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1 Major Conclusions 
To establish a powerful financial centre is one of the key conditions to ensure further economic growth of the Republic of Kazakhstan and strengthening its economic and political presence in the Central Asian region and as a part of the Eurasian Economic Union (EAEU). 

The Republic of Kazakhstan has all necessary internal and external competitive edges (geographical location, economic and political stability, favourable tax climate, significant public funds available for external management, EAEU decision to form a uniform financial regulator in Kazakhstan), which can be used to establish Astana International Financial Centre (hereinafter, the “Centre” or AIFC) in the mid-term. 

Establishment of such Centre in Kazakhstan as a key financial centre for the Central Asian region and EAEU is practical as the current objectives aimed, first of all, at the creation of a powerful local financial sector and capital markets commensurate with the scale of the national economy of the Republic of Kazakhstan, are addressed. 
The main vector of the Centre establishment is directed from a local centre to the international one: Astana should first become a full-scale local financial centre (similar to Istanbul, Abu Dhabi, Sao Paulo), which pools the interests of local investors and issuers and supplements (makes an alternative to) the domestic banking sector. Once such a framework is created, the local centre should transform into an international centre (similar to Dubai, Singapore, Hong Kong) oriented at the needs and interests of the wider region. The target audience for AIFC operations and development includes the Central Asian countries, the Caucasus Republics, EAEU, countries of the Middle East and Europe.
Implementation of the Action Plan will have a direct effect of about 1% increase in the non-hydrocarbon gross domestic product (hereinafter, “GDP”) annually until 2025 (this result is close to that of Dubai during the first 10 years after establishment of Dubai International Financial Centre (hereinafter, “DIFC”), or about USD 13.4 billion of absolute cumulative increment in GDP over the period from 2015 to 2025. An additional effect from AIFC establishment will be achieved through the GDP accelerated growth by 1% per year in average, due to inflow of foreign direct investments to Kazakhstan’s capital markets, implementation of new economically sound projects and labour productivity growth. Total cumulative effect from establishment of the Centre, given the direct and indirect impact on GDP, as well as the regional expansion of the Centre, may amount to about USD 40 billion over the period from 2015 to 2025. Moreover, implementation of the concept of the Centre will enable creating more than 2 thousand of highly skilled jobs of international level in Astana.

The Action Plan for AIFC development will be implemented on the basis of two strategic directions:

1. Capital markets. Formation of the liquid capital markets in Kazakhstan will attract more foreign investments and accelerate growth of the national economy. Capital market development will be a meaningful alternative to the banking system and allow mobilizing free cash resources of the country and region in the interests of the market players and for the needs of the national economy;

2. Asset management. Development of the local market and expertise in the area of asset management will enable laying the foundation for development of Kazakhstan’s capital markets due to possible use of resources of the national funds (primarily the National Fund of the Republic of Kazakhstan and Unified Accumulation Pension Fund) for allocation of the leading international asset management companies in the territory of AIFC.

Positioning of Astana as the key financial centre of the region shall be achieved through implementation of two additional strategic directions:

3. Wealth Management for net worth individuals (private banking) will be developed in conjunction with the “asset management” strategic direction in terms of both the services provided to the net worth individuals (affluent segment) and management of repatriated funds
 and borrowed funds on the part of the affluent citizens from the neighbouring countries.
4. Islamic Finance shall be developed on the independent basis as the alternative to traditional retail banking services and a separate direction in development of the capital market. Development of this direction shall require a special legal regulation and management in accordance with the principles of Islamic Finance.

Creating a favourable business environment is a key direction in development of AIFC, which ensures successful implementation of all above-mentioned directions, and covers the following areas:

1) Legal regulation: protection of the legitimate interests of AIFC residents to ensure that AIFC has been established and is operating based on the standards characteristic of the world leading financial centres and on the principles and norms of the English law, using the English language in AIFC for the record management, including legal proceedings;

2) Market and information and telecommunication (“IT”) infrastructure: to provide the market participants with stable communication channels, technologically advanced financial infrastructure and online access to the trading systems for individuals; 
3) Human capital: to create the organizational and legal framework for free movement of highly qualified personnel in order to engage the best international experts in the area of finance and develop and implement the specialised educational programs and standards for the formation of the local expertise in the area of finance;

4) Internal and external logistics: to improve AIFC transport accessibility in relation to the major financial centres and regions;

5) Municipal and social infrastructure: to build the social infrastructure that meets international standards and satisfies the modern living conditions of highly skilled specialists (including foreign specialists) and their families (kindergartens, schools, hospitals, etc.), and to modernise the urban recreation areas and tourism infrastructure (recreation centres, sports and entertainment facilities, shopping malls, etc.)

The success of implementation of the Action Plan for AIFC development as a priority project of national significance directly depends on the well-coordinated actions of the key stakeholders - the Government of the Republic of Kazakhstan, Akimat of Astana and the National Bank of Kazakhstan (hereinafter, the “NB”). These public authorities shall be fully involved in the implementation of the Action Plan and provide full support to its development.

Based upon the foregoing, implementation of the Action Plan for AIFC Establishment and Development involves the transformation of a wide range of institutions and processes. The transformation (as distinct from the evolutionary process) is practicable only subject to comprehensive support of the initiatives on the part of the government and availability of a well-defined mechanism to monitoring the implementation thereof. The most important factor to ensure successful implementation of the Action Plan for AIFC Establishment and Development is to perform the following actions in a package, across the entire spectrum of the action plan, and not on a selective basis, or separately.

2 Keynote Report 
2.1 Vision (Mission) and Directions in Development of Astana International Financial Centre 
AIFC vision (mission) consisting of three main elements has been developed based on the current regional and domestic economic situation:

1) Establishing as a major financial centre for Central Asian countries, the Caucasus Republics, EAEU, the states of Middle East and Europe: it is necessary to employ the favourable internal and external conditions to attract domestic, regional and international investments in the national economy, and the economy of neighbouring countries using the liquid capital markets located in AIFC;

2) Formation of financial expertise and deep regional expertise in asset management (including private banking) and Islamic Finance;

3) Engagement of highly skilled specialists in finance and personnel for support services to work and live permanently in the city of Astana.

AIFC implies a special legal regime that governs relationship of AIFC participants and stakeholders and is aimed at the development of the financial market of the Republic of Kazakhstan.

At the initial stage AIFC will develop as a part of two key strategic directions - capital markets and asset management:
1) Development of Kazakhstan’s capital markets is a strategic direction and its successful implementation is crucial for AIFC. It will be supported by increasing liquidity in the Kazakhstani capital markets and through the systemic measures for promotion of supply (issue of the government securities) and stimulation of demand (local, localised and international management companies, development of the retail segment of asset management through implementation of systemic measures to improve the financial literacy in the Republic of Kazakhstan) in Kazakhstan’s capital markets; 
2) Development of the market and local expertise in asset management is another important strategic direction for AIFC as there are significant asset
 concentrated in the state funds of the Republic of Kazakhstan.
 These assets can be used to stimulate the influx and localisation of the leading international management companies that will act, in the mid-term, as the catalysts for strengthening the internal expertise of local players in asset management.  

It should be noted that development of this strategic direction depends directly on development of the local capital markets in the Republic of Kazakhstan, and primarily, on the growth in the number of assets attractive for investments in Kazakhstan’s markets, and at the expense of multiple increase in turnover and liquidity in Kazakhstan’s markets. 
Two additional strategic directions have a high potential in supporting AIFC development (in spite of the lower economic effect as compared with the key strategic directions outlined above):

1) Wealth management of net worth individuals (hereinafter, “Private Banking”) will be developed as one of the key directions of the domestic and international asset management markets. The growth of this direction shall be achieved through the use of private banking as a supplementary business niche by the localised external management companies; 

2) Islamic Finance market in the Republic of Kazakhstan will be established through stimulating the demand (to consider the possibility of hiring by the government and/or national companies and/or private companies of an international marketing agency, whose work will be aimed at providing market analysis and raising awareness of the banking products, which comply with the principles of Islamic Finance) and formation of an appropriate supply (issue of the government sukuk, attraction and localisation of international banks specialising in Islamic Finance, promotion of domestic banks to issue the Islamic Finance products).

The Action Plan and Vision of AIFC will be implemented in four stages.

Stage 1 - a local centre of expertise: to develop the internationally recognised standards of the financial centre functioning and restore the local players’ confidence in the local capital markets;

Stage 2 - a local market of financial intermediation: to get the regional and international financial institutions interested in AIFC by encouraging the local placement of internal assets attractive for investment, stimulation of capital raising through Kazakhstan’s market, and attraction and maintaining liquidity in the Kazakhstan’s capital markets;
Stage 3 - a local financial centre: to use in full the capital markets to meet the demand for capital of the domestic participants of the financial sector; 

Step 4 - an international financial centre: to use the capacity of the regions of Central Asia, Caucasus, EAEU, Middle East and Europe for attraction of foreign investments to the region through focus on the capital markets of AIFC to generate additional sources of revenues for the national economy.

AIFC will develop organically, under the influence of market factors, as well as under the influence of the state, in those areas, which require an accelerated growth, and will supplement the banking segment of the financial market through providing the additional alternative sources of access and instruments of business financing. Thus, AIFC will become a key driver of the growth for the entire financial sector of the Republic of Kazakhstan, by stimulating and accelerating the rate and scale of the national economy growth.

In addition, it should be noted that implementation of the Action Plan for AIFC Establishment and Development will have a synergistic effect on development of Almaty through opening additional opportunities for Kazakhstan to raise financing and thorough additional influx to the country of the qualified foreign personnel specialising in the financial services. Therefore, by analogy, development of New York as a financial centre of the USA, has a positive impact on development of the whole country and resident companies, e.g., those located in the capital city of Washington, which get access to the markets and services in one centre, where all necessary expertise and infrastructure base is concentrated (expertise concentration factor is an important success factor in the financial centres).

The Republic of Kazakhstan has a unique set of external factors (geopolitical location) and internal factors (political stability, favourable tax climate) for growth due to positioning of Astana as a major financial centre for the region of Central Asia, Caucasus and Middle East and Europe. Decision to locate the future regulator of the financial markets of the Eurasian Economic Union in Kazakhstan is an additional important factor in accelerating the AIFC development.

Detailed arrangements for the strategic directions of the Centre are presented in the Plan of Measures for Implementation of the Action Plan (annex).

2.2 Starting Point for AIFC Development
The President of the Republic of Kazakhstan Nazarbayev N.A. in his inaugural speech on 29 April 2015 stated the need to establish Astana Financial Centre with a special status, on the basis of the high-tech infrastructure of Expo-2017, similarly to the world leading financial centres. This initiative, when implemented, will give a fresh impetus to diversification of the economy of Kazakhstan and have a positive impact on both the economic and social factors in the development of the Republic of Kazakhstan. The most important economic effects will be: promotion to economic growth and increase in productivity, formation of a full-fledged financial system in addition to the banking sector, further integration of Kazakhstan into the global economy, and strengthening position of Astana as a major business centre in the Central Asian region. The most important social effects will be: creation of highly skilled jobs, improvement in transparency of the business environment and observance of the ethical business standards (including reduction of corruption), attraction of highly skilled workforce from abroad, and improvement of the living standards in Astana.

AIFC formation will contribute to development of efficient and highly liquid capital markets and industry of the asset management. Moreover, AIFC will move to a new level the development of local expertise in private banking and in Islamic Finance.

In the long term, the comprehensive measures will be taken to create necessary conditions for development of the competitive AIFC compliant with the international standards, and for its entry, by to 2020, in the top 10 financial centres in Asia and top 30 of the world leading financial centres according to the Global Financial Centres Index (GFCI).

To achieve this goal, in accordance with the Edict of the President of the Republic of Kazakhstan dated 19 May 2015 “On Astana International Financial Centre and Relocation of the National Bank of the Republic of Kazakhstan to the city of Astana” (hereinafter – the “Edict of the President”) it is proposed to formalise a special status of the Centre in the legislation. A special economic zone AIFC (hereinafter - FEZ AIFC) is proposed to be established in the territory of the international specialised exhibition EXPO-2017 within the boundaries of the city of Astana.

It should be also noted that setting up the unified financial regulator of the Eurasian Economic Union in Kazakhstan by 2025 under the established AIFC will accelerate integration of Kazakhstan into EAEU and economy of the Central Asia with due regard to the interests of the national economy.

Capital markets
Currently Kazakhstani capital market is illiquid and its size does not match the size of Kazakhstan’s economy. Stock and bond markets capitalisation to GDP ratio is at the level of 12% and 14%, respectively, which is well below the best practices (40 - 45% for stock market and 130 - 135% for the bond market). 
Price ranges (spreads) for the most traded instruments are at the abnormally high levels and come up to 4%, which negatively affects the trading volumes and investment attractiveness of Kazakhstan Stock Exchange. Most of Kazakhstani issuers raise capital in foreign stock markets (primarily on London Stock Exchange).

Kazakhstan’s capital market experiences an acute shortage of high-quality and liquid instruments. This situation results in a lack of interest to Kazakhstan’s capital market on the part of the investors. The domestic companies, in their turn, do not consider the Kazakhstan Stock Exchange as a real mechanism for capital raising.

Asset management
Starting from 2007, the number of asset management companies in Kazakhstan has dropped significantly. Up to date, this sector of economy has been consolidated by the state that controls, fully or partially, more than 95% of all assets in the industry.

Ten pension assets management companies left the market and were closed and the assets they managed have been consolidated in the Unified Accumulation Pension Fund (hereinafter, the “UAPF”). The insurance company assets management has not evolved in the Kazakhstani market. The local market of asset management of retail investors in the form of unit investment funds is at the stage of its formation and does not demonstrate any pronounced upward trends.

Private Banking Market 
Kazakhstani population has accumulated significant wealth. Affluent
 and rich
 citizens own, collectively, capital worth of approximately USD 32 billion, and from 2006 to 2014 this amount in the region increased annually, in average, by 18%. According to the experts, every year about USD 8.2 billion is exported from the country. The wealth of the customers in the neighbouring countries of Central Asia and Northern Caucasus (primarily, Azerbaijan, Uzbekistan, Turkmenistan, Tajikistan and Kyrgyzstan) accounts for 25% of the wealth of the Kazakhstani customers. 

Affluent citizens of the Republic of Kazakhstan keep their money mostly on deposits with the domestic banks, while rich citizens - predominantly in foreign offshore territories. The international financial institutions usually use the “travelling office” model in dealing with the affluent and rich clients in Kazakhstan; they fly to Kazakhstan from the head offices as needed.

Low demand for Private Banking services in Kazakhstan has been due to the following main reasons:

1) a limited offer of non-banking products and low quality of services (in fact, just a queue-less offer of traditional banking products);

2) lack of confidence in the financial system of the country;

3) low awareness and limited transport accessibility (for customers of other countries).

Development of Private Banking in Kazakhstan is prevented by:

1) a high proportion of capital held abroad, and as a result, a relatively small size of the domestic market;

2) insufficient qualifications of the employees (or excessively high labour cost of the eligible staff);

3) prohibition for the local banks to receive an agency fees and absence of possibility to provide products of foreign private banks.

Islamic Finance 
The Islamic Finance market in the Republic of Kazakhstan is at the beginning of its development: the population is poorly informed about the essence of Islamic Finance; the offer is limited to one Islamic bank that serves the corporate clients, and there are no professionals in the area of Islamic Finance.

The leadership of the Republic of Kazakhstan has set out a policy for development of Islamic Finance and phased formation of the Islamic Finance Centre. An important initiative has been implemented in this area - to incorporate the basic norms governing the issues of localisation of foreign financial institutions of Islamic Finance into the national legislation 

2.3 Expected Outcome
By 2025, AIFC contribution to GDP of Kazakhstan will be about USD 40 billion
, including USD 12.1 billion of AIFC direct contribution to the GDP of the Republic of Kazakhstan. Services to the customer from the states of Central Asia, Caucasus, EAEU, Middle East and Europe are expected to contribute about USD 8 billion to GDP. 
Additional indirect impact on the GDP of the Republic of Kazakhstan shall be due to accelerated growth of the real sector of the national economy that will get access to the capital. Econometric studies conducted by the World Bank experts have shown that economies with effective and highly liquid capital markets are growing, in average, by 1-1.7% faster than the economies, which do not have this sector of economy. In making calculations for the Action Plan for AIFC Establishment and Development, a conservative estimate has been adopted as a basis: economic growth in Kazakhstan will increase by ~ 1%, or approximately USD 19 billion for the period of 2015 - 2025.

In addition, more than 2,300 highly qualified jobs will be created on the basis of AIFC. 

Asset Management 
Implementation of a set of measures aimed at the localisation of the international external management companies may, in long term, form a local market of asset management (hereinafter – AuM) of USD 123 billion in 2025. In this case, at least 17% of these funds will be invested in the local capital markets of the Republic of Kazakhstan (about USD 23 billion).

Additionally, only due to the localisation of external management companies, over 80-100 additional highly qualified jobs (excluding formation of the market of domestic asset management companies) will be created by 2025; at least ¾ of said jobs will be reserved for the domestic experts to be hired. Contribution to GDP until 2025 would amount to about USD 800 million
.

Capital Markets
As a part of the capital markets, before 2015 USD 351 billion are planned to be attracted in the real sector of economy through the Kazakhstani capital market. This, as expected, will accelerate the rate of economic growth by 1% of GDP per year.

There will be created approximately 900 - 1100 highly skilled jobs for specialists in the capital markets. This sector will contribute totally about USD 12.1 billion
 to Kazakhstan GDP during 2015 - 2025.

Private Banking Market
During 2015 - 2025, the domestic and localised banks will contribute USD 200 million
 to GDP at the expense of commissions charged for asset management of the clients from affluent and rich customer segments. Localisation of the international companies and strengthening of legislation as a part of protection of a bank secret will allow building by 2025 a sector with total assets under management of about USD 8.3 billion, including USD 1.3 billion of cash that the citizens of Kazakhstan have removed abroad in previous years.

