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PART I:

ASSISTANCE ENVIRONMENT AND STRATEGIC PRIORITIES




A. US Foreign Palicy Interests

Warm bilatera relations have been enjoyed by the United States and Kazakstan since Kazakstan
declared its independence in December 1991. The ninth largest country in the world, Kazakstan
has vast energy resources, and its location between Russia and the Caspian Seain Central Asia,
makes it akey political player in the region.

Initial US- Kazakstani economic cooperation began in 1992, with assistance made available
through the Open Markets (FREEDOM) Support Act of 1993. It was designed to assist the
Newly Independent States in accelerating the transition from centrally controlled command
economies to market-based democracies.

One of the most responsible of the nuclear successor states of the USSR in its vigorous pursuit of
denuclearization and non-proliferation, Kazakstan is now primarily important to the United States
for its strategic energy reserves. These and other valuable natural resources make Kazakstan
attractive to major US investors. Kazakstani independence and sovereignty and its determination
to join western economic, political, and cooperative defense organizations are keys to peace and
economic prosperity in Central Asia. With these national interests in mind, the US diplomatic
mission in Kazakstan has identified four mgjor goals, two of which depend substantially on
resources made available through the Freedom Support Act:

. Encourage market reforms that will create a favorable trade and investment climate with
equitable opportunities for US business, especially in the energy, mineral, and agriculture
sectors.

. Promote development of democratic institutions, including Non-governmental

Organizations and independent media; encourage respect for human rights, tolerance and
non-discrimination in a multi-ethnic society; and promote respect for the rule of law.

To date, USAID resources have been largely dedicated to technical assistance to help the
Kazakstanis introduce the policy, regulatory, and institutional reforms required to set in motion
the reforms necessary for democratic and market transition. Over the next five years, funding of
technical assistance will decline. USG economic cooperation will be shifted to focus on
trandating the economic transformations into sustainable economic growth and to support
linkages and partnerships with the United States that will sustain and deepen economic and
democratic reforms through ongoing relationships with the United States.



B. Overview and Priorities
1. Strategic Assistance Area 1: Market Transition
a. Constraintsand Opportunities

The Economy - Since December 1993 when the Mission’ s first Strategic Plan was submitted to
Washington, much progress has been achieved in the economic sphere.

Kazakstan succeeded in arresting the economy’ s downward spiral and in establishing

an increasingly sound macroeconomic policy framework. In 1996 -- for the first time since the
transition began -- the economy posted a small, positive growth rate. Exports are leading the
recovery and the country’ s foreign exchange reserve position is healthy. Inflation was reduced
from 1,160 percent to approximately 30 percent in 1996. The fiscal deficit was cut from just
under 7 percent of GDP to an anticipated 2.9 percent in 1996. Deficit forecasts for 1997 are
expected to be 3.16 percent.

On the monetary front, Kazakstan's stable reserve position and responsible monetary management
policies have helped keep the tenge relatively stable. Also, the treasury bill market has expanded
and the Central Bank, with significant USAID technical assistance, has asserted much needed
control over the banking sector by establishing an effective bank supervision regime and enforcing
stricter capital requirements.

These macroeconomic indicators reflect solid progress in the economy’ s structural
transformation. A Land Law permitting long term leasing of land was approved in December
1995, followed in 1996 by aLand & Real Property Registration Law that will regulate and
protect ownership rights. The privatization of the state’s majority

shares in most small- and medium-sized enterprises has been substantially completed, and sales
of itsremaining participation are well underway. Almost al prices have been liberalized and the
Government has dismantled the main monopolistic barriers to market development; liberalizing
the trade regime and almost completely eliminating holding companies. Consolidation of the
banking system is also underway, with the introduction of magjor improvements in the financia
sector’ s legal, regulatory and prudential framework, the assumption by the government of its
financial responsibilities for past directed credit, and the merger or liquidation of marginal banks.

The reforms described above, require sustained effort to ensure their benefits are felt throughout
the economy. A determined effort to improve fiscal resource mobilization -- specifically tax
collections -- will be critical during the next year. Privatization of the 150 largest remaining
industrial enterprises, which has only just begun, must be accelerated with their outright sales

of the state' s mgjority shares. Acceleration of the sale of large enterprises will help deepen the
capital market and pave the way for transition from a state pension system to one based on private
capital markets.



With macro-economic stabilization firmly in hand and much of the policy framework in place for
the structural transformation, now is the time for the Government to shift its focus from short-
term exigencies to the longer term objective of adapting public sector activities to the new role of
the government in a market based economy. New targets for assistance will include
transformation of the budget into a dynamic instrument of resource allocation and setting up
public investment programming instruments capable of directing scarce investible funds towards
the country’ s highest priorities, including improving the efficiency of the country’s existing
physical and socia infrastructure.

The Investment Climate - Kazakstan's political leadership actively seeks greater western and
specifically US investment. It is primarily to attract such investment that the government has
undertaken a broad array of fundamental legal and regulatory reforms, and additional measures
are planned. Recent reforms facilitated by Mission strategic objective teams have been
undertaken in the Foreign Investment Law, the Law on Petroleum, the Law on Electricity, and the
Law on Subsurface Utilization, which should clarify and strengthen the rights of foreign investors.
A new Tax Code, enacted in April 1995, is the most comprehensive and nondistortive body of tax
law in the NIS. Kazakstan in fact remains along with Krygyzstan one of the only two countriesin
the NIS to have a comprehensive western-style tax code in place. In December 1996, an
Avoidance of Double Taxation Agreement between the US and Kazakstan came in force,
retroactive to January 1996.

In addition, Kazakstan is now finalizing legidative reform proposals designed to achieve aradica
reform of the current insolvent public pension system. Under the proposal, developed with
intensive USAID technical and training support, the public pension system would be phased out
over adefined time frame; and replaced with atightly regulated private pension system. This
reform, among the most radical and politically courageous yet contemplated in any transitional
economy, is dated for presentation before Parliament in late spring of 1997. In November of
1996 Kazakstan became the first country in the NIS to adopt a comprehensive set of western
accounting standards; thus laying the groundwork for the modernization of financial analysis and
reporting functions within business institutions - a crucial requirement for private sector
development. Other mgor policy areas where significant reform progress has been made since
1993 have included: mass and small-scale privatization, banking regulatory and accounting
reform, price liberalization, establishment of a modern external debt management system, and the
establishment and empowerment of a securities and exchange commission - al USAID-supported
developments that should encourage the expansion of private foreign and domestic investment.

Also with USAID support, the government has developed an ambitious legal reform agenda for
developing the regulatory framework needed to clarify property ownership and transfer rights and
the rights of parties to economic transactions. The government also continues to move forward
aggressively in its efforts to become a member of the World Trade Organization (WTO). In July
1996 the government submitted its Memorandum of Foreign Trade Regime, the core negotiating
document for WTO accession. Within 7 months the WTO Working Group meetings to discuss
the government's responses to questions arising from the Memorandum were carried out in



Geneva - the shortest turnaround time for this processin the WTO's history. Kazakstan appears
to be on afast track towards WTO accession; and the Mission’s Private Enterprise team will
continue to work with the government on this activity until accession is achieved.

While the investment climate has improved, much remains to be done before Kazakstan will be
able to attract the continued high level of foreign investment it needs to substantially increase the
standard of living for the majority of Kazakstani citizens. Thelack of a strong response on the
part of investors outside of the energy sector may be attributed in part to poor implementation of
the existing legidation, a stifling bureaucracy, and corruption believed to exist at every level of
government. While the Criminal Code contains specid articles on penalties for accepting and
giving bribes, corruption is pervasive among government officials and particularly problematic in
the awarding of tenders and customs issues. There have been no significant prosecutions for
corruption, although there have been recent dismissals of customs officers purportedly to reduce
abuses.

b. Evolution of USAID’s Program

Since FY 1994, USAID/CAR'’ s assistance to market transition has followed a three stage
progression:

. Initial focus on short term economic stabilization measures designed to help bring
government spending and inflation under control;

. Transfer of ownership and effective control over the majority of productive resources
from the public to the private sector, thereby creating the socio-organizationa foundation
for a market-based resource alocation system; and

. Emphasis on apolicy, legal, and regulatory environment conducive to investment and
enterprise growth, sound fiscal policy and management, and development of competitive,
efficient financial markets.

The first two stages of this process are clearly linked and will be largely completed during

FY 1997. Monetary policy reforms have contributed crucialy to price stability, removed
distortionsin pricing and financial resource allocation systems, and increased the total volume of
investment resources available to the private sector. This has, in turn, promoted the development
of a stable investment environment and permitted a more rational allocation of scarce resources
across sectors.

Kazakstan has made significant progress in small-scale and mass privatization with USAID
support. Approximately two-thirds of industrial assets will be privately owned by the end of
1997. Problems that impeded cash auctions under the mass privatization program in 1996 have
been overcome with the result that roughly two-thirds of all state enterprises eligible for sale
through cash auction will be largely privatized by the end of 1997. The World Bank-supported



privatization of large-scale enterprisesis finaly beginning to gather momentum, and the decision
to move from management contracts to outright sale of state shares should accelerate, there-by
hel ping to resolve the problems of wage arrears and non-payment of debts.

Throughout the privatization process, the Mission’s aim has been to act quickly to channel
support to programs that were fair and transparent, to help enlist the support of the population
for economic reform by giving it a stake in the outcome. The point has not been to track down
and transfer every last object, but rather, to break up the state’'s monopoly and jump start the
creation of efficient markets. The strategy has been to aim at market sectors and systems rather
than individual enterprises, and to privatize enough firms and assets to introduce competition and
break the back of the state monopoly in the market sector or system.

As privatization progressed, additional assistance was included for corporate governance issues
to strengthen shareholders. At the same time, work was begun on developing capital markets to
facilitate consolidation and effectiveness of ownership. The Mission strategy assumed that
privatized firms that fail to restructure ineffective management are not likely to survive. In such
cases, liquidation and bankruptcy are effective means of changing management and achieving
asset rationalization. In parallel effort, USAID provided assistance in the area of bankruptcy. As
the Government’ s small and mass-privatization programs wind down, USAID/CAR will terminate
itswork in privatization and disband the team, while expanding programs under other market
transition objectives to establish solid foundations for sustainable growth.

As Kazakstan proceeds in its third stage of privatization, which includes the power, oil and gas,
telecommunications, aviation, and public utilities, a supporting environment consisting of aclear,
sound, and stable regulatory framework will be essential to ensuring mutual benefits to Kazakstan
and to its private partners. USAID is currently playing akey role in establishment of

such frameworks for the power and oil and gas sectors.

From now until the year 2001, the Mission Market Transition Team will give highest priority to
fiscal policy, administrative reform, financial market devel opment, and establishment of a market
friendly commercial law infrastructure. In this connection, Kazakstan's new tax code --drafted
and passed in July 1995 with AID assistance and described as the most modern and transparent in
the former Soviet Union -- should benefit all partiesin Kazakstan, including new firms. USAID
will provide technical advisors and training in modern tax administration procedures, at least a
three-year endeavor. Also planned for the next five years are programs to improve budget
planning and implementation and ensure more rational and transparent ways to raise revenues and
allocate funds among the various levels of government (national, oblast, local).

Over the next three years, greater emphasis aso will be placed on the efforts of the Private
Enterprise Growth Team to introduce business law reforms, improve business accounting
practices and support Kazakstan's accession to the World Trade Organization. Also figuring
prominently under Private Enterprise Growth objectives will be the eradication of bureaucratic
obstacles related to trade and investment, with a view toward assuring that the economic climate



in Kazakstan is attractive to both local and foreign investors.

Over the next three years, the Financial Market Development Team will intensify effortsto
deepen capital markets and ensure that capital is channeled into areas of highest economic return.
In this regard, initial USAID activity helped found Central Asia sfirst stock market in Almaty as
well as establish an independent securities exchange commission to regulate it. Other steps
underway include expanding the size and scope of the stock exchange and ensuring that
Kazakstani counterparts are effectively equipped with the skills needed to manage a modern
financial sector, including adoption of modern Western accounting practices.

Greater transparency is essentia to counter corruption and ensure alevel playing field for all the
private sector actors. In thisregard, USAID-supported work in introducing modern accounting
standards, improving financial management, and offering judicial training to those involved in
administering commercial laws are important tools for addressing crime and corruption and
corruption issues as they relate to private investment.

Turning to the sectors that will drive future economic growth, the power sector reform is well
underway, with the December 1995 adoption of an independent regulatory commission for
electricity, privatization of over 60 percent of the national generating capacity in 1996, and plans
for establishing a competitive wholesale power market in 1997. USAID isworking with the
government on drafting implementing rules and regulations that would promote the independence
of the commission and the operation of the wholesale power pool, with an eye toward furthering
the privatization process and attracting foreign private investment in the power generation,
transmission, and distribution subsectors. On alocal level, Kazakstan ordered an end to general
utility subsidiesin 1996.

Oil and gas development, critical to the economic future of Kazakstan and Central Asiaasa
whole, has not met expectations. Current oil production levels are still much lower than at
independencein 1991. Recent agreement on a restructured consortium to construct an export
pipeline for Caspian Basin oil offers new promise for accelerating the rate of production and the
volume at which Kazakstan's oil and gas reaches world markets. USAID continues to urge the
government to establish an independent oil and gas regulatory agency, thereby allowing the
government to play afacilitating rather than a controlling role. It would also eliminate the current
confusion created by multiple government agencies with overlapping regulatory powers and
authorities.

From now until the year 2000, USAID plans to continue support to Kazakstan on restructuring
its energy sector and creating an attractive policy, legal, and regulatory environment for private
investment (particularly foreign) in order to realize its oil and gas potential. However, this work
will be done in the context of aregional objective, implemented by the Mission’s Energy and
Environment Team (approved in the 1996 R4 review of the CAR program), which is predicated
on the economies and complementaries of regional cooperation in energy development and
investment planning, water use rights to exploit hydroelectric potential, increased energy trade
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among CAR countries, and movement to aregiona power pool -- a competitive international
wholesale market for electricity producers. USAID plansfor its Regional Team are separately
described in the accompanying USAID/CAR Regional Strategic Plan.

During the period 2002 through 2006, the high level of technica assistance which currently
characterizes the USAID market reform program in Kazakstan should evolve into a combination
of high level trade and investment promotion activities combined with partnership programs aimed
at consolidating along-term cooperative commercial relationship consistent with the Partnership
for Freedom phase of the USG's assistance program to the New Independence States. Examples
include linkages with US professional associations supporting business devel opment, such as
Chambers of Commerce, banking associations, and utilities regulation. A strong US-Kazakstani
partnership arrangement in graduate management education will be another target. This evolution
will represent the final stage toward the ultimate purpose of the USAID/CAR program in market
transition: promoting and sustaining private trade and investment relationships for which aid isno
longer needed.

c. Most Important Resultsto Date

. MACRO-ECONOMIC STABILIZATION. Kazakstan has implemented an extremely
effective macroeconomic stabilization program over the past two years. Inflation was
reduced from 1,160 percent in 1994 to 60 percent in 1995 and 30 percent in 1996. The
fiscal deficit was cut from just under 7 percent of GDP in 1994, to 2.3 percent in 1995.
The exchange rate system was liberalized, and is now characterized by full current and
capital account convertibility.

. EXTERNAL DEBT TRACKING. In October 1996, Kazakstan installed a computerized
external debt tracking system to monitor government loan guarantees and maintain
compliance with its external debt servicing requirements.

. PRIVATIZATION. Roughly half of the universe of small-scale firms have been privatized
through cash auction. Under the USAID supported mass privatization program, 1200 of
an original universe of 1700 candidate firms have been fully or partially sold to the private
sector. When USAID concludes the Mission objective on privatization at year-end 1997,
two-thirds of Kazakstan's industrial asset base is expected to be privately owned.
Additionally, 30 percent of Kazakstan’s electric generation capacity has been privatized.

. MODERN TAX CODE. In April 1995, Kazakstan became the first NIS country to adopt
a comprehensive, western-style tax code. The code established clear definitions of the
taxable base and tax obligations for personal income taxes, corporate taxes, and value-
added tax, and was a major advance toward a stable, non-discretionary, easy- to-
administer tax system.

. WTO ACCESSION. Kazakstan submitted its Memorandum of Foreign Trade Regime
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(the foundation negotiation document) to the WTO in July 1996, and proceeded to the

first round of WTO negotiationsin March 1997. Thisis one of the fastest progressions
from application to negotiation on record and reflects well on the quality of Kazakstani

preparations, assisted by USAID advisors.

COMMERCIAL LAWS. Kazakstan has adopted fundamental |egidation defining and
protecting the rights of parties to economic transactions. Through a Memorandum of
Understanding, the GOK and USAID have agreed to work jointly in further development
of commercia legidation covering company law, contract law, collatera law, natural
monopoly law, and improvement of the Civil Code.

ACCOUNTING STANDARDS. Kazakstan adopted in December 1996 a comprehensive
set of international accounting standards, and a westernized chart of accounts for company
financial reporting purposes. It has also introduced a new chart of accounts in the banking
sector. These reforms placeit in front of all other CIS countries in the area of accounting
reform.

BANKING REFORM. Kazakstan has developed an extremely tight financial supervision
system for the commercia banking system (among the most advanced in the CEE/NIS
countries). This has resulted in amajor consolidation of the banking system over the past
18 months, with the number of banks decreasing from almost 200 in 1994 to just over 100
now. Kazakstan has aso adopted modernized central and commercial bank accounting
standards, and is aggressively implementing them.

CAPITAL MARKET DEVELOPMENT FRAMEWORK. Kazakstan recently signed an
MOU with USAID that mandates rapid development of the regulatory framework and the
organizational and technical infrastructure for the development and operation of a
competitive securities market; and is aggressively implementing reform measures
consistent with this objective. The reformist and proactive National Securities
Commission is working with securities market intermediary institutions to form a new
merged stock exchange which will be openly and democratically owned and operated by
broker-dealers and other market participants; establish the regulatory framework
necessary for responsible oversight of financial transactions; promote the development of a
trading and back office infrastructure which will promote rapid devel opment and
deepening of competitive trading activities; and working aggressively to improve the
quality of companies available for trading by bringing minority shares of alarge number of
large-scale enterprises previously excluded from the privatization process onto the stock
exchange for trading.

POWER SECTOR PRIVATIZATION. Kazakstan has introduced major legal and
regulatory reforms which: (a) establish an independent regulatory agency; (b) eliminates
monopoly control of the electricity sector; and (C) creates a policy environment conductive
to private sector investment. This has resulted in: privatization of over 60 percent of the
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national generating capacity; with another 20 percent scheduled for privatization in 1997.
Planned privatization of the national transmission grid and establishment of a wholesale
electricity market the first half of 1997.

. OIL AND GAS SECTOR DEVELOPMENT. Kazakstan isrestructuring itsoil and gas
sectors through legal and regulatory reforms to further attract international investment.
New laws and regulations have been introduced to support the use of production sharing
agreements, privatization of petroleum processing and transport, and protection of the
environment. The US has mobilized the international petroleum firmsworking in
Kazakstan and their respective Ambassadors to lobby the government in a concerted
fashion for further policy reforms. These efforts resulted most recently in the government
rescinding a new decree on compulsory insurance in the petroleum sector, which did not
adhere to internationally accepted norms and would have discouraged new investment.
This same private sector coalition is now working to revise petroleum sector licensing and
regulations.

d. Other Donor Involvement and USAID Compar ative Advantage

In several areas of USAID's market transition strategy, other donors play critical roles.

The IMF's Extended Fund Facility (EFF) reinforces the importance of sound fiscal and monetary
policy. The Government’s compliance with the EFF is considered an essential intermediate result
of USAID’s strategic objective on improved fiscal management. The World Bank compliments
USAID programs in bank accounting reform and bank regulation (through support to on-site
examination). Thereis substantial donor cooperation among the European Union (EU),
European Bank for Reconstruction and Development (EBRD), and the Asian Development Bank
(ADB) in promoting commercia law reform, and USAID’ s assistance to pension reform is being
closely coordinated with the IBID and ADB, who have been asked by the Government to provide
financial support to pay off pension arrearage. In several key market reform areas, however,
USAID isthe sole source of assistance or donor of preference, e.g., in securities market
development where a Kazakstan-USAID Memorandum of Understanding signals commitment to
a common agenda of institutional and procedural changes.

A key to success of USAID support programs has been its rapid, flexible response
capability based on two factors:

. SIZE. Larger field presence makes it easier to accurately target support to priority policy
reform areas, areas where reform progress seems achievable in the near-term, and areas
where other donors are not able to rapidly mobilize resources; and

. SPEED. USAID hasthe relative speed of its contracting mechanisms, compared to those
of most donors.

Another key feature of USAID’ s approach in market transition has been phased devel opment,
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beginning with adoption of concrete reforms, building momentum for the reform process, and
then focussing on institutional development issues related to reform sustainability over the
medium to long-term. Thisis the approach utilized in the accounting reform area, where the
Mission first focused on developing a consensus on the need for reform and then worked towards
adoption of western accounting standards. The program has now shifted towards dissemination
of new accounting standards and practices, and working with indigenous non-governmental
organizations to help ingtitutionalize accounting reform. Thislast step has most often involved
close collaboration with the World Bank and other International Financial Institutions (IFls) to
leverage significantly larger resources required for * nation-wide roll-out” of the reforms.
Similarly, after joint USAID and EU assistance to bank training, a USAID roleis no longer
envisaged as the EU will provide sustained support.

2. Strategic Assistance Area 3: Social Transition
a. Constraints & Opportunities

For the mgjority of Kazakstan’s population, the wrenching changes brought about by the breakup
of the Soviet Union have meant enterprise closings, unemployment, and the loss of state-funded
services and privileges. The impact has been most evident in severe deterioration in the quantity
and quality of health services (including pharmaceuticals), of education, of municipal services
(heat, electricity, water), and of pension support. Sustained growth will in time do much to
address these problems, but if a backlash to economic reforms is to be avoided, immediate action
IS necessary to improve both access to and the quality of basic public services.

Now that a sound basis has been established to continue the economic transition to a market
economy, the Government has begun to shift its focus from short-term exigencies to the longer-
term objective of adapting public sector activities to the new role of the government on a market
based economy. Thisinvolves, inter aia, rationalizing and downsizing public administrations,
programs, and, therefore, payrolls; professionalizing the civil service, transforming the budget into
adynamic instrument of resource allocation; and setting up systems to direct investment towards
the country’ s highest priorities (which should include rehabilitating and improving the efficiency
of the country’s existing physical and socia infrastructure). The introduction of unemployment
benefits and the recent adoption of legidlation on pension systems have strengthened the social
safety net, but much more needs to be done.

As the state scales back its commitments and direct involvement in services previously dominated
supported through government, it will nevertheless need to ensure minimum

standards for education and health services. Given severefiscal constraints, this will require
consolidation an improved efficiency of clinics, hospitals, and educationa institutions at all

levels. On the other hand, new, targeted allowances will need to be introduced to buffer the
impact on vulnerable groups of the reformsin utilities and in municipal services. As discussed
earlier under “ Constraints and Opportunities: The Investment Climate,” pension reform has begun
in earnest, the results of which will begin to be felt in 1998.
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b. Evolution of USAID's Program

USAID/CAR’s program strategy has recognized that reform in the provision and delivery of
socia servicesis critical to public support for the successful economic transition. In this regard,
the Socia Transition Team has been instrumental in introducing reforms which help decentralize
the health care system, strengthen primary health care, privatize housing maintanance, target
housing and utility allowance, contract for municipal services, and institute full cost recovery for
utilities.

The team has also assisted in addressing major obstacles to the provision of quality drugs at
affordable prices by promoting private pharmacies and helping to beak up “Farmatsiya,” the large
public sector monopoly that previoudly controlled the marketing and sales of health-related
supplies across Kazakstan. At this point, some 80 percent of al drugs are imported and
distributed by private companies. The economic transition is specialy difficult for vulnerable
groups such as pensioners and large families headed by women. The Government’s housing
allowance policy raised genera utility feesto cover costs, and introduced targeted housing
allowances (including utilities) to enable vulnerable groups to remain in their residences.

From now until the year 2002, the Socia Transition Team will focus on improving the
sustainability of social servicesin health, housing, and municipal services. For all three areas, the
program will work at the national and local level to develop appropriate technical assistance and
training intervention. These interventions will be based on the combined lessons learned from
pilot projectsin local self-government , housing, and health. USAID will continue to demonstrate
that health and housing reform can be carried out on a cost-effective basis while

improving quality and availability of services. These efforts will complement the activities
undertaken in the local self-government initiative described under the Democratic Transition
section below.

In more detail, over the next five years, the Mission will continue to support health financing
schemes that contribute to long-term financing sustainability of the sector, including
decentralization of the health budget and establishment of cost-effective primary health care units
such as family group practices. Asapriority activity for the next two years, the Social Transition
team will complete the introduction of health service delivery reformsin two pilot areas, expand
successful reforms to selected regions, and phase out technical assistance in the pilot areas as local
capacity is developed to continue the health reform agendain Kazakstan. The resources of other
donors, especialy the World Bank, will be actively leveraged to replicate pilot interventions on a
national basis.

USAID/CAR is aso promoting private housing ownership and maintenance through the
expansion of residential housing associations which have already taken strong hold in major cities
in Kazakstan, including Almaty and Semipalatinsk. Based on USAID-supported pilot

efforts, the Government has adopted a policy to support full cost recovery in utilities by
eliminating generalized subsidies in combination with atargeted housing and utilities allowance
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program. Utility cost savings of as much as 30 percent have been achieved in some communities.
Given the remarkable progress to date, the housing maintenance privatization activity will end no
later than FY 98. However, USAID support to the targeted housing and utility allowance
program may continue for another year to ensure that al major cities have established an
operationa allowance targeting system. Activitiesin support of improved municipal services,
under the pilot efforts above, will be expanded as the Mission moves into SO 2.3 (“More
effective, responsible, and accountable local government”).

