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EXECUTIVE SUMMARY 
Central Asia Invest is an initiative within the European Commission’s overall strategy to support EU – Asian co – operation, designed to establish and consolidate bonds between European and Central Asian Business Intermediary Organizations (BIOs) in order to facilitate the transition towards a market economy. 
Business Intermediary Organisations can play a key role in the reform process towards a market economy, contributing to civil society development and to the creation of new employment opportunities and income. Among the Central Asian Countries, Kazakhstan has shown significant development and business potential based on Textile and Clothing (T&C) sectors, thus underlining that it is a sector that could become a viable entry point for economic growth.
A. COUNTRY PROFILE

With more than 2,7 Mio. km² Kazakhstan is the ninth largest country on earth. Situated in the heart of Eurasia, 44% of its surface is covered by the steppes and desert with the mountains of the Tien Shan towering above 7 010 m in the south-east. With approx 15 million inhabitants and 5,57 inhabitants per square kilometer, Kazakhstan has one of the lowest population densities in the world
.
· Socio – demographic indicators (populations, largest cities, age structure of population, etc.) 

Constitutional framework
The Republic of Kazakhstan is a unitary state with presidential form of government. The President of the Republic of Kazakhstan is head of state, its highest official determining the main directions of domestic and foreign policies of the state and representing Kazakhstan within the country and in international relations.
Territory
2, 724, 900 sq. km (1 052 085 sq. miles) - 9th largest country in the world - 2nd place in the territory among the CIS countries

Population:

15,522,373 (July 2011 est.)

Major cities - population:

Almaty 1.383 million; ASTANA (capital) 650,000 (2009)

Nationality:

Noun: Kazakhstani(s)

Adjective: Kazakhstani

Ethnic groups:

Kazakh (Qazaq) 53.4%, Russian 30%, Ukrainian 3.7%, Uzbek 2.5%, German 2.4%, Tatar 1.7%, Uighur 1.4%, other 4.9% (1999 census)

Religions:

Muslim 47%, Russian Orthodox 44%, Protestant 2%, other 7%

Languages:

Kazakh (Qazaq, state language) 64.4%, Russian (official, used in everyday business, designated the "language of interethnic communication") 95% (2001 est.)
· Macroeconomic indicators (GDP, inflation, employment, unemployment, investments, purchase power, etc) ;

Economy - overview
:
Kazakhstan, geographically the largest of the former Soviet republics, excluding Russia, possesses enormous fossil fuel reserves and plentiful supplies of other minerals and metals, such as uranium, copper, and zinc. It also has a large agricultural sector featuring livestock and grain. In recent years Kazakhstan has enjoyed considerable economic growth averaging 9,3%. Kazakhstan is therefore an example of an emerging economy in central Asia and is leaving all other countries in this region far behind. While the global financial crisis took a significant toll on Kazakhstan's economy, it has rebounded well. In response to the crisis, Kazakhstan's government devalued the tenge (Kazakhstan's currency) to stabilize market pressures and injected $19 billion in economic stimulus. Rising commodity prices have helped revive Kazakhstan's economy, which registered 7% growth in 2010. 

· Key macroeconomic indicators

GDP
Kazakhstan's GDP is growing at a steady pace. Since early 2010 Kazakhstan’s economy development has demonstrated positive growth dynamics. The GDP in the third quarter of 2010 was 14.25 bln Tenge, and in comparison to the corresponding period of the previous year it has increased by 7,5% in real terms. The proportions of goods and services production in GDP in this period were 40,5% and 56,8% correspondingly. The major part in GDP production was worked out by industry – 32,2%
Inflation rate

The average annual inflation rate in 2010 was 7,1%, i.e. decreased by 0.2 percentage points compared with last year (7.3%).

Unemployment rate

The unemployment rate in Kazakhstan in the III-rd quarter of 2010 amounted to 5,6%, i.e. decreased by 0.7 percentage points compared with the III-rd quarter 2009 (6.3%).

