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This paper reviews Kazakhstan’s tax system. Transition to market economy taxation is one of the most important and a
complex problem as it is related to the formation of the financial resources of the country. The steady increase in the role
of taxes in the socio-economic development of society leads to success of market reforms implemented in the country.
In Kazakhstan, taxation is governed by the Tax Code, which came into force on the 1st of January 2009. Kazakhstan is
also a party to more than 35 double tax treaties with various countries. The double tax treaties prevail over the Tax Code,
but their application must comply with established procedures. The tax system in Kazakhstan can be broken down into
company tax, income tax, payroll tax. Such taxes as corporate income tax, value added tax, personal income tax, and
excise taxes account for the largest portion of budget revenues. After a general introduction which gives an overall view
on the Kazakhstan economy, the second section describes the current tax policy and influence of tax system on economic
growth of country. The final section concludes ideas.
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A.C. Conimxanosa, O.A. SIHoBckast
Canblk :kyiiecinin namy ypaici sxone onbin Kazakceran Pecny0ankacbIHbIH JKOHOMHKAJIBIK AaMybIHA dcepi

Makanana Kazakcran PecryOirkachIHBIH callbIK KyHeci KapacThipbliraH. HapbIKThIK KaTbIHACTAp/IbIH JaMybl Ke3iHe
CaNBIK Cally €H MaHbI3/IbI KOHE KYplelsi MaceneaepaiH Oipi Oonbin TaObLIa b, OUTKEHI 01 MEMJICKETTIH KapKbUIBIK
pecypcTapbIHBIH KIBINTACybIHA KaThICTEL. CalbIK PONTiHIH KOFAMHBIH QJICyMETTiK-9)KOHOMUKAIBIK JaMYBIH/A YIAHbI
ecyl MEMJIEKETTE HApBIKTHIK ©3TepICTEpIiH JKeTiCTiriHe anmbin Keneni. byrinri tanma Kazakcranma 2009 sxpuiapiH 1
KaHTapblHAH KYIIiHEe €HIeH CaNbIK KOJEKC 3aH/IbI TYp/Ae KaObuinanraH. Kasakcranma Typii engepMeH 35-Ke KybIK KOC
callbIK caiy/ibl OOJIIBIPMAy Typajibl KOHBEHLUS )KYMBIC iCTei1i. ANTBUIMBIII KOHBEHLIMSIAP CANIBIK KOJICKCIHEH 0achIM,
Oipak OHBIH KOJJIAHBICHI OENTiNi epexernepre coiikec kemy kepek. Kaszakctan PecryOmukachlHAAFbl CallbIK JKYHeCiH
KeJieci Typiepre Oexyre Gonazsl: 3aHABI TyJIFanap (KOMIIAHHUSUIAP) TOIEHTIH CaJBIK, TAOBIC CAJBIFBI JKOHE €HOCKAKBI
casbIFBl. MeMitekeT OIO/PKETiHIH HEFypJIBIM Kell OeJIriH MbIHaJai CalbIK TYpJepi KypaiIbl: KOPIIOPaTHBTIK TaObIC
CaJIBIFBI, KOCBIMINIA KYHFA CAJIBIHATHIH CaJIbIK, TAOBIC CalIBIFBI JKoHe akiu3aep. bipinmri oemimae Kazakcran skoHOMHKa-
CBI JKabIHA Kbl MasliMeTTep Oepinren. ExiHii OemiMae Ka3ipri Ke3eri caablK MOJUTHKACHI )KOHE CaJIbIK XKYHECiHIH
MEMIIEKETTiH SKOHOMHKAJIBIK JaMybIHa dcepi jKaibIHaa co3 Ko3ranaasl. COHFbI 06JiMIe KOPBITHIH/IBI OepiareH.
Tyiiinai ce3nep: Kasakcran PecryOnukachIHbIH CaJIbIK JKYHEC], CANBIK KYHECIHIH BIKITAIbI, SKOHOMHUKAIIBIK 6CY, CATIbIK
MOJIUTUKACKI, CAITBIK TYCIMJIEPI.

