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The share of drug trafficking in Kazakhstan’s GDP:
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Abstract

Introduction. In Kazakhstan, no systematic work is carried out to collect data and evaluate illicit activities in the form in which it
could be compared with the main macroeconomic indicators.

The purpose of the article, therefore, is to examines methods for evaluation of the share of drug trafficking in Kazakhstan’s GDP
and GRP.

The methodology used in the research is based on the principles of the System of National Accounts.

Results. Based on international experience and practice of applying the evaluation of illicit activities according to the
recommendations of Eurostat, the authors carry out an estimation of the share of illicit traffic in narcotic drugs in the economy
of Kazakhstan in 2011-2016 as a whole and by regions. The most common drugs in Kazakhstan are heroin, cannabinoids
(marijuana, hashish) and opiates. Thus, the analysis and evaluation were carried out for these types of drugs. Base at the
proposed formulas, the calculations were made to evaluate the use of each drug in Kazakhstan, the volume of imports and
domestic production, trade margins and gross value added (GVA) by activities related to its spread.

Conclusion. The calculations make it possible to estimate the real volumes of drug trafficking in Kazakhstan’s GRP and GDP.
The evaluation of the share of illicit drug trafficking in Kazakhstan’s GDP has shown a declining trend in recent years: the share
of GVA regarding GDP in 2016 amounted to KZT 199,306.5 million (USD 596.726 million), which was 0.58%. However, heroin
consumption is the largest one, due to its prevalence among consumers. Despite the lack of production of heroin on the territory
of Kazakhstan, its transit and distribution remains stable.
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AsaTtbek T.

OOKTOP EKOHOMIYHUX HayK, Npodecop,

€Bpasiicbknii HauioHaneHWI yHiBepcuTeT iMm. J1. M. TyminboBa, ActaHa, Pecnybnika KazaxcTtaH

MaH3a6ekosa A.

KaHanaaT eKOHOMIYHUX HayK, AOLIEHT,

IHCTUTYT ekoHoMikn MiHicTepcTBa ocBiTY | Haykn Pecny6niku KasaxcTtaH, Anvatu, Pecny6nika KasaxctaH

BekeHosa Jl.

KaHanaaT eKOHOMIYHMX HayK, AnmMaTuHCbKa akapemisi EKOHOMIKK Ta cTaTucTukmn, Anmatn, Pecny6nika KasaxcTaH

€ris6aesa X.

MariCTp EKOHOMIKK, CTapLUniA BUKNagaY,

€Bpasiicbknin HauioHanbHWI yHiBepcuTeT iM. J1. M. TyminboBa, ActaHa, Pecny6nika KasaxcTaH

MeToauka ouiHKn o06csry He3sakoHHOro o6iry HapkoTukiB y cTpyKTypi BBl KasaxcTtaHy

AHoTauis

Y cTaTtTi HaBegeHO aHani3 He3aKOHHOro 06iry HapkoTukiB y KasaxcTaHi gns Toro, wob BM3HaYUTW 4acTKy Takoro obiry B
cTpykTypi BBI KpaiHn. OuiHKy o6csariB He3akOHHOMo 06iry HapKOTMYHMX 3aco6iB B eKoHoMili KasaxcTtaHy 6yno nposegeHo 3
ypaxyBaHHsIM 3apy6ixXHOro JOCBiAy Ta pekoMeHgain €spocTaTy. BukoprcraHa MeTogmka I'pyHTYETBCS Ha NpUYHUMNax CUCTeMu
HauioHanbHUX paxyHKis. [NpoBeaeHi pospaxyHku 3a 2011-2016 pp. Aanu MOXMBICTb BUSHAUYUTU peasibHi 06CArn He3aKOHHOro
06iry HapkoTuKiB y cTpykTypi BBI1 Ta BPI KasaxcTaHy.

