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Executive Summary 

 
1. The shock. Challenging environment of global oil market has different effects on 
countries depending on the diversification level of economy in general as well as how flexible 
an economy will respond to external shocks. Undiversified industry and a big proportion of oil in 
total export of Kazakhstan posed challenging issues to policy makers. Thus falling world prices 
of oil resulted in decreased revenues of the country from oil export. At the same time, 
devaluation of Russian currency increased import. Even though Kazakhstan decreased import 
and export of industrial goods overall, inability to apply protectionist measures against surged 
cheap imports of consumer goods from Russia due to common borders and integration within 
the Eurasian Economic Union led to the deterioration of trade balance.  

2. In general, external shock posed headwinds to the economy through two main 
transmission channels: trade and financial channel.  

3. An impact of the external shock on the economy of Kazakhstan was reflected by two 
threats through the trade channel. The first one is a decrease of net export resulted from fall of 
oil export.The second type of harm to the economy was found from trade analysis with main 
partners, namely Russia, China, and EU. If the overall trade with China and EU projected same 
decelerated pattern, fall of large imports relative to export volumes from Russia led to positive 
windfall gain through contraction of negative net export. 

4. The growth rate of real GDP decreased dramatically and comprised 1.2% compared to 
4.2% in 2014. Government support programs helped to increase household consumption, 
mitigate the negative wealth effect and reduced internal demand caused by high inflation, and 
devaluation of national currency by 100%. Despite the reduced average real income in the 
economy, household consumption, and gross capital formation made a positive contribution to 
the GDP growth against deteriorated net export caused by reduced demand from main trade 
partners and falling oil and metal prices. On the production side, general economic activity 
decreased in all sectors, however, industrial production fell mainly due to a contraction in 
mining and quarrying.  

5. With the intention to design fiscal rules and medium-term frameworks to path the 
economy into the growth trajectory policymakers had to operate by taking into account 
accumulated external debt. Meanwhile, macroeconomic vulnerabilities to external shock in the 
financial channel was mainly grounded by featured a high level of dollarization, which caused 
an increase in non-performing loans in the banking sector, as well as increased risk premium 
that was a result of both the rising uncertainty related to the large external shock and rising 
public debt. 

6. Policy Response. Under the current global economic framework, a fiscal policy 
continued to play an essential role alongside with accommodative monetary policy and 
structural reforms in building confidence and, where appropriate, sustaining aggregate 
demand. 

7. Monetary Policy. During 2014, in an environment of persistent risks and pessimistic 
growth perspectives, the National Bank of Kazakhstan as ways to enhance the business sector 
activity provided short-term and long-term liquidity to banks, mainly with the intention to 
decrease the negative consequences of 20% devaluation of tenge, falling oil prices and 
devaluation of the Russian ruble. Furthermore, the National Bank diminished its maneuvering 
speed with monetary tools as demand for liquidity was settling during the first half of 2015. 
Additionally, the National Bank kept on giving refinancing loans to bolster poor performing 
banks. However, the risks related to high inflation expectations limited the monetary policy 
room to maneuver. 

8. To provide breathing room for rebalancing the shocking burden in banking sector 
modifications were introduced to minimum reserve requirements in March 2015 with a more 
definite structure and detailed approach. The National Bank managed effectively its reserves 
by intervening into the foreign exchange market to sustain the level of the exchange rate. 
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However, the severe decrease in oil prices put a persistent upward pressure on tenge, so that 
on August 20, 2015, the National Bank of Kazakhstan announced the free-floating exchange 
rate regime.  

9. Detailed analysis of foreign currency reserve operations of the National Bank revealed 
that there were opportunities to execute smooth devaluation and overcome dramatic 
consequences of unexpected devaluation to the whole economy. Since smooth devaluation of 
national currency could have another outcome in general. Implementation of smooth 
devaluation with some fixed corridor could have strengthened the trust of people to the 
National Bank, and lead to the efficient realization of dedollarization plan. Moreover, 
households and corporate sector could have been prepared by cleaning up their balance sheet 
from foreign currency dominated liabilities, and implementation of structural reforms along with 
this dedollarization plan could have softened the economic slowdown. 

