable reserves, with an R/P ratio of
45. China had reported coal proven reserves of
114,500 mt at the end of 2007, about 13.5% of
the world’s proven recoverable reserves, with an
R/P ratio of 45. The production level more than
doubled from 1, 079.9 mt in 1990 to 3,112.3 mt
in 2010 (Table2.11). Output of steam coal, which
currently accounts for almost 90% of production
in volume terms, increases faster than that of cok-
ing coal. Shanxi province is expected to continue
to dominate coal production, with output from
Inner Mongolia, Shaanxi, Ningxia and Guizhou
also growing significantly. The coastal provinces
produce only 321 Mtce in 2030, an increase of 28%
over 2005 levels but only 10% of China’s total
production, compared to 15% in 2005.

It should be pointed out that Shanxi is a key coal
supplier to other provinces, exporting around 300
million tons, mainly by rail, with the Datong to
Qinhuangdao Port (Daqin) line being of particular
significance, carrying coal for both domestic and
export customers. Despite the remarkable growth
in coal production since 2000, China suffered
electricity blackouts during 2003-2004 partly due
to coal transport bottlenecks. More than one-half
of China’s total coal supply is moved by rail. This
one billion tons of coal accounts for around 44%
of national rail freight. Given the well-known coal
transport bottleneck issue, China finds it more ef-
ficient to get the coal demand from coastal area,
especially centers far away from Shanxi, by import-
ing coal from foreign suppliers, despite that China
does not run short of coal.

China’s coal consumption increased from 1,
055.2 mt in 1990 to 2,897.1mt in 2010 (Table
2.10). Largely because of the transport bottleneck
deadlock, mentioned above, China’s net imports of
coal climbed from 17.3 mt to 59.8 mt, with self-
sufficiency rate of coal dropping from 115.3% in
1990 to 102.2% in 2010. Reports show that China
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is becoming a net importer of coal. In fact, China
became a net importer of steam coal in 2007. Coal
imports to China mainly meet demand in coastal
provinces. Key suppliers in 2030 will be Indonesia,
Australia, South Africa, Mongolia, Vietnam and
Russia. As Kazakhstan is situated at the west side
of China, Kazakhstan coal will not be an ideal item
for the Sino-Kazakh energy cooperation.

Uranium

Kazakhstan has significant uranium reserves
and produces 40% of the total uranium production
in CIS countries. Around 80% of the total is located
in south Kazakhstan (Chu-Sarysu and Syrdarins-
kaya provinces). Another 14% is found in North
Kazakhstan, with the remaining 6% being located
in Central and West Kazakhstan oblasts.

Kazakhstan produced some 5,280 tons of
uranium in 2006 and around 6,600 tons in 2007.
In 2008 year, Kazatomprom produced 14, 000
tons of uranium, and it has the capacity to almost
double this volume. In 2009, Kazakhstan became
the world’s number one natural uranium producer
making headlines around the world as renewed
interest in nuclear energy as a long — term source
of power, after a break of almost three decades,
made all things nuclear hot subjects on the global
political agenda.

Kazakhstan is determined to maintain steady
growth in its uranium production, depending on
business trends, demand for these volumes and
provided that return on investment is secured for
the development of new fields. Kazakhstan’s ura-
nium reserves, production capacities, and necessary
technologies enable to increase uranium output up
to 25,000 tones a year.

Statistics make that renaissance almost palpa-
ble: today, 440 nuclear reactors operate around the
world; a total of 59 reactors are under construction;
149 reactors are being prepared and 342 others are
under serious consideration.

Kazatomprom wants to ride that global nuclear
wave, and wants to expand into other segments of
the market. The plans, already being implemented
in partnership with international companies such
as AREVA, Guandong Nuclear Power Corpora-
tion, RosAtom, Toshiba, and Sumitomo, foresee
the production of highly technological products,
including reactor fuel assemblies and, in the fu-
ture, reactors themselves. For that, Kazakhstan has
the necessary potential, including raw materials,
highly — professional specialists, political stability
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and reputation of a reliable partner in the field of a
safe and peaceful use of atomic energy. Indeed, in
recent years, Kazakhstan has engineered a number
of deals that underline the country’s economic and
commercial multilateralism.

In 2007, Kazatomprom bought 10% of Toshiba
— owned Westinghouse, one of the largest manu-
facturers in the US nuclear industry. The follow-
ing year, Canada’s Cameco Corporation, building
on an earlier cooperation agreement, announced a
joint venture to build a uranium conversion plant
in Ust-Kamenogorsk. Moreover, during the last
two years, Kazatomprom has been working with
France’s Areva and signed an agreement to from
a joint venture called Ifastar, aimed at develop-
ment of domestic nuclear fuel manufacturing.
On 24 March 2010, Kazatomprom and Japan’s
Sumitomo Corporation agreed to set up a joint
venture called Summit Atom Rare Earth Company
(SARECO) to engage in exploration for rare earth
metals.

Another Kazakh venture is the Unified Uranium
Company, a joint venture with Russian partners
from Rosatomprom and a consortium of French,
Chinese and Japanese companies. While pushing
forward with uranium development, Kazakhstan
is mindful of proliferation risks associated with
this and has been working within the Treaty on the
Non — proliferation of Nuclear Weapons in close
cooperation with the International Atomic Energy
Agency (IAEA). Projects are aimed at increase of
the security level of the utilization of nuclear power
and implementation of new progressive methods in
industry, science and the social sphere, including
health care and environmental protection.

By 2015, Kazakhstan aims to more than double
its uranium production and become the world’s
largest supplier, racing ahead of Australia and
Canada. It intends to supply one third of global
demand by 2030.

