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ABSTRACT

In this review the author examines the history,spr¢ day statistics and future
implications of the Silk Road on Central Asian ctigs. While at first glance the
Ancient Silk Road and the New Silk Road do not hamech in common, when one
looks a little closer, one starts to see the smi#s. The author examines the
motivations behind China’s One Belt One Road itiiteg takes a look at what has
already been implemented, and what still needstddne. While ex-Soviet Central
Asia states are similar in their cultural and histl backgrounds, they differ
substantially in their current economic realiti@he author identifies an apparent
leader, Kazakhstan that is on a definite path dbrre and opened the Astana
International Financial Centre on January 1, 204 & @oor into the future of better

multilateral relations in Eurasia.
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PART I. HISTORY

I. The Origins of the Silk Route

Central Asia,as its name indicates, has a centi@jgphical position on the Eurasian
continent, trying to find the correct balance betweits globally significant
neighbours, Russia, China and India. Though itenehbistory connects it mostly to
the former Soviet Bloc countries, previously it waentral to the Silk Road, which
spanned from China to Europe.

The first person to coin the term the “Great Silka®” was German researcher
Ferdinand Richthofen in his fundamental work “CHimal877, butthe first name that
comes to mind in relation to the Silk Road is otis® Marco Polo. In his famous
book “The Description of the World”, Marco covefsetarea from Venice through
Northern Africa, Constantinople and Jerusalem tan&hunder Kublai Khan’'s
Mongolian Rule, containing historical observatioasd detailed descriptions of
cultures and geography, although the exact rout@sojourney is unknown (Figure
1.1).

The origins of the Silk Routego back to the Romampke, 2 century B.C., when
the West began buying Silk from the East exchangirfigr wool, gold and silver.
Being 6,400 km in length, this predominantly caraveact spanned from Xian,
following the Great Wall of China, making its warough Pamir's Mountains,
crossing Afghanistan and reaching the Levant fromene the merchandise was sent
by sea across the Mediterranean to Europe. Prhgtima one travelled the entire
route as goods were passed from middleman to nmaigFigure 1.2).

With the fall of the Roman Empire and the rise aaBian power in the Levant, the

Silk Route became increasingly unsafe and lostiggsificance.
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However, in the 18 century two major events changed the course tdiyis

First, crusaders conqueredConstantinople in 128driag safe passage for Occident
into the Orient. Saint Louis IX, King of Francedléhe seventh and eighth Crusades
during which he died in 1270 in Tunisia.

Second, the Silk Road was also revived from theratind, thanks to the Mongols, as
Genghis Khan conquered the entire territory frone Boktlirks in 1220 and
subsequently gave it to his son Chagatai to becGimegatai Khanate. Later, the
Western part of Turkestan became part of the Tidn&mnpire, while the Eastern
area,Mogulistan, came under the rule of Genghiskshdescendants.

It is during these interesting times that MarcodPahd his family made their trip.
They departed from Venice in 1271 and returned Iacke in 1295 after 17 years in
China. Marco Polo managed to leave China in 129@oasort to a Mongol princess
who was sent to Persia.

Upon his return, while in prison with a writer Rigbiello after he was captured by
rival Genovese, Marco had an idea to put his mesrnioto writing and publishe@he
Description of the Worldwhich later earned an unofficial tillilione(The Million
Lies) as what Marco described was simply beyond tm@xccidentals’
comprehension(Figure 1.3).

Being a symbol of luxurysold at a high price andh&t same time light and compact
to carry,SILK was the main commodity to be traded on the SilladRon addition
toother major commaodities includiggld, jade, tea, fine porcelain, furs, sugar and
spices Though most goods moved from East to Westol, rugs and carpets were

highly appreciated in China, as the concept of weawas unknown there. Finally,
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one would need to mentidhe slave and animal tradesthe latter namely horses,

camels, lions, etc.

Merchandise exchange of the Silk Road is summairsdte below table.

Goods transported East to West

Goods Transported s to East

STORE of VALUE

GOLD

JADE

Corals

Amber

Asbestos

BRONZE ornamentsMIRRORS

FABRICS:

SILK
Skins

PORCELAIN / CHINA
Ceramic and Iron items

BRONZE Weapons

PAPER

ANIMALS : Ivory, Rhino Horns, Turtlg
shells

AG & FOOD: TEA, RICE, SPICES
(glaze and cinnamon, gingeUGAR

CHINESE MEDICINE

STORE of VALUE

GOLD and gold embroidery
SILVER

Semi-precious STONES
Art

FABRICS:

WOOL GOODS: carpets, tapestrie
curtains, blankets and rugs (from Cenf
Asia & East Mediterranean)

Skins, furs

COTTON

GLASS (from Samarkand)

MILITARY Equipment

» ANIMALS : Horses, Camels, Huntin
Dogs, Leopards, Lions, Fur Anima
Cattle

AG & FOOD: Seeds of lucerne, Seeds
GRAPE, String beans, Onion
Cucumbers, Carrots, Pomegranates, H
Watermelons, Melons, PeacheK)NEY

SLAVES

)

ral

of

igs,

PARFUMERY and fragrance
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On the flip side, the Silk Route was not only arseuof enrichment and cultural
exchange, for in the mid-T4Century it also carried westward plague bactdri t
was responsible for the devastatBIgACK DEATH PANDEMIC in Europe, which
killed 50 million people or a remarkable 60% of thetire European population,
which was the World’s greatest epidemic (Figurg. 1.4

In the mid XIX" Century, the Russian Empire in its fight foE®TTON -producing
region after the United States embargoed cottoplsg) conquered Central Asia and
integrated it into its territory under the name WIRKESTAN. Later, after the
Revolution of 1917, the land was split into a fewplblics that belonged to the
Soviet Union. Both the Russian Empire and the Savi@on were Slavic-majority
countries, and currently there are still more tkamenmillion Russians and half a
million Ukrainians living in the Central Asian Bloc

My family history is directly connected with thegien as my great-great-grandfather,
Vladimir Trubchaninov, was Governor General of Tastan of the Russian Empire
of the late XIX" Century and my family lived in Samarkand (modezbekistan). |
have subsequently found a record of a Ruskigets(i.e. merchant) in Samarkand
with the same name dating back to 1850. ThougheWwgup in Leningrad region
thousands of kilometres away, and most of my fararshives were lost during the
Revolution, Civil War and Stalin Purges, | haveeaspnal curiosity or even perhaps a

call of blood, which leads me to explore Centrailsdsd the Silk Road (Figure 1.5).
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I. Figures

MARCO POLo RIOES The SILK ROAO TO CHINA Eﬁ@%
Marco Polo’s incredible 5,000-mile journey took him halfway across the world. On the way, he followed the

network of tracks that snaked through deserts and across mountains to the court of the great Kublai Khan.

1. Marco, his father, and his uncle set sail from Venice. 5. Marco falls ill in the mountains, where he notices that fire burns less well.

2. They receive letters for the Khan from Pope Gregory X at Acre. 6. Braving the deadly Taklimakan Desert

3. They collect holy oil in Jerusalem. 7. Through the Great Wall of China

4. Leaving Hormuz, the Polos join a caravan traveling north. 8. They arrive at Kublai Khan’s summer palace at Shangdu
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MONGOLIA

Western gold, silver, and horses
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and porcelain from the East
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Figure I.1. Source: Tarsem Sigh's Marco Polo Mofileofilia.com
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Figure 1.2. Source: Encyclopaedia Britannica Inc.
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MARCUS
OB 7

R PRIMUS

Figure 1.4. Soure: The Triumph f Death — Pieteud®jel The Elder, The Black
Death, Two Monkeys, & The Eighty Years War. Fragroéthe painting.
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Figure 1.5. Yelena VladimirovnaTrubchaninova, boin Samarkand, modern
Uzbekistan, in the late focentury, daughter of the Governor General of Tsteki.
Source: Family Archive.

PART Il. PRESENT DAY

Il.a. Modern Definitions of Central Asia

The first person to define Central Asia was a Gerrgaographer Alexander von
Humboldt in 1843 Asie Centralé based on his 1829 expedition on Tsar Nicolas |
personal invitation that took 8 months, bringinghhi5,500 kilometres to the east of

Saint-Petersburg stopping at 658 post stationgus??44 horses.
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In Russian language, we need to distinguiglenusssAsus (SrednyayaAziya or
“Middle Asia”), the narrower definition, only inailing non-Slavic lands within
Russia’s borders; andenrpansnasAsus (TsentralnayaAziya or “Central Asia”), the
wider definition that also comprises territorieattivere never part of Russia.