A.C. Camumkanosa, O.A. SIHoBckas
TeHaeHIHH pa3BUTHsI HAJIOTOBOI CHCTEMBI H €€ BJUsIHHE HA dKoHOMHUYeckuii pocT Ka3zaxcrana

B cratpe paccmarpuBaeTcs Hajorosas cucteMa PecyOnuku Kazaxcran. B ycnoBusx pa3BUTHS PHIHOYHBIX OTHOILICHUH
HAJIOTOOOJIOJKEHHE SBJISICTCS OAHOM M3 Haubojee BaXKHBIX M CIOXKHBIX NMPOOJIEM, TaK KaK CBsi3aHa ¢ pOpMHUPOBAHUEM
(hMHAHCOBBIX pPecypcoB rocyaapcTa. HeykiIoHHOE MOBBIIIEHHE POJTH HAJIOTOB B COIIMAIBHO-)KOHOMHYECKOM Pa3BUTHH
o0IecTBa IPUBOJUT K YCIIEXY PHIHOYHBIX MPeoOpa3oBaHMi, OCYIIECTBIsIEMbIX B TocyaapcrBe. B Kasaxcrane, Haino-
rooOnoxxeHns peryaupyercs HanoroBsiM kogekcoM, KOTOpEIH BeTymmil B cuity ¢ 1 staBapst 2009 roma. B Kazaxcrane
Takxke paboTaroT Ooiee 35 KOHBEHIHIA 00 N30eKaHUH ABOHHOTO HAJIOTOOOIOKEHNUS ¢ Pa3IMYHBIMU CTpaHaMH. JlaHHbIe
KOHBEHIIMH TPEBANUPyIOT Haja HamoroBeiM KoIeKcoM, HO MX MPUMEHEHUE JTOIKHO COOTBETCTBOBATH YCTAHOBICHHBIM
nopsiikam. Hamorosast cucrema B PecnyOnuku Kazaxcran MoxeT ObITh pa30UTa Ha Takue COCTABILIOLIME, KAK HAJIOT
IOPUINYECKHX JIULI, TOOXOAHBIN HAJIOT, HAJIOT Ha 3apaboTHyIo Iuiary. Takue HaJIOrH, KaKk KOPIOPATHBHBIH ITOI0XO0-
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HBIN HAJIOT, Hajiora Ha I[O6aBJ'IeHHyIO CTOUMOCTb, HO,I[OXOZ[HI;Iﬁ HaJIOT U aKIU3bl COCTABJIAIOT 6OHLLHyIO HacTb 10X0/10B
610[1)1(61'8.. Tlocie 0611181‘0 BBEICHUS, KOTOpas AacT 06111ee IpeacTaBJICHUC 00 KOHOMHKE Ka?)aXCTaHa, BTOpOI71 pasaci
OMNMUCBIBACT TEKYIIYIO HAJIOTOBYIO IMOJIUTUKY U BIIUAHUEC HAJIOTOBOM CHCTEMBI Ha YKOHOMUYECKUH POCT CTpaHBI. B mo-

CJIICIHEM pas3aeiiC nacTCs 3aKIIIOUYCHUEC.

KuioueBbie cjioBa: HaJIoropas cucreMa B KaSaXCTaHe, BJIMSIHUE HAJIOTOBOM CHCTEMBI, 3KOHOMUYECKOE pa3BuUTHEC, HAJIO-

roBas IOJIMTHKA, HAJIOTOBBIC MMOCTYIICHUS.

Since its sovereignty in 1991 Kazakhstan con-
tinue to move toward a free market economy, but it
faces some difficulties. However, there are offered
many investment opportunities as a result of its
plentiful natural resources, growing consumer de-
mand for goods and services, and its skilled work-
forces. Today, the business and tax landscapes have
changed dramatically, and the pace and complexity
of change continues to increase. Government is tem-
pering the need for revenue with increased competi-
tion for labor and capital. Tax authorities are adapt-
ing their enforcement strategies, focus and policies
in response to the changing dynamics of business.
Companies are balancing competing priorities, and
ensuring compliance while adding value.

In 1995 the President of Republic of Kazakh-
stan issued a Decree “On Taxes and Other Obliga-
tory Payments to the Budget” (the “Decree”), which
regulated the tax system in Kazakhstan and was in
effect until 2002. The Decree only provided general
information on taxes and referred to several instruc-
tions which provided specific information on each
of the taxes. Today, taxation is governed by the Tax
Code, which is constantly revised each year. Ka-
zakhstan is also a party to more than 35 double tax
treaties with various countries. The double tax trea-
ties prevail over the Tax Code, but their application
must comply with established procedures [1].