While this may be ambitious, surging uranium
prices and declining stockpiles of blended-down
weapons-grade nuclear fuel define the market
today. This creates strong incentives for the na-
tional nuclear industry company, KazAtomProm,
and international atomic corporations to increase
investment in order to provide more uranium to
the world markets. The country may continue to
increase production, provided that demand keeps
rising, which is probable, with China and other
countries building nuclear reactors at a brisk clip.
KazAtomProm aspires to build a vertically inte-
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grated company active in all stages of the nuclear
production cycle to increase its share of value-
added nuclear exports chain. It would primarily
target sales to the Chinese, Japanese, and Indian
markets, and possibly the U.S.

In November 2007, Astana and Beijing agreed
to an equity swap in the nuclear industry. China will
getup to a 49% stake in a Kazakh uranium mining
venture with KazAtomProm, while KazAtomProm
will gain equity in Chinese nuclear fuel process-
ing or nuclear power generation plants. Boosting
uranium output comes just in time, as Beijing needs
large uranium supplies to fuel its expanding nuclear

power generation. According to the agreement,
China National Nuclear Corporation and China
Nuclear Guangdong Power Corporation, China’s
major nuclear power companies, will form a joint
venture with KazAtomProm. This joint venture
will process Kazakh uranium in facilities located
in Kazakhstan, and provide much-needed technol-
ogy transfer to Astana. Thus, KazAtomProm will
become the first foreign company to hold a stake
in China’s secretive nuclear industry, which, ex-
perts believe, highlights China’s aggressive pace
in securing access to Central Asian energy beyond
hydrocarbons.

SOURCES:

Andrews-Speed Ph., Xuanli Liao, Dannreuther R. The Strategic Implications of China’s Energy Needs. Adeplhi
Paper 346. — Oxford, New York: Oxford University Press, 2002. — 115 p.

Babayan D. “Some of China’s Geopolitical Vectors in Central Asia”. Central Asia and Caucasus (Luled, Sweden).
Vol. 11. 2010. Ne 4, pp. 53-65.

Bates, G., & Oresman, M. (2003). China’s New Journey to the West. Washington D.C.: Center for Strategic and

International Studies.

Bosbotinis J. “Sustaining the Dragon, Dodging the Eagle and Batring the Bear? Assessing the Role and Im-
portance of Central Asia in Chinese National Strategy”. The China and Eurasia Forum Quatterly (ISDP,
Stockholm) 2010. Vol. 8. No. 1, pp. 73-94. '

BP. (2009). Statistical Review of World Energy. London: British Petroleum.

Bratersky Maksim, Suzdaltsev Andrei. “Central Asia: a region of economic rivalry among Russia, China, the
US., and the EU”. Central Asia and Caucasus (Lulea, Sweden). Vol. 15. 2009. Ne 2, pp. 78-89.

Brzezinski, Z.. Grand Chessboard: American Primacy and Its Geostrategic Imperatives— New York: Collins,

1997. - XIV+223 pp.

Burghart DL., Sabonis-Helf Th. (eds.) In the Tracks of Tamerlane. Central Asia’s Path to the 21st Century. —
Washington, DC: NDU, 2004. — XXII + 478 pp.
Burles M. Chinese Policy toward Russia and Central Asian Republics. — Santa Monica (CA): RAND Corpora-

tion, 1999. — 84 p.

Carlson, B. (2007). The Limits of Sino-Russian Strategic Partnership in Central Asia. Journal of Public and
International Affaires , 18 (Spring), 165-187.

Catlson B.G. “Waving the Banner of Independence: Kazakhstan’s Relations with Russia, China and the United
States”. Central Asia’s Affairs (Almaty, KazISS). 2008. No 3, pp. 21-31.

Central Asia: Decay and Decline. Asia Report N°201. 3 February 2011. - Bishkek/Brussels: ICG, 2011. —IIT+42 pp.

Central Asia Forum. Institute of Central Asia Studies (Urumgj). 2008. No 2. — Urumgi: XASS, 2008. — 181 p.

“Change and Continuity in Energy Geopolitics”. Central Asia Seminats. 1st GCSP-OSCE Academy Seminar:
“Central Asia 2008”. Geneva Papers 7. — Bishkek, Geneva: OSCE Academy, 2008, pp. 25-26.
Chin-Hao Huang, “China and the Shanghai Cooperation Organization: Post-Summit Analysis and Implications
for the United States”. The China and Eurasia Forum Quarterly. February 2006. Vol. 4, No. 3, pp. 15-21.
Christoffersen G. “East Asian Energy Cooperation: China’s Expanding Role”. The China and Eurasia Forum
Quarterly (ISDP, Stockholm) 2008. Vol. 6. No. 3, pp. 141-168.

Christoffersen G. “China’s Intentions for Russian and Central Asian Oil and Gas”. NBR Analysis Series (National
Bureau of Asian Research). March 1998. Vol. 9. No. 2, pp. 1-34.

Cohen A. Kazakhstan: the Road to Independence. Energy Policy and the Birth of a Nation. — Wiashington,
DC: Central Asia-Caucasus Institute & Silk Road Studies Program, 2008. - 287 p-

Cohen A. Russia and Eurasia. A Realistic Policy Agenda for the Obama Administration. - Washington, DC:
The Heritage Foundation, 2009. — 60 p.

Contemporary Kazakhstan: the Way Ahead. Eds. by A Mohanty and S.Swain. — New Delhi: Axis Publications,

2009. — XV+314 pp.

Cole BD. Ol for the Lamps of China — Beijing’s 21st — Century Search for Energy. - Washington, D.C.: NDU,

2003. X + 95 pp.

Contessi N.P. “China, Russia and the Leadership of the SCO: a Tacit Deal Scenario”. The China and Eurasia
Forum Quarterly (ISDP, Stockholm) 2010. Vol. 8. No. 4, pp. 101-124.
Cooley Alexander. “Cooperation Gets Shanghaied. China, Russia, and the SCO”, Foreign Affaits, 14 December,

2009.

