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Kalyuzhnova Y. Developing Labour Skills Through Local Content Policy

PhD Y. Kalyuzhnova

DEVELOPING LABOUR SKILLS THROUGH LOCAL CONTENT POLICY

Over the last decade the Kazakhstani government is adopting strict policy of local content
rules. The use of local content may of course develop naturally, but when it does not develop
governments may substitute for the actions of private actors. This paper analyses the develop-

ment of labour skills through local content policy.
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Introduction
The shift in Kazakhstan towards more asser-

tive market regulation took place in the last dec-
ade. It highlighted the common concern of the
Kazakhstani government to improve the capabili-
ties of local companies involved in supply and
services. This concept of local content is not a
new one. «It emerged in the United States in the
1900s, and in the 1920s it spread to the United
Kingdom industry» [5. — P. 136].

«Local content» could be defined as the
amount of local or indigenous inputs employed or
utilised in carrying out all the operations of ex-
ploration, development and production of oil and
gas'. In this paper we will concentrate on exper-
tise, in terms of human resources. Local content
builds up the locally owned and adapted
knowledge of a community. «It is thus an expres-
sion of a community’s capacity to appropriate
knowledge, and technical and managerial skills,
from external sources, and to transmit this on to
others in the locality and the broader economy»
[5. - P. 136].

There are several strong arguments why gov-
ernments should be concerned to develop local
content in the host country, one of the most im-
portant is broadening the knowledge base of local
capabilities. For the last decade, in Kazakhstan it
has become a fact of life for companies working
in the country. In the literature local content poli-
cy was analysed extensively by the number of
authors Corden [1], Grossman [3], Vousden [9],
Hollander [4], Davidson, et.al. [2], Richardson
[7], etc. Based on the experience of the other re-
source-rich countries it is evident that govern-
ments can seek to maximise value from the hy-

! «Value creation in the country» is the definition used in
Norway and the UK.

drocarbon sector through non-fiscal instruments,
which include local content and local participa-
tion. For example, in «the UK content of orders
place by the petroleum industry has increased
dramatically since the early 1970s (when it was
under 40%) to over 80% in the later 1980s» [6. —
P. 600].

The immediate priority of Kazakhstan is to
foster stronger local output and employment re-
lated to the energy industry itself, and the ulti-
mate challenge is to reduce natural resource de-
pendency. The Kazakhstani government is pursu-
ing the policy of economic diversification, mean-
ing the development of competitive industries of
the Kazakhstani economy outside of the hydro-
carbon and related sectors. They consider the lo-
cal content policy as one of the crucial mecha-
nism in the implementation of the diversification
strategy. Developing local content could be seen
as a step towards building the skills and business
networks of the local economy in areas outside
the hydrocarbon industry.

As Kalyuzhnova [5] pointed out the general
trend in Kazakhstan is to create an environment,
which involves local business wherever possible,
and to train the indigenous population. Since
1990s in industrial and service sectors of the hy-
drocarbon industry it was a prevalence of foreign
over local companies. The basis of their opera-
tions was built on an «expatriate» principle — in
terms of human resources. This situation pushed
the Kazakhstani government to seek the new av-
enues of increasing local content. The authorities
make all possible to maximise the usage of local
labour force, businesses, goods and services, etc.

The crucial question underlying such strate-
gies concerns the level of local capability devel-
opment and absorption capacity. How rapidly can
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the professional skills be transferred to deepen
and broaden capability and international competi-
tiveness of local business and labour forces? And
how can government policies help foster a spillo-
ver to other sectors of the economy?

So far, Kazakhstan is the only case in the CIS
countries in which serious attempts have been
declared to ensure competitive cost levels in the
non-hydrocarbon sector, to reduce the share of
hydrocarbon sector in the total national income,
and to develop a broad non-oil economy. There is
a number of policy measures, including the Pro-
gramme on Industrial Development (2004),
2010-2014 National Program of forced industrial
and innovative development of the Republic of
Kazakhstan, etc.

Establishment of legal frameworks

By designing local content regulations the au-
thorities are hoping to foster a more favourable
environment for a «trickle downy» of skills and
output to host country economies. However, if
ill-designed, however, they can lead to significant
economic and commercial problems [5]. It could
create a less predictable environment for inves-
tors as well as increasing their costs; and that
there are risks of creating a climate of permanent
protection, inferior industry development and
infrastructure, etc. All this could lead to the de-
cline of economic growth by consuming the
wealth rather than creating value.

Although, it is logical from one hand to seek
to capture and extend local value from the hydro-
carbon sector by building local capabilities that
support the sector's growth, but from the other
hand this could become a debatable area between
the local governments and operating companies
[5].