Regarding other socia stabilization objectivesin the ENI Strategic Framework, there has not been
acrisis sSituation requiring an intensive response to reduce human suffering and deprivation. A
principal environment risk-- health hazards arising from degradation of the Aral Sea Basin-- has
been addressed through the CAR Regional Environmental objective which has focussed on
increased availability of potable water and improved public information on safe water practices, as
well aswater pricing policies. The team objective in potable water improvements will be fully
achieved by June 1997, with 200,000 Kazakstanis benefitting from potable water improvements
and an equal number from public health information. USAID support to potable water programs
will be brought to a close, and the Regional Environment team will focus primarily on increased
regional cooperation in water resources management for irrigation, industrial, and hydroelectric
uses, water management and pricing. The rationale and plan for the regional environment
objective are detailed in the USAID/CAR Regiona Strategic Plan for Energy and Environment.

c. Most Important Resultsto Date

. PENSION SYSTEM. An Interministerial working group is currently at work designing a
comprehensive package of regulatory and legal reforms designed to introduce a two-tier
private pension system, with the intent to make private pension plans mandatory by 1998.
(Direct USAID support is under the strategic objective for improved financia sector-SO
1.4-to increase the capitalization of securities markets.)

J UTILITY COST RECOVERY AND TARGETED SUBSIDIES. With USAID support,
Kazakstan introduced nationwide targeted, means-tested subsidies for utility subsidiesin
conjunction with the raising of utility prices for al full cost(from an average of 20 percent
of costs). Net savings in some of the pilot cities of 20 to 40 percent of the local budget
have been projected.

. PRIVATIZATION OF HOUSING MAINTENANCE. Some condo associations and 16
regional homeowner associations have been established in Kazakstan. As of December
1996, all housing maintenance isin private hands. In the capital city, with efforts starting
just in 1996, some percent al housing stock is management by registered citizen
cooperatives.

o TARGETED HOUSING ALLOWANCE PROGRAM. In May 1996, the Cabinet of
Ministers issued a resolution establishing a national housing alowance policy, and
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directing that allowance programs be promptly initiated. The number of housing
allowance centers increased to 56 from the single pilot center in 1995 and will be extended
to full nation-wide coverage by mid 1997.

. COMPETITIVE TENDERS FOR MUNICIPAL SERVICES. USAID technical
assistance introduced competitive bidding for municipa servicesin two pilot cities. The
savings were so impressive that it is likely the cities will implement bidding for al services.

. PRIMARY HEALTH CARE. In pilot sites, 56 Family Group Practices (FGP) have been
established with expected coverage of 90 percent of the population in the two urban areas.
This rapid expansion has demonstrated that FGP can provide better access to health care,
reduce medically unjustified referral to clinics, and reduce overall health care costs.

. ECONOMIESIN HOSPITAL CARE. A case-based hospital payment system introduced
in pilot sites resulted in a 20 percent reduction in the average length of hospital stays.
Savings to the local health budget from shorter hospital stays can help finance primary
health care facilities for preventive care.

. PHARMACY PRIVATIZATION. The progressive privatization of the state system
pharmacies is nearly complete, with over 80 percent of pharmacies privatized. In studies
of selected oblasts, the variety of pharmaceuticals and sales volume significantly increased.

d. Other Donor Involvement/USAID Compar ative Advantage

USAID isthe principal donor focused on alternative health care delivery and health financing
program that offer improved prospects for quality care, accessibility, and financing sustainability.
Other donors, such as the World Health Organization (WHO), UNICEF, and the UK Know How
Fund, are targeting a wide array of programs in mother and child health, pre/post natal care, and
preventable childhood diseases. UNDP is coordinating donor assistance to the Government of
Kazakstan on a national health strategy. USAID participatesin this task force, particularly to
assure that the strategy draws on lessons learned from the USAID- supported health reform
efforts.

USAID is collaborating closely with the World Bank on plans for broad replication of health
reforms successfully demonstrated in the two pilot areas. A World Bank Health Care Project
currently under negotiation would , among other things, extend successful practicesto an
additional two oblasts, with USAID advisors assisting during the initial phase of implementation.
3. Strategic Assistance Area 2: Democratic Transition

a. Constraintsand Opportunities

Despite several setbacks in recent years, Kazakstan is making progress in its democratic
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trangition. Successisnot in traditional areas, such as openness of the executive branch, but is
quite evident in the NGO sector, growing in the parliament and evident in the independent media,
where an association of television stationsis using a ruling by the prosecutor genera to reach
settlement with the government on lost television frequencies. In order to appreciate the
progress, one must understand the background.

The strong centrist character of the Kazakstani political system was reinforced by an April 1995
referendum which extended the president’ s term in office until 2000, and a new constitution,
approved by referendum in August 1995, which further concentrated power in the presidency. A
December 1996 Survey of public opinion conducted by the International Foundation for Electoral
Systems (IFES) reports that a growing plurality of Kazakstanis (44 percent vs 33 percent in a
1995 survey) believe that Kazakstan is not a democracy, nor is it becoming one. Political parties
are small and without broad support. Per the IFES Survey, 54 percent of Kazakstanis are more
likely to support a candidate who is not party affiliated. Y et roughly two-thirds endorse the
principles of amulti-party system. The dominance of the presidency, weakness of existing parties,
and lack of real political aternatives leaves the citizens with few forma mechanisms for political
participation. USAID assistance is developing informa means of communication and is creating
links between government, independent media and NGOs.

In partial counterbalance to the closed political system, the government respects human rights and
has been supportive of basic civil liberties, including independent media and expansion of an
active NGO sector. Citizens are basically free to speak out and assemble. However, Kazakstani
citizens perceive limits to dissent, and self-censorship is practiced by the media. Given this
ambiguous civil liberties context, the USAID/CAR strategy has been to promote the growth and
effectiveness of NGOs as the most viable means of providing a channel for citizens' influence on
public policy. In addition, through activities carried out by complimentary SO 1.3, Private
Enterprise Growth, USAID is supporting the adoption of business regulatory reforms which will
limit the scope of government interference and harassment of all business entities including
independent media outlets. Despite the lack of a solid legal base conducive to the growth and
financial soundness of NGOs, their increase to 440 organizations has far exceeded USAID
expectations. Per the IFES Survey, alarge mgjority regard NGOs as either essentia or politically
useful; in fact 19 percent (up from zero several years ago) of respondents are now aware of an
NGO active in their communities. Allied with support to NGO's, USAID’ s strategy has
emphasized the growth, independence, and competence of the electronic mediato inform public
opinion. Like NGOs the number of independent TV stations has increased impressively, but
inadequacies in management, finance, and output quality still prevail. Availability of information
isvitally linked to citizen participation. The number of independent television outlets may
decrease following the results of the second round of frequency auction. However, the remaining
stations are expected to be stronger, due to a greater concentration of advertising revenues.

Loca government officials from oblast (state) to municipal levels are appointed by, and are

primarily responsible to the central government. There are elected local councils, but these are
subordinated to appointed officials. The central government has progressively placed
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responsibility for services, particularly health, education, and housing, with local governments
who may have the authority but do not have the budget resources to discharge these
responsibilities. Asaresult, many Kazakstanis lacked access to basic utilities and servicesin the
winter of 1997.

The 1995 Constitution requires passage of aloca Self-Government Law by the end of 1997.

The Fiscal Policy and Management Team is assisting in the drafting of such legidlation with the
objective of securing the authority and revenue base for effective local government. USAID pilot
efforts with local government over the past two years (Municipa Finance/ Management Project
and Housing Sector Reform Project) have proven that local officials are receptive to procedural
reforms related to budget management, budget publication, competitive contracting of municipal
services, etc. A truly empowering local self-government law would provide fertile ground for
replication of such reforms.

b. Evolution of USAID’s Program

Planned democratization programs through the year 2004 will include continuation of Mission
efforts to strengthen citizen participation in decision-making through NGOs, improve the
availability of information, and increase the responsiveness and accountability of government--all
directed to more participatory civil society. USAID will also launch anew local government
initiative, to promote more effective, accountable local government, extending successful
experience in pilot local government efforts.

USAID/CAR is currently not pursuing a Rule of Law objective because of the need to focus and
concentrate on objectives that can be most readily attained. However, USAID is now significantly
(but periphera) involved in rule of law through its efforts in strengthening (1) institutions for
commercial law and training of judgesin commercia law, and (2) the courts through training of
judges, strengthening of judicial and legal associations, and promoting codes of ethics.

Following parliamentary elections in late 1999 (prior to which USAID will be making a concerted
effort on all fronts to foster free and open elections), USAID expects to move wholeheartedly into
therule of law area. Thiswill be ahighly collaborative effort with other donors. USAID will lead
coordination, and only engage in activities which are not being addressed by other donors. In
addition, USAID expects to develop activities that potential U.S. partners will be amenable to
supporting.

In the meantime, USAID plans to continue assistance to the Union of Judges and the Kazakstan
Bar Association, as described under our plans for Specid Initiatives. The intended result isto
improve the public trust in the judiciary as afair adjudicator of disputes and arbiter of crimina
prosecution. USAID/CAR believes that citizen-based efforts toward rule of law will grow from
successes in their objective for better informed citizenry.

USAID's future program under the Democracy Transition Team, which include the local
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government objective, will build on its early accomplishments:

NGO DEVELOPMENT: Over 400 NGOs now exist in Kazakstan, though lack of
funding and lack of organizational and management skills are recurring problems.
Representing a variety of interests including human rights, the environment, rule of law,
women'’ s rights, agricultural development, and market transition, many have received
grants and training from USAID supported PV Os. The next phase of NGO assistance will
focus on advocacy NGOs, higher level training for advanced NGOs and a push for
democratic governance within NGOs.

INCREASED AVAILABILITY OF INFORMATION: With USAID assistance, the
number of independent media has increased across the country. Of 52 independent
television stations and 24 independent radio stations throughout Kazakstan, only four and
four respectively are in Almaty. An additional two television stations and two radio
stations won licenses in the recent frequency auction.

MORE RESPONSIVE AND ACCOUNTABLE GOVERNMENT: At the request of the
Central Election Commission USAID is helping to rewrite election legidation and will
train election monitors and officials and educate the voters as to changes in the election
law. Free éections should increase accountability of government officials. The new
Parliament is becoming assertive, and USAID is helping streamline its procedures. This
will include drafting and revising legidation and assisting in organizing public hearings.
The parliament in Kazakstan just held itsfirst partially open hearing in April 1997. Ina
major new initiative, USAID will be developing next year a new program to address
responsiveness and accountability at the local administration levels, and possibly in the
executive branch.

DEVELOPMENT STRATEGY CREATED: Intheloca government area, long range
development strategy (LRDS) has been created at the local level in various oblasts and
taken to the national government to gain its support (in former Soviet times the local level
would not have voiced local needs and concerns but would have only carried out orders
from above.

FINANCIAL SYSTEMS CREATED: Atyrau oblast’s financial systems are now based on
Western accounting practices and information is much clearer, potentially assisting control
of fraudulent activities. Citizen awareness, participation, and commitment to the future of
Atyrau have been considerably enhanced by innovations.

COMPETITIVE BIDDING: Competitive bidding of municipal services has been initiated.
PRIVATIZATION: Privatization of housing maintenance has been initiated.

FULL COST RECOVERY: A system of full cost recovery in initiatives has been initiated.

20



TARGETING: Targeting of housing and utility service has aso been initiated.

USAID anticipates work toward alegal framework for operations of municipa and oblast
government and improved administrative capabilities at the local government level. These
activities will be closely coordinated with ongoing assistance efforts on the local resource base to
guarantee a degree of fiscal independence to local government, more effective NGO advocacy and
service ddlivery, and reforms leading to sustainable social services.

c. Most Important Resultsto Date

NGO COALITION: In November 1996, 137 Kazakstani NGOs convened, formed
Central Asia’sfirst NGO Coalition, and agreed to an activist agenda of advocacy, skill-
building training, and information exchange.

MASS MEDIA ASSOCIATION: The Association of Independent Electronic Mass
Media was formed in 1995 to share information among members, present a united front in
advocacy, and generally protect the interests and independence of electronic media.
Membership in the association has grown ten-fold. Members of the association are
preparing to sue the government for the frequencies they lost in the frequency auction,
using a declaration from the Prosecutor General that the auction proceedings were illegal.

HOUSING PRIVATIZATION: Approximately 85-90 percent of Kazakstani housing is
now privately owned. Based on a USAID-supported pilot effort, the government
transferred responsibility for housing maintenance to housing associations, which
increased from 500 in January 1996 to over 3600. As aresult, the government no longer
bears the cost of managing and maintaining housing.

INNOVATIVE LOCAL GOVERNMENT PRACTICE: In separate USAID-financed
pilots, one municipality utilized sealed-bid contracting for municipa services and thereby
realized a 27 percent cost savings, another published its municipal budget with explanation
of how the budget system works. These “firsts’ in Kazakstan local administration form
part of the agendafor USAID strategic objective on improving local government.

Municipa Service Sustainability: In addition to the above results, pilot projects have
demonstrated the positive economic and socia impacts of full cost recovery for utilities,
and targeting of housing and utility subsidies. The results have lead USAID to moveits
strategy more explicitly towards local government.

d. Other Donor Involvement/USAID Compar ative Advantage

USAID/CAR coordinates closely with other donors in the area of democratic devel opment.
USAID isworking with UNDP on legislature and NGO assistance, and is coordinating with
UNESCO and USIS on media assistance. Local government assistance is coordinated with the
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World Bank and Soros-Kazakstan. USAID participates in the Democracy Commission in order to
leverage other U.S. government funds toward our strategic objectives. Our comparative
advantage liesin the fact that our work in the five countries of Central Asia enables usto apply
lessons learned in other countriesin NGO development, citizen participation, and other key areas
to Kazakstan.

C. Summary Rationale for Strategic Objectives
SO 1.2 Increased Soundness of Fiscal Policies and Fiscal M anagement Practices

Sound fiscal policy and management are critical to Kazakstan's long-term growth prospects,
particularly in maintaining a stable investment climate. Key results sought under this SO include
improved tax administration, modernized budget management, and fiscal decentralization - the
latter result is essential to the success of our planned work under the new objective for improved
local government, SO 2.3, and in support of municipal work in mission objective 3.2 (socia
benefits transition). While other donors are engaged, USAID’ s prior assistance on improved tax
policy provides atactical advantage for follow-on work in tax administration as well as credibility
with the GOK. We are aso the leading voice in advocating fiscal decentralization. The
government appears committed to improved budget management, but we will need to verify the
depth of commitment to tax administration improvement and intergovernmental finance reform
before solidifying plans for long-term support.

SO 1.3 Accelerated Development and Growth of Private Enterprise

Continued improvement of the policy, legal, and regulatory environment is essentia to building
investor confidence, enhancing prospects for private sector expansion, and promoting the trade
and investment linkages sought under the Partnership for Freedom initiative. Key resultsinclude
Kazakstan's accession to the WTO, further improvements in business law infrastructure, and full
implementation of international accounting standards. Again, while other donors complement
USAID’s efforts, our Memorandum of Understanding with the Ministry of Justice places USAID
in an advantageous position to contribute in the near term to legal reform on business formation
and operation. Because of USAID’ s prior role in Kazakstan's adoption of international
accounting standards, we are also well placed to support implementation of these standards,
perhapsin joint effort with the World Bank. We rate the Government’ s commitment to these
reforms as very high because of its strong interest in foreign investment and membership in the
WTO.

SO 1.4 A More Competitive and M ar ket-Responsive Private Financial Sector
More competitive, efficient forms of financia intermediation are essential to facilitating private
enterprise growth. In this objective USAID seeks short-term further improvements in bank

regulation and bank operations; in the long-term, our key results are (1) an open and competitive
securities market and, (2) pension policy reform that would increase the financial sustainability of
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the pension system and channel its resources to further strengthening of the stock market. Inthe
banking reform area, USAID envisages effort on implementing bank accounting and regul atory
reforms. The Government’s commitment to financial reform is demonstrated by its recent
Memorandum of Understanding (MOU) with USAID on Securities Market Development, and
subsequent actions to proceed with key reforms specified in the MOU. As discussed earlier, the
Government also appears ready to address key aspects of pension policy reform.

SO 2.1 Increased, Better Informed Citizen Participation in Economic and Political
Decision Making

More problematic than our market transition objectives, this objective nevertheless provides the
best opening to increasing the interest, involvement, and influence of Kazakstani citizensin public
affairs. In particular, the key result of an active, effective NGO community represents the most
viable means of promoting a more participatory political process, closely complemented by a
stronger media. USAID isthe only donor with significant commitment to these areas, and past
achievements in promoting NGOs and independent media, capacity-building, and formation of
associations give USAID credibility in helping these organizations improve their operations.
USAID will test the Government’ s acquiescence (or support) of these changes through legidative
initiatives to strengthen the legal/financia base of NGO's. The success of the third key resullt,
increased openness and responsiveness of government through work with the electoral
commission and the Parliament, is harder to predict. USAID will seek openings, promote
receptivity, and build on success.

SO 2.3 More Effective, Responsive, and Accountable L ocal Gover nment

Improved local government plays a significant role in addressing needs of the Kazakstani people
and, ultimately, in involving people more actively in public affairs. USAID’s key results under
thisnew SO are alegal basisfor local government, strengthened financial operations through a
combination of an improved local resource base and more efficient service delivery, and improved
administrative performance. Because of the breadth of local government activity, support is
available from several donors. However, USAID is better-positioned to support strategic change
in the role of local government because of its pilot work in municipal management and finance and
related efforts under other SOs on fiscal decentralization, financially-sustainable social services,
and strengthening the advocacy and service delivery capabilities of NGOs. The Government’s
commitment to more effective local government is uncertain, but should become clearer asthe
new local sdlf-government law enters final drafting stages.

SO 3.2 Improved Sustainability of Social Benefits and Services
Financially sustainable socia services are critical to maintaining public support for economic and
political reforms and relieving the government of unsupportable outlays that are inconsistent with

sound fiscal management. This objectives key results are to demonstrate cost-effective systems
for health care delivery and municipal services, develop targeted service programs for vulnerable

23



populations, and secure policy commitment and other donor support to replicate successful pilot
efforts. USAID isthe only donor currently dedicated to financialy sustainable social services, and
continued work under this objective will focus on orderly conclusion of demonstration efforts
underway, readying successful pilots for replication, and assistance in theinitial stages of broader
implementation. The Government’ s commitment has been evident in various policy decisions, e.g
, extending pharmacy privatization and targeted housing allowances on a nationwide basis.

Summarized below are the comparative importance of our six Strategic Objectives and the two
Regiona Objectives which are also part of the Mission’s program in Kazakstan. USAID/CAR’s
ranking is based on factors cited earlier in explaining our rationale for selecting SOs for priority
attention.

SO OBJECTIVETITLE RANK
12 Increased Soundness of Fiscal Policies and Fiscal Management Practices 5*
1.3 Accelerated Development and Growth of Private Enterprise 1
1.4 A More Competitive and Market-responsive Private Financial Sector 4
2.1 Increased Better Informed Citizens Participation in Economic and 6*

Political Decison Making
2.3 More Effective, Responsive, and Accountable Local Government 3
3.2 Improved Sustainability of Socia Benefits and Services 8
15 A More Economically Sound and Environmentally Sustainable Energy 2

System as the Primary Engine of Economic Growth

3.3 Reduction in Regional Economic and Political Tensions Generated by 7
Transboundary Environmental I1ssues

* Contingent on greater commitment from the Government, SO 2.1 will risein the Mission’s
ranking as early as 1999.

D. Customer Focus

In the fall of 1996, USAID/CAR developed a customer service plan which was widely distributed
in the CAR region. This plan outlined the Mission’s methods for understanding and responding to
the needs of our main customersin Central Asia. These customers include US taxpayers, US
business, the US Congress, the people of the host country, other donors, PV Os, and implementing
partners. In all aspects of our work with these groups, the focus has been on US national

interests in Central Asia which include promoting private American business, maintaining regional
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stability, and devel oping market-based democracies friendly to the US

Asregards US taxpayers and US business, the Mission has worked with Embassy officers, the
Foreign Commercia Service (FCS), and local counterparts to benefit the United States. In this
connection, USAID/CAR has seized opportunities to use key interests of the Kazakstan
government such as WTO accession to push comprehensive policy, legal, and regulatory agenda.
Fully supported by the Embassy and the FCS, this systematic approach has aready yielded an
improved business climate for American interests in Kazakstan.

The Kazakstani people, of course, are the key customers for the field mission. To identify and
address the country’ s needs, Mission methods include direct dialogue with key officials, policy
makers, and community leaders; regularly-scheduled Democracy Roundtables in Almaty for
democracy grantees, Embassy staff, USIS personnel, and other interested parties such as
international donors; survey research to better understand attitudes toward democratization and
health status of vulnerable groups; “call-in” radio and television programs in housing,
privatization, and other areas; media monitoring both to understand how the Kazakstani public
views economic reforms and to increase local support for reform through the publication of news
articles that explain why specific reforms are necessary and how they will help Kazakstan achieve
economic prosperity. Thislatter activity is especially important in Kazakstan because extreme
economic hardship has produced a growing population that is both critical of the Slow pace of
reforms and concerned about deterioration in the quality of life. Ascited earlier, annual IFES
opinion surveys of Kazakstani ascertain attitudes on the impact of economic reforms, political
participation, effectiveness of NGOs, and quality of media information.

To cement customer understanding of the purpose and direction of the Mission program,
USAID/CAR has launched a media initiative to inform customers, especialy the local public,
about USAID/CAR work and the benefits of reform. This initiative involves production of
brochuresin English and Russian on USAID/CAR programs in Kazakstan. This initiative also
involves the distribution and broadcast of over 45 video programs and radio shows about reform
to media enterprises, partly through the assistance of the USAID/CAR-supported Business
Initiatives Center in Almaty.

Other key tools to assess the needs of Kazakstan include forums for discussion with international
PV Os, our local NGO partners and relevant outsiders. Notably, NGO Roundtables in Kazakstan
to which all US NGOs, some local NGOs, and all contractors with operations in the Central Asian
region, including Kazakstan, are invited is an important arenain which to obtain information
about country needs and to receive feedback on Mission programs. Also, involvement of PVOs,
NGOs, and other implementing partners in the development of the Mission’s R4s and Strategic
Plans guarantees that such documents reflect country realities.

Finally, the Mission works closaly with other donors to assure effective coordination of our

activities. Although these entities are technically not “customers,” USAID/CARs work with them
ensures that customers enumerated above are better served. Regular donor coordination meetings
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with the World Bank, international donors, embassies and the Kazakstan Government provide a
forum for discussion of ongoing and planned work in specific technical areas.

E. Graduation Prospects

Kazakstan has made significant progress in key economic policy reform areas. Its aggressive
actions to qualify for WTO access, adopt awestern-style tax code and accounting standards,
strengthen banking supervision and accounting procedures and put in place the policies and
structures necessary for an efficient securities market have been giant strides towards a free-
market system. Despite these gains, however, Kazakstan does not have long historical experience
with market mechanisms. In addition the reforms and skills to manage modernized market
systems need to be deeply embedded. For these reasons, USAID/CAR project continuation of
severa key aspects of the Missions market transition program, e.g., improved tax administration,
implementation of accounting standards, operation and regulation of securities markets, and fisca
federalism (with requisite Government commitment) through 2006, the end of the Partnership for
Freedom phase of NIS assistance. Nevertheless the policy reforms and related institutional
achievements to date support optimism regarding Kazakstan' s likelihood to establish the structure
for an enduring market economy by 2006.

On the democratization front, progress is slow in creating a representative, participatory political
system. However, USAID is strengthening the parliament and judicial and legal associations, and
is responding to calls for assistance from the Central Election Commission. Continued progressin
these areas and Government support of NGOs will speed the process toward democracy. In

1998, USAID will expand itslocal government program and plans to begin a program
encouraging increased government openness and responsiveness. USAID will engage in rule of
law in 2000, once electoral assistance has been compl eted.

F. Evironmental | ssues

Environmental issues relating to biodiversity will not be a mgor focus of the Mission program
over the next five years. Rather, Mission activity in the environment areawill center on the
integration of environmental concerns into economic reforms; notably legidation to establish
environmental standards for natural resource exploitation. Also, the Mission will continue to
monitor developments in the Aral Sea Disaster Zone where substantial USG resources have
already been invested in the construction of a potable water plant. The ENI region does not
contain any tropical forests.
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PART II:

STRAGEGIC PLAN ELEMENTS
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STRATEGIC OBJECTIVE

11

INCREASED TRANSFER OF STATE-OWNED ASSETS
TO THE PRIVATE SECTOR
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A. Statement of Strategic Objective 1.1
Increased Transfer of State-Owned assets to the Private Sector
B. Problem Analysis

With achievement of this strategic objective in sight, USAID will conclude its assistance by the
end of 1997.

Kazakstan has maintained a strong commitment to fulfillment of one of the crucia cornerstones
in the transition to a market economy - the privatization of the asset base of the economy.
Without privatization of state-owned assets, the economy would not be in a position to provide a
strong supply response to the improved production and investment incentives provided by a stable
macro-economic climate and liberalized prices. In thisregard Kazakstan established athree tier
privatization program: auction-based privatization of small-scale companies; investment fund-
based mass privatization of medium and large-scale companies; and case-by-case privatization of a
small group of large-scale problem enterprises and/or "strategic” enterprises. USAID/CAR has
played a key role in supporting implementation of two of the three major components of the
Government privatization program, small-scale and mass privatization. The World Bank
continuing assistance to the case-by-case privatization program.

C. Progress, Program Approaches, and other Donors
USAID Support Strategy

Our assistance program has focused on: a) intensive dialogue on key issues related to the design
and implementation of transparent, competitive and rapidly implementable small-scale and mass
privatization programs. b) policy reform efforts centered on ensuring the competitiveness of
auction procedures and securing adoption of asset valuation and auction pricing methodologies
which would accelerate asset sales; ¢) implementation support through a cadre of well-trained
local staff that worked closely with Government counterparts and monitored carefully each aspect
of program implementation.