10. Decreased growth expectations of business performance in the economy and 
speculative demand for foreign currency did not allow the National Bank of Kazakhstan to stop 
its interventions in the foreign exchange market. So NBK resumed its participation in the 
market alongside with management of its channel of the policy transmission, namely by setting 
target interest rate on one-day operations in the currency market at 12 percent in September 
2015. 

11. A looming increase in the instability of tenge exchange rate encouraged the NBK to 
increase the base rate to 16% and contract the financing cost band to ±1. Exogenous driver to 
economic fundamentals, such as predictions about increasing Fed. Rate, devaluation of tenge 
and speculative attacks in the market prompted the NBK to decrease its participation in the 
market to save its reserves. On February 2, 2016, the National Bank set its base rate at 17 
percent with the deviation of ±2 percent and in April-July, this rate diminished to 13 percent ±1 
percent. Among these arrangements organization of Monetary Policy Committee, which is in 
charge of the usage of money related issues, can be considered as the establishment of 
structural anchor for banks to guide them toward medium-term objectives. Generally, inflation 
expectations revolving after the exchange rate depreciation enabled the policymakers to 
increase the interest rate. Policy rates went down from 19 percent in the February of 2016 to 
13 percent in the July of 2016 after inflation expectations started to decrease. One main 
cornerstone to the effective implementation of monetary policies is a high level of dollarization. 
These worries were addressed by dollarization plan. It included prohibition of payment in 
foreign currency in intercountry transactions, decrease of interest rates’ upper-limit for dollar-
nominated deposits from 4 percent to 2 percent, increase of upper limit to 14 percent for tenge-
denominated deposits, and expansion of the maximum amount of tenge deposits from 5 million 
tenge to 10 million tenge eligible for insurance Kazakhstan Deposit Insurance Fund. 

12. Fiscal policy. With a high level of public debt, Kazakhstan addressed the burden of 
shock by introducing well-grounded fiscal frameworks. Recalculation of Republic budget, which 
comprise 80% of the government budget, finally resulted in decreased deficit in absolute terms. 
Thus, fiscal policy was contractionary, but reduced expenditures were efficiently directed to 
support the most vulnerable sectors of the economy.  Basic social expenditures were not 
decreased. Social expenditures (on health, education, social protection, what is more culture) 
as a share of GDP was held at 6.9 percent, comparatively higher than in the preceding two 
years. Particularly, government initiated supportive measures to the economy through two 
projects: 1 trillion tenge financial backing project executed for 2014-15, which addressed 
fundamental banking sector problem related to non-performing loans (NPLs), and the second 
was Nurly Zhol infrastructure advancement program, which is arranged to build transport 
infrastructure and provide subsidized credit to SMEs for 2015-17. The government’s financial 
assets were used to adjust gradually to the shock from lower oil prices; nonetheless, spending 
cuts were not unavoidable. 

13. Tightening of government expenditure was expressed through cuts in spending by 611 
billion tenge for 2015 budget plan, in planned capital expenditures for 2015, cuts in unspecified 
spending (comparable to 5 percent of GDP throughout three years), which enabled to modify 
the financial buffers. Similarly, reduced spending in the affirmed plan for 2016-18 was 
channeled to implement fiscal policy. In addition, a medium-term Economic Support Package 
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program, which incorporates $12 billion (5.8 percent of GDP) spending from the National Fund, 
was carried out. Further reform of tax administration, income base provided space for 
productive spending on education, health, and infrastructure, as well as for programs to help 
the poorest in society. Policy makers worked out programs aimed at supporting entrepreneurs 
and combined them into one anti-crisis plan. JSC Damu specialized on financing SMEs and 
Kazakhstani Bank of Development specialized on financing large companies. 

14. At the same time, government spending was reduced significantly. However, $2 billion 
Development Policy Loan from the World Bank and $1 billion Countercyclical Support Facility 
from the Asian Development have increased the external debt of the government.  

15. The overall budget of Nurly Zhol amounted 839.9 billion tenge, and it was directed to 
the road sector, housing infrastructure development, non-completed housing projects, 
reconstruction of utilities, construction of schools and kindergartens, financing of domestic 
auto-producers. For SMEs, financing 200 billion tenge and about 30 billion tenge for loans to 
exporters were allocated. At the end of 2015 plan of additional measures with 817.5 tenge for 
2016 was announced to boost the economy.  