Since 2001, the Kazakhstani government has
been pressing local content requirements
(through laws, degrees, labour quotas), as well as
obliging companies to invest in social projects
around the areas of operations. This has had ma-
jor implications for the industry in terms of in-
creased participation of the National Oil Compa-
ny, increased attention to the use and develop-
ment of local content and local labour.

The companies cannot expect to ignore the lo-
cal content concerns of the Kazakhstani govern-
ment, although they tend to adopt a cautious ap-
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proach. It is obvious that the companies are profit
driven, and therefore, they are often reluctant to
invest time and resources in training their local
staff for semi-professional and professional jobs,
and preferred entry level jobs, skilled jobs, ap-
prenticeship jobs, technical and office jobs. In
some cases the scale and the time of the projects/
contracts might not be sufficient to make the
training viable.

Case study: Levels of jobs in the oil and gas

industry

There are eight levels of jobs in the oil and
gas industry, which required different skills and
time scale in training. Supply vessel workers,
offshore workers, cooks’ helpers, seismic drill-
er’s helper, electrician’s helpers, survey helpers,
equipment operators are required little or no pre-
vious experience. This type — entry level jobs — is
easy to fulfil and it will not cost the companies
much resources. Similar situation is with skilled
jobs. Derrick hand, power tong operator, motor
hand, welder, driver, gas utility operator, com-
pressor operator, control room operator are ex-
pected to have some training, but not much.

The situation is changing on the third level —
apprenticeship jobs level. Here, it is expected
that the person will be a certified trades person. It
is usually four year training programme, where a
person is taking a short course and usually gets
paid to train on job. It is already quite a demand-
ing task on an employer and required a certain
firm commitment over a period of time. The ex-
amples from the oil and gas industry are the fol-
lowing: pipe fitter, cook, mechanic, welder, elec-
tronics, plumber, carpenter, and electrician.

The next level — technical jobs is required a
technical college certificate or diploma and the
length of the programme required from an em-
ployer is one or two years. The jobs of this level
expect a quite sophisticated set of the skills and
competences, e. g., seismic recording technician,
survey technician, petroleum technician, mechan-
ical technician, geophysical technician, instru-
ment technician, etc.

Accounts clerk, secretary, purchasing agent,
materials clerk are examples of office jobs. These
jobs are required at least completed secondary
education as well as some training experience.
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Semi-professional jobs such as warehouse
manager, catering manager, safety officer, envi-
ronmental monitor or drilling foreman are al-
ready required at least a college diploma, alt-
hough it is possible to get these positions through
work experience and on — the job-training.

The most of time and resource-consuming are
the professional jobs. The prerequisites here are
university degrees, which obviously cannot be
obtain in a short — run, The examples of such jobs
in oil and gas sector are geologist, engineer, re-
search analyst, land surveyor, accountant, nurse,
land agent, general manager, human resources,
etc.

As it was possible to see from the examples
above, the implementation of training pro-
grammes would vary, putting different pressures
on companies to facilitate them. The role of the
governments in this situation is monitoring com-
pany training programmes and make sure that the
local content element will be sufficient there.

In order to find the optimal balance for the in-
terests of the companies and the governments it is
important to have an appropriate legal framework
in place, which would be able to reinforce the
economic opportunities and incentives facing
companies and at the same time to meet up the
government’s expectations. This is particularly
important in the situation when the expatriate
employment market in Kazakhstan reached the
saturation.

Since the collapse of the Soviet Union Ka-
zakhstan became one of the attractive destination
for the specialists in oil and gas: challenging en-
gineering environment, opportunities for young
engineers, developing of new technologies. This
is relevant for both expats community as well as
Kazakhstani nationals.

However, the scope and speed of training lo-
cal staff should be realistic, it is important to real-
ise that there are significant limitations in this
respect. For many locals who came from auls
[rural areas] is incredibly difficult to adapt to the
new style of life with the working hours from 8
am. to 5 p.m. «They could leave work earlier.
They cannot tolerate the noise or achieve a quick
speed of work. ... To people who are accustomed
to livestock-like activities, such «science» is very

difficult. However, some people are adapting to
the new conditions, starting to earn good money
and became more accustomed to the good lifex.
[8. - P. 26].

Another interesting aspect of local content de-
velopment in some resource rich countries (and
Kazakhstan is not an exception in this respect) is
a governmental requirement of companies in-
volvement in social projects, which the govern-
ments consider as a form of local content. «That
is a debatable area, which is very germane to the
issue of defining realistic boundaries for local
content and corporate and social responsibility»
[5.—P. 142].