Gentral Asia's

AFFAI“S ‘ QUARTERLY ANALYTICAL REVIEW | 2(43)/2011



BECONO N

Central Asia’s 1

QUART

ERLY AN

ALYTICAL

REVIEW

Cotnell S., Nilsson N. Europe’s Energy Security: Gazprom’s Dominance and Caspian Supply Alternatives. -
Washington, D.C.: Caucasus Institute & Silk Road Studies Program, 2008. — 166 p.

Croissant M.P, Aras B. (eds.). Oil and geopolitics in the Caspian Sea Region. Foreword by P.Clawson. — West-
port: Praeget, 2000. — XX+305 pp-

Cummings S.N. (ed) Power and Change in Central Asia. — London, New York: Routledge, 2002. — VIII+158 pp.

Daly J.CK. Kazakhstan’s Emerging Middle Class. - Washington, DC: Central Asia-Caucasus Institute & Silk
Road Studies Program, 2008. — 100 p.

Da Wei, “Has China Become Tough?”. China Security (World Security Institute). 2010. Vol. 6. No. 3, pp. 35-42.

Dave B. Kazakhstan — Ethnicity, Language and Power. — London: SOAS, 2008. — 256 p.

Davis van Wie E., Azizian R. (eds.) Islam, Oil and Geopolitics: Central Asia after September 11. — Boulder
(CO): Rowman and Littlefiled Publishets, 2007. — VII+308 pp.

De Haas, M. (2008, November 27). Russia-China Security Cooperation. Power and Interest News Report .

Delmejian R.H., Simonian H. Troubled Waters. The Geopolitics of the Caspian Region. — London: Taurs,
2003. - 281 p.

Dixon A. Kazakhstan: Political Reform and Economic Development. - TLondon: The Royal Institute of In-
ternational Affairs, 1994. - X+42 pp.

Dodonov V. “Kazakhstan and China: Trade and Economic Cooperation”. The China and Eurasia Forum
Quarterly (ISDP, Stockholm) 2010. Vol. 8. No. 4, pp. 11-16.

Dolzhikova O. “Kazakhstar’s Response to Regional Economic, Political and Security Challenges”. Himalayan
and Central Asian Studies (New Delhi). 2008. Vol. 12. No 3-4, pp. 50-65.

Dong Xiaoyang. “Issues of Chinese-Kazakhstani Energy Cooperation”. Kazakhstan in Global Processes
(Almaty). 2005. No 3, pp.32-40.

Dunay P. “Not Beyond Limits: The Prospects of the Shanghai Cooperation Organization”. GCSP Policy Paper
n°5. — Geneva: GCSP, 2010. — 6 p.

Emerson M., Boonstra ., Hasanova N., Laruelle M., Peyrouse S. Into Burasia: Monitoring the EU’ Central
Asia Strategy. Report of the EUCAM Project. — Brussels: CEPS, Madrid: FRIDE, 2010. — III+143 pp.

Environmental Performance Review: Kazakhstan. — Geneva: UNECE, 2001-02.

The EU and Central Asia: Strategy for a New Partnership. — Brussels: PRC, 2007. - 20 p.

Burasia Golden Hub: Kazakhstan, — Seoul: Common Life Books, 2010. - 352 p.

Eyvazov J. “China in Central Butasia: Security Interests and Geopolitical Activity” Central Asia and Caucasus
(Lulea, Sweden). Vol. 11. 2010. Ne 1, pp. 8-18.

Fishelson, J. (2007). From the Silk Road to Chevron: The Geopolitics of Oil Pipelines in Central Asia. The
Journal of Russian and Asian Studies @.

Fuller G.E., Starr SE The Xinjiang Problem. — Washington, DC: Central Asia-Caucasus Institute, 2003. - 82 p.

Garnett Sh. (ed) Rapprochement or Rivalry? Russia-China Relations in a Changing Asia. — Washington: The
Carnegie Endowment for International Peace, 2000.

Gatnett Sh., Rahr A., Watanabe K. The New Central Asia. A Report to the Trilateral Commission: 54 (Octo-
ber). — New York, Paris, Tokyo: The Trilateral Commission, 2000. - 79 p.

Garnett SW. “The Strategic Challenge of Kazalkhstan and Inner Asia”. Thinking Strategically. The Major
Powers, Kazalhstan, and the Central Asian Nexus. Ed. by R.Legvold. — Cambridge (Mass.), London: The
MIT Press, 2003, pp. 217-234.

Gazprom. (2009). South Stream: Ensuting Burope’s Future Energy Security. Moscow.

Gill B,, Oresman M. China’s New Joutney to the West. China’s Emergence in Central Asia and Implications for
US. Interests. A report of the CSIS Freeman Chair in China Studies. Foteword by Z Brzezinski. — Washington,
D.C.: The CSIS, 2003. — XI+51 pp.

Gokay B. (ed). The Politics of Caspian Oil. - Houndmills, Basingstoke, Hampshi~re, New York: Palgrave,
2001. — IX+232 pp.

Guangcheng Xing, “China and Central Asia”. Central Asian Security. The New International Context. Eds. by
Allison R., Jonson L. — London, Washington: RTIA/Brooking Institution Press, 2001, pp. 152-170.

Hagt E. “China’s Water Policies: Implications for Xinjiang and Kazakhstan”. Central Asia-Caucasus Analyst.
_ Washington: CSIS, 2003.

Hatemi Peter and Wedeman Andrew “Oil and Conflict in Sino-American Relations”. China Secutity, Vol. 3
No. 3 Summer 2007, pp. 95— 118.

He Wenping, “Overturning the Wall: Building China’s Soft Power in Africa”. China Security (Wotld Security
Institute). 2010. Vol. 6. No. 1, pp. 63-69.

