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I. Introduction (one-two paragraphs about RECI project and national consultation in 
Almaty is needed) 

 

Kazakhstan is an upper-middle income and the world’s largest landlocked developing 
country with the largest economy and highest GDP per capita in the Central Asian region. 
Kazakhstan with a weakly diversified economy continues to resist challenges from lower oil prices 
and slower growth in Russia, China, and Europe. While buffers are strong, the shocks exposed 
vulnerabilities, including dependence on oil and other commodities, gaps in competitiveness, and 
long-standing banking weaknesses.  

Kazakhstan’s economy is continuing to recover from negative shocks experienced since 
2014 - 2015. The authorities’ response of fiscal support, exchange rate flexibility, pursuit of 
inflation targeting, funding to stabilize the banking sector, and implementation of structural 
reforms has been instrumental and helped by increased exports of oil and metals.  The shocks 
exposed underlying vulnerabilities, including in the business environment, competitiveness, and 
the banking system. International foreign reserves are estimated as $33 billion1 and cover 9 months 
of imports of goods and services. The volume of reserves remains adequate for a country with a 
floating exchange rate regime. Due to lower commodity prices Kazakhstan has a current account 
and fiscal deficits as well as outflow of capital during the last several years placing the pressure 
on the exchange rate.  

Growth is expected to remain solid, although there are risks. Overall growth will likely 
slow as the increase of oil production moderates, but non-oil growth should increase further over 
the medium term, reflecting structural reforms and financial repair and deepening. Non-oil growth 
could be higher if far-reaching reforms are implemented decisively. Risks relate to commodity 
prices, due both to higher prices and prospects for a lower impulse for reforms, and to lower prices, 
lower export earnings and fiscal revenues, and pressures on the national currency. 

 

II. Infrastructure Financing Challenges 
 

Key development challenges. Kazakhstan surged to upper middle-income status in 2006 and has 
since become a major economic power in Central Asia. However, the decline in hydrocarbon prices 
in 2014 revealed economic vulnerabilities stemming from the country’s high dependence on 
commodity export revenues, as well as institutional and governance constraints. Kazakhstan faces 
three main challenges to achieving diversified, inclusive, and sustainable growth. First, economic 
diversification efforts are hampered by shortcomings in the finance sector and a weak enabling 
environment for developing the private sector. Second, spatial and social inequalities are 
exacerbated by limited access to infrastructure and quality services outside the main cities and the 
need to improve the management and efficiency of public service delivery. Third, the growth 

                                                           
1 As of December of 2018, according to the National Bank of Kazakhstan. 



model remains unfriendly to the environment and the economy is vulnerable to the impacts of 
climate change. 

The United Nations Economic and Social Commission for Asia and the Pacific 
(UNESCAP) has estimated that in the Countries with Special Needs2 (CSN), 65 per cent of 
infrastructure projects are funded from government budgets, 15 per cent financed by the private 
sector, 10 per cent financed by loans and credits from Multilateral Development Banks (MDBs), 
and the remaining 10 per cent financed by the Official Development Assistance (ODA) (ESCAP, 
2017). On the other hand, in developed countries only 30 per cent of infrastructure projects are 
publicly funded (World Bank, 2015). However, many challenges and opportunities remain in such 
sources of infrastructure financing as public resources, private investment, including FDI and 
PPPs, international funding through ODA, MDBs, regional initiatives and other international 
sources of infrastructure financing (Usubaliev, 2019). 

The UNESCAP estimation results demonstrate that financing requirements to close 
infrastructure gap in Kazakhstan to cover all components of infrastructure such as transport, 
energy, and ICT from 2018 to 2030 in LLDCs would be 2.1 per cent of the total GDP per annum. 
Among Asian Landlocked Developing Countries, Kazakhstan has the lowest needs in 
infrastructure financing. The largest investments in Kazakhstan require such infrastructure sectors 
as energy and transport followed by ICT and WSS (Table 1). 

Table 1. Infrastructure Financing Needs in Kazakhstan, in percent of 2018 GDP 

Energy                                                                       0.9 

Transport                                                                   0.8 

ICT                                                                            0.3 

Water Supply and Sanitation                                     0.1 

Total:                                                                         2.1 

 

The cost of the road construction is higher than global average. The unit cost is 
estimated as the average of four recent road construction projects, which is around $0.9 million 
per kilometer, much higher than global average ($0.5 million). 

