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ECONOMIC ANALYSIS (SUMMARY)1 
 

1. Economic growth. Kazakhstan’s economy grew by 10.4% per year on average during 
2000–2006 (Figure 1). Its gross domestic product (GDP) per capita, in current prices, increased 
fourfold—from $1,228 in 2000 to $5,322 in 2006—and it graduated from a lower-middle-income 
country to an upper-middle-income country. An expanding oil economy, higher wages, and easy 
access to bank credit catalyzed a growth process. Kazakhstan showed classic symptoms of the 
Dutch Disease—an appreciating real exchange rate, a shrinking share of the manufacturing 
sector in the economy, and expanding non-tradable sectors like construction and services.  
 

  
 

2. Kazakhstan’s growth model unraveled with the onset of the financial crisis in the latter 
half of 2007 and the economy was hit again when oil prices crashed as global economic 
conditions worsened in the last quarter of 2008. Growth slowed down by 1.8 percentage points 
in 2007, followed by a sharp slowdown in 2008 (Figure 1). The economy contracted in the first 
three quarters of 2009 before registering a strong rebound, largely based on the oil sector, in 
the fourth quarter of 2009 to register a small positive growth for the year.  
 

3. Anti-crisis program. The government responded with an anti-crisis program comprised 
of fiscal stimulus, monetary policy measures, and a bailout package to support the banking 
sector. The economy rebounded sharply in 2010 with 7.0% overall growth, and 10.2% growth in 
the non-oil sectors on account of strong anti-crisis measures, improved global conditions, revival 
in external demand for oil and minerals, and bank restructuring (even though credit to the 
private sector remained weak). Kazakhstan maintained its economic momentum in 2011 by 
growing at 7.5%, underpinned by strong performance of the agriculture and services sector and 
continued public investment spending.  
 

4. Determinants of Growth. Extractive industries, in particular oil, were the backbone of 
Kazakhstan’s economic performance during 2000–2010. The share of oil in the economy 
doubled during the 10-year period (Figure 2); its share in exports increased to 63% in 2010; and 
the mining sector (i.e., oil plus other extractive industries) attracted one-third of the total 
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investment. The oil sector benefitted from increased foreign investments, increased demand for 
oil in the global markets, and hardening of energy prices.  
 

5. Demand side. A boost in private consumption on account of increasing wages and easy 
access to credit provided a stimulus to growth in the first half of the 2000s until the onset of the 
credit crunch in 2007 (Figure 3). Private consumption decelerated sharply in 2008 and 
contracted in 2009, but recovered in 2010 and 2011 based on higher real wages, and a 
stabilizing real estate market. Investments in the oil sector in the first half of the 2000s and the 

post-2005 period boosted growth but slowed 
down sharply during the crisis years.  
Investment picked up in 2011 in the 
manufacturing, transport, and warehousing 
sectors. After growing robustly through 
2000–2007, exports of goods and services 
slowed down sharply in 2008 and 2009 as a 
result of anemic global economic conditions 
and lower demand. Exports picked up in 
2010 as global economic conditions 
improved and rose by 46% in 2011 because 
of high oil prices. Imports, which had been 
increasing, contracted during 2008 and 
2009 but increased during 2010 and 2011 
as consumption and investment activities 
gained momentum. 

 
6. Supply side. The industrial sector, which grew by 12.7% from 2000 to 2004, slowed 
down sharply in the second half of the 2000s and recorded only single-digit growth rates 
(Figures 4 and 5). During the crisis years of 2008 and 2009, the industrial sector grew at only 
1.2% per annum largely on account of the slowdown in the oil, gas, and mining sectors.  
 

  
  

7. Agriculture sector. The agriculture sector showed weak performance from 2002 to 
2004 (Figures 4 and 5) but rebounded from 2005 to 2007, benefiting from higher productivity as 
well as favorable weather conditions. However, severe droughts led to a decline in agricultural 
output in 2008 and 2010, intercepted by an increase in output in 2009. Growth in the sector 
jumped by 26.7% in 2011, reflecting a doubling of grain production during the year. 
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8. Construction and services. The construction sector grew strongly until 2007 based on 
momentum in the oil economy, coupled with easy access to credit and foreign direct investment 
(Figures 4 and 5). The services sector decelerated sharply in 2008 and shrank marginally in 
2009, reflecting lack of consumer spending and a contraction in the financial services sector. 
The services sector resurged in 2010 and 2011, buoyed by growing economic activity. The 
construction sector had also relied heavily on cheap funds; it came to a grinding halt in 2008 
and contracted in 2009 as the financial crisis deepened. To prevent an outright collapse of the 
real estate sector, the government provided funds, as a part of its anti-crisis measures, to 
support the construction sector. The sector posted positive growth in 2010 and 2011. 
 