16. Totally, fiscal policy expenditures added up for more $12 billion in 2014, more than $18 
billion in 2015, highly exceeding the yearly guaranteed transfer claim, which is $8 billion. In 
2016, the amount ought to diminish and account for $13 billion. In general, policymakers have 
fewer resources to apply supportive programs to the economy.  

17. Structural Policies. Assessment of existing structural problems against the basic 
requirements, and going the through the process of elimination as well as implementation of 
new ones will help to root the economy to the long-term recovery and build fundamental 
protective mechanisms for external shocks. 

18. The sharp decline in oil prices was a reminder of the vulnerabilities inherent in a highly 
concentrated reliance on oil exports of Kazakhstan’s economy, on the other hand, paved the 
way for diversification and implementation of fundamental changes. Structural policies were 
founded to rebalance the economy toward consumption-driven growth. Specifically, “100 
Concrete steps” program integrated main goals of economy development: the creation of a 
modern and professional civil service, ensuring the rule of law, industrialization and economic 
growth, a unified nation for the future, transparency, and accountability of the state. Land, tax 
reforms, simplifications for legalization procedure, boosters for business, electricity reforms, 
investment climate reforms, reforms helping to innovations, projects for integration to world 
transport system, also structural arrangements in the education system, labor mining sectors.  

19. Land privatization reform was postponed for five years because of protest happened in 
April 2016. Due to doubts of business sector concerning the increased tax burden Tax code 
reform is being slowly implemented. Other initiative projects are being implemented according 
to the approved schedule. It is worth to emphasize that among these reforms privatization 
declared in November 2015 was a crucial one, since it stressed the critical role of structural 
reforms in rebuilding competitiveness and boosting medium-term growth prospects in the 
economy. Reforms addressed fundamental issues in the economy: to diminish the state's role 
in the economy, to expand foreign direct investment, to enhance the proficiency of asset 
management and secure financing for the spending deficiency. 

20. The price collapse that has shaken the oil market and increased risk expectations in 
emerging markets diminished the attractiveness of investments by foreign investors. In order to 
resolve this type of problem, the government of Kazakhstan developed innovative projects. 
Long-term perspectives related to attraction of foreign investment were considered in the 
framework of a new international financial center (AIFC) to be created on the site of the Astana 
Expo 2017. In addition, the government has introduced reforms to improve the investment 
climate. "Yellow Page Rule" enactment was another plan intended to increase the 
competitiveness of domestic industry. As of end-2015 parliament had passed 59 legislative 
acts supporting the implementation of the “One Hundred Concrete Steps” initiative, including 
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measures to modernize and professionalize the civil service, strengthen the rule of law, and 
enhance public sector transparency and accountability1

. 

21. As long-term solutions to the vulnerability of the economy to external shocks, many 
aspects of development including legal system were considered. Specifically, existing laws 

were examined, advocated and changes in a legal system were implemented. An 
Anticorruption Bureau inside the Ministry of the Civil Service will focus on creating an approach 
and preventive measures, while the production of another code of morals and the presentation 
of Ethics Commissioners are required to support open trustworthiness. To reinforce the 
standard of law, another Civil Procedures Code and another Law on the High Judicial Council 
were embraced. The efficiency of the court was improved by the adoption of three levels of 
legal frameworks: courts of the first instance, appeals, and cassation. Law on Access to 
Information intended to build open cooperation in basic leadership forms came into power in 
2016, which is assumed to guarantee online access to up to 70 percent of open archives. 

22. Operational support. Established relationships with international organizations 
demonstrated the importance of getting support from the international community and the 
ability to initiate a global dialogue during bad times. Many international financial institutions 
operating in Kazakhstan supported government initiations both Nurly Zhol and “100 Concrete 
steps”. About half of the Nurly Zhol financing is provided by IFIs. They give grants and provide 
loans to public and private sectors. The European Bank for Reconstruction and Development, 
World Bank, and Asian Development Bank assist Kazakhstan through development projects. 
IFIs contributed to the stabilization of the economy by funding infrastructure, roads, public 
sector reforms, structural reforms and facilitating the transition to the Inflation targeting 
monetary regime. IFIs put efforts to promote Kazakhstan’s long-term development by providing 
financial resources, knowledge, expertise and technical assistance to the authorities. For 
Kazakhstan without IFIs financial and knowledge, support it will be very difficult to implement 
structural reforms. 