Holm-Halsen J. Tettitorial and Ethno-Cultural Self-government in Nation-building in Kazakhstan. — Oslo:
Norwegian Institute for Urban and Regional Research, 1997. - 100 p.

Houser Trevor & Levy Roy. “Energy Security and China’s UN Diplomacy”. China Security, Vol. 4 No. 3 Sum-
mer 2008, pp. 63-73.

Huasheng Zhao, “Central Asia in China’s Diplomacy”, in Eugene Rumer, Dmitti Trenin, Huasheng Zhao,
Central Asia. Views from Washington, Moscow and Beijing, New York: M. E. Sharpe, 2007.

Ibraimov S. “China-Central Asia Trade Relations: Economic and Social Patterns”. The China and Eurasia
Forum Quarterly (ISDP, Stockholm) 2009. Vol. 7. No. 1, pp. 47-60.

Trvine R. “Primacy and Responsibility: China’s Perception of Its International Future”. China Security (World
Security Institute). 2010. Vol. 6. No. 3, pp. 15-34.

G



ECONOMY

Central Asia's

FFAIRS

‘ QUARTERLY ANALYTICAL REVIEW | 2(43)/2011

Ismailov E., Papava V. Rethinking Central Eurasia. — Washington, D.C.: Central Asia-Caucasus Institute & Silk
Road Studies Program, 2010. — 118 p.

Jen-kun Fu. “Reassessing a “New Great Game” between India and China in Central Asia”. The China and
Eurasia Forum Quartetly (ISDP, Stockholm) 2010. Vol. 8. No. 1, pp. 17-32.

Jen Kun Fu. Xinjiang-Uighur Issue and Its Development. — Taipei: Centet for Euro-Asian Studies, 2004. — 108 p.

Jones Luong P. Economic Decentralization in Kazakhstan: Causes and Consequences. — Yale: Yale University,
2003.

Johnson, R. (2006). Spying for Empire: The Great Game in Central and South Asia, 1757~1947. London:
Greenhil.

Jonson, L., & Allison, R. (2001). Central Asian Secutity: Internal and External Dynamics. In L. Jonson, & R.
Allison (Eds.), Central Asia Security: The New International Context. Washington, D.C.: Brookings Institution.

Karimi, A. (1998). Examination of Oil and Gas Transmission Routes of the Caspian Sea. Challenges and Solu-
tions of the Caspian Sea Area Oil and Gas. Second international Conference of the Caspian Oil and Gas..
Tehran: Institute for Research on Russia, Central Asia and Caucasus.

Kassenova, N. (2009). Kazakhstan and the South Caucasus Cottidor in the Wake of the Georgian-Russia Wat.
EUCAM (3).

Kaukenov A. “Chinese Diplomacy in Central Asia: a Critical Assessment”. Great Powers and Regional Integra-
tion in Central Asia: a local Perspective. Eds. By M.Esteban and N.de Pedro. — Madrid: Exlibris Ediciones,
2009, pp. 35-51.

Kaukenov A. “Kazakhstan-China Relations: Unity and Struggle of Interests”. Central Asia’s Affairs (Almaty,
KazISS). 2009. No 3, pp.19-21.

Kazakhstan-OSCE 2010. State Book. — London: Caspian Publishing House, 2010. — 320 p.

Kazakhstan Special.. Himalayan and Central Asian Studies (New Delhi). 2008. Vol. 12. No 3-4. — 182 p.

Kazakhstan Today. Ed. by B.Sultanov. — Almaty: KazISS, 2010. — 356 p.

Kazakhstan. Country Profile 2010. — Astana: MFA, 2010. — 252 p.

Khodzhaev A. “The Central Asian Policy of the People’s Republic of China”. The China and Eurasia Forum-
Quartetly ISDP, Stockholm) 2009. Vol. 7. No. 1, pp. 9-28.

Kleveman L. The New Gtreat Game. Blood and Oil in Central Asia. — London: Atlantic Books, 2003. —
XX+283 pp.

Kiigiik Zeki Furkan. “China’s Energy Policy toward Central Asia and the Importance of Kazakhstan”. Central
Asia and Caucasus (Lulea, Sweden). Vol. 15. 2009. Ne 2, pp. 33-46.

Kurlantzick J. Charm Offensive: How China’s Soft Power is transforming the Wotld. — Yale: Yale University
Press, 2007. — 306 p.

Laruelle M., Peyrouse S. China as a Neighbor: Central Asian Perspectives and Strategies. — Washington, DC:
Central Asia-Caucasus Institute & Silk Road Studies Program, 2009. - 201 p.

Laumulin Murat. “Gazprom as a Transnational Corporation and Central Asia”. Central Asia and Caucasus
(Lulea, Sweden). Vol. 11. 2007. Ne 6, pp. 19-31.

Legvold R. (ed.). Thinking Strategically. The Major Powers, Kazakhstan, and the Central Asian Nexus. — Cam-
bridge (Mass.), London: The MIT Press, 2003. — XII+243 pp.

Len C., Tomohiko U,, Tetsuya H. (eds.). Japan’s Silk Road Diplomacy. Paving the Road Ahead. — Washington,
DC: Central Asia-Caucasus Institute & Silk Road Studies Program, 2008. - 206 p.

Leung Guy CK. China oil use, 1990-2008. Energy Policy 38 (2010), pp. 932-944.

Leung Guy C.K. China’s energy security: Perception and reality. Energy Policy 39 (2011), pp. 1-8.

LeVine S. “Oil Companies Settle Flap with Kazakhstan”. Wall Street Journal. January 2003.

Li Lifan, Ding Shiwu. “Geopolitical Interests of Russia, the US. and China in Central Asia”. Central Asia and
the Caucasus (Lulea, Sweden). 2004. No 3, pp. 139-146.

Linn Johannes E “Central Asia — National Interests and Regional Prospects.”” China and Eurasia Forum Quat-
tetly, Volume 5, No. 3 (2007) p. 5-12.