KniouoBi cnosa: BBI1; Banosa gogaHa BaprticTb; BPI1; HapkoTuku; HapkoTopriens; KasaxcraH; ctatuctuka.
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ECONOMICS AND MANAGEMENT OF NATIONAL ECONOMY

A3at6ek T.
[OKTOP 3KOHOMUYECKUX HayK, npodeccop,

EBpasuiicknin HaunoHaneHbln yHnBepcuTeT umenn J1. H. T'ymuneBa, ActaHa, Pecnybnuka KasaxctaH

Man3abekoBa A.
KaHAnOaT 3KOHOMUYECKNX HayK, OOLEHT,

WNHCTUTYT 9KoHOMUKN MrHucTepcTBa o6pas3oBaHns n Haykn Pecnybnmkn KasaxcTaH, Anmatel, Pecnybnuka KasaxctaH

BekeHoBa J1.

KaHonaaT 3KOHOMUYECKUX Hayk, AnmMaTvHcKasi akagemusi 3KOHOMUKN 1 CTaTUCTUKKU, Anmarbl, Pecny6n|/|Ka KazaxcTtaH

Ernz6aeBa XK.
MarmcTp 3KOHOMUKW, CTapLUNiA npenogasaTenb,

EBpasuiicknin HaunoHaneHbIn yHBepcuTeT umenn J1. H. T'ymunesa, ActaHa, Pecnybnuka KasaxctaH
MeTtoauka oueHKN 06bEMOB HE3aKOHHOI0O 060poTa HapKOTUMKOB B CTpyKType BBIM KasaxcraHa
AHHOTaums. B cTaTbe NpoBefdeH aHann3 He3aKOHHOro 06opoTa HapKOTMKOB B KadaxcTaHe C Liefbio onpefeneHns ero onm B
BBI ctpaHbl. OueHka 06beMOB HE3AKOHHOIO 060POTa HAPKOTUYECKUX CPEACTB B 9KOHOMIKE KasaxcTaHa npoBefeHa ¢ y4EToM
3apy6exXHOro onbiTa u pekomeHgauuii EBpocrara. Vicnons3osaHHas MeToAvKa OCHOBaHa Ha NpyHLUMNax CUCTeMbl HaLUMOHaNbHbIX
c4eToB. [NpoBenéHHble pacyeTbl 3a 2011-2016 rr. ganm BO3MOXXHOCTb ONpeaennTb peasnbHble 06beMbl HE3aKOHHOro ob6opoTa

HapKoTMKOB B CTpykType BBI 1 BPI KasaxcTtaHa.

KnioueBblie cnosa: BBI; Banosas pobasneHHas ctommocTb; BPI; HapkoTuku; HapkoToprosns; KasaxctaH; ctaTucTuka.

1. Introduction and Brief Literature Review

Currently, drug trafficking, as a global illicit trade, is not
formally incorporated into GDP of any country. Yet, scien-
tists, scholars and researchers conduct studies on issues re-
lated to the shadow economy and drug trafficking. Here, we
can mention the names of A. Bretteville-Jensen and E. Bigrn
(2004) [1], A. Robson (2012) [2], F. Schneider (2008) [3] and
B. Brown (2006) [4]. Also, the World Drug Report is published
annually by the United Nations Office on Drugs and Crime [5].
A number of countries and national researchers have con-
ducted calculations to evaluate the relevant activities using
different approaches, namely: the Netherlands (2013), Den-
mark (2011-2013), Italy (1993; 1997), the UK (1998; 2006) and
Sweden (2008) [6-10]. Countries such as Albania, Brazil, and
Moldova are oriented toward labour costs in the calculation of
illicit activities (UN, 2008) [11]. In Kazakhstan, an experimen-
tal evaluation of the share of profits obtained from drug traffic-
king in Kazakhstan’s GDP was carried out by T. Azatbek and
A. Ramazanov in 2015 [12].