As these are long-distance roads, the implied unit cost would overstate the cost for local roads. 
 

 

 

                                                           
2 Include Landlocked Developing Countries (LLDCs), Small Island Developing States (SIDS) and Least Developed 
Countries (LDCs). 



a. Public financing 
 

While the 2017 budget does not introduce major new initiatives and Nurly Zhol is 
winding down, the authorities expect to provide substantial support to the banking sector. In 
2017, current and capital expenditures are expected to remain broadly at 2016 levels, while higher 
oil prices are expected to boost revenues. Accordingly, the underlying fiscal deficit will be cut to 
2.3 percent of GDP. However, support to the banking sector (KZT 2.1 trillion-$6.4 billion or 4 
percent of GDP) means that the headline deficit will reach 6.3 percent of GDP. Financing will 
come from NFRK transfers and domestic debt. 

 
Countercyclical government policies. After the 2014 oil price shock, the government 

launched Nurly Zhol 2015–2019, a $9 billion economic stimulus package to improve the country’s 
transport and logistics capacity, expand its economic and social infrastructure, and support SMEs 
and business activities.5 Nurly Zhol has been effective in boosting public investment and 
subsidizing credit for targeted businesses. At the end of 2016, to support home ownership and 
residential construction through interest rate subsidies, the government introduced the Nurly Zher 
program.6 To reduce economic vulnerabilities, the government also strengthened its state program 
for new industrial development, and launched institutional reform and new privatization plans of 
state-owned enterprises (SOEs). 
 

State-owned enterprises. Despite some early privatization efforts, SOEs still dominate 
the economy in a variety of sectors. They tend to be large and lack incentives to continue to 
improve the quality and efficiency of their services and products—while often keeping tariffs and 
prices below cost recovery levels. These factors act as deterrents to promoting innovation and 
increasing private sector participation in the economy, especially of SMEs. As a matter of fact, in 
2015 the gross value added by SMEs was only 24.9% of total GDP, with medium-sized companies 
contributing less than 5.0% to GDP, and small businesses being predominantly low-productivity 
sole proprietorships. 
 



 
 

Overall, less than 13 % of external (public debt and grants) and internal (fiscal revenue) 
resources are being invested into infrastructure within 2016-2018. 
 
 Kazakhstan’s tax mobilization capacity is constrained because of the large natural resource 
extraction and the size of the informal economy 

 
 

b. Private financing 
 

Geographical and climate conditions adversely affect construction costs in 
infrastructure market in Kazakhstan.  Kazakhstan has an inhospitable climate, unfavourable 
topography, big remoteness of cities from each other, and low population densities, making the 
cost of infrastructure construction expensive and investment opportunities for foreign investors 
relatively unattractive. Most investments come to the extraction sectors in the country 

Transparency and predictability of the procurement regime.  This regime has a 
strong impact on whether private and foreign investors can operate in infrastructure markets on a 



competitive base with, as a rule, state-owned operators for infrastructure projects. State-owned 
enterprises and the competition regime with private sector can both significantly influence how 
much space is left for private domestic and foreign investment in infrastructure markets. State 
support to banks led to a higher fiscal deficit in 2017, although there was underlying adjustment. 

Systemic risks remain significant, the banking sector is subject to vulnerabilities. 
Kazakhstan is highly vulnerable to volatilities in commodity prices and a further potential 
slowdown in China (exports, FDI). In particularly, a sustained decline in oil prices represents a 
high-impact downside risk. Upside risks include enhanced regional cooperation (e.g., on “Silk 
Road” initiatives), opening and growing economic relations with Uzbekistan, and a stronger 
recovery in Russia. The depreciation and the banking sector vulnerabilities affected asset quality, 
lending, and profitability, and the growth accordingly. The banking sector has been clouded by 
poor lending and reliance on state support, with high NPLs3 worsening bank profitability and 
ability to extend credit. These factors have constrained investment in banks and their contribution 
to growth. 