During Soviet times, only four Republics, Uzbekistd ajikistan, Kyrgyzstan and
Turkmenistan constituted this region with Kazakhstaeing mentioned apart. In
1992, on the Central Asian Summit Kazakhstan'sidkes NorsultanNazarbayev
proposed to abandon “Central Asia and Kazakhstafihition and substitute it with
“Central Asia” comprising 5 countries.

Also known asTURKESTAN (literally “Land of the Turks” in Persiati—-=S ),
the Central Asian region is a land locked mass rspgnfrom Siberia in the North,
Tibet, India and Afghanistan in the South, the Gasi®ea in the West and the Gobi
Desert in the East (Figure 1l.a.1).

The UNESCO History of the Civilizations of Central Asia, published in 1992,
defines the region as "Afghanistan, north-easternrin, Pakistan, northern India,
western China, Mongolia and the former Soviet Centl Asian republics"(Figure
Il.a.2).

One can see via Figure 1l.a.2 that the territorehtral Asia is significant in sizeand
though fragmented into multiple independent stadssyell as partly belonging to
neighbouring superpowers, it shares a somewhat cwomethnic, cultural and
historical background. In addition, we need to nwnthat Azerbaijan, Georgia and
the North Caucasus were traditionally crossed leySlik Road as well, but are not
considered part of Central Asia.Finally, the gepgra centre of Asia is situated in

Kyzyl, Republic of Tuva in Russia (Figure 1l.a.3).
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Il.a. Figures
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Figure Il.a.1. Source: Wikepedia. Map of Turkestath modern state borders. T
area covers a large number of countries includiRussia Tatarstar and parts of
Siberia), Mongolia, th&€hines: autonomous province of Xinjariglso known as Ea:
Turkestan or Chinese TurkestaKazakhstan, Turkmenistamajikistar, Uzbekistan,

Kyrgyzstan, and parts dffghanistau.

Central Asia map

1 - Uzbekistan
2 - Kyrgyzstan 4 - Tajikistan

Figure Il.a.2. Source About Central Asia: Central Asia travel. History Gentral
Asia ...OrexCA.com



E-Leader Bangkok 2018

Figure Il.a.3. Source: Wikepedia, Central Asia. @erof Asia in Kyzyl, Republic of
Tuva, Russia

ii.b. Key Current Statistics

Population

Central Asia, counting only the five independentirdgoies, has a population of about
70 million: Kazakhstan (18 million), Kyrgyzstan (6illion), Tajikistan (9 million),
Turkmenistan (6 million), and finally Uzbekistan1(3nillion). Afghanistan and
Mongolia with their 35 million and 3 million-persgropulations accordingly add to

the 70 million above to total approximately 108l people.

Calculating a more exact population according ® whder UNESCO definition is
much more difficult as Central Asian peoples amspéised across regions in China,

Russia, India, Iran and Pakistan.
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Territory
Territory minsg km | Central Asia boasts a 4 million km-squared teryitor
Kazakhstan 2 728 (or 6.22 million including Mongolia and Afghanistan
Lijllaigiitsatr;n %14423:) though much bigger according to UNESCO). It is not
Kyrgyzstan 0.2 only rich in resources, but also strategically tedain
Turkmenistan 0.488
Mongolia 1.566 the heart of Eurasia on the intersection of modern
Afghanistan 0.653

trade routes, highways, train tracks and pipelittes
Total 6.222

facilitate movement of people, goods, resources and
ideas. As a matter of comparison, Russia, the biggeuntry in the world, is 17
million km-squared and the USA and China are 9.8 &6 million km-

squaredrespectively.

Gini Index

Disparity of income among households within an ecoy as measured by Gini
Index indicates a certain improvement from the gehat followed the collapse of the

Soviet Union (Figure Il.b.1).

Kazakhstan’s Gini Index as depicted in Figure 1.bas decreased from 35 between
1996 to 2001 to the historical level of around Zb4R 2015, just like in 1988.
Uzbekistan’s Gini index reached as high as 45 i881%ut more recent data is
missing. Turkmenistan’ s situation is similar wéhreading of 41 in 1998 and a lack
of later statistics. Kyrgyzstan’'s road to a moréabeed society is quite impressive,
decreasing from ahigh of 55 in 1995 to around 2305 (Figure 11.b.2).

Tajikistan is the only country where Gini Index retually risen. It went from 29.5

in 2000 to 34 in 2015, which is a signal of greatexquality within the society.
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Mongolia saw a slight improvement from 35 in 200732 in 2014, while data for
Afghanistan is missing.As a matter of comparisetisllook at some other statistics:
The American dream actually works for a certaitegks the Gini indicator was 41 in
2013 and has stayed in the 40 plus range for nhared decade.

China’s society is as split as America’s with a iGloefficient of 42 in 2012,having
consistently risen from below 30 in 1980s. India kane slightly better with a Gini
at 35 in 2011. Russia has significantly improveairfrthe highs of 50 for the Gini

Index in 1995, but is still very much unequal, mayread38 in 2015 (Figure I1.b.3).

GDP

A quick look at GDP figures shows recovery of then@al Asian region after
declaration of independence from the Soviet Uniothe early 90s.

Kazakhstan’s GDP represents only 0.22% of the ¢lGR# (as compared to 30% for
the USA, 18% for China, 3.65% for India and 2% Russia) at $133.66 billion in
2016, but it is significantly higher, almost 8 tisp¢han that of $16.90 billion in 1999
(Figure Il.b.4).Kazakhstan’s GDP mirrors RussianFGeend with a drop in the oll
price (Figure Il.b.5).

Uzbekistan’'s GDP is exactly half of that of Kazaldmssat $67.22 billion and

representing 0.11% of global GDP in 2016. Thisnisabtime-high, increasing almost
7-fold from a low of $9.69 billion in 2002.

Tajikistan contributed 0.01% to global GDPat $6kiion in 2016, but grew more

than 8 times from $0.86 billion in 2000.

Kyrgyzstan’s GDP follows the same dynamics with5$6billion in 2016, which

represents 0.01% of global GDP, recovering fromlales of $1.25 billion in 1999.
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Turkmenistan is situated in between Uzbekistan Eajikistan / Kyrgyzstan in terms
of contribution to global GDP at 0.06% and $36.1lBolm, which is an impressive 15
times more than the low of $2.37 billion in 1987.

Mongolia, though it has never been part of the &oMnion, was definitely under its
influence and followed the same path after itsndégjration, recovering 14.5 times to
$11.16 billion in 2016 (0.02% of global GDP) fromawv of $0.77 billion in 1993
(Figure 11.b.6).

Last but not leastAfghanistanquite surprisingly contributes 0.03% to the world
economy,which is more than Mongolia and Tajikistan combined In 2016 it
produced $19.47 billion, which is significantly tetthan $2.5 billion in 1991.

It will be really interesting to re-examine the GDBmbers for these Central Asian

countries in five or ten years after OBOR is fuityplemented.

GDP per Capita

Now let us compare Income per Capita between Cehsran states, their big

neighbours, China, Russia and India, as well atJte

Kazakhstan shows impressive growth from $4,00010,%/0 over about 20 years
(Figure 11.b.7). Uzbekistan’s GDP per Capita ins@in a similar way, but coming
from a lower base it only reached about $2,000ikiB&an’s Income per Capita is
currently at $2,762, which is just slightly highban Uzbekistan’s. Kyrgyzstan seems
to be the poorest ex-Soviet nation with income papita of only $1,038.
Turkmenistan’s GDP per capita stands at $6,986jmgakthe second richest country

after Kazakhstan in the ex-Soviet Bloc.



GDP per Capita, 2016 in $

Central Asian Countries

Kazakhstan 10,570
Tajikistan 2,762
Uzbekistan 1,961
Kyrgyzstan 1,038
Turkmenistan 6,986
Mongolia 3,894
Afghanistan 596
Comparison Countries

USA 52,194
China 6,894
India 1,861
Russia 11,099
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Mongolia’s GDP per capita is $3,894,

earning it third place. Afghanistan’s
situation is the worst with an income per

capita of only $596.

People in the USA earn significantly more
than those in Central Asian countries, with a

GDP per capita of $52,194. China’s income

per capita is $6,894, putting it on par with Turkmnstan, while India’s is a mere

$1,861, which is comparable with Uzbekistan. FinaRussia’s income per capita is

$11,099, having decreased from a high of $11,61B WS2013, which is explained

by a lower oil price. Interesting to note, Rusgia é&azakhstan are aligned in their

indicators.