Liu Yong. “An Economic Band-Aid: Beijing's New Approach to Xinjiang”. China Security (Wotld Security
Institute). 2010. Vol. 6. No. 2, pp. 21-30.

Malysheva D. “China and Central Asia: the Role of the Shanghai Cooperation Organization (SCO)”. Central
Asia and South Caucasus Affairs: 2003. eds. by B.Rumer and Lau Sim Yee.- Tokyo: The Sasakawa Peace
Foundation, 2003, pp.51-76

Matten, K. (2007). Russian Efforts to Control Kazakhstan’s Oil: The Kumkol Case. Post Soviet Affaits , 23
(1), 18-37.

Matusov A “Energy Cooperation in the SCO: Club or Gathering?”. The China and Eurasia Forum Quarterly
(ISDP, Stockholm) 2007. Vol. 5. No. 3, pp. 83-99.

Medeiros E.S. (a.0)) Pacific Currents. The responses of U.S. Allies and Security Partners in East Asia to China’s
Rise. — Santa Monica (CA): RAND Corporation, 2008. — XXVIII+279 pp.

Medeiros E.S. China’s International Behavior: Activism, Opportunism, and Diversification. - Santa Monica
(CA): RAND, 2009. — XXTIX+247 pp.

Melet Y. “China’s Political and Economic Relations with Kazakhstan and Kyrghyzstan”. Central Asian Survey.
1998. Vol.17. No. 2, pp. 229-252.

Merry E.W. Russia and China in Asia: Changing Great Power Roles. — Washington, DC: American Foreign
Policy Council, 2002. — IX+61 pp.

Ut
U



ECONOMY

GCentral Asia’s

AFFAIRS

E QUARTERLY ANALYTICAL REVIEW

Mohanty A. “Reflections on Kazakh economic Transformation”. Eurasian Report (New Delhi). 2008. Vol.2.
No 3, pp. 64-73.

Morozov Y. “The Possible Consequences of Publicizing Myths about the Chinese Threat”. Central Asia and
Caucasus (Lulea, Sweden). Vol. 11. 2010. Ne 2, pp. 103-113.

O’Brien R.D. “China’s Indigenous Innovation: Origins, Components and Ramifications”. China Secutity (World
Security Institute). 2010. Vol. 6. No. 3, pp. 51-66.

Olcott M.B. “Kazakhstan: Will “BRIC” be Spelled with a K?”. The China and Eurasia Forum Quarterly (ISDP,
Stockholm) 2008. Vol. 6. No. 2, pp. 41-54.

Ong, R. (2005). China’s Security Interests in Central Asia. Central Asian Survey, 24 (4), 425-439.

Oresman M. “Reassessing the Fleeting Potential for US.-China Cooperation in Central Asia:. The China and
Furasia Forum Quarterly (ISDP, Stockholm) 2008. Vol. 6. No. 2, pp. 5-14.

Paramonov V., Strokov A. “China in Central Asia: Energy Interests and Energy Policy”. Central Asia and
Caucasus (Lulea, Sweden). Vol. 11. 2010. Ne 3, pp. 18-30.

Paramonov V, Strokov A., Stolpovskiy O. “Stages of China’s Economic Policy in Central Asia” Central Asia
and Caucasus (Lulea, Sweden). Vol. 11. 2010. Ne 1, pp. 107-116.

Paramonov V., Strokov A., Stolpovskiy O. “China in Central Asia”. Central Asia and Caucasus (Lulea, Sweden).
Vol. 11. 2010. Ne 4, pp. 66-78.

Patnaik A. “Compating India’s and China’s Approaches in Central Asia”. Central Asia Secutity Policy Brief No
2. - Bishkek: OSCE Academy, 2010 - 11 p.

Peck A.E. Economic Development in Kazakhstan: the Role of Large Entetprises and Foreign Investment. —
London: Routedge Curzon, 2004.

Peyrouse S. “The Hydroelectric Sector in Central Asia and the Growing Role of China”. China and Eurasia
Forum Quartetly, Volume 5, No. 2 (2007) p. 131-148

Peyrouse S. The Economic Aspects of the Chinese-Central Asia Rapprochement Washington, DC: Central
Asia-Caucasus Institute & Silk Road Studies, 2008. - 73 p.

Peyrouse S. “Sino-Kazakh Relations: A Nascent Strategic Partnership”. China-Brief. 2008. Vol. VIIIL. Issue
21, pp. 11-15.

Peyrouse S. “Chinese Economic Presence in Kazakhstan”. China Perspective. 2008. No 3, pp. 34-49.

Peyrouse S. “The New Aetial Silk Road” between Central Asia and China”. Central Asia-Caucasus Analyst, 1
October 2008.

Peyrouse S. “China’s Recent Advances in Central Asia”. Central Asia-Caucasus Analyst, 10 December 2008.

Peyrouse S. Central Asia’s growing Partnership with China, EUCAM Wotking Papet No. 4, October 2009. —
Brusxelles: EUCAM, 2009. — 15 p.

Peyrouse S. “Military Cooperation between China and Central Asia: Breakthrough, Limits, and Prospects”.
China Brief. Vol. X. Is. 5. March, 2010, pp. 10-14.

Peyrouse S,, Laruelle M. “The Shanghai Cooperation Organization: Successes and Challenges:. The Journal of
Central Asian Studies (Kashmir University). 2009. Vol. 28. No. 1, pp. 1-14.

Piskur, M. (2006). The B'T.C. Pipeline and the Increasing Importance of Energy Supply Routes. Power and
Interest News Report.

Rumer B. (ed.) Central Asia. At the End of Transition. - Armonk, New York, London: M.E.Scharpe, 2005.
— XIII + 449 p.

Rumer E., Trenin D, Zhao Huasheng, With an Introduction of R.Menon. Central Asia. Views from Washington,
Moscow and Beijing. — Armonk, New York, London: M.E.Sharp, 2007. — VII+224 pp.

