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The OECD Central Asia Initiative 

Launched in November 2008, the OECD Central Asia Initiative is part of the 
OECD Eurasia Competitiveness Programme. It aims to contribute to economic 
growth in Afghanistan, Kazakhstan, the Kyrgyz Republic, Mongolia, Tajikistan, 
Turkmenistan and Uzbekistan. Its objective is to share with the governments of 
the region the knowledge, experience and good practices of OECD countries to 
create a sound business climate for investment, enhance productivity and 
support entrepreneurship, develop the private sector, and build knowledge-
based economies to render its sectors more competitive and attractive to foreign 
investment. Its approach comprises both a regional policy dimension, which 
entails peer dialogue and capacity building, and a country-specific aspect 
supporting the implementation of a number of prioritised reforms. A sector 
analysis is also included, covering the formulation of targeted policies and 
strategies requested at the industry level. Within the framework of the 
programme, public authorities, the private sector and civil society within these 
countries have been engaged in a dialogue and collaborative process to support 
policy actions and identify key barriers to sector competitiveness. 
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FOREWORD 

The OECD Eurasia Competitiveness Programme has been 
supporting the Government of Kazakhstan to diversify its economy 
through its Sector Competitiveness Strategy project since 2009. This 
handbook is the final deliverable of the second phase of the project and 
includes recommendations for a more effective approach towards 
investment promotion and enhancing the investment environment in 
Kazakhstan through investment policy measures. The 
recommendations developed initially for the Agribusiness value chain 
can potentially be successfully applied to other sectors of Kazakhstan’s 
economy. 

Since the inception of this project, the OECD has involved the 
Government of Kazakhstan, international and local private sector 
companies, business associations, international organisations and civil 
society organisations, to identify the main policy barriers, prioritise the 
most relevant policy options, and design recommendations and an 
implementation plan. 

The project is conducted in collaboration with the Government of 
Kazakhstan, including the ministry of Industry and New Technologies, 
and is co-financed by the European Union. 
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Executive summary 

Kazakhstan could diversify its economy 
and attract more FDI into its non-extractive 
sectors by taking a sectoral approach to 
investment promotion  

The strong GDP growth in Kazakhstan over the last decade 
has been driven largely by the performance of the country’s 
natural resource sectors, with its economic activity and 
investment concentrated in the hydrocarbon and mining 
industries. While FDI inflows into Kazakhstan are significant 
(USD 19.9 billion in 2011) and growing (e.g. annual growth rate 
of 20% between 2004 and 2011), 75% of FDI is concentrated in 
the oil and gas and related sectors. To prevent long-term 
economic dependence on natural resources, one of the long-term 
strategic goals of the Kazakhstani government is to promote 
economic diversification as well as further GDP and employment 
growth by encouraging FDI. 

Governments can attract more and better FDI both by 
improving the overall investment environment,1 but also through 
targeted policies to promote specific sectors. These approaches 
are complementary. This handbook focuses on how to attract FDI 
at the sector level.   

  

                                                      
1  A number of the overall investment environment issues have already been addressed  by an 
 OECD  project  summarised in the report Investment Policy Review of  Kazakhstan (OECD, 
 2012). They  include the rule of  law, trade, infrastructure, skills  and integrity in public 
 administration. 
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Promoting investment at the sector level in 
five steps 

The following five-step approach can support countries in 
promoting FDI at the sector level and in implementing necessary 
policy reforms:   

 

1.  Select pilot sectors for investment promotion  based 
  on their attractiveness for investors and benefits for  
  the country.   

2.  Identify the pilot sectors’ key success factors by  
  analysing sector dynamics at the global and  national  
  level  at different levels of the value chain.  

3.  Assess the sectors’ relative competitive  strengths 
  and  weaknesses against benchmark countries to   
  guide policy reform. Regular consultations with    
  companies – including investors present in the    
  country, potential investors and investors that have  
  left the country – are key in identifying areas for    
  improvement. 

4.  Identify potential investors using criteria such as  
  company turnover, proven capabilities on a global   
  scale,  activity in the pilot sectors and corporate  social 
  responsibility/long-term commitment in the     
  markets. This  will help narrow the investor  interaction 
  effort to fewer  companies in step 5.  

5.  Adjust the organisation of the investment     
  promotion  agency to include a sectoral focus  and  
  implement a  sector-specific investment  promotion 
  effort. The  investment promotion agency needs    
  sectoral know-how to  ensure a more effective     
  dialogue with potential investors. These efforts    
  should be supported by policy reforms to address   
  identified relative weaknesses and by ongoing     
  impact measurement to continuously improve     
  countries’ investment promotion efforts. 

  

S
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Implications for Kazakhstan’s investment 
promotion strategy 

The five-step approach was applied to Kazakhstan, with the 
following results: 

Step 1: Within the agribusiness value chain, food processing and 
food retailing were selected as pilots for designing and testing a 
sectoral approach to investment promotion 

The Government of Kazakhstan has targeted agribusiness as 
a priority for increased investment. Agriculture alone employs 
over 30% of the labour force. Agribusiness has strong potential to 
develop further due to the country’s considerable land resources 
(Kazakhstan has the world’s 12th largest arable land area), 
growing demand in regional and domestic markets and the spill-
over potential to adjacent sectors (e.g. chemicals/fertilisers, 
transportation and warehousing). 

Within the global agribusiness sector, food processing and 
food retailing generally contribute the largest part of value 
creation. For instance, in most OECD countries, the ratio 
between farm and retail prices amounts to 220% to 340% for 
meat and dairy products and up to 720% for fresh vegetables. In 
Kazakhstan, food processing and food retailing contribute to 
more than 12% of GDP. Given the importance of these two 
sectors and their strong potential for further growth, the food 
processing and retailing sectors were selected as pilots for the 
development of a sectoral approach to investment promotion. 

Step 2: Several success factors contribute to the strong expansion 
potential of the food processing and retailing sectors 

The global processed food market is growing briskly at more 
than 6% per year, with sustained growth rates spread across all 
segments (e.g. 7.2% oils and fats, 6.5% dairy, 5.2% bakery 
products). The market is very fragmented. However, high 
concentration can be seen in regional markets and in products 
where global brands are prevalent (e.g. breakfast cereals, soups, 
confectionery). The food processing sector in Kazakhstan is also 
growing at a fast pace, with a turnover of USD 4.5 billion in 
2010. It increased nominally by 73% from 2006 to 2011. 
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Global growth rates in the food retail industry are also strong 
(6% annually), with a number of trends indicating higher growth 
prospects (expected CAGR of 7%) and an increasing 
internationalisation of modern retailers. The sector in 
Kazakhstan has a similar development potential (expected CAGR 
of 7.5%). 

Investors have identified similar success factors for 
investments into both the food processing and food retailing 
sectors: the characteristics of the end consumer and the labour 
market, the degree of competition, the macroeconomic 
environment, the supplier base and the logistical infrastructure. 

Step 3: While Kazakhstan is attractive for food processing and 
food retailing investors, further measures could be taken to 
enhance its investment potential 

Brazil, Chile, Poland and Thailand were used as benchmarks 
to evaluate the relative strengths and weaknesses of Kazakhstan 
in the pilot sectors. In comparison to these countries, 
Kazakhstan’s food processing market displays relative strengths 
in the attractiveness of its end-consumer market, in the efficiency 
and the flexibility of its labour market and in its supportive 
macroeconomic environment. However, in order to compete more 
effectively, Kazakhstan would need to expand its supplier base 
and further improve its logistical infrastructure.  

Kazakhstan’s food retail market displays relative strengths 
from an investor perspective when compared to Poland and 
Thailand, which experienced strong growth in their food retail 
markets in the 1990s. Kazakhstan’s strengths are its customer 
structure, low level of competition, efficient and flexible labour 
market and the country’s fit into many food retailers’ expansion 
strategies. However, to foster the investment climate further, the 
country would benefit from addressing relative weaknesses in its 
supplier base, logistical infrastructure, and construction 
permitting procedures. It should also re-examine its tax system 
and legislation concerning the repatriation of investor profits.  

Interviews with investors have confirmed that these are indeed 
the key challenges facing both sectors. 
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Step 4: Investment promotion efforts should focus on those food 
processors and food retailers most likely to invest in Kazakhstan 

By focusing the investment interaction effort on fewer 
potential investors, communication will be more targeted and 
could offer more extensive support and advice. The following 
criteria could be used to identify investors potentially interested 
in Kazakhstan’s food processing and food retail market: company 
turnover, proven capabilities on a global scale (e.g. presence in 
region), activity in the pilot sectors and corporate social 
responsibility. 