23. In 2015, $1 billion loans from ADB was directed to economic programs to counter the 
steep decline in oil prices and the economic slowdown of neighboring countries by modernizing 
infrastructure and maintain spending programs for job creation, social services, support low-
income households and private-sector development, particularly SMEs. Country Operations 
Business Plan for 2016-2018 (COBP), which is consistent with Country Partnership Strategy, 
was approved by ADB. 

24. Technical assistance intended to develop non-resource sectors, green energy 
promotion, and reduction of state role in the economy came mostly from EBRD. World Bank 
has given 40 advances to the nation for an aggregate sum of more than $6.8 billion, of which 
around 65 percent, or over $4.4 billion, has as of now been dispensed. 

25. The role of international organizations in support of the state to achieve a 
comprehensive and industrial development is vital, therefore measures against economic 
slowdown should be considered by taking into account these opportunities.  

26. The issue and the change needed. Analysis of current situation in oil market suggests 
the long-term nature of the price shock. As it was mentioned, careful investigation of the 
underlying source and understanding the nature of the shock hitting the economy is crucial for 
identification of the appropriate monetary and fiscal policy mix. Also, structural impact on 
economy requires fundamental changes in reforms, meanwhile fiscal and monetary policies 
can address only cyclical shocks.  

27. Ideally, a fiscal adjustment needs to progress gradually, building on measures that limit 
damage to demand in the short term; monetary policy needs to stay supportive of activity; 
financial policies need to help improve the pass-through of monetary policy, and structural and 
other policies need to spur potential output and global demand rebalancing. 

28. Global implications of low oil prices revealed inherent problems in the economy. 
Namely high level of dollarization, undiversified economic sectors, constrained the effects of 

																																																								
1
 http://documents.worldbank.org/curated/en/119541468948826131/pdf/107133-WP-ADD-SERIES-

KazakhstanALongRoadtoRecovery-PUBLIC.pdf 
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implemented policies. Outcomes from moving toward free-floating exchange rate regime vividly 
demonstrated these issues by the requirement of active intervention of the National Bank into 
the foreign exchange market.  

29. On the other hand, under the current oil market situation, Kazakhstan started to 
implement and enhance its long-term strategy. Since Kazakhstan highly depends on oil export 
it should pursue growth-friendly fiscal rebalancing and structural reforms to boost potential 
growth. In this context, structural reforms are the most beneficial ways tending to the 
fundamental changes in the Kazakhstani economy. Implementation of the Plan of the Nation 
“100 steps”, including land reform, tax reform, legalization initiative, business procedures 
improvement, electricity sector reform, investment climate reform, mining sector reform, 
education system reform, labor and social system reform are considered to be one of the main 
tools under the given framework. Reforms should stimulate both short-run and long-run 
demands.  

30. Looking at the medium-term consequences of this latest price decline, the real question 
is how the structural reforms will be realized and implemented. The recent observation of the 
slow use of funds eliminated potential positive outcomes in terms of absorbing recession and 
considered as one of the signals of the large budget deficit that does not allow financing 
announced measures.  

31. Many experts have largely predicted radically different scenarios for the future price of 
oil. What is important for the economy of Kazakhstan is to implement measures to decrease 
dollarization in deposit side and loan side of the banking sector, decrease illegal outflow and 
support Kazakhstani producers that can replace imported goods. Financing projects most 
importantly through national currency funding are believed to enhance competition by means of 
backing on private sector support. In the context of high dollarization, the provision of national 
currency loans would be an important tool of market-based dollarization and would foster the 
domestic securities market.  