Unemployment

Unemploymend in %
Central Asian Countries
Kazakhstan 5.0
Tajikistan 2.2
Uzbekistan 8.9
Kyrgyzstan 2.4
Turkmenistan | 8.6
Mongolia 9.1
Afghanistan 8.5
Comparison Countries
USA 4.1
China 3.9
India 3.5
Russia 5.1

As one can see from the table, Central Asian

states vary in their declared unemployment

statistics from the lows of 2.2% and 2.4% for
Tajikistan and Kyrgyzstan accordingly to the

highs of more than 8% for Afghanistan,

Turkmenistan, Uzbekistan and Mongolia that

closes the list with 9.1% of unemployed

population.

Kazakhstan with its 5% unemployment figure is ctose the surrounding China,

India and Russia, and not far away from 4.1% unegmpént in the USA.



E-Leader Bangkok 2018

FDI

Next economic indicator that | wish to discuss Hereshedding light on the current
state of Central Asian countries is FDI, Foreignebi Investment.

Kazakhstan'’s last published statistic of $5 billledl in the second quarter of 2017 is
slightly less than the al-time-high of $8,2 billiam the first quarter of 2012 but is
drastically more than $0.86 billion in the firstagter of 2002, showing again a
stunning recovery. On an approximate annual bésigjgn investments represent
15% of Kazakhstan’s GDP and with the opening ofAk&ana International Financial
Centre on January 1, 2018 will presumably contiougrow (Figure 11.b.8).

Tajikistan had FDI of 4.95% in 2016 as investors$ fheir money to work in this
country.

Uzbekistan’s FDI is significantly lower,at only $68illion, which is 0.1% of its
GDP, and though they are eying rapid developmemheaf neighbours, the shape of
Uzbekistan’s current economy does not attract Saamt foreign investment.
Turkmenistan’s data could not be retrieved.

Kyrgyzstan’s FDI stands at a negative $48 millionthe first quarter of 2017
(equivalent to -2.92% of GDP), which is its all-8Aow, coming down from apeak of
$693 million in the fourth quarter of 2011.

Mongolia attracted $16 billion in the second quarter of Z0dhich is just slightly
less than its average of $17 billion between 2012017, but coming down from its
top of $21 billion in the first quarter of 2016. & lowest known FDI figure was $8
billion in the fourth quarter of 2010. Interestitgyput these numbers into perspective,
as GDP in 2016 was $11 billiorsDI seems to be weighting more than the

domestic economy
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Afghanistan’s FDI of 0.83% in 2015 shows that treremy is mainly inward
oriented.

FDI into the US economy was $46 billion in the setoquarter of 2017
(approximately 1% of the USA economy); China’s FiDl a quarterly basis in 2017
was $33 billion, which is 1.18% of Chinese GDP;ithdaw FDI of $11 billion
invested in its economy between August and Octabér, 1.94% of Gross Domestic
Product; and FDI in Russia totalled $12.5 billion the second quarter of 2017,
representing 3.89% of annual GDP.

Comparatively speakingMongolia with its $16 billion last quarterly FDI is
situated after the USA, China on the upper side andRussia and India on the
lower side Kazakhstan with its $5 billion last quarterly FDI is not far behind.
However, it is noteworthy to say thtite rest of Central Asian states are clearly
overlooked and currently not favoured by the investrs but this may change in
the near future with the New Silk Road so called One Belt One Road Initiative by
the Chinese government to better connect Asia togeuand to modernise the

infrastructure in the whole Eurasian region.

Corruption Ranking out of 175 A big part of the explanation as to why
Countries

Central Asian Countries investors are shying away from the
Kazakhstan 131 29/100 _ o _
Tajikistan 151 25/100 Central Asian region is the height of
Uzbekistan 15 21/100 corruption for operating a business in
Kyrgyzstan 136/ 28/100 P perating

Turkmenistan 154 22/100 the local environment. A country or
Mongolia 87 | 38/100

Afghanistan 169 15/100 territory's score indicates the perceived
Comparison Countries

USA 18 | 74/100 level of public sector corruption on a
China 79 | 40/100 _

India 79 | 40/100 scale of O (highly corrupt) to 100 (very
Russia 131 29/100
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clean). Alternatively, all countries are rankednirl (best) to 175 (wor) in terms of
corruption As one can see, a lot still needs to be doneritg lthe Central Asian
region into compliance wit world standards for conductinigusiness. The only
exception is Mongoliaranked 87, which is more comparable to Chinaand Inih,
both ranked 79, in terms of corrupt, than to Central Asian states situated in
range 131-169.

Kazakhstan is the country that is the closest gdoig neighbur, Russia, with th

same score of 131 @9/100.

Il.b. Figures
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Figure Il.b.2. Kyrgyzstan’s Gini Index, World BaBktimate
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Figure I.b.3. Russia’s Gini Index, World Bank Bsdite.
FAZAKHSTAN GDP
250
200
150
cC
=
=
100 g
50
1990 1995 2000 2005 2010 2015
SOURCE: TRADINGECONDMICS.COM | WORLD BANK
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Figure Il.b.5. Russia’s GDP, World Bank Estime
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MONGOLIA GDP
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Figure Il.b.6. Mongolia’s GDP, World Bank Estima
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Figure Il.b.7. Kazakhstan’s GDP per Capita, Worldrik Estimate
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KAZAKHSTAM FOREIGH DIRECT INVESTMENT
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Figure I.b.8. Kazakstan's FDI, World Bank Estimat

PART Ill. THE NEW SILK ROAD

lll.a. OBOR reshaping the Eurasian continen

What can really change tregion’s dynamics is China’s $1 trillicOne Belt One
Road (OBOR) strategy (sometimes referred to as Belt and Roiidtlme (BRI), the
Silk Road Economic Belt (SREB), the New Silk Road that is strategically centre
around the countries under our studythe Belt, the over-th&and part, as oppost
to the Road, the sea route.

However,Asian Infrastructure deficit is a gigantic $8 trillion, and ChinesOBOR
is only the first steppingtone to fulfilling this need.

To understand why OBOR was launched, one should remder 2009, which saw
the biggest drop in tradeover the past 20 years (in value terms), or 22% aforld
merchandise exports, and China’s aspiration to takea larger role in global

trading .
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OBOR was unveiled in September 2013 to counter theffects of the GFC and to
find an external source of growth for the Chinese@nomy.

According to “The Geopolitics of Energy Cooperation China’s Belt and Road
Initiative”, p.10, which was written by Dr.KaHo YUAssociate, Geopolitics of
Energy Project, Harvard University Kennedy Schd&RlI is “vast, complex and
difficult to comprehend”, and due to “transnational scale of projects...urssp
wider consensus on energy cooperation for more taesnand regions involved in
BRI”, p.9.

Other motivations underpinning OBOR are summarindtie Figure Ill.a.1.

Major investment areas amefrastructure, construction materials, railways and
highways, ports, automobiles, real estate, power g as well as iron and

stee(Figure lll.a.2).

) ) China has great interest in building its neighbburs
Investment in foreign

infrastructure has two-
way positive long-term

effect on both economies | the industry has the capacity to absorb large numbe

infrastructure through real estate investment bezau

of Chinese workers. Large-scale infrastructure gutsj cannot succeed without local
governments’ involvement and endorsement. Theyegoloy locals, and benefit the
countries where these infrastructure projects anegoconstructed in the long term by
diminishing the costs of transportation and shanigithe transit of goods.

On the other hand, five independent Central Asmumtries experience a number of
conflicts of interest They need to reconcilkistorical ties with Russia and the
current economic dominance of Chinatwo superpowers with different agendas.
How well they may adapt to these constraints wétedmine the success of OBOR
because these countries play the role of real gaiewo European and other markets

that need to be traversed for any transit of merdis® or commodities.
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The Russian-Chinese dichotomy is also reflectatiertrade balance between Central
Asian countries:

o EXPORTS are bigger to Russia than Chinan the framework oEurasian

Economic Unionpwhich is principally influenced by Russia (Figuhea.3).
o IMPORTS are more significant from China rather than Russiaas China is
definitely a worldwide leader in production and mtatturing.