Robbins Ch. In Search of Kazakhstan. The Land that Disappeated. — London: Profile Books, 2007. — 296 p.

Sabonis-Helf Th. “The Rise of the Post-Soviet Petro-States: Energy Exports and Domestic Governance in
Turkmenistan and Kazakhstan”. In the Tracks of Tamerlane. Central Asia’s Path to the 21st Century. Eds.
by D.L.Burghart, Th.Sabonis-Helf. — Washington, DC: NDU, 2004, pp. 159-186.

Saurbek Zh, “ICazakh-Chinese Energy Relations: Economic Pragmatism or Political Cooperation?” The China
and Burasia Forum Quarterly ISDP, Stockholm) 2008. Vol. 6. No. 1, pp. 79-94.

Shaikhutdinov Matat. “I azakhstan and the strategic Interests of the global Players in Central Asia”. Central
Asia and Caucasus (Lulea, Sweden). Vol. 15. 2009. Ne 2, pp. 134-142.

Schicor Y. “China’s Central Asian Strategy and the Xinjiang Connection: Predicaments and Medicaments in
a Contemporary Perspective”. The China and Eurasia Forum Quarterly (ISDP, Stockholm) 2008. Vol. 6.
No. 2, pp. 55-74.

Sheives, K. (2006). China Turns West: Beijing’s Contemporary Strategy Towards Central Asia. Pacific Affairs
, 79 (2), 205-224.

$fr J., Hordk S. “China as an Emerging Superpower in Central Asia: The View from Ashkhabad”. The China
and Eurasia Forum Quattetly (ISDP, Stockholm) 2008. Vol. 6. No. 2, pp. 75-88.

Siddiky I.A. “Towards a New Framework for Cross-Border Pipelines: The International Pipeline Agency”. The
China and Eurasia Forum Quartetly (ISDP, Stockholm) 2010. Vol. 8. No. 3, pp. 121-127.

Special Report: Kazakhstan. New Europe (Brussels). 2010. No 878.-32p.

Sprechler M.C. “Why Does China Have No Business in Central Asia?””. The China and Eurasia Forum Quartetly
(ISDP, Stockholmy). 2009. Volume 7. No. 2, pp. 3-15.

Starr SF. (ed)) Xinjiang China’s Muslim Borderland. — New York, London: M.E.Sharp, 2004. — XV + 484 pp.

Starr ES.E. A Greater Central Asia: Partnership for Afghanistan and Its Neighbors. The Central Asia-Caucasus

2(43)/2011 56



ECONOMY

Institute and Silk Road Studies Program. — Washington, DC: Joint Transatlantic Research and Policy Center,
2005. - 38 pp.

Start SE In Defense of Greater Central Asia. - Washington, D.C.: Central Asia-Caucasus Institute & Silk Road
Studies Program — A Joint Transatlantic Research and Policy Center Johns Hopkins University-SAIS,2008.
-18p.

Sutter R. “Durability in China’s Strategy toward Central Asia —Reasons for Optimism”. The China and Eurasia
Forum Quarterly (ISDP, Stockholm). 2008. Vol. 6. No. 1, pp. 3-10.

Syroezhkin K. “China’s Presence in Kazakhstan: Myths and Reality”. Central Asia and Caucasus (Lulea, Sweden).
Vol. 12. 2011. Ne 1, pp. 101-114.

Syroezhkin K. “China in Central Asia: from Trade to Strategic Partnership”. Central Asia and Caucasus (Lulea,
Sweden). Vol. 8. 2007. Ne 3, pp. 40-51.

Syroezhkin K. “Social Petceptions of China and the Chinese: A View from Kazakhstan”. The China and
Eurasia Forum Quarterly (ISDP, Stockholm) 2009. Vol. 7. No. 1, pp. 29-46.

Victor D.G,, Jaffe A.V,, Hayes M.H. Natural Gas and Geopolitics : from 1970 to 2040. — Cambsidge: Cambridge
Unversity Press, 2006. — 534 p.

Walsh, J. R. (1993). China and the New Geopolitics of Central Asia. Asian Survey , 33 (3), 272-284.

Waugh D.C. “The making of Chinese Central Asia:. Central Asian Survey (Oxford). 2007. Vol. 26. Issue 2,
pp. 235-250.

Weitz, R. (2006). Averting a New Great Game in Central Asia. The Washington Quartetly , 29 (3), 155-167.

Weitz R. Kazakhstan and the New International Politics of Eurasia. — Washington, DC: Central Asia-Caucasus
Institute & Silk Road Studies, 2008. - 189 p.

Weller R.Ch. Rethinking Kazakh and Central Asian Nationhood. A Challenge to Prevailing Western Views. -
Los Angeles: Asia Research Associates, 2006.

Wesley M. (ed.). Energy Security in Europe. — London: Routledge, 2007. — 251 p.

Xiaolin Guo Towards Resolution: China in the Myanmar Issue, March 2007. — Washington, D.C.: Central Asia-
Caucasus Institute & Silk Road Studies Program, 2007.

Xiaojie Xu. “The Oil and Gas Links between Central Asia and China: a Geopolitical Petspective” OPEC
Review. March 1999.

Xing Gucmgcheng, “China’s Foreign Policy Toward Kazakhstan”. Thinking Strategically. The Major Powers,
Kazakhstan, and the Central Asian Nexus. Ed. by R.Legvold. — Cambridge (Mass.), London: The MIT
Press, 2003, pp. 107-140.

Yan Shu. “The Caspian Oil and PRC. National and Regional Secutity of Central Asian States in Caspian Basin.
— Almaty: KazISS, 2000, pp.69-72.