32. In the case of high oil prices, Kazakhstan should decrease external debt as much as 
possible. Since the external position of a country plays an important role in determining 
domestic interest rates and its vulnerability to a crisis. Another point is that external debt 
problem harms net outflow by causing permanent downward pressure on exchange rate 
devaluation, leading to the decline of population demand and possibilities for successful 
execution of economic reforms. If oil price stays below $50 per barrel then nominal GDP, 
National Bank reserves, National Fund assets will contract. If oil price is above $50 then the 
country has an inflow that compensates all types of outflow. 

33. Recent news about the starting project “Kashagan” proves optimistic vision of the 
future. At the end of 2016, the launch of Kashagan oilfield is expected to start. The initial 
volume of production at Kashagan is expected at the level of about 35,000 tons on December 
2. This huge project will reach full capacity only in 2022 but even the beginning capacity should 
add about 0.5 percent to economic growth in 2017. According to Wood Mackenzie 3, only 2.7 
billion barrels of new supply was discovered in 2015. This is the smallest amount since 1947. 
According to Wood Mackenzie forecast in 2016 new minimum will be registered. This may 
create conditions for oil deficit in the nearest future and hence rapid growth of oil price. This 
positive scenario will give a new chance for Kazakhstan to reconsider past mistakes and 
implement future strategies to overcome next oil price dropped. 

34. However, under both good and bad scenarios, domestic oil production is expected to 
begin increasing in 2017, if the Kashagan offshore oilfield starts to work, this will lead to GDP 
growth and improve the fiscal and current account balances. 

35. Going forward, fruitful execution of the government’s yearning structural changes, 
including full implementation of institutional reforms and capacity building, human capital 
formation and continued investment in infrastructure should boost productivity and 
competitiveness in the non-oil economy. Over time, this is expected to lay the foundation for a 
more sustainable and diversified development path in Kazakhstan. 



	

1. Introduction and Background 
 

1. The stunning fall in oil prices in June 2014 has caused important global 
macroeconomic issues over the last few years. Most investigations revealed that the oil 
phenomenon appears to be a mix of the two forces - demand and supply, with a higher 
weight of supply shock. Decreased demand was explained by the poor performance of 
emerging market economies based on the repeatedly revised downward growth forecasts. 
The fact that Chinese economy changed its focus toward less oil intensive sectors is another 
contributing factor to demand. On the supply side, two main drivers were: the increase of oil 
production in the USA over the last five years and the strategic decision of OPEC aimed to 
bring down oil price and clear market from high-cost competitors. It seems that in next 2-3 
years supply-driven and demand driven causes of oil price decline will persist, therefore, 
countries highly dependent on oil export should apply structural reforms when considering 
adoption for new world conditions. 

2. Diversified economies of developed countries allow them to absorb external shocks 
effectively. Usually developed economies are not only efficient in absorbing external shocks 
but also big enough to cope with them. Moreover, large developed economies become a 
source of the problem themselves that transforms into a shock wave spread worldwide. 
Medium-sized economies like Kazakhstan do not have a diversified economy and export 
structure, but they may have an ability to accumulate reserves to absorb short-lived shocks. 
However, when shocks last more than one year or even more they cause economy and 
reserves contractions. 

3. If briefly state the history of the economic development of Kazakhstan, it is important to 
mention that after the collapse of the Soviet Union and economic distress in the 1990s, 
Kazakhstan experienced double-digit growth of the economy in 2000s. The growth mainly 
was explained by the rapid increase of oil export, which started from $3 billion in 1998 to $56 
billion (about 60 percent of total export)2 in 2013, which was supported by a nine-fold 
increase in oil price and tripled oil production. However, the oil price shock since June 2014 
necessitated raising fundamental questions about sources of the shock and future of the 
country. Because of the large external shock, growth prospects of Kazakhstan have 
significantly deteriorated posing major challenges for macroeconomic policy makers. The 
shock had a large negative impact on the economy – now export revenues are equal to the 
amount of outflow caused by import, repayment of external debt and illegal outflow of capital, 
including loans of the quasi-public sector. If oil price falls to $30 per barrel, outflow can 
exceed inflow by $10 bln annually bringing down reserves of the National fund and National 
bank. Nevertheless, the falling trend of import before the shock hit the economy encourages 
to believe for good economic outcomes in future, namely in the first half of 2016 volume of 
import decreased by 50 percent since 2013.  