Step 5: The existing investment promotion organisation could be 
reinforced through sectoral task forces that promote investment 
and by identifying policy priorities to foster a more friendly 
investment environment 

A first sectoral task force could be established in the areas of 
food processing and food retailing to build a sectoral dimension 
into investment promotion. The task forces should include an 
expert interface for investors, a coordination committee and back 
office support. 

To improve the investment climate for investors in 
Kazakhstan’s food processing and food retailing sectors, the 
project identified the following policy areas where the government 
should target reform efforts: 

 Further improve road and railway infrastructure; 

 Facilitate permitting procedures for construction; 

 Facilitate access to finance for food processors; 

 Facilitate the repatriation of profits; 

 Provide increased incentives for investments in food 
processing co-operatives and technology; 

 Establish higher quality standards for food processors. 

Developing a sector database of local food processors to 
facilitate the attraction of food retail investors is also 
recommended. 
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By drawing on the experience and lessons 
learned from the sectoral pilots, the 
suggested methodology could be applied to 
other sectors in Kazakhstan  

The application of the five-step methodology to the pilot 
projects in the food processing and food retailing sectors will yield 
valuable lessons for its potential implementation in other sectors. 
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Introduction  

This handbook is part of the Kazakhstan Sector 
Competitiveness (SCS) project, which aims at supporting the 
Government of Kazakhstan to diversify its economy and improve 
competitiveness in different sectors of its economy. The project 
identified three sectors to support economic diversification, with 
a focus on priority policy areas: access to finance in agribusiness, 
skills development in the case of information technologies, and 
investment promotion and policy in the case of food processing 
and food retail. The project completed two phases over four years: 
Phase 1 (2009-10) analysed and identified three priority sectors, 
Phase 2 (2011-12) defined sector policy recommendations and 
implementation plans. 

The current handbook is the final deliverable of the work on 
investment policy and promotion. It suggests a sectoral 
investment policy and promotion approach first applied to 
agribusiness and then to be rolled-out to other sectors of 
Kazakhstan’s economy. It builds on the work during Phase 1 of 
the project, the identification of the sectors with the greatest 
economic potential in Kazakhstan and the main existing barriers 
to their development. The findings of Phase 1 are summarised in 
the Kazakhstan Sector Competitiveness Strategy report. 

This handbook is structured as follows: Part 1, Chapter 1 
provides the rationale for a sectoral approach to investment 
promotion while Chapter 2 outlines a suggested methodology. 
Part 2 applies the described methodology to the agribusiness 
value chain in Kazakhstan. Within this context, Chapter 3 
provides a brief overview of the agribusiness value chain before 
Chapter 4 and Chapter 5 apply the sectoral approach to 
investment promotion on two sectors within the Agribusiness 
value chain, food processing and food retail. Finally, Chapter 6 
provides a way forward by suggesting the main implementation 
steps. 
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PART I 

Introduction to Investment Promotion at a 
Sectoral Level
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Chapter 1 

Rationale for a sectoral investment promotion 
approach 

This chapter illustrates the benefits of FDI for a country's economic and 
employment growth and for national competitiveness. Within this context, it 
describes the current FDI structure in Kazakhstan, which remains primarily 
focused on extractive industries. Finally, it illustrates the potential benefit of a 
sectoral approach to promoting investment in Kazakhstan's non-extractive sectors. 

FDI can significantly drive economic growth, 
employment and the economy’s competitiveness 

A large body of research highlights the benefits of FDI for 
economic and employment growth. FDI also helps to build long-
term capabilities that could support the overall competitiveness 
of a country (Sjoholm, 2008; Haaker, 1999; Kaufmann, 1997; 
Rodriguez-Clare, 1996; Wang/Blomstrom, 1992; Rodriguez-
Clare, 1996). Domestic firms benefit from the presence of FDI via 
a systematic, productivity spill-over. However, there is a general 
consensus that the quality of FDI is more important than its 
quantity. Investment quality comprises the industry’s export 
orientation, technology level and marketing knowledge (Hayes, 
2003; Basinger/Hallerberg, 2004). 

Kazakhstan is already benefiting from FDI inflows, 
but mainly in the extractive industries 

Kazakhstan is already an investment target for foreign 
companies. From 2001 to 2011 overall FDI inflows in Kazakhstan 
grew at a CAGR of 16% per year, reaching USD 20 billion in 
2011. Since 1993, Kazakhstan has attracted cumulative FDI of 
over 152 billion USD, 60% of which has come from OECD 
countries. Arranged by volume, the biggest investments originate 
from the United States, the United Kingdom, France, Italy and 
the Netherlands (OECD, 2012). 
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However, roughly 75% of FDI is destined for the oil and 
natural gas sectors, as well as a broad range of activities 
supplying those sectors: namely infrastructure, services, 
transport, equipment and engineering (OECD, 2010). 

A sectoral approach to investment promotion can 
support Kazakhstan in increasing FDI to its non-
extractive sectors 

The Government of Kazakhstan has already put in place a 
strategy aimed at attracting FDI into a broad range of priority 
sectors. By driving investment in non-extractive sectors, 
Kazakhstan aims to create a more diversified economy and 
increase economic and employment growth. The industries that 
are granted investment preference are agriculture; food 
processing; chemicals; pharmaceuticals and medicine; textiles; 
wood, paper and furniture; electrical and electronics; machinery 
and equipment; metallurgy; utilities; infrastructure and 
engineering; services; alternative energy; biotechnology; 
construction; and tourism. 

In order to create a more targeted approach for investment 
promotion to non-extractive sectors, the OECD Eurasia 
Competitiveness Programme’s Sector Competitiveness Strategy 
Project identified agribusiness – specifically the food processing 
and food retail sectors – as a strategic segment for which 
Kazakhstan could implement a sectoral approach to investment 
promotion. 
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Chapter 2 

Methodology for a sectoral investment promotion 
approach 

This chapter outlines the recommended methodology for an enhanced 
investment promotion strategy that can be applied to different sectors of 
Kazakhstan’s economy.  In doing so, it first illustrates the Investment Promotion 
and Facilitation Strategy Framework. Building on the framework, the chapter 
then suggests a common five-step methodology for investment promotion: 
Selecting pilot sectors for investment promotion, identifying the characteristics 
and success factors for the pilot sectors, assessing the country’s relative 
strengths and weaknesses, identifying potential investors, as well as adjusting the 
investment promotion organisation and implementing the investment promotion 
effort. 

The Investment Promotion and Facilitation Strategy 
Framework encompasses all essential elements for 
fostering FDI 

To attract FDI, the government needs to promote investment 
in a proactive and coordinated manner. Thus, the government 
should provide support to all three phases of a market entry by 
an investor:  

 The pre-establishment phase typically consists of the 
expatriation of foreign employees for setting up operations 
abroad, the registration of the enterprise and the handling 
of intellectual property rights. 

 The establishment phase involves the acquisition of land, 
the construction of the enterprise and the acquisition of 
permits, as well as the building of appropriate 
infrastructure. Alternatively, existing sites can be 
purchased and adapted.  

 The operating phase occurs when the enterprise begins 
its business activities.  
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The country’s investment legislation determines the ease of 
the various entry phases by investors. Given the role of the 
government in determining the ease of FDI over all three phases 
of an investment, an investment promotion strategy should have 
a clear strategic vision for FDI in the country, define the 
country’s areas for competition (“Where to compete?”) and use 
various tools for enabling successful competition (“How to 
compete?”). These three main components for investment 
promotion are outlined in the Investment Promotion and 
Facilitation Strategy Framework:  

Figure 2.1  The Investment Promotion and Facilitation Strategy Framework 

 

Source: OECD, 2006.  

A country’s strategic vision for engagement comprises the FDI 
objectives and the means for achieving them. For instance, a 
country can have the goal of establishing a competitive market 
economy through the means of increasing private investment and 
the integration of its domestic economy into the world market. 

The definition of competition areas includes the choice of the 
sectors to compete in, the geographical scope of competition (e.g. 
regional or world market), the FDI segments to target and 
measures to improve the business environment. 
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The question of the geographical extent of competition may 
also be relevant in the context of special economic zones, which 
countries frequently use to promote investment (see Box 1). 

 

Box 1. Special Economic Zones 

Special Economic Zones (SEZs) are geographically delimited areas which offer 
incentives (e.g. duty-free importing or streamlined customs procedures) to 
enterprises that are physically located on their territory. SEZs are usually 
administered by a single administrative body (FIAS, 2008). 