Financial sector and capital market development and inclusion. The financial system 
of Kazakhstan is dominated by banks comprising 32 commercial banks4. The financial 
intermediation ratio in the banking sector is the following: assets to GDP – 60 per cent, loans to 
GDP – 45 per cent, deposits to GDP – 35.8 per cent. Key sectors like energy and mining depend 
primarily on foreign funding but not from the financial sector. The bank credit to GDP ratio is 
below the average for upper middle-income economies5. In terms of coverage and access of the 
population to financial services, the picture is mixed. Based on the number of bank accounts, credit 
and debit card holders and ATMs, Kazakhstan is either at par with or outperforms its peers. 
Financing from abroad likely explains the much smaller shares of firms in Kazakhstan that rely on 
domestic banks to finance investment and working capital compared to other middle-income 
countries. The high share of non-performing loans reduces the availability of funding and 
contributes to high interest rate spreads. In addition, local banks lack the resource base and 
experience to provide financial services to large international companies operating in the country. 
The development of the non-bank financial sector is constrained by a narrow investor base, 
limitations on the participation of institutional investors in government securities offerings and 
shortage of good quality domestic financial instruments in the securities market. A significant 
share of the economy is still controlled by the state which limits investment opportunities. The 
insurance market has been driven largely by mandatory insurance, and the consolidation of the 
private pension funds into a United Accumulated Pension Fund (UAPF) managed by the National 
Bank of Kazakhstan has affected private asset managers. 

The authorities have been implementing measures to address the constraints through 
the 2014 “Concept for the Financial Sector Development of the Republic of Kazakhstan until 
2030”. The Concept envisions a focus through 2020 on increasing the financial sector’s soundness 
by addressing existing problems and strengthening its competitive position. Priorities include 

                                                           
3 The reported system-wide NPL level decreased from 23 to 10 per cent following delicensing of BTA Bank (one of the largest banks) in June 
2015. However, BTA’s NPL were not written off, but remained in the system 
4 National Bank of Kazakhstan, Financial Stability Report of Kazakhstan 2015-2017 (the edition is in Russian language). 
5 According to the IMF staff estimations 



consolidation and increased capitalization of the banking system, strengthening the resource base 
and improving bank liquidity management, further progress towards a risk-based approach in the 
regulation and supervision of financial institutions, increasing the supply of financial instruments 
through IPOs, and increasing financial literacy. 

Reliance on short-term funding and other structural and regulatory obstacles 
constrain banks’ infrastructure financing capacity. Uncertain economic prospects, along with 
structural and regulatory obstacles, have discouraged lending to the real economy. Banks rely 
heavily on short-term funding, as high competition for deposits has led to a market in which most 
term deposits have low early withdrawal penalties and are effectively demand deposits. A limited 
supply of medium- and long-term government bonds has translated into a shortage of collateral for 
interbank transactions and an incomplete yield curve, key for pricing and investment decisions. 
Regulatory constraints also hold up development of money and capital markets. Currency and 
maturity mismatches between bank assets and liabilities make longer-term lending challenging. In 
this context, domestic financial markets have limited depth and scope as well as constrained 
infrastructure financing capacity. 

 

Public-Private Partnership development is still at earlier stages of development. The 
PPP law and relevant PPP procedures have been adopted.  

 There are certain constraints in adopting PPP such as lacking of guidelines on PPP from 
the government, higher charge towards direct users, lengthy delays in negotiation due to political 
debate, misunderstanding over government objectives and evaluation criteria. The type and level 
of constraints are different according to type of facilities. In addition, PPPs involve long lead times 
and high transaction costs for all parties, and must be capable of being financed in capital markets.  

 

 

III. Infrastructure Financing Opportunities and Modalities  
 

Government’s development agenda. Kazakhstan’s long-term development strategy 
focuses on improving the quality of life of its population and on becoming one of the world’s 30 
most developed countries by 2050. In response to the 2014 decline in oil and other commodity 
prices, government authorities adopted several measures to buttress the economy against future 
external shocks, including moving to a floating exchange rate; introducing countercyclical 
programs; and implementing structural reforms to improve governance, accountability, and civil 
service efficiency. To sustain economic growth, in 2017 President Nazarbayev introduced the 
Third Modernization of Kazakhstan, a strategic document outlining the country’s development 
priorities, focusing on: (i) accelerated technological upgrading; (ii) improved business 
environment and expanded private sector activities; (iii) macroeconomic stability; (iv) enhanced 
quality of human capital; and (v) institutional change, national security, and the fight against 
corruption.2 The government has also launched state programs to develop the agriculture sector, 
entrepreneurship, and small and medium-sized enterprises (SMEs). 