4. The second factor, which affected Kazakhstan economy, was a recession in Russia 
followed by rubble devaluation. Due to the recession in both countries, Kazakhstan 
decreased import and export of industrial goods, but the import of consumer goods remained 
stable in dollars and surged in rubbles while export fell. Rapid devaluation of rubble put 
production of Kazakhstan under big pressure – common borders and integration within the 
Eurasian Economic Union did not allow applying protectionist measures. 

5. In the light of uncertainty in the global economy, it is important for Kazakhstan to define 
the right mix of macroeconomic policies: monetary policy; fiscal policy and structural policies. 
Monetary and fiscal responses are relevant in the case of cyclical shocks; meanwhile, only 
structural reforms are needed in case of structural shocks. Therefore, it is crucial to 
understand the nature of the external shocks. Government authorities implemented different 
tools as a response to shocks.  

6. Kazakhstan cannot apply only one of these policies due to the structural nature of the 
current shock. Moreover, monetary policy is limited by the high level of dollarization and 

																																																								
2
	Committee of Statistics of the Republic of Kazakhstan	



	2	

permanent downward pressure on the exchange rate of national currency. Fiscal policy is 
also limited by high-level of the budget deficit and public debt. Three main reasons can 
explain the constrained potentials of cyclical policies: outside shock reflects fundamental long 
lasting changes in the oil market as opposed to short-run fluctuations; increased risk premium 
of the country causes the interest rate of the economy to rise up; growing public debt limits 
the fiscal policymaker’s ability to counter the effects of external shock. Implementation of the 
Plan of the Nation “100 steps”, including land reform, tax reform, legalization initiative, 
business procedures improvement, electricity sector reform, investment climate reform, 
mining sector reform, education system reform, labor and social system reform are 
considered to be one of the main tools under the given framework. Reforms should stimulate 
both short-run and long-run demands. 

7. In the given paper, we will cover the impact of the oil price decline through 
transmission channels to the economy of Kazakhstan, the macroeconomic policy response to 
the shock and the role of IFIs, which is targeted to recover and push the economy into the 
prospective trajectory.  A description of the economy of Kazakhstan before the recent oil 
price shock, a namely overview of the main economic indicators before 2014, will help to 
reveal main changes after the oil price shock.  

 

 
  



	

	

3	

 

2.  The impact of external macroeconomic shocks on the economy of Kazakhstan  
 

2.1 The shock 

	

8. Kazakhstan is a medium-sized economy with enough reserves to cope with external 
shocks causing high volatility. However, weak side of the economy is that undiversified 
industry and its export– oil, and gas sector takes about 40.3 percent of industry and 65 
percent of export (Figure 5). Therefore, any external shock that leads to a rapid oil price 
decline becomes painful for the economy.  

9. In 2008-2009 Kazakhstan experienced short-lived shock, when oil prices fell down 
below $50 per barrel and that lasted about two quarters – then oil prices quickly recovered 
and even returned to $100 per barrel. This time, prices stabilized within $40-50 range. Some 
forecasts (e.g. Goldman Sachs) in base scenario suppose that prices will stay in $45-50 range 
until summer 2017. In the case of negative scenario, the price could be much lower.  

 
Table 1. Key economic indicators of Kazakhstan in 2010-2016 

Indicator Unit 2010 2011 2012 2013 2014 2015 2016 
Nominal GDP bln. $ 148.05 192.63 208.00 236.63 221.42 184.39 133.65 
External debt, excl. intercompany 
lending 

bln. $ 
65.95 62.74 69.31 75.85 77.98 71.62 74.96* 

GIR
 
+assets of National Oil Fund

 
bln. $ 59.26 72.95 86.20 95.51 102.45 91.38 90.75 

Export bln. $ 60.27 84.34 86.45 84.70 79.46 45.96 36.78 
Import bln. $ 31.13 36.91 46.36 48.81 41.30 30.57 25.17 
Net export bln. $ 29.14 47.43 40.09 35.89 38.16 15.39 11.61 
Oil production mln. ton 79.70 80.10 79.20 81.80 80.80 79.30 78.04 
Brent price, annually $/barrel 9.61 111.26 111.63 108.56 98.97 52.35 43.55 
Inflation  % 7.80 7.40 6.00 4.80 7.40 13.60 8.5 
USD/KZT KZT 147.35 146.62 149.11 152.13 179.19 221.73 342.16 
Source: National Bank of the Republic of Kazakhstan, BP Statistical Review 
*as of 01.10.2016 
 