There are several reasons why governments may wish to establish SEZs. SEZs 
allow the testing of new industrial, regulation or investment strategies in a pilot 
region before extending them to the rest of the country. Successful SEZs can also 
encourage exports, contribute to the liberalisation of trade and facilitate 
technology transfer as well as integrating the region into the national economy. 
Finally, SEZs can support a broader economic reform and attract FDI. 
Traditionally, SEZs have been established in isolated areas or near transportation 
hubs to serve as a platform for regional development, but nowadays SEZs are also 
undertaken in other parts of the country (FIAS, 2008). 

As of May 2012, Kazakhstan had nine SEZs. The Government of Kazakhstan 
created three new SEZs in 2011 (Zakon.kz, 2012) and has also amended the 
previously existing six. The existing SEZs can be broadly subdivided into three 
categories: industrial and manufacturing (Aktau city area, Mangystau Province 
since 2002; South Kazakhstan since 2005; Atyrau district since 2007; Astana city 
since 2001); service (Akmola district since 2008) and technical innovation (Almaty 
area since 2003). The three new zones created in 2011 target specific sectors: the 
development of metallurgy and metalworking in the Karagandy area, the 
development of transportation and logistical capacity in the Almaty region, and the 
development of the chemical and petrochemical industries in the Pavlodar region 
(Ministry of Industry and New Technologies of the Republic of Kazakhstan, 2012). 

While SEZs have important potential benefits, experience shows that there are 
some pitfalls in the design and the management of SEZs that should be avoided. 
For example, while SEZ goals can be broadened with time, initially an SEZ has a 
higher chance of success if its goals are narrow, clearly defined and measurable. 
For instance, the Royal Commission for Jubail and Yanbu (RCJY), which was 
established to develop the Saudi manufacturing sector, had a clearly defined goal 
and outlined a method for its achievement, which contributed to the success of the 
SEZ. 

Additionally, industries that are targeted for development should have high 
potential for international competitiveness and respond to the needs of the local 
economy. The potential can be calculated by considering factors such as the 
region’s assets and location, factor advantages and infrastructure. Thus, 
knowledge of regional characteristics is important when making a decision about 
which industries to target. In order to be successful, an SEZ also needs broad 
support from and cooperation with the government and the private sector. To this 
end, consultations with the public and the private sector are beneficial. As an 
example, most private EPZs (Export Processing Zones) and industrial zones in 



 

 32

Vietnam in the 1990s stayed vacant because local and national authorities were 
unable to provide road and other infrastructure connections to the EPZs (FIAS, 
2008). 

An investor-friendly environment will help an SEZ to attract investment. This 
includes a permissive regulatory framework (e.g. one-stop shop for investors) and 
infrastructure. Implementation duties should be clearly defined and clearly 
delegated, and it is advisable to have an implementation agency. Fiscal incentives 
should be competitive (FIAS, 2008). Additionally, sites have to be chosen carefully. 
For example, the San Bartolo Free Zone in El Salvador had to be subsidised to 
make up for the high development costs incurred due to poor site conditions (FIAS, 
2008). 

Finally, SEZs must be properly designed to avoid labour and social issues. As 
an example, the Katunayake EPZ in Sri Lanka was poorly designed, resulting in 
congestion and social unrest (FIAS, 2008). 

 

The levers for competition set out possible actions to be 
undertaken to improve the overall business environment and 
encouraging investment. These policies are crucial for enhancing 
the market’s attractiveness for FDI. For instance, improving the 
skill set for competitiveness, removing sector-specific barriers, 
establishing linkage programmes and running marketing/sales 
campaigns all have the potential to increase the country’s 
attractiveness for FDI. Box 2 outlines the requirements of such 
marketing/sales campaigns and provides an example. 
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Box 2. Checklist how to market a country 

The design of a comprehensive marketing and sales campaign follows several 
steps (OECD, 2006): 

 Use professional surveys of investor perceptions of the country as the basis 
for an image-building and promotion programme; 

 Develop an international image-building programme aimed at the foreign 
investment community and international business media; 

 Where possible, include the existing foreign investor/importer community 
in all promotional activities; 

 Use senior political figures and government officials, existing foreign 
investors/importers, and the overseas expatriate community as 
“ambassadors”; 

 Focus on selected target sectors, i.e. those sectors where the country can 
offer competitive advantage and where key competitive messages have been 
developed; 

 Within these sectors, identify key investing companies and the decision 
makers within those companies; 

 Implement an investment generation campaign aimed at key executives in 
potential investing companies and based on an appreciation of investors’ 
investment/import priorities and on competitive advantages; 

 Organise and conduct well-planned country visits by potential 
investors/importers, ensuring provision of all relevant information and 
advice necessary to assess the country’s attractiveness as an investment 
location.  

The investment promotion agency may also envisage keeping international and 
domestic media regularly informed through: 

 Promotional events (e.g. lists of events such as investment forums and 
trade shows, within the country and outside it, could be circulated); 

 Public relations and press releases concerning all new investment deals; 

 Advertising and publicity material (e.g. a full range of general, sectoral and 
website material, such as brochures, newsletters, investment guides and 
types of presentations); 

 Investor award schemes to promote annual awards to investors and 
exporters (e.g. largest investment/trade deal, largest employment creator, 
largest exporter) in order to highlight the benefits of new investment. 

Source: OECD, 2006. 
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Example of an advertising campaign to promote investment in Georgia: 

 

 
 

Source: The Economist, 2012. 

 

A methodology for sectoral investment promotion 
can follow a five-step approach 

In line with the Investment Promotion and Facilitation 
Strategy Framework, an effective methodology for promoting FDI 
in Kazakhstan should have a clear vision with regard to which 
sectors the country wants to compete in. Since the aim of the 
investment promotion and facilitation strategy is to attract all 
types of FDI, no specific FDI entry strategies will be promoted. 
However, the suitability of a potential investor to the context of 
Kazakhstan determines the likelihood of its entering the market 
and achieving long-term success. Therefore, the sectoral 
investment promotion approach to be developed will focus on 
investors with the greatest fit with the selected sectors in 
Kazakhstan’s economy. Potential policy levers for enhancing the 
investment environment have been outlined. Building on this, the 
most relevant levers for competition will also be addressed in the 
sectoral investment approach. 
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Although it was originally developed to promote investment in 
the agribusiness value chain, this methodology remains for the 
most part unchanged when applied to different industries. 

The recommended investment promotion methodology is 
structured in five sequential steps: Selecting pilot sectors for 
investment promotion, identifying the characteristics and success 
factors for the pilot sectors, assessing the country’s relative 
strengths and weaknesses, identifying potential investors, and, 
lastly, adjusting the investment promotion organisation and 
implementing the investment promotion effort (Figure 2.2). 

Figure 2.2  The suggested investment promotion methodology consists of five 
main steps 

 

 

For an efficient use of resources, one to two sectors should be 
selected for developing, applying and adapting a sectoral 
investment approach. While eventually investment in all sectors 
with economic potential should be promoted, the initial sectors 
should be a priority. This ensures the necessary political support 
to make the design and implementation of a sectoral investment 
promotion strategy successful. 

Identifying the characteristics and key success factors for the 
pilot sectors helps to develop an understanding of the levers for 
successful investment growth. This is the basis for analysing 
relative strengths and weaknesses in the next step of the 
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approach. Sector characteristics not only encompass the sectors’ 
main indicators (e.g. revenue size, revenue breakdown by 
geography and segment, growth rates of the segments, degree of 
concentration, FDI inflows and outflows, import and export flows) 
but also the global trends affecting the industry (including 
overarching economic and societal trends, product and service 
trends and current industry challenges), the main multinational 
enterprises’ (MNEs) international expansion strategies and key 
decision criteria for international expansion. 

The third step involves a comparative analysis with 
benchmark countries. Its aim is to identify the country’s 
strengths and weaknesses in the pilot sectors in order to assess 
the country’s competitive position and address its relative 
weaknesses with policy measures (Step 5). The country should be 
compared with benchmarks for the success factors indentified. 
Good practice in investment policy in the benchmark countries 
should also be analysed. The benchmark countries should be 
chosen based on (a) their achievements in setting a fostering 
policy environment for the pilot sectors and (b) the similarity of 
macroeconomic conditions of the benchmark countries with 
those of the focus country (e.g. GDP per capita, degree of 
industrialisation, infrastructure). Further weaknesses should be 
identified through feedback from three categories of companies: 
investors present in the country, potential future investors and 
companies which have withdrawn. It is important to 
institutionalise the dialogue with at least the first category of 
companies, as they are the most easy to interact with. 