a. Public financing 
 

Financing Modality. The government of Kazakhstan has been articulating its preference 
for a financing modality of IFI operations that is more directed toward nonsovereign and 
subsovereign financing than sovereign operations. Although Kazakhstan’s public debt ratio was 
only 24.6% of GDP in April 2017—a relatively low level compared with other countries—the 
ratio has rapidly increased since 2014, mainly because of currency depreciation and it is a matter 
of concern for the government, which monitors the trend of this ratio together with other debt-
related covenants. The government recently announced its intention to drastically reduce direct 
sovereign borrowing from the Ministry of Finance, asking IFIs to lend directly to eligible public 
entities (such as SOEs or public utilities companies) against provision of sovereign guarantees. To 
limit contingent liabilities, the government is also inviting IFIs to accept corporate guarantees from 
government-owned public holding companies to secure attractive borrowing terms without 
directly affecting the state budget.35 Moreover, to reduce the currency risk associated with local 
procurement, the government has been requesting all IFIs to lend (almost exclusively) in tenge.  
 

To finance the infrastructure needs, the authorities need to diversify the economy and 
increase available domestic revenue and expenditure efficiency. The growth impetus should 
move firmly to the private sector, with the state focusing on facilitating the business environment 
and enhancing infrastructure, connectivity, and inclusivity. Successful initial public offerings 
(IPOs) of  
“blue-chip” SOEs would send a strong signal, along with further efforts to modernize rail and road 
networks, liberalize trade, enhance domestic competition, and improve land use and agriculture 
infrastructure. 

 
Kazakhstan has substantial fiscal space, which is expected to increase over the 

medium-term. With fiscal adjustment and higher oil prices and production, National Fund of the 
Republic of Kazakhstan balances are expected to increase from just below US$60 billion at end-
2017 to over US$80 billion in 2023.  
Government debt is projected to decline from 21 percent of GDP in 2017 to 15 percent in 2023 
while public external debt will drop from 8 to 2 percent of GDP. However, external SOE debt is 
higher— 17.3 percent of GDP at end-2017—and bears continued close monitoring. 
 

Further improvements in fiscal transparency and risk management practices are 
needed, in line with international best practice. The authorities plan to remain cautious when 
strengthen fiscal discipline, improve public investment management, and continue improving the 
business environment to diversify the economy and the export potential. At 20.3 percent of GDP 
in 2018, the tax ratio has room to increase it further 
 

Mobilization of additional public expenditures savings. Strengthening public 
investment management by improving prioritization, firming up public financial management by 



implementing FMIS, including a wage module, and further progress by the State Property Fund in 
controlling SOEs could result in additional expenditure savings. 
 
National Fund of Kazakhstan as a potential source for infrastructure financing6. 
 
The National Fund of the Republic of Kazakhstan (NFRK) is a crucial and sustainable tool in the 
mobilization of resources given its long-term assets and would be ideally placed to invest in 
priority infrastructure projects in resource-rich Kazakhstan. In the meantime, an allocation of 
resources in infrastructure assets is no longer permitted.  

NFRK is currently used as a stabilization and saving fund. Particularly, it is used to manage 
Kazakhstan’s oil revenues and to minimize the impact of volatile oil prices on public finances, 
support targeted capital spending, and save for future generations. The current NFRK concept 
(2016) sets an annual guaranteed transfer to the government budget at maximum $10 billion for 
budget support and targeted capital spending. A guaranteed transfer will be in national currency 
and decline to $6 billion by 2020 to reduce oil revenue dependence and hedge against exchange 
rate changes. The minimum balance should be 30 per cent of GDP, and the budget should target a 
non-oil deficit of 7 per cent of GDP by 2020 and 6 per cent by 2025. Acquisition of domestic 
securities including infrastructure is no longer permitted, although targeted transfers may take 
place. The current reserves are estimated as $57 billion as of 2018, or 45 per cent of GDP.  

The national priorities of Kazakhstan in ICT and energy infrastructure are the following: 

1) “Digital Kazakhstan” State Programme was approved in December 2017 and is the 
current top national priority. Within the period 2018-2022, the program will be focused on five 
areas: 1) Digitalization of the Economy; 2) Transition to a digital state; 3) Implementation of the 
digital Silk Road; 4) Development of human capital; 5) Creation of an innovative system. The 
sources of financing are central and local budgets, development partners, private investments and 
financial institutions. Overall investments are estimated as 384 billion tenge (or about $1,1 billion). 