In addition in the case of mass privatization, USAID/CAR worked together with the World Bank
to promote the breakup of large-scale holding companies whose hegemony over the industria
asset base of the economy threatened the integrity of the overall privatization process. By late
1995 the Government had agreed to a schedule for breaking up holding company structures; and
over the next year virtually all holding companies were broken up into their constituent
companies, and the latter included in privatization auctions.
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Progress under USAID’s Strategic Objective

At this point almost 13,000 small-scale objects (about half of the relevant universe of firms) have
been privatized through the auction process. A targeted effort in the pharmaceuticals sector has
also resulted in the privatization of approximately 80 percent of retail pharmacies. The USAID
supported mass privatization program has involved two round of auctions. First was the coupon
auctions for up to 51 percent of the state shares in enterprises and next were cash auctions for the
remaining state shares (up to 39 percent, since the workers and management of the companies
involved were given approximately 10 percent of the shares at the initiation of the program).
Approximately 1700 companies passed through coupon auctions during the 1994-96 period and
the coupon program ended in the summer of 1996. Virtually al of the companies which
completed the coupon auctions also passed through at least one round of cash auctions. Of these,
525 have been fully privatized, and another 669 have had some of their remaining shares sold
through cash auctions.

The mass privatization program failed to meet its 1996 targets of (a) 65 percent of candidate firms
fully or mostly privatized and (b) 70 percent of employeesin candidate firms working in privatized
enterprises. Problems arose over the Government’ s reluctance to sell share packets in state-
owned firms at market prices.

This problem was largely overcome by implementation of a Dutch Auction system, eiminating
floor prices during the third round of bidding on enterprises being privatized. In addition a
Memorandum of Understanding (MOU) signed by the Prime Minister and the US Ambassador to
Kazakstan in November 1996, committed the Government to offering at least 200 additional
enterprises per month through cash auctions until the mass privatization program is completed.
Accordingly USAID/CAR expects the mass privatization program to be completed during 1997,
with fully or mostly private firms covering two-thirds of the industrial asset and employment base
of the Kazakstani economy. In addition, the public sector monopoly on agricultural input
distribution has been ended.

USAID istherefore concluding its Mass Privatization Project and will transition from support of
the privatization process to concentrate on policy and an institutional environment conducive to
private sector-led economic growth. USAID/CAR support for the small-scale privatization
program terminated in late 1996. Expatriate technical support for the mass privatization program
is scheduled to conclude by end-year 1997, with funding for the loca project implementation unit
to be transferred from USAID to the EU in June 1997 (for afina projected 4-6 months of
implementation).

World Bank-supported Privatization
The World Bank supported case-by-case privatization program has been considerably more

duggish in itsimplementation. Only a handful of the approximately 150 companies digible for
this program have been privatized. The Government has opted frequently to utilize controversial
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management contracts as an industrial reactivation strategy. Criticized for the lack of
competitiveness of its case-by-case and management contracting programs, the Government now
appears to be moving away from the management contracting modality. It canceled some of the
sixty management contracts which it had signed, while a number of others expired. Overadl, the
Government has signaled its determination to move ahead with a more aggressive implementation
plan for case-by-case enterprises. However, more problems could arise since the procedures for
participation in case-by-case tenders have not been improved.

In a separate effort, USAID/CAR isworking with the progressive leadership of the Kazakstan
National Securities Agency to bring large minority shares of up to 50 strategic enterprises for
competitive sales through the newly merged stock exchange in 1997. This should contribute
significantly to improving the competitiveness of the case-by-case program, as well as increasing
the demand for share capital in the nascent Kazak securities market.

Agricultural Privatization: A Lagging Sector

Finally, it should be noted that agricultural privatization has, asin many other FSU countries,
proceeded along a separate and slower track. This has resulted in most agricultural land plots
being controlled by the collectives which previoudy managed them. Typically this means that
control is effectively exercised by the state farm management structure. Only usufructuary rights
to land can be transferred by sale. Agricultura inputs supply markets have been partially
liberalized. However, lack of real progressin farm privatization, and in the creation of the lega
infrastructure required for the use of land as collateral, have placed the agricultural finance system
in astate of crisis.

The lack of real progress on agricultural privatization has been perhaps the single most important
weakness in the Government privatization program; and has limited the supply responsiveness of a
major potential growth sector to pricing and other reforms. The World Bank has a major
Agricultural Sector Loan in place, has set aside significant resources for aland cadastre and
registration program, and is engaged in an on-going dialogue with the Government on agricultural
reform issues.

D. Graduation and Sustainability

The Government has committed to rapid completion of itsindustrial privatization program. The
share of assets which will be in private hands by the end of 1997 will essentialy ensure that the
privatization process in Kazakstan isirreversible. Recent signsindicate that the Government is
speeding up case-by-case saes; indicating a heightened awareness of the need to complete
privatization rapidly. The sticking point is agricultural privatization, where the state farm sector
still plays adominant role. Further liberalization of land use and transfer rights and
demonopolization of agricultura input supply networks will be needed if the agricultural sector is
to respond dynamically to newly established market incentives.
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If the Government does not accelerate progress in this area, and simply waits for the state farm
sector to atrophy and collapse of its own weight, thiswill significantly lengthen the period of time
during which the agricultural production and marketing system performs sluggishly. Thiscould in
turn seriously inhibit overall supply responsivenessto aliberalized market setting. The World
Bank and the ADB will continue to be the magjor donors on agricultural policy reform and farm
restructuring issues; and USAID/CAR will provide on-the-ground input to those institutions on
key policy and ingtitutional reform issues in the agricultural sector.

This SO effectively ended in late 1996. No additiona funding isrequired in FY 1997 or beyond.
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KAZAKSTAN PERFORMANCE DATA: BASELINE, TARGETS, AND ACTUAL RESULTS

BASELINE DATA
LEVEL RESULT STATEMENT PERFORMANCE INDICATOR DEFINITION AND UNIT OF TARGETSAND ACTUAL RESULTS
INDICATOR MEASUREMENT
1996
IYEAR ALUE
Target Actual
N ; ——
SO 1.1  |Increased transfer of state-owned assetsto the er cent of state-owned corpor ations privatized Pefinition: 1) % ofstate-owned placed in the mass by 1/01/94 3%
private sector privatization program (MPP) that werefully or mostly y 0
privatized by 10/01/95 | 6 % 65% 37%
Unit: cor porationsin the MPP with 80% of their shares
privately owned
Definition: % of employeesworking in privatized by 1/01/94 0.3%
enter prises by 10/01/95 | 3.0% 70% 44.3%
Unit: employeesin privatized enterprises (80% or more
privatized) as a per cent of employees of all state-owned
lenterprises placed in the MPP
; . ’ ; - N 1994 12 20 29
IR L egal authority and regulationsin place 1. Published decrees & regulations on mass Definition: Copy of the decrees and regulationsin USAID
111 privatization program possession
Unit: #
2. Demonopolization and segmentation Definition: The decreesand regulationsfor 10 sectorsin 1995 9 10 10
| egislation USAID possession
Unit: Number of sectorswherelegidative actsin place
IR I ncrease cash auctions of state share packets L Number of cash auctions Definition: Companies offered at (1) coupon auctions Nov. 1995 0 pylDec. py 31Dec.
1.1.2 - Nu ucti ithin the M PP subsequently offered at cash auctions 996 996
Unit: # of companies Feb.1996 500 1700 1773
2.Number of auctions of small-scale objects Definition: Number of auctions for small-scale objects Apr.1995 618 1500 1572
End of 1995| 977
IR Better informed human resour ce base 1. % peoplereached through TV and radio Definition: # of adult population who watch TV programs| 1996 30% 30% 31%
113 program d listen radio programswhich inform the public about
= privatization and economic reforms
Unit: %




BASELINE DATA

LEVEL RESULT STATEMENT PERFORMANCE INDICATOR DEFINITION AND UNIT OF TARGETSAND ACTUAL RESULTS
INDICATOR MEASUREMENT
1996
IYEAR ALUE
Target Actual
2.Number of daily pressreleases Definition: a steady stream of information on PDune 1993 0 17 17
privatization and economic reformsto the K azakstani
pressin (1) Almaty and in (2) all oblast through daily
presrelease.sand controlled—m_eggetexts Feh. 1996 1
Unit: # of daily press-releasesdistributed
IR114 ICitizens participated in privatization programs  |L. % citizensreceived coupons Definition: Number of population who received coupons Jan.1994 0% - -
" divided by thetotal estimated population IAug. 1994 84%
Unit: %
[2.% couponsinvested Definition: number of couponsinvested / number of Jan.1994 0% - -
lcoupons distributed
Unit: % 10ct. 1995| 65%
3.% invested coupon sold Definition: Number of invested coupons sold/number of | Apr.1994 0% - -
invested coupons Feb. 1996 | 99.8%
Unit: %
4. % of sitizensinvested coupons Definition: % of citizensreceived couponswhoinvested | Jan. 1994 0% - -
Iat least part of their coupons 10ct. 1995| 85%

Sources of information:
S.0.1.1- State Property Committee of Republic of Kazakstan, tel .# 62-85-39
USAID Mass Privatization Project/ Chemonics, Kazakstan (Project Manager - Gabriel Al-Salem), tel # 39-28-77
IR 1.1.1 - USAID Mass Privatization Project/ Chemonics, Kazakstan (Project Manager - Gabriel Al-Salem)
USAID Small-Scale Privatization Project/Carana, Kazakstan ( Project Manager - Veronica John), tel #62-93-17
State Propertee Committee of Republic of Kazakstan
IR 1.1.2 - USAID Mass Privatization Project/ Chemonics, Kazakstan (Project Manager - Gabriel Al-Salem)
USAID Small-Scale Privatization Project/Carana, Kazakstan ( Project Manager - Veronica John)
State Propertee Committee of Republic of Kazakstan
IR 1.1.3 - State Information News Agency, Kazakstan
USAID Public Education Project/ Overseas Strategic Consulting Ltd ( Project Manager - JeannetteeSanchez )
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IR 1.1.4 - State Property Committee of Republic of Kazakstan
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Results Framework Narrative
Strategic Objective 1.1 “Increased Transfers of State-owned Assetsto the Private Sector”
1. Transition Hypothesis and Underlying Rationale

The first, and possibly most crucial, phase of Kazakstan's economic restructuring program is the
transfer of state-owned assets to the private sector. The benefits of privatization are fundamental
- the transfer of productive assets to the hands of private entrepreneurs capable of utilizing them
in a profitable and efficient manner, the reduction of the interference of the state in the
development and operation of the market, the provision of incentives to the private sector; the list
could go on. In Kazakstan, three tiers of privatization were created and utilized. Thefirst tier,
auction-based privatization of small-scale companies, was essentially completed in 1996 with the
participation of USAID. The second tier, investment-fund based mass privatization of medium
and large-scale companies, will be completed, with the assistance of USAID, by year-end 1997.
The third tier, case-by-case privatization of large troubled or strategic enterprises, is underway
and is not a subject of USAID assistance.

USAID/CAR's analysisisolated three sets of concerns as critical for an expanded private sector:

. First: atransparent and competitive privatization process, including clear and competitive
auction procedures and the adoption of asset valuation and auction pricing methodol ogies
which would accelerate assets sales must be established. USAID activities have been
instrumental in ensuring that such policies and methods were adopted, facilitating the
provision of amore reliable, and therefor effective, privatization process.

. Second: large-scale holding companies dominating particular industry sectors needed to
be broken up. 1n 1995 these companies owned or controled a large percentage of assets
scheduled for privatization, and have become a major political force. Without afull and
effective spinning-off of the assets and subsidiaries (as opposed to the holding company
still holding a plurality of shares), these de facto “line ministries” would continue to exert
influence the activities of the “privatized” entities. In fact, the Project has been quite
successful in galvanizing state support for the break up, and in 1996 most of these holding
companies were in fact broken up into smaller units, which then went through the
privatization process.

. Third:( and most simply) is the further improvement of the stake of the private sector in
the ownership of all Kazakstani assets, and the increased labor force in privatized
companies as opposed to inefficient state enterprises which can’t pay salaries, pension or
other obligatory payments on behalf of the population.

In general, during past activity USAID contractors have been able to secure these devel opments,
which have resulted in a privatization process which has been quite successful. The project is
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now entering into its final stage, essentially the completion of the mass privatization program.
Upon completion, approximately two-thirds of the industrial asset and employment base of
Kazakstan will have been privatized.

2. Critical Assumptions

Considerable USAID resources have been devoted toward this Strategic Objective, and continued
programming through 1997 is based on one critical assumption.

. a commitment from the Government to complete the mass privatization program on the
bases and procedures already established in Kazakstan.

The final and complete fruition of the mass privatization program rests on the continuation of past
policies and procedures which proved to be quite successful up to this point.

3. Causal Linkages

This Strategic Objective was organized around three main areas of activity, each of which is
related to the other and each one of which is critical to the overall success of the project.

. Clear and transparent auction and methodology procedures enhance the effectiveness and
attractiveness of privatized objects, which leads to:

. An increase in the percentage of former state assets being held in private hands; and
. The break-up of state monopolies has led to the same resullt.

The continuation of this dynamic will ensure by the end of 1997 the completion of the mass
privatization program in a successful manner.
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STRATEGIC OBJECTIVE

1.2

Increased Soundness of Fiscal Palicies and Fiscal Management Practices
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A. Statement of Strategic Objective 1.2
Increased Soundness of Fiscal policies and Fiscal Management Practice.
B. Problem Analysis

Fiscal reform is crucial to the medium and long-term economic growth prospects of Kazakstan.
In its absence, inflationary pressures and sub-optimal public expenditure and taxation patterns will
significantly inhibit both the stability of the investment climate, and the profitability of private
investment opportunities. In addition lack of experience in modern budget management policies
and practices and tax administration practices will severely constrain the Government's ability to
effectively sustain fiscal reform policies over time. Thus reform of the fiscal policy regime and
administrative apparatusis crucial to establishing a sound overall investment climate.

C. Progress, Program Approaches and Other Donors
Overview on Fiscal Retrenchment

Kazakstan has made short-term significant progressin the fiscal reform area during the 1994-96
period. Thisisindicated by the fall in the fiscal deficit from approximately 7percent of GDP in
1994 to about 2.9 percent of GDP in 1996, and afall in annual inflation from over 1000 percent in
1994 to approximately 30 percent in 1996.

This has been achieved through expenditure reductions associated with phasing out of
consumer/producer subsidies and through short-term expenditure sequestration measures.
USAID/CAR has supported the fiscal reform process in Kazakstan through a comprehensive
program of long-term technical assistance and targeted training support in the budget, tax policy,
and tax administration areas.

IR 1.2.2 and IR 1.2.3: Tax Reform and Compliance with the IMF Program

Kazakstan has made dramatic progress on the tax policy front. 1n 1995 Kazakstan became the
first country in the CIS to adopt a comprehensive western-style tax code. The code eliminated
most exemptions; established clear and credible definitions of the taxable base for each of the
major taxes, mandated an automatic withholding system for the personal income tax; and
established VAT and corporate income tax rates (20 percent and 35 percent, respectively) and a
maximum personal income tax rate (40 percent) consistent with western standards. Overall the
code represented a major step forward in the design of a nondistortive, stable, and easy to
administer tax system. USAID provided significant technical support to the Government in the
development of the code.

Far less progress has been made on effectively administering the new tax system. Tax audit and
collection methodol ogies have not been rationalized, the payment and returns processing systems
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have not been modernized, and taxpayer education efforts have been inadequate. As aresult of
problems in the tax administration system, tax revenues as a percentage of GDP fell to
approximately 10 percent in 1996, a grossly inadequate revenue intake performance. Without a
significant improvement in revenue generation, the fiscal belt-tightening carried out thus far by the
Government will likely prove unsustainable.

USAID/CAR has dialogued intensively with the Government on these issues, as hasthe IMF,
whose 3 year EFF Arrangement with Kazakstan (which began in July 1996) calls for a major
improvement in revenue performance. The Fund will be critically evaluating Government fiscal
performance during the March-April time frame to establish the parameters of afollow-on one-
year program. The passage in early March of an investment promotion law, which establishes the
possibility of widespread profit tax and customs duty breaks within priority sectors of the
economy, has created additional concern regarding the buoyancy of revenues which both
USAID/CAR and the IMF have discussed with the Government.

USAID/CAR has provided significant technical support and training to the Tax Inspectorate on
tax administration procedural reforms and on automation strategy and software development. In
addition USAID advisors have provided a blueprint for functional reorganization of the Tax
Inspectorate; aong with a comprehensive plan for measures to improve revenue in-take in the
short-term. Some of these activities appear to be bearing fruit - the Tax Inspectorate is moving
forward with a plan to automate returns and payments processing activitiesin 7 (out of atotal of
19) oblastsin 1997. In addition it recently approved a pilot reorganization of tax administration
along functional linesin two districts starting in March 1997, with plans to extend this reform to
the aforementioned 7 oblasts by the end of 1997. If the Government displays a heightened
willingness to move forward on key tax administration reforms during 1997, this reform area will
require significant medium to long-term support.

The recent appointment of a new reformist Deputy Prime Minister of Finance who will bein
charge of tax administration provides a significant opportunity for pushing rapidly for
implementation of comprehensive tax administration modernization measures. Assuming that a
comprehensive tax administration reform strategy is adopted in 1997 and is begins to be actively
implemented at the oblast level in the 1997-98 time frame, USAID/CAR envisages completing its
involvement in this activity in the 2000-20001 time frame.

IR 1.2.4: Budget Reform

In the budget reform area USAID/CAR has provided long-term advisory and training support
designed to rationalize the expenditure planning process. Initially through a USAID-funded US
Treasury advisory program and subsequently through direct USAID advisory support,
USAID/CAR has provided technical expertise for the development of a budget process law
designed to rationalize the annual budgeting process, and a modernized budget classification
system. In addition USAID/CAR advisors are working closely with the resident IMF Treasury
advisor to ensure appropriate coordination between the budget planning and execution processes.
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The next phase of the budget reform process will involve full implementation of the revised
budget classification system and the introduction of performance-based budgeting methodologies
within the Ministry of Finance (MOF) and key line ministries. Thiswill tighten the linkage
between programmatic expenditures and the actual delivery of effective services to the client
population.

USAID/CAR has aso provided technical and financia support for the purchase, adaptation and
instalation of a modern, integrated external debt management system (the UNCTAD system)
within the MOF. This system, which was installed in 1996 and for which USAID is currently
providing follow-on technical support for full-scale implementation, has addressed a major fiscal
policy constraint faced by the Government during the 1993-95 period. Prior to development and
implementation of this system, the Government had no organized system in place for tracking
government loan guarantees and maintaining an accurate week-by-week record of loan repayment
obligations. This had been a mgor source of concern to the IMF and the World Bank. It had
caused debt arrearage to a number of bilateral creditorsin spite of the economy's healthy
international reserve position. The new system is now being implemented. Staff at the MOF and
the Central Bank now have up to date information on loan repayment obligations, and the
Government currently has no external debt arrears.

In addition, USAID has funded along-term US Treasury advisory program designed to improve
the Government's capacity to carry out and strategically manage the issuance of government debt.
This has resulted in the issuance a higher volume of government securities and an increase in the
average maturity of government debt.

Moreover this advisory support was crucia to the Government in facilitating Kazakstan's recent
$200 million EUROBOND issuance, which wasin fact significantly oversubscribed. Finaly, this
advisory program has made vital contributions to the development of a draft debt management
law (covering both internal and external debt) which, when adopted, should significantly tighten
controls over the issuance of public debt.

Support for the further rationalization of the budget process within the MOF and key line
Ministries through the introduction of performance-based budgeting methodologies and full
implementation of the revised budget classification system should continue at least over the 1998-
2000 time frame.

Finally, efforts to further improve the Government's government securities issuance and
management policies should be completed in 1998, while support for full implementation of the
recently installed external debt management system should be wrapped up in 1997.

IR 1.2.1: Fiscal Decentralization

Over the medium term the most crucia areafor fiscal reform for Kazakstan relates to the system
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of inter-governmental finance.

Asinmost Former Soviet Union (FSU) countries, Kazakstan has yet to establish sufficient fiscal
autonomy at the regional and local level to promote:

. a stable flow of revenuesto regional and local governments; and
. arationalized inter-governmental transfer system based on objectively-defined expenditure
needs.

In addition, the lack of clarity surrounding the process by which revenues are passed down from
the central government to regional and local governments has led to apathy and, it appears,
widespread under-reporting of tax revenues. It isthus directly correlates with the serious revenue
shortfalls currently being experienced.

USAID has launched a comprehensive advisory support and training program designed to
promote basic fiscal decentralization reforms, and to provide selected local governments with the
capability to more effectively plan and manage local budgets.

The centerpiece of this effort thus far has been work on the development of anew Local Self
Government Law to establish:

. a clear and stable autonomous revenue base for local governments (as a share of the
personal and corporate income taxes), and

. apool of grant resources which would be distributed at the regional level based on
objectively defined criteriarelated to population characteristics and service provision costs
at the regiona and local level.

Clearly this type of reform is absolutely crucia to improving the quality and quantity of public
services in Kazakstan, and improving both the cost-efficiency of public services and their
responsiveness to local needs. Progress on fiscal decentralization under this strategic objectiveis
critical to the success of USAID’ s strategic objective for improving the local government (SO
2.3), more effective, responsible, and accountable local government, particularly in establishing a
stronger financial base for local government operations. It is aso critical to the success of SO 3.2,
sustainable social benefits.

If the Government displays willingness to move forward with reforms in the fiscal
decentralization area, thisis clearly an area where long-term implementation support within both
the central government and, most particularly, within pilot oblast governments will be required.
This would be provided through the 1998-2005 time frame. USAID will need to make key
decisions regarding sustained support for inter-governmenta finance as well as improvement of
tax administration. Whether USAID moves forward in these crucial longer-term fiscal reform
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areas will depend on the reform signals given by the Government on these issues during 1997. If
these signals are positive, extensive USAID support will clearly be required to strengthen the
Government's administrative capability to fully implement and institutionalize these reforms.

D. Graduation and Sustainability

USAID remains the only donor providing comprehensive policy and administrative reform
support in the fiscal area. Assuming adequate funding, tax administration and budgetary
management practices should be systematically and comprehensively upgraded by the 2000-20001
time frame. However it is envisaged that, barring a massive increase in other donor financing,
there will remain significant work to be done within that time frame in promoting fiscal
decentralization through modernization of budgetary management practices at the local
government level. Under these circumstances, the fiscal policy and management objective would
be phased out in 20001 and additional local budget reform work carried out under the local
government improvement objective of SO 2.3.

The fiscal reform areais among the most critical in the portfolio of the USAID Office of Market
Trangition. By 1997 the emphasis of the fiscal reform effort had already shifted to improving tax
administration support for intergovernmental finance and budget reform. During the planning
period support for budget management (IR 1.2.4) will gradually phase down after 1999, while
support for intergovernmental finance reform (IR 1.2.1) will gradually increase throughout the
period. Support for tax administration (IR 1.2.3) will phase down in FY 2000 and FY 2001. This
Strategic Objective is viewed by the Mission as a core activity and is therefore not reduced under
any of the budget scenarios presented.



Insert Framework TreeHerefor SO 1.2
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KAZAKSTAN PERFORMANCE DATA: BASELINE, TARGETS, AND ACTUAL RESULTS

BASELINE TARGETSAND ACTUAL RESULTS

LEVEL RESULT PERFORMANCE | INDICATOR DEFINITION DATA

STATEMENT INDICATOR AND UNIT OF

MEASUREMENT 1996 1997 1998 1999 2000 2001
YEAR VALUE | Target] Actual| Target| Actual| Target] Actua Target | Actual | Target | Actual Target | Actua

SO 12 Increased General gover nment Definition: Expenditures (cash & 1995 30 29 29 25 24 23 22 21

soundness of fiscal deficit asa % of GDP accrued basis) lessrevenuesas % of (5.2 (4.0 (n/a) (3.5 (33 (31 (29 2.7

policiesand fiscal (accrued and cash GDP. Unit: Percent

management basis).

practices
IR Central Decentralization ratio Definition: Local government 1995 34 40 39 41 42 43 4 45
121 government shifted revenuesas % of total government

rolesand revenues. Unit: Percent

responsibilitiesas

primary fiscal

manager and

regulator vis-a-vis

local government,

state owned

enterprisesand

private sector
IR Government of Compliance. Definition: Government adheresto | 1995 Y Y P Y Y Y Y Y
122 Kazakstan conditions set forth by the | Flsfor

complied with the additional assistance.

International Unit: Yes/No/Partial

Financial

Institution’s

conditions.
IR Taxesaremore Tax Compliance Rate Definition: Tax revenuesasa 1995 122 13 1051 | 15 18 20 22 24
123 fairly and broadly percent of GDP

applied and Unit: Percent

enforced.
IR Improved budget Fiscal arrearsas% of Definition: General fiscal deficit 1995 22 11 n/a 1.00 0.90 0.80 0.70 0.60
124 management. GDP (accrued basis) less general fiscal

deficit (cash basis) as% of GDP.
Unit: Percent

IR Rolesand Legal framework is Unit: Yes- No - Partial 1995 N Y N Y Y Y Y Y
1212 responsibilities of established

different levels of

government

clarified
SO 11 Increased transfer <SeeSO 11>

of state-owned

assetstothe

private sector
IR A morerational tax | Adoption of moderntax | Unit: Yes- No - Partial Y Y Y Y Y Y Y Y
1231 policy enacted legiglation
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Comments/Notes:

IR Efficiency of tax Costs per unit of tax Definition: Ratio of Tax collecting 1995 9 8 81 7 6 5 4 3
1232 administration revenue collected agency’ sbudget to Tax Revenue

system incr eased Unit: Percent
IR Computersused to Unit: Yes- No - Partial 1995 N Y P Y Y Y Y Y
12321 produce necessary

information for tax

administration and

collection
IR Officialsare Unit: Yes- No - Partial 1995 N Y P Y Y Y Y Y
12322 trained in modern

tax administration

methods
IR Government NBK sharein deficit Definition: Share of NBK credit to] 1995 25 20 17 16 15 14 13 12
1242 borrowing less financing the government as a percentage of

inflationary total deficit financing

Unit: Percent

IR Morerobust Volume of oustanding t-] Definition: Average volume of all 1995 89 160 178 200 210 220 230 240
12421 secondary market bills types of government securities

for government during the year

securitiesis Unit: $Millions

developed asa

primary debt

instrument
IR Policy advicetothe | Compliance Unit: Yes- No - Partial 1995 Y Y Y Y Y Y Y Y
12422 government to

limit NBK share of

deficit financingis

accepted
IR 1.2.4.1 | Expenditure 1. New budget Unit: Yes- No - Partial 1995 Y Y Y Y Y Y Y Y

allocation process classification system is

rationalized in place N Y Y Y Y Y Y Y

2. Budget L aw passed
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Results Framework Narrative

Strategic Objective 1.2 " Increased Soundness of Fiscal Policies
And Fiscal Management Practices’

1. Transition Hypothesis and Underlying Rationale

Asin all former Soviet republics, at independence Kazakstan lacked the systems, procedures and
technical expertise for formulating and managing coherent fiscal policies. Hence, Kazakstan must
now adopt appropriate fiscal policies that contribute to price stability, raise fiscal revenuesin a
neutral and non-discretionary way, and provide a more efficient allocation of scarce budget
resources. Such afiscal framework will directly contribute to the emergence of a competitive,
market-oriented economy in which the majority of economic resources are privately owned and
managed. Fundamental to this process is the shifting of the roles and responsibilities of the central
government vis-a-vislocal government, state-owned enterprises and the private sector. This
objective also contributes to the empowerment of local government through the application of the
principles of fiscal federalism.