· Human Resources

According to data of the Agency of the Republic of Kazakhstan on statistics, in the 2010 economically active population of the RK is 8 610 700 people, 63% out of them (5 409 400 people) are employees, 31% (2 704 800 people) are self-employed and 5,8% (496 500 people) are unemployed.

· Political Environment
Kazakhstan is a Constitutional Republic, with an authoritarian presidential rule. 
The legal system is based on a combination of Islamic and Roman law and Kazakhstan has not accepted the ICJ jurisdiction
· Consumer Ethics  

While urban population growth is expected to remain stable at around 0.9%-1.0% a year in the coming decade, the net outflows from rural areas are expected to catch up with population growth and reverse it by the year 2015. By 2020, around 60% of the country's population will be living in cities. Urban Kazakh consumers increasingly indulge in shopping as a recreational activity, aided by the construction of numerous contemporary shopping malls and the growing number of high street boutiques.  However, shopping for clothing is slowly moving out of the open air markets and into branded shops and shopping malls. However, boutiques and shopping centers are still seen as affordable mainly for the more affluent. 
B. ANALYSIS OF STRENGTHS AND WEAKNESSES – SWOT ANALYSIS 

There are favourable factors and prerequisites (strengths) fro the successful light industry development in Kazakhstan: manufacture of natural primary materials – cotton hair (130-170 kilotons annually), wool (20-30 kilotons annually) and over 7,5 mln units of rawhide; possibility to export fabric and yarn, clothes to global goods markets where there is a demand for the mentioned products. 

The SWOT – analysis of a condition of light industry in Republic Kazakhstan is presented in the below table:
	Strengths:
· availability of raw materials

· proximity to major markets (Russia, China, India)

· increasing demand on domestic and international markets

· availability of transport and energy infrastructure

· availability of production capabilities

· relatively cheap labour force (south)
	Weaknesses:
· poor quality of wool and hides

· low level of competitiveness

· lack of investments into industry

· high share of exports of goods with low added value

· lack of domestic brands

· lack of qualified personnel

· significant depreciation of fixed assets

	Opportunities:

· expansion of the market due to entry into the EurAsEC

· development of industries of  raw materials processing (cotton, wool, leather)

· development of tolling manufacture

· transfer of technologies through the organization of manufacturing using the experience of the technological leaders

	Threats:

· the level of manufacturing domestic products is below the threshold level of economic security

· lack of investments into the sector

· strengthening of the expansion of smuggling and counterfeit goods

· high competition with the world leaders


C. TEXTILE  & CLOTHING SECTORS ANALYSIS

C.1 SUB SECTOR TEXTILE

The textile industry is an important industrial sector in the EU economy, which predominantly consists of SMEs and which currently faces a serious challenge due to the phasing out of import quotas, resulting in accelerating textile imports from China at all stages of textile production (fibres, yarns, intermediates, articles). 
The textile industry of Kazakhstan has gone through a process of sharp retrenchment over the past decade. Today Kazakhstan has entered into the period of stable economic growth. The economy is on the threshold of large projects and of qualitatively new stage of social and economic development, the perspective goal of which is the integration of Kazakhstan into the free market zone. And textile industry appears as one of important industries having competitive advantages. 

Today Kazakhstan has entered into the period of stable economic growth. The economy is on the threshold of large projects and of qualitatively new stage of social and economic development, the perspective goal of which is the integration of Kazakhstan into the free market zone. And textile industry appears as one of important industries having competitive advantages. Textile industry and cotton manufacture are the principal branches for both developed and developing countries. At present time, a situation has been established in the world textile market when textile industry manufactures moves from Europe to Asian countries. 
Textile and light industry is one of the main branches of the economy, providing important share of budget revenues in many countries. The share of these branches in total production volume of industrial products in the developed countries including Germany, France, USA makes 6-8%, in Italy - 12%. This allows the countries to form national budget up to 20% due to assignments from the textile branch and clothes production, to provide 75-85% of domestic market with products of home manufacture. In the industry there are practically no large companies that are involved into market research activity. 
Table: Textile products output in the Republic of Kazakhstan
	Porduct list
	2006 
	2007
	2008
	2009