In market conditions, especially in the period
of transition, the tax system is one of the most im-
portant economic regulators, the main financial and
credit mechanism of state regulation of the econ-
omy. So, the effective functioning of the national
economy depends on properly constructed taxation
system.

An empirical study conducted by Marsden
(1990), based on a cross-sectional analysis of 20
countries, has thrown some light on the effect of tax
on the growth rate of the economy. The countries
were split into pairs, with each pair having similar
per capita income, but different levels of taxation.
The selected countries were compared on the basis
of lower and higher levels of taxation and their in-
fluence on growth rates over the period 1970-1979
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[2]. In all cases, the countries that imposed a lower
effective average tax burden on their populations
achieved substantially higher rates of GDP growth
than did their more highly taxed counterparts. More-
over, fiscal incentives provided by low-tax countries
shifted resources from less productive to more pro-
ductive sectors, thus raising the overall efficiency of
resource utilization.

Nowadays, the tax reform literature broadly
supports the need to reform the tax structure in de-
veloping nations. Personal and corporate income
taxes are biased against savings and capital forma-
tion. It is important to avoid heavy reliance on direct
taxation in an increasingly global world economy,
where capital and skilled labor are internationally
mobile. To this end, many proponents have argued
for a change in the tax mix, away from the taxation
of income towards the taxation of consumption.

This paper has surveyed a range of studies into
the relationship between taxation and economic
growth. While there has not been unanimity on the
issue, most of the empirical studies reveal an inverse
relationship between the level of direct taxation and
the rate of savings and capital formation. The tax
reform literature also broadly supports the need
to reform the tax structure in developing nations.
Personal and corporate income taxes are biased
against savings and capital formation. It is impor-
tant to avoid heavy reliance on direct taxation in an
increasingly global world economy, where capital
and skilled labor are internationally mobile. To this
end, many proponents have argued for a change in
the tax mix, away from the taxation of income to-
wards the taxation of consumption. Several studies
have proposed that a personal direct expenditure tax
base replace the personal income tax base. Other tax
reformers have argued that less reliance be placed
on direct taxation of income and more on indirect
taxation via broad-based consumption taxes. An-
other way in which income can be taxed less and
consumption expenditure more is to afford personal
income tax relief or exemption to that part of income
(interest, dividends, etc.) earned through savings.

Today, national income and the state budget are
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replenished mainly by taxes, and taxes, at the same
time, generate the financial base for the state to ful-
fill its functions and tasks.

As it was mentioned before, taxes are an essen-
tial part of government revenue and closely collabo-
rate with government spending. Taxation, itself, is
not able to have a positive or negative impact on
economic growth. It affects the public welfare, on
the one hand, worsening the structure of prefer-
ences; on the other hand, it reduces inequalities in
society and positively effects welfare. Changes in
tax policy affect businesses and are likely to also
impact the rate of economic growth. Increasing the
tax burden on firms reduces their ability and incen-
tive to invest in capital. Increasing the capital gains
tax on financial investors reduces the flow of sav-
ings firms use to make real investments in physical
capital. Businesses faced with too high tax burden
may choose to produce elsewhere. It is important to
understand that capital is free to flow. Placing taxes
on business, although politically popular, is a recipe
for reduced growth.

Taxes on personal income affect work incen-
tives and can thus also influence the rate of growth.
For instance, in the United States the more produc-
tive you are, the more income you earn [3]. The
more income you earn, the higher your marginal
tax rate. This is what economists call a progressive
tax system. The same system is going to take place
in Kazakhstan If tax rates are increased on upper
incomes, they increase the tax burden of the most
productive members of society. Reducing business
taxes in the name of economic development without
a corresponding decrease in the level and quality of
public services offered simply shifts the tax burden
to households. If the goal of economic development
policy is to enhance the standard of living for local
residents, shifting tax burdens away from businesses
to local residents is counterproductive.

Nowadays, the tax reform literature broadly
supports the need to reform the tax structure in de-
veloping nations. Personal and corporate income
taxes are biased against savings and capital forma-
tion. It is important to avoid heavy reliance on direct
taxation in an increasingly global world economy,
where capital and skilled labor are internationally
mobile. To this end, many proponents have argued
for a change in the tax mix, away from the taxation
of income towards the taxation of consumption.