Eurasian Economic Union comprises 5 countries: Russia, Kazakhstan, Belarus
Armenia, and Kyrgyzstan. Its main objective is ts@e free movement of capital
and labour between the participating states. Thienums veryrich in natural
resourcesand one of théop producers inagriculture.
Up until September 201Kazakhstan and China have signed agreements on 52
projects worth more than $24 billion within the OBOR framework.
In 2013, trade between China and five Central Astates (Kazakhstan, Kyrgyzstan,
Tajikistan, Turkmenistan and Uzbekistan) totalléd $illion, a significant increase
from $1 billion in 2002. It is important to noteattB0% of Chinese Central Asian
trade is with Kazakhstan, which has a dominant role over other ex-Sovegiestdue
to it having the biggest territory, being richer leand and mineral resources and
having more favourable geographic conditions (irmge of high mountains and
elevation) than its neighbours (Figure lll.a.4).
Kazakhstan’s former capit@Almaty, is home to 2 million inhabitants making it
thebiggest city of the Central Asian region and thus the largest market place.
Astana, however, is growing rapidly since it became new capital in 1997 and
currently has 0.835 million inhabitants. Kazakhstamalso young in terms of its
demographics with a median age of 30.3 years ahiitla rate of 2.597, which is

much higher than in most developed Western cowmntrieis well known that
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favourable demographics are often associated withd gGDP growth potential.
However, Almaty is situated on the ‘Ring of Fired, fault line, which badly
devastated the city in 1911 earthquake. The rigkxpe&riencing another earthquake is
high since the seismic conditions are worseningldwide with simultaneous
eruptions of many volcanoes around the globe. Migeia Dr. Victor Zemtsov, a
senior scientist in geophysics at the Academy aér®es of Russia, studied the
tectonic movements of the continents. He predithedlwe are entering a new 25-
year cycle of increased seismic activityn his research “Evolution of Rotation
Structures in the Earth’s Geological History”. Téfere, this risk needs to be
incorporated in scenario analysis for all OBOR ects.

The Chinese trade with countries participating BIAIR exceeded $1 trillion by 2015,
while Chinese firms invested nearly $15 billionGBOR countries throughout the

same time period, according to Xi Jinping’s commiariizbekistan.

While the modern Silk Road significantly differofn the old
The most acute

dependence is

one, it is interesting to compare the merchandisengo
on energy.

transported. The number one commodity traded tobipy
volume is oil and oil related products, which shothe contemporary world’'s
dependence oenergy.

The second resource neededvieter. Some countries like Kyrgyzstan are abundant
with it, while others (Kazakhstan) lack it for gation and agriculture. At the same
time, China is water-hungry as it pursues its goalsarnessing hydropower through
the construction of dams.

The only goods that are traded just like in theiemictimes aregold, jewellery and
diamonds. However, we notice that quite a fewrofdpcts are actuallgechnology-

based In the old times, the technology was related itk, porcelain and paper
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making, while now the know-how stems around phoreviags, computers,
automobiles, aircrafts, medical equipment and blutelogy. Weapons trade as
well asthe drugs trade (heroin route from Afghanistan to Europe and Rajsdo not
make it into official statistics, and are difficuti estimate, but unfortunately, we all
know that both still thrive. Slavery was abolishmdny years ago, and many animals
are in the red list subject to extinction, hwtman and animal trafficking persists.
Migrantsare also used to this route (Figure lIll.a.5).

According to the Baker McKenzie report “Belt anda@oWhat you need to know”,
“The Belt is a land corridor that passes throught@¢ Asia before reaching Europe
and connects two of the world’s largest econon#sna and Europe. The route will
emerge as a major logistics corridor and create omgyortunities for Central Asia and

Eastern Europe as both a transhipment hub and cditiesosupplier”.

China’s strategic priorities for the new Silk Roadare:

1. Support China’s “Go-Global” policy through interimatalisation of Chinese
firms and creation of multinationals and supplyioba

2. Increase exports to OBOR countries and reduce Ghimadustrial oversupply.
China is already growing its trade with Central asiand other OBOR
countries at a faster rate than its exports taéweloped world.

3. Promote industrial restructuring as participatingdBOR Chinese firms will
have to compete on tenders against other intematicompanies.This will
force them to improve transparency, corporate gae and employ foreign
workers.

4. Strengthen China’s geopolitical role in Eurasianfrdooth economic and

political points of view.
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5. Strengthen the RMB, though there is little evidetacprove this up to now.
OBOR concerns 60+ countries in Asia, Middle East, &tern Africa, and Eastern
Europe, an area that is home to 69% of world populéon and producing 51% of
global GDP, incorporating bilateral and multilateral agreements. It is a
historical multi-decade initiative to improve world-wide connectivity.
From a financial point of view, Chinese companiesddit from the assistance of the
China Development Bank, Export-Import Bank of China and Silk Road Fund
established in 2014 with $40 billion specificallyr fthis purpose. An additional 100
RMB billion in funding will be added to the capitaf the Silk Road Fund. Other
projects in OBOR countries may be financedAsyan Infrastructure Development
Bank, established in 2015, with $100 billion of capitals well as byNew
Development Bank established in 2014, along witte World Bank. However, it is
important to notice that private companies and gawents in OBOR countries are
encouraged to participate in the development of thitiative. Many have already
created joint ventures and profitable partnersiijte Chinese counterparts, and this
trend should continue to grow, especially througgh process of competitive tenders.
Competition is fierce between Chinese, Japanes&auath Korean firms.
The Baker McKenzie report gives an estimate of $8illbn investment in projects
in OBOR over the next 5 years. MOU’s have beenesigwith both Mongolia and
Pakistan if we speak only about Central Asian st@tet of OBOR'’s sixand trade
corridors threeinvolve Central Asian statesas is shown in the map, Figure lll.a.6:

» China-Central Asia-Western Asia, non-active

* New Eurasian Land Bridge, active

» China-Mongolia-Russia, semi-active
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Chinese companies focus on Asia’s rising middieslaecause it is a ripe market for
electronics, online business and real estate. Bieréive main sectors that are driving
OBOR with the biggest effect on Chinese economy:

* Energy, Mining and Infrastructure : Energy is the main focus of OBOR.
However, construction of highways, roads and rasvas strategically
important for transportation of commodities andoiaib

* Technology, Media and TelecommunicationsThe demand for smartphones
and internet-based services may well be tremendous.

* Consumer Goods, Retail and Foodincreased household income will spur
the demand.

* Industrial, Manufacturing and Transportation : Chinese companies will
accelerate acquisition of technologies. They wababuild local factories to
bypass import barriers.

* Financial Institutions: There is a rich opportunity set for small and med
sized players to participate.

The opportunity set for international companies inOBOR:

] » Partnerships: It is better for both
Choosing a trustworthy local
partner with robust domestic parties to have a local partner who
relationships is paramount to
reduce reputational risk, optimise understands country-specific regulations
costs of protectionist tariffs,
integrate with the community and and has good relationships with the local
attend to environmental concerns.

government and community.
* Supply: Local and international companies can supply pctsl and
components to Chinese SOEs.
* Services Local and international service companies wilvdnaan ample

opportunity to work on project due diligence, besis structuring, contract
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negotiation, labour and tax regulations, providsumance and manage CSR
obligations for big infrastructure projects that ynhe harmful to the
environment or affect nearby communities.
* M&A : Back in 2012 | worked for an Investment Bankirayitique examining
M&A deal flow between CIS and Russia on one handl @hina and South-
East Asia on the other. | was quite surprised aondow small the transaction
volume between these two neighbouring regions Wase years later, the
Investment Banking landscape has certainly chamggda richer opportunity
set, but this is still just the beginning. From pgint of view, as companies
are competing for best technologies and accessrtonodities along OBOR
routes, this will inevitably result in a higher uahe of transactions.
* Financing: Foreign asset managers, both traditional andnaitee, will come

along SOEs and banks to participate in the maniside.

And while the above mentioned opportunities existdlobal companies domiciled

around the globe, Central Asian land-locked statés benefit from the new

transportation infrastructure, logistics parks,rggeand industrial projects.

It is of course understood that opportunities do ecmme without associated risks,

political risk being one of the major challenges for doing bussne the OBOR

region. Other risks to mitigate aemvironmental, reputational, legal, regulatory,

social responsibility, cultural integration and protectionism-related issues

Therefore, companies hoping to be successful im iftneestments in OBOR countries

need to be well advised and have a robust conyiplain.

Concurrently, OBOR face®chnical limitations. The railroad width is 1.52 meters

for Russian trains on one hand and 1.435 meterlonese trains on the other.

Therefore, customs at the China-Central Asia borgrd to clear both paperwork
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and physically change the undercarriage. This moosay take up to 79 days, which
makes it the least efficient customs check in tloeldy thus negating any positive
outcome of a shorter distance and sabotaging tldewdurpose of OBOR, making it
less attractive versus the Maritime Silk Road.

Thanks to the Kazakhstan Embassy in Singapore rélisseand New Zealand, | am
attaching the map of customs centres as Kazaklistatorking on enhancing their
efficiency (Figure 1ll.a.7).