Yao Peisheng, “10 Years of Chinese-Kazakhstan Relations: Results and Perspectives”. Kazakhstan and Con-
temporary Wotld (Almaty). 2002. No 1, pp. 27-30.

Zhang Libin and Jason Lee. “Untangling China’s Energy Policy”. China Security Vol. 4 No. 3 Summer 2008.

Zhao Huasheng, “The Shanghai Cooperation Organization at 5: Achievements and Challenges Ahead”. The
China and Eurasia Forum Quarterly. February 2006. Vol. 4, No. 3, 105-123.

Zhao Huasheng, “China, Russia, and the US.: their Interests, Postures, and Interrelations in Central Asia”.
Central Asia and the Caucasus (Lulea, Sweden). 2004. No 5, pp. 116-125; No 6, pp. 86-94.

Zhao Huasheng, “The Problems of China Policy in Central Asia”. Kazakhstan in Global Processes (Almaty).
2004. No 2, pp.63-73.

Zhao Huasheng. “A Chinese View on the US Role for Security Providing in Central Asia:. Cooperation of
Central Asian Countries and the USA for Security Providing in the Region. — Almaty: IWEP, 2005, pp. 41-58.

Zhao S. “China’s Periphery Policy and its Asian Neighbors”. Security Dialogue. 1999. Ne 3, pp. 335-346.

Zhou Xiaopei. “Cooperation between SUAR (PRC) and Kazakhstan: Achievements and Prospects”. Kazakhstan
and Contemporary World (Almaty). 2004. No 3, pp. 64-67.

Gentral Asia’s

57
AFFAIHS 1 QUARTERLY ANALYTICAL REVIEW [ 2(43)/2011 3



[N TLER N1 P G

Government and Givil
Society in Kazakhstan:
Maturity and
Responsihility

ABZAL NUKENOV,
Candidate of Political S'cience, Director, Institute of Contemporary Researche, Guprilev
Eurasian National University

he events in the neighboring Kyrgyzstan
are the most unfortunate example of the
relations between government and civil
society.

Obviously enough, the power change and the
subsequent destabilizing processes in Kyrgyzstan
rooted in the social and economic situation. How-
ever, the situation could have been resolved oth-
erwise to avoid violence and tragic consequences.

What is the situation in Kazakhstan? The is-
sue of formation of a certain political culture in a
society is not at all an idle question. It is increas-
ingly relevant taking into account those events and
processes which occur in the country in the context
of state-building. Certainly, the basic subjects in
this case are the government and the civil society.
Therefore, it is crucial to have a clear understanding
of the responsibility of the each party.

Relations of government and civil society in
Kazakhstan have been eventful and intensional for
the years of independence. The introduction of the
state-guaranteed social order system became an
important step towards a genuine partnership of
the government and the civil society. The document
aimed at enhancing of the civil sector stipulated
that the government would provide financial as-
sistance to the social projects implemented by
non-governmental organizations (NGOs). While
traditional democracies give the priority to the non-
governmental organizations to resolve social prob-
lems, Kazakhstan laid the emphasis on adjustment
of the system of interrelations of the government
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and the NGOs. This pattern can be easily explained
as do not have similar experience.

It is necessary to mention that the things have
considerably changed for these years. The certain
mode of cooperation has been established with a
clear and quite comprehensible channel for part-
nership. The outline of emerging civil sector has
appeared. The NGOs have also more accurately
positioned their sectoral preferences.

What are the current developments? The gov-
ernment shall reconsider each project in terms of
its relevance and efficiency, to analyze the potential
and capacities of civil sector to resolve social is-
sues. A new stage of cooperation assumes a more
effective policy in the direction. Provided the civil
sector is enough responsible and capable to take
certain functions of the government in a designated
direction, the issue of administrative reforms will
be inevitability raised.

Accurate and effective redistribution of govern-
ing functions between authorities of various levels
is necessary. At the same time, transfer of some
functions to the responsible partners from civil sec-
tor shall enhance the efficiency of the state bodies.
These measures will lower red tape practices. For
example, intensification of the trade unions’ activi-
ties for protection of labor rights, wider involve-
ment of the NGOs in volunteer activities to help
the handicapped and elderly. There are numerous
examples of effective participation of the NGOs in
the cause of civil society development. While the
government reserves the control functions.
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Currently, internal policy departments on local
level and the Ministry of Culture on national level
are the only active partners of the NGOs. However,
the potential scale and focus of the civil sector is
big enough. The targeted and comprehensive co-
operation is needed in sports, ecology, education,
public health services, law enforcement, culture
and other spheres. Obviously, the concrete legal
basis is necessary here to outline the responsibili-
ties of the parties and the scope of their activities.

Transformation of the civil sector into a more
active and effective partner of the government,
increase of social weight of the NGOs is by it self
strengthening the statehood.

Some experts, however, argue that we have not
had civil society yet. Theoretically, there is some
truth in this. Though, on the other hand, we shall
not ignore the process. Waiting for tomorrow’s light
awakening of the civil society, we waste precious
time which will be very hard to make up for. And
life goes on, today won’t repeat tomorrow. There-
fore, the issue is becoming increasingly relevant.

The question is whether the relations between
government and civil society in Kazakhstan today
are mature enough. Do the various groups of in-
terests both in society and power understand the
responsibility above them?

Not to mention the remote past, it is enough to
remember the recent events. The last half a year
were the test for the political maturity in Kazakhstan.

What are those factors making us to draw the line?

First. The People’s Assembly of Kazakhstan
issued the draft of the Doctrine of National Unity
which led to a deep discontent in a certain part of
the public. The national-patriotism was brought up
to public debate. A number of figures of culture, art,
science, and politics appeared in the mass media
with quite resonant statements and alerted the pub-
lic. A number of experts presented an alternative
draft of the document. The subsequent negotiations
resulted in the consensus reached by the opposing
parties. Eventually, we had a new edition of the
Doctrine which was the product of a joint work of
power and civil society.