One could ask-how the involvement into so-
cial projects could influence the development of
labour skills in the country.

It is clear that supporting local content can on-
ly be achieved realistically through an overall
integration with corporate and social responsibil-
ity and here are the elements of education and
training which are in the core of developing la-
bour skills. The practical examples include the
creation of Kazakh British Technical University
(KBTU) Graduate School by BG Group in Al-
maty; Zhas Dauren Orphanage programmes, mini
MBA training for small and medium-sized
enertrprises, etc.

BG Group is always invested in personal de-
velopment programmes in Kazakhstan with an
aim to build technical competencies and behav-
ioural skills, and at the same time the company
undertook a project of supporting formal educa-
tion programmes, since this is key to attracting
and retaining the best local talent. Therefore, BG
Kazakhstan, together with its joint sponsor, Shell,
launched a new graduate school at the Kazakh
British Technical University (KBTU) in Almaty
in 2004. KBTU has partnered with three British
universities to deliver a number of postgraduate
masters programmes including Human Resource
Management and Petroleum Engineering. Since
2006 (the first graduation year) a number of the
graduates are working in the Karachaganak ven-
ture. From the company point of view such initia-
tives support the transfer of skills and demon-
strate a commitment to broader corporate respon-
sibilities, while also helping to build a pool of
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skilled labour from which it can attract future
employees.

Another example of the developing of the la-
bour skills is a BG Kazakhstan — the IBC Group
Ltd range of development programmes for stu-
dents at the Zhan Dauren Ophanage in Uralsk, a
neighbouring community to the Karachaganak
facility in the West Kazakhstan Oblast (WKO).
This project includes investment to educational
and career development programmes; awards of
scholarships to graduates for further study at
WKO universities as well as a job placement
programme. The latter is in form of internships
within the BG Group. That work experience no
doubt has enabled young professionals to apply
their skills in a real working environment and has
assisted in helping them to secure employment.

Mini-MBA trainings for small and medium
size entrepreneurs cover information technology,
language skills training, book keeping, motiva-
tional training and business. Such a programme is
enabling young professionals to develop small
and medium size businesses within West Ka-
zakhstan Oblast. It is, no doubt, enhance their
business skills. BG Group once again employed a
practical approach to the demand of the particular
skills.

To conclude, the demand and supply of skills
provides some economic reinforcement to the
development priorities set by governments in
terms of training programmes and recruitment,
although there are some limitations in this field.

Goals and the realities of local content

implementation

Different countries are accessing and measur-
ing LC in its own way (at present time we have
Brazilian, Kazakh, Nigerian methodologies, etc).
Overall, a comprehensive Local Content Indica-
tor (LCI) should includes ownership, local con-
tent of materials, % of local labour, % of locals in
professional and management positions, services
(contracts) and local taxes. Depending on the pol-
icies and pursuits of the government’s LCI is var-
ied focusing on one or another component. One
striking fact which is relevant to all resource-rich
countries: LC always begins from the govern-
mental demands to increase share of local labour.
The operating companies are directed to maxim-
ise spending with local suppliers. In Kazakhstan,
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the current trend is «to increase nationalisation of
the workforce with international suppliers to
meet PSA targets as well as to assess demand for
specialist financing solutions for SMEs, i. e. in-
novative investment projects to provide transpar-
ent sources of finance» [5. — P. 147].

Basically the governments are trying to create
an environment for the enterprise development
and training opportunities for local suppliers A
sound enterprise policy should rest on the twin
pillars of FDI and domestic SME development.
Central to a well designed policy is the notion
that vertical linkages should tie local SMEs into
the supply chain of foreign enterprises. In Ka-
zakhstan, hydrocarbon-based FDI has been
strong, but attracting non-oil FDI is still remain-
ing a challenge. A comparative advantage of Ka-
zakhstan is that the high level of oil and gas-
based FDI offers a solid platform for SME devel-
opment and consequently to develop labour
skills.

During the last decade the evolution of devel-
oping labour skills within the Kazakhstani LC
policy has undergone through several stages. Ini-
tially it was a concern with making sure that the
true substance of local content is connected to
value creation within Kazakhstan. It is a full uti-
lization of oil and gas wealth, together with the
capacities established in the service sector, to
create a local manufacturing sector (in other
words achieving diversification of the economy)
— with employment opportunities and with other
multiplier effects on the local economy.