Above mentionedatorruption is another risk parameter to take into accouni 8@
investment is usually lost in Central Asian ex-®b\states, and an astonishing 80%
vanishes in third party hands in Pakistan. Chigealfithas an issue with corruption,

and no business can be done without the necesgaayXi” (i.e. connections).

lll.a. Figures
Table 1. Motivating factors for One Belt, One Road.
Reason Citation
Internationalisation of the Yuan Chatham House (2017) [20]
Infrastructure development in Asia Lim 2016 [6]
Consume overproduction, overcapacity, excess products Lim 2016 [6]
Reduce unskilled unemployment in China Tang 2015 [30]
Improve regional transport links Lain and Pantucci 2015 [29]
(Gain access to natural resources, oil, gas Tang 2015 [30]
Increase Chinese soft power and good will Sidaway and Woon 2017 [4]
Foreign policy initiative Lim 2016 [6]
Sino-centric unipolar Asia Malik in Sulekha 2017 [31]
Road to empire Financial Times 2015 [32
Benefits of development and prosperity Sidaway & Woon 2017 [4]
Enhance Chinese social stability and security Rolland 2017 [3]
Central Asia as “key areas” for China’s national energy security Rolland 2017 [3]
Integrate Eurasian continent by 2050 Rolland 2017 [3]

Figure lll.a.1. Source: “Central Asian ‘Charactetiss’ on China’s New Silk Road:
The Role of Landscape and the Politics of Infrattice”, Troy Sternberg, Ariell
Ahearn and Fiona McConnell, p.3.
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Figure 1. Map of Central Asia with geographical features (mountains, desert, steppe) and existing
major infrastructure (pipelines, railroads).

Figure Ill.a.2. Source: “Central Asian ‘Charactetiss’ on China’s New Silk Road:
The Role of Landscape and the Politics of Infradtriee”, Troy Sternberg, Ariell
Ahearn and Fiona McConnell, p.3.

EURASIAN EcoNOMIC UNION

Eurasian Economic Union provides free movement of goods, services, capital and labor.

COMBINED GROSS
INDUSTRIAL PRODUCTION: DoMESsTIC PRODUCT:
$0.91 TRLN. $1.58 TRIN.
ToraL TRADE TURNOVER: TotaL LAND AREa:
$579 BIN 20.2 MLN. kM2
SHARE oF GLoBAL Q1L i, ’ g F '-._-.:I POPULATION AND
AND GAS PRODUCTION: g = e UNEMPLOYMENT RATE:
14.6% AND 18.4% 1 ‘ 182.7 M. AND 5.5%

Figure Ill.a.3. Source: The AIFC Presentation teraduce it to Singapore Investment
and Diplomatic Community on Septembef,12017.
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Table 3. Physical factors in Central Asia.

Factor Kyrgyzstan  Kazakhstan
Border with China, km 1063 1765
Elevation in metres, mean 2988 387
Temperature, annual mean 5 2.2
Precipitation, annual mean 375 275
Deserts, % 10 =80
Arable land, % 6.7 8.9
Agriculture, % of water 93 66
Population density, km” 7 b

Figure Ill.a.4. Source: “Central Asian ‘Charactetiss’ on China’s New Silk Roa
The Role of Landscape and the Politics of Infradtriee”, Troy Sternberg, Arie
Ahearn and Fiona McConnell, p

_ Global exports by product 2015 ($Billions)

Crude oil §786.3

Cars $672.9

Processed petroleum oils $605.9

Phone system devices $532.2

Integ circuits/ I §516.7

Automobile par ri §349.2

Medication mixes in dosage $3221

Computer, optical readers 5320.4

Gold (unwrought) $297.1

Petroleum gases $250.2

Blood fractions {including antisera) $127.6 $127.6
Aircraft, spacecraft §122.4 5122.4
Computer parts, i §121.3 5121.3
Diamonds §121.4 S121.1
Trucks 51134 $113.4
Insulated wire/cable $112.4 S112.4
Solar power diodes/semi-conductors LRE S5112.0
Electro-medical equipment Bkl S107.7
Jewelry $97.7 NS T T4
Printing machinery B8] 593.8
Lower-voltage switches, fuses k14 593.6

Tv receivers/m project LR 5928
Electrical converters/ power units $01.7 LA
qunld.m.')‘malﬂnnr."npﬂcﬂ tools ELE] 585.0

50 $100 $200 $300 $400 $500 $600 $700 $800
Figure Ill.a.5. Source: Interne
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5. New Eurasian Land Bridge
ACTIVE
Infrastructure already in place pre-BRI and
being used by logistics companies

6. China-Mongolia-Russia
SEMI-ACTIVE
Primarily a commodities route. Infrastructure
investment has been increased recently.

4. China-Central Asia
Asia-Western Asia
NON-ACTIVE
Huge infrastructure
investment is needed.
Has commercial scale,
but long-term ambition.

MIDDLE EAST
3. China-Pakistan AFRICA SOUTHEAST ASIA
ACTIVE
Significant infrastructure investment has been
made. Corridor is strategically important.
2. China-Myanmar-Bangladesh-India

SEMI-ACTIVE 1. China-Indochina

China-Myanmar oil and gas lines are active. ACTIVE . i .

Extension to India is challenging and long- ASEAN already has plans to invest in region’s

railway and highway network. BRI adds capital.

term ambi
Source: Silk Road Associates

Figure lll.a.6. Source: “Belt and Road: What youedeto know”, Baker McKenzie
report.
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Private OIG (70 %) — 3213 273 e 12 2028, Prvate 10%) 3213 i i
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KDTS (100 %) — 970 970 0 A Private (70 %) - 3213 1928 1285
Atyrau 900 900 %M&Kwy\mn 0026, 3 Borowser.res 10030 Sz L2
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& Almaty 2500 2500 ey ;= [ 10 KazEow-13m s w2
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Borrowed funds — 14 630 14 630 6 KIZ@Ew)-1377 550 [ « Private (70 %) 16065 16065
TOTAL 62770 12964 49 806 Prvate (709 -3 213 1285 1928 Borowed funds (70 %) 50 50
KTZ (KTZE, KDTS) 1192 7552 Az 4
Briin R Total cost of the projects is 216,2 bin KZT

Figure lll.a.7. Source: Kazakhstan Embassy to Swioge, Australia and New

Zealand
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lll.b.Kazakhstan’s Role on the New Silk Road

Kazakhstan has shown remarkable economic progresseaovery after the collapse
of the Soviet Union.

Kazakhstan’s GDP growth in the first ten month2017 reached 4% thanks to the
country’s efforts on the path to economic reforrarsipg both private investment and
consumer spending.

According to PWC and the World Bank, Kazakhstan esm8" in terms of
favourability of the investment climate out of 189countries. Kazakhstan is also
36" out of 190 countries on the World Bank Doing Besis rankinglmprovements
were recorded for all ten indicators, includingrétection of Minority Investors”,
and ‘Enforcing Contracts”. Nevertheless, Kazakhstan's government is focused
further promote Kazakhstan in Doing Business ratihgs it prepared*7package of
legislative amendments to improve business envisstirat national and sub-national
levels. It is therefore not surprising, based oe #ibove, as well as its strategic
geographic location and political stability thatzé&hstan has become a real centre-
point on the new Silk Road.

One can clearly see from Figure Ill.b.1 the domaearof Kazakhstan versus
neighbouring Kyrgyzstan both in terms of the doNatue of investments and the
number of projects.

Figure 11l.b.2 shows Kazakhstan as therasian Logistic Hub in connection with
China’s One Belt One Road.

Due to its location in the centre of the overlaraldé bridge between Europe and
Asia, and Kazakhstan’s policy on a good-neighboodhand reduction of trade
barriers, it has direct access to large marketee-BAEU, Russia, China and other

countries in Central Asia. Significant prospects favestors are revealed by
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integration within theEurasian Economic Union This is a unified customs and
border-free market with a value of approximatelyti$ion and a population of more

than 180 million people.

Kazakhstan’s investments in logistical developmard organised as per Figure

l1l.b.3 and Figure 11l.b.4.