2) Promoting low-carbon growth and energy efficiency. The government announced 
Green Economy Strategy project as another national priority. Within the Green Economy Strategy, 
the EBRD will assist in implementing key aspects of the strategy through projects in energy, 
renewables, agriculture, water, waste management, transport, and other sectors. The EBRD is 
already the largest investor in the non-oil and gas sector of the economy of Kazakhstan. 

Thus, in case of resource-rich Kazakhstan liberalization of the regulatory restrictions on partial 
asset allocation by NFRK into Building Industry 4.0 in Kazakhstan as well as green economy 
would be a critical additional solution to meet infrastructure financing needs in the country. 

 
Regional cooperation and integration. As the largest economy in Central Asia in terms of GDP 
and surface area, Kazakhstan is an important and active member of the CAREC Program. The 
country has benefited from transport projects along CAREC corridors, but it is yet to fully exploit 
its strategic position to facilitate smooth trade across borders and establish regional and global 
value chains.20 Kazakhstan joined the Eurasian Economic Union in 2014, and the World Trade 
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Organization in 2015, and remains committed to accelerating integration and cooperation among 
Central Asian countries and with the rest of the world. Kazakhstan also intends to join the 
Organisation for Economic Co-operation and Development as a full member. The forthcoming 
CAREC 2030 strategy is expected to support transforming Kazakhstan’s transport corridors into 
economic corridors, and opening new trade and business opportunities across Central Asia. 
Besides, as the scope for CAREC operations expands, and as projects under the ‘Belt and Road 
Initiative’21 are going to be implemented, Kazakhstan’s regional economic role is expected to 
increase considerably. The country will play a growing role as a hub through its transit and 
logistical infrastructure, which can generate positive externalities and regional public goods and 
connect Central Asian countries with each other and with neighboring regions. Kazakhstan is also 
well-positioned to promote regional financial integration among Central Asian countries, 
including through the Astana International Financial Centre. 

 
Improved tax administration through tax reforms would allow to expand the fiscal 

space of the authorities. The ability to collect taxes is crucial to a country’s capacity to finance 
critical infrastructure. 

There are a few lessons that can be drawn from the best relevant international experience 
from developing countries (IMF, 2017). Tax reforms between 2004 and 2015 in five low-income 
(at the time) and emerging market economies -- Cambodia, Georgia, Guyana, Liberia and Ukraine 
resulted in large revenue gains. Most examples come mainly from Georgia’s experience. The 
improvement in the country’s ability to mobilize revenue between 2004 and 2011 is impressive 
given the sharp reduction in tax rates. By 2008, Georgia’s tax-revenue-to-GDP ratio had doubled 
to 25 per cent.  

Simplification of the tax system and curb exemptions. Simplification should focus on taxes, 
legislation, procedures, and structures. A simpler tax system with a limited number of rates is 
critical to fostering taxpayer compliance, as seen in Georgia. This makes tax administration less 
challenging in the LLDCs that lack a well-functioning judicial system. Curbing exemptions can 
reduce the tax system’s complexity and distortions while boosting revenue by broadening the tax 
base.  

Reform indirect taxes on goods and services. The value-added tax (VAT) has proved to be 
an efficient and strong revenue booster: countries that impose this tax tend to raise more revenue 
than those that don’t (Keen and Lockwood, 2010).  

Introduction of comprehensive tax administration reforms. Modernization of tax 
institutions in the LLDCs is critical element in successful revenue mobilization cases. A broad 
spectrum of legal, technical, and administrative measures such as:  

 Establishment of large taxpayer offices: A large taxpayer office allows a country to focus 
tax compliance efforts on the biggest taxpayers.  

 Extensive use of information and communication technologies (ICT): Successful revenue 
mobilization hinges on managing information and leveraging the power of big data to 
improve compliance and fight corruption. Most of the countries studied by IMF have taken 
advantage of IT systems to leapfrog their revenue mobilization reforms (IMF, 2017). 
Countries that have been successful in resource mobilization computerized the 



administration of their taxes and customs automating most processes, including e-filing. 
They also established a system for information sharing among tax authorities, taxpayers, 
and banks, as well as a one-stop Internet portal.  