Development of this direction will create about 700 - 1000 jobs as a part of AIFC.
Islamic Finance
Potentially the total assets of Islamic Finance could reach as high as USD 45.8 billion by 2025, including the banking system assets of USD 36.6 billion
 and capital market instruments (sukuk and investment funds) of USD 9.2 billion. It will contribute about USD 300 million
 to GDP during 2015 - 2025. Development of this direction will allow creating about 110 - 130 jobs as part of AIFC.

Table 1. Expected results from implementation 

of the Action Plan for AIFC Establishment and Development 
	Direction of AIFC development 
	Key Performance Indicators 
	Current status 
	Local Centre of Expertise 
	Local Market of Financial Intermediation
	Local Financial Centre
	Regional Financial Centre

	
	
	2014
	Till 2017 
	Till 2020
	Till 2024
	2025

	1
	
	2
	3
	4
	5
	6
	7

	Capital markets 
	Borrowed capital (% of GDP)
	1,5
	7,0
	9,0
	14,0
	>16,0

	
	Stock market capitalisation (% of GDP)
	11,5 total (~1)

	13
	15,0
	23
	>26

	
	Debt market capitalisation (% of GDP)
	12,0 total (~1)

	35,0
	51
	73
	>81

	
	Bid-ask spread, %
	1-4
	1-3
	1-2
	1-2
	<1

	Asset management 
	Localisation of AuM, USD bln
	4,2
	11,0
	44,4
	86,4
	>120

	
	Number of localised employees of external management companies 
	0
	5
	18
	53
	>83

	Private banking
	AuM, USD bln
	0
	2,8
	5,1
	7,3
	>8,3

	
	Number of localised employees
	0
	280
	550
	920
	>1000

	Islamic Finance 
	Islamic banking assets, USD bln
	0,2
	0,5
	6,3
	27,2
	>36

	
	Amount of Islamic debt obligations issued (Sukuk), 

USD bln 
	0
	0,1
	1,6
	6,8
	>9


2.4 Strategic Direction “Development of Capital Markets” 
Capital market is a part of the financial market of the Republic of Kazakhstan, where the money is redistributed by means of buying and selling various types of securities (shares, bonds, derivative securities, etc.). Development of the liquid and well-balanced capital market is one of the priorities in the strategy of AIFC development. The successful implementation of this objective will make possible to build an effective mechanism for redistribution of resources in the economy, which, in its turn, can accelerate the economic growth by more than 1% of GDP annually and create over a thousand of new highly skilled jobs, according to the World Bank. Development of the capital market will be a strong alternative to the banking system and allow mobilising the available cash resources of the country and the region in the interests of the market players and the needs of the national economy.

The enormous work has been already done in this direction up to date: a well-elaborated regulatory framework has been developed, and People’s IPOs have been successfully conducted by KazTransOil JSC and KEGOC JSC, as a result of said IPOs people at large have got access to a high quality financial instrument. 
However, it should be noted that much work still needs to be done in this direction. The local capital market is still unbalanced: foreign currency and REPO transactions account for 96% of all transactions in the market. Bond and stock markets remain illiquid and have little trading volume (4% of the total trading on Kazakhstan Stock Exchange) and very high spreads (11% in average).

Fig. 1. Foreign exchange and REPO transactions dominate in Kazakhstan’s capital market 

[image: image1]
To address this problem, it is necessary, first, to increase the demand for capital on the part of the real economy and public sectors by offering a wide range of financial instruments. Second, it is required to stimulate the demand for capital on the part of Kazakhstan’s retail investors, international and local institutional investors. Third, it is necessary to bring the infrastructure of Kazakhstan’s capital market in compliance with the international standards. Fourth, it is required to consider the possibility to provide the tax incentives to the AIFC participants. Fifth, it is essential to develop the financial market infrastructure, primarily through the update of IT-infrastructure, trading of the stock market instruments, clearing systems and supervision systems.

2.4.1 Overview of the Strategic Direction 
Kazakhstan's capital markets have never recovered from the financial crisis of 2007 – 2008. In 2014, the volume of trading on Kazakhstan Stock Exchange was about 44% (USD 115 billion) below its pre-crisis levels in 2008. Consolidation of all pension funds in Kazakhstan into the UAPF has also had a negative impact. Consolidation has substantially reduced the liquidity in the secondary market of the government and corporate bonds. Price ranges of corporate bonds have nearly doubled from 2.31% in 2007 to 4.51% in 2014. Price ranges of treasury bonds have increased similarly: from 1.12% in 2007 to 3.29% in 2014. 
One should note the fact of the capital market imbalance: forex transactions and REPO transactions account for 96% of all trading volumes. In addition, the market capitalisation of the share capital on Kazakhstan Stock Exchange is only 12% of GDP and that of the debt capital is 14% of GDP, which is well below the potential levels of 40 - 45% and 130 - 135%, respectively. It should be mentioned that Kazakhstan Stock Exchange uses the market capitalisation values of 12% and 14% of GDP for the share capital and debt capital, respectively, taking into account placement of these instruments in foreign markets, while the real capitalisation of the share capital and debt capital placed on Kazakhstan Stock Exchange is about 1% of GDP in both cases.

Fig. 2. Sizes of markets of debt capital and share capital do not match the scale of Kazakhstan economy 
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In addition to the low trading volumes, the range of high quality and liquid financial instruments is very limited - eight instruments only, while the market of financial derivatives is virtually absent.

Corporate governance standards have the potential for improvements in terms of the protection of the rights of minority shareholders. The current infrastructure of Kazakhstan Stock Exchange is one of the best among CIS countries in terms of procedures for the registration, clearing and settlement; however, to be in line with the best international practices KASE information systems and communication channels with other financial centres need to be upgraded.

Thus, currently the capital markets of the Republic of Kazakhstan are at the early stage of their development.

2.4.2 Potential 
Implementation of the major arrangements under the strategic direction “Development of Capital Markets” designated in the Plan of Measures for implementation of the Action Plan (Annex) will have direct and long-term positive effect on the economy of the Republic of Kazakhstan.

First, the potential for revitalisation of the capital market through placement of the debt capital and share capital of the companies from the real sector of the economy and state sector of the economy during 2015 – 2025 is estimated at about USD 351 billion. Given the scale of Kazakhstan economy and requirements in the resources for further development and investment, the role of capital markets in achievement of the objectives of growth is difficult to overestimate.

Second, the direct cumulative effect on Kazakhstan GDP during 2015 - 2025 could reach a total of about USD 12 billion. This amount has been derived using the methodology of the International Monetary Fund and is a sum of the estimated volume of services provided, less the intermediate consumption, such as services of financial intermediation (fees of the investment bankers, traders, brokers and dealers), professional services for participants of the capital market (auditors, lawyers, IT experts, etc.) and AIFC administration services (AIFC management and court procedures).

Third, over 1,000 new jobs will be created as part of AIFC itself to provide all above-mentioned services within the frameworks of just only one direction - “Development of capital markets”.
The indirect effect of implementation of the AIFC new strategy will comprise a positive impact of efficiently functioning capital markets on the rate of growth of the economy as a whole - it will grow faster by about 1% per year. 
View of the Market Participants 
88% of the interviewed professional players of the financial sector of the Republic of Kazakhstan have mentioned development of the capital market as one of the strategic directions for further development of AIFC. According to the professional players, the potential for development of this direction is estimated in terms of the amount of capital attracted to the real economy through the capital markets, with the targeted level being USD 80 - 500 billion by 2025.

Fig. 3. Assessment of potential impact of the effectively functioning capital markets on Kazakhstan economy 
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Capital demand
Issue of treasury bonds worth of USD 91 billion and infrastructure bonds worth of USD 60 billion during 2015-2025 can make the most significant contribution to attraction of capital of USD 351 billion to Kazakhstan’s markets.
Treasury bonds should have different maturities ranging from 3 months to 30 years. In this regard the major focus should be placed on the short-term (under one year) instruments to generate a normal yield curve. Moreover, the placement should be done exclusively through Kazakhstan Stock Exchange and on a competitive basis, and not only using the UAPF resources but also through attraction of other institutional investors (to ensure development of the secondary market and maintain liquidity).
Size of placement should increase gradually with respect to the planned level of budget deficit in each year. The ratio of placement of treasury bonds to the estimated size of the budget deficit should be as follows:

during 2015 - 2017 - approximately 1

during 2018 - 2019 - approximately 1.1

during 2020 - 2022 - approximately 1.2

during 2023 - 2025 – it shall grow by 0.1 per year and reach a value of about 1.5 by 2025.
International Experience 
In countries with the sufficiently developed capital markets such as the USA and Australia, the issue of treasury bonds often exceeds the size of a planned budget deficit by several times. The main focus is placed on the issue of short-term debt instruments (with 1 - 3 – 5 year maturity). This step allows maintaining a normal “risk-free” yield curve, which, in its turn, results in formation of the adequate pricing mechanisms for a wide range of capital market instruments; increases liquidity; enhances system stability and reduces the volatility of the capital market in general.

Implementation of the following initiatives in respect of the private and public companies can increase the capital demand by about USD 144 billion:

1)
to redirect the capital demand on the part of Kazakhstan large business from foreign stock exchanges to Kazakhstan’s capital market;

2)
to place the shares of a number of quasi-public sector companies on the stock exchange;

3) 
to stimulate domestic private companies to allocate capital on Kazakhstan Stock Exchange;

4)
to increase, to the extent possible, the volume of shares in public float on Kazakhstan Stock Exchange from 10% to 25%;

5) 
to carry out IPOs with due account of the minimum required placement of at least 25% to the outstanding stocks. 
International development institutions (Eurasian Bank for Reconstruction and Development, IFC and others) may finance the local projects using financial instruments listed on Kazakhstan Stock Exchange. These organisations use very careful and qualitative approach to the process of investment and may serve as a kind of “high quality mark” of the particular projects. In addition, they will take certain risk on its balance sheet. As a result, a new class of highly qualitative and liquid instruments will appear on Kazakhstan’s capital market.

Large joint ventures in oil and gas sector and mining and metallurgical complex (for example, Tengizchevroil, Karachaganak Petroleum Operating, North Caspian Operating Company, PetroKazakhstan, ERG, KAZ Minerals, Kazatomprom and others) can finance the replenishment of the working capital and implementation of investment programs in terms of the “local content” through Kazakhstan’s capital markets. This will allow placing about USD 35 billion of high-quality financial instruments in Kazakhstan market. Implementation of this program will also enable joint ventures to minimise their currency risks, as the financing will be provided and related costs will be incurred in the national currency.

The financial instrument called “Exchange Traded Fund” (hereinafter, “ETF”), which is widely used on the Western trading floors, is quite understandable and transparent for the potential investors. The initiative for implementation of this instrument (in the first instance) and other instruments tied up to the highly liquid assets in Kazakhstan’s capital market can be realised easily enough. For example, the cost of ETF establishment is relatively low (about USD 0.5 - 1.5 million), and ETF establishment will take about three months only. The widespread use of ETF in the Kazakhstan’s market as an additional tool to improve liquidity will contribute to the financial literacy of the population, and may have positive impact on the trading volumes and liquidity. In the long term, as the demand establishes, other similar stock market instruments (e.g. Exchange Traded Note - ETN) may develop.

Selection of the broker companies to perform function of the ETF manager will be realised through setting requirements to the minimum capitalisation of broker companies, after analysis of the legal framework governing the activities of exchange traded funds. It is necessary to explore the amendments to the relevant legislative acts to launch the financial instruments of this type in Kazakhstan’s market. The necessary level of support will be provided to the selected broker companies to launch ETFs (to open an opportunity for obtaining funds from Kazakhstan development institutions to replenish capitalisation of the brokers engaged in this activity). Moreover, it is necessary to consider a future list of similar financial instruments with a view of further development thereof as a part of Kazakhstan Stock Exchange (e.g. ETN and others) and inclusion an additional stock market instrument – bank certificates of deposit - in the list. In addition, there will considered a matter of making amendments to the Law of the Republic of Kazakhstan “On Securities Market” in terms of formation and development of Islamic and other lease certificates.

Exchange Traded Funds (ETF)

Exchange Traded Funds have gained enormous popularity in the investment community. Over the past 10 years, this class of instruments have demonstrated exponential growth rates: in 2005 the total assets under management were USD 416 billion, while as at 25 October 2014, this figure reached USD 2.5 trillion.

This class of assets enjoys such popularity due to three factors: first, ETF allows diversifying the risk as against the classical investment instruments; second, asset management fee is ten times less than that of the traditional asset management companies; third, ETF is easy to establish (establishment may take about 3 months, and the administrative expenses may amount to about USD 0.5 - 1.5 million).

To organise the process a sponsoring company shall be required. Usually a unit investment fund acts in the capacity of a sponsoring company, which determines the structure of the exchange traded fund and repurchases a portfolio of financial instruments, the behaviour of which it will simulate. This portfolio is kept in the custodian bank, while the unit investment fund acts as the trust portfolio manager.

A unit investment fund subdivides the portfolio into retail units of small size, and each of these units reproduces the behaviour of the entire portfolio. Then the investment banks and brokers are involved in the operation; they sell retail units to the end investors. The comfort lies in the fact that the retail unit may simulate behaviour of a very large portfolio, to which the retail investors have a limited access. 

Supply of capital
One of the directions in development of Kazakhstan Stock Exchange is to start a sector for shares of the subsoil use companies in the listing of Kazakhstan Stock Exchange. This segment is the largest in the structure of the economy
, which is characterised by the growing needs in financing, and which is one of the most attractive for the investors. Development of this segment will require changes in the legal framework, while implementation will result in the increased capacity (and volumes) to meet the supply and demand for issuers and investors in the stock market. The method for implementation of this initiative is to open an additional segment of the market (special listing rules and information disclosure regulations, accelerated conversion of geological reporting standards to the international standards such as JORC), which meets the requirements of start-ups (companies at the stage of exploration) and mining companies without establishment of a separate trading floor.

Possibly, an appropriate measure would be to provide the local leaders in asset management with the opportunity to manage the resources held in the state funds (e.g. National Fund), in the amount of about USD 1 billion within the period from 2018 to 2021, with the following increase of the amount of the mandate each year by USD 1 billion, which will bring the size of the portfolio up to USD 4 billion by 2025 per one asset manager (management commitments are the conditions of a special contract). This step would have allowed increasing significantly the liquidity in the market.

By 2025, the total savings of Kazakhstani population would amount to about USD 55 billion, and bank deposits would not be an effective means to save these funds any longer. However, if they are redirected to the Kazakhstani capital market through the unit investment funds, they may be a good source of liquidity.

Insurance companies may also become an active source of supply in Kazakhstan’s capital market given that there is an active policy for development of the insurance sector, especially the lines of compulsory insurance and life insurance.

Neighbouring countries of Kazakhstan have excess liquidity in the amount of USD 300 billion, and a significant portion thereof may enter the Kazakhstani capital markets should the interesting investment opportunities are available.

It is proposed to develop the capital markets within the frameworks of four main stages of AIFC formation (subdivision of the objectives into stages is indicative).

The first stage “Local Centre of Expertise” stipulates:

1) issue and ensuring stable and predictable throughout the year (according to the plan) placement of government treasury bonds, that will allow forming a really functioning risk-free yield curve;

2) determination of the list of the companies of the National Welfare Fund “Samruk-Kazyna” JSC, which are the most attractive in terms of investment to conduct their IPO in the amount of not less than 25% of the outstanding shares for a wide range of investors (domestic and international) on the organised securities market of the Republic of Kazakhstan;

3) issue of corporate bonds by the public and private companies;

4) development of IT-infrastructure of Kazakhstan Stock Exchange.

As a part of the second stage “Local Centre of Financial Intermediation” it shall be required to consider the possibility: 
1) to conduct SPO of “blue chips” with increase of the share of capital in free float to no less than 25% of the outstanding shares. In case of direct sale of the liquid companies through direct auctions, to provide for in the sales terms an obligation of mandatory listing of a part of the capital on a stock exchange within next few years after closing of a deal;

2) to conduct IPO on Kazakhstan Stock Exchange of the quasi-public sector companies with the placement of at least 25% of the total outstanding shares on the Kazakhstan Stock Exchange (including shares placed during the IPO);

3) to conduct IPO of private companies;
4) to carry out activities to support Kazakhstan issuers and encourage their return to attract funding through Kazakhstan Stock Exchange;

5) to bring ETF instrument to the market.

The third stage “Local Financial Centre” provides for:

1)
issue of the debt capital and share capital of private companies, and activation of the floor for the companies with small- and mid-capitalisation;

2)
the launch of the mechanism of cross-trading with other stock trading floors.

At the fourth stage, beginning from 2025, Kazakhstan’s capital markets will start providing services at the international level (in other countries of Central Asia, Caucasus, EAEU, Middle East and Europe).

2.5 Strategic Direction “Development of Asset Management Market and Expertise”
Asset management is a professional management of portfolios of different types of securities and other assets based on the trust management agreement, which is aimed at generating income for the investors. Both companies and individuals will act as investors (either directly or through collective investment). Development of the asset management market and expertise is a strategic direction of further development of AIFC. Localisation (opening a representative office, including servicing of the portfolio of assets under management in Astana) of the leading international asset management companies (hereinafter - AMC) and formation of the strong domestic expertise in asset management, which level meets the best international practices, will enable differentiating AIFC as the main centre for asset management in Central Asia. Stable domestic asset management market will contribute to the formation of a liquid local capital market, attract foreign investments into the national economy, professionalise the labour market and create a cluster of the supporting services.
.
Astana has already had the real advantages necessary to be established as a regional centre for asset management. These advantages include significant amounts of funds available for management, favourable tax climate, and economic and political stability.
At the same time, the asset management market in the Republic of Kazakhstan is far from the state of the international market due to the dominant position of the state and undeveloped retail asset management sector.