While significant progress has been made in the last two years (reflected in a declining budget
deficit relative to GDP and a significant reduction in inflation), much remains to be done,
including improvements in tax policy, decentralization of government functions, and, more
generdly, in budget management. USAID isthe lead donor agency working in this area and will
continue to be for the foreseeable future.

2. Critical Assumptions

. The Government maintains its commitment to the introduction of fiscal federalism
principles.

. The privatization process (assisted by the privatization objective) is completed as
scheduled.

. A market friendly commercial law infrastructure is established and enforced (assisted by
the development and growth of private enterprise), providing private enterprises with an
appropriate legal environment.

3. Causal Linkages

Four primary results need to be achieved by USAID in concert with its partnersif this strategic
objective is to be accomplished in any meaningful way:

. The central government shifts roles and responsibilities as primary fiscal manager and
regulator vis-a-vislocal government. To do so, these roles and responsibilities must be

48



clarified and the corresponding fiscal administration mechanisms enforced. Asa
consequence, the local government will learn to be more efficient; the quality and quantity
of public services delivered to the population will increase allocated resources based on
market signals; and the overall efficiency of central government operations will increase.

Compliance by the Government of Kazakstan with the conditions set forth by the
International Financial Institutions (the IMF and World Bank in particular) must occur.
This compliance is necessary to obtain further financial assistance from the IFls. Without
the leverage from these institutions, USAID's efforts will be much less effective.

Taxes are more fairly and broadly applied. Thiswill happen when a more rationa tax
policy (i.e., one that does not distort economic incentives) and a more efficient tax
administration system are implemented. A more efficient tax administration system
requires staff training in modern tax administration methods and computers to produce the
necessary information for tax administration and collection. This intermediate result
contributes to the strategic objective by increasing the government's capacity to increase
tax revenue in away that minimizes disincentives to save, invest, and earn.

The central government budget is better managed. Expenditure allocation decisions need
to be made using the new planning system. Government borrowing should be less
inflationary. These conditions require further development of a secondary market for
government securities capable of absorbing alarger share of public debt and less reliance
on credit from the National Bank of Kazakstan to the government for financing the deficit.
Better budget management contributes to increased fiscal soundness by reducing budget
arrears as a percentage of GDP.

Note: This objective, by assisting the privatization of state-owned assets will contribute to greater
fiscal soundness by decreasing government expenditures and increasing revenues.
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STRATEGIC OBJECTIVE 1.3

Accelerated Development and Growth
of Private Enterprises

A. Statement of Strategic Objective 1.3
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Accelerated Development and Growth of Private Enterprises.
B. Problem Analysis

The development and growth of the private sector in Kazakstan faces three crucia constraints.
First, a macro-economic policy framework which establishes both appropriate price incentives
and a stable investment planning climate must be put in place. Second, the asset base of the
economy must be transferred into private hands so that competitive pressures can be established
which will facilitate a strong supply response to improved production and investment incentives.
Third, alegal/regulatory framework must be put in place which will provide the appropriate
protections of private property ownership and transfer rights and commercial transactions rights
which will promote the allocation of privatized human, capital, and technological resources to
their optimal uses.

Kazakstan has made significant strides over the past three yearsin liberalizing prices and
tightening fiscal and monetary policies. It has also made significant progressin transferring a
major share of the asset base to the private sector. This progressis evident in recent real sector
performance trends. After declining by about 45 percent during the 1993-95 period, real GDP
registered an official increase of approximately 1 percent in 1996.

A relatively stable macroeconomic policy framework is now in place and productive resources
are available to private entrepreneurs. Where progress is most urgently required now isin the
establishment of alegal and regulatory infrastructure which will build investor confidence in the
legitimacy and stability of the Kazakstani investment climate. In addition the capacity of the
private sector to respond aggressively to a new set of incentives regarding production and
investment decisions, and to function as risk-taking economic agents after almost a century of
essentially passive economic behavior, must be rapidly devel oped.

C. Progress, Program Approaches, and Other Donors

IR 1.3.1 Improved Operating Environment

The Government has made significant progress over the past 12 to 18 months in beginning to
establish the legal and regulatory framework for the operation of a vibrant private sector. Inthe
trade area policies have been liberalized considerably. The average trade weighted tariff on
imports has fallen to approximately 12 percent. Import tariffs have been reduced or eliminated

for alarge number of products; and tariff dispersion has been reduced. In addition export tariffs
have been abolished (except for grains).

WTO Accession Progress
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USAID/CAR’s assistance strategy in Kazakstan has been to provide intensive support for
Government efforts towards accession to the World Trade organization (WTO), thereby
promoting a greater understanding of and commitment to trade and investment liberalization
policies. Indeed WTO-related technical and training support has served as an extremely effective
mechanism for organizing intensive on-going dialogue on arange of investment climate reform
issues which are crucial for the economic growth prospects of Kazakstan.

In that regard USAID has hel ped the Government organize what had previously been a highly
fragmented incipient WTO accession effort, and strongly supported the Government's internal
WTO working group in the development of its Memorandum of Foreign Trade Regime (MFTR),
which was submitted to Geneva after approximately 6 months of intensive work in the summer
of 1996. Subsequently USAID provided strong technical support to the Government in
preparing for the first round of negotiations in Geneva, which were carried out in March 1997.

The 7 month period between initial submission of the MFTR and the opening of official
negotiations represents, to our understanding, the shortest interim period between the submission
of the MFTR and the commencement of active negotiations in the two-year history of the WTO
(during which approximately 30 countries have submitted MFTR's). In addition the initia three
day WTO negotiation session held this past March in Genevato discuss Working Group
guestions related to the MFTR was completed in lessthan 1 day. This reflects the high quality of
theinitial submission, aswell as the implicit commitment embodied in it to open trade and
investment policies. This progress would appear to put Kazakstan on a fast-track for WTO
accession.

Dialogue between USAID/CAR and the Government on WTO accession requirements have
promoted reforms in a number of key trade/investment liberalization areas. These include:

. Customs Reform: customs processing procedures are being streamlined and an onerous
pre-shipment inspection process has aready been eliminated, while customs valuation
procedures are under intensive review

. Business Licensing Refor m: licensing procedures are being streamlined through
systematic Government review across all ministries of current and proposed licensing
requirements,with a direct mandate from the Prime Minister to dramatically smplify these
procedures ministry by ministry

. Investment Law Reform: the existing foreign investment law has been revised in a
manner which significantly strengthens protections for foreign investors, and should be
resubmitted to Parliament in 1997

In addition USAID/CAR is providing intensive support to the Government on a range of WTO-

related legal/regulatory reform issues, including countervailing duties, antidumping, procurement,
and intellectual property rights. These are crucia for WTO accession and for establishing
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Kazakstan as a legitimate member of the international trading and financial community.

Commercial Law Reform: USAID/CAR has launched an even broader effort at supporting the
establishment of a sound legal/regulatory foundation for private sector devel opment through a
legal reform support program developed with the Ministry of Justice (MOJ). This program is
embodied in an MOU between the US Ambassador to Kazakstan and the Minister of Justice. It
outlines a comprehensive body of legal/regulatory reforms related to business formation and
operation on which USAID/CAR technica speciaists and local legal experts are currently
working jointly.

This covers approximately 30 pieces of legidation under development during the 1996-97 period.
These include (in addition to those areas mentioned above) company law, contract law, collateral
law, bankruptcy law, natural monopoly law, and amendmentsto Part 11 of the new civil code
(Part I of the Civil Code was signed into law in 1996). USAID/CAR has already provided
support in a number of these areas; and a progressive bankruptcy law which establishes strong
protections for the rights of secured creditors was passed by Parliament this past December.
USAID/CAR’s current commercia law reform includes development of specific laws required to
improve the agricultural finance system.

Of course establishment of a sound business regulatory framework is of little value without
adequate enforcement procedures. Thus USAID/CAR has developed and implemented a
focused attorney and judicia training program in Kazakstan. This program is designed to build
the capacity of local judicial officials and attorneys to understand the legal principles behind the
functioning of a market economy, and to effectively adjudicate legal proceedings related to
commercial transactions and/or property ownership/transfer disputes. This effort is being carried
out through an intensive training-of-trainers program in Almaty, and subsequent follow-up
seminars at the local level. By the end of 1997, the program should have reached virtualy all
sitting judges in Kazakstan who deal with commercial law issues.

USAID/CAR seesits support effort in the WTO accession area continuing through the 1998-99
time frame to advance accession efforts through their final stages and implement appropriate
WTO-related regulatory reforms. Actual accession is projected for 1998. WTO and investment
climate-related technical support and training activities are being closely coordinated with US
Trade Representatives.

Broad USAID support in the commercia law reform area should aso continue through 1998; to
fully develop and establish a commercial law framework which effectively promotes cost-
effective business formation and operation. In the training area, efforts will be shifted in 1998 to
focus more directly on detailed training related to effective implementation of adjudication
embodied in the new commercial law regulatory framework; and tracking of actua
implementation of these reforms through the judicial system. These efforts are being closely
coordinated with the World Bank. In the training area, USAID/CAR expects the World Bank to
begin supporting these efforts as part of itslegal institution-building technical assistance loan,
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expected to come on line in 1998 and begin full-scale implementation by 1999.
Accounting Reform

A third priority regulatory reform area for private sector development is accounting reform. The
transition from Soviet-style to western accounting is crucia to the private sector development
process. It will provide enterprise managers and potential investors with accurate financial
information regarding the financial status and prospects of newly privatized and indigenous
enterprises.

In November 1996, Kazakstan became the first country in the CIS to formally adopt a
comprehensive package of international accounting standards. This reform was supported
through an intensive technical support effort by USAID/CAR, and by World Bank FSAL
conditionality which grew out of discussions between USAID/CAR and World Bank technical
staff.

The next challenge is to train the accountants who will need to implement the new standards and
practices and establish independent institutions which will actively promote their dissemination
and the professionalization of the accounting profession. USAID/CAR envisages continuing an
intensive support effort aimed at disseminating modern accounting practices and building
indigenous capacity for promoting and appropriately overseeing the development of the
accounting profession at least through the year 2001. USAID/CAR has begun a dialogue with
the World Bank about a possible joint effort in this area.

IR 1.3.2 Improved Human Resour ces- USAID/CAR is also addressing private sector
development constraints through support for an innovative academic institution which is
providing western-style training in business and market economics for future Kazakstani
entrepreneurs and policy-makers. The institution, the Kazakstan Institute for Economics,
Management, and Research (KIMEP), was opened under Presidential sponsorship in 1992. Itis
now largely supported through corporate contributions and student tuition payments. It offers
MBA, MPA, and MA in Economics Degrees. USAID/CAR has coordinated closely with the EU
on KIMEP support programs; the EU latter was an early benefactor of KIMEP and is currently
the major supporter of the MBA Program.

USAID/CAR has been the mgor supporter of the MA in Economics program since 1995. This
support has focused on modernization of the economics teaching curriculum and training
materials and developing outreach programs for state university economics faculty. In addition,
USAID has provided strong support for the finance and accounting components of the MBA
program.

USAID/CAR has aso financed the provision of training for a small core group of superior

KIMEP students in selected US Universities. Under this program the students have agreed to
return to KIMEP following the conclusion of their accelerated studies (i.e. in September 1997)
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as KIMEP faculty members. Thiswill contribute directly to the long-term sustainability of
improvement in the quality of the KIMEP training program.

USAID plans, beginning in 1998, to further institutionalize the upgrading of the economics
education program at KIMEP by supporting the formation of a partnership between KIMEP and
an American academic ingtitution. This program would continue through the 1998-2005 period.
It would include student and faculty exchanges and build a permanent dialogue on economic
education and policy issues between an innovative and influentia economics training institution
in Kazakstan and a mgjor university in the United States.

IR 1.3.3 Accessfor Capital and Technological Resources- Thereis of course a general need
to develop the technical, managerial, and financia capacity of private sector agents to operate
effectively within aliberalized market environment. The most important USAID private sector
development support initiative in this areais the Central Asian American Enterprise Fund
(CAAEF). Operating in Kazakstan for over two years, the CAAEF has approved eight
equity/loan investments (mostly in the textile and food processing sectors) for over $13 million.
In addition it has made 22 loans through the small loan window it operates through four
commercia banksin Kazakstan.

USAID has supported an IESC program in Kazakstan for the past three years, which has been
targeted largely at providing business plan development services for potential CAAEF clients,
and post-investment business devel opment support to those companies that receive funding from
the CAAEF. Inaddition IESC has provided training in automated accounting systems for the
CAAEF's gtaff.

Moreover the USAID-financed Agricultural Cooperative Development Institute (ACDI) has
provided credit analysisadministration training to staff of some of the commercia banks working
with the CAAEF on its small loan program. USAID plans to continue a modest level of IESC
support over the 1998-2001 period.

Thiswill:

. support the effective targeting of private entrepreneurs for the scarce financial resources
of the CAAEF; and

. maintain support for private entrepreneurial development while major policy constraints
are being addressed.

D. Graduation and Sustainability

USAID/CAR will continue to support the WTO accession process and related investment
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climate reform legal/regulatory work through 1999. By that point Kazakstan is expected to have
become a member of the WTO; and to have created and implemented a network of investment-
related regulatory reforms sufficient to ensure a protective business climate for foreign and
domestic investors. Direct support for the development and implementation of a transparent and
market-supportive commercial law framework and targeted training of judges and attorneys to
support its effective implementation, will continue through 1998. At that point the overal
commercia law framework for business establishment and operation should be in place, and the
development of the institutional capacity for effectively implementing that framework jump-
started.

It is expected that the World Bank will deepen and intensify implementation-related training
efforts starting in 1999. Support for the transformation of the accounting system will continue
through at least 2001; while support for the development of educational capacity to train
economic policy-makers will continue through a partnership with a major American academic
institution through 2005.

This strategic objective covers awide variety of activities, including trade and investment
support (WTO succession is akey part of this support), commercia law drafting and
implementation, commercial law training, corporate accounting reform, support for IESC
volunteers, and educationa support activities (including partnerships). While substantial
resources are required in this area throughout the planning period, required levels should peak in
FY 1999. After that, the commercial law and commercial law training work (included in IR
1.3.1) will phase down to be only partially offset by development of educational partnerships (IR
1.3.2and IR 1.3.3). A mgor new educational partnership is scheduled to begin in 1998, though
much of the funding for this activity will not be available until 1999. [Note: in FY 1998 and FY
1999, funds earmarked for trade impediment elimination (IR 1.3.1) will be expended in full to
support WTO accession in Kazakstan.

In the budget years FY 1999-2001, if the budgets allocated for the Fiscal Policy and
Management Team, Private Enterprise Growth Team and the Improved Financial Sector Team
were reduced by from 6percent to 20percent, much of the cuts would occur in the strategic
objective for private enterprise (SO 1.3). Hardest hit would be the IESC program and the
educational partnership program. Both of which are important activities that are nonetheless not
part of the core program.

E. PFF Summary Chart

SO 1.3 PFF Initiatives
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--Continued financing of CAAEF investment support
--support for Government accession to the World Trade Organization
--trade investment reforms. customs, business licensing,
investment laws
--training in international accounting standards
--partnership between US graduate school and KIMEP

| nsert Frameworks Tree Here
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KAZAKSTAN PERFORMANCE DATA: BASELINE, TARGETS, AND ACTUAL RESULTS

LEVEL RESULT STATEMENT | PERFORMANCE INDICATOR BASELINE II
INDICATOR DEFINITION AND DATA 1996 1997 1998 1999 2000 2001
UNIT OF
MEASUREMENT YEAR| VALUE| Target| Actual| Target| Actual| Target| Actual| Target| Actual| Target| Actual| Target| Actual
SO 1.3 Accelerated development]| Increasein Definition: Share of 1995 69.2 30 77.3 80.0 85.0 87 - -
& growth of private private sector GDP generated by
enterprises GDP market private enterprises
shares Unit: %
IR Improved operating Increasein Definition: % of total 1995 56 10.0 - 65.0 70.0 75 - -
131 environment for private | private sector capital investment in
sector growth capital investment| private sector
Unit:%
IR Improved policies, laws | 1. Critical Definition: Number of | 1995 0.00 50 101 50 30 20 - -
1311 and regulationsin place | policies, lawsand | policies, laws and
to ensure competition regulations that regulations published
and allow for easy are consistent with drafting and
market entry and exit with international | implemention
standardsare assistance provided by
published USAID
Unit: Number
2. Significant Definition: Major 1995 0.00 8 12 6 5 3 - -
bodies of law and| legislative initiatives
international (morethan 50
conventionsthat | sections), treaty
promote legal accessions, and
basisfor the significant policy
growth of market | determinations drafted
economy or implemented with
USAID assistance
Unit: Number
IR Business and business 1. Number of Definition: Number of | 1993 0.00 108 169 110 110 100 - -
1.3.1.1.1 | advocacy groups groups benefitting] groupsreceiving
strengthened from USAID USAID advice
assistance (e.g.
NGOs, PIFs) Unit: Number
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IR Modern financial Increasing % of Definition: % of firms | O 0 0 40 90 97 98 100
1.3.1.1.2 | reporting standardsare | publicly traded transfered to new
used companiesusing | accounting standards
new accounting (new system being
disclosure adopted for 1997)
standards Unit: %
IR Courtsand 1. Number of Definition: Number of | 1995 0.00 100 155 170 160
1.31.2 administrative agencies | judicial positions| keyjudicial positions
strengthened to enforce | filled with filled with USAID
policies, laws, and personnel trained | trained professionals
regulations by USAID
Unit: Number
2. Number of Definition: Number of | 1995 0.00 625 734 630 300
legal and key legal and
administrative administrative positiong
positionstrained | filled with USAID
by USAID trained professionals
Unit: Number
IR Better informed public 1. Appearanceof | Definition: Percentage | 1995 2 5 5 -
1313 market transition | of broadcasting time to
issuesin cover market transition
television, radio, | issues
and print
Unit: %
IR Government of 1. Compliance Definition: 1995 Y Y Y Y Y
1314 Kazakstan complied with Government adheresto
the I nternational conditions set forth by
Financial I nstitutions thelFlsfor additional
conditions assistance
Unit: Yesor No
IR Human resources 1. Number of Definition: Number of | 1995 800 510 2000 550 400
1.3.2 improved to function in | peopletrained peopletrained through
a market economy (excluding seminars, roundtables
1.3.1.2) or one-on-one

encounters

Unit: Number
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Increased availability of

Loan and joint

Definition: Dollar 1993 0.00 20

13.3

11

IR
133 and access to capital and| venture funds volume of joint venture
technological resources | invested fundsinvested
for the private sector
Unit: Dollars (millions)
Comments/Notes:
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Results Framework Narrative
Strategic Objective 1.3 " Accelerated Development and Growth of Private Enterprises’
1. Transtion Hypothesis and Underlying Rationale

No issue is more critical to Kazakstan's economic future than the accel erated development and growth of
private business. Privatization, the first phase of the economic restructuring program, transferred
significant parts of the Kazakstani economy from public to private hands. The extent to which these newly
privatized firms flourish--and are joined by other, new private businesses which start from scratch--will
determine the extent to which the economic transition is successful. Increasingly, program emphasisis
being directed toward creating the environment in which this can occur. Asfunding levels decline and as
the nature of the cooperative U.S.-Kazakstan relationship changes from one based on technical assistance
to one dominated by trade and investment, the relative importance attached to legal and regulatory issues
will further increase.

USAID/CAR's analysis suggests that three sets of concerns are critical for an expanded private sector:

. First: amuch more favorable legal and regulatory environment needs to be established. Key
characteristics would include consistency, transparency, and efficient, comprehensible mechanisms
for resolving disputes. Also, policy guidance and new legidation, once it is adopted, needs to be
administered effectively.

It aso needs to be emphasized that, while oriented in large part toward the domestic Kazakstani economy,
work here has clear relevance for larger trade and investment concerns. Foreign businesses are unlikely to
be interested in setting up operations in Kazakstan if Kazakstanis themselves are uninterested in investing
in their own economic future. A vibrant local economy would go along way toward devel oping and
sustaining the kind of globa trade and investment linkages hoped for by the Government of Kazakstan. A
more supportive legal and regulatory environment and a more helpful administrative regime are also key
factors when foreign businesses, including American businesses, make their own investment decisions.

. Second:  the human resource base needs to be improved. Basic knowledge about the functioning
of amarket economy is often lacking. Many of the rudiments related to business planning, cost
analysis, marketing, accounting, and other skills needed to manage and sustain a private business
have yet to be properly introduced. Similarly, government officials charged with administering
new laws and regulations need to be properly trained in their new roles and responsibilities.

. Third: inadequate accessto capital and technology invariably emerges as a key constraint.
Previoudy, government-owned businesses were frequently "bailed out" by the infusion of cheap
credit by government-owned banks, which in turn fueled inflation. Now firms have to finance their
own operations and obtain credit for their own expansion; and to map out longer-term financing
and market growth strategies.

The Central Asian American Enterprise Fund (CAAEF), along with similar enterprise funds provided by
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the EBRD and others are meant to begin to address capital and technological access constraints. Other
necessary elements include (a) general business laws aimed at clarifying property ownership and
facilitating commercial transactions; (b) trade and investment laws that facilitate international trade and
investment, including facilitating entrance into the World Trade Organization (WTO); (c) bankruptcy laws
and regulations that provide for the transparent and competitive transfer of assetsto areas of their highest
return; and (d) training of lawyers and judges so that they can function effectively in the new lega
environment.

2. Critical Assumptions

While considerable USAID resources will be devoted toward this Strategic Objective, programming is
based on severa critical assumptions.

. First: commitment to fundamenta restructuring is maintained at the highest levels of government
and, increasingly, is articulated and promoted by bureaucrats charged with carrying it out. It isnot
enough to talk about reform; the mandate for reform has to result in a commitment to carry it out
at an operational level. Adequate administrative support to carry out and enforce legal rights once
they have been promulgated is essential.

. Second: Kazakstani authorities will continue to be receptive to new ideas and approaches and will
be willing to enact changes to ensure that their own economic laws and structures meet
international standards. Asin other Central Asian countries, linking progress on a particular issue
to Kazakstan's credibility with international organizations and institutions is often a good approach
for advancing policy dialogue. Hopefully, thisinterest will continue.

. Third: there is an assumption that views of both local and foreign investors are informed by
reality--and that these redlities have a good deal to do with the extent to which investors are willing
to channel scarce resources toward Kazakstan. The strategy does not hinge on a "public relations”
strategy designed to bring legal and regulatory changes to the attention of the foreign or local
business community. Rather, it assumes that the best advertisement for private sector growth isa
demonstrated capacity on the part of government to prove that it isinterested in facilitating private
expansion, not hindering it.

3. Causal Linkages

This Strategic Objective is organized around three main areas of activity, each of which isrelated to the
other and each one of which is critical to future growth. Dramatic improvementsin the legal and
regulatory environment are needed to ensure that government facilitates economic growth rather than trying
to manage or direct it. A cadre of motivated, skilled professionals is needed to ensure that potential
entrepreneurs understand how a market economy works and to ensure that private firms can take advantage
of improvements in a changed business environment. Finally, economic growth is not possible without
investment resources. Capital tends to gravitate toward areas of highest return. Institutions such as the
CAAEF demongtrate that the environment is conducive for private sector activity, but the initiative will
only be truly successful when other credit institutions step in and begin financing private sector growth in
Kazakstan. This, in turn hinges, on the success of the Strategic Objective relating to financial sector
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development.
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STRATEGIC OBJECTIVE

14

A More Competitive and Market-responsive
Private Financial Sector




A. Statement of Strategic Objective 1.4
A More Competitive and Market Responsive Private Financial Sector.
B. Problem Analysis

Financial sector reform is crucid to the overall stabilization of the economy, through the creation
of acompetitive and vibrant financia intermediation system which allocates financial resourcesin
an efficient manner to newly privatized and indigenous private enterprises.

Under the central planning system, the banking system functioned as a passive redistributor of
financial resources from the central government to the enterprise sector. Asaresult

banks played no role in competitively allocating financial resources among competing uses or in
aggressively mobilizing savings, which were monopolized by the State Savings Bank.

The central bank, for its part, did not serve as an independent institution establishing and
conducting monetary policy and actively regulating the financia practices of commercial banks.

On the securities market side, no ingtitutional mechanisms for raising capital through equity or
secured debt instruments existed, since all financial resources were alocated by the central
government through fiat. Asaresult no regulatory or organizational infrastructure for the
operation of a securities market existed.