 Modern registration, filing, and management of payment obligations. Establishment/ 
modernization of basic rules and processes in these key compliance areas.  
Enhanced audit and verification program: A risk-based audit, which links the likelihood 

and nature of an audit to the taxpayer’s inherent risks, is the most effective type in terms of 
encouraging compliance. Most successful countries highlighted this part as a critical in their 
revenue mobilization strategies. 

However, increased tax mobilization does not necessarily lead to adequate spending on 
infrastructure. Reducing inefficiencies in public spending on infrastructure can better utilize 
available funding through public spending reforms.  

Bond Finance  

Bonds are an alternative source of capital to intermediated credit and equity financing 
(Hack and Close 2013). Bonds take many forms and are widely used by governments, 
corporations, and project sponsors to raise capital for infrastructure projects. As a financial 
security, bonds are an attractive investment for passive institutional investors, may be credit-rated, 
and offer investors liquidity and diversification. The security may be issued in a number of 
configurations, including different tenors, currencies, and security options. Bonds may be fully or 
partially guaranteed by the issuing institution, a bank, or government, and may be issued with an 
indexed payment stream, a convertibility option, or discount. Bonds may also be listed on 
securities exchanges and their performance measured by tracking market indexes. A recent study 
confirms that infrastructure bonds in Asia and the Pacific generally have significantly better credit 
ratings and lower default risk than do corporate bonds (Ehlers, Packers and Remolona, 2014). 
Bond finance provides a flexible way to finance long-term projects and is well-matched to passive 
investor requirements for infrastructure finance (Regan, 2017). 

Tax-Exempt Bonds are government-issued securities for specific national interest projects 
or general infrastructure purposes and offer investors a full or partial exemption from taxation on 
interest receipts. They form part of governments’ capital budgets for infrastructure spending, and 
are considered a government liability (Marlowe 2009; Ang, Bhansali, and Xing 2010). Tax-exempt 
bonds are in high demand from investors paying higher marginal rates of income tax, which limits 
their attractiveness in low- and middle-income countries and suggests that a capital-guaranteed or 
indexed bond would be a more attractive option for many investors. Tax-preferred bonds may be 
issued by central government agencies or by municipal agencies with a national government 
income tax exemption. Tax-based incentives present a conundrum for governments. A deduction 
from tax liability is an explicit transfer payment from the state to private investors to be offset by 
the welfare and private benefits of additional public goods. The security will also be priced lower 
than other state securities in the market, which may reflect the lower risk of the revenue bonds or 
simply that buyers recognize the bonds’ real post-tax return and adjust prices for the tax benefit. 
Many economies in Asia grant an automatic income tax exemption to resident holders of state-
issued bonds. Other countries, subject to international tax treaties and free trade agreements, grant 
full or partial exemption from transaction taxes, including capital gains and withholding taxes for 
non-residents (Regan, 2017). 



Revenue Bonds are debt securities issued by governments to meet the cost of greenfield 
infrastructure, or issued by a project’s private sponsors to raise investor capital on either a project-
by-project or portfolio basis. The bonds are secured over the value of the assets and the contracts 
being financed. Issuers may provide enhancements by offering part or all of the issue at a discount 
or as indexed securities, in which case there is a discount to the yield spread (or interest) paid to 
retail investors. Issuers of indexed bonds have an advantage because the security is generally 
priced lower than conventional bond issues in the market (Chan et al. 2009: 84). 

 

 

 
b. Private financing 
 

 

The establishment of the Astana International Financial Center (AIFC) is a recent 
addition to the authorities’ strategy to enhance financial development and could be 
considered as a potential future source of infrastructure financing. The AIFC plans to attract 
both local and international investors by offering favorable tax treatment, simplified labor and visa 
regimes, large investments in infrastructure, and a separate legal framework based on the UK 
common law, independent of the domestic judicial system. The AIFC will focus primarily on 
capital markets, asset management and private banking.  

 “Digital Kazakhstan” State Program7 was approved in December 2017 and is current 
top national priority. Within the period 2018-2022, the program will be focused on five areas: 1) 
Digitalization of the Economy; 2) Transition to a digital state; 3) Implementation of the digital Silk 
Road; 4) Development of human capital; 5) Creation of an innovative system. The sources of 
financing are state and local (regional) budgets, development partners, private investments and 
financial institutions. Overall investments are estimated as 384 billion tenge (national currency). 