Fig. 4. Comparative characteristics of the global and Kazakhstan’s markets of assets management by main segments
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	АпУ на сумму ~$76.7 триллионов
	AuM for ~$76.7 trillion 

	АпУ на сумму ~$235 миллиардов
	AuM for ~$135 billion 

	АпУ на клиентский сегмент
	AuM per a client segment 

	Др. розничные
	Other retail assets 

	Страхование
	Insurance 

	Паевые инвестиции
	Equity investments

	Пенсии
	Pensions

	Правительство (резервы НБ)
	Government (NB reserves)

	Др. институциональные (в т.ч. Национальный фонд)
	Other institutional assets (including the National Fund)

	В мире
	Globally 

	Казахстан
	Kazakhstan 

	Источник: база данных BGC Global Asset Management Market Strategy, 2014
	Source: database of BGC Global Asset Management Market Strategy, 2014


To develop further this strategic direction it is necessary to implement a set of additional measures aimed at localisation of the leading external MCs in the local market and formation of the internal competence in asset management with the domestic market players.

It should be mentioned that the government must act as a catalyst to foster and strengthen the domestic players and attract external MCs to Astana. 
2.5.1 Overview of the Strategic Direction 
After a short burst of activity during the period before the beginning of the global financial crisis (2005-2006) the market of asset management contracted significantly and practically was formed as a market of a sole participant represented by the National Bank. While in 2009, the assets under management of the private MCs of the Republic of Kazakhstan accounted for about USD 14 billion - 25% of all assets under management (hereinafter, “AuM”), by 2014 this amount was just about USD 4 billion or up to 3% of all AuM (about USD 135 billion).
Market of Private Investor Asset Management 
Starting in 2007, the number of companies engaged in the institutional and retail asset management dropped significantly. According to the NB, during the period from 2007 to 2014 the number of non-bank brokerage companies decreased from 45 to 21, and that of the investment companies - from 35 to 26.

Market of Institutional Investor Asset Management 
Taking into account the unsatisfactory results of the investment management of pension savings of the citizens of the Republic of Kazakhstan by 10 private management companies (where return on investments was below the inflation rate), pension savings of the citizens
 have been consolidated under the management of UAPF, which is subordinated to the NB.
Asset management of a large, by the world standards, class of institutional investors and insurance companies
  – did not develop in the local market of the Republic of Kazakhstan. During the period from 2007 to 2014 the weighted average growth of AuM of insurance companies was 12% and did not exceed USD 2 billion in absolute terms (about 2% of all local AuM as of November 2014). Slow development rate of the life insurance market, as well as transfer of 80% of the accumulated insurance reserves for reinsurance abroad, were the major obstacles for development of the market of insurance assets management.
 
Market of retail investor asset management
During the period from 2007 to 2014, despite the moderate weighted average growth (about 5%) of the assets transferred under the management of the qualified MCs by the retail investors, that were managed in the legal form of the unit investment funds (hereinafter - UIF), the local market of retail investor asset management was at the early stage of its development, and had no any distinct tendencies towards increase. Thus, according to the National Bank, during the period from 2007 to 2014, a number of UIFs of all types decreased almost by half - from 168 to 88 - and the total number of private investors that had invested in local UIFs of all types did not exceed 600 stockholders.
. In this case, AuM placed with the closed-end UIFs accounted for about 99.7% of all AuM (about USD 3 billion) in the total amount of funds transferred by the private investors under the management of the qualified MCs. Funds of classical private retail investors invested in open-end and interval UIFs do not exceed USD 6 million. Tax optimisation through the placement of funds in the closed-end UIFs appeared to be an impetus for stimulation of the market recovery; however, the low level of financial literacy and confidence of the population of the Republic of Kazakhstan in the non-traditional financial instruments, and weak financial market conditions (low profitability, liquidity, access to financial instruments) caused the imbalance.

Therefore, currently the market of asset management of private institutional and retail investors in the territory of the Republic of Kazakhstan is at the early stage of its development.
Market of state fund asset management
The state represented by the NB controls funds available in the National Fund (about USD 77 billion as of November 2014), gold and foreign exchange reserves (about USD 27 billion as of November 2014), and the funds of the UAPF (about USD 26 billion as of November 2014). These funds, in the aggregate, amount to USD 135 billion or 96% of all AuM of the local origin.

Fig. 5. Current distribution of AuM in the local market 
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	Фонды, контролируемые Национальным банком, составляют -0.6% всех АпУ
	Resources controlled by the National Bank accounted for 0.6% of all AuM 

	Всего АпУ в Казахстане (млрд. $)
	Total AuM in Kazakhstan (USD billion)

	Национальный фонд
	National Fund

	Резервы Национального банка 
	National Bank’s reserves 

	ЕНПФ
	UAPF

	ПИФы
	UIFs

	Страховые резервы 
	Insurance reserves 

	Источник: Национальный Банк Республики Казахстан; Economist Intelligence Unit, Анализ рабочей группы 
	Source: National Bank of the Republic of Kazakhstan; Economist Intelligence Unit; analysis of the work group


It should be noted that if the historical growth rates of the gold and foreign exchange reserves are preserved and the conservative official forecasts on the dynamics in movements of the National Fund and UAPF funds
 are realised, the total amount of AuM of the public funds will be around USD 400 billion by 2025, and exceed, by many times, the asset base under the private management (USD 10 billion). This trend evidences the preservation of the dominant and major role of the state in the formation of a local asset management market, on the basis of which the proposals are generated for this strategic direction. The state should consider the possibility to develop funds and form a professional environment primarily through the management of the resources of the National Fund and UAPF and subsequently those of the retail investors.

2.5.2 Potential
The implementation of four key measures of the strategic direction “Development of Asset Management Market and Expertise” set out in the Plan of Measures for Implementation of the Action Plan (Annex) will have a long-lasting positive impact on formation of the local market and expertise in asset management in AIFC. The direct benefits from development of this strategic direction shall include the following:

First, implementation of a set of actions aimed at localisation of the international external managements companies can - in the long term - create a local market for asset management. Thus, localisation of external MCs will allow managing the funds of about 123 USD billion in 2025 from Astana, with simultaneous creation of the environment for professional managers in Kazakhstani market and localisation of registration of income of these companies generated from management in the Republic of Kazakhstan. In this case, not less than 17% of these funds will be invested in the local capital markets of the Republic of Kazakhstan (about USD 23 billion).

Second, development of specialisation in asset management within the frameworks of AIFC is aimed at increasing the expertise of local MCs and deepening the professionalisation of the local representatives of the financial sector of the Republic of Kazakhstan. Implementation of the recommendations will create more than 80 additional highly qualified jobs related to asset management by 2025. In this regard, at least ¾ of jobs will be assigned to local professionals in the asset management.

Third, during the period from 2015 to 2025, the revenues of the domestic and localised MCs will bring about USD 800 million to the budget of the Republic of Kazakhstan (cumulatively) at the expense of commissions for management of funds of the state and private investors.

In addition, the most important advantage of the asset management market formation is creation of a professional environment of the managers that ensure supply of funds for capital market instruments. In this regard, the strategic directions “Capital Market” and “Asset Management” are the main complementary elements of the ecosystem of future AIFC, in which one direction cannot exist stably without the other direction.

Fig. 6. Effect from development of local expertise in asset management
on investment activity and employment

[image: image6]
In addition to the direct strategic benefits, strengthening of the local expertise in asset management will contribute to achievement of the related socio-economic objectives, including:

1) attraction of funds of the regional and international investors (through the localised MCs) to Kazakhstan capital markets;

2) provision of the local institutional and retail investors with access to a world-class product solutions in asset management;

3) increased return on invested funds for Kazakhstani investors due to improvement of competition between local and localised players;

4) tax revenues from the activities of the MCs and companies providing ancillary activities;

5) attraction of attention of the skilled able-bodied young people to development of the career in finance and asset management; and
6) development of Astana as the main centre for education in the area of corporate finance and asset management in Central Asia.

View of the Market Participants
80% of the interviewed professional players of the financial sector of the Republic of Kazakhstan mentioned development of the local market and expertise in asset management as one of the strategic directions for further development of AIFC. The potential for development of this direction, according to the participants, is estimated at the target level of USD 150 - 200 billion before 2025, in the form of the volume of AuM under management of the local and localised MCs.

Development of the strategic direction related to strengthening of the local expertise in asset management is proposed to be implemented within the frameworks of four basic stages of AIFC formation.

As a part of the first stage - “Local Centre of Expertise” - it is provided for to consider the possibility to hold activities (reverse auctions) for redistribution of public funds with a view of their further transfer under management of the international MCs, in exchange for their localisation (opening a representative office in the territory of AIFC). External MCs will localise marketing and distribution functions to conclude agency agreements with the regional banks to sell their own international investment products in the local market and search for the alternative sources of business both in the Republic of Kazakhstan and in the neighbouring countries of the Central Asian region (development of the private banking market); to participate in development of the capital market through working out of proposals for such fast-growing worldwide instruments as ETF
 or Global Depositary Receipt (“GDR”) 
.

During the second stage – “Centre of Financial Intermediation” - to develop the local expertise in asset management it is practicable to consider the possibility of engaging the qualified pre-certified and pre-selected local MCs in management of the UAPF funds. Additionally, as the local markets of capital management grow, it will be necessary to localise in the territory of AIFC the analytical departments of the external MCs, comprising of a team of qualified domestic analysts under the guidance of the engaged external professional portfolio manager.

During the third stage – “Local Financial Centre” - the process of localisation of the external MCs will continue, while the process of redistribution of public funds from the external MCs to the localised MCs will be completed. Every year the domestic and localised players will take part in the tender and compete for the right to manage the UAPF funds and actively develop Kazakhstan’s market of management of assets obtained from other sources.

As a part of the fourth stage of the AIFC formation – “International Financial Centre” - the process of localisation of foreign MCs - strategic partners of AIFC will be completed by formation of their own local team of portfolio managers, consisting of the external experts and local professionals. Localised MCs will include financial instruments presented in Kazakhstan’s capital markets in the form of their own specialised investment portfolios made of assets of the emerging markets.

It should be noted that a prerequisite for successful development of the asset management market at the third stage and fourth stage is the activation of the capital market (see Section 2.4), as the concentration of professional expertise (team of managers and functions that require the maximum professional training) at the level of Kazakhstan (versus to non-remote mode operation) is feasible only if there is a need for analysis and research in the close proximity to the market, on which the investments are made.

International experience 
The Monetary Authority of Singapore (MAS) was purposefully focused on development of the local asset management market as one of the key drivers of growth of Singapore financial centre. In this regard, MAS was given a task to position Singapore as a major centre for asset management concentrated in the Asian region and belonging to both local and foreign clients.

To implement this task MAS developed and implemented initiatives related to the tax and financial incentives aimed at localisation of foreign MCs in the domestic market.

Thus, after the 1998 crisis in the Asian stock market, the Board of Directors of the Central Provident Fund announced the redistribution of assets within the Fund and allocation of USD 21 billion for the foreign MCs subject to their localisation in the domestic market.

Additionally, as a part of localisation of the external MCs, the Government Investment Corporation of Singapore, beginning in 1999, provided about USD 20 billion under the management on terms of co-financing of the mandate of the international MCs using their own funds and investing part of the funds in the capital markets of Singapore to enhance their liquidity.

As a part of the tax incentives for the process of localisation of external MCs in Singapore, MAS introduced grading of the investment MCs. Thus, MCs referred by MAS to Category 2 (Approved Fund Managers) received preferential 10% tax charged on commission for management of any assets, and on other types of income (e.g. advisory services related to investment of funds). MAS also lobbied the possibility to introduce tax holidays for foreign MCs that manage – from Singapore - funds of foreign investors exceeding USD 3 billion. These companies were categorised by MAS as Category 1 MCs.

According to the MAS, as a result of these measures (along with other directions of development of the asset management market) at the end of 2014 more than 300 international MCs were localised in the territory of the financial centre of Singapore, which manages about USD 1.4 trillion. Moreover, only 20% of the AuM are of the local origin.

2.6 Additional Direction “Development of the Private Banking Market”
Private Banking is a professional management of well-being of the private individuals, which implies provision of a set of financial services, both of the savings and investment nature, to the segments of affluent and rich customers. Development of the Private Banking Market is a complementary direction in AIFC development. The potential of development of this direction is associated with activation of demand for the Private Banking services carried out through creation of the high-quality supply (via localisation of international players, promotion of partnerships of Kazakhstani financial institutions with international players and local investment companies, training and certification of the staff) and keeping the bank secret.

Private Banking will be developed in conjunction with the development of the asset management market and expertise. Association with development of the asset management market is conditioned by the need to localise the international players in the Private Banking market, which may be implemented concurrently with the localisation of the international asset management companies, many of which have the Private Banking divisions. Availability of the Private Banking division could be one of the criteria for selection of the asset management company.

2.6.1 Overview of the Strategic Direction 
The population of Kazakhstan owns significant accumulated wealth. According to the Datamonitor, the liquid assets of segments of the affluent customers (those who own liquid assets of  USD 50 thousand to USD 1 million) and rich customers (owning liquid assets of above USD 1 million) in the country in 2014 amounted to USD 32 billion, and the growth rate during 2006-2014 was 18%. At the same time, according to the experts, every year about USD 8.2 billion of private savings are exported from the country. 
Up to date, the segment of affluent clients who do not have access to the international companies, which serve the affluent clients (Private Banking) has accumulated in Kazakhstan about USD 22 billion of liquid assets. The funds are placed mostly on deposits, and this is due to the fact that this type of savings ensures the relatively high security level and investment return, on the one part, and the limited supply of investment products in the market and, therefore, very limited capacity to invest in the money market instruments (a real alternative to the capital preservation is investment in real estate or export of the assets abroad to invest in foreign markets), on the other part.
Wealth of the segment of rich customers is primarily located abroad and served by the international banks. According to Datamonitor, in 2014 only USD 10 billion of liquid assets remained in Kazakhstan. According to the experts, capital amnesty
 launched in September 2014 and introduction of general declaration of the household income planned in 2017 will allow returning about USD 5-6 billion to Kazakhstan.

Fig. 7. Accumulated wealth of the segments of affluent and rich clients of Kazakhstan 
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Fig. 8. Forecast of growth of liquid assets in Kazakhstan 

in segments of affluent and rich clients 
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At the regional level, the most attractive market appears to be the market of the Russian Federation. Liquid assets of the affluent and rich segments of customers in the Russian Federation, according to Datamonitor, are estimated at about USD 824 billion. Moreover, about USD 200 billion were legally exported from the country; should the “shadow” sector is taken into account, this estimate could be as high as USD 1 trillion
. 
Wealth of the customers in neighbouring countries of Central Asia and Northern Caucasus (first of all Azerbaijan, Uzbekistan, Turkmenistan, Tajikistan and Kyrgyzstan) is 25% of the wealth of Kazakhstan's potential customers
.
Fig. 9. Ratio of wealth of Kazakhstan’s clients to wealth of clients in neighbouring countries
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Despite the considerable wealth of the population of Kazakhstan and neighbouring countries, the Private Banking direction in the country does not practically exist. Most of Kazakhstan financial institutions offer the clients from the affluent and rich segments the mass banking products with the best services. The existing local investment companies are operating independently. International Private Banking companies that serve clients from Kazakhstan are not localised. Customer relations managers responsible for business development in the CIS countries and Kazakhstan, as a rule, tend to work using the “travelling office” model and arrive in Kazakhstan to deal with clients from the head office.

The main reasons for low demand for Private Banking services in Kazakhstan are as follows:

1)
limited offer of non-banking products, low quality of services (in fact, they just offer traditional banking products queue-less);

2)
lack of confidence in the financial system of the country and the low level of protection of the rights of market participants;

3)
poor awareness and limited transport accessibility (for customers from other countries).

Development of Private Banking in Kazakhstan is prevented by:

1)
high proportion of capital held abroad, and, as a result, a relatively small size of the domestic market;

2) 
low professional qualification of the employees (or too high cost of labour of the eligible staff).
2.6.2 Potential
Implementation of seven key measures of the strategic direction “Development of Private Banking” specified in the Plan of Measures (Annex) will allow forming the Private Banking market in Kazakhstan, developing the expertise, reducing the capital outflow from the country and attracting foreign capital in the national economy.

First, localisation of the international Private Banking companies, establishment of partnerships between Kazakhstan banks and international private banking companies or Kazakhstan investment companies, as well as activation of the demand may form a local private banking market in the long term. As a result, formation of the supply of investment products and private banking services will allow raising funds of the affluent segment clients in the amount of USD 2.5 billion by 2025
. Activation of additional demand (repatriation of capital of Kazakhstani citizens, attraction of funds of the customers from neighbouring countries) will raise additionally USD 5.9 billion
.

Fig. 10. Potential of development of Private Banking direction by 2025

[image: image10.png]A ron opa neswem, 2025
unpa. gomnapas CUIA

10

Mprmerre mpre e R e s s
e Vo amn P AT el e
R S e

oz oo £,

L re——

AR D300, AT 4T 41, A1k




	Активы под управлением, 2025
	Assets under management, 2025

	Млрд. долларов США
	USD billion 

	Привлечение состояния сегмента состоятельных клиентов в РК
	Attraction of wealth of segment of affluent segment in RK

	Привлечение локализованного в ходе амнистии капитала 
	Attraction of capital localised during the amnesty 

	Репатриация вывезенного гражданами Казахстана капитала 
	Repatriation of capital exported by Kazakhstani citizens 

	Привлечение денежных средств соседних стран (кроме РФ)
	Attraction of cash from neighbouring countries (except for RF) 

	Привлечение денежных средств РФ
	Attraction of RF cash 

	Всего
	Total


Second, localisation of the international private banking companies and launch of a program of training and certification of the employees dealing with the private banking clients will generate the expertise in the private wealth management. Implementation of the recommendations will result in creation of about 1,000 jobs
 for the bankers and customer managers.