In terms of domestic development, in November 2 ?VurlyZholmeans

“The Path to the
Future” in
Kazakh language

Kazakhstan’s President NursultanNazarbayev comnaeac

$9 billion economic stimulus plan to modernise

infrastructureNurlyZhol :

» Transportation and logistics infrastructure

* Industrial infrastructure

* Energy infrastructure

» Public utilities infrastructure

* Housing infrastructure

» Social and education infrastructure

» Small and medium-sized enterprises
By 2020,NurlyZhol is planned to finalise $40 billim of projects and employ
200,000 workers So far in 2016 alone, the program generated0D05jobs and
contributed 1% growth to GDP. Also, 611 km of roagse commissioned in 2016 as
part of NurlyZhol. President Nazarbayev said tdat to NurlyZhol, Kazakhstan is in
the beginning of acomplex global transformation’. NurlyZhol is designed to turn
Kazakhstan into a key Eurasian transport and liegi$iub through the modernization

of roads, railways and ports, among others prajects
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NurlyZhol NurlyZhol is closely associated with Chinese megajgut
estimated to “One Belt One Road covering a great part of Eurasia. It is
contribute 15.7%

to GDP growth estimated that in the period 2014-2019 NurlyZholll wi

contribute 15.7% to GDP growth.

Other government-initiated programs include:

(0]

(0]

Innovative and industrial development program

Competitive Leaders — National Champions Program

Business road map 2020 with 9,537 approved proyeittssubsidised amount
of 145 billion Tenge (worth $436 million)

Productivity 2020: subsidising entrepreneurs. la geriod 2011-2015, 140

young enterprises benefited from Productivity 2020

Since 2014, Kazakhstan carried out large-scalestruction of infrastructureand

created a “transport and logistics leg” to integris economy with key world

markets (Figure Il1.b.5).

The construction of almost 3 thousand kilometrethefKazakhstan section of
the "Western Europe - Western China" Internatidmahsit Corridor has been
completed. This will shorten the time of cargo sjaortation from the port of
Lianyungang in China to St. Petersburg in Russjadb10 days.

A new "Kazakhstan - Turkmenistan - Iran" railroaxirador with a total length
of about 900 km has been constructed to connedr&exsian countries with
the Persian Gulf and the Bandar Abbas port in dlhsof Iran.

The construction of the second railroad track & Aimaty-Shu section was
completed, which increased the capacity of onehef lbusiest transit line

sections on the "China - Central Asian countriesite by four times.
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Kazakhstan built a "Khorgos - Eastern Gate" dry port on the border
with China. This is the first land port in Kazakhstan and the largest
logistics park in Central Asia.

The Aktau port on the Caspian Sea, west Kazakhstags,expanded. A new
Kuryk port with a system of new ferry complexes vimglt. Such measures
will increase the loading capacity of Kazakhstgosts to 24.5 million tons
yearly.

These steps remove infrastructure constraints hodes cargo transportation
time from north to south and from east to west.

Astana strategic goal is to make Kazakhstan a majotransport and
logistics hub in Central Asia.

In the nearest two or three years (by 2020), Kagta@khplans to increase its

traffic in transit to 2 million containers and reeerevenues from transit up

to $5 billion (Figure Ill.b.6, Figure Ill.b.7 and Figure 111.H.8

Privatisation of
902 state owned
enterprises

Secondlarge-scale wave of privatization(the first wave
was implemented in 1990s after defining privatepprty

rights in the Constitution) is implemented in Kazstan and

provides investors with great opportunities. Theegament is realising a policy of

denationalisation of the economy. About 900 comgmn®02 to be exact, will move

into a competitive environment. The most attractivees are 65 top companies of

state property and quasi-public sector (57 comganfi@ational holding companies).

Over the past ten years, Kazakhstan's economyctdttaabout$250 billion of

foreign direct investment in various sectorsThe Investment Ombudsman is

available for the protection of the rights of foregn investorsThe government has
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also undertaken crucial measures to spur investmamd entrepreneurship

development.

Business de-regulation:

o

o

o

60% reduction in requirements for monitoring anchtoa of small
and medium enterprises;
3-fold reduction in the number of licences and peymequired,;

40% reduction in planned tax inspections.

Curbing red-tape and increasing on-line services tlough E-government

o

New draft of the Tax Code incorporates protectidninterests of
taxpayers. All ambiguities and inaccuracies will imerpreted in

favour of taxpayers.

New Subsoil and Mineral Resources Management Coolddes for

possibility of rendering mineral resources managenmghts for a

period reduced from 18 months to 10 days applicablesolid

commercial minerals.

Customs Code stipulates priority of electronic deation, allowing 6-
fold reduction in time required for release of gediyy customs to 4
hours.

Draft Law on governance of free economic and inmtistzones

includes simplification of licensing procedures amelw additional
benefits for investors.

Speaking of importance of contribution by local extve authorities
to improvement of investment climate, a new systémappraisal was

introduced to measure the regions of ease doingndas The main
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focus is on enhancing protection of investors’ tsgland ensuring

transparency in allocation of land for industriatiges.
Protection of private property, rule of law and transparency are the guiding
principles for the work of Kazakhstan’s governmen2018. The key points of work
are ensuring the inviolability of private propeegd the rule of law. Commencing in
2018, Kazakhstan provides access to the settleofepbssible disputes using the
rules of English law. In addition, a tailored roap is ready for implementation of
OECD member-states recommendations, standardsesttactices in the national
legislation.
Kazakhstan’s government intends to create thelheshess conditions in the areas of
public advisory and consultancy serviceto investors as feedback to be provided in
the English language within ten days of their aggilon filing. Public services will be
made available to foreigners in the English languatarting from 2020. All key
regulatory and legislative documents are to paeblished in English on key
ministries’ websites. Measures were also takensfomlification of immigration
procedures i.e. introduction of electronic visas for foreignvestors, enhanced

border control, registration and security.

Policy of developing state-of-the-art knowledgeemgive manufacturing and
upgrading of basic sectors of the economy and wBughastry provides great
opportunities to investors, as these industriesofnec recipients of large-scale
investments under the umbrellakdzakhstan’s Modernization 3.Q

Kazakhstan continues diversifying its economy ivites investors into the sectors

of metallurgy, oil processing, chemicals and machabuilding.
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There are a lot oimining projects in Kazakhstan in the field of design and
development of production of copper, gold, rare aisetand rare-earth elements,
including lithium and vanadium, phosphate raw mateand many others. For
further development of the manufacturing industi§gzakhstan is interested in
investments ingeological exploration and new technologies for enrichment and
processing of raw materials.

On the eve of the New Year 2018 President of Kag@khsignedhe Code "On
Subsoil and Subsoil Use"aimed at improving the subsoil use regulationesystas
well as the Law "On Introduction of Amendments aAdditions to Certain
Legislative Acts of the Republic of Kazakhstan arb&oil Use”, aimed at bringing
the legislation into conformity with the newly adeg Code of the Republic of
Kazakhstan "On Subsoil and Subsoil Use".

The new Code "On Subsoil and Subsoil Use" covees ftllowing conceptual
changes:

» Simplifying granting of subsurface right in a siarilway tothe Australian
model by introducing a licensing procedure based ont‘tame first served”
principle

» Transition to the international procedure of ressrappraisal

» Granting public access to geological informatiod &s digitalization

* Reuvising the list of the common commercial minerals

» Strengthening the field decommissioning provisionorder to ensure the
environmental safety of the country upon mine alesu

* Providing guarantees for the stability of the erigicontracts on subsoil use
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Kazakhstan has started a large-scale modernizafiats agro-industrial complex
boosting opportunities in thivod industry. It is one of the global leaders in the

production ofwheat flour.

) Kazakhstan’s governmemenounced trade restrictionsvith
Trade barriers

have been China and other neighbouring markets making theoseaf
diminished

intensive and export-oriented agribusiness pa#ityl
attractive.

Thanks to major investments in thnovativeindustrialization of the country over
the past eight years, industrial enterprises caodbduce advanced technologies,
automation and robotic production.

In 2016, in collaboration with a German partneradfhofer Institute for Applied
Research, Astana assessed the readiness of 50frisete of the processing and
mining sectors for such modernization and preparedadmap for technological
upgrade and digitization of the basic sectors efdbonomy. The government adopted
a “Digital Kazakhstan” state program.

The implementation of newarge-scale reform (f.e. constitutional reform, a new
economic growth model) marks the country's enttyg e new stage of development
and will significantly advance Kazakhstan on itsyw@ the top 30 developed
countries of the world.

In 2000, Kazakhstan establishedNational Oil Fund in order to accumulate and
invest all government oil proceeds. Due to its tisal growth, it is now ranked as
the 17" largest SWFin the world and 8 biggest oil fund according to the SWF
Institute.

Moreover, Integrated Accumulative Pension Fundwas established in 2013 by

merging 9 private pension funds in order to impramerational efficiency and
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increase investment returns. Current assets undaagement are 6.6 billionTenge,
which is approximately 14% of GDP.