In Step 4, investors with a suitable profile for investing in the 
pilot sectors should be identified. This allows the interaction 
effort to be focused on fewer potential investors in the final step 
of sectoral investment promotion. Identifying potential investors 
involves three sub-steps: selecting the criteria to determine those 
companies most likely to invest in the focus country, profiling the 
largest multinationals in the priority sectors according to the 
identified criteria and, finally, compiling a shortlist of potential 
investors, selected based on the criteria defined. 

The fifth and final step of the approach is to adjust the 
investment promotion organisation and implement the 
investment promotion effort.  
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A more detailed description of the activities above will follow 
in chapters four and five where these are applied to the two 
selected pilot sectors. 

Successful investment promotion can be facilitated 
by an adjustment of the organisational setup and 
sectoral specialisation 

The fifth step is particularly critical for implementing and 
sustaining a sectoral investment promotion approach. Adjusting 
the investment promotion organisation to include a sectoral 
dimension allows for a more proficient interaction with potential 
investors and fewer interfaces. This should encompass the 
establishment of a sectoral investment promotion task force. 

The current organisation of the investment promotion 
activities in Kazakhstan involves a large number of government 
bodies, making coordination and communication rather 
cumbersome. 

For investment promotion in the agribusiness sector, for 
instance, coordination and communication between the various 
government bodies involved may be particularly challenging: 
responsibilities for developing the agribusiness sector are spread 
across the Ministry of Industry and New Technologies, the 
Ministry of Economic Development and Trade, and the Ministry 
of Agriculture. In addition, there are three government agencies 
concerned with attracting FDI into the agribusiness sector: 
Kazakhstan’s Investment Promotion Agency (Kaznex Invest), 
KazagroInvest, and Samruk-Kazyna Invest. The latter is part of a 
joint-stock company called the “National Welfare Fund” (OECD, 
2012). 

The Ministry of Economic Development and Trade is 
responsible for developing the food retail sector. The food 
processing and agriculture sectors are under the responsibility of 
the Ministry of Agriculture. Furthermore, Kaznex Invest reports 
to the Ministry of Industry and New Technologies (OECD, 2012). 

A key requirement of successful investment promotion is to 
ensure the active involvement of all ministries and agencies 
concerned. This includes setting up clear communication 
channels to encourage co-operation between all bodies or 
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reallocating the responsibilities within the involved government 
bodies to establish clearer procedures and reduce the number of 
interfaces for potential investors. 

Kaznex Invest could have the role of the main national agency 
in charge of investment promotion in Kazakhstan by coordinating 
and leading the investment promotion effort across government 
ministries and agencies and interacting with international 
investors to promote investments in Kazakhstan. 

A clear understanding of the priority sectors for FDI (e.g. 
technical requirements, required supplier base) and the 
investment criteria for international companies is key to a 
credible and successful interaction with multinational investors. 
While moving towards a sectoral investment promotion approach, 
Kaznex Invest would need to set up an associated organisation 
with sufficient personnel resources and sector-specific expertise 
to meet these requirements. 

 

 

 

 
  



 

 39

 

PART II 

An Application to the Agribusiness Value 
Chain in Kazakhstan 
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Chapter 3 

Agribusiness as a pilot for a sectoral 
investment  

This chapter discusses the economic importance of agribusiness in 
Kazakhstan, as well as its potential for future growth and for encouraging 
development in adjacent sectors. In this context, the chapter describes the main 
characteristics of agribusiness, its structure and developments in its sub-sectors: 
agriculture, food processing and food retailing. 

Kazakhstan’s agribusiness segment shows strong 
growth potential despite several industry constraints 

Kazakhstan’s agribusiness segment features many 
characteristics that are attractive to both domestic and foreign 
investors. Kazakhstan’s rapidly growing economy and increasing 
disposable incomes have translated into growing demand for 
higher value and quality food products (OECD, 2010). These 
consumption trends are likely to lead to the development of a 
market for packaged foods, branded products and retail private 
labels. Furthermore, Kazakhstan’s agribusiness segment remains 
undercapitalised. It therefore offers attractive opportunities for 
new entrants and promising growth prospects (OECD, 2010). 
Agribusiness consists of three sectors: agriculture, food 
processing and food retailing. 

Agriculture constitutes an important part of Kazakhstan’s 
economy, and the sector is the country’s most employment-
intensive outside the extractive industry. In 2010, Kazakhstan’s 
agricultural sector had a turnover of USD 11.1 billion (ASRK, 
2010), accounting for about six percent of the country’s GDP. 
Furthermore, agriculture employs 30% of the country's workforce 
(OECD, 2010). Agriculture’s contribution to the country’s GDP 
has been decreasing over the last decade as a result of 
Kazakhstan’s fast-paced economic development from increased 
oil and mineral production. However, between 2006 and 2011, 
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the agricultural sector’s manufacturing output grew rapidly, 
mainly due to productivity gains. For instance the manufacturing 
volume of the meat segment had a 12% CAGR, and cereals grew 
by 9% (ASRK, 2012). 

Like agricultural production, the food processing sector in 
Kazakhstan is growing quickly. The value of sector output 
increased by 73% from 2006 to 2011 (ASRK, 2012). In 2010, the 
food processing industry had a turnover of USD 4.5 billion 
(ASRK, 2011). The largest segments of the food processing sector, 
ranked by value, are flour, cereal products and starch (18.2% of 
sector turnover); drinks (16.2%); dairy products (13.8%); 
processed fruits and vegetables (9.5%); and processed meats 
(8.5%) (OECD, 2010). 

In 2011, the food retailing industry in Kazakhstan had a total 
turnover of USD 8.2 billion (ASRK, 2012). The sector is also 
characterised by a strong growth rate. Between 2010 and 2011, 
total food retail sales increased by 9%, with growth spread across 
most of its segments: meat (12% growth); milk products (9%); 
confectionary (9%); fish (7%); and fruit and vegetables (6%) 
(ASRK, 2012). 

Food retailing is rather concentrated: in 2008, the world’s 15 
largest modern food retailers accounted for more than 30% of 
global supermarket sales (Euromonitor, 2008).  

In contrast, food processing is rather fragmented: the 50 
largest global packaged food processors account for less than 
30% of global sales (Figure 3.1). 

Figure 3.1  The largest 50 processors' marker share is comparatively low 

 

Source: USDA, 2009. 
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However, the MNEs are rapidly expanding their market share, 
and the increasing concentrations can be seen in numerous 
regional markets and specific product categories, where global 
brands are increasingly prevalent (Figure 3.2). 

Figure 3.2  The concentraion of food processors is ver high for selected product 
categories 

 

Source: Euromonitor 2008; USDA, 2009. 
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Chapter 4 

Promoting investment in the food processing 
sector 

This chapter applies the methodology for investment promotion to the food 
processing industry in Kazakhstan. Since the initial step of the methodology, the 
selection of the pilot sectors is complete, the chapter below sets out the final four 
steps of the methodology: identifying the characteristics and success factors for 
the food processing sector, assessing the country’s relative strengths and 
weaknesses, identifying potential investors, as well as adjusting the investment 
promotion organisation and implementing the investment promotion effort. 

Sector characteristics and success factors: 
Multinationals are increasingly capturing market 
growth in emerging economies 

The global retail sales value of the packaged food market is 
expected to exceed USD 2.1 trillion in 2015 and is growing at an 
annual rate of more than 6%. Growth is spread across all 
segments and the strongest market growth between now and 
2015 is expected in Latin America and Asia-Pacific, which 
includes Kazakhstan (Euromonitor, 2010). 

Growth stems from a number of factors. The most important 
are a growing global population; increasing per capita incomes; 
changes in consumer habits, including the willingness to pay 
more for value-added goods that provide convenience and 
nutrition benefit; increasing sales volumes and higher pricing in 
developing markets (Euromonitor, 2010).  

Food processing is fragmented, with the 50 largest global 
packaged food processors accounting for less than 30% of global 
sales. However, food processing MNEs, traditionally among the 
most globalised companies, are rapidly increasing their market 
share. The rising concentration can be seen in numerous regional 
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markets and specific product categories, where global brands are 
increasingly dominant. 

Food processing MNEs apply a variety of approaches to their 
international expansions, tailoring their strategy based on local 
opportunities and requirements of the country concerned. 
Expansion strategies include acquisitions, joint ventures with 
local companies, joint ventures with international partners and 
‘green-field’ investments. 

