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CHAPTER 8 COST AND BENEFIT ANALYSIS OF THE NEW CAPITAL

8.1
8.1.1

812

CONSTRUCTION

Clarification of cost and bencefit for the new capital construction
Economic Definition of the New Capital Construction

As discussed in Section 2.1, the Kazakhstan Government initiated the capital
transfer in late 1997 in the midst of economic difficulties following its
Independence. Unemployment persisted in Kazakhsran, as the unemployment
rate in Kazakhstan was 13% in 1996, 97, and 98. GDP at full employment has not
been realized. Under such an economic situation, the Capital construction projects
“in Astana generated many jobs and added values, reducing uncmployment in
Kazakhstan. These Capital construction pro;ects therefore, could be considered to
be, in the tcrmmoiogy of economics, Effective Demand Generation: GDP increase
initiated and substantjated by additional demand created by the government

spendmg

It is worthwhile to consrdcr the effects of Capital transfer on other areas of RK.
If the capital transfer had decreased popu]auon or GRDP for 1nstance in the
former capital, Almaty, the economic growth in Astana would have presumably
been offset in Kazakhstan as a whole. * In reality, however, the population and
added va]ues_irr' Almaty eventually increased in 1999 as shown in the next table.

- Furthermore, the share of Almaty GRDP in the entire Kazakhstan GDP rose from
14% in 1996 to 18% in 1999. The capital transfer, combined with other
favorable economic conditions arising lately, could be thus regarded as increasing
the Kazakhstan GDP on the whole.

- Increase of population and GRDP in Almaty after the capital iransfer io Astana

year 1996 1997 1998 1999

Almaiy Population - thou, Jan01 - 1,061 1,064 1,061 1,129
_ |Almaty GRDP = billion tenge 185 250 251 320
Almaty GRDP/Kazakh. GDP percent 14% 16% 16% 18%

Source: Data from City Dcpanmenl for Statistics & Analysis, January 2001

Effective Demand Generation

The following 'graph illustrates the macro-economic inlerpre{ation of the effective
demand generation mmaled by increased publu, investments for the Astana capital

construcllon
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Kazakhstan GDP increase by the investment fo the capital construction in Astana

S+T C=ClY S+T=Y- -
1+G
FGAG
A G in Astana
: 1+
AY :
: Y . Y Y at full
o 1 2 employ

The total supply Y is, putting aside import and export, is expressed:
Y= Consumpuon (C) + Savmg (S) + Tax (T) C+8+T
Y = GDP in Kazakhsian
C=Co+ Cs (Y- 1) = C;Y + Co—CiT

Co means the consumpuon to sustain the life of the people even wnh zero income.

c 1 is defmed as the margmal propcnsny 1o oonsume (MPC) from 0 lo 1, meaning
a poruon of consumphon m thc mcomc In other words

The marginal propensity to save (MPS) = (1 Cy) of (Y T)
C =CY+C-GT
=C;Y+ C;
Cz = ng C:T
Assuming that the tax revenue T is constant, i.e. mdependent of the GDP, C;
would also be a constant.

On the other hand, the total demand, equivalent to the total supply by definition,
is: _ :

Y=C+ Investment (I) + GovernmenfExpenditur_e (G)=C+I+G -
GDP in Kazakhstan would be at the equilibrium of the total deménd and total
supply, B |

C+I+G=C+S+T=Y;

Y,=C,;Y; +Ca+I+G

—(C2+1+G)/(1-Cy |

If the government increase its expenditures 1o stimulate the economic activities,

Y, =(C+I1+G+AG)I(1-C)

Y.-Y, =Ay= AG/(1-C)

Ayl AG= 1/(1-Cy
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8.1.3

The above 1/ (1- C;) is called the multiplier, indicating the incremental GDP
accruing from a unit increase of public or private investments. The samc
multiplier was used in the forecast of economic and population growth in this
Master Plan.

The above explains that additional investment not only increased the total output
by the same amount but also a further increase by its multiplier etfect through the
generation of effective demand. This theory was adopted successfully in macro
economic policy in Japan since the rapid economic growth period starting in
1960°.

Clarification of the cost and benefit for the New Capital Construction

The cost of the capital transfer would be an aggrégalc capilal investment and the

- operation/ maintenance cost of all prO_]CClS for the capllal transfer, disbursed over

the 30 years of its 1mplcmentanon With the accumulation of facilities and assets
as the result of mvcstmem the necessary operallon and maintenance cost would

increase every year.

The major benefit would accrue from the increase of GDP by'effective demand

generation. This benefit could be measured by the increase in added value
(Gréss Regional Domestic Product: GRDP) in Astana that are .projecled to take
place as the results of the investments as compared with a hypothellcal case of
“without pro;ect” case. ' o

Olhcr benetits wou]d include umllcatlon of many elhmc groups or increase of

| nauonal dlgmly These beneﬁts however, are dlttlcull to measure.

The economic ana]yms looks into the rc]ahon between the necessary inputs for
producti'on in the society and their outputs retained for reproduction. The inputs in
this context are the capital investment and operation/ maintenance cost. The
outputs further are essentially benefits or earnings from these inputs. If the outputs
exceed the inputs in value, the net carning (net benefits) would accrue. These net
benefits would be reserved for re- -investment and re-production. Thus the wealth

in lhe somely would accumulate

GDP or GRDP are sum of added values or gross earnings in a country or region

produced as the consequencc of inputs of this investment and Opcrallon. The

‘entire GDP or GRDP, however, does not represent the outputs o be re-invested, or

sources of re-production in the future, because a large portion of GDP would have
1o be consumed. Only savings and taxes are the sources of public and private

investment in the future.
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Costs and Bencfits of the New Capital Development

Cost Benefit
Definilion How 1o Definition in E]R-R How to Difficulty to
measure calculation measure _measure benefits
Investment and monitery units| Inerease of Increase of  monitory  unification of
operation of all ~ § or Tenge -GRDPin -  (GRDP- units, $or . many ethnic
projects . | Astanaas  consumption) Tenge  groups, increase
increase of " of national
Kazakhstan © dignity
GDP ’

The share of the consumption is assumed to account for 60% of GRDP, and

therefore, the gross earnings minus consumption would account for 40% of GRDP.
Thus the benefit would follow:

beneﬁt = GRDP- consumpnon _
cost = mvestment + operation o
net beneﬁt— ( GRDP- consumpnon) (mvestmenH operatton)

On the other hand, in terms of distribution, GRDP can be composed of the
following componcnts.

~ Income of employees
Operatmg surplus o
| Consumptzon of ﬁxed capztal (deprec;auon)
Indirect taxes

Incame of employees lhe staple e]ernent of GRDP in terms of dlsmbutlon denotes
the parl of GRDP that goes to the employees for their consumpllon and savings,
while the indirect taxes would become sources of govemmenl expendlture Those
operating surplus and consumption of ﬁxed capztal would be reserved by
companies and used for their future mvcstmcms ' '

Clarification of benefit to meet the cost .

sources I Consumption _ - Baving B Tax
expenditu . L Govl.
P f Consumption | ... Investiment v
e . - | expen.
ST . rating| Consum. direct
dlslnbunorulncomes of employees  Savings {rom the mcome? Jung| . Indir
; : : surplus| of fixed | taxes

8.4
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8.2
8.2.1

Estimation of the cost and benelit in the New Capital Construction

Estimation of Investment Cost

M

@

Investment Cost

As mentioned in the previous chapler, the Astana capital construction from
the year 2001 to 2030 would require an investment of nearly US$ 9,000
million® in this Master Plan, as discussed in Section 7.5

Characteristics of Investment Cost

The cost consists of direct construction cost and engineering services,
excluding VAT, land acquisition and compensation cost, administration
expenses and contingency.  The cost was estimated based on the Master

- Plan with the following components;

1) Urban deuelopment and architectures: commercial buildings,
offices, residential building, land preparation with demolition,
internal infrastructures, parks and greenery

2) Infrastructures transportat:on water resources, water supply,
sewerage power/ heat supp]y, gasncatlon telecommunication
and sohd waste '

3) Engmeerlng protectlon stormwater dramage fiood mmgatton

These component projects could be categorized into the following three
categories; profit-seeking, less profit seeking and non-profit seeking works.

The profit seeking works would include commercial building, offices and
residential apartments such as supermarkets, bank offices, condominiums,

- excluding government offices. These profit secking projects could in general

be financed by foreign or domestic investments or commercial banks if these
investors could ascertain that adequate levels of robust profits would be

generated in return for bearing the risks of putting their fund in the projects

rather than elsewhere.

The less proﬁt seeking works include infrastructures such as water supply,
seweragc power/ heat supp]y, gas supply, telecommunication, bus and
rallway ‘Roads or bndges without toll would be categorized as non-profit
seekmg ‘These less proﬁt seeking pTO]CClS would mainly be financed by
government budgets Nonetheless, private investors can also be involved in

'The cost and benefit would be caleulated in USS. The conversion rates are: US$ 1 = Tenge 144= Japanese

Yen 108.
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these finances, and in such case the public expenditures will be reduced.
Deregulation in relation to public service such as tariffs would enhance the
opportunity for private investments.

On the other hand, non-profit seeking works consists mainly of public works
such as government offices, roads, bridges, parks, greenery, land prepﬁralion,
water resources and flood mitigation. These projects will ordinarily be
financed by the government budgets, since they do not by definition generate
any profits. These works, however, are essential not only to consiruct a
new capital, but also 1o enhance amenity for the residents’ pleasure and
| comfort. These facilities are md]spensable in the sense that they attract

~ workers and privale investment.

In other Words economic activities such as services and manufacturing will
be enhanced by well prepared urbap environment with good infrastructures,
such as roads, parks and uuhucs In the cnurely of the urban environment,
the non- proﬁt seekmg mfrastructures are a consolidated part, supporting the
economic activities.