At the present stage of development, the main methodo-
logical tool of EU countries to measure illicit activities is the
international statistical standard known as the System of Na-
tional Accounts (SNA) in the 2008 version [13], as well as the
international dimension guidelines for measuring the non-ob-
served economy developed by OECD (2002) [14], and Euro-
stat’s Tabular Approach is a practical tool for implementing
the principles of the abovementioned guidelines. Eurostat’s
Tabular Approach was therefore taken by us as the basis for
the evaluation.

2. Purpose

The purpose of the study is to develop a methodology for
the evaluation of the share of profits obtained from drug traf-
ficking in GDP of Kazakhstan by region.

3. Results

The objective evidence pointing to the existence of the
non-observed economy, a constituent element of which is il-
licit activity, including drug trafficking, necessitates the deve-
lopment of methodologies and guidelines for evaluating the
share of profits obtained from drug trafficking in the national
economy.

Drug trafficking is a big challenge in terms of statistical
measurement due to its closed nature. Persons involved in
illegal operations have more than obvious reasons to hide
their involvement. Hence, it follows that the more dangerous
for society the activity is and the more serious punishment
is provided for it by the national criminal law, the less valid
the traditional sources of information relevant to the measu-
rement are.

Therefore, when calculating drug transactions, in order to
obtain the optimal results of such evaluation, it is advisable
to use the following basic identities of the System of National
Accounts for the quantity and cost indicators for each type of
drug (1):

Output + Import = Consumption + Export + Confiscation. (1)

Consideration of intermediate consumption in the produc-
tion and trade of drugs depends on how it is accounted for in
the accounts at the moment. There are two possibilities:

1. Intermediate consumption has already been taken in-
to account as such. In this case, the added value will be the
trade mark-up and the issue of domestic producers.

2. Intermediate consumption is mistakenly accounted
for as final consumption. In this case, the added value will
be trading margin issuance of domestic manufacturers mi-
nus intermediate consumption, removed from the final con-
sumption.

The income created as a result of illicit drug operations is
used for final consumption, capital investment in non-finan-
cial and financial assets (if necessary, after money launde-
ring). It can be assumed that costs under legal items will be
implicitly included in the indicators of the System of Natio-
nal Accounts.

In Kazakhstan, no systematic work is carried out to collect
data and evaluate illicit activities in the form in which it could
be compared with the main macroeconomic indicators. Sta-
tistics are often of forensic nature. Moreover, seizure statistics
for types of offenses are often in physical terms, which does
not carry economic content.

There are more systematic data on the drug business in
Kazakhstan, which is the result of greater investment in this
area, constant attention from the state, growing internatio-
nal concern regarding the problem and involvement of a large
number of departments and government agencies in the fight
against drug trafficking. In Kazakhstan, information on drug
trafficking is aggregated by the Committee on Legal Statis-
tics and Special Accounts of the Committee for Legal Statis-
tics and Special Accounts of the State Office of Public Pro-
secutor of the Republic of Kazakhstan [15]. In addition, sta-
tistics on drugs, in the context of committed crimes, is main-
tained by the Department for Combating Drug Trafficking and
Drug Control of the Ministry of Internal Affairs of the Repub-
lic of Kazakhstan [16], and information on drug addicts is pro-
cessed by the Republican Center on Prevention and Control
of AIDS [17].

The most common drugs in Kazakhstan are heroin, can-
nabinoids (marijuana, hashish) and opiates. Thus, the analy-
sis and evaluation were carried out in the context of these
types of drugs, because law enforcement and medical organi-
sations have data available on them.