In the third place, during the period from 2015 to 2025 the revenues of the domestic and localised banks will contribute about USD 200 million (cumulatively) to the GDP of the Republic of Kazakhstan at the expense of the commission fees charged for the wealth management of the clients from the affluent and rich segments.  

In addition, a number of arrangements related to localisation of the international companies and enhancement of a banking secret will allow to get back to Kazakhstan by 2025, USD 0.8 billion taken out by the citizens of Kazakhstan.  
Best practices: Code of Conduct for Private Banking Services, Singapore
Code of Conduct for Private Banking Services was developed by the Private Banking Advisory Group founded in 2010 to foster professional standards, enhance transparency to clients and confidence in the private banking industry in Singapore. This Code sets out standards of good practice on competency and market conduct expected of financial institutions (including their staff) operating in Singapore which are providing financial services to high net worth individuals.  Code of Conduct is structured as follows:
Competency
1)
Assessment of competences: mandatory assessment of competencies (questions involving knowledge of the products and market conduct);
2)
Continuing professional development: at least 15 hours of professional development per employee per year (including trainings, lectures, seminars, online courses).
Market conduct
1)
Professionalism: description of the ethical values and principles, the need to include the value-related clauses in the employment contracts;
2)
Customer relations management: description of the standards “know your customer”, conducting consultations, information disclosure, confidentiality and compliance

3)
Operating model: Operating Model Implementation Guide

Private Banking direction will be developed in four phases based on localisation of international banks in Astana and focusing primarily on the affluent customer segment.

At the stage of “Local Centre of Expertise”. Localisation of the functions of sales and consulting of the international private banking companies as a part of localisation of the asset management. Development of supply of the private banking services for an affluent segment in partnership with the international banks. Attraction of the capital legalised as a part of the capital amnesty
. 
At the stage of “Local Market of Financial Intermediation.” Servicing of the affluent client segment by the private banking departments of the localised asset managers, and of the rich client segment – by the international banks.

At the stage of “Local Financial Centre.” To start investing the customer funds in the local capital market.

At the stage of “International Financial Centre”. Private Banking Centre for the affluent and rich segments of the Central Asian region, North Caucasus and EAEU.

An important separate direction in the regional development of the Private Banking will be commencement of operations in the adjacent to Kazakhstan region of Xinjiang in China, where population is ethnically close to the people of Kazakhstan, and economic relations with which are developing at a quick pace; the region has accumulated significant wealth and tends to offshorisation of this wealth management. 
Examples of Safe Deposit Vaults 
Switzerland

1)
There are five safe deposit vaults in Switzerland.
2)
The one in Geneva is the most well-known; it has been opened on the basis of the former grain warehouse.
3)
Rent of a small room costs about USD 12 thousand.
Luxembourg

1)
The only vault in the territory of the European Union store was opened in 2014.

2)
The vault has been designed to keep valuables (including art objects, wine, precious metals, vintage cars).

3)
A port has been opened in addition to logistics services and services for private clients.

4)
It is expected that opening of the port will result in development of the ecosystem around the art (including the restoration services, auction houses).

Beijing 
1) It is planned to build a vault of total area of 83 thousand of square meters next to the planned airport.
2.7 Additional Direction “Development of Islamic Finance Market”
Development of Islamic Finance is an independent direction in development of AIFC. Development of Islamic Finance in Kazakhstan will require activation of all market elements (demand, supply and infrastructure) and will be aimed at stimulating the capital inflow and associated primarily with development of the alternative banking segment in addition to the traditional one.

Activation of the demand for products consistent with the principles of Islamic Finance will require launching the marketing campaigns with a view to increase public awareness and getting support from the state in terms of promotion of Kazakhstan in the global market of Islamic Finance.

To develop and implement a marketing campaign aimed at increasing awareness of the banking products consistent with the principles of Islamic Finance (including identification of the target audience, selection of channels and ways to communicate the information), it is proposed to engage specialised international marketing agency that has experience in development, organisation and carrying out similar campaigns in the interest of the public authorities, as well as experience in marketing research. It is also necessary to engage domestic PR-companies to take into account the specifics of Kazakhstan. The marketing campaign is offered to be financed at the expense of the state budget of the Republic of Kazakhstan and/or funds of the national companies and/or private companies.

Activation of the supply in the banking sector will require localisation of international Islamic banks and generation of the Islamic financial products by the traditional local banks, and issue of the public debt in accordance with the principles of Islamic Finance in the capital market. Building the infrastructure will require: to consider the issue of drafting the law, which provides for the possibility for the traditional local banks to offer the Islamic financial products; guarantee the Islamic bank’s deposits; provide a mechanism to convert a traditional bank into an Islamic bank and establish a Unified Council for Islamic Finance Principles and the Waqf Fund.

2.7.1 Overview of the Strategic Direction 
Islamic Finance means the provision of services associated with financial instruments and bank products and capital markets, the essence of which is consistent with the principles of Islamic Finance. Islamic Finance is developing rapidly worldwide during the past two decades. By 2013, the total assets amounted to USD 1.6 trillion
. In this regard the assets of Islamic banking accounted for 80% of market and were growing at the rate of 40% per year. Islamic Finance market is highly concentrated: the relevant assets compliant with the principles of Islamic financing of five countries account for 79% of the total Islamic Finance assets - Malaysia (30%), Saudi Arabia (20%), Iran (14%), the United Arab Emirates (9%) and Kuwait (6%)
.

Fig. 11. Structure of the World Market of Islamic Finance 
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Fig. 12. Islamic Banking Assets Growth Rate 
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Development of Islamic Finance in Kazakhstan is at the early stage: the population of Kazakhstan is poorly informed of the essence of Islamic Finance, the offer is limited to one Islamic bank that serves the corporate customers, and there is a significant shortage of qualified personnel.

Nevertheless, Kazakhstan has a potential to develop the Islamic Finance. According to the 2009 census, 70% of the population identify themselves as the Muslims. According to the Gallup Poll 2010, 43% of Kazakhstan population believe that the religion plays an important role in the daily life. This indicator in Malaysia is 96%, Saudi Arabia - 93%, UAE - 91%, Turkey - 82%. Roughly 10% of the Muslims of Kazakhstan will be ready to buy the Islamic Finance products under all conditions, and about 15% - if the conditions are no worse than those offered by the traditional banks. To attract another 75% of the Muslim population, as well as non-Muslims, it will be required to provide more attractive conditions in comparison with the traditional products.

However, an important condition regarding the development of Islamic Finance is that the target audience for its products is all “bankarised” population, and not only the practicing Muslim population.

Fig. 13. Penetration of Islamic Products 
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	Доля мусульманского населения 
	Share of Muslim population 

	Международные бенчмарки
	International benchmarks 

	Никогда не буду использовать исламские продукты 
	I will never use Islamic products 

	Если условия лучше, чем для традиционных продуктов 
	If terms are better than for traditional products 

	Если условия не хуже, чем для традиционных продуктов
	If terms are not worse than for traditional products 

	Буду использовать исламские продукты в любом случае
	I’ll use Islamic products in any case 

	В два раза ниже международных бенчмарков
	Half as high of the international benchmarks 


The main impediments for development of Islamic Finance in Kazakhstan are the low awareness of the population, poor adaptation of the regulation to the rules of Islamic Finance, prohibition for the traditional banks to sell Islamic products, and no guarantee of the Islamic bank’s deposits on the part of the state.

The Concept of Development of the Financial Sector of the Republic of Kazakhstan till 2030 sets the goal for development of Islamic Finance in Kazakhstan – 3-5% of bank assets in 2020. The international experience shows that the goal is rather ambitious:

1)
Turkey increased the share of the bank assets from 1.6% to 5.1% over 10 years
;

2)
Malaysia reached 6.9%, starting from the establishment of the first Islamic bank, in 17 years
.

However, given development of the modern information technology market and volume of banking assets in Kazakhstan, the goal to reach 3-5% of the banking assets in Kazakhstan by 2020 is achievable. By 2020, 5% of the bank assets in Kazakhstan will amount to approximately USD 9.4 billion. Upon condition that four banks are operating, assets of one bank should be, in average, USD 2.3 billion. For reference, the assets of Islamic banks in Turkey amount to USD 7 - 12 billion
.

Fig. 14. Development of Islamic Finance in Turkey and Malaysia 
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2.7.2 Potential
Implementation of seven key measures under the strategic direction “Development of Islamic Finance Market” specified in the Plan of Measures for the implementation of the Action Plan (Annex) will make possible to develop the market of Islamic Finance in Kazakhstan, providing the population with additional funding opportunities and affording access for the people (first of all the practicing Muslim population) to the banking products; and to develop expertise and increase the inflow of investments into Kazakhstan economy. 

Localisation of the international Islamic financial institutions together with the offer of the Islamic products by the traditional banks, raising of the public awareness and consideration of the matter of drafting a law will enable creating a local market of Islamic Finance, which will serve as a basis for development at the regional level. Potentially the total assets of Islamic Finance could reach USD 45.8 billion by 2025, of which the assets of the banking system will account for USD 36.6 billion, or approximately 10% of all banking assets in Kazakhstan in 2025. The volume of capital markets (Sukuk and funds) is planned at the level of USD 9.2 billion by 2025.

Fig. 15. Islamic Finance Assets in Kazakhstan by 2015

[image: image15]
Overall, during the period from 2015 to 2025 the revenues of domestic and localised banks from the sale of products compliant with Islamic Finance principles will contribute about USD 300 million to the GDP of the Republic of Kazakhstan.

Moreover, development of Islamic Finance in Kazakhstan will result in the inflow of investment, increase in the number of jobs and improvement of the financial literacy of the population.

Development of Islamic Finance in Kazakhstan will require activation of all elements of the market (demand, supply, and infrastructure) and will take place in four stages.

At the stage of “Local Centre of Expertise.” Development and authorisation for the traditional banks to sell the Islamic products and guarantee the Islamic bank’s deposits, and no difficulties in transfer of the property rights. Localisation of the international Islamic banks. Raising awareness of the population. Issue of a part of the public debt in accordance with the Islamic Finance principles.

At the stage of “Local Market of Financial Intermediation.” Raising public awareness and knowledge of international institutions and investors.

At the stage of “Local Financial Centre.” The issue of public debt for the infrastructure products in accordance with the Islamic Finance principles. The issue of Islamic Finance products on Kazakhstan Stock Exchange.

At the stage of “International Financial Centre.” Entry to the international market.

2.8 Supporting Direction “Creation of Favourable Business Environment” 
2.8.1 Special Economic Zone
According to the Edict of the President it is proposed to formalise a special status of a financial centre in the legislation. It is proposed to create a free economic zone AIFC in the territory of the international specialised exhibition EXPO - 2017 in the city of Astana. Similarly to the world leading financial centres the following preferences are offered as a part of the FEZ AIFC:

1) it is provided that the members of the Centre will be exempt from the corporate income tax for 10 years with regard to income received in the territory of the Centre, and from individual income tax withheld at source of payment of income earned in the form of dividends and income of employees of the Centre participants;

2) refund of the value added tax in case of purchasing goods in the territory of the Centre for the employees who are non-residents of the Republic of Kazakhstan, and for the Centre participants;

3) opportunity for the Centre participants to engage foreign work force without obtaining quotas and permits;

4) a simplified registration regime based on the “single window” principle in issuance of visas, work permits and other requests in the territory of AIFC;

5) possibility of granting certain privileges and preferences for members of the Centre.

Arrangements to fulfil this direction are disclosed in the annex to this Action Plan.
2.8.2 Legal Regulation 
Existence of the transparent, understandable and sufficiently predictable law enforcement practice is a cornerstone, on which the confidence of all market participants to a particular financial centre is built. 

International experience – regulatory system 
The regulatory system in the largest and most successful financial centres of the world such as New York, London, Hong Kong, Dubai, Singapore, Toronto, Chicago and Sydney is built on the principles of the so-called English law. The system built on the basis of the English case law is the most transparent for the majority of the financial market players and reduces significantly the barriers for the market entry. According to the Russian law firm “Yegorov, Puginsky, Afanasiev and Partners”, the English law is widely used in Russia to structure the complex and important transactions of mergers, acquisitions, project finance and attraction of foreign capital. 

Full-scale development of AIFC as a competitive regional centre with the active involvement of international investors and companies is not possible without ensuring the international law standard.  This standard should be ensured by dissemination of the English case law in the territory of AIFC as well as its application in disputes between the market participants and public authorities of the Republic of Kazakhstan. DIFC is a successful example of the English law dissemination and its experience can be applied in the establishment of such a system in AIFC.

The final model should be formation of the special jurisdiction in the territory AIFC under the Constitution of Kazakhstan, with its own commercial and civil law reproduced following the pattern of the English law, in the English language (for the avoidance of doubt), and a reference to the original source in the English law, in case of uncertainty.

Establishment of an independent financial court that has the qualified judges with practical experience in countries with the jurisdiction of English law (Singapore, Dubai, and Hong Kong) is an obligatory element in protection the rights of AIFC participants. 

Independent AIFC jurisdiction based on the English law should apply to the main directions of the law governing activity of the AIFC entities/participants: civil, commercial, corporate law, regulation of labour relationships, securities market and trust management. The law of the Republic of Kazakhstan shall continue applying to the matters related to migration and criminal law. Transition to a new system of law is a process that requires significant time and efforts. Therefore, it is necessary to provide for an intermediate model. There are two options:

1. to “contract” one of the English law jurisdictions, for example DIFC to develop the standard contracts following the pattern of contracts used DIFC, and adjudication of disputes of participants in the DIFC courts (an option that is the fastest to implement and average in terms of the costs);

2. to extend the English law on the participants of AIFC, legal entities registered in the territory of FEZ AIFC included in the appropriate register of the AIFC executive body and carrying out operations from the list approved by the Government of Kazakhstan upon the recommendations of the National Bank of Kazakhstan. In this case, it is necessary to develop and approve separately the criteria to determine the AIFC participants and include thereof in the register. Disputes concerning operations subject to application of the AIFC rules will be considered in this context under the English law.

Arrangements to implement this direction are disclosed in the Plan of Measures for the implementation of the Action Plan (Annex).

2.8.3 Market and IT-infrastructure
An effective, well-balanced and understandable infrastructure of the financial centre is one of the key success factors.

Currently the Kazakhstan Stock Exchange has a fully-functioning legal framework, the general management systems of the Exchange, operational risk management system, elaborated rules and procedures for the information disclosure for both investors and issuers, and comprehensive reporting forms for regulatory bodies. 
IT technologies are one of the critical factors of the AIFC competitiveness. It is necessary to build an effective infrastructure of the up-to-date data centres (data consolidation, processing and storage centres) with high levels of performance and speed, fault- and disaster tolerance, and cybersecurity, in accordance with international standards.

A single cluster of the geographically distributed data centres of the NB in Astana and Almaty interconnected via high-speed communication channels will become a basis. In this regard, the city of Almaty will host a backup data repository providing its services to the AIFC participants. To reduce transaction costs the AIFC participants will need to introduce actively the high-speed international communication channels.

However, to achieve the goals of the AIFC strategy under development, it will be required to fulfil a number of arrangements to broaden the range of the market infrastructure elements presented in the annex to this Action Plan.

2.8.4 Human Capital
Human capital development is one of the key success factors in development of the financial centre, as it ensures a high level of financial services and compliance with the international standards. Development of a local professional community will be an additional benefit, as it reduces the costs of financial service providers, on the one hand, and allows considering better the local market specifics, on the other hand. 

As with other financial centres, development of human capital is necessary for development of AIFC, which fact is evidenced by the results of the survey of the participants of the financial market of Kazakhstan: 88% of respondents agreed that development of the human capital would be one of the key conditions for the AIFC development.

Fig. 16. Rating of human capital development in the financial centres 
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The level of human capital development in Kazakhstan lags behind that of other financial centres. Moreover, underdevelopment of certain directions of the financial market (for example, Private Banking, Islamic Finance) means that Kazakhstan’s market lacks expertise in the relevant directions.

In this context, it is proposed to implement a number of arrangements (see Annex) aimed at increasing the overall level of human capital in the financial industry.

Best practices: development of the human capital in Singapore, 2002

Human capital development is one of the elements of Singapore's strategy for the financial centre development. Below are the main activities related to the human capital development conducted in 2002.

Recommendation 1. To elevate status of the initiatives related to education and training:

1) to announce the human capital development at the national level; develop a vision, set goals and target results;
2) to increase the number of professionals involved in the human capital development;
3) to review the minimum standards;
4) to implement a system of certification;
5) to involve the associations of the financial market participants.

Recommendation 2. To elevate the international status of Singapore in the area of education:

1) to present Singapore as a leading centre of education with a recognised certification system, high-quality education, research and training system.

2.8.5 Internal and External Logistics 
Existence of the extensive regional high-speed traffic arteries, modern transport infrastructure and public transport, as well as a wide and comfortable for the passenger geography of international flights from the local airport is a prerequisite to ensure the inflow of business activity to the financial centre
International experience – organisation of public transport 
Abu Dhabi metro consists of 4 lines and 82 stations (2 additional stations are under construction). Singapore metro includes 5 lines and 107 stations. In addition, metro in Abu Dhabi and Singapore can deliver directly from the city to the airport. Currently, there is no metro in Astana.

Fig. 17. Comparison of the number of direct air flights 

from Astana and competing financial centres  

[image: image17.png]Acrana

Cunranyp a .





	Астана

	Astana

	Абу-Даби
	Abu Dhabi 

	Сингапур
	Singapore

	Азия
	Asia

	Америка
	America

	Африка
	Africa

	Европа
	Europe

	Австралия
	Australia

	Включая Ближний Восток 
	Including Middle East 

	Примечание: Рассчитывается количество вылетов в столицы и крупные города 
	Note: a number of flights to the capitals and large cities is calculated 

	Источник: Данные авиакомпаний 
	Source: data of the air companies 


Thus, 70% of the interviewed professional players of the financial sector noted the need to modernise the internal and external transport and logistic infrastructure for further development of AIFC.