10. One year of low oil price has to lead to a devaluation of national currency by 100 
percent, reserves contracted by $7 bln., net export decreased from $38.9 bln. to $15.39 (Table 
1). In this context devaluation consequences, itself can be considered as a shock to the 
economy. For Kazakhstan, external shocks have a wide impact on economy through trade, 
financial channels. In addition, the fact that Kazakhstan has accumulated external debt over 
the last 10 years has put boundaries for policy applications. 
 

2.2  Trade Channel 

11. The external shock spilled over into trade through two directions. The first direction 
was a decrease of oil export and a hence decrease of net export. Figure 1 shows that export 
fell from $17.3 bln. in the fourth quarter of 2014 to $10.5 bln. in the same quarter of 2016, 
which was almost 39 percent decrease. Import fell from $10.9 bln. to $7.4 bln., which was 
almost 32 percent decrease. Net export plummeted from $6.4 bln. to $3.1 bln. (2 times), which 
was nearly 52 percent decline.  
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Figure 1.Merchandise trade of KZ in 2013-2016 (bln. $, quarterly) 

Source: Committee on Statistics of the Republic of Kazakhstan 
 
12. The second direction was a trade with main partners – Russia, China, and EU. Export 
to Russia fell by 28 percent in 2015 and fell by 32 percent in 2016. Import decreased by 24 
percent in 2015 and in 2016 (Figure 2.a.). Comparing figures before the shock hit the 
economy it was revealed that import volume was three times bigger than export in 2013, 
import decline in nominal terms was larger. In general, negative net export contracted from -
$12.1 bln. in 2013 to -$6.0 bln. in 2015 and leveled off at -$4.9 bln. in 2016. It was the effect of 
“multiplying two minus signs” – recession in both countries decreased mutual trade and hence 
the negative net export decreased in absolute values, that is, the positive consequence for 
Kazakhstan. But the problem was in late 2014 when rubble devalued by 100 percent, leading 
to a sharp decrease in export of Kazakhstani consumer goods to Russia and rapid increase in 
import of Russian consumer goods. In spring 2015, the situation stabilized.  
 

Figure 2. Export and Import Growth Rates (Annual Percent Change) 

(a) Trade with Russia 

 
Sources: Committee of Statistics, Ministry of National Economy of the Republic of Kazakhstan 

  
13. Trade with EU also contracted due to the recession and the overall decline of business 
activity. Export fell by 45 percent in 2015 and declined by 24 percent in 2016. Import fell by 20 
percent in 2015 and declined by 17 percent in 2016. (Figure 2.b) 
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(b) Trade with the EU 

 
 Sources: Committee of Statistics, Ministry of National Economy of the Republic of Kazakhstan 

 
14. The same pattern was revealed in a trade with China.  Export showed a steady decline 
by 44 percent in 2015 and fell by 23 percent in 2016. Import fell by 31 percent in 2015 and fell 
by 28 percent in 2016 (Figure 2.c). Of course, the overall trade demonstrated the same 
pattern of change in trade components (Figure 2.d.).  
 

(c) Trade with China 

 
Sources: Committee of Statistics, Ministry of National Economy of the Republic of Kazakhstan 

 
(d) Total trade 

 
Sources: Committee of Statistics, Ministry of National Economy of the Republic of Kazakhstan 
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Figure 3.Trade Diversification by Countries (2012-2016) 

15. The analysis shows that external position of Kazakhstan has been weakened largely 
by the fall of oil price. On the other hand, the prices of non-oil commodities in international 
markets continued to fall since the end of 2011, adding its negative effect to the whole picture.  