To begin with, it is necessary to evaluate the indicators in
physical terms. Then, it is essential to convert them into cost
indicators by using price data. The calculation of drug use is
made on the basis of formula (2):

C=N#D, @

where C - annual consumption of drugs addicts (grams);

N - the number of drug addicts (persons);

D - the average amount of drugs consumed by addicts
per year (grams).
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As numbers, we used data generated by the Republican
Centre on Prevention and Control of AIDS (RC AIDS) under
the rapid assessment of the situation. RC AIDS estimates
the number of injecting drug users (IDUs) in accordance
with its own methodology. Thus, according to the RC AIDS,
has estimated the number of heroin users, since almost all
IDUs use heroin. The number of injecting drug users ranges
from 129 thousand people in 2011 to 112 thousand in 2013
[18]. The average dose and frequency were taken according
to the National report on the Drug Situation in the Republic
of Kazakhstan (2012) [19]. According to the report, it is as-
sumed that one addict uses 2 gr. of heroin (normal receipt)
183 days in a year. More frequent consumption can signifi-
cantly reduce a person’s life. In addition, it depends on the
solvency of the addict. Thus, the consumption of all drug
addicts per year ranges from 47.3 tons in 2008 to 41.3 tons
in 2016 [20].

Due to the nature and availability of raw materials, heroin
is not produced in Kazakhstan. It is imported from
Afghanistan and other producers in the form of pow-
der with high concentration. Further, in Kazakhstan,
wholesale dealers dilute and adjust it to the consumer
in the form of powder with low concentration. This di-
lution process is considered to production. For exam-
ple, 80-percent heroin can be realised for bulk sales,
while a single dose contains only 20% of the drug.
Accordingly, it is possible to obtain 4 grams of pro-
duct, which is purchased by the end user, from 1 gram
of wholesale heroin. This relation allows us to estimate
the volume of imports into the country (3).

I h Ch *PT"A) w,» @)

where - import (grams);

Pr, - street purity of heroin (%);

Puw, - wholesale purity of heroin (%);

C, - heroin consumption (grams).

Further, the volume of domestic production in the
country is determined by the difference (4):

DPh=Ch_Ih’ (4)

where DP, - domestic production of heroin (grams);

C,- heroin consumption (grams);

I, - import of heroin (grams).

After determining the physical volume (in grams) of
the basic parameters, it is necessary to evaluate them
in terms of value. Imports and domestic production of
drugs are valued at wholesale prices, whereas con-
sumption is valued at retail prices.

The main resulting indicator, which can be com-
pared to GDP, is GVA. It is defined as follows (5):

GVA,=DP,+MU,-IC,, (5)

where GVA, - gross valued added of heroin (KZT
million);

DP, - domestic production of heroin (KZT million);

MU, - trade margin of heroin (KZT million);

IC, - intermediate consumption of heroin (KZT mil-
lion).

Intermediate consumption in the drug trade is
not significant. Additional material used for diluting
drugs is cheap enough. Therefore, the share of in-
termediate consumption is estimated at 10% of the
trade margin.

The trade margin involved in the calculation of GVA
is defined as follows (6):

M IJ/L = Cn* (P " -P w/,) ' (6)

where MU, - trade margin of heroin (KZT million);
C, - consumption of heroin (grams);

Pr, - retail price of heroin (tenge);

Pw, - wholesale price of heroin (tenge).

ECONOMICS AND MANAGEMENT OF NATIONAL ECONOMY

Thus, on the basis of the proposed formulas, the calcula-
tions were made to evaluate the use of heroin in Kazakhstan,
the volume of imports and domestic production, trade mar-
gins and gross value added by activities related to the spread
of heroin.

Being the most important macroeconomic indicator, gross
value added reveals the share of the relevant type of activity
in the country’s GDP.

Thus, according to Figure 1, there is «torn» dynamics
through which the reduction of the share of GVA of heroin in
gross rating points (GRP) from 2011 to 2016 is discerned.

After analysing the 2016 data in the context of the re-
gions, we have the following situation: the maximum share of
GVA from heroin trafficking is observed in Atyrau, Mangistau,
South Kazakhstan and Zhambyl regions, which is associated
with the highest number of heroin addicts in these regions and
with the price of heroin. The lowest proportion is observed in
Kyzylorda region - 1.84% (Figure 2).