In this regard, to develop AIFC it shall be required to implement a number of measures, which are disclosed in the annex to the Plan of Measures and aimed at strengthening of the regional and international transport accessibility of Astana

International experience – organisation of air traffic
While Air Astana air company offers a limited number of air routes (28), the main airlines of Abu Dhabi (Emirates) and Singapore (Singapore Airlines and 67 competing air carriers) fly to more than 100 and 60 geographic areas, respectively. Astana airport infrastructure and organisation structure experience difficulties in coping with annual load (long queues are formed during the periods of the peak loads). The annual capacity of airports in Abu Dhabi and Singapore is more than 15 million and 50 million passengers, respectively.

2.8.6 Urban and Social Infrastructure
Well-developed urban and social infrastructure is an important factor for development of the financial centre. International companies, qualified foreign specialists and their families prefer to localise the business, work and live in metropolitan areas with the modern and high-quality urban and social infrastructure.

To withstand competition with other financial centres, the city of Astana should develop a long-term approach to the formation and development of the urban and social infrastructure, and to synchronise this process with the development of AIFC.

In accordance with the Edict of the President, AIFC is planned to be allocated in the territory of the international specialised exhibition EXPO-2017. In this context, the infrastructure of the territory as a fully autonomous metropolitan area is a distinguishing factor in development of AIFC. According to the master plan of construction of the exhibition territory, the to-be-built area shall have offices, trading, residential and service infrastructure. A five-star hotel is planned to be built in the territory of exhibition; moreover this area shall border the residential area.

Once the exhibition ends, it is planned to make arrangements to transfer the individual objects of EXPO-2017 to ensure functioning of AIFC and prepare the office premises for accommodation of the executive body of the Centre (AIFC JSC), the regulator (the Committee for Regulation of the Activities of Members of the Centre), the Financial Court of the Centre and its members, with release from rental payment for the period of up to 2 years. It is also planned to accommodate the Kazakhstan Stock Exchange Joint-Stock Company and Academy of AIFC in the territory of the exhibition.

At the same time the issue will be considered to include “Abu Dhabi Plaza” multifunctional complex” in the jurisdiction of AIFC, which will allow increasing the total areas of the financial centre, integrate the AIFC transport infrastructure by bringing the bounds of its jurisdiction close to the state-administrative district of the city of Astana, and creating a harmonious architectural ensemble similar to the image of DIFC.

A key factor in the successful operation of the international financial centre is the availability of flight connections with the major international financial centres worldwide. Currently Astana is connected by direct flights with the cities of Frankfurt on the Main and London. It is necessary to have the direct flights to Dubai, Geneva, Hong Kong, Singapore, Shanghai, Beijing, Seoul, Istanbul and Tokyo.

The most important condition for the financial centre functioning is its transport connections with the international airport, residential, shopping and entertainment areas, as well as with the centres of services. Roadmap of EXPO-2017 assumes its direct connection to the international airport of Astana, and the administrative and business centre of the city by means of the high-speed motor transport route.

Construction of the additional terminal at Astana airport of the total area of 40 thousand square meters is planned for 2015. Operations of the new terminal will almost double the airport capacity. Now the capacity is 750 passengers per peak hour. In the future, it will increase up to 1375 people per hour.

An important factor influencing the financial centre development is a well-developed hotel infrastructure. It is required to create favourable conditions for further promotion and development of the tourism industry in Kazakhstan, which will lead, in particular, to activation of the hospitality industry and construction of new hotels designed to service both the tourists and participants of the financial centre.

It should be noted that a number of initiatives aimed at improvement of the urban and social infrastructure has been already implemented as a part of the Master Plan of Astana Development. At the same time, in order to attract highly qualified specialists for permanent employment in AIFC and residence in Astana, it shall be required to implement a set of measures for further development and modernisation of the social and urban infrastructure, which are described in the Plan of Measures for Implementation of the Action Plan (Annex).

2.8.7 Other Factors of AIFC Development
Realisation of the Action Plan for establishment and development of AIFC as a long-term project, including conducting the financial, social, urban and other public transformations, relates to both the implementation of initiatives that directly contribute to the AIFC growth and removing major barriers preventing from its further development.

In this regard, the following transformations are proposed as a part of AIFC development:

1. Promotion to attraction, repatriation and localisation of the qualified professionals in the territory of AIFC:

1)
to consider possibility of amending the Law of the Republic of Kazakhstan “On the Legal Status of Foreigners” in terms of granting the right to the citizens temporarily residing in the territory of the Republic of Kazakhstan/participating in AIFC to acquire and invest in the local real estate in order to provide the qualified foreign specialists with additional benefits from the localisation in the territory of AIFC.
2. Stimulation of entry of the new target audience to Kazakhstan’s capital markets:

1)
to provide for the possibility to organise an e-auction on the trading floor of Kazakhstan Stock Exchange for individuals related to the bank deposits and foreign currency transactions with a view to improve the financial literacy of the population, gradually build-up liquidity as a result of the growth of the retail segment of the capital markets.

3 Realisation of the Action Plan for AIFC Establishment and Development
Realisation of the Action Plan is a long-term project that requires implementation of a number of initiatives and involvement of a large number of participants, on the part of both the government and business community.

While the success of the project depends directly on the efforts of each participant, AIFC development is not a primary function for many of the parties involved. Therefore, there is a risk that the tasks set will not be fulfilled in full; the scheduled dates will not be observed and, as a result, the achievement of the common goal to build a financial centre in the city of Astana will fail.

That is why, implementation of these actions in a package, across the entire spectrum of the action plan, and not on a selective basis, separately, will be the most important factor in the success of the Action Plan realisation. 

View of the market participants
According to 90% of the interviewed participants of the financial sector of the Republic of Kazakhstan, the AIFC development goals can be achieved only on condition of the considerable efforts on the part of both the government and business.

“I am sure that without a strong political will at the highest level the AIFC development would be very difficult.” 
“There are no “tasks impossible” in Kazakhstan: when I see what has become of Astana for 10 years, I realise that everything is possible. You need three things: will and support from the very top level, unity of the task for all executive agencies, and availability of professionals. "

For detailed measures for implementation of the Action Plan, please, see Appendix to this document.

3.1 AIFC Structure and Management
Based on analysis of the best external practices of regulation of the financial centre operation (primarily those established purposefully (Singapore, Dubai), and not spontaneously) and internal assumptions, including the current regulatory structure of the financial sector of the Republic of Kazakhstan, the basic recommendations have been identified, the observance of which is required to form the effective structure and governance system of AIFC:

1)
a comprehensive and coordinated public support;

2)
effective feedback and protection of the lawful interests of the residents of AIFC.

To follow these recommendations it is proposed to establish the following management structure of AIFC:

1) to set up the National Council for AIFC Development under the President of Kazakhstan as the highest governing body of AIFC;

2) to set up a working group under the National Council for AIFC Development and impose thereon the functions of the Project Management Office that will exercise the operational control over implementation of the Action Plan;

3) to establish an executive body - a joint stock company under the NB to ensure the operations of AIFC and management of FEZ AIFC;

4) to establish a Committee for Regulation of the Activities of the AIFC participants under the NB. 

Within a framework of Kazakhstan participation in the EAEU, it is also planned to locate in AIFC a supranational authority for regulation of the financial market of the EAEU member states.

The competence of the National Council for AIFC Development shall include approval of the key directions for the Centre development in the long term, coordination of all other authorities empowered to promote development of the Centre, and exercise control over implementation of the Action Plan for AIFC Establishment and Development. 

The main objectives of the AIFC Joint-Stock Company shall include support of the AIFC operations and management of FEZ AIFC, including:

1) implementation of the approved strategy AIFC, development of rules, policies, maintenance of the register of the AIFC members;

2) development and implementation of the marketing strategy aimed at formation of a positive image of AIFC in the international business community, building of partnerships, promotion of AIFC at the regional and international levels;

3) search for and engagement of potential participants for localisation in the territory of AIFC;

4) comprehensive support for all aspects of the localisation of the future residents AIFC using the “single window” mode;

5) rendering assistance in the process of applying for a license by the AIFC participants, visa support, residence permit, office accommodation;

6) monitoring of the activities of the AIFC participants to provide feedback and form proposals aimed at improving the AIFC efficiency; 
7) as agreed with the National Bank, management and coordination of the operations of the property complex that forms the infrastructure of AIFC (AIFC Academy, Central Securities Depository JSC, AIFC rating agency, specialised educational foundation on the basis of the AIFC Academy and others);

8) engagement of highly qualified foreign employees for managerial positions in the management of international financial centres, auditing and other areas.

A top foreign specialist that has experience in implementing similar projects in one or more of the financial centres of the world is proposed to be invited to the position of the chief executive officer of the joint-stock company. 
In the short and medium term said body should function as an institution subordinated to the National Bank. However, in the long term, as a part of improvement of the management and expansion of geographical presence, it is advisable to consider the inclusion of the local market leading players and/or representatives of the financial centre - a potential AIFC partner (e.g. Dubai, Singapore, Istanbul, etc.) in the founders of the body. The possibility is also considered to open the representative offices of the AIFC JSC in the leading international financial centres of the world for the purpose of networking and promotion of AIFC internationally.

Similar to Dubai Financial Services Authority (DFSA), AIFC entities shall be regulated by the Committee for Regulation of Activities of the AIFC Entities under the NB. This Committee will function as the financial regulator, oversee all sectors of the financial market, deal with development of the regulatory framework for the AIFC participants, issue licenses, and make decisions on compliance of participants AIFC with high international standards imposed by the Committee. 
Fig. 18. AIFC institutional structure 
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	Министерство по инвестициям и развитию
	Ministry of Investments and Development

	Самрук-Казына
	Samruk-Kazyna

	Акимат г. Астана 
	Akimat of the city of Astana

	Авиакомпании, допущенные к международным перевозкам
	Air companies qualified for international traffic 

	Совет иностранных инвесторов 
	Foreign Investors’ Council

	Подразделения Национального банка – владельцы инициатив 
	Business units of the National Bank – owners of the initiatives 

	Подразделения МФЦА
	AIFC business units

	Глава организации входит в Национальный совет
	The Head of the organization is a member of the National Council 


Specifics of functioning of the AIFC main institutions comprise:

1)
Kazakhstan Stock Exchange is a single trading floor for all transactions related to the AIFC participants;

2) 
Central Depository is a single depository for transactions of the AIFC participants in the stock market. 

3) 
AIFC Financial Court is an independent judicial body that adjudicates civil and commercial disputes between the Centre participants on the basis of the English case law as well as an international arbitration centre of AIFC;

4)
the NB Master's programme and AIFC Academy are the basic local institutions for staff training and advanced training of the AIFC members; 

5)
the rating agency is a self-regulated organisation, which will become the major rating agency of AIFC. The Agency shall be transformed on the basis of the NB subsidiary – “RFCA Rating Agency” JSC in the partnership with one or more international rating agencies or international Big Three (Moody's, S & P, Fitch and others) 
 and provide services not only to the AIFC participants, but also to the private businesses
;
6)
the Specialised Educational Fund of the National Bank for Support of AIFC and Financial Education (the Fund on the basis of the AIFC Academy) is a special fund created to increase the qualification level of the AIFC participants, organise trainings, courses, internships, training in the best educational institutions of the region and the world. This educational foundation on the basis of the AIFC Academy needs to be organised following the pattern of the currently operating Bahrain Institute of Banking and Finance (BIBF). BIBF is funded through allocation of 1% of annual expenses on education of the staff of banks and financial institutions regulated by the Central Bank of Bahrain (CBB). The market participants, in their turn, may use the services of an educational fund on acceptable and favourable terms.

Commodity exchanges of Kazakhstan
 are not included in the plan of AIFC development due to lack of scale of operations, which can justify their significant role. Scale effect is a key factor in the success of a commodity exchange. The country, in whose territory one or other successful global commodity exchange is located should import or export the volume of goods (oil, metals, grain) of at least 5% of the global balance of supply and demand for a particular group of products. According to the Food and Agriculture Organization of the United Nations (FAO), a global balance of supply and demand in 2013 amounted to 713.2 million metric tons; Kazakhstan produces annually 13.9 million tons (about 2% of the global balance). According to this parameter Kazakhstan cannot compete in the global context. However, there is certain potential for the commodity exchange focused on the regional scale (Central Asian countries), and only for a certain group of products (oil products and grain) 
. For the commodity exchanges to develop successfully and play an important role locally should meet three main prerequisites for development: 
1) liberalisation of state regulation of prices on the basic product categories - the underlying assets of the exchange (primarily on oil products and grain);

2) introduction of the standardised contracts and, where possible, centralised payment schemes;

3) building up the trading volumes to ensure market liquidity in case of consolidation of volumes. 
With a view of ensuring the AIFC operation, the following activities shall be provided for:

1)
To ensure functioning of AIFC effective from 1 January 2016 with its deployment in the territory of the international specialised exhibition EXPO-2017 effective from 1 January 2018;

2)
Beginning from 1 January 2016 it will be required to proceed to registration of the organisations as the members of AIFC, including their actual deployment in the territory of the international specialised exhibition EXPO-2017 effective from 1 January 2018;

3)
Effective from 1 January 2018 it shall be necessary to take measures concerning transfer of certain objects of the international specialised exhibition EXPO-2017 to ensure functioning of AIFC and prepare the office premises to accommodate the Centre and its participants, with release from payment of rentals for a period of 2 years.

3.2 Establishment of the Project Management Office and Control over the Action Plan Implementation
The Project Management Office (Project Management Office, hereinafter - PMO) shall carry out its operations as a part of the executive body of AIFC development (a joint-stock company under the National Bank to support AIFC operations) and be directly subordinated to the CEO of the executive body.

PMO main objectives in the implementation of the Action Plan for AIFC Development shall be:

1)
to monitor the progress of the project;

2)
to ensure effective coordination among the parties involved;

3)
to assist in addressing the problems and identifying the risks;

4)
to make timely amendments to the Action Plan;

5)
to make strategic communications with internal and external shareholders concerning AIFC development (jointly with the business units of the executive body for AIFC development responsible for marketing support and business development).

Fulfilment of these objectives shall be based on the PMO establishment in accordance with the following principles:

Principle 1. To have a dedicated team possessing the sufficient competences and powers.

Principle 2. To confer PMO with sufficiently high status for effective cooperation with the government structures, and provide with the leverages for promotion of the necessary initiatives.
PMO structure
To provide full-scale operations of PMO in each directions of AIFC development it shall be required to allocate a certain number of employees for each of the following four directions:

1)
development of the capital markets;

2)
development of the markets and expertise in the directions “Asset Management” and “Private Banking”;

3)
development of Islamic Finance markets;
4)
creation of favourable business environment.

AIFC PMO shall be, at the same time, a part of the executive body for AIFC development and a working group under the National Council for AIFC Development, consisting of the officials responsible for development of the AIFC directions, including deputy heads of the government bodies concerned. On the one hand, it will raise the status of PMO and promotes effective cooperation with the government agencies, and, on the other hand, it will allow speeding up the solution of the problems through direct access to the National Council for AIFC Development.

Process of the PMO cooperation with the market players 
The PMO staff shall cooperate with the parties involved in development of the respective direction on a regular basis, as and when necessary. Following the performance results, a PMO employee shall generate and send the CEO of the AIFC executive body the Action Plan progress report for certain direction and identified supplies, risks and requirements to other organisations.

The CEO of the AIFC executive body shall regularly hold PMO meetings with the officials responsible for development of the directions and with the parties involved – i.e. business units of the NB and other agencies responsible for implementation of the Action Plan. Following the meeting, decisions shall be made on the issues obtained from the PMO staff; if necessary the amendments shall be made and the Action Plan progress report shall be generated.

Meetings of the National Council for AIFC Development shall be held at least twice a year. As a part of preparation for the meeting, the secretariat shall prepare a report on the status of the project implementation and issues that require support on the part of the National Council. 
Objectives and powers of the PMO staff 
The objectives of the PMO staff shall include the following:

1)
monitoring and assessment of compliance of the progress in development of the directions with the Action Plan;

2)
collection of information on the risks and proposals concerning potential changes in the Action Plan;

3)
ensuring cooperation of all parties involved in the development of the relevant directions;
4)
rendering of expert support to the relevant direction, including that with the involvement of international experts, with regard to development of individual elements and direction in the whole;

5)
providing information to the CEO of the AIFC executive body on the Action Plan progress and identified proposals, risks;

6)
preparation of the report on the status of the project implementation and issues requiring support on the part of the National Council for AIFC Development (including requirements to other government agencies and financial market participants, conflicts and unresolved issues, proposals for significant changes in the Action Plan);

7)
cooperation with the AIFC key partners, investors and representatives of the journalistic community (together with the business unit of the AIFC executive body responsible for marketing support and business development).