While expansion strategies differ, important commonalities 
can be observed in the approaches adopted. Most MNEs apply a 
tailored approach for each country, recognising the distinctive 
features and challenges of local markets whilst leveraging their 
global brands (e.g. global products with localised packaging, or 
local product ranges tailored to local consumers’ tastes). 
Furthermore, while still applying centrally defined operating 
models to ensure brand homogeneity globally, food processing 
MNEs also increasingly delegate authority to regional managers 
and place emphasis on the development of local employees that 
understand the local culture and consumer needs (Food 
Processor Interview, 2012). 

There are many criteria for a market entry decision; food 
processors prioritise eleven of them 

Interviews conducted with several industry experts and 
executives from two of the largest food processing MNEs indicate 
a set of criteria used to define the expansion opportunities in a 
new country. These can be grouped into eleven categories, each 
comprising a number of standard indicators: 

1. Attractiveness of the end-consumer market: GDP per 
capita, growth in GDP per capita, percentage of poverty 
headcount and urban population. 

2. Developed and competitive retail landscape: Presence 
of incumbent retailers belonging to the largest global 
retailers. 

3. Favourable business environment: Business 
environment rankings by international organisations (e.g. 
World Economic Forum Global Competitiveness Index, 
World Economic Forum Institutions Index). 
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4. Quality of local supplier base: Assessment of the local 
supplier base of food processors. 

5. Quality of infrastructure: Infrastructure rankings by 
international organisations (e.g. World Economic Forum 
Infrastructure Index, World Economic Forum Quality of 
Roads Index). 

6. Quality and flexibility of labour market: Labour market 
flexibility rankings by international organisations (e.g. 
World Economic Forum Labour Market Efficiency 
Ranking, WEF Flexibility of Wage Determination Index). 

7. Efficient construction permitting procedures: Ease of 
permitting procedures rankings by international 
organisations (e.g. World Bank Construction Permits 
Index, World Bank ranking of number of procedures). 

8. Freedom of international trade: Membership to the 
World Trade Organisation, international trade rankings 
(e.g. Economist Intelligence Unit Agricultural Import 
Tariffs Score, WSJ Index of Economic Freedom). 

9. Quality of food regulations: Food quality rankings (e.g. 
Economist Intelligence Unit Food Quality and Safety 
Index).  

10. Favourable taxation system/legislation for profit 
repatriation: Corporate tax rate; terms for profit 
repatriation. 

11. Developed financial markets: Ranking of financial 
markets (e.g. Economist Intelligence Unit Access to 
Financing for Farmers score, World Economic Forum 
Financial Market Development Index). 
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Strengths and weaknesses: Five countries were 
selected as benchmarks to assess Kazakhstan’s food 
processing FDI potential 

Understanding the attractiveness of a country for foreign 
direct investments requires its comparison with alternative 
markets. For this analysis, five countries were selected: Brazil, 
Chile, Poland, Russia and Thailand. Poland, Thailand, Chile and 
Brazil were chosen due to their positive track record of developing 
a successful food processing industry. Russia was selected 
because of its geographical, commercial, historic and cultural 
proximity to Kazakhstan. Figure 4.1 provides an overview of the 
food processing market developments in the benchmark 
countries.  

In addition to Kazakhstan’s relative position against the 
benchmark countries, its place in international country rankings 
is taken into account. 

Figure 4.1 Food processing is a fast-growing industry in all five benchmark 
countries (values in USD million)* 

 

Source: GUS, 2011, ABF, 2011, ODEPA, 2011. 
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Strengths: Kazakhstan scored well in 
three of the eleven market-expansion 
criteria 

 Attractiveness of the end-consumer market: Kazakhstan 
represents a relatively large mid-income market. Its GDP 
per capita of USD 11 245 in 2011 corresponds to that of 
most of the benchmarks (13 089 for Russia, 14 394 for 
Chile, 12 594 for Brazil, 13 463 for Poland, 4 972 for 
Thailand). Kazakhstan’s GDP growth rate in 2010 was 
7.5% (World Bank, 2012) against lower values in the 
benchmark countries (0.05% for Thailand, 2.7% for Brazil, 
5.9% for Chile, 4.4% for Poland, 4.3% for Russia). 
Kazakhstan’s poverty headcount of 8.2% (World Bank, 
2009) is lower than that of the benchmark countries 
(11.1% in Russia in 2006, 10.6% in Poland in 2008, 8.1% 
in Thailand, 15.1% in Chile, 21.4% in Brazil). Kazakhstan’s 
population is comparatively low. However, Kazakhstan 
could be a springboard for expanding into the entire 
Central Asian region: Kazakhstan is the largest economy in 
Central Asia and borders on all other Central Asian 
countries. Furthermore, it lies close to the Caucasus 
region. Together, Central Asia and the Caucasus offer a 
combined GDP of over USD 230 billion (IMF, 2010a). 

 Quality and flexibility of the labour market: 
Kazakhstan’s labour market is regarded as comparatively 
efficient and flexible. According to the World Bank (2010), 
Kazakhstan ranks 38th worldwide in labour market 
flexibility, ahead of its regional peers such as Ukraine (83rd) 
and Russia (103rd). According to the World Economic 
Forum Labour Market Efficiency Index (2010), Kazakhstan 
ranks 21st in labour market efficiency, ahead of 
established market economies such as The Netherlands 
(23rd) and Taiwan (34th) as well as selected benchmark 
countries (Russia ranks 57th, Poland 53rd, Thailand 24th, 
Chile 44th, Brazil 96th). Also, Kazakhstan occupies the 30th 
position with respect to the World Economic Forum’s 
Flexibility of Wage Determination index (Russia ranks 78th, 
Poland 47th, Thailand 90th, Chile 25th, Brazil 119th) (World 
Bank, 2011). 
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 Favourable business environment: Kazakhstan’s 
macroeconomic environment is favourable with strong 
growth. GDP is expected to increase at a CAGR of 7.5% 
between 2010 and 2015, inflation is average and is 
projected to decrease over the next few years from 7% at 
present to 5.6% in 2014 (Economist Intelligence Unit, 
2010). The tenge is projected to gradually appreciate over 
the same period against the major international currencies 
including the US dollar, the euro and the yen (Economist 
Intelligence Unit, 2010). 

However, Kazakhstan ranks only 91st out of 139 countries in 
the 2011 World Economic Forum Institutions Index (vs. 64th 
position for Thailand and 54th for Poland) (World Economic 
Forum, 2010). Additionally, Kazakhstan occupies only the 72nd 
position (vs. 38th for Thailand and 39th for Poland) among the 139 
countries in the 2011 World Economic Forum Competitiveness 
Index (World Economic Forum, 2010). Despite ranking above its 
regional peers, Kazakhstan nevertheless has a low ranking for 
physical property rights (94th out of 130) (International Property 
Rights Index, 2012a). 

Areas for improvement: Kazakhstan can 
further improve its road and railway 
infrastructure, its supplier base and its 
financial markets 

 Infrastructure: Kazakhstan ranks 124th out of 139 
countries on the World Economic Forum Quality of Roads 
Index (World Economic Forum, 2011). Thailand is 36th, 
Chile 12th, Russia 125th, Poland 131st and Brazil 105th. 
Kazakhstan ranks 81st on the World Economic Forum 
Infrastructure Index, Russia 47th, Poland 72nd, Thailand 
35th, Chile 40th and Brazil 62nd (World Economic Forum, 
2011). 

 Retail landscape: Only a few modern retailers (and only 
one of the largest 25 worldwide) are present in the market. 
Kazakhstan’s retail sector is still largely dominated by 
traditional informal formats such as bazaars and open air 
markets (SRI, 2008). The few retailers present in 
Kazakhstan include Metro AG and Ramstore, a subsidiary 
of Migros Ticari AS. Metro AG opened its first store in 
Astana in 2009 and plans to open 10 to 15 wholesale 
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stores in Kazakhstan over the next few years. Ramstore 
entered the Kazakhstani market in 2000 and currently has 
11 stores in Almaty, Astana, Karaganda and Shymkent. 
Vester, another retail chain, opened its first store in 
Karaganda in 2009 and had planned to add eight super- 
and hypermarkets in Astana, Almaty and in regional 
centres such as Pavlodar, Shymkent and Ust-Kamenogorsk 
(Deloitte, 2011). However, Vester decided in 2011 to exit 
the country (Kursiv, 2011).  