	Textile products manufacture 
	39,6
	28,5
	24,7
	13,5

	Wool yarn not prepacked for retail sales, tn
	195,0
	148,0
	79,0
	134,0

	Cotton yarn not prepacked for retail sales, tn
	13391,0
	11578,0
	12661,0
	8679,0

	Fabric, thousand sq.m.
	56459,6
	43325,3
	43479,6
	35490,9

	including
	 
	 
	 
	 

	Cotton fabric, thousand sq.m.
	47639,0
	42423,3
	42013,9
	35335,4

	Fabric made of synhtetic and artificial complex fibres, thousand sq.m.
	8705,9
	32,2
	57,0
	-

	Wool fabric, thousand sq.m.
	110,1
	74,5
	75,7
	155,5

	Pile fabric, terry cloth, other specialized fabric, thousand sq.m.
	4,6
	365,0
	994,0
	-

	Finished textile goods, thousand items
	44761,8
	84580,5
	69871,1
	79591,4

	Bed linen, thousand items
	1608,8
	1177,7
	1251,5
	1454,2

	Carpets, thousand sq.m.
	101,5
	36,1
	2,0
	2,0

	Non-woven materials and products, thousand sq.m.
	1484,3
	1237,8
	1291,1
	1178,1


According to Statistics Agency of the Republic of Kazakhstan 
Light industry of any country is one of the major multi-industry and attractive for innovations sector of the economy. By level of consumption light industry goods are next to food commodities industry, which determines its significance. Considering the fact that light industry is connected with the agricultural sector, its development will contribute significantly to the reconstruction and development of the most important areas of agriculture, thus increasing the consumer demand within the country and local market capacity.
In spite of the existing problems, Kazakh textile industry still has a large potential for successful development, taking into account the lower production costs, vicinity to the raw material and to potential outlets of manufactured products. Textile sector of industry is divided into spinning, weaving and finishing production.  As of 1 January 2010, there were 497 enterprises registered in the textile industry of the Republic, 155 of them actively operating, including 12 large, 24 middle and 119 small enterprises with 7200 employees.

Traditionally, cotton is cultivated in South Kazakhstan Region (SKR), for this reason the main cotton processing enterprises are concentrated here; besides, among natural textile fibres ginned-cotton makes the largest group in terms of output volumes in the country.  Presently, the largest enterprises of textile industry include the Corporation «Textiles.kz» (JSC «Yuteks»/JSC «Melanzh»), LLC «South Textiline.kz» (SKR), that annualy process 18,8 kilotons of cotton hair.   

The companies use advances factory facilities of famous firms «Rieter», «Benninger», «LTG Air Engineering» (Switzerland); «Dornier», «Thies Monforts» (Germany), «Savio» (Italy), and manufacture competitive products, including 100% knitting-cotton, cotton fabric using domestic primary materials. 

The major part of unwashed wool is exported to Russia, China and Turkey yearly. Large wool consumers have ceased their operations. A significant share of the industry’s export pattern in the total exports volume is raw commodities export of the mining industry – 70,6%, 64,8% of which are crude oil and natural gas exports. Secondary production’s export part is 26,8%, the largest ratio - 14,9% - is metallurgical industry exports. 

Currently, over 35% of secondary production volumes fall at metallurgy. 30% of global deposits of chrome ore, 25% of manganese ore, 10% of iron ore are concentrated in Kazakhstan’s mineral resources. Deposits of plum bum, copper and zinc make accordingly 10% and 13% of global resources. For titanium production the republic ranks 3rd in the world, zinc – 7th, plum bum – 8th, iron ore – 13th, copper – 15th, steel – 35th. One of the major factors of secondary production growth is implementation of the adopted State Programme on Kazakhstan’s economy forced industrial-innovative development for 2010-2014. 