In 2008, yet another fund was establish&hmruk-Kazyna” SWF after merging
two funds. It serves as a financial and investnoemporation managing state-owned
enterprises. As of 2015, the fund comprised 545paoies with 332,000 employees.
In the period 2016-2020, Kazakhstan’s governmelit pivatise 216 of companies
from “Samruk-Kazyna” SWF (Figure 111.b.9).

Along with its strategic geographic location, the bove-mentioned measures
ensure Kazakhstan's leading place among Central Asin states in terms of

competitiveness on the New Silk Road

lll.b. Figures
Table 4. Chinese investments in Central Asia.

Country Project Cost-US § Year Signed/Implemented
Kazakhstan  Zhongfu Investment Group into oilseed processing  $1.2 billion 2016
Kazakhstan = MangistauMunaiGas (50%) $2.6 billion 2009
Kazakhstan  Kazakh portion-Central Asia-China gas pipeline $6.7 billion 2009
Kazakhstan  Ekibastuz GRES-2 Power Plant $400 billion 2016
Kazakhstan  Kazakhstan-China Qil Pipeline $3 billion 2006
Kyrgyzstan  Zhongda Qil Refinery $430 million 2013
Kyrgyzstan  Kyrgyz portion-Turkmenistan-China gas pipeline $1.4 billion 2016
Kyrgyzstan = North-South Highway $400 million 2013
Kyrgyzstan  Thermal power plant $386 million 2014

Tang/FM50 [30]; see additional references
Table 5. Proposed One Belt, One Road (OBOR) investments,

Country Potential OBOR Investments Project
Kazakhstan China-Central Asian pipeline Natural gas
Kazakhstan Eurasian Land bridge Railway corridor
Kazakhstan China-Central Asia-West Asia corridor China to Iran rail link
Kazakhstan Khorgos-Aktau railway Caspian to China link
Kyrgyzstan China-Kyrgyzstan-Uzbekistan railway High-speed rail

Cooley [5] 2016

Figure lll.b.1. Source: “Central Asian ‘Charactetiss’ on China’s New Silk Road:
The Role of Landscape and the Politics of Infrasttice”, Troy Sternberg, Ariell
Ahearn and Fiona McConnell, p.8.
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KAZAKHSTAN - EURASIAN HUB LOGISTIC DEVELOPMENT PLAN

RussiafBaltic countries — China - Central China — Europe — China
Asia (thousands TEUs) } contamer flows (thousand TEUs)

400

e
s

2011 2013 2015 2016 2017 2&21)

| m Sagrouts ks anland En*r;e | LJ

IR AT IR MG IR 106 3017 2018 2049 2000

Figure lll.b.2. Source: Kazakhstan Embassy to Smge, Australia and New

Zealand.

OWNERSHIP AND CORPORATE STRUCTURE

100% state owned via Samruk-Kazyna
£ SAMRUK
B

100% 100%

100%

Source : KTZ reports.

Principal subsidiaries Corporate governance
a «Samruk-Kazyna» as the only shareholder :
~
|
l l l — Appoints the members of the Board of Directors
KTZ EXPRESS
— — Approves Charter and Corporate Governance Code
~
156 K12 Exprecss JSCAM”%”F"”M I5C Paos&'fgy T?nspsm;m — appoint the independent external auditors for KTZ
o subsidiary o A100% owned subsidiary .

:’:ﬂ:oi“/g'sl‘;b‘ss‘ig);'s‘w"isss @ Speaks locomotives and o Owns and operates passenger — approves the annual financial statements and the dividend
e e provides services for cars and provides a range of i . i
e range otlog locomotive traction and passenger transportation —  KTZ continues to improve its corporate governance in line

provides a range of services services with best international practice

for cargo tansportation

Source: KTZ reports

Figure Ill.b.3. Source: Kazakhstan Embassy to Sioge, Australia and New

Zealand.



E-Leader Bangkok 2018

OWNERSHIP AND CORPORATE STRUCTURE

KAZAKHSTAN RAILWAYS
- -

! ! !

Passenger transportation Infrastructure

é JSC ‘Passenger Transportation” é ISC *KTZ - Infractructure”
-

KTZ EXPRESS i KTZ EXPRESS B N ogement - Terminal handiing services
~a» Group
- Transshipment and distribution in
Rail freight services - Sea freight services - Management of 8 Kazakhstan China border

(Forwarding) airports of Kazakhstan:
- Fleet 4 units of

- Door-to-door transportation

Rolling stock 5000 and 7000 tons - Astana,
55 000 various wagons deadweight cargo - Kokshetau, - Consolidation and distribution of cargo
vessels - Kostanay,
- Petropaviovsk

. s b 4 - Shymkent,
Zo= — o

m P - Pavlodar,
rr——rr - Aktobe

Khorgos Gaieway [
—
=

Khorgos Special Economic Zone on
ir

4 600 20 /40 ft. containers
and reefer 3
i v Kazakhstan-China bord
B T
- Terminal services in the Aktau P !
Sea Trade Port ! ) i
1 e, Regional terminals in i
1 L b Astana and Shymkent !
______________________________________ 1

Figure Ill.b.4. Source: Kazakhstan Embassy to Swoge, Australia and New

Zealand.

KHOoRGOS CATEWAY

Dry port on the China-Kazakh border that began its
operations in August 2015 will be a key cargo hub
on the new Silk Road,

TraMs-ASIAN RALWAYS
Cheaper than by air, and faster than by sea,
increased overdand rail networks will help

Karzakhstan capture valuable business and
capitalise on increased trade from China to Europe.-
Rallway from Khorgos on the Chinese border to the

Caspian Sea port of Aktau will connect China o
Iran, Azerbaijan and Turkmenistan,

Figure Ill.b.5. Source: The AIFC Presentation teraduce it to Singapore Investment
and Diplomatic Community on Septembef 12017.
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KTZ EXPRESS

TRANSPORT AND LOGISTICS CENTER IN AKTOBE

Total area 40 hectares:

«Dry storage — 19 000 sq. m

*Climatic warehouse—- 10 0000 sq. m
«Container yard- 26 500 sq. m

+Center of custom clearance — 1 900 sq.m

Project costs
26,4 billion KZT, including:

2,4 billion KZT- fund of «KTZ Express» JSC
+5,5 billion KZT- private investments

18,5 billion KZT- borrowed capital

1 mllllon tons per year

Implementation period
® « 2017-2019 years.

Einancial mode|
Results Current status:
Category Unit Value = On March 27, 2017 the project of feasibility study “Construction of transport and logistics
center in Aktobe city” received a positive opinion of RSE “State Examination”

Net internal value (NPV) KZT 8233381904 .

= Executive committrr of the Aktyubinsk region granted a land plot of 45.1 hectares in the
Internal rate of return (IRR) % 12,6% area of the industrial zone bordering the land plot of "ARBZ" LLP

= To this day, for formalization of title for the land plot are being
Payback period (PBP) years B . . . .

19 taken. It's planned to begin development of design and estimate documentation.

Discounted payback period (DPBP) years 2

Figure Ill.b.6. Source: Kazakhstan Embassy to Sioge, Australia and New

Zealand.

Figure Ill.b.7. Source: Kazakhstan Embassy to Swioge, Australia and New

Zealand.
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TLC ADVANTAGES FOR THE ACTIVITY OF EEA PARTICIPANTS

1. Favorable location
Direct access to the railway station
* Astana-Karaganda highway, ring road
City area (bus stop, traffic lights)
Convenient access roads to the old and new parts of the city, airport.

2 Developed Infrastructure
(within one area)

CCC (Custom Clearance Center)
« Warehouse and container yard
« Alternative temperature mode for storage
Private railway spur with motive-power unit
2 Custom bounded warehouses (covered and open)
KTZ cashier desk (railway station)
KTZ acceptance/delivery inspectors
Government control authorities offices
Veterinary inspection rooms

motor-truck scale

«KazPochta» JSC cash office and exchange center
Banks payment terminals and POS-terminals

Food courts

Parking area

Figure Ill.b.8. Source: Kazakhstan Embassy to Swoge, Australia and New

Zealand.
IPO PipELINE 201 8-2020 —
Company Indusiry Total Assste DeblEquity Rewvenues
KazMunayGas Jil and Gas company 10,708.7 437 &7 1,084 7
Kazakhatan Temir Zholy Raibway cperator 28840 66 34 7605
g Ensrgy and coal enterprises
Samruk-Energy holding com 1.026.3 53047 2289
Kazatomprom Uranium, rare metals 703.3 41/50 078
producern
Tau Ken Samruk Mining company 5275 51785 7.4
Air Astana Air carrier 2084 &7 113 163.7
Kazpoat Postal operator 60.3 L T 4.0
{Data as of Dec 2015)

Figure 111.b.9 Source: The AIFC Presentation torattuce it to Singapore Investment
and Diplomatic Community on Septembe¥f 12017.
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lll.c. The AIFC: Kazakhstan’s Door into the Future

My hometown, Saint-Petersburg in Russia, which feasded by Peter the Great in
1703 and became the capital in 1712, was alsodcHile “Window to Europe” as it
was a sea port and naval base, protected by thredsrof Kronstadt.