 Financial markets: Kazakhstan’s position in financial 
market rankings is relatively weak. It ranks 117th on The 
World Economic Forum Financial Market Development 
Index. Russia is positioned 125th, while the other 
benchmark countries score better: Poland 32nd, Thailand 
51st, Chile 41st and Brazil 50th (World Economic Forum, 
2011). Kazakhstan scores 50 out of 100 on the EIU Access 
to Financing for Farmers Index. Russia and Poland rank 
100th, Thailand, Chile and Brazil 75th (EIU, 2011). 

While these weaknesses should be addressed in order to 
foster a more favourable investment environment in the country, 
they are not impediments to a food processor’s market entry, and 
they are less important than the factors making Kazakhstan an 
attractive destination for food processing FDI. 

Identification of potential investors: the investment 
promotion effort targets those food processing 
companies most likely to expand into Kazakhstan 

To ensure an efficient approach for investment promotion, it is 
important to identify correctly those investors most likely to 
expand into Kazakhstan. The identification follows a three-step 
process: (1) establishing the criteria for target company selection, 
(2) profiling the largest multinational retailers according to the 
identified criteria and (3) compiling a shortlist of potential 
investors. 

Five priority food processing segments were selected by the 
Working Group on Investment Policy and Promotion based on 
their development potential and the segments’ contribution to 
overall sector development in Kazakhstan: meat and poultry, 
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bakery products and cereals, processed sugar, milk and dairy, 
and snacks and desserts. 

The approach to identifying food processors most likely to 
invest in Kazakhstan employed some key filter criteria (activity in 
the pre-selected priority segments, international presence, 
presence in Eurasia or in at least two continents and a focus on 
non-food industries). It also comprised additional filter criteria 
such as revenue size, presence in countries close to Kazakhstan 
and a track record of positive local impact. By applying the 
described process to an initial list of 200 food processors, Kaznex 
Invest identified 28 food processors as likely or very likely to 
invest in Kazakhstan and therefore to be approached. 

Adjustment of the investment promotion 
organisation: setting up a task force for food 
processing investment promotion 

Adjusting the investment promotion organisation to include a 
sectoral task force permits interaction with potential investors in 
a more efficient way and with fewer interfaces. Investors should 
be able to deal with expert interfaces able to provide them with 
the required information in a timely manner or able to approach 
them in investment promotion fairs. The governmental task force 
could consist of three levels with the following responsibilities: 

 Coordination level: This level functions as the 
management body providing overall guidance. Coordination 
could occur, for example, under the direction of a vice 
minister. 

 Front-office level: This should be the single point of 
contact for international investors. The front-office level 
could be staffed with appointed sector specialists (ideally 
with private sector experience) and be supported by 
regional managers offering region-specific advice. 

 Back-office level: This level has the role of a support body 
providing technical expertise and operational support to 
the front-office level. The back office could be staffed with a 
number of appointed specialists working part time. 
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Adapting investment policies to improve the food processing 
business environment 

Government policies should target the areas in Kazakhstan 
that have the greatest potential for improvement: for example 
road and rail infrastructure, construction permitting procedures 
and taxation and repatriation of profits. 

Elaborating detailed suggestions for investment policy change 
would go beyond the scope of this handbook. However, the 
following investment improvement levers suggested by the OECD 
(2012), the WTO (2012) and the World Bank (2012) should be 
investigated: 

 Infrastructure: Infrastructure construction (road and rail), 
support of infrastructure construction by public private 
partnerships and concession agreements. 

 Construction Permitting Procedures: Streamlining of 
development and construction permitting procedures. 

 Taxation and Export of Profits: Establishment of double 
tax treaties, streamlining of the tax system and facilitation 
of the repatriation of profits. 
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Chapter 5 

Promoting investment in the food retail sector 

This chapter applies the methodology for investment promotion to 
Kazakhstan's food retail industry. As the initial step of the methodology, the 
selection of the pilot sectors, is complete, the chapter below describes the final four 
steps of the methodology: identifying the characteristics and success factors for 
food retailing, assessing the country's relative strengths and weaknesses, 
identifying potential investors, adjusting the investment promotion organisation 
and implementing the investment promotion effort. 

Sector characteristics and success factors: rapid 
expansion of global retailers into fast-growing 
emerging markets 

Over the past few decades, the food retail industry has 
steadily grown in all geographical areas. Business models for 
those expansions, referred to as “modern retail formats”, included 
hypermarkets, supermarkets, discounters, and cash and carry 
chains. High merchandise volumes and increasingly efficient 
business procedures have permitted lower unit margins. This has 
enabled larger food retailers to set prices that are lower than 
those of smaller store formats generally referred to as “traditional 
retail” and to expand into low-income emerging markets (OECD 
2010). 

Since the 1960s, the modern food retail industry has steadily 
expanded globally, and its share in the total grocery distribution 
across all geographical areas has grown. In 2008 the top 15 
global modern food retailers accounted for more than 30% of 
world modern retail sales (Euromonitor, 2008; OECD, 2010). 

The growing international presence of the largest food retailers 
is illustrated in Figure 5.1. On average, an international retailer 
enters a new geographic market every 20 months. However, a 
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major share of turnover generally remains in the food retailer’s 
region of origin. 

Figure 5.1  The twenty-five largest food retailers are present in different world 
areas 

 

Source: Companies’ official websites, accessed between January 2011 and May 2012. 
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Nine criteria are fundamental to a market entry decision by 
food retailers 

Food retail MNEs have several criteria for evaluating a 
potential market entry. Interviews conducted in 2011 with 
industry experts and executives from three of the largest 
European food retailers indicated nine criteria used to define the 
expansion opportunities in a country, each with a set of common 
indicators: 

1. Attractiveness of the end-consumer market: 
population, GPD per capita, share of urban population, 
share and growth rate of the middle class, total retail 
sales. 

2. Limited degree of competition: company concentration, 
degree of international competition. 

3. Quality of road and railway infrastructure: 
Infrastructure rankings by international organisations 
(e.g. World Economic Forum Infrastructure Index, World 
Economic Forum Quality of Roads Index). 

4. Favourable business environment: Business 
environment rankings by international organisations (e.g. 
World Economic Forum Global Competitiveness Index, 
World Economic Forum Institutions Index). 

5. Quality of local supplier base: established presence of 
multinational FMCG suppliers, availability of local 
agribusiness suppliers of sufficient individual size or 
associated through cooperatives. 

6. Quality and flexibility of labour market: Labour market 
flexibility rankings by international organisations (e.g. 
World Economic Forum Labour Market Efficiency 
Ranking, WEF Flexibility of Wage Determination Index). 

7. Efficient construction permitting procedures: Ease of 
permitting procedures rankings by international 
organisations (e.g. World Bank Construction Permits 
Index, World Bank ranking of number of procedures). 
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8. Favourable taxation system/legislation for profit 
repatriation: Corporate tax rate; terms for profit 
repatriation. 

9. Good strategy fit: fit of the target country with the overall 
international expansion strategy. 

Box 3.  Towards a more standard approach to international retailer expansions 

In recent decades, international expansion strategies by international modern 
retailers have increasingly converged. This has resulted in approaches targeting 
country selection and market entry that have several common traits. The approach to 
international market entry usually encompasses the elements below: 

Focus on developing economies: Focus on emerging countries, especially those 
with a rapidly growing broad-based middle class (GDP per capita in the range of USD 
5 000 to10 000). 

“Greenfield’’ approach: Acquisition of sites or assets from competitors in order 
to allow retailers to implement their established operating models. Long-term control 
or site ownership, or 

Joint ventures with non-competitors: Setting up of temporary joint ventures 
with non-competing enterprises. A venture owned by local partners is usually bought 
out later in the expansion phase. For instance, Tesco Plc. formed a joint venture with 
agri-businesses such as Sime Darby Berhad in Malaysia and the Charoen Pokphand 
Group in Thailand (Studymode, 2008). 

Local sourcing: Identification and build-up of local food processors able to 
supply products with high and consistent quality. World-leading FMCG suppliers for 
key brands should be established in the country. Small local suppliers should be 
organised in agricultural co-operatives in order to establish international quality 
standards. Merchandise should be tailored to local tastes. 

“Ink-spot strategy”: Selection of a country as a springboard for accessing an 
entire region. For instance, Carrefour used Brazil as a platform to expand further into 
South America, Wal-Mart used Mexico to move into Central America and Tesco Plc. 
used Hungary and Poland as a basis for its Central European expansion (Accenture, 
2011). 

Build-up of transportation infrastructure: Build-up and support of high-volume 
distribution networks, mostly owned and managed by the retailer’s own staff. 