Conclusion: Rubicon has been passed. We have
stepped forward to a civilized discussion concern-
ing a very sensitive issue of interethnic relations
and civil self-identification. It is important to notice
that in this case the government itself (wishing that
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or not) became the initiator of the dialogue. We
shall not lose the opportunity and keep the dialogue
platform open to advance further in this direction,
as the issue is not resolved.

Second. Kazakhstan joining the Customs Union
with Belarus and Russia is another hot topic. The
theory and practice may once again make a great
difference. Experts give ambiguous estimations.
The main argument of the opponents is that Ka-
zakhstan may lose its independence. At the same
time, there is a certain understanding that this a
necessary step to enhance independence. The issue
is too complicated and ambiguous.

Conclusion: more measures to promote open
public debate are needed from the government.

Third. For the fist time, since very long ago,
the young activists were ready to take to the streets
with a number of serious claims to the govern-
ment. It was the most courageous political move
of the youth during the last years. All waited for
the day with impatience. There were negotiation
of representatives of the government agencies and
the activists where they agreed not to hold the rally
under certain conditions on considerations of the
requirements. Similarly to the abovementioned
case, the parties proved the ability for a responsible
dialogue.

There was different attitude to the rally among
general public. Anyway, the initiative of the youth
on upholding of their interests and the interests of
the nation is worthy. It would be much gloomier
if they were always silent.

Conclusion: generally, the young perceive ad-
equately the current situation in the country. The
parties shall not lose the chance and deepen mutual
understanding and cooperation.

Fourth. It was the very severe winter with
heavy snowfalls resulted in tragic events in the
Kyzyl Agash village near Almaty. The emergency
operation was not timely. Obviously, the agencies
responsible for emergency relief operation should
have been more efficient and the dozens of lives
had not been lost. Now everybody is waiting for
fair justice.

Not surprisingly, the government succeeded in
organizing a nationwide “Asar” (assistance cam-
paign) as these are the traditions of the Kazakh.
Interesting enough, we did not see anybody from
so-called opposition during the media coverage
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of the “Asar”. What we saw was the logo of the
ruling party. There could be two reasons; either the
opposition did not provide any assistance (which
I doubt) or we haven’t yet become ready for the
subject-to-subject relations. In other words, we
haven’t succeeded in drawing political fair play rules

Conclusion: people in power should be more
honest in display of their opponents (if they rec-
ognize them as such), especially during the times
of hardship when the appeals to people unification
must not have any excluding character.

Fifth. The Parliament suggested the amend-
ments to the Constitution stipulating the introduc-
tion of the institute of the Leader of the Nation for
the first President of Kazakhstan N. Nazarbayev.
The public response was ambiguous. The President
called for being cautious. Some opposition par-
ties, public associations and individuals criticized
the amendments. The logical analysis suggests a
number of things here:

- During the turning periods people chose their
leader who is capable to lead them forward. We
already made the choice 20 years ago. And each
time during the elections the people keep saying
that N. Nazarbayev is the leader. At first thought
there is no problem here.

- Consolidation of the nation through identifica-
tion of the figure who can unite everybody is the
other thing. And again we have done this. In the
yearly of 1990s N. Nazarbaev became the national
hero, and even embodied the national idea of the
independent country. The President was entitled to
retain his position according to the acting Consti-
tution. N. Nazarbayev long ago enjoyed historical
recognition as the leader of the nation.

- Some experts consider these amendments
as the measure to guarantee power succession. It
seems more logical for Kazakhstan. The mecha-
nism of power succession is definitely crucial for
the country and will outline further development
of independent Kazakhstan. On the other hand, to
which extend shall the exceptions go?

The President made the statement where he asked
to accept his refusal to sign the amendments. How-
ever, in the middle of June due to some terms of the
domestic legislation it was possible for the official
mass- media to release the text of the Constitutional
Law of the Republic of Kazakhstan On Amend-
ments into the Constitutional Laws of the Republic
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of Kazakhstan on Legislation Improvement on the
Fulfillment of the Presidential Functions of the First
President of the Republic of Kazakhstan —the Leader
of the Nation. The law came into force.

This initiative, however, triggered an intensive
public discussion over the improvement of the na-
tional political system. Constructive and adequate
course of this dialogue is an important indicator of the
maturity in relations of civil society and government.

The fact that various groups of interests were
included into the process of resolution of the above-
mentioned issues is the major characteristic of this
period. Most importantly, all the parties proved their
abilities to carry on a ‘civilized’ dialogue thinking
of the future of the nation. As each of'the parties has
its own vision, ability to join the efforts and reach
the consensus is the major condition for the future
development. The stability of both the nation and the
statehood is laid on common sense of responsibility
for fulfillment of the national interests.

The concept of ‘unity’ today not a political
slogan, it is the historical necessity. The unity may
be achieved via the dialogue between the parties
concerned. Common awareness and sense of unity
is the basis for further breakthrough.

“Nature abhors a vacuum - Bernard Shaw once
said - but why do most people hasten to fill in the
blanks with garbage?” Therefore, it is very impor-
tant to build open, responsible, and confidential
relations in the political space of Kazakhstan.

Today we can see a certain level of credit and
trust between government and civil society and that
gives us confidence for the future of our nation.
Meanwhile, this credit is rooted mainly in the tra-
ditional relation between society and government
as well as in certain social and economic achieve-
ments. Is it enough? And the future is not as far, as it
seems. Each word, each action lays the foundation
for the common home. A bad brick may make the
wall crumble, and then the whole construction falls.
We should bear in mind an unfortunate example
of Kyrgyzstan.

There can be various causes and effects of a
conflict situation. It may be caused by some ir-
responsible people. However, any community
(especially that which is institutionalized) should
see the difference between the wished and the valid,
between the possible and the desirable when trying
to achieve the goal.