Thc 1nvcstment of lhcse lhree catcgorlzed works in combination creates the
 basic structure of the new capllal on which varlous ¢conomic acuvme:, will
take place, and lead to the pl'O_]CClcd increase of Astana GRDP. " The added
values thus generated would be distributed to workers to increase their

income. ' '

In addition, private investments 1o production, such as industries or trades,
would bring about more added values and accrue income 10 the people.
Moreover, these producing facilities would sustain the economic

developmenl in Astana even without the government mveslmcnls.

lmportance of investment to producmg fau]nhcs

Investment to lownscape
* archtecture, infrasiructure .-

year .
2001 2011 ' o020 ¢ 2030
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Maintenance and Operation Cost

The maintenance and operation cost tends o increase with accumulation of assets.
For the total assets of townscape, architeclures and infrastruciures fo be
constructed for Astana, the maintenance and operation is estimated to require
US$45 million in the year 2010, US$91 million in 2020 and US$136 million in
2030, The annual maintenance/ operation cost in 2030 will be 60% of the annual
invesiment, US$§225 million.

In addition, annual expenditure would be required to cover not only the annual
maintenance/ operalibn cost but also deprécialion’ and interest cost. Assuming that
assels of architectures and infrastructures have the life of 50 and 30 years,
respectively, annual depreciation cost would be US$200 million in the year 2030.

Annual depreciation cost: (_3, 750 +18'5'0.)/50 years + (1590+950)/30 years
= US$200 million

The annual interest cost might be larger than the depreciation, depending on the
funding sources, such as government budgets or commercial loans.

Accruing of maintenance, depreciation and interest costs due to accumulation of assets

$ 140 million

maintenance & operafion cost

" year 2000 © year2010 year 2020 year 2030

Estimation of Benefit: Increase of GRDP -

" With the cost of these investment and operation/ maintenance, the benefit would

accrue from the resulting growth of added values in Astana. The GRDP increase

up to the year 2030 is torecasl in the chapter of “Popu]anon and Economic

‘ Planmnﬂ Frameworks

8-7
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83 Approach for Evaluation

There are two types of evaluation widely practiced to analyze the viability of

investments; financial and economic analyses.

83.1 Financial Analysis

The financial analysis normally depicts the balance of necessary investments and

expected revenues. This approach will be applied mainly to individual proﬁt

seeking or less proﬁt seekmg projects to clar:ty for example lhe viability and
repayability of a loan. Its major objccnvcs are:

1) To verify that adequate levels of profits w1l] be generaled as a source for

rcpaymcnt to mvestors or lenders

2) To develop thereby a sound business plan wherc nol on]y expendllurcs of

investment but also operation and maintenance cost will be covered.

3) To ensure that financial resources will be available as needed to meet the

obligations for repayment,

'83.2  Economic Analysis

M)

)

()

Basic concept of economic analysis

The economic analysis attempts to assess the cost and benefit of a project in
achieving the national economic objective. A basic presumption of the
economic analysis is that resources in a society are finite, therefore, the
usage of the resources should carefully be optimized from the view point of
contribution to the economic welfare of the country. In the context of the

Master Plan, the economic analysis dcplcts whether usage of inpul resources
(cost) could accrue more benefit.

Ditference between the economic analysis and financial one

The economic ana]ysis thus evaluates a project in the context of the national

economy rather than commercial profitability of the project entity, which is
more applicable to an undertaking such as the deve:lopmem of the new

capital with clear national n_:lcv'ance. The financial ané]ysis would not be
an appropriate approach for this total evaluation, since the investments of the

new capital construction include many non profit seeking projects.

Indicator of economic efficiency
The economic analysis difters from the financial analys'is‘bol'h in terms of

identification and evaluation of cost and benefit.  One of the major
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833

Q)

indicators of the economic analysis is fconomic Internal Rate of Reiurn
(EIRR). EIRR depicts the discount rate which would balance the cost and
benefit accruing from a project and thereby assesses the economic etficiency
of the project

A project with larger EIRR would create more added values, compared to

other projects in the same sector. In a sector such as agriculture, industry or

trade, Asian Devc]opmcnt Bank -(ADB), for instance, states that 10-12

percent has been accepted as the EIRR cut-off.poinl; a project with EIRR of

less than 10 percent may be supported only if there is strong socioeconomic
justification for it, which should be fully described. This shows a
benchmark of an interpfetation of EIRR.

 Aggregate Economic Aha]ysis Approach

The development of new capilal is naturally composed of various

sub-projects in various sectors. - The sub-projecls are closcly interwoven,

but none is dispensable in the overall realization of the new capital. The
economic ana]y'sis ordinarily identifies and quantifies the specific type of
benefit from a sub-project. This type of melhoddlogy is practically

inapplicable to a large-scale, Jong-term and multi-facetted development.

- In this Master Plan, an aggregate economic analysis approach was adopted.

Principles and issues of this economic analysis are as given below:

1) Due to the holistic nature of the capital development, no attempts are
made 1o assess individual sub-projects.

2) The " economic éna]ysis was thus conducted as the capital
development as an 1nseparable aggregate of sub- prOJecls closely
interwoven.

3) EIRR does not pertain to any specific type of beneficiary.

s Conside'rat'ions,' therefore, shall be required to evaluate the social
aspect, such as the effects of the proposed development on citizens
below the poverty line.

EIRR Calculation

The economlc v1ab11ny of the deve]opmenl of the new capnal as a whole,

' compnsmg the various sup-progects tormu]dled in this Mastér Plan, was evaluated

based on the tore;,omt, Thls analyms Lompared lhe situation that would prevail

'wnh the capnal transler (“wnth” Lase) and the snluallon without the transfer

- 8-9
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(“without” case). The overall EIRR was cstimated 10 be 11.4%. The cash flow
for this estimation is presented in Table 8.3.1.

1)

)

€)

Assumption

- the “with” case is as shown in the “Forecast of economic and population
growth”;

Expected annual growth of GRDP from the year 2001 to 2030: 8.3%

Expected annual growth of GRDP per capita from the year 2001 to
2030: 5.1%

Expected population in the year 2030: 800,000

- in the *without” casé, GRDP m Astana would increase from 1997 to
2030 with an annual growth rate of 4.4%; the same as the national
growth rate from 2001 to 2005, as adopted in the National Indicative
Plan. Necessary investments 1o realize this growth was estimated by
using the same inultip]icr as the national one, 1.06. The population in
Astana in 1997 would stay constant up to the yéar 2030.

- The economic ‘cost is based on dlrect construcuon cost and engmeermg
- services, cxcludmg VAT, Jand vaUISlllon compensatlon administration,
contingency and replacement cost. It is assumed that border and

domestic distortions do not exist.

- The operation/ maintenance cost in each year is estimated by the balance

of the accumulated assets.

- The share of consumption is 60% of GRDP the benefit is 40% of the
GRDP.

Calculahon

- the cost increase is equal to the sum of investment plus operation cost
increment between the “with” case and “without” case. The benefit
increase is calculated in the same manner.

- The net benefit is estimated by the benefit increase minus the cost
increase.

Results

The overali EIRR was esumated lobe 11 4% as shown in lhe auached table,

Using the cut-off pomt 10- 12 percent by ADB the capnal transfer is
considered 1 be cconomlcally viable. lmphcanons of this result ot the
economic andlySlS need to be caretu]ly elaborated. Unlike the rather
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widespread speculation that large scale public undertakings such as the
transfer of a nation’s capital leads to waslage of resources, the economic
analysis above clearly indicates the economic justification thereof.

As the economic analysis looks at the capital transfer as an aggregate of
mutually inseparable projects, assessment of individual components needs 1o

be carried out.

In order to check the robustness of economic analysis, the following three
allernative scenarios were analyzed, in comparison with the base case

described ﬁbovc.

Sensitivity of Economic Analysis '

Ne. - | Description : Populatio | Economic | EIRR
nin 2030 | Growth {%)
Case 1 Base Case 800,000 | 8.3 %/year 114
Case 2 Low population growth 650,000 | 8.3 %fyear 11.1
Case 3A Heavy investment in early years 800,000 | 8.4 %/year 11.4
Case 3B~ | Heavy investment in later years 800,000 | 8.3 %/year 11.5

The economic viability of the new cépﬂal dcvc.lopmenl would remain
unaffected in essence, even with adoption of the Tow population growth
scenario or change in the disbursement pattern of investment.  Table 8.3.2
shows the EIRR value of 11.1 % in case of the economic development
scenario with the projeéted population of 650 thousand in the year 2030
(Case 2). Table 8.3.3 pfése'nts the EI_RR value of 11.4 % in case that the
investment in the first 5 year term from 2001 to 2005 is twice as much as
that in the second 5 year term from 2006 1o 2010 (Case 3A) while in the

- opposite case, where the second term investment is twice the first term (Case
3B), the EIRR would be 11.5 % as shown in the Table 8.3.4.
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84
8.4.1

Finance to the investments in the Master Plan
An Image of Finance for Investment

Finance for investments is a crucial issue for the facilitation of the Master Plan.
With the magmlude of the necessary financing and diverse and complex nature of
the available source, a clear strategy needs to be established. In this chapter,
issues related to the needs and sources of tinance will be discussed.

According fo the “Blooming of Astana, blooming of Kazakhstan” in 2000, Astana
Municipality is described to expand investment sources in the following manner:

1) Stock capital attraction, corporation shares issue

2) Local loan securities by local executive body to finance regional
investment pr0]ects

3) Sllmulallon of fore:gn dlrect investment, introduction of loan and credits
of international organizations and financial msutuuons and foreign states
~ to develop city industrial and social sectors.

According to Astana Indicative Plan from the yéar 2001 l@ 2005, on the

- other hand (hereinafier called Indicative P]an)., the sum of central
govemmem budget and Astana municipality budget is Tenge 22 billion per
year, which is equivalent to approximately US$ 152 million. If the
governments could continue to finance this annual budget for 30 years, the
government budget would account for 50% of the total finance.