The Eiffel Tower was constructed for the World Expo1889, marking the 160
anniversary of the French Revolution and stormiingpe Bastille.

Kazakhstan builthe Astana International Financial Centre (the AIFC) for the
2017 World Expo, more than one hundred years #fierconstruction of the Eiffel
Tower. It is the country’s newfihancial hub”, which is opening a door for cross-
Eurasian trade. Just like Peter the Great envidios&ategic importance of the
seaports for facilitation of transport and Russigeppolitical position, Kazakhstan
sees an immense opportunity to attract foreignstments through the AIFC (Figure
l.c.1).

AIFC’s main goal is to stimulate innovative actieg like Fintech and create
favourable conditions for investors

Starting on January 1, 2018, financial institutiamsl enterprises are able to register
at the AIFC. Financial Centre’s competitivenesdapicted in Figure lll.c.2.

The AIFC is a modern financial tool for integratiatith international exchanges. The
AIFC offersconcessional tax, visa and labour regimes

The AIFC operates in accordance with principles aoans ofBritish common law
and with the court procedures carried out in EhgliEhelnternational Arbitration
Centre operates on its territory in order to settle dispuStarting on January 1, 2018,
this Arbitration Centre operates under the extrateiality principle. Any investor is
able to launch a legal procedure at the AIFC rdgasdof the place of implementation

of a project within the territory of Kazakhstamhelndependent Courtalso opened
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its doors on the first day of 2018. Judges haveadly been selected, and the rules and
regulations of the AIFC have both been established.

In order to apply British common law on the temytof the AIFC and to adopt
English as a working language, Kazakhstan’s Carglit has been amended and a

new Constitutional Law has been voted and passgdr@-lil.c.3).

On the same datetheAIFC Stock Exchange started to
The new AIFC

Stock Exchange operate, providing investors with additional ligiyd and
will improve

liquidity and enterprises with further access to capital. Ingbeond part of
access to capital

the year, Kazakhstan will commence the privatisatiof
Samruk-Kazyna as well as its biggest subsidiangsAstana and KazAtomProm.
The AIFC has already signedpartnership agreement with the Shanghai Stock
Exchangethat is going to be AIFC’s biggest Shareholdemnvall as with Nasdaq that
will provide the AIFC with the latest technologyhi$ will indeed be beneficial for
AIFC’s establishment and development.

The Shanghai Stock Exchange is the world’s fourigdst in terms of market
capitalisation, and is the President of the Inteonal Stock Exchange Federation. A
partnership between the AIFC Stock Exchange an&tiamghai Stock Exchange will
greatly enhance the development of Kazakhstan-Chinaelations, as well as
connections with the international financial comiynAlso, it is possible that the
AIFC will become an offshore RMB trading centretwe near future.

AIFC aims to be the main venue for investments nainly in Kazakhstan but also
related to surrounding Central Asian states, Russiaand Eurasian Economic

Union (Figure lll.c.4).
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Kazakhstan’'s strategic goal for the AIFC is to beluded in thetop 20 Asian
Financial Centres before 2028

The government adopted @00 Concrete Steps Plan to be able to achieve
Kazakhstan’s dream: to become one of the 30 develeg countries of the world

by 205Q

lll.c. Figures

COMMON LAW ) PREFERENTIAL TAX : ONE-STOP SHOP
FRAMEWORK —¢ REGIME FOR 50 YEARS - FOR RECISTRATION

INDEPENDENT 4 FREE-OF-LEASE SIMPLIFIED VISA
REGULATION I®# orrices FOR 2 YEARS REGIME
; e

January 2007

Figure Ill.c.1. Source: The AIFC Presentation totraduce it to Singapore
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Investmentand Diplomatic ~ Community on  September ™, 132017.
PORTER’S MODEL: FINANCIAL CENTRE COMPETITIVENESS

Financial centre competitiveness framework is derived from Michael Porter's diamond

model that analyses the level of competition within the industry.

Customer

Somdjrﬂomesﬁc]

capital i ——
Economic L . s Marketplace W
condifions £ dpm’

z

Business environment
Openness to new
entrants

Regulatory balance
and enforcement
Local rivalry among
firms

Capital mobility

L S
Legal and Judicial |

\_ environment |

Property and tnmspor?\-
infrastructure

ICT infrastructure

Legal and regulatory
infrastructure
Location: |

-

Quality of life
Human capital |
=,

A
Global market Cuality of related
integration Growth of industries
supporting
industries

Source: Anatomy of Financial Cenfer’s giobal competitiveness in the context of Michae! Porter's model of national competitive advantage: A bhearelical analysis.

Figure Ill.c.2. Source: The AIFC Presentation téraduce it to Singapore Investment
and Diplomatic Community on Septembe¥f 12017.

LeEcaL BaAsis For AIFC

€« signed a decree on the establishment of the
Astana International Financial Centre. It will be based
on the principles of English law, the preferential tax
regime and an independent financial court. ??

Nursultan Nazarbayev
President of the Republic of Kazakhstan

Establishment of the AIFC is a part of the “100 Concrete Steps” Presidential

initiative aimed at delivering Five institutional reforms.

Figure Ill.c.3. Source: The AIFC Presentation teraduce it to Singapore Investment
and Diplomatic Community on Septembe¥f 12017.
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CONNECTIVITY AND ACCESSIBILITY

Ensuring accessibility to AIFC by establishing direct flights from Astana to leading financial
hubs is a part of the “100 Concrete Steps” Presidential initiative.

m— Actual flights
- Planned fiighta |||
mmmmm  Prospective fiights b *

Top 10 Global Financial Centres

Figure lll.c.4. Source: The AIFC Presentation téraduce it to Singapore Investment
and Diplomatic Community on Septembef 12017.

CONCLUSION

The Silk Road is probably the oldest and most irgrdrtrade route in the world.
Starting in the second century BC, travelled by ynhistorical figures like Marco
Polo, sometimes going into oblivion due to geo4xdi factors, sometimes thriving
allowing for a rich merchandise exchange, the Bitkite has always allowed for the
transfer of technology and commodities.

The gateway to the Silk Road is the land-lockedt@a¢’sia, which used to be very
rich thanks to the trade. Cities like Samarkand &utthara stole the breathsof
visitors. Today, Central Asian states are cleanglar-researched, and comparatively
poorer than their big neighbours, Russia, Chinaladid.

China’s “One Belt One Road”, also known as the Mgk Road, is an outstanding
opportunity for Central Asia to grow and prospérisl an unprecedented Chinese
program that will modernise and standardise infuastire, allowing for shorter

transit time of goods between Asia and Europe.
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While all independent ex-Soviet states share a laimcultural and historic
background, they differ significantly in their ldveof development. Such
discrepancies can be explained by varying geogtafland territory, mountains,
seismic zones, deserts, elevation level), geopdysitether the country is rich in
natural resources) and their specific geopolitgilation (ties with Russia, conflict
prone zones).

Out of all Central Asian countries, Mongolia is thee that receives the most FDI,
most probably due to its lower corruption than ottwuntries of the Bloc.

Kazakhstan has implemented a wide spectrum of meforeated several SWFs and
founded the Astana International Financial Centramiprove the liquidity of the
financial markets and to facilitate cross-bordedé.

While there are still quite a few hurdles on theyywlse New Silk Road definitely
opens endless opportunities bothfor Central As@mtries and forforeign investors.
It permits multilateral collaboration and its sussedepends on how well each
strategic project is integrated into the local eowment. It is therefore of paramount
importance to do a scenario analysis and foreslassaltiated risks.Endorsed by
Russia, the Astana Financial Centre aims to becanrele regional financial hub
bridging Russian and Chinese investors and becomimgridwide asset management
platform.

No one can predict the future, especially in timee8 of increased tension between
North Korea, Israel, the USA and Russia, to namsegufew, but we do hope that we
will see more constructive collaboration, progressl enriching trade, rather than

missile launches and certainly not a World War lIl.