Fig. 1: Share of GVA in GRP from heroin trafficking by region, 2011-2016
Source: Calculated and compiled by the authors based on data [5; 18-21]

Fig. 2: Structure of GVA heroin trafficking by regions in 2016 (%)

Source: Calculated and compiled by the authors based on data [5; 18-21]
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Drugs of cannabis group are of many varieties, depending
on the processing of hemp. Nevertheless, in this work we con-
sider only marijuana and hashish, because these drugs are the
most consumed in this group.

According to experts, as well as due to the fact of exis-
tence of the largest production of cannabis in Kazakhstan
(Chui valley), the import of marijuana and hashish is not re-
ported. This means that all relevant products are produced
and consumed within the country.

Domestic production of marijuana and hashish is defined
by the formula (7).

DPmIz = ]th *Dmh * Pwmh ’ (7)

where DP - domestic production of marijuana and
hashish (tenge, million);

N - number of drug addicts (persons);

mh

D , - average amount of drugs consumed by addicts in
one year (grams);

Pw,, - wholesale price for marijuana and hashish (tenge).

The estimated number of drug addicts by cannabinoids
is determined on the basis of the latest national survey in
2011 conducted by National Scientific and Practical Center
on Medical and Social Problems of Drug Addiction [22] and
operational data from the Department for Combating Drug
Trafficking and Drug Control of the Ministry of Internal Affairs
of the Republic of Kazakhstan [21]. Therefore, according to
the data, 1.7% of the population at the age 7-55 uses can-
nabinoids.

Using data on the population in this age group, we esti-
mated the number of drug addicts, which exceeds the num-
ber of those who had been registered by health authorities by
almost 14 times. According to the estimates, the consumption
of cannabinoids ranges from 6.4 tons to 7.2 tons in different
years. Domestic production is estimated from KZT 424.1 mil-
lion to KZT 1 376.9 million in different years.

Gross value added is estimated by the formula (8).

GVA,,=DP  +MU, -IC @)

mh’

where GVA | - gross value added of marijuana and hashish
(KZT million);

DP , - domestic production of marijuana and hashish (KZT
million);

MU, , - trade margin of marijuana and hashish (KZT
million);

IC , - intermediate consumption of marijuana and hashish
(KZT million).

The trade margin involves in the calculation of GVA and is
defined as follows (9).

MUmh = th *(P o - P wmh) ’ (9)

where MU , - trade margin of marijuana and hashish (KZT
million);

C,, - consumption of marijuana and hashish (grams);

Pr, - retail price of marijuana and hashish (tenge);

Pw , - wholesale price of marijuana and hashish (tenge).

According the calculations, we see the following picture
(Figure 3): GVA dynamics of cannabinoids trafficking by re-
gions in 2008-2013 has multidirectional nature.

In Akmola, Almaty, Zhambyl regions, a decrease in GVA is
strongly expressed; in Karaganda, Mangistau and Almaty re-
gions there is an increase in the GVA data. In other regions, we
observe «torn» dynamics, thus it is difficult to discern trends
and draw definite conclusions.

Data on Pavlodar region are questionable due to a sharp
increase in GVA in some years, which may be due to a deficit
of the goods, and thus inflated retail prices.

However, from a macroeconomic point of view, the share
of GVA to GRP is a more interesting indicator, because the
nominal value of GVA as such does not mean anything. As
shown in Figure 4, it is noticeable that the largest share of GVA
is observed in Pavlodar, South Kazakhstan and Zhambyl re-
gions. Moreover, GVA growth is much faster than the growth
of gross regional product of the above regions.

Further, let us consider GVA related to cannabinoids traf-
ficking in the regional context. According to Figure 5, the lar-
gest share of cannabinoids trafficking was in Pavlodar region

Fig. 3: GVA dynamics of cannabinoids turnover by regions in 2011-2016 (KZT million)
Source: Calculated and compiled by the authors based on data [5; 18-21]
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Fig. 4: Dynamics of GVA to GRP of cannabinoids by regions in 2008-2013 (%)
Source: Calculated and compiled by the authors based on data [5; 18-21]

of Kazakhstan, which in 2008-2013 amounted to more than a
quarter in the structure of the entire GVA, whereas the low-
est share was in West Kazakhstan region.