US$152 million/ year x 30 years = US34,560 million
US$4 560 mllhon/ US$9 000 mzlhon- 50%
This government budget in genera] wou]d be the slap]e source of financing
~ non-profit and the major part of less profit seekmg works such as parks,

greenery, roads, bn_dges, water resources, flood mitigation, power/ heat
supply and solid waste. -
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8.4.2

Thirty-year-invesiment plan and its finance: use of fund and source of fund

unit: million US$

Use of Fund Source of Fund
non profit | Land preparation 0 Government
seeking Parks, greenery . budget
works Waler resources, flood miti, 160 A
A Transpotation 950 4,560 Governmen
: (152x30 years) invesiment
Water supply, sewerage
power/heat supply, gas. : 1,5%0
telecommuni. solid waste
Residetial 3,750
buiding ' 2,970 Private companies
(108x 30years) or fund of organization
v
. v
Profis Office ' : 1,850 T 1,470
seeking Commercial buildings ) {49x30years) Foreign investment Private
works ) C investment
total - $2,000 million $9,000 million

On the other hand, proﬁt seeking prolecls will moslly be tmanced by foreign
'.dlrecl mvcstmcnls (FDI) and commerc1al bank loans. Mortgage tinancing
may become a useful finance opllon for residential bu1]d1ngs According to
the Indicative Plan, rannual FDI investments would be Tenge 7 billion,
equivalenl' 10 US$49 million. If these investors could continue to finance
this annual budget for 30 years, these funds would account for 16% of the

total finance. _ o
US$49 million/ year x 30 years = US$1,470 million
US$1,470 million/ US$9,000= 16%

The remaining 34% of necessary funds might come from other private
companies or funds of organizations.

Affordébi]ily from .M_acfo Vicwpoint

The effects of investments will accrue on houschold economy in terms of

1 incréase_d_ burden of housing or utility payments. Since the public works
~ conducted under government funding shall be financed basically by taxes, the
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cffects of housing and utility payments shall be checked in the composition of
disposable income.

@)

2)

Expenditure structure of a household in Astana

It is difficult to estimate the portion of house rent expense in household
income. Because its expenditure is not specified in the statistics and it would
be usually paid together with utility cost, such as water, power, heat supply.
HoweQer, the maximum house rent portion is 'roughly estimated to be 38%,
considering an example shown by the Department of Labor, Employment
and Social Security of P(Spulation, Astana City Akimat.

Average income: Tenge 19,000/ worker, momfi _
House rents and utility payment: 8,000- 9,000 tenge/ hbuseholcf
9000/ 19,000 = 47%
Utility payment: 9.5% as will be mentioned later

Hdﬁse rents: 47%- 9.5% = 38%

Housmg Payments

Accordmg to lhe Master Plan nearly 60% of new comers would live in the

aparlmem bulldlng of medmm” densny area. The investment to
apartmenls for this category is assumed to be US$5 400 per capita up to
2010, assummg the construction cost of US$300 per m” with the average
area ot 18 m’ per capita.

US$300/m2 x 18 m2 = US$5,400/ capita

The equivalent annual cost for this investment cost would be US$502,
because:

Investment (depreciation) cost: US$54QO/ 50 yearsé US$1 08
Operation/ maintenance cost: US35400 x 0.8% = US$43
Interest cost: US$5400 x 1/2 x 13% = US$351

The total annual cost of US$502 is assumed to rcprcscnl the corrcspondmg
level of housing payments. - ' ‘
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Average of interest cost: investment amount/2 X a interesi rate

Balance of assels, loan
5400/capita

Interest cost

50 years

According to the population and economic development analysis presented
| m Chapter 2 of the Progress (2) Report, the expected GRDP per capita in

2010 will be Tenge 420,000, which is cquivh]enl to US$2,917. Assuming

the personal dlsposab]e income (PDI) is 70% of the added value based on the

data prov1ded by the Cny Developmcnt of Slaustlcs the housing payments
~are esumaled to account for 25% of its income in year 2010 for housing.

US$502/ ( US$29I 7x 70%) 25 %

This burden is not cnurc]y aftordablc for some pcop]e with relatively tight
household budgct The share of housmg payments shall decrease to 21% of
~ their i income in the next 10- year perlod up to 2020, and further to 20% in the
subsequent 10-year period up to 2030, as shown in the next table. The
reduction comes mainly from the income increase of the inhabitants in
~Astana, a]ihough the incremental income will be soﬁ]_ewhat compe'nsated due
to in‘crea.se in the size of hou'si'ng units. Thus, the burden to pay house
rents is estimated to decrease with the development of Astana and the people

could live in the larger space for a smaller share of household budget.

Decrease of lhe.'bnrden to pay apartment rent, with the developmeht of Astana

investment in  investment in  investment in
calculation unit year 2001- year 2011- year 2021-
20j0 2020 2030
A construction cosi/m2 usy . .. 300 300 300
B m2/capita : us$ - 18 22 25
C construction cosl/capita us$ ’ 5,400 6,600 7,500
D annual @Eﬁtioﬂnwinlenznm us$ 43 53 60
E depreciation cost us 108 132 150
F . imterest cost us$ 351 429 488
G sunyD-F)  total annual cost us$ S 512 614 698
H apartment reat R T Cosm - 614 698
1 cxptcltd GRDP/ caplla S s 2,917 4,111 4,951
c!peﬂﬂl pmwn] disposuble ) S

J .I x 70% - - (PDI)/ capita Ils$ B 2,042 2,878 3,466
K H/A . apartmcst rent/PDI pereeat 25% 21% 0%
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(3)  Uiility Payments
Ultility payments in this section refers to the expenses for the bills of utilities
related fo the basic human needs such as water, sewerage, power and heal,
plus somewhat dispensable but clearly important services such as gas,
telecommunication and solid waste. According to the “Social-economic
status of Astana City”, the average expenditure for the wtility payment was
9.5% of a household income in November, 1999.
The total investment cost from the year 2001 to 2010 for the planned
facilities in this category would be US$676 million. Assuming that the
average life of these facilities is 30 ycars thc annua] total cost in the year
2010 would be US$78 rmlhon
operanon/ mamtenance US$1 1 mtlhon +US$676 m:lhon/ 30 years +
' US$676 m:lhon x12x13 % = US$ 78 m:lhon
Thus lhc annual cost per capita in the year 2010 would be US$158.
US$78mtlhon/ 490, 000 people = US$158
) Uulny paymenls are lhus esumatcd to account tor 8% of thelr income in the
year 2010 as shown in the ncxt lable Slmllarly, uullty paymems will be
: 7% in the year 2020 and 2030.
Afl'nrdabnhly of utility paymenls l'or the people with i incomes at averagc level: 7-8% of
incomes :
Colculation  Utitties -~ . uit yeat 2001‘2010 year 2001 2?1120 year éom 2030
A waler supply million us$ 130 262 3
B sewerage million ns$ 38 182 240
C power/ heal supply o ' " miltion us$ s ) 253 444 650
D gasification x million us$ 108 127 136
E 1elecommunication million us$ 7 135 177
F ‘sulid waste - ‘million us$ Soou 4 62
G sum{A-F} _ investment total . million usy 676 1,193 1,586
H operation and maintenance cosl million us$ B3 26 3
I Gf30 years  depreciation cost million us$ pa 40 53
I 13%xG2  interest cost _ million us$ M 78 103
K | sm(HJ) lotsl annual cost h million us$ 78 144 198
L expecied populalice ' thousand 490 6%0 8060
M Kx1000/L.  tola) annoal cost/ capita N us$ . - 158 208 144
N expected GRDP/ capita us$ ) . 2917 4,111 4,951
0| Nx70% . cpeced personal disposable income (PDIY o 2042 2578 3,466
<apita
P M/O total annual cost/ PDI, per capita : percenl L b % %
Q apariment renl (medium) .. . [IPD1, percapita 25% 21% 20%
R P+Q Apariment rents + uiility [PDI], per capita B B 28% 7%
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8.4.3

In summary of the foregoing, the share of housing and utility payments in
income is estimated to decrease to 33%, 28% and 27% in the ycar 2010,
2020 and 2030.

Aftordability from Micro Viewpoint

There are a substantial number of people below the poverty line in Astana® The
Plan provides a separate type of residential buildings with lower costs chiefly for
those who have limited means for living. The following table depicts the
analysis of household of a hypothetical person below the poverty line. Share of
housing payments in his income, is estimated to be 31- 38%.

The total expenditure for housing and utilities is estimated to account for 48- 56%
of income. It is difficult for some below the poverty line to pay these costs. It
could be deduced from this analysis that there is a sirong necessity to continue to
enhance a social structure geared 1o help those who have limited means for living
in Astana, even with the realization of the planncd economic development.

Difficulty for the people with lower incomes to afford apartment rents and utilities

invesiment in  investment in investment in
calculation unit year 2001- year 2011- year 2021-

2010 2020 2020

consiruction cost/m2 us$ 200 200
m2/capita us3$ 18 22

construction cost/capita us3 3,600 4,400 s,

200
23
000

T Q m w o0 w e

annual operalion/maintenance us3 29 35

depreciation cost us$ 72 88
inferest cost us$ 23 286
sum(D-F) iotal annuai cost us$ © 335 409
apariment resl us§ 335 409

40

100
325
465
465

annwal income/ capita in 2000, tewge 4008/month

. expected income/ capita at the same growih rate of

GRDP/capita us$ 875 1,233 1,485
apariment rent/ income percent B 3% M%
tofal annual cost of utilities us$ 158 208 244
ulility cost/ income 18% 17% 16%
(Apartment rent + utility)/ income percent 56% 50% 48%

* “Social Economic Status of Astana City, Statistics of Department of Astana City, 2000” mentions that

monthly minimum living. cosl is Tenge 4,103 per capila. According to Data of the City Development of

Slélislics, 18% of the inhabilqnls examined in the survey in December, 2000 have monthly incomes of less
than Tenge 4,000,

. B-17
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The above indicates that additional considerations need to be made to sustain
those who are with limited means for living, as the housing and utility payments

would be high. Subsidized housing programs, for example, could be considered in
this regard.
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8.5

Summary and Proposal

The capital transfer is one of the major government undertakings aimed at

consolidating and strengthening the newly independent nation of RK. This

transfer has apparently created a number of jobs and thereby reduced

unemployment with an effect of the Effective Demand Generation. The JICA

Master Plan presented in full in this report shows the 30-year strategies, schemes,

and projects of this capital construction, in the fields of urban development,

infrastructure development and engineering protection. It is important, therefore,

to verify the proposed Master Plan from the viewpoints of:

)

@)

* Economic viability
» Affordability of the investments

* Robustness of funding for the necessary investments

Economic Viability

First, judging from the EIRR value of 11% for the capital construction
| projects as a whole, the capital transfer is considered to be economically
viable. However, due to the aggregate nature of this EIRR estimation,
indi\)idua]_ sub-projects shall be cafefu]]y assessed before their
implementation. | -

In essence, EIRRI_d-oes not relate to its benefit distribution to whom, the rich
or the poor. This is the reason'why administration measures might be
necessary to reduce the income differences among citizen, such as
adjustment of taxation and/or preparation of social safety networks, or
provision of employment opportunity particularly for those with limited

means of living.