To enable the PMO staff to achieve effectively their objectives, they should be conferred with the appropriate powers:

1) to request and receive from the government agencies, financial market participants, AIF structures directly involved in the development of AIFC directions, information on the progress in the implementation of the Action Plan (timing), status of implementation of the plan (key performance indicators (KPI), resources);

2) to appoint meetings and conduct seminars with participation of the parties involved in the development of the particular direction; and 
3) to raise the issue of engagement of the employees of the government agencies, educational institutions, public companies, international experts, specialists and organisations, including on a contractual basis, to perform certain actions as a part of the AIFC development and searching into the matters.
4 Joint Action Plan of the Government of the Republic of Kazakhstan and National Bank of the Republic of Kazakhstan for Establishment and Development of Astana International Financial Centre in the Long Term

	No.
	Actions
	Form of completion 
	Deadline for implementation 
	Responsible officers


	1
	2
	3
	4
	5

	
	1. Strategic Direction “Capital Market Development”»

	1. 
	To initiate the issue of the infrastructure bonds through Kazakhstan Stock Exchange:
	
	
	

	
	1) To elaborate the structure of issue of infrastructure bonds with the interested state bodies responsible for implementation of a specific infrastructure project, as well as with the international development institutions
	Draft of the pilot issue structure 
	1 January 2016 
	NB (as agreed), MID, MNE

	
	2) To review the existing mechanism of risk sharing between the private and public investors to ensure the investment attractiveness of infrastructure bonds and protect the legitimate rights and interests of their holders. To consider the possibility of making appropriate amendments to the regulatory legal acts, governing the issues of the securities market participants and public private partnership
	Concept of the draft law and its submission for review to IDC
	1 July
2016 
	NB (as agreed)

	2. 
	To extend cooperation with the  international development institutions to finance their projects in the countries of Central Asia through Kazakhstan’s capital market
	Memorandum, contract, agreement
	On an on-going basis
	NB (as agreed), MF, MID, MNE

	3. 
	To work out measures for stimulation of the capital raising from the part of large joint ventures in the oil and gas sector and the mining and metallurgical complex through Kazakhstan Stock Exchange for the partial financing of investment programs and working capital in terms of relevant program of “local content”:
	
	
	

	
	1) To determine measures to stimulate joint ventures, finance the “local content” program through Kazakhstan Stock Exchange by placement of the securities
	Worked out list of measures 
	1 July
2016 
	NB (as agreed), MF, MNE, 

MID, SWF «Samruk-Kazyna» JSC(as agreed)

	
	2) To develop the placement schedule and make preparations for implementation of the pilot project for issue of the financial instruments of joint ventures at Kazakhstan Stock Exchange
	Plan for the pilot implementation 
	1 April 

2016 
	NB (as agreed), MF, MNE, 

MID, SWF «Samruk-Kazyna» JSC(as agreed)

	4. 
	To stimulate placement of a major portion of the large Kazakhstani companies with overseas listing in the share capital in the domestic capital market through Kazakhstan Stock Exchange:
	
	
	

	
	1) To work out measures and make a detailed analysis of the current legislation of the Republic of Kazakhstan concerning stimulation of capital raising by the domestic companies through Kazakhstan Stock Exchange
	Analytical report 
	1 April 2016 
	NB (as agreed), MF, MNE

	
	2) In the mid-term, to transfer to a gradual increase in the proportion of local placement of shares of domestic issuers at Kazakhstan Stock Exchange from the  current 20% to at least 40-60%
	Resolution of the NB Management Board 
	1 July
2017 
	NB (as agreed)

	5. 
	To stimulate the companies to enter Kazakhstan stock market 
	
	
	

	
	1) Holding of IPO or SPO by the most attractive, in terms of investment,   companies of the National Welfare Fund “Samruk-Kazyna” JSC in the amount of not less than 25% of the outstanding shares (including those placed during IPO) for a wide range of investors in the organised securities market of the Republic of Kazakhstan:
	
	
	

	
	1.1) To select companies from the quasi-public sector to place shares through Kazakhstan stock market. The criteria for selection should be such parameters as stability of the company’s business model, its turnover, size of assets and profitability
	Approved list of companies 
	1 January 2017 
	SWF «Samruk-Kazyna» JSC(as agreed),MF, MNE, NB (as agreed)

	
	1.2) To bring the selected companies in compliance with the requirements of the stock exchange

	Financial statements, which confirm compliance 
	1 January 2017
	SWF «Samruk-Kazyna» JSC(as agreed)

	
	1.3) To place stepwise the shares of these companies in Kazakhstan stock market
	Placement of shares 
	1 January 2017
	SWF «Samruk-Kazyna» JSC(as agreed), NB (as agreed)

	
	2) In case of placement of shares of the companies referred to in paragraph 1.1), in a closed form (e.g. direct auction), to provide for the requirement that after this placement the new owners of the largest companies should to conduct a public offering within three years after the company purchase, with placement of at least 25% of the shares at the Kazakhstan Stock Exchange
	Concept of the draft law and its submission for review to IDC
	1 July
2019 
	NB (as agreed), MF, MNE, SWF «Samruk-Kazyna» JSC(as agreed)

	
	3) To increase the minimum amount of placement up to 25% of the outstanding shares in the requirements for the listed companies at Kazakhstan Stock Exchange (amendments to the Law of the Republic of Kazakhstan “On the Securities Market”); transfer of shares of the issuing companies that failed to fulfil this requirement, as well as shares with zero or negligible trading volume during the last 12 months or those which failed to meet the disclosure requirement, to the category of the information listing. The issuing companies, whose shares are transferred to the category of information listing, will lose their status of the AIFC participant 
	Concept of the draft law and its submission for review to IDC
	1 July
2016 
	NB (as agreed), SWF «Samruk-Kazyna» JSC(as agreed)

	
	1) To consider the matter of making amendments to the legislation of the Republic of Kazakhstan
 regarding the introduction of standards for acceptable financial leverage ratio (the ratio of debt to equity) in order to control the financial risk and promote activities through the issue of shares
	Concept of the draft law and its submission for review to IDC
	1 July
2016 
	NB (as agreed)

	6. 
	To introduce a new class of financial instruments called Exchange Traded Funds (ETF funds) and consider the matter of including in the list of additional stock market instruments of the deposit certificates of banks and to form and develop the market of Islamic and other lease certificates 

	Concept of the draft law and its submission for review to IDC
	1 July 2016 
	NB (as agreed)

	7. 
	To initiate additional segments in Kazakhstan Stock Exchange listing, without establishment of an additional trading floor; to open an additional market segment for the shares of the subsoil use companies and, in the mid-term, to activate operating of the listing for the companies of small and medium capitalisation, which provide for the reduced listing and corporate governance requirements

	Resolution of the NB Management Board, Listing Rules 
	1 January 2016 
	NB (as agreed)

	8. 
	To introduce practice of cross-trading with the highly-developed foreign stock exchanges and select those instruments of the partner stock exchange of the pilot project participant, which are of interest for Kazakhstani investors

	Memorandum, contract, agreement
	On an on-going basis
	NB (as agreed)

	9. 
	To develop financial products, which meet the Islamic Finance principles:


	
	
	

	
	1) To develop local expertise in the area of Islamic Financer among the potential investors and issuers
	Islamic Finance training course 
	1 January 
2016 
	NB (as agreed)

	
	2) To draft the Law of the Republic of Kazakhstan, which stipulates the terms of issue of the sovereign Islamic securities 
	Concept of the draft law and its submission for review to IDC
	1 July 2015 
	NB (as agreed),MF

	
	3) To work out a pilot project for placement of Sukuk bonds in Kazakhstan stock market 

	Placement of Sukuk bonds
	1 December
2016 
	NB (as agreed)

	10. 
	To consider the possibility of trading Global Depositary Receipts (GDR) and Global Depositary Notes (GDN) in Kazakhstan market  
	Information for the Government 
	1 December
2015 
	NB (as agreed), MF

	11. 
	To implement additional measures for stimulation of potential issuers to raise capital through Kazakhstan Stock Exchange:

· road shows for potential investors;

· reimbursement of the audit-related expenses for the companies, which place their shares at Kazakhstan Stock Exchange   


	Action plan 
	1 January 2017 
	NB (as agreed)

	12. 
	To stimulate entry of new issuers to Kazakhstan Stock Exchange by means of decrease of the listing commission charges for the highly-liquid instruments and increase of the listing commission charges for low-liquid instruments 
	Minutes of the Board of Directors of Kazakhstan Stock Exchange 


	1 January 2016 
	NB (as agreed)

	13. 
	To consider possibility of implementing a mechanism to activate the role of UAPF as an active player in the secondary capital market by means of: 


	
	
	

	
	1) Selection, licensing and granting mandates to the foreign MCs localised in Kazakhstan, as well as local MCs to manage UAPF funds within the framework of the objects and investing limits according to the UAPF Investment Declaration 
	List of selected MCs 
	1 July 2017  – 

1 October 2021
	NB (as agreed)

	
	2) Including in the mandate of the international companies being localised of a condition that a part of the funds under their management will be invested in the domestic market 
	Resolution of the NB Management Board 
	1 October 2017 
	NB (as agreed)

	14. 
	To renew a program of financial education for a wider population, which is aimed, in the long term, at the formation of the investment culture, oriented at capital markets
	Seminars, advanced training courses, trainings, lectures 
	On an on-going basis
	NB (as agreed)

	15. 
	To consider the possibility to expand the investing activities of the institutional investors: banks, insurance companies and unit investment funds 
	Information for the Government о
	1 July
2016 
	NB (as agreed)

	16. 
	Inclusion of Kazakhstan stock market in the positions of the global country market classifiers 
	Assigned status,  advanced Emerging Markets, rating
	1 January 2017 
	NB (as agreed)

	17. 
	To study and apply international experience in cooperation with the international financial organisations to improve the corporate governance and increase its transparency
	Recommendations for improvement of corporate governance for the companies 
	1 July 2016 
	NB (as agreed)

	18. 
	To consider possibility of reviewing the capital adequacy requirements and activate the role of professional securities market participants (Rules for calculation of the prudential norms for professional securities market participants (except for the banks))

	Resolution of the NB Management Board
	1 July 2016
	NB (as agreed)

	19. 
	To stimulate establishment of the analytical financial centres at the higher educational institutions (HEI) of the Republic of Kazakhstan focused on the financial market 
	Memorandum, contract, agreement
	1 October 2016 
	MES

	
	2. Strategic Direction “Development of the Asset Management Market and Expertise”

	20. 
	To localise international MCs, which are specialising in the asset management 

	
	
	

	
	1) To consider the possibility of transferring certain amount of the resources of the National Fund under management of the external MCs by means of: 
	
	
	

	
	1.1) Determining the total amount of funds to be transferred under the management of the localised MCs 
	Resolution of the NB Management Board
	1 April 2016 
	NB (as agreed)

	
	1.2) reallocation of the public funds giving preferences to the external global MCs having high level of professionalism, expertise and capitalisation, which are ready to undertake the obligations to localise the key business functions in the territory of AIFC and develop Kazakhstani asset management market (launching their own products in Kazakhstani market, participation in the educational initiatives) 
	Resolution of the NB Management Board
	1 April 2016 
	NB (as agreed)



	
	2) To consider the possibility of sending to the interested MCs of the commercial offer to manage the funds of the National Fund, namely: 
	
	
	

	
	2.1)  To receive a reverse commercial offer from the MCs – current and potential external managers of the resources of the national funds  
	Commercial proposal for MCs
	1 April 2016 
	NB (as agreed)

	
	2.2) To select MCs that have proposed the most favourable terms for subsequent bilateral negotiations 
	Minutes of the Commission 
	1 July 2016 – 

1 July 2018 
	NB (as agreed)

	
	3) To hold an independent legal due diligence aimed at bringing the legislation of the Republic of Kazakhstan in compliance with the standards of the leading global financial centres:

	
	
	

	
	3.1) To make amendments to the current legislative acts of the Republic of Kazakhstan governing the matters of corporate governance, licensing of the recruitment and regulation of the labour relationships with participation of the expatriated employees, taxation and observance of the standards related to the capital origin (FATCA, KYC, AML, etc.) to harmonise thereof with the leading international financial centres (Dubai, London, Hong Kong, Singapore) 


	Concept of the draft law and its submission for review to IDC
	1 July 2016 
	NB (as agreed)

	
	4) To secure to the NB and its lower organisations a function of providing a comprehensive service of localisation of international MCs in the territory of AIFC 
5) 
	Draft of the Edict of the President 

	1 January 2016 
	NB (as agreed)

	
	6) To provide the localised MCs with access to the market and IT infrastructure during the term of the contract for public asset management:


	Contract 
	1 January 2016 
	NB (as agreed)

	
	5.1) To consider the possibility of using an integrated office space for all localised MCs 

	
	
	

	
	7) To promote diversification of business of the localised MCs 
	
	
	

	
	6.1) To establish partnerships between the localised MCs and local second-tier banks with a purpose of distributing off-the-shelf investment solutions of the localised MCs (UIFs, ETF, GDR, GDN, private banking
) through the regional network 
	Memorandum, contract, agreement
	1 January 2017 
	NB (as agreed)

	
	6.2) to motivate the local participants of the insurance market to transfer functions of insurance reserves management to private MCs 


	Resolution of NB Management Board 
	1 April 2016
	NB (as agreed)

	
	6.3) to work out a program of raising the financial literacy of the population
	Draft program  
	1 April 2016
	NB (as agreed)

	
	6.4) to consider the issue of stimulation the employers to establish the voluntary pension schemes for the employees with subsequent transfer of the pensions savings under management of private MCs 


	Information for the Government
	1 April 2018 
	NB (as agreed), MHSD

	21. 
	To establish local MCs – leaders of the asset management market 

	
	
	

	
	1) To conduct mandatory certification and audit of the local MCs, which seek to manage the public funds:
	
	
	

	
	1.1) To develop jointly with the local and international expert and educational communities of the requirements in the area of qualified asset management 


	Qualification requirements 
	1 January 2017 
	NB (as agreed), MES

	
	1.2) To conduct mandatory certification of the local MCs, which seek to manage  the public funds, in the asset management qualification


	Certificate 
	1 January 
2018 
	NB (as agreed)

	
	2) To consider the possibility of participation of the potential qualified local MCs in the tender for public funds management, namely: 

	
	
	

	
	2.1) to determine a range of certified local MCs to participate in a tender for public funds management with a view to provide a commercial offer 
	Protocol of the tender commission
	1 January
2018 
	NB (as agreed)

	
	2.2) to provide a local NC with the funds to manage in the amount not exceeding USD 1 billion, broken down for a few mandates (about USD 0,3 billion) with different investment strategies.  Existence of a few mandates under management of one local MC will operate as a guarantee of the long-term partnership (if the declared investment goals are not achieved, only 1 loss-making portfolio is withdrawn, other mandates remain under MC management)


	Resolution of NB Management Board
	Annually, 

2018 – 2021
	NB (as agreed)

	
	2.3) To provide an opportunity to the local MCs, which have demonstrated the best results in public funds management to expand the mandate under management 
	Resolution of NB Management Board
	Annually, 

2018 – 2021
	NB (as agreed)

	
	3) To consider the possibility of annual selection, on a competitive basis, of one local MC to provide it with a mandate for management of the UAPF funds 
	Protocol of the tender commission
	Annually 
	NB (as agreed)

	
	4) To promote establishment of new local MCs:
	
	
	

	
	4.1) To provide the qualified local portfolio managers with the “seed”
 investments in exchange for an interest in the established MC 
	Resolution of NB Management Board
	1 April 2016 
	NB (as agreed)

	22. 
	To engage foreign professionals having international experience in asset management to work in the local market:


	
	
	

	
	1) To consider the possibility to reduce the visa restrictions and other migration restrictions for the businessmen, delegates, representatives of the companies and international organisations, which are non-residents of AIFC 
	Information for the Government
	1 April 2016
	MFA, MIA, NSC (as agreed), NB (as agreed)

	
	2) To introduce a visa-free regime for a period of up to 30 days for the citizens from the member-states of the Organization for Economic Cooperation and Development (OECD), United Arab Emirates, Malaysia and Republic of Singapore 
	Decree of the Government 
	1 January 2016 
	MFA, MIA, NSC (as agreed), NB (as agreed)

	
	3) To establish a special visa regime for the AIFC participants’ employees and members of their families for a period of up to 5 years 
	Decree of the Government
	1 January 2016 
	MFA, MIA, NSC (as agreed), NB (as agreed)

	23. 
	To develop local expertise in asset management 
	
	
	

	
	1) To hold education programs for the local specialists as an obligatory condition of the localisation package for external MCs which seek to manage the public funds:

	
	
	

	
	1.1) To provide that the best employees and employees of the core business units of the NB will have annual practical training in the central offices of the localised MCs (integrated educational program – trainings in key business functions and business units of the MC with minimum staying in each regional office (Asia, USA, Europe) from 6 months) 

	Program for advanced training and sharing experience 
	1 April 2016 
	NB (as agreed)

	
	1.2) To arrange the 3-week introductory trainings at the MC headquarters for all locally hired analysts 

	
	
	

	
	1.3) To invite the highly qualified localised foreign specialists – portfolio managers to deliver educational courses/trainings in asset management 


	Training, educational courses
	1 July 2016 
	NB (as agreed)

	
	1.4) To award scholarships to the best employees of the localised MCs who have entered the leading financial HEIs/business schools worldwide

	Program for advanced training and sharing experience 
	1 April 2017 – 
1 January 2019 
	NB (as agreed)

	
	2) To set up a professional standard in the area of asset management and respective certification required to work in the local market as an investment manager
	Program for advanced training and sharing experience 
	1 July 2017 
	NB (as agreed)

	
	3) To cooperate with CFA Institute and/or IMCA
 in preparation of Kazakhstani student for passing exam to get a designation of the Certified Investment Management Consultant (a regional educational centre for preparation for exams to get a designation of the Certified Investment Management Consultant  shall be  located in the territory of AIFC):
	agreement/

contract/

cooperation 
	1 July 2017
	NB (as agreed)

	
	3.1) To consider the possibility to award the private/public scholarships to future local investment managers who have entered the leading educational institutions/business schools 


	Awarding of scholarships
	1 April 2017 
	NB (as agreed)

	
	4) To set a specialised educational fund of the NB 
	Resolution of NB Management Board
	1 April 2017 
	NB (as agreed)

	
	3. Strategic direction “Development of the Private Banking Market”»

	24. 
	To consider the possibility to invite in Private Banking the capital legalised during the amnesty  
	Information for the Government
	1 July 2016 
	NB (as agreed)

	25. 
	To consider the issue of making amendments in terms of the regulation of a bank secret
: to establish that disclosure of the information about existence and numbers of bank accounts, balance and movement of funds is possible only by decision of a court, if there are grounds to believe that a certain account is involved in violation of the law of Kazakhstan, or at the request of governments of other states 


	Information for the Government
	1 July 2016 
	NB (as agreed),
SC (as agreed), MF


	26. 
	To attract cash from the neighbouring countries (especially the Russian   Federation, Azerbaijan, Uzbekistan, Tajikistan, Turkmenistan, Kyrgyzstan and Xinjiang region in China) and launch Internet portal about Private Banking opportunities in Kazakhstan:
	