Government of Kazakhstan, taking the new Tax
code, has the following objectives:

1. Simplification, elimination of contradictions;
2. Turning Tax code into a coherent whole through-
out the Republic of Kazakhstan.

It was supposed to reduce the amount of taxes to
40-45%, while personal income tax to 40%, in order
not to weaken incentives to business, to clarify the
rates of all taxes: land, property, private individuals,
rental payments, and so on. The main thing should
be stopped the practice of new inefficient tax. Under
the government of the Republic of Kazakhstan, the
Finance Ministry and other government structures
have been developed several alternative projects.
The principles of “government project” to the de-
velopers, practitioners and scholars are: justice, sim-
plicity, and economic neutrality, comparability of
tax rates in order for the same goods in the republic
taxes and with partners in other countries.

The Tax revenue (% of GDP) in Kazakhstan
was last reported at approximately 20 % in 2012,
according to a World Bank report (Picture 1). In
such developed countries like USA it is about 29,6
%, Canada 35,8 % and UK 37,4 %. The highest
percentage is in European country Sweden, where
the tax revenue is 54,2 % of GDP [4]. Tax revenue
refers to compulsory transfers to the central govern-
ment for public purposes. Certain compulsory trans-
fers such as fines, penalties, and most social security
contributions are excluded. Refunds and corrections
of erroneously collected tax revenue are treated as
negative revenue.

According to the Table 1, Kazakhstan is on 17"
place in paying tax rank. Kazakhstan has a better
ranking in comparison with such developed coun-
tries like Sweden (38") and USA (69™") [5]. But the
tax rates are higher in those developed countries
compared to Kazakhstan. Recent data from the
World Economic Forum show that in economies
such as Sweden high tax rates fund high levels of
public goods and services such as infrastructure,
health, primary education, higher education and
training. The size of the tax cost for businesses mat-
ters for investment and growth. Where taxes are
high, businesses are more inclined to opt out of the
formal sector. A recent study shows that higher tax
rates are associated with fewer formal businesses
and lower private investment.

Major changes are taking place in Kazakhstani
fiscal system. The breakdown of past revenue shar-
ing procedures, under the centrally planned budget-
ary system, require significant adjustments to the
entire process. Transition of the Republic of Ka-
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zakhstan from the centralized administrative — com-
mand system to the market economy brought about

the necessity for the better use of Fiscal policy: es-
pecially tax policy for the national well-being.

Picture 1 — The Tax revenue (% of GDP) by countries for 2012

60%
50%
40% -
30% —
20% —
10% —
0%
Kazakhstan USA UK Sweden Canada
Country
Source: compiled by the author based on [9]
Table 1 — Paying taxes data by countries for 2012
Country Paying taxes Payments Time Profit Labor tax and Other Total tax rate
rank (among (number per | (hours per | tax (%) | contribitions (%) | taxes (%) (%)
188 countries) year) year)
Kazakhstan 17 7 188 15,9 11,2 1,6 28,6
UK 16 8 110 222 10,2 3,1 35,5
USA 69 11 175 27,6 10 9 46,7
Canada 8 8 131 8.4 12,7 5,8 26,9
Sweden 38 4 122 15,7 35,5 1,9 53

Source: compiled by the author based on [10]

Taxes on personal income affect work incen-
tives and can thus also influence the rate of growth.
For instance, in the United States the more produc-
tive you are, the more income you earn. The more
income you earn, the higher your marginal tax rate.
This is what economists call a progressive tax sys-
tem. The same system is going to take place in Ka-
zakhstan If tax rates are increased on upper incomes,
they increase the tax burden of the most productive
members of society. Reducing business taxes in the
name of economic development without a corre-
sponding decrease in the level and quality of pub-
lic services offered simply shifts the tax burden to
households. If the goal of economic development
policy is to enhance the standard of living for local
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residents, shifting tax burdens away from businesses
to local residents is counterproductive [6].