Alffordability

Secondly, the growth of incomes will increase affordability for the
profit-seeking or less profit-seeking works, such as commercial offices,

housing and utility infrastructures. The household burden to pay house rents

and utilities would decrease relatively with the development of Astana. Thus,

the people could live in a larger space and enjoy beller supply of utilities in
the future.

Those with limited household budgets, however, might not be able o afford
. these services, The administration measure to increase the lowest individual

income levels will be necessary. Some mechanism for mitigation of the
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G)

)

impacts of increased house and utility payments need to be initiated, which
may include subsidized public housing provision and/or tariff system with

differentiation in favor of small amount users,
Financing of Non and Less Profit Seeking Works

Thirdly, the non-profit seeking works or some of the less-profit secking
projects will have to be financed chiefly by government budgets, while the
profit-seeking works could be financed by private investments or FDI.

With an increase in the state budget in the future, the burden of budget
allocation to Astana will be reduced. If international soft loans and private
investments will be involved in the public works, government expenditures
could further be reduced. Deregulation in public service tariffs and

operations will promote and stimulate the private investments.

Along with this deregulation, management of public sectors must be
improved. Reduction of water or power leakage and loss, as mentioned

before, needs to be detected and reduced. Also, tariff collection rates should

be raised to strengthen the financial condition of public utilities and enhance
social justice.

Investment Promotion

Lastly, it must be cmphasized that private investments to producing facilities,
such as in industries or trades, would sustain the economic development in

Astana even under reduced government investment. Promotion and support

to expand and develop the private sectors shall be essential to continual

development of Astana.
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Table 8.3.1 EIRR Calculation - Case 1 Base Case: Medium Populalion Growth Scenario

"~ bil. Teng 1,293

Cost Benefit Net benefil
Unit: GRDP
Million Investment Operation 'i?olai cost GRDP | GRDP ,GRDP increasel| Benefit -
increase increase
uUs$ - cost
. consum
with | without with without lovestmenf i |without| Y- | ption
t+ without
operation
necessa .
investm| annual
the new|, v ent of | growth Benefit
capital Investm balance : balance of new |of 4.4% GRDP x|} increase-
ents for cost cost .
construc of assets assets capital | from 04 cost
) 4.4% .
tion annual constru} 1997- increase
ction | 2030
growth
1995 49 167
1996 35 132 .
1997 174 30 174 2 30 0 145 208 138 71 28 -117
1998 299 0 . 472 .7 61 1 274 361 144 217 87 -187
1999 278 30 750 11 91 1 257 368 150 218 B7 . -169
2000 - 271 '30] 1,021 14 122 2 253 361 157 204 - 82 -171
2001 368 36 1,389 - 17( 157 2 - 348 427 164 - 263 105 -242
2002 - 368 36 1,757 20 ¢ 193 3 350 - 505 171 - 334 133 =217
2003 368 36] 2,125 3 - 228 3 353 596 178 - 418 167 -185
2004 368 36] 2,492 26 264 4, .. 355 705 186 . 519 20 -148
2005 368 36| 2,860 30 300 4 - 3581 833 194 639 25§| -102
2006 368  -44] 3,228 - 331 . 344 5 35 - 928 203 725 29 -61
2007 - 368 44| 3,596 : 36 . 388 5 354l 1,034 212 823 32 25
2008| .. 368 44| 3,964 F390 - 432 6 3564 1,152 221 C931] - 373 16
2009] - 368 . 44 4,332 42| | - 476 71 3591 1,284 231 1,0531 - 421 62
2010] - 368 44| 4,700 - 45 520 7 © 361 1,431 241 1,189 476 114
2011 05 55| 5,005 49 574 8 0 292 1,542 252 1,291 516 224
2012 - 305 .55 5,310 - 54 - 629 9 - 296 1,663 263 1,400 560 264
2013 305 55 5,615 59 684 10 300 1,792 274 1,518 607 308
2014 305 - .- 55| 5,920 63 738 - 10 - 304 1,932 286 1,646 658 355
2015 3050 - 55] 6,226 68 793 - 11 307 2,083 299 11,7841 - 714 406
©2016| . 305 .68 6,531 73 861 12 2981 2,217 312 1,904 762 464
. 2017 305 - 68] 6,836 7 929 13 302 2,358 326 2,032 813 511
2018 305 - 68 7,141 82 . 996 14 305 2,509 340 2,169 268, 562
2019 305 68| - 7446 - 87 1,064 15 S 3098 2,670 355 2,314 . 926 617
- 20201 - 305 - 68] - 7,752 91] 1,132 16 313 2,840 371 2,469 - 983 675
© 2021 - 225 -84 7977 o 96 - 1,216 17 2200 2,944 387 2,556 - 1,023 803
2022 - 225 84| 8202 S 100 1,300 18 223 3,051 404 2,646] 1,059 836
2023) 225 . 84| 8427 105 1,384 - 19 2268 3,162 422 2,74¢] 1,096 870
2024 - 225 . 84| 8,652 - 109| - 1,468 21 229 3,277 41 2,836 1,134 905
2025 . 225, - 84| 8877 113 1,552 =~ 22 233 3,396 460 2,9361 1,174 942
2026| - 225) - 104| 9,102 118| 1,656 23 215 3,503 480 3,023 1,209 994
2027 2257 . 104| 9,327 122 - 1,761 25 2185 3,613 501 3,112; 1,245 1,026
2028| - 225 104| 9,552 127) - 1,865 26 21 3,727 523 32031 1,281 1,060
. 2029) ¢ 225 104 . 9,777 131 - 1,969 - 28 224 3,844 546 3,2987 1,319 1,095
2030| 225 . 104] 10,002 - 136f - 2073 29 227 3,965 - 570 3,395 1,358 1,131
Total| 10,002 2,073 10,002 . 2,205 2,073 396 9,737 66,282| 10,404 55,878F 22,351 12,614
L Year 2001-2030 C Year 1997-2030 34 years EIRR 11.4%
- mil§ 8,981 ' :




Table 8.3.2 EIRR Calculation - Case 2: Low Population Growth Scenario

Cost Benefit Net benefit
Unit: : GRDP
Million Investment Operation '[jotalcost GRDP | GRDP .GRDP increascfl Benefit -
P 1ncréase increase
Us$ - cost
. consum
with | without with  without Investmerk  h lwithout| ™ 1 ption
1+ without
the new| necessa operation || invesim
X ent of | annual :
capital Y new | growth .- - || Benefit
construciinvestmi \ 1 e~ |balance of capital |of 4.4% GRDP | increase-
tion:7.2 | ents for cost cost : :
of assets assels constru| from . 04 cost
% 4.4% _ : . .
ction: | 1997- mcrease
annual | annual 799 | 2030
growth | growth annual
1995 49 167
1996 35 o . 132 oo
1997 174 30 174 2l . 30 0 145 208, 138 73| 28 0 -117
1998 2991 30 472 -7 . 61 1 274 361 144 o217 B -187
1999 278| 30 750 114 | 1 257 368 . 150 218 87 -169
2000 - 271 - 30 1,021 14 : 122 2 253 361 157 - 204] - B2 c L1711
2001 299 36| 1,319 - 16| @ 157 2 <277 419] 164 256 - 102 -174
2002 299 36| 1,618 19 193 3 28 1 . 487 171 316| - 127 153
2003 299 36 1,917 - 23 - 228 3 - 283 566| . 178| . - 388; - 155 -128
2004 - 299 36 2,215 27 264 4 2864 - 658 186 471 . 18 -97
2005 - 299 36 2,514 30 300 4 - 289 764 194 7569 - 228 - -61
2006 299 44 2,813 534 344 "5 - 283 845 203 6421 o 257 - 27
2007)- 299 441 3,111 370 388 5 - 286 934 212 L2z| 0 289 -3
2008 299 44 3,410 41 - 432 6 -2891 1,033 221 812 o 325 35
2009 299 44 3,708 - 45 - 476 7 2020 1,143; 231 9121 . 365 72
2010 299 44 4,007 48| - - 520 7 - 295] 1,264] - 2411 - 1,023 - 409 - 114
2011 250 55| 4,257 51 - 574 B - 2381 1,351 252 1,099 . MOP 201
- 2012 250 "~ 55 4,507 54| 629 9 241 144 263 1,181 - 473} - - 232
2013 250 55 4,757 - 57 684 10 - 243 1,544 274 1,269 508 265
2014 250 55t 5,007 60| -~ 7138 10 2451 1,650 286 1,364] - 545 300]
2015 250 55 5,257 63 - 793 1 c 4 1,764 299 . 1,465 - 586§ - 339
2016 250 - - 68| 5,507 66 © 861 12 - 236 1,851 312 1,539 - 615 - 379
2017 2501 68 5,757 69 929 C13F - 238 1,942 326 - 1,616 - 64 408
2018 250 08 6,007 72 996 .14 - 24 2,037 - 346G - 1,697 67 439#
2019 250 - 68 6,257 751 -+ 1,064 15 - 24(7.’“ 2,138 355 1,783 - 713 41
2020 250 68l 6,507 78] - 1,132 16 2440 2,243 mn “1,872| .74 504
2021 181 84 6,688 © 80| - 1,216 17 1 2,306 387 1,919 768 - 608
2022 181 - B4| 6,868 82| 1,300 18 161 2,371 404 1,967 787 626
2023 181 84| 7,049 85| . 1,384 - 19 162 2,437 422 . 2,015 80 644
2024 181 84| 7229 - 87 1,468 21 - 163 2,506 441 © 2,065 - 82 S0 663
2025 181 84| 7410 89| 1,552 22 164 2,576 460 - 2,116 847 "~ 683
2026) 181 104 7,590 91 1,656 23| - 144 2,636 480 2,156 862 718
© 2027 181 104} 7,771 93 1,761 - 255 o 145 2,697 501 12,196 - 878 733
2028 181 104 7,951 95 1,865 26 - 146 2,760 523, - 2,236 894 749
2029] - 181 104| 8,132 -98| - 1,969 . 28 146) 2,823 546 12,277 91l - 765
2030{ 181 :104] 8313 - 100| - 2,073 29 147 2,889 570 2,318{ - 9274 - - - 780]
Total| . 8,313] 2,073] 8313 1,899 2,073 - 396 7,743} 53,378] 10,404 42,974 17,189) - 9447]
Year 2001-2030 : Year 1997-2030 34 years EIRR  11.1%
mil.$ 7,292 : . . e