Textile and clothing industry specific weight in Kazakhstan in total gross output is 0,4%, in industrial production volume – 1,3%, in the processing industry volume – 3,1%. In such developed countries as Germany, France and USA, textile and light industry share in the industrial production volume is equal 6-8%, in Italy – 12%. It gives them possibility to organize 20% of budget as well as provide internal market replenishment on 75-85% with goods of own production. 

70 – 80% of Kazakhstan textile and light industry enterprises work on clothes market, mainly addressing its assortment for the power structures needs. Domestic manufacturers are forced to move to the narrow specialization due to unequal conditions (custom, tax) to participate in the competitive fight at the country domestic market. 

In general, 56% of the companies are concentrated in Almaty, Almaty and South Kazakhstan regions. In particular, Kazakhstan is still not provided enough with cotton and woollen fabrics, leather shoes and own knitted goods. The needs of the population in garment and knitwear are mainly met by means of import. Light industry companies produce more than 2000 items. The choice of final goods is updated annually considering the requirements of government order and changes in the consumer market.

In Kazakhstan there are no essential types of manufacturing: the production of yarn for knitwear, woollen and worsted cloths for clothing, lining and blended fabrics, sewing threads, zippers, auxiliary materials, insulation, etc. Therefore, companies have to import almost all range of these goods which leads to increased production costs. 
Kazakhstan’s progress in recent years in reforming its legal and regulatory environment is evident, though the investor community expects further reforms. In particular, 53% of respondents felt that the level of legal and regulatory transparency and stability remains unattractive. 
Reasons given included: 
· Insufficient assessment of the future impact, when introducing new laws and regulations. 
· Inconsistency of application of the law. 
· Lack of business-like approach in some of the law enforcement agencies’ operations. 
Perceived deterioration

Sixteen percent of respondents feel that the investment climate has deteriorated over recent years (44% of surveyed investors in Kazakhstan; 9% of surveyed investors outside of the country). Areas where there has been decline include:
· Administrative bureaucratic burden has increased, 
· The inspections system is inconsistent with a market economy; 
· The rapid pace of legislative change does not allow the business community sufficient time to consider the impact of proposed changes on their interests and the interests of other stakeholders. 
· The removal of fiscal stability from petroleum contracts has sent a negative signal to investors.

· Some investors reported that they still had concerns about corruption (assessing whether such concerns are justified is beyond the scope of this survey. 
· Concerns about apparent tensions among influential groups and individuals.

In Kazakhstan, the educational function, serving the textile, knitting, garment, footwear, fur and leather sub-sectors. The increasing number of educational institutions raises concerns about lowering the quality of education. The curriculum needs to be linked to the market to ensure it delivers the required set of knowledge and skills for future employment of students and their successful professional growth. 
In the textile branch of industry there is a number of the unresolved problems that T&C manufacturers are facing with, such as (a) A lack of access to capital, (b) A lack of skilled manpower due to the poor quality of specialist training, (c) The absence of necessary standards and a quality management system; (d) Poor infrastructure in terms of upgrading of technical equipment and the lack of facilities for machinery construction; (e) Government controls with regard to the redistribution of VAT between farmers and processing plants, inadequate regulations and inefficient enforcement of laws, and a lack of incentives for exporting companies; (f) Related problems such as unstable prices for raw materials (cotton), dependency on world prices, poor quality of raw materials (cotton seeds)and an absence of import barriers.

Light industry companies can improve the competitiveness of their products based on innovations. In order to increase customer loyalty, efforts on promoting "Kazakhstan" brand should be intensified in local and foreign markets, in CIS and foreign countries. Kazakhstan has the potential not only to rollback in production level of the light industry, but to create new plant facilities with high added value. 

There are favourable factors and prerequisites (strengths) fro the successful light industry development in Kazakhstan: manufacture of natural primary materials – cotton hair (130-170 kilotons annually), wool (20-30 kilotons annually) and over 7,5 mln units of rawhide; possibility to export fabric and  yarn, clothes to global goods markets where there is a demand for the mentioned products. 