Throughout resent years, the industry was ex-
periencing, and in some cases developing itself, a
range of different approaches. Some ideas and
approaches are emerging on both sides that may
contain the seeds of a new partnership between
companies and governments in the area of devel-
oping new labour skills within LC policy. This
was related to developing a new common work-
ing culture which should overcome the Soviet
legacy. The promotion of Code of Conduct and
understanding fundamentally new way of con-
ducting operations and business and indeed treat-
ing this as standard contractual terms that all
leaded to the transformation of the perception of
the role of labour forces in Kazakhstan. The most
common types of breaches are related to inappro-
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priate safety behaviour, misuse of company as-
sets, fraud, theft, etc. Therefore, it was important
to establish a mechanism in place which would
guarantee of monitoring and enforcing of the
main aspects of the code of conduct.

So, the new policies were introduced like the
Compliance Assurance Policy. It is important that
the employees are able exercise their rights to
express concern, and are able to identify areas
which require attention. That was of course not a
case in the culture of the Soviet enterprises.
Therefore, it takes some time to adjust and under-
stand full grasp of such possible areas of con-
cerns (safety, conflict of interests, harassment
and discrimination, workplace violence, improper
use of company assets, etc) which include quite
crucial aspects of the day-to-day operations such
as government contracts, employment law, inter-
national business issues, etc.

For some companies the inclusion of educa-
tional elements in their local content programmes
was the next step in developing labour skills of
their employees. These are mainly related to
postgraduate programmes, short courses, training
programmes in house, as well as creation of spe-
cialised training centres in the regions.

There are no doubts that for the local employ-
ees some of these programmes represent big chal-
lenges, namely new techniques and methods of
work, a weak knowledge of English. The percep-
tion of the international staff was that since the
companies are hoping to compete internationally,
the knowledge of English by local staff is essen-
tial (Author’s various of interviews in Kazakh-
stan in 2001-2008). In 2011 Nursultan
Nazarbayev, the president of the country stated
that by 2020, 20 percent of the population should
speak English. It is a very noble desire but would
it be implemented or not time will tell.

In addition the local staff is in need to have
more time to switch to Western practices in busi-
ness, including a pro-active approach. It is still
the old custom of not questioning a process, and
this passivity still remains an obstacle today.

It would be wrong to state that the Kazakh-
stani nationals do not posses any experience.
They do have skills, but what they lack is reach-
ing a level which allow them to meet project

needs and standards. This is where the training is
essential and important. This also allows the con-
tractor to increase productivity with the utiliza-
tion of the Kazakh labour market at minimal cost
and time and at the same time reviewing the
competence of the workers for future training and
future development of the national labour force.

To date the oil and gas companies developed
and maintained a standardized training process in
partnership with the construction, maintenance
and pipeline industries operating in Kazakhstan.
The training process itself is portable, meaning
that the knowledge and skills learned by students
and workers are taken from project to project,
from company to company. As industries com-
pete more intensively for fewer qualified worker,
a professional, accredited training program that
offer industry-recognized credential and a clearly
defined career path will attract and retain high-
calibre workers. This is how hopefully in the near
future Kazakhstan would develop a competitive
advantage in labour specialisation and technolo-
gies which will be used outside Kazakhstan (sim-
ilar to the UK competitive advantage-expertise
and technologies transfers from the North Sea
experience to the Caspian region).

It is obvious that standardized training will
create a national pool of construction, mainte-
nance and pipeline workers with documented,
portable skills.

In advocating standardized training there are
several facts which are important to highlight.
Training improves productivity, which increases
profitability — that is in a great interest of any
management of the company. It shapes the indus-
try as an industry with credible career opportuni-
ties rather than just jobs and ultimately career
paths defined through standardized training will
improve the image of the industry. Corporate
commitment to improving craft workforce skills
and professionalism increases employee loyalty
and motivation while reducing absenteeism and
turnover. That would clearly demonstrate a
commitment to quality management, providing a
critical competitive edge. All this is a first step in
developing innovative atmosphere since well-
trained workers are more capable of identifying
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potential problems and making innovative, cost-
reducing solution.

To conclude, a direct benefit of the local con-
tent development would be an impact of the
training process which should increase productiv-
ity, reduced accidents and, in turn, achieve more
cost-effective construction, maintenance, and
pipeline operations. However, often the benefit of
training cannot be seen immediately, and it is
only the cost. Companies pay this cost, but it is
they who ultimately benefit from the training.

Developing sustainable frameworks

At a broad policy level, governments may
seek and industrial spin-offs from oil and gas
production, while failing to take key flanking
measures on the business environment. Specifi-
cally on local content, the Kazakhstani govern-
ment had already set aggressive targets in the
past, however, it was quickly realised that pursu-
ing this approach will raise costs and risks, deter-
ring investors. So the importance of achieving
acceptable levels of local content in major hydro-
carbon projects is became increasingly evident in
Kazkahstan.

