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In late 1991, with the sudden collapse of the Soviet Union,

15 republics of the USSR became independent countries

—
-
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Kazakhstan and Uzbekistan

* Resource-based economies with autocratic regime

* Difference 1n national strategies for transition from central
planned to a market-based economy

AIM: Describe different economic policies
and analyze the outcomes (SMEs)
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Upper middle
income country

KAZAKHSTAN

Population

17,693,500

Area

2,724,900 km?

W%ON!R
KYZYLORDI%
Kyzylorda

Ethnic Groups
Kazakh

Capital

Astana
Currency zi 29 2 14 12 11 45
T T ' ' : r—

Tenge (1 tenge=0.00298, Kazakh Russian UzbekUkrainialJyghur Tatar German Others
as of 25.08.2016)



Comparative study of SME development in UZB and KAZ

UZBEKISTAN

Capital
Tashkent

Currency

Som (1 som=0.0003$,
as of 25.08.2016)

Lower middle
income country

Population

31,576,400

448,978 km?

Ethnic Groups
Uzbek

54% 4.0%

25% 1.5% 2.5%

Uzbek Russian Tajik  Kazakh Karakalpak Tatar  Others



SME development trends
(1991-2013)
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Differences in definitions of SMEs in UZB and KAZ

Country

Uzbekistan

Kazakhstan

Form of activity

Individual entrepreneur, small and micro enterprise

Individual entrepreneur, small, micro, medium e
nterprises

Number of employees

Small enterprises:

< 40: mining and manufacturing sectors

< 20: construction, agriculture, and other ~ production
sectors

< 10: scientific/academic sphere, retail, services and o
ther non-production sectors

Micro enterprises:

< 10: manufacturing, agriculture, other production s
ectors

< 5: retail, services and other non-producti

on sectors

< 10: scientific/academic sphere, retail, services and

other non-production sectors

< 50: all sectors, excluding such spheres as ga
mbling, show-business, etc.

Annual average income

Micro: annual average income of less than 30,000
times MCI

Small: annual average income of less than 300,00
times the MCI

Medium: annual average income of more than 30
0,000 but less than 3,000,000 times the MCI

Note: MCI = Monthly Calculation Index is equivalent to T 1731 tenge
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What caused the decreases in the number of SMESs in
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Figure 1: Growth rate of the number of SMEs (previous year=100%)

Source: Created by author, based on data on SMEs from Journal paper “Do initial conditions matter? A comparative a

nalysis of SME Development in Russia, Kazakhstan, and Uzbekistan”, by Viktoriya Kan.
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What caused the differences in composition (%) of
SMEs by industry in KAZ and UZB?

KAZ UzB
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Figure 2: Composition (%) of SMEs by industry (2001 and 2006)

Source: Created by author, based on data on SMEs from Journal paper “Do initial conditions matter? A comparative
analysis of SME Development in Russia, Kazakhstan, and Uzbekistan”, by Viktoriya Kan.
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ALgE2 18 85|  SME contribution to economic development in

KAZ
Contribution to
40.00
30.8

30.00 26
20.00 = GDP (%)
10.00 “ Employment (%)

0.00

2007 2008 2009 2010 2011 2012 2013

18.2

27.9 ® Primary

industry
2.9 ®Manufacturing

2.7
" Construction

6.3 ® Trade

42.0

Source: ADB. Sector Assessment (Summary): MICRO, SMALL AND MEDIUM-SIZED ENTERPRISE DEVELOPMENT;
Note: SME= small and medium-sized enterprise
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21192151k SME contribution to economic development in
UZB

Contribution to

100.00

80.00 =
60.00 S

= GDP (%)
40.00
Employment (%)
20.00
0.00 ; . . . . . .

2007 2008 2009 2010 2011 2012 2013

Small business are important in Agriculture (98% of total output),
Construction (70.7%), Retail trade (45.3%), Services (44.7%)

Source: ADB. Sector Assessment (Summary): MICRO, SMALL AND MEDIUM-SIZED ENTERPRISE DEVELOPMENT;
Note: SME= small and medium-sized enterprise
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The development of SMEs within two national economies
differs significantly: UZB demonstrated higher SME sector
development than KAZ

What are the main factors that caused the differences in
the levels of SME development in KAZ and UZB?



Factors that caused differences
in the levels of SMEs in KAZ and UZB
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What are the main factors that caused the differences
in the levels of SME development in KAZ and UZB?

1. Transition policies from a centrally planned to a
market-based economy

2. Demographic characteristics



Comparative study of SME development in UZB and KAZ

1. The impact of transition policies on SME development

» Kazakhstan’s introduction of its own currency (tenge) and its

withdrawal from the ruble zone starting from 1993 ‘ higher
entry barriers, withdrawal of many existing SMEs.

* Control of the trade ‘ decrease in percentage of SMEs
concentrated 1n trade and service in UZB.