Appreciation of local tastes: Merchandise adaptation to local tastes traded off 
against capturing of economies of scale in food production and logistics. 
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Strengths and weaknesses: Poland and Thailand are 
selected as benchmarks to assess Kazakhstan’s food 
retail FDI potential 

Two countries that have built up a large and thriving food 
retail sector were selected for this analysis: Poland and Thailand 
(Accenture, 2011). For Poland, 1998 was chosen as the base year 
of analysis, and 1996 for Thailand. These years were turning 
points in the development of their successful modern retail 
sectors. In addition to Kazakhstan’s relative position against 
Poland and Thailand, its place in international country rankings 
is taken into account. 

After its market entry in 1996, Tesco Plc. purchased 280 
Savia stores all over Poland. At the time of entry, existing food 
retailers in Poland included Royal Ahold N.V., Allkauf-Metro AG 
and HIT GmbH. Following Tesco Plc., Auchan Group and Casino 
Group entered Poland in 1996 (company websites).  

Similarly, Tesco Plc. entered Thailand in 1998. At that time, 
food retailers in Thailand included Carrefour Group, Makro-
Metro AG, BIG-C/Casino Group. Today, Tesco Plc. owns 88 
hypermarkets and over 500 smaller stores in the country (Tesco 
Lotus, 2012). 

In addition to Kazakhstan’s relative position against the 
benchmark countries, its place in international country rankings 
is taken into account. 

Strengths: Kazakhstan scored well on four 
of the nine market-expansion criteria 

Kazakhstan’s relative strengths lie in its attractive customer 
base, its low level of retailer competition, its efficient and flexible 
labour market and its overall fit with food retailers’ common 
expansion strategies. More specifically, the Kazakhstani market 
is characterised by the following strengths: 

 Attractiveness of the end-consumer market: 
Kazakhstan’s GDP per capita of USD 7 400 in 2009 (World 
Bank, 2012) is high in comparison to USD 1 800 in 
Thailand in 1998 (USD 2 367 expressed at 2009 prices) 
and USD 4 100 in Poland in 1996 (USD 5 581 expressed in 
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2009 values) (World Bank, 2012)2. Kazakhstan’s GDP grew 
at a CAGR of 5.8% from 2004 to 2009 (EIU, 2009) against 
4% in Thailand from 1993 to 1998 (World Bank, 2012) and 
4.2% in Poland from 1991 to1996 (World Bank, 2012). 

At 15.4% (Word Bank, 2009), Kazakhstan’s poverty count is at 
a comparable level to Thailand’s in 1998 (13.6%) (World Bank, 
2009) and Poland’s in 1996 (12-13%) (World Bank, 2009). 

Kazakhstan’s urban population is 9.2 million or 60% of the 
total population (UNDP, 2011). Thailand had an urban 
population of 17.0 million (30% of its total population) in 1998, 
and 23.7 million Poles lived in urban areas in 1996 (61% of the 
total population) (UN ESA, 2011). The main urban areas in 
Kazakhstan are indicated in Figure 5.2. 

Figure 5.2  Nearly 60% of Kazakhstan's population lives in urban areas 

 

Source: ASRK, 2011. 

 

As a consequence of customer demographics, Kazakhstan’s 
Food Retail sales are expected to grow at an annual rate of 16% 
between 2010 and 2016 (Economist Intelligence Unit, 2010), see 
Figure 5.3. 

 

                                                      
2  Expressed in current USD. 
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Figure 5.3  Kazakhstan's Food Retail market is expected to grow at a CAGR of 14% 
until 2014 

 

Source: Economist Intelligence Unit, 2010. 

Additionally, Kazakhstan could be a springboard for 
expanding into the entire Central Asian region. Kazakhstan is the 
largest economy in Central Asia and borders all of the other 
Central Asian countries. Furthermore, it lies close to the 
Caucasus region. Central Asia and the Caucasus offer a 
combined disposable income of over USD 260 billion (IMF 
2010b). 

 Limited competition: The competitive landscape in 
Kazakhstan provides an opportunity for international 
modern retailers. Only a few modern retailers are present 
in the market, and Kazakhstan’s retail sector is still largely 
dominated by traditional informal formats such as bazaars 
and open air markets (SRI, 2008). 

The retailers present in Kazakhstan are Metro AG and 
Ramstore, a subsidiary of Migros Ticari AS. Metro AG opened its 
first store in Astana in 2009 and plans to open 10 to 15 
wholesale stores in Kazakhstan over the coming years. Ramstore 
entered the Kazakhstani market in 2000 and now has 11 stores 
in Almaty, Astana, Karaganda and Shymkent. Vester, another 
retail chain, opened its first store in Karaganda in 2009 and  
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planned to open eight super- and hypermarkets in Astana and 
Almaty and in regional centres such as Pavlodar, Shymkent and 
Ust-Kamenogorsk (Deloitte, 2011). However, Vester decided to 
exit the country in 2011 (Kursiv, 2011).  

When Tesco Plc. entered Thailand in 1998, local competitors 
included Carrefour Group and Makro-Metro AG. Royal Ahold and 
Allkauf/Metro AG were present in the Polish market in 1998, 
while Auchan Group and Casino Group also entered the market 
in 1996. 

 Quality and flexibility of the labour market: 
Kazakhstan’s labour market is regarded as comparatively 
efficient and flexible. According to the World Bank (2010), 
Kazakhstan ranks 38th worldwide in labour market 
flexibility, ahead of its regional peers such as Ukraine (83rd 
position) and Russia (103rd position). According to the 
World Economic Forum Labour Market Efficiency Index 
(2010), Kazakhstan ranks 21st in labour market efficiency, 
ahead of established market economies such as The 
Netherlands (23rd), Thailand (24th) and Taiwan (34th). 

 Good strategy fit: Kazakhstan shows several 
characteristics that correspond with the previously 
described common international expansion strategies. 
Kazakhstan is an emerging economy with a rapidly growing 
broad-based middle class, and it has the potential to 
become a springboard for a future market entry into other 
Central Asian countries.  

Areas for improvement: Kazakhstan can 
further improve its road and railway 
infrastructure, its supplier base, its 
construction permitting procedures and 
its tax system 

 Infrastructure: Kazakhstan’s current transportation 
network includes 93 000 km of roads, 15 000 km of 
railways, numerous logistics centres as well as free-trade 
zones to facilitate production, warehousing and 
transportation. Roads and the railway network account for 
the transportation of nearly 90% of total cargo volume 
(OECD, 2010).  
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However, the quality and efficiency of the transportation 
infrastructure are still rather poor, and internal demand for high-
quality logistics services is not met by supply. The volume of 
railway freight grew at a rate of 6.4% p.a. between 2000 and 
2007, and the freight volume transported by road trucks 
increased at an annual rate of 8.3% during the same period 
(OECD, 2010). 

Kazakhstan ranks 81st out of 139 countries in the World 
Economic Forum Infrastructure Index (2010). In comparison, 
Thailand ranks 35th and Poland 72nd. 

 Supplier base: Kazakhstan’s supplier base remains rather 
weak. However, FDI in the food processing industry is 
increasing steadily: it has grown from USD 37 million in 
2004 to USD 125 million in 2008. This represents a CAGR 
of 35% (ASRK, 2009), and most multinational food 
processing companies already have a commercial presence 
in Kazakhstan. These include major suppliers of 
international retailers, such as The Coca-Cola Company, 
Procter & Gamble, Unilever Group and Nestlé SA. However, 
most food processing MNEs do not produce locally. 

Interviews conducted with food retailers already present in 
Kazakhstan also highlight weaknesses in the supplier base: there 
are rather few large scale and reliable local suppliers, there are 
no greenhouses, and retail chains have to import meat supplies 
from Germany and Poland, because of the perceived lower quality 
of meat produced in Kazakhstan (Retailer Interview, 2012). 

 Construction permitting procedures: Kazakhstan’s law 
on real estate property entitles foreign entities to ownership 
rights: Foreign legal entities and foreign citizens may own 
land designated for industrial and residential use and may 
rent all other categories of land in Kazakhstan (Baker and 
McKenzie, 2012). 

However, Kazakhstan needs to shorten the timeline and 
reduce the costs involved for retailers to obtain development and 
construction permits. Kazakhstan ranks 147th out of 183 
countries in the World Bank Construction Permitting Index 
(World Bank, 2011). Kazakhstan’s 34 procedural steps for 
obtaining a retail market construction permit exceed the 11 steps 
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required in Thailand and are still more numerous than the 32 
required in Poland (World Bank, 2011). 