	
	

	
	1) To ensure generation of the offer of a service of safekeeping of valuables (assignment of a free port status, ensuring the necessary conditions for safekeeping and security) in Private Banking


	Assigned free port status 
	1 April 2020 – 
1 January 2026 
	NB (as agreed)

	
	2) To provide accessibility: to launch daily flights in two directions between the city of Astana and cities of Ashkhabad, Bishkek and Baku
	Order
	1 April 2020 
	MID

	27. 
	To consider the possibility to make amendments to the law of the Republic of Kazakhstan “On Banks and Banking Activity” in terms of permitting the banks to receive an agency fee in case of establishment of a partnership with the international Private Banking companies and local investment companies 


	Concept of the draft law and its submission for review to IDC
	1 July 2016 
	NB (as agreed)

	28. 
	To localise the functions of consulting and sales of the international Private Banking companies; provide assistance in the process of localisation: organisation of the process of localisation using a “single window” principle; consider the possibility to secure to NB and its lower organisations a function to provide the comprehensive service of localisation of the international Private Banking companies in the territory of AIFC 


	State registration of the companies 
	On an on-going basis
	NB (as agreed)

	29. 
	To introduce the standards of servicing the Private Banking clients 

	
	
	

	
	1) To develop and introduce a Code of Practice for servicing of the Private Banking clients and for the process of certification:
	
	
	

	
	1.1) jointly with the localised Private Banking companies and experts from other financial centres to develop a Code of Practice – a manual, which includes descriptions of the best practices in Private Banking 


	Code of Practice 
	1 April 2016 –

 1 January 2017 
	NB (as agreed)

	
	1.2) to set minimum requirements to the banks and employees providing the Private Banking services 
	Resolution of NB Management Board
	1 April 2016 –

 1 January 2017
	NB (as agreed)

	
	1.3) to distribute the Code of Practice among the local and localised banks 
	Publication in mass media  
	1 April 2016 –

 1 January 2017
	NB (as agreed)

	
	1.4) to incorporate the Code of Practice in the agendas of all Private Banking trainings 
	Code of Practice
	1 April 2016 –

 1 January 2017
	NB (as agreed)

	
	2) to establish a regular control over compliance with minimum requirements:
	
	
	

	
	2.1) Passing of a regular certification procedure for the customer managers and bankers providing the investment products 


	Certification of specialists, market participants  
	Quarterly,

2016 – 2025 
	NB (as agreed)

	
	2.2) To audit the Private Banking companies (e.g. control over the number of training of the employees, mystery consumer)
	Audit by the authorised 
	Quarterly,

2016 – 2025
	NB (as agreed)

	30. 
	To build up the process of training and certification of the employees
	
	
	

	
	1) To launch the Private Banking trainings and certification process with the support of the AIFC Academy and localised international banks:
	
	
	

	
	1.1) In cooperation with local HEIs to launch an additional Private Banking course for the students under the bachelor’s/master’s programs of financial and economic specialties, including certification after graduation
	Private Banking training program
	1 January 2017 
	MES, 
NB (as agreed)

	
	1.2) On the basis of the AIFC Academy to run the advanced training courses for the staff of local and localised banks operating in Private Banking; certification upon completion of training 
	Private Banking advanced training program 
	1 January 2017 
	NB (as agreed)

	
	2) To consider the possibility to secure the mandatory certification of the sales staff and consultants dealing with the Private Banking clients in Kazakhstan 


	Resolution of the NB Board of Directors 
	1 October 2016 
	NB (as agreed)

	
	4. Strategic Direction “Development of Islamic Finance Market”»

	31. 
	To raise the public awareness about the essence of Islamic Finance and its availability in Kazakhstan through involvement of the international marketing agencies and initiating a process aimed at increasing demand for banking products consistent with the principles of Islamic Finance

	Briefings and round tables, interviews, marketing
	1 January 2016 - 

1 January 2017 
	NB (as agreed)

	32. 
	To consider possibility of creation of the initial demand for Islamic financial products of capital markets by investing a part of the pension fund resources in the Islamic financial products:

to make amendments to the UAPF investment declaration in terms of  adding to the list of investment targets and investment limits the Islamic Finance products that correspond, according to the credit rating, to the traditional debt instruments, in which UAPF funds are invested under its investment memorandum (however, it should be noted that the guarantee of return of funds invested in Islamic products corresponds to that of traditional financial instruments having the same risk category)


	Resolution of NB Management Board
	1 April 2016 
	NB (as agreed)

	33. 
	Localisation of international Islamic financial organisations 
	
	
	

	
	1) To consider the possibility of providing opportunity to the quasi-public sector companies (for example, the subsidiaries of NMH “Baiterek” JSC) to participate in the Islamic financial institutions (funds, leasing companies and insurance companies)
	Information for the Government
	1 January 2016 
	NB (as agreed)

	
	2) To reduce minimum capital requirements for Islamic bank to KZT 5 billion during the first five years after the localisation

	Resolution of NB Management Board
	1 April 2016 – 

1 January 2018 
	NB (as agreed)

	
	3) To consider the possibility of absorption of local traditional banks by international Islamic banks
	Resolution of NB Management Board
	1 April 2016 – 

1 January 2018 
	NB (as agreed)

	
	4) To provide assistance to International Islamic banks in the process of localisation in Kazakhstan:
	
	
	

	
	4.1) To organise a process of localisation of international Islamic banks using the “single window” principle on the basis of the Association of Islamic Finance Development
	Minutes of the meeting of Association members
	1 April 2016 
	NB (as agreed)

	
	4.2) To place information on the localisation process and requirements in electronic mass media (e-mass media)  
	Information on Internet portal 
	Quarterly,

before 2025
	NB (as agreed)

	34. 
	To consider the possibility of making amendments to the Law of the Republic of Kazakhstan "On Banks and Banking Activity", Civil Code of the Republic of Kazakhstan in order to provide second-tier banks with the opportunity to offer Islamic Finance products, and to guarantee deposits of Islamic banks
	Concept of the draft law and its submission for review to IDC
	1 July 2016 
	NB (as agreed)

	35. 
	To consider the possibility of issue of the sovereign Islamic securities by the Ministry of Finance of the Republic of Kazakhstan 
	Issue of sovereign Islamic securities 
	1 December 2016 
	MF, NB (as agreed)

	36. 
	To ensure equal conditions for traditional and Islamic financial products:
	
	
	

	
	1) To consider the possibility of making amendments to the current legislation governing operations of the Islamic and traditional financial institutions offering the Islamic Finance products 
	Concept of the draft law and its submission for review to IDC
	1 July 2016 
	NB (as agreed)

	
	2) To establish the Unified Council for Islamic Finance Principles on the basis of the Association of Islamic Finance Development 
	Resolution of the Presidium of the Association 
	1 April 2016 – 

1 January 2018 
	NB (as agreed)

	
	3) To establish a charity fund – Waqf Fund on the basis of the Association of Islamic Finance Development
	Minutes of the meeting of the Association members 
	1 April 2016 – 

1 January 2018 
	NB (as agreed)

	37. 
	Development of the Islamic Finance expertise in the republic of Kazakhstan 
	
	
	

	
	1) To initiate the training courses covering the Islamic Finance in the AIFC Academy:
	
	
	

	
	1.1) To develop the training courses jointly with the Islamic Development Bank and local Islamic banks  
	Training programs 
	1 January 2016 
	NB (as agreed)

	
	1.2) To start the courses on free-of-charge basis 
	Training programs
	Quarterly,

 2016 – 2025 
	NB (as agreed)

	
	1.3) To organise the certification process following the results of the training courses 
	Training programs
	Quarterly,

 2016 – 2025 
	NB (as agreed)

	
	2) To initiate the traineeship and education programs in the best international financial and education Islamic organisations, which teach the Islamic Finance principles: subsidy assistance for Kazakhstani specialists, localised Islamic banks and local traditional banks, which offer the Islamic products; to arrange traineeship in the foreign offices of Islamic Development Bank and localised Islamic banks 
	Training programs
	Quarterly,

 2016 – 2025
	NB (as agreed)

	
	5. Strategic Direction “Creation of Favourable Business Environment”

	38. 
	To establish FEZ AIFC in the territory of the International Socialised Exhibition EXPO 2017, within the boundaries of the city of Astana 
	Edict of the President 

	1 July 2015 
	NB (as agreed), MID, Akimat of the city of Astana, MNE, MF, “Astana EXPO-2017” JSC (as agreed)

	39. 
	To provide tax incentives for the AIFC participants: exemption for 10 years from payment of corporate income tax on income earned in the territory of AIFC and individual income tax withheld at the source of income received in the form of dividends and income of employees of the AIFC participants
	Concept of the draft law and its submission for review to IDC
	1 July 2015
	NB (as agreed), MNE, MF

	40. 
	To provide tax incentives in the form of refund of value added tax when purchasing goods in the territory of AIFC for the employees of AIFC  participants - non-residents of the Republic of Kazakhstan 
	Concept of the draft law and its submission for review to IDC
	1 July 2015
	NB (as agreed),

MNE, MF

	41. 
	To provide other benefits and preferences to the AIFC participants
	Concept of the draft law and its submission for review to IDC
	1 July 2015
	NB (as agreed)

	42. 
	To draft the Law of the Republic of Kazakhstan aimed at ensuring the establishment and operation of AIFC, which stipulates, inter alia, regulation of relations between the AIFC participants based on the standards of the world leading financial centres, principles and norms of the English law, and using the English language in AIFC records management, including court proceedings
	Concept of the draft law and its submission for review to IDC
	1 July 2015
	NB (as agreed), SC (as agreed)

	43. 
	To establish an independent financial court of AIFC based on the English law with involvement of the foreign judges in considering disputes, including those authorised to consider the investment disputes:
	
	
	

	
	1) To engage a law firm that enjoys international renown and reputation in the area of regulation of the financial industry on the basis of the English law for development of a package of legal documents of AIFC, with due account of successful examples of application of the jurisdiction based on the English law
	Agreement, contract 
	1 January 2016 
	NB (as agreed), SC (as agreed)

	
	2) To hold negotiations with DIFC and determine the main option of a transition model to the new English law system 
	Advisory contract with 
DIFC Courts
	1 January 2016 
	NB (as agreed), SC (as agreed)

	
	3) To establish an independent financial court of AIFC based on the English law and AIFC International Arbitration Centre 
	Concept of the draft law and its submission for review to IDC
	1 January 2017
	NB (as agreed), SC (as agreed)

	
	4) To appoint to the AIFC financial court the judges having practical experience in consideration of financial disputes and knowledge of the English law (including foreign specialists)
	Appointment of composition of court 
	1 January 2017
	NB (as agreed)

SC (as agreed) 

	44. 
	To take necessary measures to organise the work based on the “single window” principle by the joint stock company established to support the AIFC activities related to procurement of labour visas for the employees of the Centre, employees of the Centre’s participants and their families
	Concept of the draft law and its submission for review to IDC
	1 July 2016
	NB (as agreed), MFA, MIA, MHSD

	45. 
	To develop criteria for registration and organisation of the registration process in the register of financial intermediaries for organizations providing business services (accountants, lawyers, financial advisors, consultants and others)


	Developed criteria 
	1 July 2016
	NB (as agreed)

	46. 
	To develop the AIFC rating agency by working out the methodologies, ethical standards and analytical tools in line with the international standards, and to establish the partnership relations with one of the internationally recognised rating agencies (for example, S & P, Moody's, Fitch, and others)
	Program of development of AIFC rating agency 
	1 April 2016 
	NB (as agreed)

	47. 
	To conclude agreements for strategic partnership with the leading international financial centres 
	Memorandum, agreement
	On an on-going basis
	NB (as agreed)

	48. 
	To take measure to accommodate DIFC entities in the territory of AIFC (dual-use of licenses of two financial centres); in this case the operations of the AIFC subjects are regulated by DFSA, with the subsequent transfer of the rights to the Committee on Regulation of Activities of the AIFC Participants 
	Information for the Government
	On an on-going basis
	NB (as agreed)

	49. 
	To bring the IT-infrastructure of the Kazakhstan Stock Exchange (trading, clearing systems, control systems) in line with the up-to-date international standards:
	
	
	

	
	1) Phased transition to the Т+n settlement system
	Implementation of Т+n settlement system
	1 October 2016
	NB (as agreed)

	
	2) To implement the relevant international standard of the mutual settlement system (guaranteeing the completion of the settlements of securities transactions)
	Implementation of risk management mechanisms that comply with international standards 


	1 October 2016
	NB (as agreed)

	
	3) To bring the clearing systems in compliance with the international standards 
	Implementation of clearing systems, which comply with the international standards 
	1 October 2016
	NB (as agreed)

	
	4) To determine the amount of required investment in accordance with the selected strategy of capital market development; to modify the IT-platforms - type, scale and functionality of new systems (trading, clearing systems, surveillance and preventive control system)
	Minutes of the Board of Directors of Kazakhstan Stock Exchange 
	1 October 2016
	NB (as agreed)

	50. 
	To consider the possibility of establishing an integrated information system of the OTC securities market (including IT-system for the quoting organization of the OTC securities market)
	Commissioning act 
	1 January 2017 
	NB (as agreed)

	51. 
	To provide for the mandatory procedure of integration with international clearing houses (Euroclear and Clearstream), and consider the possibility of establishing a national clearinghouse with the simultaneous development of the central depository, extension of powers (independent performance of transactions for and on behalf of clients), and a full-scale modernisation of the latter’s IT-infrastructure 
	Opening of accounts of international clearing organisations in Kazakhstan 
	1 July 2017 
	NB (as agreed)

	52. 
	To encourage organizations involved in research in the area of investments in instruments traded at Kazakhstan Stock Exchange:
	
	
	

	
	1) To establish a series of annual competitions “AIFC Best Analyst of the Year”, “Best research in the oil and gas sector” and so on;
	Protocol of tender commission 
	1 April 2016 
	NB (as agreed)

	
	2) To establish cooperation with the leading information business periodicals for regular analytical publications about investment opportunities at Kazakhstan Stock Exchange
	Memorandum, agreement
	1 April 2016
	NB (as agreed)

	53. 
	To attract the highly qualified foreign specialists 
	
	
	

	
	1) To organise the process of localisation of foreign experts using the “single window” principle (including assistance in execution of documents, finding housing and interaction with the social institutions)
	Information for the Government
	1 January 2016 – 

1 January 2017 
	NB (as agreed)

	
	2) To make amendments to the current legislation of the Republic of Kazakhstan, providing the opportunity for the AIFC participants to attract the highly qualified foreign labour force without obtaining quotas and permits
	Concept of the draft law and its submission for review to IDC
	1 July 2015 
	NB (as agreed), MHSD

	54. 
	To widen opportunities for the population of Kazakhstan to get financial education 
	
	
	

	
	1) To launch a program of higher financial education with a specialisation in the AIFC directions:
	
	
	

	
	1.1) To include in the syllabus of the bachelor’s/master’s programs of additional courses of specialisations in the AIFC directions
	Implementation of the advanced training program 
	1 April 2016 
	MES,

 NB (as agreed)

	
	1.2) As a part of the training, to organise the one-year traineeship in foreign offices of international financial institutions (in accordance with the received specialty) for the most successful students
	
	
	

	
	1.3) To consider the possibility of inclusion in “Bolashak” program of the financial disciplines in the following areas: investment banking, trading, asset management, private banking, Islamic Finance (without increase in the current budget)
	Protocol of the state commission 
	1 July 2016 
	MES

	
	2) In cooperation with AEO “Nazarbayev University” to take measures for development of a set of specialised educational programs for AIFC
	Joint educational program 
	1 July 2016
	NB (as agreed), AEO «Nazarbayev University»(as agreed)

	
	3) To organise the permanent advanced training courses covering the topics of  information security on the basis of AEO “Nazarbayev University” for the AIFC employees 

	Training programs 
	1 January 2016 
	NB (as agreed), AEO «Nazarbayev University»(as agreed)

	
	4) To develop the educational programs to improve the level of focused specialization knowledge: 
	
	
	

	
	4.1) To initiate the courses for preparation to the international examinations (including IFQ, CFA, CAIA, FRM, CIMA, CIMA (IMCA), АССА and others)
	Courses for preparation for exams 
	1 July 2016 
	NB (as agreed)

	
	4.2)  To initiate regular lectures and conferences 
	Conferences and lectures delivered 
	1 July 2016 
	NB (as agreed)

	55. 
	To modernize old and construction of additional regional highways connecting Astana with the neighbouring regions


	Information for the Government
	1 April 2016 
	MID

	56. 
	To increase the external transport accessibility of Astana and provide regular and  convenient air links with the major financial centres:
	
	
	

	
	1) To hold negotiations with the air authorities of the respective countries concerning the opening of direct flights to the major financial centres and regions, first of all, cities of London, Frankfurt-am-Maine, Dubai, Istanbul, Singapore, Hong Kong and New York
	Agreements, contracts
	1 July 2018 
	MID, 
SWF «Samruk-Kazyna» JSC(as agreed), NB (as agreed)

	57. 
	To improve quality of infrastructure and the efficiency of the airport of Astana:
	
	
	

	
	1) To implement the project of expansion of Astana airport terminal and reconstruction of the runway
	Act of State Commission
	1 April 2017 
	MID, 

SWF «Samruk-Kazyna» JSC(as agreed)

	
	2) To take necessary measures to ensure direct flights between Astana and leading international financial centres through a phased liberalisation of air traffic conditions to the airport of Astana for foreign carriers according to the principle of “open skies”
	Memorandum, agreements
	1 July 2018 
	MID, 
SWF “Samruk-Kazyna” JSC(as agreed)



	58. 
	To develop the urban and social infrastructure of international level for comfortable living and recreation of the families:
	
	
	

	
	1) To consider the possibility of establishing the private secondary schools of international type to receive the certificate of conformity to standards of the IBO International Baccalaureate 
	Information for the Government
	1 April 2016
	MES

	
	2) To implement of a gradual transition of the urban infrastructure elements from the format “city for cars" to the format “city for pedestrians” in terms of  construction of the parks, urban pedestrian and parking areas
	Information for the Government
	1 April 2016
	Akimat of the city of Astana

	59. 
	To improve the environmental situations in the city:
	
	
	

	
	1) The carry out regular refuse disposal of the natural objects located within  Astana, especially parks, rivers flowing through the city of Astana
	Information for the Government
	1 January 2016 
	Akimat of the city of Astana

	
	2) To organise the separate collection of waste (glass, plastic, metal, paper/cardboard and other types of waste), and prepare for commissioning the facilities for treatment of solid domestic waste
	Information for the Government
	1 April 2018 
	Akimat of the city of Astana

	60. 
	To develop the infrastructure for rest adapted for the foreign (English-speaking) tourists 
	
	
	

	
	1) As a part of implementation of the measures under the “Business Roadmap 2020” Program to stimulate establishment of a hotel chain of moderate prices

	Information for the Government
	1 July 2016 
	Akimat of the city of Astana

	61. 
	Stimulation of entry of the new target audience to Kazakhstani capital markets:

to provide for the possibility of organising an e-auction on the trading floor of Kazakhstan Stock Exchange for individuals with regard to the bank deposits and foreign currency transactions with a view to improve the financial literacy of the population, gradually build-up liquidity due to the growth of the retail segment of the capital markets.