biltenge 1,050



‘Table 8.3.3 EIRR Calculation - Case 3A : Ilcavy Investment in Early Years

mil §

8,981

bil. Teng 1,293

EIRR .

Cost Benefit Net benefit
Unit: . . GRDP
Million Investment Operation I:otaf cost GRDYP | GRDP .GRDP increasel Benefit -
mcrease ncrease
US$ - cosl
_ . consum
with | without with without Investmen with | without “_’“h i ption
t+ without
the new | necessa operation ||invesim
capital ry ent of | annual
consiruclinvest ne‘w growth .Bcnel'il
tion in al ents for balance - st balance of ost capital jof 4.4% GRDP x|| increase-
rapid | 4.4% of assets assels cc-msh:u from 04 . cost
investm | anpual ct:on_m 1997— increase
ent case| growth a rapid i 2030
investm
1995 49 167
1996 35 o 132 :
1997 1741 - 30 174 22 30 0 145 208 138 71 . 28] -117
1998 . 299 30 472 -7 61 1 - 274 - 361 144 217 87 -187
1999} = 278 30 750 ‘1n | 1 257 368 150 218 - 87 o -169
- 20001 - 271 30 1,021 14 - 122 2 253 - 361 157 - 204 82 -171
- 2001%F - 490| .- 36| 1,511 14 - 157 2[ 467 440 164 - 276 1 -357
20021 . 4% 36 2,002 C 19 193 3 171 535 17 364 14 -326
2003 . 490 - . 36| 2,492 24f - 228 3 475 651 178 4731 . 189 -286
2004 - 490 - 36| 2,982 28 264 4 . 48 : 793 186 607 243 -237
2005] - 490] - 36 3,473 33 300 4 484' 965 194 T - 3081 - -175
2006]  245] 44| 3,718 35| 344 5 220 1,047 203] - B4 333" 106
2007| - 245 - 44 3,964 38| - 388 5| 234 1,136 212 924 . 3704 - 136
2008 2451 .- M} 4209 - 40 432 6 235 1,233 221 1,012 405 - 169
20091 - 245 44| 4454 - 42 . 476 7 2370 1,338 231 1,107} = 443 206
©2010] - 02451 - 44] - 4,700 - 45 520 7 23 1,451 241 1,210 484 245
2011 305 551 5,005 49 574 8 - 292fF 1,565 252 1,314| 525 . 234
2012 3050 0 851 5310 .54 629 9 - 296 1,688 263 1,425 570 274
2013| - 305 55| 5,615 59 - 684 10 3008 1,821 274 1,547 619 319
2014 305 55| 5,920 - 63 738 10 304 1,964 286 1,677 671 367
2015 - 305 55| - 6,226 . 68 793 11 307 2,118 . 299 1,819 728 420
2016] - 305 68| - 6,531 73 861 12 - 2081 2,252 312 1,939 776 478
2017 -+ 305 68| 6,836 17 929 13 302 2,393 326 2,067 827 525
2018] - 305 © e8| 7,141 82| . 996 14 - 305F 2,544 340 2,204 882 576
2019) -~ 305 68| 7,446 87 1,064 15 - 30 2,705 355 2,349 . 940 631
2020] - 305 - 68| 7,752 91 @ 1,132 16 3]3| 2875 a1 2,504 1,002 689
2021} - 225 84| 7,977 .96 1,216 17| . 2208 2,980 387 2,592 1,037 817
20221 - 225 84| 8202 - 100 1,300 i8 . 223] 3,088 404 2,684 1,074 851
20231 . 225 84| 8427 105 1,384 .19 226f 3,200 422 2,778 1,111 885
2024 . 225 84 8,652 109 : 1,468 21 S 2291 3,317 441 2,876| 1,151 921
-2025) <2251 ¢ 84| 8,877 113} 1,552 22 233 3438 460 2,978 1,191 958
2026 - 225 104 = 9,102 118 1,656 23 . 215 3,543 . 480 3,063 1,225 1,010
2027 . 225; . 1045 9327 122} 1,761 © 25 . 218 3,652 501 3,151 1,260 - 1,042
2028 225 104; 9,552 127{ 1,865 - 26 221 3,765 523 3241 1,297 . 1,075
2029 . 2251 - 1047 . 9777 131 1,969 28 S 224 3,881 546 333 1,334 1,109
2030| - 225 . 1041 10,002 136 - 2,073 29 C 227 4000 570 34300 1372 - - 1,144
-1 Totall 30,002{ 20731 10,002 = 2213 2,073 . .- 396 9,746( 67,677 10,404 57,273 22,909 13,163
" Year 2001-2030 R Year 1997- 2030 34 years 11.4%



Table 8.3.4 EIRR Calculation - Case 3B ; Heavy Invesiment in Later Years

Cost Benefit Net benelit
Unit: GRDP
Milkion| Invesiment Operation Total costl cppp | GrOP | CRPP increase] Benefit -
increase increase
US$ - cost
. consum
with |without!  with without | ™S with | without it prion
i+ without
operation ||investm
the new|necessa
. ent of | annual
capital L9 new | growth Benefit
c.onsl.m_c mvestm balance balance of capital | of 4.4% GRDP xlf increase-
tion in al ents for cost cost
of assets assels constru| from 04 cost
late 4.4% - . -
ctionin!| 1997. increase
growth | annual alate | 2030
case |growth growth
1995 49 167
1996 35 132
1997 174 30 174 2 30 0 145 208 138 71 28] -117
1998 299 30 472 7 61 1 274 361 144 217 87k -187
1999 278 30 750 11 91 1 257 368 150 218 87 -169
2000 271 30 1,021 14 122 2 253 361 157 204 - 82 171
2001 - 245 36 1,266 12 157 2 220 413 164 250 100 - -120
2002 245 36 1,512 14 193 3 222 473 171 302 121 C 101
2003 245 36 1,757 17 - 228 3 - 223 541 178 363 - 145 78
2004 245 36] 2,002 19 264 4 225 619 186 433 173 -52
2005 245 36| 2,248 21 300 4 - 227 708 194 514 206]| -22
2006 490 441 2,738 26 344 5 468 812 203 609 244f 224
2007 490 44| 3,229 31 388 5 472 931 212 719 28 -184
2008 490 44| 3,719 35 432 6 476f 1,067 221 846 33 -137
2009 490 441 4209 40 476 7 480“ 1,224 231 993 397 -83
2010 490 44| 4,700 - 45 520 7 484 1,403 241 1,162 465 -19
2011 305 550 5,005 49 574 8 2921 1,514 252 1,262 © 505 213
2012 305 55 5,310 54 629 9 2968 1,634 263 1,372 54 253
2013 305 55 5,615 59 684 10 300 1,764 274 1,490 596 296
2014 305 55¢ 5,920 63 738 10 304 1,904 286 1,618 647 344
2015 305 55 6,226 68 793 11 307 2,056 299 1,757 - 703)) 395
2016 305 68{ 6,531 73 861 12 298| 2,187 312 1,875 - 750 452
2017 305 68 6,836 77 929 13 3021 2,328 326 2,002 801 499
2018 305 68 7,141 82 996 14 305 2,477 340 2,137 855 - 549
2019 305 681 7,446 87| . 1,064 i5 309 2,636 355 2,281 912, 603
2020 305 68| 7,752 91 1,132 16 313F 2,806 371 2,435 974 661
2021 225 84 7,977 96 1,216 17 200 2,909 387 2,522 1,009} 789
2022 225 84 8,202 100 1,300 18 223 3,016 404 2,612 1,045] 822
2023 225 84 8427 105] 1,334 19 2261 3,127 422 2,705 1,082 - . R56
2024 225 84 8,652 109 1,468 21 229 3,242 441 2,801 1,121 891
2025 225 84 8,877 113 1,552 22 233 3,361 460 2,901 1160 - 928
2026 225 104 9,102 118 1,656 23 2155 3,467 480 2,987 1,195 T 979
2027 225 104 9,327 122 1,761 25 218 3,576 s01 3,074) 1,230 1,011
2028 225 104 9,552 127 1,865 26 21 3,688 523 3,165 - 1,266 1,044
2029 225 104] 9777 131 1,969 28 224f 3,804 546 3,258] 1,303 1,079
2030 225 104| 10,002 136 2,073 29 227) 3,924 570 3,353]  1,341F 1,114
Totall 10,002| 2,073} 10,002 - 2,155 2,073 396 9,688 64,910] 10,404 54,505| 21,802 12,115
Year 2001-2030 ’ 34 years

mil §

8,981

bil. Teng 1,293

Year 1997- 2030

EIRR 11.5%
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CHAPTER 9 URBAN ADMINISTRATION AND ORAGANIZATIONAL ISSUES!