While considering Kazakhstan’s tax policy we
also should think of the fiscal policy, in general,
which attempts to stabilize the economy by con-
trolling interest rates and the money supply with
such instruments like government expenditure
and taxation. Taxes are very important financing
sources of government activities and the econom-
ic tool of realization of the state priorities. The
fact that Kazakhstan can set its own fiscal policy
shows that it is an independent country which can
choose its own development direction. The issue
is to choose a right direction and use economic
tools properly.
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As a sore point of the reformed economy and a
major component of economic development of Ka-
zakhstan, taxes should be part of an integrated, sys-
temic reforms aimed to address the major challenges
facing society. Shaping the basis of tax policy, the
Government of Kazakhstan faced with the necessity
of solving extremely complex problems. Its essence
is that it is needed to take into account many circum-
stances and factors: tax policy should be guaranteed
to ensure a profitable part of the state and local
budgets, the contribution rate should be minimal in
order to stimulate economic development, taxation
mechanism should be as simple, it is necessary to
pay taxes was psychologically preferable.

Tax policy as a crucial part of financial policy
and has several types. Kazakhstan’s tax policy can
be characterized in the following way: the policy of
the «maximum taxes» which works by a principle
«to take everything that is possible» in a combi-
nation with the tax policy providing high enough
level of taxation, but at considerable social protec-
tion. One of the disadvantages is that government
can face the “tax trap” when increase of taxes is not
accompanied by a gain of state revenue. This may
cause some problems within the economy in general
(high level of concealment of incomes). Neverthe-
less, the «maximum tax» policy is widely used by
most of rich countries in Europe and even in USA,
but these countries adhere a high level of transpar-
ency. Nowadays, the tax policy in Kazakhstan is di-
rected on increasing of profitability of an investment
to the economy by simplification of tax burden. It
is essential for Kazakhstan that its tax policy pro-
vides a profitable part of the state budgets. Tax rates
should be minimized to stimulate economy develop-
ment, the mechanism of taxation should be simple
as much as possible and it is necessary to make the
payment of taxes psychologically more preferable.
In addition, the perfection of tax administration sys-
tem is needed. For instance, reducing the tax report-
ing by exception of additional forms to declarations
and calculations. Also entering the uniform term of
providing the tax reporting, not later than 15" day
of the second month after the termination of tax pe-
riod. In addition, division of tax checks into types —
planned and off-schedule, in order to systemize the
tax checks is preferred.

Disadvantages of the tax system before adop-
tion of the new tax law, lie on the surface. That’s
too many taxes, and excessive rates, and therefore,
certainly a high proportion of tax payments from the

total income businesses, which because of this have
to seek a way out from under the tax pressure. The
most attractive is the sphere of commerce, which has
much wider possibilities to quickly wrap funds. But
here in the volatile financial and credit conditions,
taxes increase the probability of bankruptcy so that
pushed entrepreneurs into the shadow realm. Thus,
the tax system is the basis for an intensive build-
up of shady operations. As a result, the so-called
“shortfalls” projected revenue in the budget is not
only a criminal basis, but are the result of natural
self-defense businesses from the tax pressure. The
leaders of any enterprise and entrepreneurs face a
choice: either they pay all taxes and doom them-
selves to bankruptcy, or hide everything they can,
and continue to live. Clearly, they prefer the latter.

The principal disadvantages of the tax system
was the inclusion of a number of deductions and
mandatory payments to the funds of the transforma-
tion of the economy, employment, development of
transport, social security, cost and prices of finished
products. It creates the basis for a continuous spiral
of growth in prices due to the continuous increase
in the cost of goods. The massive nature of the mu-
tual debts (arrears), amplifying the fall in output, an
acute shortage of working capital are not the result
of poor management of the business leaders, and the
inevitable consequence of adverse macroeconomic
conditions, including deficiencies of tax policy [7].
So, do a lot more to tax policy has helped to solve
the pressing problems of reforming the economy.

Today, in the world with a highly developed
capital markets, it is hard for Kazakhstan to develop
and survive separate from the international market.
The capital market of Kazakhstan was initially cre-
ated by means of foreign investments. It is crucial
for Kazakhstan to think of investment conditions
that correspond to the international standards. The
positive side of the tax policy of Kazakhstan is that
it is directed on optimal formation of international
financial reporting standards, in order to be under-
standable for foreigners.