Given these circumstances, Kazakstan at the time of its independence was completely unprepared
in terms of both ingtitutional structures and management skillsto (1) design and conduct stable
and flexible monetary and exchange rate policies; (2) operate a banking system which effectively
allocated scarce financia resources and mobilized savings, and (3) develop a securities market
which competitively raised and allocated equity and debt-based capital. A vibrant financial
intermediation system is crucial in facilitating the re-activation of the productive sphere of Post-
Soviet economies and over the longer term attracting additional foreign capital into the economy.
Thus Kazakstan has been under significant pressure, as have all CIS countries, to play a desperate
game of catch-up in the development of modern functioning financial market ingtitutions.

C. Progress, Program Approaches, and Other Donors
Overview

Kazakstan has made significant progressin key aspects of the financial sector reform process over
the past three years. The most dramatic progress has been made in the area of exchange rate and

monetary policy. The Central Bank successfully managed the introduction of a new currency late
in 1993, and after an initial period of instability instilled reasonable public confidenceinit. By mid
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1995, it had essentially moved to a floating exchange rate, and has maintained this policy
subsequently while maintaining reserves at a strong level.

The Central Bank developed and implemented tight monetary policies beginning in late 1994,
reducing inflation from over 1000 percent in 1994 to approximately 117 percent in 1995 and 30
percent in 1996. Interest rates were liberalized and indirect instruments of monetary control
introduced. USAID/CAR, in close coordination with the IMF, provided significant technical and
training support in monetary policy management to the Central Bank during the 1995-96 period.
This assistance played a key role in the Government's decision to move to a floating exchange
rate. USAID/CAR wrapped up this support effort in early 1997.

IR 1.4.1: Regulatory Reform

Bank Regulation- The Central Bank has also achieved dramatic progress in the banking
regulatory area. 1n 1994 the banking system witnessed an explosion in the number of "pocket"
banks, which were essentially private funding vehicles for individual enterprises or enterprise
groups. By late 1994 the number of banks had reached approximately 200. Beginning in 1994,
USAID provided a comprehensive training and technical assistance program in bank supervision
which dramatically tightened bank licensing standards and commercia bank financia reporting
and performance requirements.

This program was carried out in collaboration with the World Bank, which provided technical
support in the on-site examination area. By late 1996, the bank supervision department had been
completely reorganized and restaffed and had established aformal and modernized system of on-
site and off-site supervision practices. During the same time period, the tightening of licensing
and financial disclosure and capitalization standards resulted in the shrinkage of the banking sector
by 50 percent to just under 100 banks. This has contributed significantly to the increased stability
of the financial sector.

Bank Accounting Standards- USAID launched a mgjor technical training and support program
in bank accounting. This was designed to promote the adoption of modern accounting standards
and practices in the Central Bank and the commercia banks.

An internationally-based commercial bank chart of accounts was introduced in 1996, and by early
1997, approximately 75 percent of commercial banks (including al major banks) had bridged to
the new chart of accounts.

This development has facilitated:
. More effective oversight of commercia bank financial conditions and performance by the

Central Bank; and
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. more efficient financial management decisions by commercial bank.

The need for further consolidation of banking sector institutions and modernization of their
accounting and other key operating practices will continue over the medium term. Assuming
continued Government commitment to effective oversight of the banking system and active
promotion of accounting reform, USAID/CAR plans technical assistance in these crucia inter-
related areas (in close collaboration with the World Bank) over the 1998-2000 time frame.

Bank Training Support- During the 1994-96 period USAID/CAR operated aregional bank
training institute which provided intensive classroom training in core commercial bank
management areas to approximately 2300 commercia bankers from 130 banks in Kazakstan and
other CAR countries. This activity was closely coordinated with the EU, which had aformal
bank training program in Kazakstan and beginning in 1995 ajoint training schedule was
developed. USAID/CAR phased out of this activity at the end of 1996, after it became clear that
the European Union was ready to assume a dominant role in the provision of formal bank training
programs throughout most of the region.

IR 1.4.2: More Effective, Diversified Financial |ntermediation

SecuritiesMarket Reform- Over the 1995-96 period, Kazakstan made only modest headway in
laying the regulatory groundwork for operation of an open and competitive securities market,
and the technical and organizationa infrastructure for the operation of an active securities market
remained limited. Compounding the lack of an adequate regulatory structure to encourage
market entry, the market was fragmented by the founding of three separate exchanges. In
addition, the lack of quality objects available for listing serioudly limited demand for share capital.

USAID/CAR provided technical and training support for the development of key intermediary
institutions (stock exchange, broker/dealer association, investment fund association) over the
1994-96 period. However the Mission became increasingly convinced that strong progress in the
securities market devel opment area was preconditioned on three key areas:

. The establishment of a strong and pro-market regulatory authority;

. the establishment of competitive and democratically organized and owned securities
market intermediary institutions; and

. a commitment by the Government to make some of the more valuable companies to be
privatized directly available for share sales through the stock market.

After a prolonged period of negotiation in late 1996, USAID/CAR agreed with the Government
on an MOU which committed the Government to carry out reforms in each of these areas. Asa
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result a newly merged stock exchange is being established which is owned on a one member-one
vote equal equity participation basis by its participants. I1n addition a clearing and settlements
system is being developed which will be owned and operated by participants.

Moreover a new securities law and associated implementing regulations under devel opment will
ensure open ownership structures for all securities market intermediary institutions, and both
establish the independence and clearly delineate the regulatory authority of the National Securities
Commission.

Finally, the Government agreed to a schedule for making sizeable minority shares of
approximately 30 of the more valuable large-scale case-by-case enterprises in the country
available for competitive sale through the merged stock exchange during 1997. In addition, the
Government committed to selling off shares of at least 150 companies which are completing cash
auctions under the mass privatization program through the stock market during 1997. When fully
implemented, these reforms could pave the way for rapid expansion in the flow of financia capital
through the securities market over the medium term, and serve as a mechanism for attracting a
serious volume of foreign financia capital into Kazakstan.

Pension Policy Reform- A related major financial sector reform area in which the Government
appears to be ready to move ahead aggressively is pension reform. The current publicly funded
pay-as-you-go pension system is running a cumulative deficit of over 2percent of GDP, and
political pressures from pension arrears have become intense over the past year. In response,
USAID launched in 1996 a comprehensive technical assistance and training program in the
pension reform area designed to:

Analyze the current financial status of the public pension regime;

. develop proposals for shifting from a pay-as-you-go pension system to a multi-tiered
system with a major private component;

. provide recommendations on the legal/regulatory reforms required for a drastic overhaul
of the public pension system and the development of an appropriately regulated private
pension fund system; and

. provide systematic recommendations designed to improve the administration of the
pension system and improve collections efficiency.

The Government is now moving towards a drastic reform of the pension system. An inter-
ministerial working group supported by USAID/CAR technical specialists has submitted a
proposal to the Government for aradical overhaul of the current pension system. Under the
proposal the public pension component of the system would be phased out over a specified time
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period.

It al'so recommends centralization of contribution collections and payments processing activities,
and joint administration of the tax and pension collections system by the tax authorities.
Financing of the transition costs to a new system would be partially borne by the proceeds of
privatization sales of major companies made through the stock market.

In addition, the Government has requested financia support from the World Bank and the ADB
to help pay off pension arrears and thereby lower opposition to drastic overhaul of the pension
system. USAID/CAR is coordinating its technical support and training activities closely with the
World Bank and the ADB. In addition we have discussed with the latter a joint technical support
program, and participating in the design of pension-related policy conditionality for loan
disbursements to defray the transitional costs of pension reform.

The proposed privatization of the Kazakstani pension system reinforces the goals of the
Government's USAID-supported securities market devel opment program by strengthening
Government incentives for moving the sale of high value enterprises through the stock exchange.
Thiswill provide a channel for absorbing the additiona financia resources which will be poured
into the stock market by private pension fund contributions. Thus USAID has worked closely
with reform elements within the Government to promote coordinated implementation of two key
inter-related aspects of the financial sector reform process.

USAID/CAR envisages that the ingtitutionalization of the securities market development process
and the private pension fund development process will require a significant period of time to
complete. Thisrelates particularly to developing the capability of key securities market
intermediary institutions to:

. Establish and enforce professiona standards of conduct; and
. create a vibrant and liquid securities market by developing reliable and flexible trading

systems and attractive financial instruments.

In addition, extensive technical support will be required for the development of the pension fund
management industry. Given the important role private pension funds may rapidly come to play
asasource of liquidity in the stock market and the potentially explosive political consequences if
private pension funds are mismanaged (particularly in the early stages of the pension reform
process). Thus USAID/CAR would expect to provide technical and training support in these
areas at least over the 1998-2002 time-frame in this area (to be phased out as other donor support
efforts pick up steam).

D. Graduation and Sustainability
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USAID/CAR completed its involvement in macro-financial policy analysis technica and training
support and broad bank training support in 1996. The Mission envisages deepening progressin
the bank supervision and accounting areas over the next three years. Thiswork, along with
payments system development work to be geared up in 1998, will be completed by 2001. At this
point, the Central Bank should have full autonomous capability to effectively monitor and ensure
adequate financial performance and reporting standards for commercia banking institutions; and
liquid banking institutions will have been fully weeded-out of the banking system. Commercial
banks should be fully converted to modern accounting standards and practices, and modernized
payments system instruments and practices introduced and in routine use.

In the securities market area, USAID/CAR direct support for professionalization of the regulatory
oversight capability of the NSC; and support for the technical and organizational modernization of
the Kazakstani securities market, should continue until 2000. At that point, the National
Securities Commission (NSC) will have a stable and well-trained staff capable of effectively
overseeing the activities of market participants and ensuring both the competitiveness and stability
of securities market operations. Support in the pension fund policy and administrative reform
areawill phase out in 1998 and 1999, respectively; while direct technical support and training to
promote the development and effective management of a private pension fund industry will
continue through 2000.

At the same time, key self-regulatory organizations (broker-dealers, investment fund association,
registrar association, pension fund association) should serve as catalysts for the competitive
development of the securities market and the technological upgrading of trading, clearing and
settlement, and back office operations. Finaly, at this point both a direct stock exchange-based
and alarge Over The Counter (OTC) trading system should be firmly in place and operating
vibrantly. Support to fully institutionalize these reforms through partnerships between the NSC
and key intermediary institutions and corresponding US Institutions (Securities Exchange
Commission (SEC), a prominent broker-dealer association, a major private pension fund
association) would continue through the 2005 period.

This SO has two main components: support for Bank Restructuring (1.4.1) and support for
development of domestic capital markets (1.4.2). We anticipate that the work in Bank
Restructuring will phase out in FY 2000 and that no funding will be required in FY 2001. On the
other hand, support for capital market development will continue throughout the planning period.
In fact, beginning in FY 1999, funding permitting, we will begin one or more financial sector
partnership programs to supplement traditional technical assistance activities.
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KAZAKSTAN PERFORMANCE DATA: BASELINE, TARGETS, AND ACTUAL RESULTS

VALUE
LEVEL RESULT STATEMENT PERFORMANCE INDICATOR DEFINITION AND UNIT [FOR 1995 TARGETSAND ACTUAL RESULTS
INDICATOR OF
MEASUREMENT
2001
1996 1997 1998 1999 2000
Target JActual [Target Jactual [Tt JActual JTarget  JActual [Target fAcual |1y ger  |Actual
y 0,
5O 1.4 mor e competitive and market lGBDaSk deposits as % of PDefinition: Private sector depositsin Oct.1996 50 50 60 0 90 120 150
responsive private financial sector Kazakstan’sbanking 49
system as % of GDP
Unit: Percent
2. Fundsinvested by Definition: Fundsinvested with N/A 0.3 0.2172 |05 15 2.0 5.0 10.0
ingtitutional investorsas% |~ . )
of GDP |nst|tut|onal_ investor s (Investment
Funds,Pension Funds) as % of GDP
Unit: Percent
IR Government regulatory agencies|Assessed regulatory Definition: USAID assessment of Y Y Y Y Y Y Y Y
141 supervise, administer and enforce|capacity in place and regulatory readiness of National Bank and
legislation functioning National Securities Commission
Unit: Y/N
IR More forms of financial|increasing# of financial Definition: # of distinct servicesavailable |4 2 16 18 20 2 30 33
142 intermediation are institutionalized|services available Unit: #
and effectively supply the private|
sector on a competitive basis.
IR Legal structure, required for |Legislation fullfilment Definition: Consider ation/adoption of Y Y Y Y Y Y Y Y
1411 |efficient operation of financial appropriate official laws & regulations
markets, isdefined and adopted Unit: Yes/ No
IR Regulatory framework and]increasing% of banks Definition: Percentage of all banksthat 66 s 77 80 85 90 92 9
1.4.1.2. |reporting systems are broadly|meeting capital adequacy |meet capital adequacy requirements
applied to effectively screen out|requirements Unit: Percent
deficient institutions
SO 13 |Modern financial reporting <SeeSo13>
standar ds are used
I.R. Financial institutions effectively|increasing # of types of Definition: Typesof financial institutions ( |4 6 6 8 u 2 15 20
14.21 |servetheprivate sector financial institutions e.g. commer cial banks, credit and savings
institutions, all hedging and insuring
institutions)
Unit: #
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VALUE

LEVEL RESULT STATEMENT PERFORMANCE INDICATOR DEFINITION AND UNIT [FOR 1995 TARGETSAND ACTUAL RESULTS
INDICATOR OF
MEASUREMENT
2001
1996 1997 1998 1999 2000
Target Actual [rarget Jactual Target |Actual |Target |Actual |Target |JActual Target |Actual
IR Securities market institutions|increasing# of types Definition: types of firmsoperating in 2 4 4 6 8 u 1 15
1.4.2.1.1 |effectively servefinancial industry |securities market securities market (e.g. registrars,
institutions oper ating settlement and clearing systems,custodians,
depositories, and trading systems)
Unit: #
IR Stock market effectively serves # of stock exchange and Definition: # of companieslisted on the 12 30 18 60 80 100 150 300
securities market OTC listing on thefirst and | fir st and second boar ds of stock exchanges
1421.2. second board listings and in a transparent over-the-counter
market (OTC)
Unit: #
IR Pension funds effectively mobilize jPension portfolio holdings | Definition: # of licensed pension fund 0 3 0 3 7 9 15 18
1.4.2.2. |investment capital into securities Jasa % of total market management companies
market capitalization
IR Pension funds effectively support | Increasing the # of Definition: # of financial banking 0 0 0 2 4 5 8 12
1.4.2.2.1. | the operations of firms operating in| individual investorswho institutions providing full pension
the securities market maintain investment management services
accountswith pension
funds

Comments/Notes:
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Results Framework
Strategic Objective 1.4 " A More Competitive and Market-responsive Private Financial Sector"
1. Transition Hypothesisand Underlying Rationale

A compstitive, private financial sector is vitd to the growth of a market-oriented economy. Hence, new
market-based financial institutions are urgently needed to replace Soviet relics that are incapable of serving
amodern economy in Kazakstan. Given such conditions, this strategic objective seeks to build a
legal/regulatory structure to provide the foundation for private sector banks and capital market institutions
such as broker-dealer associations and a stock exchange; establish private-sector institutions; and develop
the governmental supervisory bodies and self- regulatory associations for the financial sector. In amgjor
diplomatic breakthrough of 1996, USAID and the Government of Kazakstan signed a Memorandum of
Understanding which calls for close cooperation between the Government of Kazakstan and USAID in the
development of capital markets, and in the reform of accounting practices. In that context the financial
sector needs to provide fundamental services such as a payment system, market-based bank and securities
credit, deposit and checking accounts, securities market infrastructure services including registrars,
custodians, clearing/settlement organizations, trading systems, corporate finance and private pension funds,
and an economically viable public pension system.

Thistask will not be easy, since the whole idea of investment and financial intermediariesis new in
Kazakstan. Most people are highly skeptical about brokers and financial marketsin general, having had
their life savings ravaged during the breakup of the Soviet Union and the economic restructuring process
which followed. Thus, we assume that most people will cash in their privatization investment fund shares
as soon as they have the opportunity, and that they will avoid bonds or other formal financial structures
until new financia systems have demonstrated their soundness. The USAID strategy, therefore,
concentrates on the leading financia institutions, larger private companies, and a select group of
entrepreneurs and academics, teaching them to be the creators and then the first successful users of the new
systems. Specia attention will be paid to building associations such as investment funds, broker-dealer and
bankers associations.

This strategic objective is highly inter-related with other SOs, particularly fiscal soundness (SO 1.2),
which is a precondition for the success of this Strategic Objective. This objectiveisin turn aprecondition
for private sector development (SO 1.3), and it has implications for promoting democratic practices under
the hypothesis that unless people are economically empowered, they will not feel politically empowered,
and further, if their business practices are fully democratized, their governmental practices will more
readily follow (SO 2.1).

USAID isthe lead donor in the financial sector. The World Bank, EU-TACIS, and the Asian Development
Bank are becoming more active.

2. Critical Assumptions

. Inter-governmental, bank, and enterprise debt, which grew chaotically under the Soviet system, can
be steadily reduced and liquidated.

. Fisca and monetary policy has established a stable currency, moderate inflation, and a market-
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based, tight credit regime.

. Privatization proceeds with the rapid transfer of large-scale enterprises into the private sector.

. A market-oriented commercia law infrastructure is properly established and enforced, providing
financial and commercial enterprises with the legal environment necessary to conduct businessin
an orderly fashion.

. Growth occurs in key sectors of the economy, supporting the development of the financial sector

and attracting domestic and foreign investors.

. In transition from a central economy to an open market economy, the Government is able to
decisively reform the pension system and put it on a sound financial footing.

. Sufficient growth occurs in various sectors of the economy to create customers for new financial
services.

3. Causal Linkages

USAID needsto help achieve four primary resultsif this strategic objective is to be accomplished in
Kazakstan:

1. Law, regulations, and policies authorize essentia financial market regulatory and private-sector
institutions and systems (IR 1.4.1). To achieve this result, many changes must occur. Specifically, the
legal framework must define the parameters of operation for each sector participant, the reporting
relationships between private firms and their regulatory agencies, and the working structure of inter-related
service providers, e.g., clearing mechanisms, shareholder registrars, broker-dealer associations, etc. In
short, the legal basis for the following will need to be established:

. Investment funds and private pension funds.
. National Securities Commission with a new, more rigorous regulatory foundation.
. Private pension fund regulatory capacity.

2. Regulatory agencies supervise, create regulations, and policies, and enforce legidation (IR 1.4.1.).
These agencies will be trained to govern on the basis of principle and to encourage private-sector
development. Specificaly, policy advice and training will be furnished to the Nationa Bank, the Ministry
of Finance and the National Securities Commission, and private self-regulatory organizations. Training will
focus on financia regulatory skills and background on the activities to be regulated. Thisis being done
through long term technical assistance to the regulatory agencies, short courses open to al market
participants and through work with some firms on a pilot basis.

3. Setsof institutions, services, and financial instruments are created and properly protect "customers’

rights (IR 1.4.2.). In other words, private-sector banks and capital market intermediaries are established
and provide essential financial services to business and population, namely:
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. Electronic fund transfers system among banks and for the business community;

. Deposit and checking accounts, primarily for business;
. Accounting and auditing services offered by firms on the basis of International Standards; and
. Corporate finance services generated by broker-dealers and investment funds.

4. The above services can be effectively provided by the private financial sector only if the sector is
integrated through informational and institutional infrastructure, which is privately managed and consists of
the following principal components:

. Securities market infrastructure services including registrars, custodians;

. A central clearing/settlement/depository organization established first for an institutional market;
and

. Trading systems for both stock exchange and screen-based OTC markets.

With scarce resources, this effort will be focused on alimited number of banks, broker-dealers, private
firms and pension and investment funds, etc., on apilot basis. USAID will ensure that these pilot
institutions understand the new systems and their new roles, successfully convert from old to new
operations, and demonstrate their ability to build public confidence in the new financia sector.
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Strategic Objective

2.1

Increased, Better Informed Citizen’s Participation
in Political and Econoomic Decision-M aking

77




A. Statement of Strategic Objective 2.1

Increased, Better-informed Citizens Participation in Political and Economic Decision-making.
B. Problem Analysis

Thereislow participation of the genera public in political and economic decision-making at al
levels of government. Key obstacles to achieving such participation are that the people, having
lived for so long under totalitarian governments, are not engaged in public affairs (per IFES

surveys) and visibly lack:

. the institutional mechanisms (e.g. NGOs) for voicing their opinions regarding democratic
and economic issues,

. adequate and impartial sources of information on which to form those
opinions; and
. the means for making government officials responsive and accountable to them.

Addressing obstacles towards achieving the strategic objective, we will be focusing on the general
public, which is our ultimate customer, and the NGO community in particular. Our intermediate
customers include independent electronic media, law libraries, parliaments and local
governments.

Public associations, which provide a principal means for citizens' voicing their concernsto
government, did not exist in Kazakstan even six years ago. Today, there are over 440 NGOs and
per IFES surveys, people are gradually becoming aware of them and their potential utility. Due
largely to USAID assistance, they are acquiring key skills in how to run such associations,
increase membership and effectively make known their positions to local and national
government. USAID is also helping Kazakstan develop the legal framework for enabling NGOs
to become self-sustainable. Asaresult, NGOs are gradually becominig a mechanism for citizens
involvement with Government.

Regarding the availability of information, per IFES surveys, people obtain most of their news via
television. Just six years ago, there were no independent TV stations. Today, due in part to

USAID assistance, there are 52 independent TV stations operating and most of them devote some
time to the news. While thisis amgor step forward and there appear to be enough stations
covering the nation, many are poorly managed and located in difficult economic locations. Often
as aresult thereof, many are financialy unviable. Also, some stations lack even the most basic
equipment and the quality of their programsislow - surveys show many people prefer Russian
stations to local ones for their news. In addition, local stations rarely if ever broadcast news on
controversial topics. As aresult, people are still not getting enough unbiased, provocative news
that would allow them to become more effective participants in the political arena.

78



Regarding government’ s responsiveness to citizens, several setbacks occurred in 1995:

The use of areferendum to extend the president’ s term of office to 2000 and the adoption of a
Constitution considered to fall short of international standardsin several areas. While new
elections for parliament were held in December 1995, most seats were contested only by people
who supported the President (the main opposition parties chose not to participate in the elections
given what they considered to be a Parliament whithout adequate powers). Asaresult,
USAID/CAR shifted its program more towards non-governmental areas.

Today, there are signs that Parliament is eager to be more than a rubber stamp on government
policies. It recently voiced objections to key pieces of legislation proposed by the government,
and is now voicing opposition to a proposed weapons-testing treaty with Russiaand is
considering legidation drafted and introduced by individua parliamentary deputies. However,
most parliamentarians are unskilled in law-making and legidative drafting, and are unableto
voice dissent effectively. They also do not fully appreciate the role NGOs can play in informing
them and supporting their views/dissent and are uncomfortable with fully open hearings. Asa
result, parliament is still not completely effective. Nevertheless, some members clearly see the
need for assistance to enable them to assert their independence and have reacted very positively to
the recent three-week assistance to their press service, and a USIS four-week program of
assistance to its legidative staff unit.

In April, parliament held a round table to discuss legidation for handicapped children. The
Senate, Mgjilis (upper and lower houses of parliament), Ministries of Health and Socia
Protection, an expert, an NGO and academician all had opportunities to speak, observers were
allowed and the event was covered on state television.

Asfor government’ s accountability, USAID is helping to improve the election system in a phased
three-year approach, focusing in 1997 on the election commission to improve existing election
laws, then training election officials and observers and, in years of parliamentary and presidentia
elections (1999-2000), conducting voter education campaigns. USAID’s partner has established
an excellent relationship with the election commission, which has invited it to monitor elections
and supports critically-needed legidation increasing the commission’ s independence. Contingent
on the Government support of open elections, USAID expects to have election officials, monitors
and citizens reasonably well trained on their proper roles by 1999. If at any time between now
and elections in 1999 the government demonstrates lack of political will for multi-party elections,
assistance to the election commission will be terminated. If elections are deemed free and fair,
subsequent assistance should not be needed, but the Mission will continue to conduct periodic
surveys of voter attitudes to assist in overall program guidance.
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C. Progress, Program Approaches, and Other Donors

IR 2.1.1 NGOs Engage in Strengthening Civil Society- Progressis on target for the NGO
development program. There are now over 440 NGOs, more than doubling targets, and over 700
members have been trained. The small democracy grants program (USAID funded and
administrated by USIS) targets NGOs. The major program , however, isUSAID’S civil society
program which will address problems noted earlier in a phased approach.

. First: our assistanceisraising levels of citizens awareness by promoting some degree of
general civic education (almost complete).

. Second: the program will help establish a core of grassroots NGOs, often with a
community development concern, through small grants (largely accomplished).

. Third: grantees will continue to provide training for at least the next three years for these
NGOsiin critical management areas (membership, accounting, program devel opment,
publicity, etc).

Starting in 1998, NGO assistance will target those civic advocacy NGOs which are the most
viable and democratic and have the potentia for advancing citizens participation and the
Mission’s agenda. Assistance will focus on democracy training for their internal operations and
advocacy training, in order to become more influential in national government and, in particular,
local government, which the Mission is supporting in other programs. USAID isalso interested in
citizens organizing to solve their own problems, rather than expecting the Government to do it for
them.

Additionally, USAID through its US partner, will begin building support later this year for
drafting and passage of improved NGO legidation. Assistance will continue to be needed until
2004. At that time, if there are laws regulating philanthrophy and supporting NGOs, USAID
expects that with their prior training and a sound legal footing, NGOs should be able to function
quite effectively. If, asin Russia, there are still no such laws, their financial footing will be less
secure and thelir effectiveness potential will be less. Even now however, some organizations are
reasonably strong. The electronic media assiciation, for example, has mustered resources to bring
suit against the government against for alleged illegal activities.