9. Consumer price inflation. Consumer price index (CPI) remained in the 5%–7% range 
until mid-2004 when it picked up pace (Figure 6). The increase in CPI was on account of food 
items and services, based on increasing demand, soaring property prices, credit expansion by 
the banks, capacity limitations, and an increase in real wages that was faster than increases in 
labor productivity (Figure 7). The CPI moved into double digits in 2007 based on food price 
inflation. By the end of 2008, as commodity prices crashed and domestic demand weakened, it 
moderated to 9.5% and continued this downtrend in 2009. The CPI in 2010 was 7.1%, 
marginally lower than 7.3% for 2009. Inflation picked up at 8.3% in 2011, higher than the 6%–
8% target of the central bank, reflecting double-digit increases in food and fuel prices.  
 

  

10. Unemployment rate. Unemployment fell gradually from 12.8% in 2000 to 5.8% in 2010. 
However, despite stellar economic performance in the mid-2000s, unemployment fell by only 
2.2 percentage points from 2003 to 2008 compared with a 4 percentage point drop from 2000 to 
2003. 
 

11. Monetary Policy. The exchange rate faced upward pressure in the mid-2000s, with the 
inflows of oil revenues, which generated the challenge of preventing overheating of the 
economy. The National Bank of Kazakhstan (NBK) responded by increasing the refinancing 
rates (Figure 8), increasing minimum bank reserve requirements, practicing partial sterilization 
through open market operations, and allowing a nominal appreciation of the tenge. However, 
broad money and credit to the private sector continued to grow despite steps taken by NBK to 
reduce liquidity and tighten money supply, as domestic banks borrowed from abroad (Figure 9).  
 

12. Liquidity crunch. A liquidity crunch followed, however, and borrowing costs increased 
with the onset of difficulties in international capital markets in August 2007. This reduced the 



4 

ability of Kazakh banks to service their foreign debt and led to a sharp increase in domestic 
interest rates. The NBK consequently opened a short-term credit line for liquidity support. It 
injected about $18 billion into the banking system in August and September 2007. It also cut the 
refinancing rate from a peak of 11.0% in March 2008 to 7.0% in September 2009 and 
maintained this rate until March 2011 when it was increased to 7.5%.  
 

  
 
13. Kazakhstan’s banking sector was, therefore, heavily exposed to the real estate sector 
and international capital markets. The resulting increased credit growth was accompanied by 
increased credit risk. The share of nonperforming loans (NPLs, defined as past due loans over 
90 days) in the loan portfolio increased from 5.2% at the end of December 2008 to 21.2% in 
December 2009 and 24.7% in February 2011 (Figure 10). In its June 2012 Article IV 
consultation report, the International Monetary Fund reported that NPLs remained high at about 
32% (as of March 2012).2 To mitigate the risks associated with the deteriorating quality of bank 
loans, the NBK took several measures. The banks’ liquidity ratio was increased and asset 
classification requirements tightened. To address the risks from currency mismatches, the 
ceiling on banks’ foreign-currency denominated lending was lowered.  
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14. Exchange Rate. As mentioned in para 11, the tenge strengthened through the mid-
2000s as a result of the inflow of petrodollars and foreign direct investment. In June 2006, the 
tenge breached the T120 = $1 mark and the NBK intervened to bring it back within the range of 
T125–T130 = $1. Nominal exchange rate appreciation, combined with inflation differentials, 
contributed to a real exchange rate appreciation (Figure 11). The balance sheets of banks, 
households, and businesses were already exposed to exchange rate shocks on account of 
currency mismatches. A currency crash would have deepened the crisis. In August 2007, fears 
of a run caused the tenge to slump from T125 = $1 to T150–T170 = $1. The NBK intervened, 
using foreign exchange reserves of $6 billion from October 2008 to January 2009, to bring the 
tenge back to T120 = $1.  
 

 
 

15. To avoid further loss of reserves and competitiveness vis-à-vis Russia, which devalued 
the rouble by 18% in January 2009, the NBK devalued the tenge on 4 February 2009 by 20% to 
T150 = $1 (with a 3% band). As economic recovery gathered pace and oil prices increased, the 
NBK introduced a wider, asymmetric trading band of +10% – 15%, leading to an exchange rate 
of around T150 = $1 in February 2010. Over the course of 2010, the nominal exchange rate 
appreciated marginally, even though the NBK intervened to prevent the tenge from appreciating 
sharply. On 28 February 2011, the central bank abolished the corridor for the tenge–US dollar 
exchange rate and introduced a managed float regime. The nominal exchange rate depreciated 
in the second half of 2011 while the real exchange rate appreciated against the US dollar by 
5.7% (because of domestic inflation). 
 