Promoting low-carbon growth and energy efficiency. The government announced 
Green Economy Strategy project is another national priority. Within Green Economy Strategy the 
EBRD will assist in implementing key aspects of the strategy through projects in energy, 
renewables, agriculture, water, waste management, transport, and other sectors. The EBRD is 
already the largest investor in the non-oil and gas sector of the economy. 

Supporting project finance and public–private partnerships. ADB will promote a 
business-enabling environment and support PPPs, through various facilities including its Office of 
Public-Private Partnership as a trusted broker for PPP development and transaction advisory 
services. Kazakhstan places high priority on PPPs for improving public service delivery and has 
made rapid progress in readying itself for PPPs.32 Local governments, which provide basic public 
services, do not have the financial and personnel resources to undertake the necessary analysis 
required to prepare and manage PPPs. Kazakhstan is yet to test or develop financing instruments 
based on lending against the cash flow of a project that is legally and economically self-contained 
within a special purpose vehicle. ADB will help with the development of banks’ risk-bearing and 
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pricing capacity, and assist Kazakhstan’s capital markets in becoming a meaningful source of 
infrastructure financing. 

The authorities are considering issuance of a tenge Eurobond; this could attract 
foreign investors and establish a benchmark. 

 
Public-Private Partnerships (PPPs). There are two main tools to assess the readiness of 

a country/sector to implement PPPs which can be used by the governments of LLDCs to assess 
their own readiness, and based on its outcomes, determine the best path to becoming ready:  

 
1. UN ESCAP PPP Readiness Self-Assessment8 is the tool for self-diagnosis of readiness to 

implement PPPs, particularly, an identification of the key areas that governments need to 
address in order to involve the private sector more actively in the infrastructure financing. 
The Assessment is used to diagnose the main challenges in attracting private investment 
for infrastructure development. This tool can also help in preparing detailed action plans 
and identifying relevant authorities to address. 

2. The PPIAF Country PPP Readiness Diagnostic tool9 is used to provide strategic and 
specific understanding of whether a country or specific sector within a country, is ready to 
undertake PPPs, and if not, what is the most effective and efficient operational plan to solve 
including the choice of public investment vis-à-vis PPP, and the type of PPP.  

The PPIAF monitoring of PPP reports do not analyze LLDC financing as a separate topic, 
but they do analyze financing in IDA countries. Globally, twenty-three LLDCs (including in Asia) 
are eligible for IDA financing. As of 2015, development financial institutions contributed 53 per 
cent of PPP investment while 43 per cent was financed from private sources and 4 per cent from 
public resources.  

The LLDCs are advised to take advantage of the above-mentioned opportunities that are 
available and adapt them to their own circumstances.  

 
 

c. International financing 
Scale up Climate Finance. The Climate Finance framework provides a great opportunity 

for Kyrgyzstan, especially in terms of promotion of green economy, low-carbon growth, and 
energy efficiency. Kazakhstan has access to climate finance through such funds as: 

 the Global Environment Facility (GEF) with 182 countries-members and provides grants 
to countries with projects related to biodiversity, climate change mitigation and adaptation, 
land degradation, the ozone layer, and persistent organic pollutants. 

 the Climate Investment Fund, comprising two separate funds–the Clean Technology Fund 
(CTF), and the Strategic Climate Fund (SCF). The Climate Investment Fund provides new 
large-scale financial resources to invest in clean technology projects, which are based on 
low-carbon technologies. 

                                                           
8 https://www.unescap.org/resources/ppp-readiness-self-assessment  

9 Source: PPIAF Country Readiness Diagnostic 



 the Green Climate Fund (GCF), as a source of financing to support building climate-
resilient infrastructure is available to the Least Developed Countries. The GCF was created 
to support developing countries by helping them to limit or reduce their greenhouse gas 
emissions and adapt to climate change. 

Green bonds are debt instruments for “green economy” infrastructure. Currently, EBRD 
and World Bank are the largest issuers of green bonds globally. Particularly, EBRD is currently 
the largest investor in Kazakhstan in the non-oil and gas sector. The World Bank invested in 
Armenia and Uzbekistan through green bonds ($218 million on two LLDCs and Timor-Leste) on 
renewable energy and climate-resilient transport infrastructure development. Green bonds are 
channelled through the securitization of project finance loans in local bond markets.  