9.1 Present Conditions of Urban Administration and Organizational Issues
9.1.1  Organizations
(1) Overview of Administrative and Organizational Structure
1) Governmental Tier Structure

The Kazakhstan government has a tier structure as shown in the following
table.

Level Deséﬁption

Republican Republican Ministry and State Commitiees

Oblast Territorial divisions of the Republic, comparable 1o provinces. This
tier includes Obilasits and National citjes.

Rayon Rural subdivisions of an Oblast. This tier includes Rural rayons and
Urban townships of Oblast

As one of the two Natjonal cities, Astana City is classified in the second
tier, together with the other National city, Almaty. Akim (Mayor) of
Astana City is dlrcct]y appointed by the President, as is Akim of cach
Oblast.

2) Cny Admmlstratlon Structurc

There are subslanually three (3) levcls in the organlzatlonal structure of
the city administration.

‘The Municipality (Akimat) works as the office of the Akim. Direcily
below, there are several relalivc]yl indcpendchi organizations in charge of
city administration, such as the Depariment of Architecture & Urban
Planning. These organizations are budgeted by Astana City. This relative
independence from Akimat is supposed 1o be a heritage of the former
Soviet Union system, where the departments worked as a part of cily
ad'mi'n_istra‘lion structure and at the same lime a local agency of the central
] govemment as' often observed in other Communist countries. Though
these structures have started to change, there is still some duplication of

functlons let! in the chains ot command

“In the lhlrd level, there are so-called “self- supporled” 0]‘531‘]]281]01’15 such
as ASA (lormcrly called Gorvodokanal) These self-supported

! Full text of this chapter will appear in -App'c.udix M of Volume l.ll: Supporting Report.
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organizations provide part of public services by contractual arrangements,
and are expected to sustain their activities by charging on their services.

(2) Characteristics of Current Organizational Arrangements

There are many organizations working in conjunction for the deﬁe]oprnent of
Astana City. Principal orgam?atlons related to the Astana City developments
are explained in Appendix M of Suppomng Report.

Main characteristics of current organizational arrangemenls are frequent
changes in organizational structures and interwoven and overlapping
functions where the role of one organization is not ofien clearly differentiated
from another. For the purpose of effective implementation of the complex and
heavy loaded task of the capital development, belterment in organizational
structure could not be avoided.

1) The Ways of Estabhshment of State/Cny Orgamzauons

A public state/cuy orgamzahon can basically be established by a decree of
the President, Government or Municipality (Akim). The advantage of this
present sysiem is the ease in establishing (and dissolving) an organization.
While this featurc may be regarded as flexibility in i'mplem_enling changes
and reforms, there may occur often 100 many organizational changes in a |
short period in Kazakhstan, as is wel] known (o the public.

Frequent changes in org,amzallonal arrangemenls however tend 10
confuse the people both inside the orgamzallon and outside as to the
demarcation of responsibilities.

2) Client - Conlmctor Relationship

One of the dlSllﬂLllVC features in lhe current 1nsmut10nal arrangemenl is
the so-called “Client - Contractor relationship”. Itis a mutual relationship
established in the organ'izations parlicipaling in development activities,
formalized in laws/regulations of KazakhSlan.

The rule is simple and clear: the organization, either private or public,
who has secured a potential investor (or has its own fund for Iinveslmenl)

for a certain pro;ecl will be a “client” of the prolecl The client controls

entire project processes. 1f a private investor wants 1o invest its money 10

a public facility, the investor (i.e. the client) will prepare a plan and will
supervise the project (by hiring/contracting experts).

As this system allows establishment of mutual relationship individually
for each development project, it happens that there are a number of
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91.2

organizations working in each interrelated tunctional area in parallel.

This tends to cause ditficulty for coordination amongst projects,
3) Unclear Definition of the “Capital” and “City”

There seems to be some confusion in responsibilities for the
implementation of lasks between the Republic Government and Astana
City. The national museum, newly built, was reporiedly managed by the
Astana Municipaiity and financed by Astana Finance, despite its national
impbrtancc. Normally,'a national facility such as this would naturally be
financed and managed by the national organizations with the national
budget. Exceptional arrangement such as scen in this example would
" make room for contradicting responsibilities, and should be avoided as

much as possible.

Institutional Procedures for Infrastructures Devclopment

The current institutional arrangement pertinent to the architectural/infrastructure

'de\_re]opmenl is basi'c_all'y ihherited_ from the fo’rméi'l Soviet Union.  The

* characteristics thereof are summarized below.

* The laws and regulations are not well organized systematically. Accordingly
' apprépriate laws and regulations are said to be sometimes difficult 1o apply to
certain projects, which tends to make room for ad-hoc processing.

« SNiPs (T echnical Standards) and CN | (Consimctioh Norms) determine
technical standards in relation to architectural/infrastructure dcve]opnienls.
These standards and norms were developed under the Communist regime and
tend to lack considerations for the necessity or demands, or sense of market
-economy. Thus, the specitication of facilities is inflexible, and often excessive
compared with demands. This apparently hinders economic rationality of
projects. o _ )

In addition, the procedures of examining qualifications and acquiring licenses of

architects and infrastructure engineers are reportedly not determined clearly.

_Therefore, the technical and normative qualities of development plans are

considered not to be warranted by licenses.

Technical and normative issues are controlled by specific organizations’ The
Department of Architecture and Urban Planning under Akimat examines

development application and issues development permissions in relation to urban

? Basic procedure of architectural and infrastructure development are shown in Supporting Report M.
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and architectural developments. Republic  level subcommittee of
Kazstroicommittee (Commitiee for Construction), which is under the Minisiry of
Energy and Mineral Resources, takes this role for all infrastructure developments in
Astana City>, Applica.ti(.)ns for projects arc considered individually by these
organizations in reference to the approved Master Plan by well-trained experts.

As cxplziined above, urban and architectural developments are controlled by Astana
Munici;.)allity, whereas infrastructure develépmen_ls are controlled directly by the
Republic. It seems better to delegate aulhoriiies concerned with infrastructure
deve]opmems to the Astana Mumclpa]ny to consolldatc and harmonize the
inter-related processes. The delegatlon will Jead to a s1mpler coordination system
between urban, architectural and 1nfraslructure developments, which are
interrelated to each other. | |

91.3  Investment Climate for the Development of Astana City

Private direct investments would accelerate and d1vcrsafy the development of
Astana Cily and complement the needs for pubhc mvestmems Technologles and

know-how that torelgn companies bring into Kazakhstan would also benet‘ tthe
socnety

There are a tew issues to be cons:dcred in lhe promonon of prlvatc investments.

1) Spec1al Econormc Zone Managemenl

The Astana Special Economic Zone (Astana SEZ) has been established by the
presidential decree of 9 October 1996. In Astana SEZ, the designated
companies received benefits of tax exemptions. The delincated arca as Astana

SEZ covered the entire Astana City area. Astana SEZ was finally dissolved in
2000.

There are presumably a few reasons for this. First, SEZ 'has_double edges,

 SEZ attracted investors yet it leads (o the reduction in tax revenie. Second,
the pub]ishcd incentives such as tax reduction rates* were not consistent, that
is different figures in different documents, and this probably created
uncertainty in investors and discouraged lhcm. : '

* As a basic ke, infrastructure developments are controlled either by Republic level or Cily. level
subcommittees of Kazstroicommittee depending on project costs. In Aslana and Ajmaly, however, all
infrastrecture developments are controlled direct] y' b.y the Republic level commiftee. See Supponing Report M.
* See detailed analyses in Supporting Report M. ‘
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(2) Other Possible Constraints in Investment Climate

There are a few problems in general investiment climate, as often pointed out
by international law firms. Main problems are;

* Frequency in changing ]aws/reguiations

* Backdated enforcement of law/regula.tions

*  Amendments in basic detinitions of law

. !nconsis'tency of laws _

These issues should be tackled and solved so as to make a stable and rcliable
environment for domestic and for'eign investors 1o aclively partiéipate in the
direct investment for the capital development of Kazakhstan. If the problems
are left unauended,. these issue ohly distract the investors.
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9.2
9.2.1

Urban Institutional and Organizational Improvement

" Reasons of Consideration

The capital is the cen'lra'l, and singlé most important city of a country, with core
political and central governmental functions. 1t also represents the image of the
nation. Often, the image of a nation is not derived from the hardware of a society
but also from the evalualion/percc':ptidn on institutional and organizational

arrangements,

'Presently, it seems lo be an 1mpcratwc io estabhsh stable and laslmg institutional
and orgamzatlonal structures, asa basis for the developmenl of Astana City and for
Kazakhstan, based on the following conmderauons

< Almost ten years have passed since Kazakhstan becamc mdependenl With the
disintegration of U.S.S.R, Kazakhstan is no longer protected in a large system.
Kazakhstan needs lo compete and survive in the international socicty, which is
dominaled by a tenet of market economy. |

 In order to be competitive, it is critical to improve the efficiency of the
administrative system and reduce the so-called "transaction costs".  The
transaction costs are defined as the costs of coordination aniong people
forganizations.

«  The resources, both natural and human, are limited. Effccuve usages of
resources could be denved from better performance and coordination of the

development activities of Astana and its cconomy.

In this regards, it is necessary to take into account several factors, as discussed
below.

(1) Clear Demarcations and Procedures

Unclear demarcation of admmlslrallve and org,amzalmnal functions and
ambiguous definition of administrative procedures of development activities
tend to create redundancy of functions such as overlapping jobs. This not only
reduces the effectiveness and speed of the capital development, but also may
discourage those who are in the relevant organizations to aclively take part.