16. Fiscal balance. Kazakhstan’s fiscal balance was positive or a small negative from 2003 
to 2006. With the onset of crisis, expenditures increased (except in 2009) as some budget funds 
were used to finance the anti-crisis measures. Revenues, on the other hand, fell on account of 
lower tax revenues resulting from weak economic activity, and lowering of tax rates as part of 
anti-crisis measures. The budget has, therefore, been in a deficit since 2007. Budget revenues 
picked up in 2010 as a result of the improvement in economic activity, higher oil prices, and the 
reintroduction of an oil export duty. A concurrent shift from a personal income tax flat rate of 
10% to a progressive income tax (with rates of 10%–20%) further lifted revenues. The fiscal 
deficit consequently narrowed to 2.4% of GDP in 2010 and 2.1% in 2011. 
 

17. A National Fund of the Republic of Kazakhstan (NFRK) was established to insulate the 
economy from oil price volatilities and windfall gains as well as save part of the oil wealth for 
future use. Since mid-2006, all payments from the oil sector accrue to the NFRK, and then a 
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part is transferred to the budget according to predetermined guidelines. This has helped ensure 
transparency in the use of oil funds. A total of $11 billion from the NFRK was pledged to support 
the anti-crisis program. Assets of the NFRK stood at $43.7 billion at the end of 2011. 
 

18. Current account. Kazakhstan ran a current account deficit during 2000–2010, except 
for in years 2000, 2004, 2008, and 2010. While the trade balance was positive during this period 
(Figure 12), a negative balance on the services, income, and transfers has persisted stemming 
from payments for construction, freight, and insurance, and income payments to foreign direct 
investors. Exports increased 7.7 times in US dollar terms from 2000 to 2008 based on 
increasing oil prices and demand, before declining by 40% in 2009 under the weight of the 
global financial crisis. However, exports recovered in 2010 as global economic conditions 
improved. Over the same period, imports also expanded rapidly because of increased 
investment activity and growing consumption until these declined in 2009 as a result of the weak 
economy on account of the crisis. The decline in import volumes continued in 2010, although in 
US dollar terms imports picked up by 10%. Capital inflows have more than covered the current 
account deficit, adding to international reserves during 2000–2010 (except in 2007). Gross 
international reserves stood at $29.3 billion at the end of December 2011 (Figure 13). The 
current account posted a strong surplus equivalent to 7.3% in 2011 based on high oil prices—
this contributed to the net accumulation in the NFRK and international reserves in 2011.  
 

  
 
19. External debt. Kazakhstan’s total external debt increased almost tenfold from 
$12.6 billion in 2000 to $123.8 billion in 2011 (Figures 14). The composition of the total external 
debt also changed considerably. A large share (about 44% in 2010) of the total external debt is 
intra-company debt, mainly reflecting liabilities for direct investment by oil companies. As a 
share of GDP, total external debt increased from 69.3% in 2000 to a high of 98.2% in 2009 
(Figure 15) before decreasing to 66.5% in 2011. Public external debt equaled 2.9% of GDP in 
2011.  
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20. Economic prospects. Following the crisis, Kazakhstan has demonstrated a V-shaped 
recovery driven by a revival in external demand for oil, higher oil prices, and anti-crisis 
measures. The outlook is for steady moderate growth—over 6% during 2012–2016—driven by 
economic activity in the oil and mining sectors, including coming onstream of the Kashagan oil 
field, high public investment in infrastructure and industrialization to support the diversification of 
the economy, and an expanding services sector. Kazakhstan’s entry into the Common 
Economic Space with the Russian Federation and Belarus will expand trade among the three 
countries. The current account will remain in surplus based on high oil prices and rising 
production, even as imports increase on account of consumption and investment. Revenue 
measures taken by the state will lead to a progressive narrowing of the fiscal deficit. The 
government has targeted reducing the non-oil deficit to below 3% of GDP by 2020. At the same 
time, annual transfers from the NFRK will allow meeting social and infrastructure spending 
requirements without exceeding budget parameters. Some inflationary pressure will remain on 
account of global food and oil prices as the NBK targets an inflation band of 6%–8%. 
Kazakhstan’s overall macroeconomic environment is expected to remain conducive to 
sustaining growth and maintaining stability.     
 
21. Key risks. Despite these favorable economic prospects, key risks remain that may 
undermine growth. Failure to address the problem of NPLs fully and continued risk aversion of 
the banking sector could continue to restrict private sector access to credit and hamper 
investment. The reemerging weaknesses in global financial markets and rating downgrades of 
various European banks may also impede recovery of the financial sector in Kazakhstan. With 
lowered growth prospects of Europe and the United States, a double-dip global recession, if it 
happens, could result in falling international oil prices from lower aggregate demand, and could 
adversely affect Kazakhstan’s growth, exports, and external and fiscal account balances. The 
Asian Development Bank has already revised its growth forecast for Kazakhstan downward to 
5.8% for 2012. This is why Kazakhstan needs to accelerate progress to address the twin 
challenges of diversifying the economy and reducing reliance on oil, as well as avoiding the 
middle-income trap in the long term. A broad-based strategy incorporating these principles will 
also make Kazakhstan’s growth more inclusive and create employment opportunities.  
  