IR 2.1.2: Information on Domestic Economic Policies and Politics Available- Progress of the
media program is also on target. There is adequate coverage of independent stations and many
broadcast news from local independent sources; however, their programming is weak and
assistance is likely to be required until 2004 before most stations are viable. USAID/CAR’s
program will overcome these problems by providing primarily training and technical assistance,
also some very minimum equipment, to these stations in a phased approach, first concentrating on
increasing their numbers (done) and then, for severa years more, on improving their management
and journalism. Starting next year, USAID assistance will shift more towards improving the
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quality of programming, which impacts heavily on viability. By 2004, this program should have
achieved its objective. As stations become more self-sustainable, experience to date shows that
they are more likely to speak out on controversial matters. Therefore, increasing their financia
viability is critical: No major impediments are foreseen provided that the current auctioning
process does not result in significantly fewer independent TV stationsin the outlying regions. (It
is seemingly no accident that the country’s largest and more powerful independent TV station has
never been shut down, and there is no doubt that its strong financial footing has given it a power
base of which the Government is not ignorant).

Increased Government accountability through elections should help too, by diminishing the
stations’ fear of Government reprisal. Since newspapers are also a source of the news, assistance
in this areawill be explored in the future. In anew effort, USAID/CAR will be giving strong
support (to improve quality, production and distribution) to NGO newsdl etters, which often tend
to be more willing to speak out on controversial matters. This has the potential for having a
major impact at relatively small cost.

USAID supported one law library in Almaty and plans to support another library in Southern
Kazakstan. The libraries will hold databases of legidation from other countries and are intended
to be adepository for draft legidation. This combination should be a strong resource for
Advocacy NGOs.

IR 2.1.3: Increased Responsiveness and Accountability of Government to Citizens
Unfortunately, in the third area, government’ s responsiveness and accountability to its citizens,
the Mission has made little headway. In general, the government continues to be very centralized
and hold a strong grip on power. Parliament, on the other hand, does show signs of willingness to
exert its independence, and this opportunity will be exploited. A real test will be its willingnessto
utilize open hearings; it has agreed to afirst step - having seminars on proposed legidation. It
recently held around table, billed as an open hearing. It was an interactive process, but not
entirely open. However, it isan excellent start and lends optimism to USAID planning as does
the recent publication in alocal newspaper of the full text of newly enacted |legidation on state
support for direct investment.

The program will focus on increasing receptivity to open hearings through, starting this year, a
gradua approach of introducing seminars in Parliament on pending legidation and fielding a
technical advisor, starting this spring, in the Majilisitself to help them review and draft legidation.
As receptivity increases, we will also try to provide assistance, possibly in 1998, in streamlining
the committee structure and training deputies on media relations and, in the future, improving
constituent relations.

In early 1999, in preparation for the December 1999 Parliamentary Elections, the program will
work with all interested parties on how to run an election campaign. Reinforcing these efforts, we
will seek partnerships between a state legislature and the Kazakstani Parliament and between a
state bar association and the Kazakstani bar/judiciary. When established, such partnerships would
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allow USAID assistance to Parliament and the judiciary to terminate. USAID will aso be looking
for targets of opportunity with other government institutions (local governments, for example)
that have the potential for making a significant impact on improving government transparency.
Assistance to achieve aresponsive and accountable government will continue through 2006.

D. Graduation and Sustainability

USAID expects that by 2006, no further assistance in this area will be required. At that time,
NGOs should be sufficiently strong and independent TV and Radio stations should be sufficiently
viable to allow significant well-informed participation by citizens in political and economic
decison-making at the local and national level. However a Government with only one forum for
citizen participation would not allow attainment of the strategic objective. Consequently, a key
part of the Mission’s strategy isto look for windows of opportunity with other branches of
government, including local government, that have the potential for significant impact on
increasing overall government transparency.

The Mission expects to conclude assistance for IR 2.1.1, citizen participation through NGOs and
IR 2.1.2, availability of information around 2004. IR 2.1.3, responsive and accountable
government will continue through 2006, in addition to a program on Rule of Law, SO 2.2.
Mission will judge completion of Intermediate Results by looking at key indicators such as:

. Number of NGO representatives elected to Parliament who are members of NGOs;
. number of NGOs seeking to influence the government or get attention and support for
their activities;

. timely public availability of draft laws,
. percent of population choosing to watch domestic independent television; and

. number of consultative processes on local budgets.
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KAZAKSTAN PERFORMANCE DATA: BASELINE, TARGETS, AND ACTUAL RESULTS

LEVEL

RESULT
STATEMENT

Increased, better-
informed citizens'
participation in
political and
economic decision
making

PERFORMANCE
INDICATOR

1. Number of advocacy NGOs

2. Percent of citizenswho feel
informed

3. Number of Parliament
members who are members of
NGOs

INDICATOR DEFINITION AND UNIT

MEASUREMENT

Definition: Advocacy NGOs are those local
organizations which focus upon advocating
and advancing governmental or civil
society attention to means of addressing
particular democratic, economic or social
needs as objectives, including human
rights, women'’srights, NGO rights and
mediarights.

Unit of Measure: 1) Actual number of
NGOs listed in the Counterpart Consortium|
database for Kazakstan on a particular
date with advocacy (women’srights,

human rights, Media rights, NGO support)
astheir purpose (covering all known
NGOs)SOURCE: Counterpart

|FES survey

Definition:

Unit of Measure:

BASELINE DATA

TARGETS AND ACTUAL RESULTS

1995

FY 1996

FY 1997

FY 1998

FY 1999

FY 2000

FY
2001

FY
2002

YEAR VALUE

1992 0

1994 NA

1994 0

Target

NA

NA

NA

Actual

8

(entry
only
started in
Oct.)

total
NGOsin
database
March
96

143

43%

Target

NA

NA

Actual

149

16%

Target

200

NA

NA

Actual

2/97
62

Target

210

45%

NA

Actual

Target] Actual

220

NA

NA

Target

230

55%

Actual

Target

240

55%

Targel

250

60%

IR
211

NGOsengagein
strengthening civil
society

Increasing number of NGOs that|
seek to influence the government
or get attention/ support for their
activities

Definition: contacts with media or
government officialsreported in
grant/contract monitoring documentsin
response to the questions:

Stage one: Fear and lack of public
understanding

Stage two: narrowly defined advocacy
groups emerge

Stage three: institutionalize base, and form
coalitions

1. “Did you have any contacts with media
organizations regarding your work or
issues during the past year?”

2.“Did you have any contacts with
government officials regarding your work
or issuesduring the past year?”

Unit: Percent of total NGOsin Counterpart
Consortium database which answer yesto
one of the above questions.

SOURCE: COUNTERP

NA NA

NA NA

NA

NA

NA

NA

yes
15%

yes
10%

75%

35%

yes
25%

yes
15%

2/97
38%

yes
50%

yes
25%

yes
75%

yes
40%

yes
75%

yes
50%

yes
75%

yes
50%

yes
75%

yes
50%




LEVEL RESULT PERFORMANCE INDICATOR DEFINITION AND UNIT BASELINE DATA TARGETSAND ACTUAL RESULTS
STATEMENT INDICATOR
MISASUIREAET 1995 FY 1996 FY 1997 FY 1998 FY 1999 FY 2000 FY FY
2001 2002
YEAR VALUE Target Actual Target] Actual|] Target] Actual| Target] Actual| Target] Actual | Target | Actual | Target | Targe
|
Strengthened NGO 2) Number of sector coalitions Definition: Groups of NGOswhich are 1992 0.00 0.00 0.00 0.00 0.00 2 NGO 4 6 8 10 15
capacity for formed around an issue, and have met to law
participation discussthisissue. coalisit
on
Unit: Number of sector coalitions seeking
press attention for their efforts Women
's
coalitio
Source: Counterpart n
Enviro
nment?
Strengthened NGO |FES survey resultson Definition: Percent of population who 1992 0.00 0.00 0.00 0.00 0.00 19 25 30 40 50 50
capacity for populations knowledge of NGOs| answer “yes’ when asked if they think a
participation existence. Non-governmental organization isa
theoretical possibility.
Unit: Percent
Source: |IFES
IR Strengthened NGO Number of NGOs trained and Definition: In atransitional society without] 1992 0.00 NA 0 AED 15 25 15 10 complet]
2111 capacity: Quantity the number of NGO members a history of non-governmental 18 NGO e
trained organizations NGOs must be trained in Leader
organizational and programmatic ship
sustainability.
Unit: Records of USAID sponsored IFES (200) 0 0 0
training for NGOs and for NGO NA 0 100 citizens
participants, including but not limited to
management, media, advocacy, and
government relations. ALC 23(40) complet]
25 e
DEFINITION: NET/AED, ALC, IFES,
Counterpart, ABA
NGOs (members) C'part Full 500 800 1200 complet]
Prog Year CuMu (1000) (1600) (2000) e
NA Estab C'part LATIV
NGOs NGOs E
30(54) 100 300044 | 444
7 (708)
complet]
ABA 2 e
0
1
IR Strengthened NGO Number of NGOsin data base Definition: 1994 na NA NA NA NA BASEL| 6% 8% 12% 15% 20% 30%
2111 capacity: which are providing fee-for A service shall be deemed to be anything INE
management services to assist sustainability. that the organization is providing, related
toitsmission, in order to sustain itself.
Unit:
1) Absolute number
2) percent
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LEVEL

RESULT
STATEMENT

PERFORMANCE
INDICATOR

INDICATOR DEFINITION AND UNIT

MEASUREMENT

BASELINE DATA

TARGETS AND ACTUAL RESULTS

1995 FY 1996 FY 1997 FY 1998 FY 1999 FY 2000 FY FY
2001 2002
YEAR VALUE Target Actual Target] Actual|] Target] Actual| Target] Actual| Target] Actual | Target | Actual | Target | Targe
|
Strengthened NGO Percent of NGOs managed by a Definition: An NGO will be deemed to be 1992 0.00 0.00 0.00 0.00 NA NA NA new 10% 15% 30% 30%
capacity for democratic process managed by a democratic processif it 1) indicat
management has bylaws 2) bylaws allow for democratic or
changein leadership 3) they are following
their rules. 5%
Unit: Of all NGOs monitored in the
previous 12 month period, what percent
were managed by a democractic process.
IR I mproved Existence of a law including x Definition: In order to function without
2112 laws/policies number of stagesin definition government hindrance a set of laws and/or
enabling NGO column, and enabling NGOs to policies, including policiesin
formation and organize and function; administration, needs to be enacted which
operation I mproved quality, based on isnecessary and sufficient for NGO
knowledgeable opinion, of these | operations.
laws
See performance monitoring plan for
details of definition
Unit:
Quality of NGO laws on scale. See
Performance monitoring plan.
1996 SOURCE: NDI, Counterpart
1992 lof 11 lof 11 lof 11 2o0f11] 1 2 2 5 5 7 7
IR2.1.2 Information on Public availability of draft laws 1) Definition: Based on three possible levels] 1994 0.00 NA 1 NA 1 NA 2 2 2 3 3
domestic economic prior to passage by government of availability. 4ishighest, Oislowest.
policies and politics
available 2) Law library holds draft legislation for new
public access indicat
or
Source: ABA yes yes yes yes yes
yes
IR Strengthening Print 1) Other donorsinvolvement See USIS, Eurasia, Soros NA NA NA NSA NA NA Baselin 20 40 100 100 100
2121 Media e
1) Number of NGOs publishing Definition: The number of NGOs (new
newsletters publishing newsletters. indicat
or)
Source: Counterpart
IR Domestic news 1) Number of independent Definition: Seeindicator 1994 4 NA NA 10 48/24 48/24 48/24 48/24 48/24 48/24 48/24
2122 widely available via TV/radio stations
electronic media
2) Average daily independent Number of minutes 1994 NA NA NA NA 15 18 20 20 20 20 20
local TV news programming
3) % of stations who broadcast
newsdaily. Percent of stationswith daily news.
Source: I nternews 40% 60% 70% 75% 80% 85% 85% 85%
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LEVEL RESULT PERFORMANCE INDICATOR DEFINITION AND UNIT BASELINE DATA TARGETSAND ACTUAL RESULTS
STATEMENT INDICATOR
MISASUIREAET 1995 FY 1996 FY 1997 FY 1998 FY 1999 FY 2000 FY FY
2001 2002
YEAR VALUE Target Actual Target] Actual|] Target] Actual| Target] Actual| Target] Actual | Target | Actual | Target | Targe
|
IR Increased Quality of 1) Number of stationsusing Definition: asindicated 1994 2 0 8 20 23 25 28 30 32 35 37
21221 independent “appropriate” technology (S
electronic media VHS or Betacam, computer Unit: Absolute number
graphics)
Source: Internews
2) Percent of population who Definition: Based on | FES survey data.
watch independent TV news.
New indicator for FY 1998
Unit: Percent of total 1996 NA NA NA ? 5% 10% 15% 20% 25% 30%
Source:l FES
IR Increased Quality of 1) Number of stationsusing Definition: asindicated 1994 2 0 8 20 23 25 28 30 32 35 37
21221 independent “appropriate” technology (S
electronic media VHS or Betacam, computer Unit: Absolute number
graphics)
Source: Internews
2) Percent of population who Definition: Based on | FES survey data.
watch independent TV news.
New indicator for FY 1998
Unit: Percent of total 1996 NA NA NA ? 5% 10% 15% 20% 25% 30%
Source: | FES
IR Increased 1.Average daily hours of Definition: seeindicator 0/NA 7INA 12/NA 12/NA | 8/10 9/12 10/14 10/14 10/14 10/14
21222 management broadcast time for TV/radio (??)
capabilities of TV/Radio hours auction
independent
electronic media
Definition: seeindicator
Source: Internews
IR Increased 1) Media law exists allowing Definition: seeindicator 1
21223 willingness of commercial stationsto broadcast]
independent and register, without political
electronic media to approval
report on democratic SOURCE: INTERNEWS, ABA
processes, public
policy issues
IR Increased 1.Number of draft lawsand Deinfition: See unit 1994 TBD NA TBD NA TBD 4/50 8/60 12/70 16/80 20/90 24/10
213 responsiveness and policieswith input by NGOs 0
accountability of considered by the parliament Unit: Total number of passed lawswith
Government to NGO input as a percent of total number of
citizens/citizen passed laws
organizations
Source: ABA, NDI
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LEVEL

RESULT
STATEMENT

PERFORMANCE
INDICATOR

INDICATOR DEFINITION AND UNIT

MEASUREMENT

BASELINE DATA

TARGETS AND ACTUAL RESULTS

1995 FY 1996 FY 1997 FY 1998 FY 1999 FY 2000 FY FY
2001 2002
YEAR VALUE Target Actual Target] Actual|] Target] Actual| Target] Actual| Target] Actual | Target | Actual | Target | Targe
|
IR Increased 1) Number of open hearings Seeindicator 1994 0.00 NA 0.00 2 0.00 1 2 2 2 5 10
2131 Government addressing legislative/policy 1)Source: ABA
transparency issues
2) Number of consultative Seeindicator 1996 NA NA 3 5 10 10 15 15
processes addressing legislative | 2) Source: ABA
or policy issues
IR Increased 1) degree of fairness of elections | Source: USG Human Rightsreports 1991 NA NA NA NA Improv “Fair
2132 Government per annual US Embassy Human | narrative ed and
accountability to Rights Reports Open”
citizensand NGOS
2) Number of consultative
processes on the local budget
between local government and 2)Source: TBD 1994 0.00 NA NA NA NA NA NA NA 2 2 2
citizens' organizationsin 1
Taldykorgan
3) Number of public officials
removed from office for Definition: Based on the media reports of
corruption. officials removed for corruption. 1994 0 NA NA NA NA 5 8 10 15
5
Unit: Number of individuals
Source: USAID media records
IR More genuine and 1) Improved election laws and Definition: On a scale of a possible seven 1) 1994] Oof 6 Need 1 4 6 End of
21321 competitive political procedures attributes, how many are present in the law. from progra
processes IFES m
Unit: See Performance monitoring plan
Definition: Based op the number of
newspaper articles, astracked by the Press
2) Increasein citizen Club, nationwide on election procedures. 2)1994 | NA NA NA NA NA NA NA NA NA 100
information on election
procedures Unit: Number of articlesin year of election
3) Definition: Each polling station should
have one person whoisin charge of overall
compliance with current election laws.
Unit: Percent of all polling officialstrained 0% 5% 50% 100%
3) increasein training sessions by IFES 3) 0% 0% 0%
for election officials,
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LEVEL

IR
21322

RESULT
STATEMENT

More effective and
independent elected
officials

PERFORMANCE
INDICATOR

Number of vetoes or major
changesin draft laws by
legislatures

Number of political parties
which participatein Presidential
elections.

Number of partiesin
Parliamentary elections

INDICATOR DEFINITION AND UNIT

MEASUREMENT

Definition: Based on implementing partner
reports of laws under consideration,

1) count of number of lawsin which
legislature upon consideration of draft
from executive branch, makes considerable
changes which are then adopted into the
bill which is passed.

2) Number of veto equivalents

Unit: Number reported

Definition: Non government sponsored
party with a candidate in the Presidential

election

Unit: Number of candidates besides current
President

Source: ABA; NDI; IFES

BASELINE DATA

TARGETS AND ACTUAL RESULTS

1995 FY 1996 FY 1997 FY 1998 FY 1999 FY 2000 FY FY
2001 2002
YEAR VALUE Target Actual Target] Actual|] Target] Actual| Target] Actual| Target] Actual | Target | Actual | Target | Targe

1994

1994

1995

1994

NA

NA

NA

NA

NA

NA

NA

challen

pension

NA

NA

NA

NA

NA

NA

12

15

Comments/Notes: draft April 24, 1997
FY 1996 dated is based on October 1996 inputs; following extended team review, October 31 prepared for Mission Review on November 6, 1996
NOTE On SO 2.1 indicator number 3 -- Thisisbased on the | FES survey conducted in calendar year 1996; reported to the Mission on January 31, 1997.
FY 1997 data is current as of preparation of the R4 submission.
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Results Framework Narrative

Strategic Objective 2.1 “Increased Better Informed Citizens Participation in Economic and
Palitical Decision Making”

1. Transitional Hypothesis and Underlying Rationale

The strategy for improving citizen participation in economic and political decision making in
Kazakstan combines three areas of simultaneous development: strengthening NGOs, encouraging
independent media, and developing a core group of government officials interested in working
with citizens.

The underlying rationale for this approach in Kazakstan is that the government will give NGOs
and the independent media the opportunity for development, but that these organizations lack the
skills to develop sustainable organizations. Further, as government officials outside of the
executive branch see patterns of power stabilizing in Kazakstan, it is clear that the only route
open to them to achieve legitimacy is through increasing their power base among the citizens. We
plan to develop our programming to meet these openings.

Kazakstan has seen a dramatic decrease over the last two years in the people’ s sense of well being
and their feeling of involvement with the economic and political change underway (IFES survey).
The transition from State sponsored social services to free market provision of servicesis not
complete in Kazakstan. The government has attempted to devolve many social services to local
governments who have neither the authority nor the resources to deliver the services. This has
left many people without access to basic utilities and services during the winter of 1997. At the
present time there are only fledgling political groups, and very little election activity. This means
that there are few formal mechanisms now in existence for citizens to participate in decision
making. Thisisapriority areafor USAID funding.

The strategy for working on a better informed populace has changed since the 1997 R4
submission. This R4 changes electronic mediainto an input to better information. It also focuses
on making information on political and economic policy changes available to the population.

2. Critical assumptions

Aswith last year, USAID/CAR has four critical assumptions:

. The government of Kazakstan will not interfere significantly with the development of
citizen participation in political and economic decision-making. Hence, our work will be
concentrated on the development of more conducive laws, not ensuring fundamental
human rights in Kazakstan.

. A strong tradition of respect for authority will not prevent democracy from taking root.
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Hence, while traditional Kazak society respects the authority of elders and the clan
leaders, they will none-the-less take their responsibilities for managing society through
democratic means serioudly, if given the information and opportunity.

. Economic development will allow citizens to maintain time and attention to NGO
activities.

The economic situation in Kazakstan has been so severe this winter that many people have not
had heat, electricity or other utilities. Given this situation, it is hard for them to devote energy to
civil society, or to watch the TV news. However, USAID overall forecast isthat this situation
will improve.

. Parliament will be receptive to working to increase democratic input and responsiveness.
While thislast item isa carry over critical assumption. 1n 1996 we did trial programming
to test this assumption, and this year we will start programming aimed directly at the
parliament to encourage it to be more receptive.

3. Causal Linkages
The three Intermediate Results are;

. strengthening the capacity of NGOs to act as the voice of citizens and to encourage
citizens to take an active role in their lives;

. developing information sources for citizen oversight and participation; and

. development of areas and mechanisms by which the government will be more responsive
to citizen input.

In the short term all three areas need development in Kazakstan, The successful achievement of
this Strategic Objective requires citizen interest and knowledge on how to participate in
government decision making, sources of information to direct effective activities, and forums for
interaction with the government.

The implementation activities encompassed under the first Intermediate Result, IR 2.1.1, are those
supporting the development of NGOs. NGO development is the best chance for citizen
involvement in a society with only fledgling political groups and minimal electoral activities.
Indigenous NGO groups represent opportunities for groups of citizens to come together around
issues of concern to them, along a range of activities, including human rights monitoring,

women'’ s organi zations, media groups, environmental advocacy, and business associations.

Access to information is seen in Kazakstan as a full intermediate result, IR 2.1.2, because of the
primary role that it plays in informing the citizens about their society and about the actions of
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other members of their society.

Lastly, Intermediate Result 2.1.3 focuses on activities which will increase responsiveness to
citizens at al levels of government.

At the lower levels of the intermediate results, our long term aim for NGOs is that they engage
with the government for oversight purposes and for the purpose of providing input into
government decisions. However, NGOs in Kazakstan have not yet attained the sustainability
necessary to carry out these tasks. Thisis due both to the lack of alegal environment enabling
their sustainable financing, and due to the lack of democratic and effective managerial skills
among NGO leadership. Lower intermediate results are aimed at improving sustainability.

At the lower levels of the information IR, USAID resources are aimed primarily at the electronic
media, which has the highest impact in providing information to the citizens of Kazakstan. In
Kazakstan our initial programming of establishing independent television stations and providing
basic equipment improvementsiis largely accomplished. Work will now focus on solidifying
sustainability in these stations and on improving the quality of programming and journalism. In
addition, this year USAID will facilitate assistance from the US Federa Communications
Commission (FCC) to the Kazak Frequencies Commission. The goal isto establish appropriate
roles and regulations for government oversight of electronic media.

At the lower levels of USAID work on government responsiveness to citizens, IR 2.3.1, thereare
three sets of activities designed to improve the likelihood of achieving this objective.

The first isto work on improving government transparency. Thiswill include work with the
parliament to develop its effectiveness, independence, the confidence of votersin its abilities, and
its constituent relations.

The second areais in developing the accountability of the government and government officials to
the people. Thisareaislong range strategy, as the fundamentals of civil service reform and local
government laws are just beginning in Kazakstan (and will be reported under the objective for a
more responsive and accountable local government-SO 2.3).

Finally, the third area of increasing government responsiveness to citizens will be to strengthen the
technical aspects of conducting free and fair elections. As the next scheduled Parliamentary
election is December 1999 and the Presidential election isin 2000, the election commission at this
time is under little pressure and is therefore open to assistance and interested in improving the
election law and the skills of election officials.
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STRATEGIC OBJECTIVE

2.3

Mor e Effective and Responsible L ocal Gover nment
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A. Statement of Strategic Objective 2.3
More Effective, Responsible, and Accountable Local Government
B. Problem Analysis

In the 1994 strategy submission of the USAID Regional Mission for Central Asiathere was no
explicit Strategic Objective for local government. 1t was implied under " Strengthen capacity for
public participation in political processes.” The strategy indicated that " Support for NGOs goes
far beyond improving, for example, their ability to deliver needed services. Rather, it entails
support for one or more of the essential building blocksin any civil society, representative of
grassroots views and a more decentralized response to the views and concerns of the public at
large." Theregional strategy was the strategy for Kazakstan.

As Kazakstan struggles with decentralization and democracy, USAID actively seeks to promote
these principles by demonstrating the benefits associated with effective, responsible, and
accountable local government. There is an increasing body of knowledge on the importance of
effective, responsible, and accountable loca self government to the sustainability of socia benefits
and services. The central government has increasingly moved responsibility for social programs
(notably housing, health, and education) to local levels. However, the authority over resources as
well as development of a professional civil service to administer these socia programs has not
necessarily followed.

In Kazakstan at the present time local government does not exist. Local authorities are appointed
by the Central Government. There are currently no local elections. Local authorities have no
legal foundation. They carry out Central Government edicts at regional levels. Hence, thereis no
legal basis for a city housing department, simply for cities to carry out the national housing
departments activitiesin the city. This means that local authorities have little incentive to be
accountable to local citizens. At the present time, cities do not develop their own budgets, they
are presented with money from a higher level. This means cities have no incentive to be more
efficient. Many public functions, however, are carried out by the local level officials. For
instance: education, garbage collection, etc., are al delivered at the local level. Due to lack of
training, however, even if the cities were to be responsible for other services, they would be
unable to handle the services efficiently or even properly.

The inability of the central government to meet subsidy requirements at the local level provides an
opportunity to motivate policy makers to devolve key financial and other authorities to the local
level. In close collaboration with other donors USAID can promote the process of efficient and
effective government. In turn, devolution to local levels put power and authority at the level of
government that is closest to the citizens, giving them a better opportunity to make demands on it
and hold it accountable for it’s use of scarce resources.

USAID has followed this strategy in a number of sectors -- housing, health, NGO development.
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However, with this submission USAID is also expanding its support and assistance. The largest
expense in the local government budget is provision of municipal services. Of these services,
health is the largest expense. USAID's activity in intergovernmental finance supports the critical
element of creating a resource base for social sector reform. The more generic results relative to
the financing and administration of public services achieved under this Strategic Objective will
complement and extend the more sector specific results achieved under Strategic Objective 3.2,
and other Strategic Objectives

C. Progress, Program Approaches, and Other Donors

Improved local government is a new Strategic Objective for the Mission to be initiated this year in
Kazakstan. It builds on USAID effortsin training and technical assistance to demonstrate the
benefits associated with effective, responsible, and accountable local government in pilot activities
in Atyrau and Semipalatinsk.