C.2 SUB SECTOR CLOTHING

Sewing industry includes production of workwear, overclothes, underwear, other clothes and accessories, furs, knitwear, and hosiery.
On 1 February 2003 there were 137 firms registered in this sector, of which 130 were small, six were medium-sized and one was large. Only one firm (a small one) is in state ownership. Fourteen small leather and footwear companies are foreign owned as is one medium-sized leather and Footwear Company. 
As of 1 January 2010, there were 952 enterprises registered in the sewing industry, 329 of them actively operating, including 4 large, 29 middle and 296 small enterprises with 5600 employees. Production of leather, leather products and footwear includes the production of marketable leather, fur products and shoes. One hundred forty two enterprises that produce leather, leather products and shoes were registered as of January 1, 2010. 
 Out of this number forty two enterprises are operating, including one big, seven medium-sized and thirty four small-sized enterprises where nine hundred employees work.

Table: Volume of leather, leather products and footwear in the Republic of Kazakhstan

	Name of product
	2006
	2007
	2008
	2009

	Manufacture of leather and associated products bln. tenge 
	2,1
	2,6
	3,0
	2,8

	Fur skins, tanned or dressed thous.sq. d. 
	1528,9
	2420,7
	2404,0
	1761,6

	Leather of cattlehide or equidae without hair-coat, thous.sq. d.
	115401,2
	202728,3
	286731,1
	244976,0

	Leather of sheep, goat or pork without hair, thous.sq. d.
	1079,4
	295,6
	754,3
	249,0

	Trunks, suitcases, bags, briefcases and similar products, other leather products , thous. tenge
	9358
	10065
	9146
	15184

	Footwear, excluding sportswear, protective footwear, orthopedic footwear, thous. pairs 
	780,7
	1107,5
	1213,1
	719,2

	including
	 
	 
	 
	 

	Footwear with outer soles and uppers of rubber or polymer materials, except waterproof footwear, thous. pairs
	460,4
	590,9
	676,7
	91,6

	footwear with uppers of leather, except sports footwear, footwear with protective metal toe-cap and different special shoes ,  thous. pairs
	314,4
	508,4
	531,7
	622,8


  According to statistical data of the Republic of Kazakhstan 
Тable: Sewing products output in the Republic of Kazakhstan
	Product list
	2006
	2007
	2008
	2009

	Clouthes output, bln Tenge
	-
	-
	9,6
	11,7

	Knitted stockings and socks for women, thosand pairs 
	17,8
	10,0
	12,6
	5,6

	Knitted socks, hand or machine knitting, thousand pairs 
	2348,7
	1911,1
	1846,5
	1233,5

	Knitted sweaters, pullovers, cardigans,  waistcoats, etc., hand or machine knitting,  items
	146293,0
	206662,0
	222715,0
	98409,0

	Knitted overclothes,  hand or machine knitting, items
	27182,0
	17385,0
	17841,0
	32538,0

	Other overclothes (excluding knitted) for men and boys, items 
	155658,0
	166606,0
	179846,0
	158123,0

	Other overclothes (excluding knitted) for women and girls, items.
	371647,0
	150481,0
	159885,0
	161460,0

	Knitted underwear, hand or machine knitting, thousand items
	39,9
	49,2
	55,4
	99,1

	Clothes for babies, other clothes, knitted accessories and details of clothes, hand or machine knitting, thousand items
	42197,0
	27530,0
	37146,0
	47338,0

	Tracksuits, ski suits and swinwear; other knitted clothes, thousand items 
	80,4
	78,7
	1,4
	93,2

	Clothes for babies, other clothes, accessories and details of clothes, excluding knitted, thousand items
	1994161,0
	1924546,0
	1921585,0
	2295128,0


According to Statistics Agency of the Republic of Kazakhstan 
The major enterprises on leather, leather products and shoes production are: LLC “Semipalatinsk fur factory”, LLC “Tynys-V” (VKO), LLC “Rudensk leather plant” (Kostanaysk region), LLC “Petropavlovsk tannery plant”, LLC “TarazKozhObuv” (Zhambylsk region), LLC “Gekko” (Almaty).