The last decade significantly changed the atti-
tudes and perceptions of both parties: companies
and government, recognising that LC is a core
element in economic development of Kazakhstan
and should be approached carefully without hast-
iness and with realism. The developing of the
local skills cannot be happening overnight, and
therefore defined strategies and set targets should
be realistic and consistent.

In this respect the government should assess
carefully the impact of mechanisms to maximize
local value-added in the short term, in order to
build capability for increased value capture over
the longer run. LC requirements influence project
design and are certain to influence contracting
strategy, which in turn may impact on project
costs and schedule.

«For both governments and companies, it is
important to realise that increased local content
takes time (sometimes longer than is anticipated)
and be prepared for risk mitigation and cost shar-
ing incentives» [5. — P. 165]. At the beginning of
2000s when the Kazakhstani authorities tried to
force the multinationals to introduce local content
elements everywhere, even when it was practical-
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ly impossible it proves that this strategy was un-
sustainable. (Author’s interviews in Kazakhstan,
2001, 2003, 2005-2012).

The efficiency of the governmental involve-
ment in promoting a high level of LC with the oil
and gas companies operating in Kazakhstan will
be defined by the ability of the government to set
up a framework that enable the growth of nation-
al content via a transparent, self regulating pro-
cess, which does not deter companies from ex-
panding their operations. The Kazakhstani gov-
ernment has a reciprocal responsibility to under-
stand the contractor. The contractor is looking for
leadership from Kazakhstan and the client. LC
development requires a collaborative approach
between all parties involved in managing re-
sources in today’s marketplace.

There are particular questions which might
help us to understand the modalities of the devel-
opment of the LC, namely, how far can the oil
and gas industry support the global demand for
local content (in particular developing labour
skills)? And how are these demands to be bal-
anced against project requirements of budget,
safety, quality and increasingly shorter sched-
ules? It would be misleading to answer these
questions with Too often these questions are an-
swered with the dry run of the statistics. There
are several factors (based on Kalyuzhnova, 2008
methodology) which would be important to take
into account in order to provide the answers on
the questions above.

First, set of criteria to evaluate LC impact,
which takes into account the specifics of project
life-cycles in the industry, should be established.
Second, the maximisation of LC should be based
on identifying opportunities to capture local val-
ue added through the selection of specific local
staff. Third, a clear strategy is needed to deliver
maximum local value by increasing participation
of local nationals in appropriate functions,
backed by specific training programmes. Fourth,
approaches to sub-contracting are needed that
increase the scope, over time, to raise the partici-
pation of local firms, on a competitive basis.
Fifth, there needs to be a definition of possible
additional modalities, including aspects of social
responsibility.
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Kazakhstan already had a deep learning curve
in defining LC goals and setting up the rule for
competitive advantage and its stimulation. At the
stage of awarding companies with contracts, the
government is now giving preferences to compa-
nies with higher levels of LC and a substantial
content on labour skills development, although
that must still result in a competitive industry.

A clear and mutually-understood between
government and companies will help lay the basis
for realistic solutions to «local content» in tech-
nical terms. To be effective, such a framework
should be based on the following underlying as-
sumptions: «the need for competent contractors,
for a competitive process, for real and sustainable
national content...» [5. — P. 167].

Conclusion
Designing a comprehensive programme for

local content development which will include a
substantial element of developing labour skills by
companies in Kazakhstan proves the point that it
depends on the willingness, adaptive and flexible
attitude of the business to be involved in the eco-
nomic development of the country of their opera-
tion in ways that offer an overall synergy with
business goals. These initiatives in Kazakhstan
are encouraging signs of creativity in trying to
craft realistic but substantive approaches.

At the present time Kazakhstan is undergoing
socio-economic transformations, there are chang-
es in the attitudes and perceptions of the popula-
tion, their view to work, knowledge and code of
conduct. Developing the common companies’
culture will require time and the commitment of
Kazakhstani employees and management. This
desire for a common culture and the associated
development of the human resources, can be con-
sidered as a very particular aspect of the devel-
opment of LC.

It is important for LC goals to be realistic, but
also to ensure that the effects from it would be
beneficial for the whole economy. Kazakhstan is
attempting to set up environment that is favoura-
ble to local manufacturing, and the availability of
finance, raw materials and provision for local R&
D facilities. This process needs to take place
against a background that is investment-friendly
and well-disposed towards developing and using
competent local suppliers and staff. Here, a pro-
active role by companies is clearly crucial. Com-
panies need to work with government to focus on
changes that make the development of LC a
powerful element in the country’s strategy over
the long run.
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