Calculation of opium consumption indicators.

The situation with opium, as one of various types of drugs,
is reversed - it lacks the domestic production. This drug is ful-
ly imported and the volume of its consumption is calculated
by the formula (10):

[ =N *D *Puw, (10)

where I - import of opium (KZT million);
N - number of drug addicts (persons);
D, - the average amount of drugs consumed by addicts
per year (grams);
Pw, - wholesale price of opium (tenge).
The approach to the definition of GVA and
trade margin is similar to the approaches used
to define other forms of drug abuse, namely (11)
and (12).

GVA,=DP +MU,-IC,, (11)

where GVA - gross value added of opium
(KZT million);

DP - domestic production of opium (KZT mil-
lion);

MU, - trade margin of opium (KZT million);

IC, - intermediate consumption of opium
(KZT million).

MU, =C, *(Pr,-Pu), (12)

where MU - trade margin of opium (KZT mil-
lion);

C - consumption of opium (grams);

Pr, - retail price of opium (tenge);

Pw, - wholesale price of opium (tenge).

According to the calculations, opium consumption does not
exceed 400 kg in different years, due to the high price of opium
and non-proliferation measures in Kazakhstan. Here, GVA is es-
timated to be from KZT 214.1 million to KZT 826 million in dif-
ferent years. Consequently, its GVA in GRP is very small in con-
nection with such insignificant amount and proportion.

The evaluation of heroin, opium and cannabinoids traffic-
king by regions is shown in Figure 6.

As shown in Figure 6, there is a steady decline in the share of
GVA regarding GDP. In 2016, it amounted to KZT 199,306.5 mil-
lion (USD 596.726 million), which is 0.58%. The largest share
was observed in Zhambyl, Mangistau, South Kazakhstan re-
gions. The persistently low share in Figure 6 shows the dyna-
mics of GVA drug trafficking, which reflects a decrease.

Fig. 5: GVA from cannabinoids turnover by regions in 2016, KZT million
Source: Calculated and compiled by the authors based on data [5; 18-21]
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Kazakhstan are heroin, cannabinoids
and opiates. Heroin consumption has
the largest share among all types of
drugs, due to its prevalence among
consumers. Despite the lack of pro-
duction of heroin on the territory of
Kazakhstan, its transit and distribu-
tion remains stable.

The results of the evaluation re-
flect the trend in general statistics
for various government bodies in
Kazakhstan which collect data on
various areas of accounting for the
amount of seized narcotic drugs and
the number of drug addicts. In Ka-
zakhstan, no systematic work is car-
ried out to collect data and evaluate
illicit activities in the form in which
it could be compared with the main
macroeconomic indicators.

This fact confirms that it is ad-
visable to use the tabular method of
Eurostat to estimate the volumes of

Fig. 6: Changes in the share of GVA of heroin, opium and cannabinoids in GRP drug business and the non-observed
of the regions of Kazakhstan for 2011-2016 (%) economy in Kazakhstan. The authors’

Source: Calculated and compiled by the authors based on data [5; 18-21] findings and approaches used to de-
termine the share of drug trafficking

5. Conclusions in Kazakhstan’s GDP make it possi-
The evaluation of the share of illicit drug trafficking in Ka- ble to determine the amount of penetration of drug business in-
zakhstan’s GDP and GRP in 2011-2016 has shown a decli- to the system of the country’s national accounts. To apply the

ning trend in recent years: its share of GVA regarding GDP of obtained results in practice, it is necessary to adjust the system
Kazakhstan in 2016 amounted to KZT 199,306.5 million (USD for collecting and presenting statistical data for different state
596.726 million), which was 0.58%. The most common drugs in bodies, leading them to unified standards.
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