System researches of domestic and foreign markets, as a rule, are not carried out, mostly information from available Internet resources and observation data of the staff is used. Not all enterprises have registered trademarks and virtually they don’t have information on trademarks registration order abroad. 
Enterprises have a brief experience in exhibition activities organization and merchandising. Enterprises pay little attention to the possibilities of web-sites use. One of the reasons is the limited information and skills in the sphere of e-commerce. 

Today country’s textile and clothing industry covers only 1-8% of domestic market demand. Kazakhstan textile fabric market volume could be valuated in 841,8 mln.m2. 
Republic of Kazakhstan textile fabric market potential valuation

[image: image6.png]Fabrics types Rational norm on 1 per |  Market potential Average cost, | Market potential
head consumption volume in natural Tenge/m? volume in value
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cotton 39,5 590576,4 215 126973,9
wollen 3,2 47844,16 680 32534,0
silk 9,7 145027,6 154 22334,3
plain-woven fabric 3,9 58310,07 450 26239,5
Total - 841758,23 - 208081,7





At present, constructors develop new models at light industry enterprises. Not all enterprises have the departments of new products development with designers experienced in fashion sphere. Investments in R&D are not, virtually, planned. 
According to the experts, expenditures for one brand development and promotion at the market of Kazakhstan are to be not less than USD 3-8 thousand a month. 

Kazakhstan’s progress in recent years in reforming its legal and regulatory environment is evident, though the investor community expects further reforms. In particular, 53% of respondents felt that the level of legal and regulatory transparency and stability remains unattractive. 
Competitiveness of wool in relation to other textile fibres significantly strengthened its positions in the recent period. It became possible because of the raising prices for raw materials of petroleum origin, such as acrylic, polyester, and the prices for these materials will continue rising. 
The Association of light industry enterprises of the Republic of Kazakhstan considers that the fashion industry just starts its development in Kazakhstan. For the time being, the share of textile industry goods makes up 1% in the external turnover. Textile and garment industry of the Republic of Kazakhstan covers up to 8% of domestic market demands, footwear industry – up to 1%. While for the formation of economic security in the country the volume of domestic production is to meet at least 30% of domestic demand. 

One of the main reasons of production decline in the light industry is the destruction of distribution network, failure in the interaction between production, wholesale and retail. Domestic products sales are insignificant due to poor awareness of citizens. Some of them don’t know about the existence of Kazakhstan enterprises that are specialized in garment and footwear production; others have in their heads the image of domestic textile – gray, dull, mass even if it is good (stereotype handed down since the Soviet times); others know and want to buy but toss in a search. 

In the textile branch of industry there is a number of the unresolved problems that T&C manufacturers are facing with:
A lack of access to capital / A lack of skilled manpower due to the poor quality of specialist training / The absence of necessary standards and a quality management system / Poor infrastructure in terms of upgrading of technical equipment and the lack of facilities for machinery construction / Government controls with regard to the redistribution of VAT between farmers and processing plants / Related problems such as unstable prices for raw materials (cotton);
It is necessary to have a close cooperation with international organizations on entrepreneurship development in the fashion industry in Kazakhstan. 

One of the potential threats to the future growth is a lack of qualified personnel and relatively high cost of payment of experienced staff.  At present, there are a small number of students enrolled in engineering and technical direction in higher and secondary special educational institutions; moreover the level of training is rather poor because the equipment that is used in the process of training is obsolete.  

The increasing number of educational institutions raises concerns about lowering the quality of education. The curriculum needs to be linked to the market to ensure it delivers the required set of knowledge and skills for future employment of students and their successful professional growth.
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