It is important to note that the unclear and ambiguous de.marcatio_n will be a
constraint for attracting foreign (and even national} investmehls, and weaken
business promotion. Establishing clear, stable and lasting structures with
clear demarcations and well-defined procedures shall be the basis of crealing
the much-needed transparency for the international donors/investors as well
as those of Kazakhstan. | '
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(2) Devolution of Authority

One of the ways for using limited human resources to maximum is devolution
of authorities, or in other words, separation of the roles and responsibilitics
based on the expertise and experience, For instance, higher officials would
shifl to concentrate on long-term strategic issues, whereas lower officials
would deal with routine works.

This would presumably reduce the loads of higher officials, and utilize their
expertise better. The devolution is expected to shorten the time to complete
and materialize the development process. Devolution of authority is a means
1o avoid obligations without authorities, which would make lower officials
feel reluctant and less consiructive.

9.2.2  Consideration on Organizations and their Demarcation
(1) Factors in Conmderahon

| There are several taclors lhat need lo bc contemplated i in selcclmg appropriate
_' organlzallq_nal structures 1o establish effective demarcation and coordination
- among’ di-fferént' functions. The deve]dpment of Astana City involves
'orgamzauons in dltferent ucrs lhe Republic Jevel and Astana City level, and
| ms:dc the Aslana City level. Itis suggcslcd that lhc demarcation between the
| chubhc Governmenl and Aslana Cny would be made in conmdcrahon of the
'tollowmg factors.

. Separallon or collaborallon tor the planning of the new capital
* Form of separation: tac_:l_llly-v.r_lse demarcation or area-wise demarcation
«  Form of collaboration: establishment of a joint commission or one special
body .
+ »  Utilizing an existing orgahiza_tion or establishing a new one
. Tcrhpofary or permancnl structure of organization
*  One body contro! or multiple body control '
. Form of orgamzauon governmental body, slate company, or private
company ' ‘ B

(2) Analyses of the Demarcation Patterns of Other Nations’ Experience
Development or transfer of the Capital is not a new phenomenon.  Other

" nations have conducted (or conducting) this before, experiences of Wh]Ch

would be va]uab]e for Kazakhstan.

Figure bclow _shows_lhe 4 patierns of functional demarcation between the
national level and city Jevel following the experiences of 3 countries.

9.7
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1) Washington D.C.

The characteristic of the Washinglon D.C. pattern is a facility-wise
functional demarcation of planning and implementation.

o The Federal Government is responsible for planning and
implementation of facilities in relation 1o the Federal Government;
D.C. (District of Co]'urrrbia) Government is responsible for those in

_ relation to the locality

»  Each government has one publlc controilmg body

In this demarcation paltcm, each government can control the entire
development process of the faéi]ity of its own. ltis, however, necessary to
facilitate an effective coordination mechanism between the two
govemm'ents.

2) Berlin

This pattern of Berlin, the new capital of Germany, is charqctérized by
formation of a joint commission for planning, and establishment of a
limited lrabrhty company as an agents“ of the Fedefal Govemmcm

. Thc Federal Governmem and the Crly Govemmem formed a Joint

Commzssron as a coordmatron body and to consohdale ‘wisdom of
'many The commlssron has several workmg groups under the
commission for respeclwe re]evant 1ssues such as lransportatlon

+  The Federal Government establrshed a hmlted hablhly company 1o
function as ils agent, which became a v1rtual contro]]mg body for

conslrucuon in the implementation stage.

3) Canberra 1st perlod (1957 1988)

In the 1st period of the developmenl ot the new Australian capital,

Canberra, the Federal | government established an independent
commission named "National Capila]_ Development  Commission
(NCDC)“. NCDC had the sole power on planning and implenicntation in
the designated capital arca, the Australian Capital Territory (ACT).

NCDC was budgeted by the Federal governmcnl and had the authority of
issuing development permissions.

 The characteristic of this pattern is the establishment of an independent

commission with full power on the capital development activities. This is

* An agent is an organization that is given ¢ mthonty by others (1 e pnnnpa}s") and acts on their behalf for

their benelits.
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a powerful implementation system. With the strong power, however,
there is a possibility of malfunctioning check and balance, resulting from
the concentration of authorities

4) Canberra 2nd period (1989-)

Up to 1988, the Federal Government directly governed ACT; there had
not been an independent local government. Upon the establishment of the
* ACT Government in 1989, the demarcation structure was changed duly.

The characieristic of this pattern is an area-wise functional demarcation.
The ACT was divided into two (2) areas; designated area and the other
area, and ACT Planning Authority (ACTPA} was formulated. The
designatcd area comprises the core of the new capitﬁl‘lhal detines the
characteristics of the capital. The demarcation between National Capital
Planning Authority (NCPA) and ACTPA was made as shown below.

City Planning Development
Master Plan | - Detailed Plap |~ Permission
Designated area | NCPA and NCPA NCPA
Other area ACH)A ACTPA ACT Goverement
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Implementation
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Federal Government: Federal
Element
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international organizations
facilities

DC Government:
DC Element :
e.g. DC governmental facilities
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(Federal Government & City
Governments}

Federal Government: Federal
Element

e.g.federal governmental and
international organizations
facilities

Limited Liability Company
(An agent of the Federal
Government)

DC Government:

DC Element

e.g. -DC governmental
facilities -

Independent Commission
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———--_—_

Federal Authority
(National Capital Plapning
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ACT Planning Authonity:
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except the Special Territory

---——-“—-

Federal Authority
(National Capital Planning
Authority): Special Territory

ACT Planning
Authority/ACT Government
the Area except the Special
Territory
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9.3

9.3.1

9.3.2

Proposals of Organizational Structures and Reform in Institutional

Arrangements for Effective Implementation of Capital Development
Structure of Development Strategy

Organizational improvements and institutional reforms are related to and reinforce
each other. To execute both measures together as a unified development sirategy is
crucial and most effective. The chart below shows the structure of the strategy.
Each factor will be discussed in the following sub-sections.

Task Tree for the Development of Astana City

Accelerate Secure funds Approach o Create Transparency
developments ' _ International denors of financial flow
Encourage privale  [Reduce transaction Clarify demarcation
investments costs between i
organizalion
Simplify
jdevelopment
procedure
"Free development
principle”
Improve investment Consolidate
—]climate "Foreign Investor's
: council”
Provide incentives "Enterprise Zone"
1
Control principal Develop New cily "Urban |
development ~—jcenler as an Development
inducement Corporation”

An Ideal Procedure on the Devei.opment

Figure on the next page depicts a jjroposal of ideal procedure for the development

 activities in Astana. . Though there are a number of other related factors to the
" development of Astana City, the chart shows a simple procedure, which is often the

most stable and understandable, and lhéreby creates lransparency.

In the figure, each column indicates different function that requires different
expertise. Difference in funéliénsI-El.].SOVEIl.féClS the form of an execuling organization
and its management syslein. ‘D-csigning‘clear procedure for the devélopmént of
Astana City will pave the way f_or consolidalion of relevant organizations. |
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9.3.3  Possible Organizational Structure tor the Implementation
(1) Basic Discussion

Development of a city is a long and complex process: a cily is an organic
entity that is continuously changing in accordance with its development. A
systematized development process together with the clear and stable
demarcation among relevant organizations could foster efficiency of

development process by reducing the transaction costs.

It is necessary (o firmly establish long-lasting institutional and organizational
structures for controlling the implementation process of the development of
Astana City. This is particularly important if the human capacity in

coordinating development activities is considered.

(2) Proposal of Possible Organization Structure
1} Demarcation

In this Master Plan, major republic functions such as the political and

diplomatic functions are concentrated into District 13 as shown below.,

mEaE

This district has national imponance and also constitutes a new center of
future Astana City. Decvelopment of this district will be an important
clement in the successful implementation of city developments, as it will

induce private investments into surrounding areas.
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Prerequisite for the Astana development is 1o clarify the demarcation
beiween the Republic Government and the Astana Municipality and to
conirol principal development duly.

In light of the national significance, it is propoScd herein that the Republic
Government takes rcsponsibilil}:' for the 'dcvelopment of District 13
separatcly, ‘while Aslana Mumclpahty shall take the equlvalent
rcspons:blllty for other areas.

Regarding mtrastructurcs such as water, sewage and road, for example,
the responsﬁnhly for implemcntallon will rest on Astana Municipality.
These 1nfraslruclure facilities will be mlerre]ated networks, and thereby
these have to be conlro]!ed 1nlegra11y by Astana Mun1c1pa111y, which has
experlences in the field.

This demarcation on the responsibilities of city developments will be
described as below. ' o : -

" Area/Subject Republic Facilities City Facilities Private Facilities -

District 13 " | Republic Government | Republic Government | Republic Government

Aureas outside District 13 Republic Government | Aslana Municipélity Astana Municipality

Infrastructure Astana Municipality Astana Municipality | Astana Municipality

2) Establishment of the Agenl of the Central Government

Within the present organizational _strucl;ire, the (;roif'efn'mem of RK has no

spécific organization that could ma'nagé the :iriﬁp]emén'tatioh of urban
development. It is recommended lhérefdre that the R'e';")ublic'Govérnment

will establish an organization in chargc of the lmplementallon of District
13 dcve]opmcnl ' '

One of the effective ways of managmg lhe deve}opments of stlrn.t 13is
1o establish a Joint Stock Company as an agent of the Republlc
Government. This scheme was used in the capital transfer (1994) of
Berlin, Germany afler the consolidation of West and Easl Germany The
Government established a limited liability Lompany as an "agent" of the

- Federal Government. An agent refers t0 an organization that is given the
authority 1o act on behalf of the pfin'cipa] body, for which the agent is
designated.
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The purposes of establishment of such a company were;

To shorten decision-making time,

To reduce the work load of detailed planning by effectively
outsourcing the work through this company to private design
companies and constructors,

To reduce the coordination work among the governmental
organizations (by iransferring each governmental organization's
pertinent authority to this company),

To utilize the know-how and managerial skills of the private sector.

There is a similar scheme in UK called “Urban Development Corporation
(UDC)”. UDC is established to accelerate the redevelopment of the
central area of a city.