Key achievements highlighted were:

. A Long Range Development Strategy (LRDS) created at the local level and taken to the
national government to gain its support (in Soviet times the local level would not have
voiced local needs and concerns, but would rather have only carried out orders from
above);

. the cities' financia systems are now based on western accounting practices and
information is much clearer and can contribute to handling fraudulent activities; and

. citizen awareness, participation, and commitment to the future of these cities has been
considerably enhanced.

IR 2.3.1 Legal Foundation for Local Budgetary Decisions and Operations Established- The
first linkage is the development of the legal framework for operations of municipal and oblast
(“state”) government to improve local authority over the budgetary process. Appropriate
legidation, regulations, and other implementing documentation need to be drafted and ratified.

In thisregard, activities of the Intergovernmental Finance Project will strengthen the legal basis
for decentralized government in Kazakstan through its focus on delineation of fiscal responsibility
within different levels of government. Draft legidation is under development by a variety of
USAID contractors working with government counterparts, spearheaded by KPMG/Barents.

In order to pass the appropriate enabling legisation, local government officials must perceive that
they can obtain power and legitimacy from the local level, not just from above. Thisrequiresa
relationship between local governments and local population. Loca governments need to be
encouraged to be responsive to the needs of the local population, and not just concerned with
how local resources can support the center. Likewise, local populations need to be encouraged to
effectively communicate their concerns to political leaders, and to ensure that these concerns
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receive due attention.
The barriersin this area can be addressed through a two-pronged strategy.
. First: the capacity of local non governmental organizations (NGOs) can be strengthened.

In order to accomplish this, USAID’s effort to promote civil society in Central Asiaincludes work
with indigenous NGOs to develop their ability to be advocates in a transitional democracy. NGO

sustainability will also be improved by teaching them how to be more focuses on the needs of their
constituencies. Programming this year will be directed towards developing more NGOs outside of
capital cities.

. Second: government can be motivated to increase transparency in processes for policy
development and implementation with informational tools, such as open hearing, budget
meetings, and policy forums.

USAID’s Democratic Transition Team will begin addressing some of these needs not only at the
Parliamentary level thisyear. It isUSAID’s position, and Mission intent, that full local
government accountability means free local elections must be held. However, incremental
increases can be made along the route to obtaining this result. This year the International
Foundation for Electoral Systems did two regional election monitoring Site visits.

. Finally: USAID will continue to advance the cause of development of a municipal
association in Kazakstan.

The Mission’sintention is not to initiate this organization, but to work with municipa authorities
so that they will understand the benefits of an association of people with similar interests, and that
they would then move the organization forward. If such an organization develops, it may become
agood forum for a US-Kazakstan partnership.

TACIS has been working for the last year on developing a plan for reorganization of the public
administration sector. USAID also sees akey role for Eurasia Foundation in devel opment of
municipal services, both non-government and within government.

IR 2.3.2 Strengthened Financial Basisfor Local Gover nment- The second intermediate result
seeks the development of local financial and managerial resource bases and more efficient service
delivery to guarantee a degree of fiscal independence to local government. This independence
traditionally has depended upon the ability of local governmentsto levy local taxes for loca
purposes. To achieve thisresult, USAID projects are examining and strengthening tax
administration at various levels of government, and examining the tax laws.

Assistance will be provided to develop administrative capabilities at the local government level. A
TACIS study in 1996 concluded that there are very few additional resources available for use by
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local governments in the near term, and that therefore efficiency improvements are the main
avenue available to provide acceptable levels of municipal services.

In Atyrau, USAID has assisted the local government to develop and switch over to a modern
municipa accounting and budgeting system. Other Strategic Objective teams are aimed at
developing more efficient management of large municipa expenses, such as housing maintenance
and health care delivery.

The activities envisioned include two approaches:

. small grants for innovative programs, of the type promoted by the Eurasia Foundation;
and
. USAID could provide technical assistance that no other donor is providing in high return

public management functions, like budgeting, competitive contracting, and assistance in
identifying social services that should be privatized.

IR 2.3.3 Administrative Capacity of Regional Governmentsto Functionin aMore
Democratic and Free Market Increased- The fina areathat USAID experience worldwide
indicates is necessary for atransition from a strong central state to one with power closer to the
people is an increased capacity for public administration throughout the country. Thisisan area
where several other donors have developed some level of programming. USAID will be
coordinating with them in order to make the most effective use of our resources.

It is anticipated that other donors will be doing the institutional development, though USAID may
use these ingtitutions as locations to fund high priority courses. For instance, the British Know-
How Fund is supporting the development of a Public Administration program at KIMEP
University, and EU TACIS is supporting the strengthening of the Government of Kazakstan's
Institute for retraining of Public Administrators. The World Bank EDI program has done severa
seminars, but has no long term program in place.

D. Graduation and Sustainability

In many ways the accomplishment of this Strategic Objective requires all the other USAID
objectives to be well along their paths to achieving results. Therefore, the Objective duration will
be reassessed annually and programmatic and fiscal adjustments will be made based on progress
and changes in prospects for success.

The progress needed in Kazakstan in order to achieve the Strategic Objective would be:

. FY 1997 Kazakstan implements progressive local government law.

. FY 1998 USAID provides technica advice to pilot localities in developing local charters
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and general assistance in implementing a competitive contracting process. Government
makes the decision on what levels of government will be responsible for health and
municipal services. Asian Development Bank completes work on rationaization of socia
Services.

FY 1999 USAID provides assistance to local governments generally in conducting
elections, and in pilot regions in developing budgets. Central government makes
resources available in atimely manner. TACIS project has retained all governmentsin the
responsibilities of local administrators. Local NGOs have devel oped oversight abilities for
monitoring local government activities.

FY 2000 USAID provides assistance on rationalization of municipal servicesin pilot
oblasts, usng ADB models. World Bank commits funding for computerizing oblast. The
Government passes competitive contracting laws.

FY 2001 USAID using NGO base gets arevision of the local government law, USAID
continues budget training and increases number of pilot regions. At least one donor
begins economic development offices.

FY 2002 USAID, leveraging World Bank funds for commodity purchases and USAID
funds for technical services, rolls out budgeting, rationalization, transparency work at the
local level.

It isimperative to begin work in this area now, so that in the future USAID will not have to invest
far greater resources to undo unguided work. Experience in Eastern Europe has demonstrated
that reform is critical to deliver socia services. Further, Governments will make local government
reforms with or without USAID assistance. Because these governments have no experience in
the development of democratic, efficient government these reforms often contribute to other
problems. ( For instance, localy, in early 1997 USAID/CAR recognized that the Government of
Krygyzstan was moving forward with efforts to develop a municipal association. We therefore
requested emergency funds to provide technical assistance. These funds were not available, and
the Government of Krygyzstan developed a “top down” association of municipalities. Some FY
1998 money will therefore need to be spent to “undo” this work).
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KAZAKSTAN PERFORMANCE DATA: BASELINE, TARGETS, AND ACTUAL RESULTS

100

LEVEL RESULT PERFORMANCE INDICATOR BASELINE DATA TARGETSAND ACTUAL RESULTS
STATEMENT INDICATOR DEFINITION AND UNIT
OF FY 1995 FY 1996 FY 1997 FY 1998 FY FY FY FY
MEASUREMENT 1999 | 2000 | 2001 | 2006
YEAR | VALUE| Target| Actual | Target| Actual | Target| Actual | Target| Actual | Target| Target| Target| Target
S.0. 2.3 | Moreéffective, Number of local Definition: Decreesor laws | 1994 0.00 0.00 0.00 0 0 0 0 0 0 2 3 3 20
responsive and charters adopted. enabling local government
accountable local to operate.
government
Unit: Cumulative number of
charters.
Number of local Definition: Budget hearing | 1994 1 1 1 1 1 1 2 3 3 20
budget hearingsheld | intarget regional
in target cities government in which budget
priorities are transparently
| discussedanddeveloped | ]
IR2.3.1 | Lega Legal and policy Definition: Laws defining 1995 0 1 0 0.00 0 2 0.00 0.00 [ 0.00 | 0.00 30f7 | 70f7
Foundeation for changesthat promote | therole of the central pieces
local budgetary independent municipal| government vis-a-vislocal
decison making | finance, property and Oblast governments.
and operations management, and
established. decentralized
government. Unit: Number of laws or
o poides ]
IR Local Increased in NGOs Definition: Using 1995 NA NA NA NA NA Baselin 25% 10% | 50% Comple
2.3.1.1 | congtituency for | outside of the capital | Counterpart Monitoring and e of incread te
publicinput and | citiesthat say they Reporting system NGOs e
oversight at the | engagein dialogue desegregated by local.
regional level with local government.
developed. Unit percent of NGOs
questioned who answer yes
to this question.
Development of 1995 0 0 0 0 0 1
regiona municipal 1 1 1
associations. Definition: Organized NGO
exists with members from
municipa authorities, whosg
goals are to advocate on
A |betafofregionaisswes | | ____ |\ | ____f |\ ‘. |\ & ‘& || ]




LEVEL RESULT PERFORMANCE INDICATOR BASELINE DATA TARGETS AND ACTUAL RESULTS

STATEMENT INDICATOR DEFINITION AND UNIT
OF FY 1995 FY 1996 FY 1997 FY 1998 FY FY FY FY
MEASUREMENT 1999 | 2000 | 2001 | 2006
YEAR | VALUE| Target| Actual | Target| Actual | Target| Actual | Target| Actual | Target| Target| Target| Target
Strengthen Share of loca Note: thiswill bealagging | 1994 N/A 5% 25%
IR 2.3.2 | Financia basisof | government indicator.
local government | expenditures financed
through locally Definition:
generated tax
revenues. Unit: Based on Min of Fin,

GOK statistics, the amount
of revenues spent by each
level of the government on

local budgets.
IR Local Financia Decreased number of | Definition: Using local 1995 NA NA NA NA NA Baselin 0
2.3.21 | Resourcebase monthsin arrearson | government budget in e months
development. salariesin target formation in target oblasts, target
oblasts. track the availability of
funds to match projected

expenditures for salaries (or
other category as chosen).

Unit: Accounts payable for

salary over the average
month expense for salary.
IR Develop Reliable | 1) Local Revenue Note: These are essentia 1994 NA 1o 10 )1 1)2 10 10 compl
2.3.2.1.1| Sourceof Loca | Sharing Bill enacted | long term elements of secure] ete
Revenues resources for local 2)See | 2)See | 2)See | 2)See | 2)
2) Better collection of | budgetary needs. However, 12 12 12 12 Compl
existing taxes (SO 1.2)] USAID’swork in thisarea ete
will largely be covered in 3) 3) Yeq 3) 3) 3) 3 oblasts]
3) Land Registration | other SOs or will involve 3) no 3) NO 3) No pilot property| with
Lawsand loca monitoring other donors No 3) tax property
property tax lawsin contributions. contra worksh | taxes
place cted op
None | Loca Economic | Number of economic | Note: Thisisan essentia 1994 0 None | None |1 1 TACIS TACIS 1 2 5 5
Devel opment Development offices | long term elements of secure] Atyrau
at thelocal level. resources for local SOROS SORO
budgetary needs. However, S

USAID’swork inthisarea
will largely beinvolve
monitoring other donors
contributions. USAID’s
work in this area concluded
in December, 1996.




LEVEL RESULT PERFORMANCE INDICATOR BASELINE DATA TARGETSAND ACTUAL RESULTS
STATEMENT INDICATOR DEFINITION AND UNIT
OF FY 1995 FY 1996 FY 1997 FY 1998 FY FY FY FY
MEASUREMENT 1999 | 2000 | 2001 | 2006
YEAR | VALUE| Target| Actual | Target| Actual | Target| Actual | Target| Actual | Target| Target| Target| Target
IR Expensesfor Stages to be monitored| Note: Activitiesfor this 1995 NA NA NA NA NA Housing 1 1 1 Roll- | 6 oblasts]
2.3.2.2 | socid services Intermediate Result will ; service servicel service; | out
within available | 1) Minimum public largely be undertaken under Semi/ (Health ; 10
service standards S0 3.2; Aktubin ); oblasts
established by the however, as socid services sK; 1
Republican level make up the majority of TK; Oblast
spending at the local level, Almaty
2) Demonstration and | this area needs particular
Capacity building for | oversight.
more efficiency eg. -
cost recovery,
privatization, targeting
services, competitive
tendering
3) Roll-out
IR 1) Budget processat | Definition: 1) Budget 1995 NA 0.00 1 1 Depend Depend 3 20
23221 local level, including | process should include Atyrau | Atyrau | ent ent
eliminating “extra preparation prior to the end upon upon
budgetary” categories | of the current fiscal year of funding funding
established in target prospective unitary budget.
oblasts.
Unit: Regional government
with whom USAID has
relationship.
Source: Based on contractor
surveillance.
(Research Triangle Institute, 2
2) Number of 1995-1996) 1994 N/A 1 Taldyko 100 100
territorial governmentg rgan 4 6
which have established] Definition: First attempts
competitive bid system| will beincluded in this Semi-
for goods category until it is palitins
procurement. reasonable to track aregion k
that completely relies on thig
3) Number of system.
territorial governments
which have established
competitive bid system| Unit: Number of regional 10 100
for services governments.
procurement.
Source: Based on contractor
surveillance.
(International City County
oA Managersa9os100n) | ]




LEVEL RESULT PERFORMANCE INDICATOR BASELINE DATA TARGETSAND ACTUAL RESULTS
STATEMENT INDICATOR DEFINITION AND UNIT
OF FY 1995 FY 1996 FY 1997 FY 1998 FY FY FY FY
MEASUREMENT 1999 | 2000 | 2001 | 2006
YEAR | VALUE| Target| Actual | Target| Actual | Target| Actual | Target| Actual | Target| Target| Target| Target
I.R. Increased 1) World bank Note: Thisisan essential 1995 No no No | no no no no no yes yes yes
233 Administrative conditionality on long term elements of secure)
capacity of staged civil servicein | resourcesfor local
regiona place. budgetary needs. However,
governments to USAID’swork in this area
functionina will largely involve
more democratic monitoring other donors
and free market . contributions.
2) Number of 50 200 | 200 200 1000
participants trained; 2) As proxy, use the number
annually and trained
cumulative no donor
2 2 2 support
3) Sustainable 3) Count institutes
ingtitutes graduating MPA students;
e Jotedonos 4 4 A 1 4 A ] S A S
Comments/Notes:
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Results Framework Narrative
Strategic Objective 2.3 “ Mor e Effective, Responsible, and Accountable L ocal Government”
1. Transitional Hypothesis and Underlying Rationale

As Kazakstan considers decentralization and democracy, USAID actively seeks to promote these
principles by demonstrating the benefits associated with effective, responsible, and accountable
local government. Thereis an increasing body of knowledge demonstrating the links between
good local government, revenue collection, and sustainability of social benefits and services.
Therefore the USAID/CAR strategy for achieving more effective, responsible, and accountable
local government will include activities reflected in other strategic objectives presented in this
document.

Building on previous work in Kazakstan and Kyrgyzstan the USAID/CAR strategy for achieving
more effective, responsible, and accountable local government in Kazakstan simultaneoudy
combines three areas of concentration:

. improving the democratic basis for local government;

. providing technical assistance to demonstrate the benefits of improved urban management;
and

. the encouragement of skill development by public administrators.

Limited USAID resources will not permit country-wide activities. Therefore, USAID will
coordinate its work with other donors and large lending institutions in order to achieve this result.

The underlying rationale for this approach in Kazakstan is that the government will give loca
governments more authority over the next years, and also the opportunity for development, but
that these local governments lack the skills to develop effective local government.

This devolution has aready happened with housing, and is likely to continue with other social
services. Kazakstan has seen a dramatic decrease over the last two years in the people’' s sense of
well being and their feeling of involvement with the economic and political change underway
(IFES survey). The transition from State sponsored socia services to free market provision of
services is not complete in Kazakstan. The centra  government has attempted to devolve many
services. The process of privatizing state enterprises has led to many social services formerly
provided by enterprises being “shed”. This has |left many people without accessto services. The
Mission plans to develop programming to meet these openings.
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2. Critical assumptions

Economic developments will continue to improve, providing a better basis for tax collection and
limiting the number of “truly needy” requiring subsidized services.

3. Causal Linkage

Pilot programs to demonstrate effective, responsive, and accountable local government cannot be
successful unless mayors, governors, and the central government are willing to work together.
They must dismantle the existing Soviet legacy of astrong central state apparatus, where mayors
and governors in Kazakstan serve at the discretion of Central Government; receive policy
guidance from Central Government; and obtain funding from the Central Government. Given this
context, three linkages between the central government and local government are crucial.

Thefirst linkage is:

. the development of alegal framework for operations of municipal and “state” government
to ensure that the center can not continue to exercise excessive authority over outlying
areas.

Appropriate legidation, regulations, and other implementing documentation would need to be
drafted and ratified. In this regard, activities of the Intergovernmental Finance Project will
strengthen the legal basis for decentralized government in Kazakstan through focussing on
assignment of fiscal responsbility within different levels of government. Draft legidation is under
consideration by avariety of USAID contractors working with government counterparts.

In order to pass the appropriate enabling legidation, local government officials must perceive that
they can obtain power and legitimacy from the local level, not just from above. Thisrequiresa
relationship between local governments and local population. Local governments need to be
encouraged to be responsive to the needs of the local population, and not just concern themselves
with how the local population can support the center. Likewise, local populations need to be
encouraged to effectively communicate their concernsto political leaders, and to ensure that these
concerns receive due attention. The barriersin this area can be addressed through a two-pronged

strategy.

. First: the capacity of local NGOs can be strengthened.

In thisregard, USAID's efforts to promote civil society in Central Asiaincludes work with
indigenous NGOs to develop their ability to be advocates in atransitional democracy. NGO
sustainability will aso depend upon their ability to develop services needed by their
constituencies. USAID's participant training program (GLOBAL) includes courses on leadership
formation for NGO directors and members in the capital city and in outlying oblasts. At amore
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genera level, thistraining program tries to identify participants from regions outside the capital
city and to encourage individual citizens to become active in civil advocacy.

. Second: local government can be motivated to increase transparency in processes for
policy development and implementation with informational tools such as open hearings
and public forums.

USAID’s Democracy Project provides technical assistance on implementing the methods and
other means to ensure that citizens are fully informed and are able to influence policy at the local
government level.

The second intermediate result:

. requires the development of local resource bases and more efficient service delivery to
guarantee a degree of fiscal independence to local government.

This independence traditionally has depended upon the ability of local governmentsto levy local
taxes for local purposes. To achieve this result, USAID projects are examining and strengthening
tax administration at different levels of government. Other programs have been aimed at more
efficient management of large municipal expenses, such as housing maintenance and health care
delivery. In Atyrau, USAID has assisted the local development authority in a comprehensive
economic and urban renewal program.

USAID can serve avaluable role by providing technical assistance in how to better develop and
manage programs. The activities envisioned include both small grants for innovative programs, of
the type promoted by the Eurasia Foundation and high return public management functions, like
budgeting, competitive contracting, and assistance in identifying socia services that could be
privatized.

The fina areathat USAID experience world wide indicates is necessary for atransition from a
strong central state to one with power closer to the peopleis:

. an increased capacity for public administration within the country.

Thisis an area where severa other donors have developed some level of programming. USAID
will be monitoring and coordinating to make most effective use of our resources.

The three essentia areas outlined above reflect the three-pronged strategy of USAID/CAR to
implement activities to demonstrate more effective, responsible, and accountable local
government. By so doing within the current strategic objective framework, the Mission hopes to
create an exemplary pilot program and foundation for decentralization which will motivate other
donors such as the World Bank to fund national roll-out of decentralization programs.
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Specific Indicators and I nter mediate Results

In terms of our specific primary indicators and intermediate results, several linkages merit further
explanation with explicit reference to current practices in Kazakstan:

. Asregards our primary indicator “number of local charters adapted,” it isimportant to
note that local governments in Kazakstan do not now have the right to manage cities.
Hence, the development of local charters would be strongly linked to effectiveness of local
government since local government can not even begin to govern without them. Also,
such charters would be a milestone that would indicate the willingness of local
government to be held accountable and therefore to be responsive to local citizenry.

. The second primary indicator “number of budget hearings’ would also measure
achievement of this Conceptua Objective through ensuring that officials would publicly
receive citizen input, therefore motivating them to be more responsive and accountable.
Also, budget hearings would probably force local governments to develop budgets as
planning tools at the beginning of the fiscal year, instead of simply using them as archival
documents ssmply for recording expenditures at the end of the fiscal year. Hence, the
fiscal planning process and therefore government operations would be more effective.

These two primary indicators will be realized through the achievement of intermediate results
focusing on three areas, namely political and legal issues, financia structure, and improved
administrative capacity. These areas collectively contribute to the Mission’s Strategic Objective
through development of the political, financial, and democratic base necessary for loca
government to become more effective, responsive, and accountable, as explained in detail below.

IR 2.3.1 Legal Foundation for Local Budgetary Decisions and Oper ations Established- It
directly contributes toward this goal because contractors involved in relevant projects will be
expected to work at local as well as national levels. Successes in this area would engender greater
transparency as government officials would increasingly have to answer questions from citizenry
about official procedures, laws, etc. in public forums.

IR 2.3.2 Strengthened Financial Basis of Local Government Through Better Expense and
Revenue M anagement- Contains several lesser intermediate results. They deal with the need for
local governments to not only receive income, but also to control expenses through yearly
planning.

IR 2.3.2.1 Local Financial Resour ce Base Development- Deals with the sufficiency of loca
revenues. In thisregard, use of theindicator “decreased number of arrears on salaries’ assumes
that decreased arrears will not result from drastic cutsin all other budgetary line items, but rather
from better budget management. Contributing to thisresult are IRs 1.2.3 and 1.2.4, better tax
collection. A loca revenue sharing bill is required for cities to understand and be motivated to
manage more efficiently, this is being addressed under Private Enterprise Growth, SO 1.3.
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Thisindicator also includes addressing land registration. If land registration procedures are
successful, local government will be able to generate revenues through tax on property, which will
mean more fiscal autonomy, thus hitting at the core of atax problem in Kazakstan.

IR 2.3.2.2 Expenses for Social Services Within Available Resources- addresses health and
municipal services, which are now financed by local governments. If, however, these services are
rationalized and as appropriate privatized (and remain affordable and effective) the burden of
subsidization at the municipal level will be lessened. For instance, if utilities associated with such
services and other local activities are priced on afull-cost basis, general subsidies will be
decreased in favor of targeted programs. The result will be a strengthened financial base at the
local government level. Thisistied in with the activities of the Mission Socia Benefits Team, SO
3.2.

IR 2.3.3 Administrative Capacity of Regional Governmentsto Functionin aMore
Democratic and Free Market I ncreased- Addresses increasing administrative capacity. USAID
resources will not be sufficient to implement budget reformsin al oblasts, nor to effect skills
transfer to all local governments. The successful implementation of this Intermediate result is
however, essential for the national level.
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STRATEGIC OBJECTIVE

3.2

I mprove the Sustainability of Social Benefits and Services
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A. Statement of Strategic Objective 3.2
Reform Strategies in Selected Social Sectors Developed and Implemented
B. Problem Analysis

One of the prime benefits, theoretically, of the communist state in both the Soviet Union and in
eastern Europe was that basically all social services were subsidized for all people. The early
years of the communist empire lead to rapid increases in basic health and education indicatorsin
the Soviet Union, largely due to this commitment on the part of the government.

However, as economic growth slowed, the Soviet Union was no longer able to provide quality
socia services equivalent to thosein the West. Innovations in service delivery, management , and
consumer satisfaction were never publicized or implemented here.

The fact remains that the system did neverthel ess provide basic housing, education, municipal
services, health care (including pharmaceuticals) to its citizens. The breakdown in this systemin
countries which have embraced market reforms has lead in some former Soviet states to
widespread disaffection and in others to reelect communist officials.

The rationale for this strategic objective as stated in the first submission remains generally current.
That is, substantial public support is essential for successful transition to free markets and
democratic governance. This requires that people believe the that reform will produce
improvements in their own lives: social and economic. Citizens must also believe that, to the
extent possible, the transition is being managed to minimize social and economic costs, and that
those suffering distress are being helped. Over the past three years assistance toward this goa has
focused principally on developing private sector capacity (outside the government) in the housing
and health areas to take alarger role in areas that government can no longer finance.

The first stage in getting government liberalization is convincing officials that a credible
methodology exists for supporting social services. In this context, Kazakstan, with itsrelatively
reform minded government, has been willing to alow market mechanisms in selected social
services, for instance housing and health care. What they lack, is the technical skills to make the
transition from all subsidized services for al people, to selected subsidized services for selected
populations--the truly needy.

C. Progress, Program Approaches, and Other Donors

The activities under this Strategic Objective are designed not only to introduce the ideas for
needed changes, but to build a policy consensus around the issues, and to provide training in
selected areas to make change aredlity. There are changes that can be made to maintain the
socia system: developing a means-tested benefits package, using world experience to determine
which minimum benefits are essential and affordable. Technical assistance is then provided to
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introduce modern, cost effective management techniques. Assistance is required to develop
sustainable financing schemes and to rationalize the number of government workers providing
various public services.

The Results Framework for this Strategic Objective has been modified to reflect more attention to
activities which are generic to social reform. Revisions are based on achieved intermediate
objectives, increasing activity of other donors in the sector, and results of evaluations conducted
over the past several years.

USAID plansto take the next step in improving the sustainability of the socia services by
developing technical assistance and training interventions based on the combined lessons learned
from demonstrationsin local government and in the social sector (e.g., housing and health).
USAID plans to work at both the national and local levels. USAID plansto continue to
demonstrate that health and housing programs can be carried out in a cost-effective basis while
improving quality and availability of services. These efforts will complement the activities
undertaken in the local self government initiative.

An external evaluation conducted in 1996 of the USAID-funded health reform program
concluded that "there is a strong supporting relationship between the substantive reform of the
health care system and the overall success of the transition to market oriented, democratic
societies. . . Unless people believe that there is a continued commitment on the part of
government to maintain the social safety net, the overall transition could falter."