To sum up, from the tax reform studies it
seems that there are no universal laws that can
be discovered concerning the influence of the
tax mix and tax policies on a country’s economic
growth and development. Appropriate tax mix
and policies differ from one economy to another,
depending upon the economic, social and political
circumstances of the country. Economic theory in-
dicates that the incentive effects of a proportional
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reduction in marginal tax rates will be greatest
in the upper income brackets. Therefore, even
an across-the-board rate cut will result in larger
income increases among those with the highest
incomes. Thus, reductions in high marginal tax
rates will tend to increase observed income in-
equality. Our findings are supportive of this view.
The income share of the highest group of earners
tended to increase following major reductions in
the highest marginal tax rates.

Taxation, in its various forms, affects the abil-
ity and willingness of an individual to work, save
and invest. These effects vary, depending on the
base of the tax, the rate structure of the tax and
the level of the tax burden. Several studies have
shown that the structure of taxation can have a
major influence on the real sector and that taxa-
tion policy can therefore be an important tool
for promoting saving, capital formation and eco-
nomic growth. This applies to both developed and
developing economies, although there are signifi-
cant differences in the tax mix and tax structure
between countries at different levels of economic
development.

Economic transformations in modern Ka-
zakhstan and reforming the ownership relations
significantly affected the implementation of the
state’s economic functions and naturally led to
the reform of the tax system. In transition to a
market economy taxes are the most effective tool
for regulation of new economic relations. In par-
ticular, they are designed to limit the spontaneous

market processes, influence the formation of the
industrial and social infrastructure and to down-
size inflation.

However, according to the experience of suc-
cessful countries, the success of the national reform
primarily depends on the reliability of the state guar-
antees of freedom, soundness and stability of rela-
tionships. Absence or ineffectiveness of such guar-
antees, as a rule, threatens the economic security of
the country. Feature of economic reform in Kazakh-
stan is such that taxes and the tax system can not
function effectively without proper legal support.
This involves not only the protection of the interests
of the budget, but also on ensuring the constitutional
rights and legitimate interests of the taxpayers.

In conclusion, Kazakhstan needs increasing the
role of the budget and taxes in economic life which
certainly demands toughening of the control, espe-
cially financial control. From the tax reform studies
it seems that there are no universal laws that can be
discovered concerning the influence of the tax mix
and tax policies on a country’s economic growth and
development. Appropriate tax mix and policies dif-
fer from one economy to another, depending upon
the economic, social and political circumstances of
the country. It is important to protect financial and
tax departments from permanent reforming, uncer-
tainties and reorganizations that often take place in
Kazakhstan. However, despite certain achievements,
the tax system for a long time will have to improve,
making more new changes. We have just started a
bumpy path of creating an improved tax system.

References

1. Law of Republic of Kazakhstan from July 21, 2011 “Law on Taxes and other obligatory Payments to the Budget”.
2. Hodorovich M.1., 1997, Almaty, “Taxation of Individuals”, p. 25 — 26.
3. Kamozhnova E., August 15, 2002, “The tax system: what should it be?”” Legal Newspaper — “Kazakhstan: Economy and Life”,

p. 24-26.

4. Bernheim, Douglas B., 2002. “Taxation and Saving,” in Alan J. Auerbach and Martin Feldstein, eds., Handbook of Public Eco-

nomics, vol. 3 (Amsterdam: North-Holland).

5. Bulgakbaev B. Taxes, which we choose and from which we run: [The tax system in Kazakhstan] / / Legal Newspaper — 1996 —

17 July.

6. Marsden, K., 1990. “Taxes and growth”, in R.M. Bird and O. Oldman, eds., Taxation in Developing Countries, Johns Hopkins

University Press, Baltimore, pp. 23-34.

7. A. Melnichenko Kazakhstan’s tax experience can be useful for us. Proceedings of the Conference on the establishment of the

Single Tax Code of the countries — members of the Eurasian Economic Community.
8. Herald Tax Service of the Republic of Kazakhstan Ne 2 (66) / 2011.

9. <ht

://Wwww.nationmaster.com/graph/tax_tot tax as of gdp-taxation-total-as-of-

dp> Retrieved on 04.08.2013.

10. <http://www.doingbusiness.org/data/exploretopics/paying-taxes> Retrieved on 07.07.2013.

ISSN 1563-0358

KazNU Bulletin. Economics series. Ne5 (99). 2013