This type of organization, similar to those of Berlin and UK, would be

appropriate for the development of District 13 of Astana City. It is

therefore recommended to establish a State Enterprise of Central

. Development (SECD; a tentative name), the general idea of which will be

as below.

SECD shall be established by the Government of RK and the Board
of Directors be appointed by the Government. The Board of
Directors shall include zi‘represemalivé of Astana City.

The staff of SECD will be specialists in the relevant arcas such as

“architecture, finance and management. Most of the staff will be

selected lhrbugh public notice, while the Republic Government will
appoint the remainder. '

The aulhbrily of SECD will be given by the Government of RK and

* will be limited to the development of District 13,

- SECD shﬁ]] exist cihly for a limited period (say, about 10 years) and
 will be dissolved after completion of its task.
j SECD_ will control the funds provided by the Government of RK for

the capital development. The company ¢an also borrow funds from
the Government of RK or from international financing organizations.
Land tenures of District 13 will be transferred to SECD after

- compensating to current owners. SECD can sell land and accumulate

the payment for using other development of District 13.

The tunctions of the com'pa'ny will be;

-

Making detailed development plans of the area,
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* Designing and consiruction of republican facilities by
sub-contracting the necessary work to private companics,

» Execution of tenders and selection of a contractor,

»  Scheduling and cost controlling,

*  Quality management,

» Issuance of completion certificates, and

+  Facilities management.

3) Astana Municipality

For the de.v'elopment of the arca except District 13, Akimat will be the

responsible for management. "Akimat needs 1o assign certain
" department(s) to coordinate the ongoing urban, architectural and

infrastructure developments of the developments of Astana City.

Rendering development pernlissi()ns for infrastruciure developments is
currently the responsibility of Kazstroicommittee of Republic level. In
order to simplify and accelerate the deve]oprnenl permission nroccdurcs,
transfer of the authority to another organization under Akimat (by
appointing the authority io existing organizatibn or reorganized existing
organization) will be an alternative worth considering.

4) Coordmauon belween Repubhc and Clly bascd on the Master Plan

Regardlng pohucal dccnslon makmg, a chmce will be to formalize and
stabilize the Working Group for the Deve]opmenl of Astana Cily as a
permanent joint commission (lentallve}y named Capital Development
Committee) at the Republic level. Together Wilh this formalization, it will
be advisable to separate political function and praclical/lechnical
functions as sub-commission structure. In the 1mplemcntanon stage of
the Master Plan, there will be a number of pracucal tasks thal requirc
professional expertise in each tuncllona] arca. Necessary experts will be
appointed based on their expertise. Each commlssmn may well be
.manned by rclatcd mlmsters {or high rankmg officials in the relevant
ministries) and each sub—commlssmn will be staffed with specialists of
public and private seclors.

Commission and sub-commissions will meet rcgulaﬂy and discuss the
detailed plans prepared and submitled by the State Enterprise of Central
Development (SECD) and Astana City,
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The secretariat of the commission will work as a coordinator of

commission members,
Government of RK.

The secretarial will be budgeted by the

This structure of related organizations, particularly the relationship

between the Commission, SECD, and Astana Municipality, is shown

below.

Advisory Group

development plan, draft budget

Pricme Minister

Parliament

]

1

adoptionjrejection

(3) Cash Flow of the Development of Astana City

Capital Development Commisssion

Economic and Social

Planning Commission

Technical Plannhing

Legal Commission

Commission
4

L

District 13

Sub-Commission on Sub-Comrhission on Sub-Commission on
Economic Planning Urban Planning " |_Legistrative issues
I
| Secretariat of Capital Development Commission
Budget Check
© Supervi consiste
pe . 4
I Stawe Enlerprise on I _ Astana Minicipality
- contract S contract L .
permission L| application
Private :
Developer/Contractor
~ Republic Faciliies . City Facilities Private Facilities

Other Ares

To clarify the c_ash flow in relation to the development of Astana City is

- another important issuc.” For financing the capital development, it is

necessary 10 capitalize on international funds as well as foreign or domestic

private investments. Based on the demarcation above, the responsibilities on

fund control are proposed as below.

Invesiors

Responsibility -

Republic Government

All Facilitics excepl infrastructure networks in District 13
Republic Facilities in the areas outside District 13

Astana Municipality

.. Municipal Facilities in District 13
Municipal Facilities in the areas outside District 13

Infrastructure of whole Astana City

Private Investors

privale lacilities in District 13

privale facilities in the arcas outside District 13
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Basic scheme of the intended cash flow is illustrated below.

! ]
L T
)

: )
Ministrips or - Loar/ Donation International
-

Republic Corpor gtion (e.g. CDC} p| Donors/Loans

Repayment of debt/

Payment of Tax | People of Kazakhstan
interests

Republic Government

Astana Mlunicipai'rty

' '

i
' !

; . -[ Astana Citizen |
Budget : : Budget : /

i 1L i Tax

State Enterpriseon | ¢ :
| Cental h}fﬁlﬂﬁﬂlﬁﬂl i .

P

- In this scheme, the pr1nc1p]es are as below.

* The Borrower of international funds should be one of the republic

_ ministries or a republic state corporahon guaranleed by the Government
of RK. _ :

*« All the developmenl in Dlstnct 13 w1]1 be managed by SECD mcludmg
the facilities financed by Mummpa]ny and tmanced by private investors.

. _Republlc Facilities financed by the Republlc Budget 10 be dcveloped
outside District 13 follow the regulallons determined by the Astana
Mun1c1pa11ty

.+ The reprcscmatwes of Repub]:c Ministries or chubllc Corporauons
should supervise the infrastructure dcvelopmcnts that are financed either
by Republic budget or international funds.

(4) Encouragement of Private Investments

Development outside District 13 should follow the prmc1ple of markel
cconomy: individual participant in urban development could develop their
new business on their self-interests as far as they follow the laws and

regulations.

In order to further enhance this, it is recommended to convert the discipline of
development from the present “Basically Regulated” to “Basically Free”. The
difference between two disciplines is described.

Discipline _ " Definition o Countries
Basically |+ Tocbeck any project by related authorities | ¢.g.  Kazakhstan,
Regulated ' before implementation - UK

*  Relies on 1be pcrsonal decision of

- - authorities -

Basically Free * ' Tocheck according to the regulation e.g. Japan
: : » . Basically people can develop as they Jike |-
as far as they follow regulation

- Relies on the regulations

9-18
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Prerequisites for this conversion are re-organization of existing laws/
regulations and changes in the way of defining articles suitable to a market
economy. It is recommended, for example, 1o change the way of regulation
from defining standards to minimum requirements so that private inveslors

can utilize their ideas and experiences better.

It is also importahl to increase the technical skills and knowledge of private
architects, developers, and constructors. It is recommended to improve the
certification and licensing system, and clarify their responsibilities. It will
reduce the load of examining and supervisi.ng of dcve]opment processes.

9.3.4  Investment Promotion
(1) Basic DlSCUSSlOI]

The i 1mage of a counlry does not on]y depend on 1he deve]oped hardware but
also on mstuuhonal anangemems Development of the capital is an ideal
' opporlumly {0 establish the appropnale and functlomng institutional
amrangements. This wlll be dcsnable and bcnehcml for potential investors, as

' Vwe]l

There are lwo areas that should be d:scussed 1e 1mprovemenl of general
mveslment cllmate and 1nveslmenl promotion ~ specifically for the

deve}opmenl of Astana Clty

(2) Proﬁosed General Ifﬁpfoiremenls in Investment Climate
1) Re-organization of Procedure of Enacting and Enforcing Laws

One of the possibilities of improving the investment climate by means of
- institutional arrangements is establishing a clear and simple procedure for
enacling and enforcing laws. Such a procedure would reduce uncertainty

~ onthe parl of potential investors perlammg to their decision making.

Inconsmtem.y among related ]aws wou}d créate confusion (o potential and

: ex1slmg 1nveslor_s. The 1mproved procedures should mcorporate eftective
o 'eheckihg'm ech:iniths based on international practices before enforcing a
law. It would be useful to have an advisory commission including foreign

institutional experts such as lawyers.

'_'The Kazakhslan Governmcnt has made by now substantial efforts to
" improve 1nveslmenl cllmale The Forelbn Investors' Council (FIC) is one
of the achievements. FIC consists of large international companies in the
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ficlds of accounting and law. FIC currently works as an advisory body for
the President, If FIC would participate to examine new laws or
amendments of existing laws before enforcements of them, FIC can work
as an effective mechanism to check consistency and appropriaieness
bascd on international experiences. It is a means to avoid frequent
amendments. This procedure must also be authorized duly and open lo
the public.

(3) Proposed Measures of Investment Promotion for Development of Astana City

Tax reduction or even exemplion scheme is a strong incentive for private
investors, although tax reduction also leads to a decrease in revenue of
governments. Regarding this double-edged nature, one of the possible forms
of application of the scheme is to apply it 1o some Jimited arca. In UK,
Enterprise Zone scheme (EZ), which is a tax cxemption scheme, is used for
accelerating the regeneration of fatigued cities as an incentive to private
investors. If a similar scheme is to be applied to Astana City, ihe general idea
‘will be as below. |

+ Toexempt fixed asset tax for limited terms (iri the UK case, 10 years) in a
designated area.

« To exempt corporation tax and income tax’in relation fo the new
development or extension of buildings for commercial and industrial use
for limited terms '

+ To give priority in dealing application of customs duties for the investors
1o this area |

+ Tosimplify the application procedure of development for the investors 1o
this area

+ To complement the reduction of cily revenue by using Republic
governmental budget

The purpose of EZ is not only to accelerate the development of the designated

arca but aiso 10 induce private investments to neighboring areas by crcalihg a
new functional core. Well developed business and commercial areas in the
vicinily of the central governmental offices will be an altractive target for
private inveslors. |

It is recommended 10 apply EZ to the business area of the New City Center
(indicated by hatching on the figure in 9.3.3. (2)), consisting of business and
commercial functions. The application of EZ will provide a slrong'impelus
for the development of the New City Center.
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