One of the deepest inefficiencies in the Kazakstan health system is the imbalance between

curative, hospital-based health system and primary headlth care. Already because of USAID
efforts, there has been a dramatic percent increase in family group practices in the health reform
sites. Today, approximately 56 (from a baseline of 0) such practices now have legal statusto
operate as independent health care providers in Zhezkazgan oblast. However, technical assistance
will be necessary to help these practices become financially and technically viable units within a
market oriented economy. Consumers now can choose the group practice that they want to join,
unlike under the old system in which the individuals were assigned to a particular catchment area.

Based on USAID technical assistance, a case-based hospital payment system has been introduced
in the pilot sites. As aresult, there has been a 20 percent reduction in the average length of
hospital stays. The savingsto the local health budget due to the decreased length of hospital stay
can be directed to primary health care facilities for preventive care. The new cost accounting data
analysis system introduced by USAID advisors also resulted in payment to health facilities on a
per case basis rather than on number of beds. This payment change has aready improved the
quality of care and resulted in budget savings at the national level.

Because of the breakup of the centralized pharmaceutical monopoly, private companies are now

importing and distributing 80 percent of the pharmaceuticals in Kazakstan. It isreported that
private retailers charge six percent lower than state-owned retail pharmacies for smilar medical
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supplies.

USAID will continue to support health financing schemes that contribute to long term financia
sustainability. It will aso continue to support decentralization of the health budget and to
establish primary health care units such as family group practices. In the next two years USAID
will complete the introduction of health reform in the two pilot areas and will expand the pilot to
selected regions. USAID will phase out external technical assistance while developing local
capacity to continue the health reform agenda in Kazakstan.

The housing and utility allowance program also represented a breakthrough in demonstrating the
effectiveness of targeted rather than general subsidies. In some cities, savings have been
estimated at over 50 percent. Budget savings of as much as 30 percent are possible in some local
communities as aresult of USAID supported approaches to targeted housing subsidies. These
activities will be continued and expanded under the Mission’ s objective for a more responsive and
accountable local government, SO 2.3.

USAID recognizes that resources to improve the sustainability of socia benefits are unlikely to be
achieved by any single donor. Thus, USAID will actively continue to leverage resources of other
donors, especialy the World Bank, to replicate pilot interventions on a national level.

D. Graduation and Sustainability
Mission expects that by the end of FY 2000, the following will have happened:

IR 3.2.2 Demonstration that health care and municipal services can be made availableon a
cost effective basis- The demonstration part of the reform model as described in the framework
will be completed for this IR for broader dissemination. Mission expects that the upcoming
World Bank Health sector loan will roll it out to additional oblasts and that work under the local
government objective, SO 2.3, will roll out successful municipal services pilots.

IR 3.2.1 Critical social benefits and service needs identified for vulnerable populations-
Mission does not expect this IR to be completed. 1n 1997, Mission expects to begin assessments
and studies to identify the nature off the problem and to develop interventions to target health
benefits to the vulnerable populations. Mission expects to implement a program on pilot basisin
1998, and expect to have the model completed for dissemination by 2001.

IR 3.2.3 Broad Dissemination of successful interventions- Mission expects that policy work

based on health reform experience will be completed for IR 3.2.2 by 2000. However, policies
related to the vulnerable population and their dissemination might need more time.
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KAZAKSTAN PERFORMANCE DATA: BASELINE, TARGETS, AND ACTUAL RESULTS

LEVEL RESULT STATEMENT PERFORMANCE INDICATOR DEFINITION AND UNIT OF BASELINE DATA TARGETSAND ACTUAL RESULTS
INDICATOR MEASUREMENT
1995 FY 1996 FY 1997 FY 1998 FY 1999 FY 2000
YEAR VALUE Target Actual Target Actual Target Actual Target Actual Target Actual Target Actual
SO032 Improved sustainability of social
benefits and services
Mission Reform strategiesin selected 1.# of programs Definition: Reform Programs=pilot projects 1994 0.00 NA NA 1 2 3 3
SO032 social sectors developed and introduced. to restructuring sector
implemented.
Unit: Number of oblast
2. Policiesfor Definition: Needed social sectors reforms NA NA NA NA 2 3 2 1 1
vulnerable populations identified, examined, and policies developed Housin Pension
introduced. in conjunction with counterparts for g reform
sustainable socia services policy
Unit: Number of new decrees or legislation
designed with counterparts at the national
level.
IR3.2.1 Critical socia benefitsand 1.Number of Definition: VVulnerable populations = 1994 0.00 0.00 0.00 1 1
services needs identified for evauations of needs for pensioners, women and children. Pensions
vulnerable populations vulnerable populations Needed social sectors reformsidentified,
examined, and policies developed in 2in
conjunction with counterparts. Hedlth: 3
Semi
Unit: Number of evaluation studies Zhez
2. Number of Definition: VVulnerable populations = 1994 0.00 NA NA Housin 0.00 1Zg
demonstration projects pensioners, women and children g
developed 1 Semi
Unit: Number of pilot programs developed
and implemented
IR NGO's providing sustainable 1. Number of grants Definition: Grants awarded to support social Seed Seed 0 TBD
3211 social services established. awarded. services. 15 50
Partner Partner 0
Unit: 1994 0.00 ship ship
1) # Counterpart NGO grants 6 6 0
Corp
Challe Challe
nge nge
10 9
2. Percent increasein Definition: Based on Counterpart Database,
NGOs providing on number of NGO sregistered as providing
sustainable social social services.
services.
Unit: Percent increase
Housing
Health (under IR 3.2.2)
NGO s
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LEVEL RESULT STATEMENT PERFORMANCE INDICATOR DEFINITION AND UNIT OF BASELINE DATA TARGETSAND ACTUAL RESULTS
INDICATOR MEASUREMENT
1995 FY 1996 FY 1997 FY 1998 FY 1999 FY 2000
YEAR VALUE Target Actual Target Actual Target Actual Target Actual Target Actual Target Actual
]
IR Housing allowances adjusted and | 1.# of regionswith Definition: A housing alowance program 94 0.00 1 1 5 86 8
3212 targeted programs. requires cities to calculate the space per
person or family unit that is sustainable,
determining how much of afamiliesincome
should be spent on housing, developing a
program for shifting funds from increased
utility charges to sustaining an allowance
program, establishing an office, advertising
services, receiving and processing
applicants.
Unit: Number of cities
IR Health subsides adjusted and 1.Develop modified Definition: Modified package = minimum 1996 NA NA NA No Rese Need Need
3213 targeted benefits package on basic services required. data arch iest pop. iest
pilot basis. % = number increase from 0. comp identi pop.
leted fied identi
Unit: Population identified as needy. fied
Demonstration that health care 1. # of independent Definition: Zhez: 10 Zhez:
IR3.2.2 and municipal services can be primary care practices Increase in number of primary care practices Zhez: complete
made available on acost effective | increased in actually staffed and providing servicesin 5 Semi: 15
basis. demonstration sites demonstration oblast 1994 0.00 4 0.00 20 50
Semi: Semi:
Unit: Number of primary care practices 46 Almaty:4 100 Compl
ete
Almaty:
8
2. Percentage of Definition: Z; 50%
population covered by Ratio of population in FGP service areas to Zhez: Z: 755
primary carein total population in demonstration area. 20 S: 30% complete
demonstration sites
Unit: Percentage Semi: Almaty: S: 60%
10 2%
New indicator A:
5%
3.National housing Definition: A national policy must specify 1994 No NA NA yes Yes
allowance policy the time frame and parameters for
introduced development of targeted housing assistance
Unit (v/n)
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LEVEL RESULT STATEMENT PERFORMANCE INDICATOR DEFINITION AND UNIT OF BASELINE DATA TARGETSAND ACTUAL RESULTS
INDICATOR MEASUREMENT
1995 FY 1996 FY 1997 FY 1998 FY 1999 FY 2000
YEAR VALUE Target Actual Target Actual Target Actual Target Actual Target Actual Target Actual
IR3221 Increased efficiency and 1. % health care Definition:
accountability of health system providers being Incentives based method = fee for service or 1994 0.00 0.00 0.00 Z; 0% 20% z. 4% Z: 60% comple 60%
contributing to amarket oriented reimbursed by capitation on case-based method. complete te
economy incentive-based method S 0% 10% S 20%
Unit: S: 40%
% of hospitals and outpatients care A: 50%
providers, public and privatein A: 75%
demonstration sites.
IR Increased Consumer Percent of people Definition: People choosing their primary
32211 participation in market based actively choosing their care provider 94 0% NA NA 0% 0% Z: Z:
human services delivery primary health care 50% 75%
provider Unit: % signed up of total populationin complete
demonstration sites S: 25% S: 75%
Almaty:
25%
IR Modern management techniques | 1. Increasein number of | Definition: 1)19%4 0% 0% 0% 1)Z: 1)z 1)z 1)Z:50 complete
32212 and clinical practices introduced health providers using 1) Health providersimplementing new 5% 10% 30% S40
modern mgmt. management information systems S 5% S 10% | S 20% A:75
techniques and clinical 2) Providers using modern tx protocols for A:50
practices infectious diseases 2)Z:
3) Providers using modern family planning 2)Z: 20%
practices 2)1994 2) 0% 0% 0% 2NA | 10% S 20%
4) Percent of hedlth facilities using drug 2) 0% S 10%
management information systems 3)Z
3z 40%
All above arein demonstration oblasts. 20% S: 20%
1994 0% 0% 0% 3)NA S 10%
Unit: 3)0% 4 Z:
1. Percent 4 Z: 50%
2. Percent 25%
3. Percent S: 50%
4z 4z S 25%
1994 0% 0% 4 Z: 50% A: 50%
S 0% 0% A: 25%
S 0% S: 50%
4. Percent
IR Shift from public to private 1) Percentage increase Definition:
3222 delivery of pharmaceuticals in private pharmacies 1. Increase in private pharmacies observed
including retail and over time (retail/wholesale)
wholesdle
2. Increase of market share (retail/wholesale)
of private sector companies. 1000/ 1300/700
500
Units: 1994 200/ 600/ 1000/ 1200/ complete
1) Number 100 300 500 80%/8 600 90%/90
2) Percent 0% %
12%/ 24%/ 50%/ 60%/
15% 45% 5% 70%
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LEVEL RESULT STATEMENT PERFORMANCE INDICATOR DEFINITION AND UNIT OF BASELINE DATA TARGETSAND ACTUAL RESULTS
INDICATOR MEASUREMENT
1995 FY 1996 FY 1997 FY 1998 FY 1999 FY 2000
YEAR VALUE Target Actual Target Actual Target Actual Target Actual Target Actual Target Actual
IR Shift from public to private 1. Competitive bidding Definition: A competitive bidding process
3223 ownership and maintenance of for housing involves the city defining what serviceisto
housing. maintenance services be privatized, setting base prices, advertising
introduced. in atransparent manner what will be the
bidding procedures, and following those
procedures in atransparent manner.
Unit: Number of cities
2
1994 0.00 NA NA 4 8
2. Housing Definition: Asthereisno condominiumlaw | 1994 0.00 10 10 50 500 100 3640 complete
Cooperatives formed in the CAR region, number of consumer
cooperatives organized for housing will be
tracked.
Unit: Number consumer cooperatives
IR Cost recovery methods of 1. % increasein city Definition: Based on city records of the fees Semi- Semi- 100% Semi- 0%
32231 charging for utilities introduced. revenue for water, gas, charged for non-protected consumers, there palitinsk palitins palitins
heat. should be increases year to year in the k k
charge. Petropav 100% Petrop
losk aviosk 650%
Unit: Percentage absol ute charge year to Petrop heat 263%
year changes Aktubin avlosk water 0%
k 100% gas
Taldy- Aktubi Aktubi | 8%
Korgan nk 100% nk 13%
100% heat No
water data
Taldy gas
Kor Taldy
100% Kor 213%
heat 233%
water 20%
gas
IR3.2.3. National legal and regulatory Government policy Definition: Number of decrees, laws, or 1994 NA 0.00 NA 0.00 NA 1 2 3 3
framework established for health endorsing new regulations requiring the use of techniques Decree anti-
and housing reforms. methodologies developed and tested on a pilot basis that are 437 - monopol
enacted nationally. dlowanc | y
es
Unit: Cumulative Number
(% of proposed policy accepted) #438
coops
Health Health
(25%) (50%)

117



LEVEL RESULT STATEMENT PERFORMANCE INDICATOR DEFINITION AND UNIT OF BASELINE DATA TARGETSAND ACTUAL RESULTS
INDICATOR MEASUREMENT
1995 FY 1996 FY 1997 FY 1998 FY 1999 FY 2000
YEAR VALUE Target Actual Target Actual Target Actual Target Actual Target Actual Target Actual
]
IR3.23.1 Policy based on informed Consistent dialogue Definition: Progress will be judged on how TBD 20f4
discussion with national policy many points out of a possible 4 have been
makers and public on accomplished. The proxy issueto be
health reform. monitored is reform and rationalization of
the health system.
Unit: See performance monitoring plan
IR3.23.2 Increased participation by other Successful pilot Definition: Other donorsinitiating and 1994 0.00 0.00 0.00 0.00 0.00 0.00 0.00 2
donors projectsrolled out by expanding AID roll out projects
other donors
Unit: Number of projectsinterventions
rolled out
IR3.233 Project products developed and Number o f] Definition: Prepare products and Videos: Video:
disseminated interventions]| disseminateto audiencesof policy makers, 4 8
disseminated health sector providers, and the public
Manuals:
Unit: 1) Number of products developed (ie 10
manuals and videos, etc)
2) How many units of products are
delivered, and disseminated.
Comments/Notes:
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Results Framework Narrative
Strategic Objective 3.2 “Improved Sustainability of Social Benefits and Services’
1. Transition Hypothesis and Underlying Rationale

The economic upheava of the transition from a centrally planned to a market economy in
Kazakstan has led to significant economic and social disruption throughout the country, with
many families suffering financia hardships. In particular, women, children and pensioners are
among the most vulnerable groups whose health and welfare have been negatively affected. A
key determinant of the overall success of the economic and political liberalization processin
Kazakstan, will be the ability of the government and the private sector to rationalize their social
sector. Kazakstan must develop efficient delivery systems for providing basic social services, and
to cushion these vulnerable groups from the negative short term effects of economic transition.

USAID/CAR recognizes the importance of providing efficient and effective social services while
structural changes in the economic and political sectors occur. To maximize limited resources,
USAID/CAR isfocusing on two social sector areas which we believe are critical to the well being
of the people and closely linked with the Mission’ s privatization and democratic strategic
objectives. Thisfocus means that, in Kazakstan, where the political and economic environment is
relatively supportive to structural changes, USAID has a broad based program in the health and
housing sectors, which can provide an example to countries moving more slowly towards
structural change.

The mgjor emphasis of USAID/CAR’s program in Kazakstan is to develop and implement reform
in the health and housing sectors.

In the health sector, the USAID program is demonstrating that quality health care can be made
available on a cost effective basis, providing services and benefits to those most in need.
USAID/CAR will actively disseminate the results of reform to influence government and donor
policies. To do so, the mission supports aternative health financing schemes that contribute to
long term sustainability. USAID/CAR also supports making pharmaceuticals available at lower
costs and supports the improvement of the overall effectiveness of the health service delivery
systems.

In housing, the focus is two-fold: the mission advocates provision and rationalization to stabilize
the housing stock. This includes private home ownership, reducing government responsibility for
mai ntenance and accurate metering of municipal utilities. Simultaneoudy with metering,
USAID/CAR supportsraising utilities to full cost-pricing and introducing targeted subsidies. An
added benefit of fee increases will be to provide city revenues for municipal utilities and other city
services, such as housing allowances.

Concerning the needs of vulnerable populations, USAID/CAR supports NGO initiatives to
provide innovative approaches and consumer advocacy for socia sector services. Across both
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sectors, USAID’ sfocus is on disseminating successful reform results in order to influence national
level policies and donor participation in the health and housing sectors. Broad acceptance of
reforms and commitment to their expanded implementation define successful achievement of the
SO.

2. Critical Assumptions
« Politically stabile government in place; and

» Cooperation and support of the relevant ministries in moving the reform and benefits programs
in the right direction.

3. Causal Linkages

USAID/CAR redlizes that sufficient resources to improve sustainability of social benefits and
services are unlikely to be approved by any one donor. USAID/CAR has decided to limit the
Mission objective for 3.2 to “Reform Strategies in selected socia sectors developed and
implemented.” The assumption isthat for long term sustainability, the current inefficient socia
sector needs to be reformed. Mission believes that this can be achieved in the next 2-5 years by
achieving the following intermediate results:

IR 3.2.2: Demonstration that quality health care and municipal services can be made
available on a cost-effective basis- Demonstrating cost effectiveness can be achieved through
progress in a number of areas. On the health side, these include decreasing public sector
responsibility and active participation by the private sector in providing services. Efficiency can
be achieved by diversifying the health care financing system, shifting the delivery of
pharmaceuticals from the public to the private sector, and introducing modern management and
business practices.

Accountability isincreased by al of the above as well as by increasing consumer participation in
the market based human service delivery. The assumption is that increased knowledge by the
consumers and participation will shape the market to be more responsive to consumer needs,
especialy as more people begin to pay for the services. On the housing side, techniques to
improve effectiveness include metering municipa utilities and introducing fees in order to fund
other services.

IR 3.2.1 - Meeting the needs of targeted vulnerable populations- USAID/CAR recognizes
that in order to provide certain benefits for the neediest populations while maintaining economic
viability, recipients must be accurately targeted and benefits adjusted appropriately. In addition,
the legal and regulatory framework supporting the provision of targeted benefits must be in place
and accurate information should be available to the public regarding benefits and availability.
USAID/CAR supports the NGO community to provide sustainable health and social servicesto
the vulnerable populations. Housing allowances are being adjusted and targeted on a pilot basis,
and a pilot program to adjust health subsidies for the neediest populations will be initiated.
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IR 3.2.3 - Influencing policy at the national level and leveraging donor resour ces-
USAID/CAR redizes that within its limited resources, it can initiate reform but not complete it. In
this regard, USAID/CAR actively works with policy makers and other donors for roll-out of the
Mission’s pilot efforts towards improving sustainability of socia benefits.
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A. Special Objectives

ASSISTANCE AREA

4.0

4.1 Special Initiatives
Health Earmarks

Improved Legal/judicial Processes

4.2 Cross- Cutting Programs
Eurasia Foundation

NIS Exchanges and Training



Cross Cutting and Other Initiatives
B. Problem Analysis
4.1 Special Initiatives

For the next severa years, USAID/CAR anticipates continuation of Congressional earmarksin the
following health areas. reproductive health, infectious decease, and medical partnerships. Inthe
past we have tried to integrate these earmarked programs into Strategic Objective 3.2 to support
reform of the health sector. However, given their narrow focus on specific interventions, the
Mission has determined that they are best placed under Special Objective 4.1. While supportive,
these activities are not critical to overall achievement of Social Sector Reform (SO 3.2). We will
continue to shape the earmarked programs to the extent possible, to contribute to the
sustainability of the social sector in general and the health reform agenda specifically.

IR 4.1.1. Reproductive Health- Under the reproductive health earmark, USAID will continue
to focus on improving the availability of and access to modern contraceptives. To do this, we
plan to continue support to the social marketing of contraceptives program and finance
reproductive health activities in health reform oblasts. When USAID initiated the Reproductive
Health Services Expansion Program in 1993, it was the only donor in country working on this
issue, while UNFPA supplied contraceptives. As other donors have become active in this area,
USAID is now able to concentrate on contraceptive social marketing, which contributes both to
USAID’s socia transition objectives and contributes in a sector specific area towards the
transition to a market economy.

Based on evaluation of the contraceptive social marketing program in Central Asia, USAID plans
to focus on the following aresas:

. Development of a contraceptive market size sufficient to ensure continued market growth
and sustained private industry interest in the market; and

. Improvements in distributor and pharmacy operational capabilities.

Depending on the level and duration of earmark funds, the Mission will consider complementary
activities including a Demographic and Health Survey in 1999, development of advocacy non-
governmental organizations (NGO'’s) in women'’s health, and general improvement of women’'s
health status.

IR 4.1.2 Medical Partnerships- USAID/CAR haslittle direct effect on the medical partnership
earmark. USAID looks forward to guiding further earmarks for partnerships in Kazakstan in
order to support the Mission’s overall strategy for the country and to support specific
components of the health reform agenda. Within this context, future medical partnerships should
be directed toward the areas of family practice, medical education, nursing education, and medical
protocols to improve the quality of care. This can best be accomplished by partnerships of health
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care educationa ingtitutions and associations specificaly in the family health, obstetrical,
pediatric, and pharmaceutical areas. Priority should be given to moving activities to reformed or
reform-oriented oblasts.

IR 4.1.3 Infectious Disease- Under the infectious disease earmark, USAID plans to focus on
public health priorities of prevention and control of infectious diseases such as tuberculosis and
sexually transmitted diseases (STDs). Within this framework technical assistance and training will
be provided to the Tuberculosis Institute and to the Ministry of Health (MOH) to strengthen their
diagnostic and management capabilities. Work will also continue with the State Epidemiology
Services (SES) to help them use case-based surveillance. More effective, efficient, and cost-
effective surveillance measures are essential to long-term sustainable services. We will aso
emphasi ze implementation monitoring of modern, newly-introduced immunization policies and
schedules. Support will be provided for regional approaches to control of communicable
diseases.

IR 4.1.4 Improved Legal and Judicial Process- At the present time, conditions do not warrant
the expenditure of sufficient resources to develop al the necessary and sufficient conditions for a
Rule of Law Objective to be successful. However, the opportunity exists to strengthen the
judiciary in ameaningful way, even without the other pieces of the strategy. The Embassy is very
supportive of thiswork. Therefore, USAID is funding assistance for the development of the
Kazakstan Bar Association and the Union of Judges of Kazakstan. These projects seek to
improve the public trust in the judiciary as afair place to resolve disputes and defend against
crimina charge. USAID seeks to integrate these activities into SO 2.1, Increased, Better-
Informed Citizens' Involvement in Political and Economic Decision Making, as much as possible.

For example, the bar association is encouraged to invite other NGOs to participate in their events,
and to be a conduct for the dissemination of draft legislation. The bar may aso send comments
on that legidation back to the parliament.

4.2 Cross-cutting Programs

IR 4.2.1 Eurasia Foundation- The Eurasia Foundation makes small grants on an on-going basis
which are directed to support the transition from centrally-planned to market economies,
encourage improvement of public service delivery and greater citizen involvement in civic
decision-making, and improve the flow of information available to citizens. An underlying theme
of many programs is improving management in indigenous organizations in the private, public, or
non- profit sectors. The priority areas for small grants are generally: business development,
business and management training, economics education and research, public administration and
local government reform, nongovernment organization development, rule of law, media, and
electronic communications.

IR 4.2.2 Participant Training- The NIS Global Training program continues to provide
important support for reform-minded Kazakstanis to obtain specific training in away that exposes
them first-hand to Western systems and methods. The training has proven to be especially
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effective in Kazakstan because it is strongly linked to the larger technical assistance effort and
because counterparts often come back with new ideas and views on how to do things differently
in Kazakstan. In more detail, this training program provided US short-term training for 173
officialsin 1996, bringing the total for Kazakstan since 1994 to 655. Another 80 US participants
aswell as 75 participants from third country training are planned for 1997; in-country training is
also planned for 1,000 individuals. Lower budget levels for training in coming years will mean
fewer participants, but all training will still be used to support the wider technical assistance effort.
Focus, however, will shift from preparing and persuading decision-makers to adopt policy
changes toward greater emphasis on implementing the policies at regional and local levels. This
effort benefits Kazakstanis at al levels by training qualified public officials who are able to
establish laws and regulations that are transparent and foster the growth of markets and
democratic governance.
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KAZAKSTAN PERFORMANCE DATA: BASELINE, TARGETS, AND ACTUAL RESULTS 1998

LEVEL RESULT PERFORMANCE INDICATOR DEFINITION BASELINE DATA TARGETSAND ACTUAL RESULTS
STATEME INDICATOR AND UNIT OF
NT MEASUREMENT 1995 FY 1996 FY 1997 FY 1998 FY 1999
YEAR VALUE Target Actual Target Actual | Target | Actua| Targe| Actual | Target | Actual
| t
SO 4.1
Mission Family 1. Decreasein Definition: Induced abortions | 1994 63.8 NA 54.9 NA 46.3 43 41 39
SO 4.1 Planning abortion rates per 1000 women ages 15 -49
Unit: General Abortion rate
IR 2.Increasein Couple | Definition: Couple Y ears of 1994 0.00 23840 21000 41900 29000 80000 compl
4.11. Yearsof Protection Protection isthe theoretical ete?
(CYP) number of couplesreceiving
contraceptive protection for a
year. It iscalculated using
contraceptive specific
denominators: 15 cycles of
oral contraceptives equalsone
CYP; 100 condoms equalsone
CYP; 4 doses of Depo-
Provera and six doses of
Noresterat equalsone CYP.
Unit: Couple Years
Protection
Health 3. Number of Definition: Number trained 1994 0.00 NA NA NA 151 301 173
Partnershi health providers by AIHA.
ps trained in %/gar
management and | ynit: Number date
clinical practices
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Unit: Percent of children
under 2 yearsold who have
completed primary
serieDiphtheriatheria,
Pertussis, and Tetanus (DPT)

A) MoH data
B) corrected toworld
standards.

51%

LEVEL RESULT PERFORMANCE INDICATOR DEFINITION BASELINE DATA TARGETSAND ACTUAL RESULTS
STATEME INDICATOR AND UNIT OF
NT MEASUREMENT 1995 FY 1996 FY 1997 FY 1998 FY 1999
YEAR VALUE Target Actual Target Actual | Target | Actua | Targe| Actual | Target | Actual
| t
Infectious | 4. Percent of Definition: Increase in 1994 0% 0% 0% 50% 100% | compl
Disease i ’
oblasts using the number of oblasts ete
modern using computer-based
approaches to applications for case
disease specific diseases
surveillance
5. Decreasein Definition: Improve and 1994 NA na A) - 95% 95% compl
vaccine preventable | maintain the vaccine coverage 93% ete
diseases for children under 2, using
DPT asa proxy. B)
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Part 111: Resour ce Requirementsto beinserted here.
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