A catalogue of all the available lending products from the MDBs and the IMF was made available 
for the Third Financing for Development Conference in Addis Ababa in 2015 (World Bank, IMF 
and MDBs, 2015). Thus, according to the IMF’s catalogue there is a range of financing solutions: 

 1. Adding, Pooling, Enabling Instruments. This category of solutions covers new flows, 
such as taxes or fees, as well as policy-driven “flows” that are not traditional finance 
instruments/investments but do generate economic or financial value. Policy guidance and lending 
support the strengthening of the domestic policy, legal, tax, regulatory and institutional 
environment for many purposes: to increase a country’s available resources and creditworthiness; 
enhance development impact, and to attract private investment. Some of the many examples are 
the Asset Management Company (AMC), Equity Participation Fund (EPF) and Loan Participation 
Fund (LPF), European Energy Efficiency Fund (EEEF), Managed Co-lending Portfolio Program 
(MCPP), etc. For example, the AMC’s global Infrastructure Fund has raised $1.2 billion in equity 
commitments from commercial investors. It offers significant mobilization and scale-up 
opportunities, using a strong governance structure and innovative business model to match private 
capital with development finance.  

 2. Debt-Based, Right Timing Instruments. These instruments help to transform cash flows 
from infrastructure assets to provide a steady, predictable stream for development programs based 
on their liquidity needs and time horizons. Issuers and financial intermediaries, including the 
MDBs, have developed a range of new instruments targeted to specific markets and financing 
purposes, ranging from green bonds and vaccine bonds to the fast-growing Islamic Finance market. 
Different instruments have been designed to provide long-term flows, predictability, flexibility, or 
short-term bridging to meet specific development finance needs. Issuing bonds is one of the main 
mechanisms MDBs rely on. With their AAA rating and callable capital MDBs are able to issue a 
wide range of bonds to raise funds inexpensively in the financial markets for development finance 
including financing for infrastructure. 

 3. Financial Risk Management Instruments. These are initiatives which leverage public 
funds to create investment incentives for the private sector, through mechanisms that correct 
market failures, reduce sovereign risk and/or macroeconomic and climate driven vulnerabilities. 
Various forms of risk management approaches, including guarantees, derivatives, blended finance, 
pooled vehicles, project preparations facilities, etc., provide insurance protection for risk sharing 
or full risk transfer. An example is the Neighborhood Investment Facility (NIF) which is financial 
mechanism aimed at mobilizing additional funding to cover the investment needs of the EU 
Neighbouring region for infrastructures in sectors such as transport, energy, the environment and 
social issues (e.g. construction of schools or hospitals). Facilities modelled after the NIF and 



relevant to Asia are the Investment Facility for Central Asia (IFCA) and Asia Investment Facility 
(AIF). Another example is the Public-Private Infrastructure Advisory Facility (PPIAF), which is a 
multi-donor trust fund that provides technical assistance to governments in developing countries 
in support of the enabling environment conducive to private investment, including the necessary 
policies, laws, regulations, institutions, and government capacity. It also supports governments to 
develop specific infrastructure projects with private sector participation. 

 4. Results-Based Financing Instruments. Two benefits occur when funding is reserved until 
results are delivered. First, the risk of success/failure may be transferred in part or in full to the 
entities conducting the work. This promotes accountability, ownership, improved management, 
and effectiveness of service providers. Second, it may help crowd in additional funding toward the 
development objective. Results-based instruments include conditional cash transfers, pull 
mechanisms, performance-based funding, and impact investment. An example includes the Global 
Partnership on Output-Based Aid (GPOBA). GPOBA is a multi-donor trust fund established in 
2003 to develop output-based aid (OBA) approaches across a variety of sectors including 
infrastructure. OBA subsidies are performance based and are designed to create incentives for 
efficiency and the long-term success of development projects. The following Asian LLDCs have 
already benefitted from GPOBA: Armenia, Lao P.D.R., Mongolia, Nepal and Uzbekistan. 

 The Kyrgyz Republic has access to many of these instruments covered by the IMF 
catalogue. 
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