 Taxation system/repatriation of profits: While food 
retailers can export profits from Kazakhstan, the relevant 
tax system is perceived as too complex (EIU, 2010). The 
repatriation of profits is generally regulated by double 
taxation treaties, exempting profits made in Kazakhstan 
from tax payments in the home market. Kazakhstan’s 
corporate income tax of 20% is comparatively low. 
Kazakhstan has ratified double tax treaties with 45 
countries, including the US, UK, France, Russia, Korea, 
Turkey and China (KaznexInvest, 2012). 

Despite these features, Kazakhstan’s tax system remains 
rather complex for investors. Kazakhstan scores the lowest 
among 16 countries in the region on the dimensions of fairness 
and complexity of the corporate tax system. This may make 
Kazakhstan less attractive in the eyes of potential investors (EIU, 
2010).  

While these weaknesses should be addressed in order to foster 
a more favourable investment environment in the country, they 
are not impediments to a retailer’s market entry and they are less 
important than the factors making Kazakhstan an attractive 
destination for food retail FDI. 

Identification of potential investors: the investment 
promotion effort targets those food processing 
companies most likely to expand into Kazakhstan 

To ensure an efficient approach to investment promotion, it is 
important to correctly identify those investors most likely to 
expand into Kazakhstan. The identification follows a three-step 
process: (1) establishing the criteria for company selection, (2) 
profiling the largest multinational retailers, e.g. an extended 
company list based on Figure 5.1, according to the identified 
criteria and (3) compiling a shortlist of potential investors. This 
third step of the selection procedure involves, again, a three-step 
filtering process. 

The process for identifying retailers most likely to invest in 
Kazakhstan involves crucial filter criteria (international presence, 
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presence in Eurasia or in at least two continents and a focus on 
non-food industries). It also comprises additional filter criteria 
such as revenue size, presence in countries in Central Asia and a 
track record of positive local impact. By applying this procedure, 
Kaznex Invest identified 21 international food retailers as likely to 
invest in Kazakhstan and to be approached. 

Adjustment of the investment promotion 
organisation: setting up a task force for food 
processing investment promotion 

Adjusting the investment promotion organisation to include a 
sectoral task force permits interaction with potential investors in 
a more proficient way and with fewer interfaces. Investors can 
deal with expert interfaces able to provide them with the required 
information in a timely manner or able to approach them in 
investment promotion fairs. The governmental task force could 
consist of three levels with the following responsibilities: 

 Coordination level: This level functions as the 
management body providing overall guidance. Coordination 
could occur, for example, under the direction of a vice 
minister. 

 Front-office level: This should be the single point of 
contact for international investors. The front-office level 
could be staffed with appointed sector specialists (ideally 
with private sector experience) and be supported by 
regional managers offering region-specific advice. 

 Back-office level: This level has the role of a support body 
providing technical expertise and operational support to 
the front-office level. The back office could be staffed with a 
number of appointed specialists working part time. 

Adapting investment policies to improve the food retail 
business environment 

Government policies should target the areas in Kazakhstan 
that have the greatest potential for improvement: road and 
railway infrastructure, construction permitting procedures and 
taxation/repatriation of profits. 
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Elaborating detailed suggestions for investment policy change 
would go beyond the scope of this handbook. However, the 
following investment improvement levers suggested by the OECD 
(2012), the WTO (2012) and the World Bank (2012) should be 
investigated: 

 Infrastructure: Infrastructure construction (road and 
railway), support of infrastructure construction by public 
private partnerships and concession agreements. 

 Construction Permitting Procedures: Streamlining of 
development and construction permitting procedures. 

 Taxation and Export of Profits: Establishment of double 
tax treaties, streamlining of the tax system and facilitation 
of repatriation of profits. 

The availability and quality of food supplies have been 
identified as important challenges to food retail investors. The 
government should therefore adopt additional policies aimed at 
addressing this difficulty: 

 Definition of quality standards for suppliers: 
Development of public standards to ensure the availability 
of high-quality merchandise for retailers. 

 Definition of incentives to support investments in new 
technologies for food processors: Incentivising the 
adoption of new technologies (e.g. through regulations and 
fiscal policy). 

 Simplification of food processors’ access to finance: 
Improvement of access to finance (e.g. financing schemes, 
credit guarantee schemes or interest free loans). 

 Incentivising the formation of supplier co-operatives: 
Incentivising the formation of supplier co-operatives with 
the aim of increasing high-quality supplies of processed 
foods (e.g. easier access to finance and fiscal benefits for 
co-operatives). 
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 Development of a sector database of local suppliers: 
Construction of a sector database of local food suppliers for 
modern retailers to provide transparency on the supply 
market. This database needs to be maintained and 
updated regularly. 
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Chapter 6 

The way forward 

This handbook illustrates Kazakhstan’s economic potential for 
attracting incremental FDI through a sectoral investment 
promotion approach and, thus, allowing for a more balanced 
economy. While Kazakhstan is already experiencing significant 
FDI inflows, investment has been concentrated mainly in 
extractive industries, limiting the diversification of Kazakhstan’s 
economy.  

To tailor a sectoral approach to investment promotion, a five-
step methodology was suggested and then applied to two pilot 
sectors: 

 Identify pilot sectors for investment promotion; 

 Identify the key success factors for the pilot sectors; 

 Assess the country’s relative strengths and weaknesses in 
the pilot sectors; 

 Identify potential investors; 

 Adjust the investment promotion organisation and 
implement the investment promotion effort. 

Within the agribusiness value chain, a priority segment for 
Kazakhstan’s economy, food processing and food retail were 
selected as pilot sectors to tailor and test the recommended 
approach for sectoral investment promotion. 

When identifying the industry dynamics of the food processing 
and the food retail sector, the global industries showed attractive 
growth rates and sector trends facilitating further long-term  
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growth. Additionally, food processors and food retailers were 
characterised as increasingly international and constantly 
looking for international expansion opportunities. Kazakhstan 
also demonstrated significant development potential. Several 
determinants were identified as key for food processing and food 
retail investors when expanding internationally, most importantly 
the end consumer and the labour market, the degree of 
competition, the macroeconomic environment, the supplier base 
and the logistical infrastructure. 

Kazakhstan’s growth prospects in the food processing and 
food retail sectors were confirmed when comparing the economy’s 
characteristics to those of the benchmark countries in the period 
before they successfully developed sizable food processing and 
food retail sectors. This analysis was done according to the 
international expansion criteria identified. 

When compared to the benchmark countries, Kazakhstan’s 
food processing market displayed relative strengths in the 
attractiveness of its end-consumer market, in the efficiency and 
flexibility of its labour market and an advantageous 
macroeconomic environment. However, in order to compete more 
effectively, Kazakhstan would need to expand its supplier base 
and to improve its logistical infrastructure further. These 
limitations are confirmed by investors in the market. 

Kazakhstan’s relative strengths for international modern 
retailers lie in its current and future customer base, its low level 
of competition, its efficient and flexible labour market and its fit 
to modern retailers’ typical expansion strategies. While 
Kazakhstan’s infrastructure, its supplier base, its permitting 
procedures and its tax system and the legislation for the 
repatriation of profits showed some weaknesses, they are not 
significant impediments for modern retailers entering 
Kazakhstan’s market, which is attractive overall. 

In order to approach international food processors and 
retailers in a targeted manner, criteria were defined to identify 
the most suitable candidates. In an identification process, Kaznex 
Invest prioritised 28 food processors and 21 modern retailers in 
Europe, Asia and North America for investment promotion. 
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To include a sectoral dimension in investment promotion and 
offer fewer, more proficient interfaces to potential investors, it is 
suggested that sectoral task forces for both food processing and 
food retailing are established. The task forces should comprise an 
expert interface with investors, a coordination committee and 
back-office support. 

To facilitate investor attraction, the investment climate in food 
processing and food retailing should be improved by addressing 
the identified weaknesses. Recommended actions include: 

 Further improve road and railway infrastructure; 

 Facilitate permitting procedures for construction; 

 Facilitate access to finance for food processors; 

 Facilitate the repatriation of profits; 

 Provide increased incentives for investments in food 
processing co-operatives and technology; 

 Establish higher quality standards for food processors. 

It was additionally suggested that a sector database of local 
food processors be developed to facilitate the attraction of food 
retail investors. 

With a tested and adjusted sectoral investment policy 
approach in place, this methodology should be rolled out to other 
sectors in Kazakhstan’s economy. By doing this, additional 
investments in non-extractive industries will allow the country to 
diversify its economy and increase economic growth and 
employment. 
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