	Resolution of NB Management Board
	1 January 2017 
	NB (as agreed)

	
	6. Implementation of the Action Plan 

	62. 
	To ensure functioning of AIFC effective from 1 January 2016 with its deployment in the territory of the international specialised exhibition EXPO - 2017 effective from 1 January 2018
	Establishment of the AIFC bodies 
	1 January 2016
	NB (as agreed), 

“Astana EXPO-2017” JSC (as agreed)

	63. 
	To take measures for registration of the organisations as AIFC participants, effective from 1 January 2016, with actual accommodation thereof in the territory of the International Specialised Exhibition EXPO - 2017 from 1 January 2018
	Registration 
	1 January 2016
	NB (as agreed),

“Astana EXPO-2017” JSC (as agreed)

	64. 
	To take measure for transfer of the individual objects of EXPO – 2017, effective from 1 January 2018, to ensure functioning of AIFC and prepare the office premises for accommodation of the Centre and its participants, with release from rental payment for the period of up to 2 years. 

	Information for the Government
	1 January 2018
	NB (as agreed), MNE, MF
“Astana EXPO-2017” JSC (as agreed)

	65. 
	To consider the matter of inclusion in the AIFC jurisdiction of multifunctional; complex “Abu-Dhabi Plaza”

	Information for the Government
	1 September 2015 
	NB (as agreed)

	66. 
	To provide the comprehensive state support; formation of the structure and phased process of AIFC development:

	
	
	

	
	1) To introduce proposals for establishment of the National Council for the AIFC Development and Management under the President of the Republic of Kazakhstan
	Information for AP
	1 January 2016 
	NB (as agreed), MNE
 

	
	2) To make proposals for setting up a working group under the National Council for the AIFC Development and Management and impose thereon the functions of operational control over implementation of the Action Plan
	Information for AP
	1 January 2016
	NB (as agreed), MNE
 

	
	3) To establish an executive body – a joint-stock company under the NB to ensure operations of AIFC and management of FEZ AIFC, with representative offices outside the Republic of Kazakhstan; to attract the highly qualified foreign employees for managerial positions (in the area of international financial centre management, audit and other areas)
	Registration 
	1 January 2016
	NB (as agreed)

	
	4) To establish the Committee for Regulation of Operations of the AIFC Participants under the NB 
	Registration
	1 January 2016
	NB (as agreed)

	
	5) To make proposals concerning possibility of accommodation in AIFC a supranational authority for regulation of the financial market of the EAEU states 
	Information for the Government
	1 January 2016
	NB (as agreed), MNE, MF

	
	6) To consider the possibility of securing to the NB the functions of coordination of the state support to AIFC and development of local expertise in finance


	Information for the Government
	1 January 2016
	NB (as agreed)

	
	7) To consider the possibility of making amendments to the Statute of the NB in terms of the following:

to refer to the competence of the National Bank of the issues of policy formulation in the area of legal regulation and financial supervision of the AIFC activity, approval of the AIFC overall strategy;

to secure the functions of coordination of the activities of public authorities in supporting the development of AIFC;

management of the subordinate property complex and organisations that form the AIFC infrastructure (NB Master’s program in New Economic University named after Turar Ryskulov, AIFC Academy, Unified Registrar of Securities JSC, National Investment Corporation of the National Bank of Kazakhstan JSC, Central Securities Depository” JSC, AIFC Rating Agency, Kazakhstan Stock Exchange JSC), through the subordinated executive body of AIFC;

management of the specialised educational foundation of NB to support AIFC and financial education (the Fund on the basis of the AIFC Academy)


	Draft of the Edict of the President 
	1 July 2016 
	NB (as agreed)

	
	8) To establish the specialised educational fund of NB to support AIFC and financial education (fund on the basis of the AIFC Academy):
	
	
	

	
	8.1) To fix the total amount of funds to be transferred annually to the Fund on the basis of AIFC Academy 
	Resolution of NB Management Board
	1 July 2016 
	NB (as agreed)

	
	8.2) To allocate annually funds from the Fund on the basis of the AIFC Academy in the form of grants to local specialised institutions (NB Master’s Program, AIFC  Academy) for educational programs and certification in the area of finance (e.g., IFQ, CFA, CAIA, FRM, CIMA, CIMA (IMCA), ACCA and others)
	
	
	

	
	8.3) To allocate annually funds from the Fund on the basis of the AIFC Academy in the form of grants to local certified investment managers in the form of seed investments aimed at equity participation in domestic MCs
	
	
	

	
	9) To consider the possibility to determine the organizational legal form for establishment of the executive body for AIFC development:

	
	
	

	
	9.1) To make possible employment of foreign staff 

	Information for AP
	1 July 2016 
	NB (as agreed)

	
	9.2) To make possible changing the organisational legal form in a few years with withdrawal from the direct subordination to NB and transfer of ownership to a foreign partner for development of the financial centre (e.g., Dubai, Singapore, Hong Kong)
	
	
	

	67. 
	Appointment of responsible persons for development of AIFC and setting of KPI 
	
	
	

	
	1) To appoint the responsible persons for development of certain directions of AIFC and AIFC in general: 


	
	
	

	
	1.1) To appoint the responsible persons for AIFC development – head of the executive body of AIFC development 

	Minutes of the National Council for AIFC Development 
	1 October 
2016 
	NB (as agreed)

	
	1.2) To appoint employees responsible for the development of certain directions of AIFC who are directly associated with development of the relevant directions and have sufficient authorities to make operational decisions and effective cooperation with the other parties involved
	
	
	

	
	2) To establish KPIs for the employees responsible for development of AIFC (in whole or by directions), in accordance with the expected results
	
	
	

	68. 
	Organisation of PMO activity 
	
	
	

	
	1) To form a PMO team that has sufficient powers and explicit KPIs:
	Minutes of the National Council for AIFC Development
	1 October 

2016
	NB (as agreed)

	
	1.1) To appoint or recruit a team that has sufficient competences 
	
	
	

	
	1.2) To include the AIFC development PMO team 
	
	
	

	
	1.3) To secure to PMO the powers sufficient to monitor the progress of the project and ensure cooperation of the participants
	
	
	

	
	1.4) To set KPIs, which reflect the effectiveness of the project implementation and timeliness of the reports submission 
	
	
	

	
	2) To formulate the PMO operating procedures:
	Minutes of the National Council for AIFC Development
	1 October 

2016
	NB (as agreed)

	
	2.1) Description of the task of the PMO employees 
	
	
	

	
	2.2) To describe the process of cooperation (frequency, composition, agenda, documents and results) of PMO structures with each other and with other stakeholders involved in the AIFC development 
	
	
	

	69. 
	To generate a consolidated final report on implementation of the Action Plan and NB Plan of Measures attached thereto (consolidation of all reports from the concerned government authorities every six months) for submission to the Government and AP


	Information for the Government
	1 March and 
1 September annually
	NB (as agreed), MNE, MF, MID, MFA, MIA, MES, MHSD, Akimat of the city of Astana, SC (as agreed), 
NSC (as agreed), 
SWF “Samruk-Kazyna” JSC  (as agreed),

“Astana EXPO-2017” JSC (as agreed), AEO «Nazarbayev University» (as agreed)


Note: key to abbreviations 
JSC – joint-stock company
USA – United States of America
“Astana EXPO - 2017” – National Company “Astana EXPO – 2017” Joint-Stock Company 
AIFC – Astana International Financial Centre
SEZ – special economic zone 
AuM – assets under management
MES – Ministry of Education and Science of the Republic of Kazakhstan 
UAPF – Unified Accumulation Pension Fund 
MC – management company
IDC – Inter-departmental Commission for the Matters of Legislative Drafting Activities under the Government of the Republic of Kazakhstan 
AEO – autonomous educational organisation 
MHSD – Ministry of Healthcare and Social Development of the Republic of Kazakhstan 

EAEU – Eurasian Economic Union 
PMO – project management office 

HEI – higher education institution
SC – Supreme Court of the Republic of Kazakhstan
GDP – gross domestic product 
MID – Ministry of Investments and Development of the Republic of Kazakhstan

UIT – unit investment fund  

MF – Ministry of Finance of the Republic of Kazakhstan

RK – Republic of Kazakhstan
AEO “Nazarbayev University” – Autonomous Educational Organisation “Nazarbayev University” 
KPI  – key performance indicators 
AP – Administration of the President of the Republic of Kazakhstan 
“SWF “Samruk-Kazyna” JSC – Sovereign Wealth Fund “Samruk-Kazyna” Joint-Stock Company 
MFA Ministry of Foreign Affairs of the Republic of Kazakhstan
CIS – Commonwealth of Independent States 
SWF – sovereign welfare fund 
NB – National Bank of Republic of Kazakhstan 

NSC – National Security Committee of the Republic of Kazakhstan
MNE – Ministry of National Economy of the Republic of Kazakhstan
Government – the Government of the Republic of Kazakhstan
MIA – Ministry of Internal Affairs of the Republic of Kazakhstan

E-mass media – electronic mass media 
OECD – Organization for Economic Cooperation and Development 
ACCA – Association of Chartered Certified Accountants 

AML – Anti Money Laundering

BCG – Boston Consulting Group
BIBF – Bahrain Institute of Banking and Finance 

CAIA – Chartered Alternative Investment Analyst

CBB – Central Bank of Bahrain 

CFA – Chartered Financial Analyst

CIMA – Chartered Institute of Management Accountants 

CIMA (IMCA) – Certified Investment Management Analyst (Investment Management Consultants Association)

DFSA – Dubai Financial Services Authority
DIFC – Dubai International Financial Centre

ETF – Exchange Traded Fund

ETN – Exchange Traded Note

FAO – Food and Agriculture Organization of the United Nations

FATCA – Foreign Account Tax Compliance Act

FRM – Financial Risk Manager

GDN – Global Depositary Note
GDR – Global Depositary Receipt  

GFCI – Global Financial Centres Index 

IBO – International Baccalaureate Organization  
IFC – International Finance Corporation

IFQ – Islamic Finance Qualification

IMCA – Investment Management Consultants Association

IPO – Initial Public Offering 

JORC – Joint Ore Reserves Committee

KYC – Know Your Customer

MAS – Monetary Authority of Singapore 

SPO – Secondary Public Offering

_________________________
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� The Law of the Republic of Kazakhstan “On Amnesty of the Citizens of the Republic of Kazakhstan, Oralmans and Persons Having Residence Permits in the Republic of Kazakhstan in Connection with their Legalisation of Property”


� About USD 130 billion as at 2014 with a prospect for growth up to ~ USD 400 billion by 2025.


� National Fund of the RK, gold and foreign currency reserves of the National Bank of the RK, Unified Accumulation Pension Fund of the RK 


� Liquid assets from USD 50 thousand to USD 1 million.


� Liquid assets above USD 1 million.


� On accrued basis.


� On accrued basis.


� On accrued basis.


� On accrued basis.


� ~10% of all bank assets of Kazakhstan in 2025.


� Assessment is made only with regard to capital market instruments, which are directly covered by AIFC.


� Local capitalisation at Kazakhstan Stock Exchange.


� Local capitalisation at Kazakhstan Stock Exchange.


� The Economist, 24 October 2014.


� According to the data of the Committee on Geology under the Ministry of Investments and Development, there are 117 mining companies and 91 oil and gas companies in Kazakhstan. Out of said companies, only 7 companies issue shares at Kazakhstan Stock Exchange (out of potential 208 companies) (3.3.%) which may use the stock market infrastructure to raise capital to finance their operations 





� For example, audit, legal and tax support, fund administration (custody).


� Note: Classification corresponds to AuM, which are under professional management in exchange for the management fee. Includes captive AuM of insurance companies and pension funds, if these AuM are sent to the asset management organisations with payment made.  For all countries, where USD is not the national currency, an average exchange rate for 2013 is used for all years. Amount of AuM differs from the one specified in the last year report mostly due to differences in foreign exchange rates but also due to changes in the data by the countries.  The values may differ as a result of rounding. 





� About USD 26 billion as at 2014.


� About USD 7.7 trillion or about 10% of the global market of AuM.


� According to the Concept of Development of the Finance Sector of the Republic of Kazakhstan till 2030 approved by the Decree of the Government of the Republic of Kazakhstan No.954 dated 29 August 2014.


� 573 holders of UIFs of all types, including 199 holders of closed-end UIFs, 116 - of open-end UIFs, 338 interval UIFs as at 1 July 2014.





� Weighted average growth rate of the reserves of the National Fund for the period 2014-2025 will be about 13% as compared to the historical weighted average growth rate of about 27% for the period of 2009-2014. Weighted average growth rate of UAPF for the similar period is about7% vs 18% for the similar historic period.


� Exchange traded fund is a financial instrument tied up to the foreign stock indices or portfolio of shares, bonds, baskets of currencies and commodities traded on the foreign trading floors.


� Depositary receipt which as a rule is traded in several countries, usually in Europe. GDP is a certificate issued by the depositary bank, which confirms the right of its holder to use the benefits from the foreign issuer securities deposited in this bank.


� The Law of the Republic of Kazakhstan “On Amnesty of the Citizens of the Republic of Kazakhstan, Oralmans and Persons Having Residence Permits in the Republic of Kazakhstan in Connection with their Legalisation of Property”


� “Expert”, with reference to Konstantin Dobrynin, the Deputy Chairman of the Committee of the Council of Federation on Constitutional Legislation and State Building of the Russian Federation.


� BCG Global Wealth Market Sizing Model 2013.


� Except for the Russian Federation.


� Assumptions: growth rate of the liquid assets of clients in Kazakhstan will remain constant during 2014-2018 at the level of 12% and reduce evenly to 5% by 2025, 15% of the affluent client segment, 30% of the liquid assets of clients.


� Assumptions: amount of legalised cash is USD 5 billion; Private Banking accounts for 50% of the share of legalised cash; proportion of cash after completion of the legalisation program is 25%. A part of segment of rich clients having wealth of USD 1-3 billion; 2/3 of wealth is abroad; 15% of segment of rich clients with the wealth up to KZT 3 million; 30% of liquid assets as at 2025. RF: 25% of large cities; 10% of clients of the affluent and rich (less than USD 3 million) segments; 30% of liquid assets\.


� One customer manager serves 12 customers; one consultant is per five customer managers; one assistant per two customer managers. One banker per 375 clients, one consultant per five customer, one assistant per two bankers.


� The Law of the Republic of Kazakhstan “On Amnesty of the Citizens of the Republic of Kazakhstan, Oralmans and Persons Having Residence Permits in the Republic of Kazakhstan in Connection with their Legalisation of Property.


� Source: Islamic Financial Services Industry Stability Report 2013.


� Source: State of the Global Islamic Economy 2013 Report.


� Source: Turkey Islamic Finance Report 2014.


� Sources: Bank Negara Malaysia «Financial Sector Blueprint 2011 – 2020», «The Masterplan: Building a Secure Future»


� Source: Turkey Islamic Finance Report 2014.


� Moody’s, S&P and Fitch are the Big Three of statistic rating organisations that have their own existing and internationally recognized (both at the government level and among  investors) methodologies of assessment of paying capacity of the issuers, debt obligations, corporate governance quality and quality of asset management. Partnership of AIFC rating agency with one of said organisations will allow strengthening confidence of both external and local investments to the ratings of local issuers and other legal entities assigned by the Agency.  


� NB will create conditions for acceptance of this rating by the commercial banks to assess the financial position of the borrowers. These ratings will allow the small and medium businesses obtaining the loans from the banks at the lower interest rates and participate in the state procurements without presentation of the bank guarantees.   


� In general, 20 market entities, which provide services of exchange trading at the commodity exchanges of the Republic of Kazakhstan.


� The potential of commodity exchange for trading metals is small as Kazakhstan produces mostly the rich ore and very limited volume of metals (predominantly steel and aluminum), which can be traded at the exchange.


� The Law of the Republic of Kazakhstan “On Making Amendments to Certain Legislative Acts of the Republic of Kazakhstan concerning Regulation of the Banking Activity and Financial Organisation with regard to Risk Minimisation”


�  Private Banking for individuals


� Investment in securities in the charter capital of the MC at the initial stage of development without the formed investment portfolio.


� Subject to the scholarship holder’s consent to continue career in the sponsor company


� Investment Management Consultants Association


� The Law of the Republic of Kazakhstan “On Making Amendments to Certain Legislative Acts of the Republic of Kazakhstan on the Matters of Bank Secret” 
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