* Foreign currency exchange system‘ negatively impacted on
SMESs in manufacturing industry in UZB
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2. Demographic characteristics: Demand side factors

Expansion of the consumer market due to population growth is a
factor in promoting the entry of new business

. Population, total (mln. people)
5

30 30,76
25

20

w 17,29
15

10 ~KAZ

5 “+UZB

0
19911993 19951997 19992001 2003 20052007200920112013

Source: Created by author, based on statistics on population from TheGlobalEconomy.com, The World Bank
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2. Demographic characteristics: Supply side factors

Share of rural population as a potential source of low labor costs

Rural population (% of total pop.)
70

.’._._r._.+._.’._._H+._.’._._._H_._._H 63.6
60

50

,_._,_._,_._._,_._,_,,o—o—o—o—or’—‘—‘—‘—"’*H 46.8

40
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0
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Source: Created by author, based on statistics of rural population from TheGlobalEconomy.com, The World Bank



Factors affecting SME’s sustainability
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Factors affecting SME’s sustainability

Financial Aspect
Government control
Human Resource Aspect
Technological Aspect
Gender Gap

Financial infrastructure
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Problems facing SMEs in UZB and KAZ

l l l

Management Operation

Knowledge Assistance
Trainings

Involvement
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Financial Aspect. Obstacles for KAZ firms
lCo-pr-u-pti-o-n-\

19.3

Practices of the informal sector

Inadequately educated workforce
_Tax rates

| Access to finance |

Electricity

Access to land
Transportation
Customs and trade regulations

Business licences and permits

0 5 10 15 20 25

Percent of firms

Insufficient access to financial resources
and investment capital are barriers to

Source: World bank enterprise survey, 2013 gI'OWth for SMEs in KAZ and UZB
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Financial Aspect. Obstacles for UZB firms

Money withdrawal without decision of enterprises
(taxes, purpose payment and other fees)

Kickbacks in making a loan
Implementation of plans/targets for cash delivery

Terms of conversion

Complexity of services and operations and their o
) 10%
___duration

Transfer of salary to plastic card |_ 11%

Short terms of loans _ 13%

Difficulties in access to ready cash |_ 14%
High collateral requirements for loans |— 22%

High interest rates 28%

Nothing matters 45%

0% 5% 10% 15% 20% 25% 30% 35% 40% 45% 50%

The greatest concern of entrepreneurs in their relations with banks is high interest rates for
commercial loans
Source: Entrepreneurs of Uzbekistan as a basis for the middle class formation, Results of sociological research
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2. Government Control

In KAZ, the market 1s dominated by few large companies in
extractive industries, of which several are under government control

50% of largest companies are controlled

Top 10 companies control 30% of GDP by government
2006 revenue, SN #ofcomp. % 0f GDP —— S —— f—
O endges Tayglxhos Caa
\ | f\ g: ::::: :.-.d‘:v.?:f*am HE:‘Q :
{ ‘w \ \‘ Al Tarspateion MazaMute n Teeslt Ity Coa Lendlng tO State_ 0 ned
=310n [ \ | 30%% O endges teru .
s | | = T o P enterprises left SMEs
f “ " f f “ ‘F‘|- 1 Serd oo :ﬁ 1aabek 2: :c .
nrg rome vide
......................................... e e e e e Strapped for Worklng
O endge £5 &5 . .
“ 29 %8
some- et - s capital in KAZ
St bin f Tawoum 8 15
“ Cowime gool s 23
Costuddom 4 a8
I N e e e (LA 0___
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| | f \ Marutetuing 353 1.0
S100K- | Smallt? | \ 10% Tad 1;_;&; 2g
| \ f \ Cowud 1 2
S10mn | vt \ Red estate 7.5 12
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Source: Paper on Kazakhstan Oil & Gas Sector by S. Arkipov, W. Brennan, G. Elfond, N. Lv, A. Omarova
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3. Human Resource Aspect

Old socialist 1deas 1n business strategies due to the
lack of understanding and knowledge of market
economy fundamentals
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4. Technological Aspect

The productivity and quality problems stem from the old production facilities
left from the Soviet times

Eastern Europe
Indicator Ownership UZB KAZ | and Central
Asia
Pergent of ﬁrm§ using technology licensed from  f 8.5 10 16.9
oreign companies
Domestic 6.5 9 14.7
o :
10 % or more forelgn 11 )54 397
ownership
Percent of firms having their own web site 22.6 43.9 54.8
Domestic 20.2 43.7 53.8
o :
10 % or more forelgn 503 55.5 69 1
ownership
Pgrcent of ﬁms using e-mail to interact with 44.4 88.2 798
clients/suppliers
Domestic 42.2 88 79
o :
10 % or more forelgn 69.5 94.6 203
ownership
Percent of firms with an annual.ﬁnanmal statement 303 133 34.4
reviewed by external auditors
Domestic 30.2 12.1 33.2
o :
10 % or more forelgn 315 46.9 51
ownership

Source: World Bank enterprise survey, 2013
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5. Gender Gap. Female and male unemployment rate

female unemployment rate

20 -
15 - —--KAZ
10 - 109  UZB
5 - 6.3
0 T T T T T T T T T T T T T T T T T T T T T
1991 1994 1997 2000 2003 2006 2009 2012 male unemployment rate
12

10.5

Male and Female labor participat
ion rate in 2013:

KAZ 77.9% 67.7%
UZB 75.6% 48.1%

8
6
2
0

1991 1994 1997 2000 2003 2006 2009 2012
Source: World Bank
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UZB: Women entrepreneurs

Most women were represented in areas such as science and education,
innovation and mass media 51%, health 44%, light industry 34%

Transport ) 0
Farm enterprises
Industry others
Construction and buliding services
Finance, insurance, real estate
Communication and ICT

Food industry
¥ Men

Public caterin
¥ Women g

Trade

Business and legal services
General services, recreation

Light industry

Health

Science and education, innovation,

0%10%20%30%40%50%60%70%80%H0°%400%

Source: Entrepreneurs of Uzbekistan as a basis for the middle class formation, Results of sociological research



Comparative study of SME development in UZB and KAZ

UZB & KAZ: Women perception of Information and
Communication Technology Skills

Women entrepreneurs are keen to improve their ICT knowledge in
order to improve productivity and grow their microenterprises

Agree  Disagree Agree Disagree

Interested in learning the skills to use mobile phones 92.4% 7.6% 74.2% 25.8%
in business

Interested in learning the skills to use a computer in 88.6% 11.4% 75.3% 24.7%
business

Interested in learning the skills to use the internet for 86.7% 13.3% 80.4% 19.6%
business

Confident in using a computer for business 46.6% 53.4% 30.1% 69.9%

Confident in using the internet for business 30.8% 69.2% 20.4% 79.6%

Source: ADB report “Information and Communication Technologies for Women entrepreneurs. Prospects and Potential in
Azerbaijan, Kazakhstan, the Kyrgyz Republic, and Uzbekistan.
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UZB & KAZ: ICT Skills Training

Women entrepreneurs are interested in...

69.4%
How to use the internet for business 76.2%
How to use the mobile phone more for business K 68.3%
How to promote your products or services using o7 3%77°3%
How to set up and operate online stores VL 59.6%
How to use computers more for business needs szs'a%’
How to do research for production technologies % 48.1%
o
How to do market research online 2;(1)0//:’,
: : 36.4%
How to search for suppliers online 35.6%
. . 1.9%
How to use the internet on mobile phone 31.7% BKAZ
o
How to send and receive SMS 462942 WuUZB

Source: ADB report “Information and Communication Technologies for Women entrepreneurs. Prospects and Potential in
Azerbaijan, Kazakhstan, the Kyrgyz Republic, and Uzbekistan.
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UZB & KAZ: Women’s Participation Rate in Business Support
Programs for Women Entrepreneurs 1s very low...

Yes No Yes No

Government procurement program targeted to women b 10.5% 89.5% 1% 99%
usiness owners

Women’s trade fair or exhibition (regional, national, or 26.7%  73.3% 2% 98%
international)

Services of a women’s business support or enterprise center 21% 79.1% 4% 96%
Business counseling or mentoring program for women 37.1%  62.9% 4% 96%
entrepreneurs

Loan program for women entrepreneurs 28.6% 71.4% 5% 95%
Entrepreneurship training program for women entrepreneurs  46.7%  53.3% 22 % 78%

Source: ADB report “Information and Communication Technologies for Women entrepreneurs. Prospects and Potential in
Azerbaijan, Kazakhstan, the Kyrgyz Republic, and Uzbekistan.
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6. Financial ICT: ATM machines, card payment machine

In UZB, difficulties 1n access to ready cash, transfer of salary to plastic
cards 1s due to the lack of ATM machines.

ATM machines per 100,000 adults
80.00

71.60
70.00
60.00
50.00 Kk ===Uzbekistan
40.00 e==Kazakhstan
30.00
21.61 Upper middle
20.00 income
10.00 8.19 —.Lower middle
’/ ' income
0.00

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Source: Created by author, based on statistics of number of ATMs from TheGlobalEconomy.com, The World Bank
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Recommendations toward SME fostering policies

@

)

@

)

Entrepreneurs:

1. Change deep-rooted
socialist mindset

2. Know and demand t

heir rights

3. Participate in business
support programs

Government:

1. Provide equal rights
and opportunities

2. Less control over
market

3. Provide access to
financial services

4. Organize training
centers and aware
people about them

5. Simplify tax system

6. Build gender capacity)

a
nternational
organizations:

1. Provide technical,
financial assistanc

e

2. Provide advice and

appropriate encourage

ment to the g

overnment

3. No plain credit lines

4. Frequent enterprise

surveys