16.  Devaluation of tenge did not help to increase net export, which fell by 37 percent in the 
first half of 2016 as compared to the first half of 2015. The absence of structural reforms 
makes it difficult to rise export and to reduce import. Devaluation creates several negative 
consequences, which prevent the improvement of the net export. They are: 

- import becomes more expensive causing inflation of consumer goods, that decreases the 
purchasing power of population; 
- price on local goods also increases because of imported inputs and dollar-nominated loans; 
- revenues on local market fall causing the deficit of liquidity to finance production; 
- due to the further devaluation expectations banks will continue to close lending, especially 
for those companies which financial position has been worsened; 
- local producers are out of liquidity and therefore are forced to reduce production; 
- only those producers with a big share of export in revenue established before devaluation 
have good possibilities to rise export despite a fall in revenue in the local market.  
 
17. The Customs Union, which started its operation from the 1st of July in 2010, caused an 
increase in import of consumer goods from Russia – over 4 years from 2010 to 2013, its 
import of consumer goods surged by almost 100 percent leaving less space for local 
producers. This was another push factor to worsening the financial position of local producers 
after the oil price shock over the 2014-2016. In general, main export and import partners of 
Kazakhstan are EU, Russia, and China. 
 
 
 
 
 (a) Imports                                                                     (b) Export 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Committee of Statistics, Ministry of National Economy of the Republic of Kazakhstan 

 
 
18. According to the latest world data of nominal price indexes of metals and energy, also 
price indexes in agriculture, prices began to recover, so it is expected that this will contribute 
to increasing in export revenue. Energy prices are recovering, coal prices soared due to 
strong demand and continued supply tightness in China resulting from government efforts to 
reduce coal capacity by the end of 2016. Natural gas prices rose due to stronger demand and 
a number of liquefied natural gas (LNG) production outages, notably the Gorgon project in 
Australia. Metals prices increased because of strong demand in China and tightening supply, 
notably for zinc and lead because of the closure of several large mines in Australia, Canada, 
and Ireland. Nevertheless, grains prices declined due to record crops in rice, maize, and 
wheat.[17] 
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Figure 4.Monthly indices, nominal US  
dollars, 2010=100 

Figure 5. The share of commodities in 
Kazakhstan's exports 

 
 
     
 
 
  
                                                                          
       
        
 
 
 
 
 
 
 
 
 
Source: Worldbank                                                                              Sources: Committee of Statistics, Kazakhstan 

 
 

2.3 Financial Channel 
19. A financial channel represents another transmission channel of the oil price shock. As 
it was mentioned, the main impact of this channel was worsened by the high level of 
dollarization. In Kazakhstan historical level of USD-deposits amounts to 30-40 percent (Figure 
6), but after the oil price shock, it reached 69 percent in 2015 leaving banks without long-term 
tenge liquidity and the possibility to lend in tenge. 

20. Another side of dollarization is lending. In 2009 share of loans in foreign currency 
reached almost 50 percent, which means that any devaluation of national currency will cause 
default risk for the business sector on dollar-denominated debt.  

 
Figure 4. Share of deposits and loans in foreign currency, share of NPLs in Banking 

Sector 

 
 
Source: National Bank of the Republic of Kazakhstan 

 
21. The banking sector is burdened by a large stock of non-performing loans (NPL), which 
causes high vulnerability to external shocks.  In 2009 after 20 percent devaluation of national 
currency share of non-performing loans increased from 7 percent to 37 percent within a year. 
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Figure 5. Monetary Policy Rates in Kazakhstan 

In 2010-2013, monetary authorities tried to stabilize exchange rate despite regular 
expectations of devaluation, but in 2014-2015 Kazakhstan experienced more than 100 percent 
devaluation. In 2015, National bank required commercial banks to write-off NPLs until 10 
percent of the portfolio but banks used many tools to hide NPLs formally writing them off the 
balance sheet. Without it, current share on loans in foreign currency would be equal to 70-80 
percent. Nevertheless, excluding write-offs, banks report only 35 percent, which is also high 
supposing risks of a further increase in NPLs.  

22. The financial channel also influenced on interest rates in money market resulted in an 
increase of risk-premiums. In January 2014 conflict in Ukraine contributed to the rise of 
required returns in the money market, at the end of 2014 oil shock had led to 100 percent 
surge in interest rates and this increasing pattern was followed by 300 percent climb by the 
end of 2015. Unexpected decision of National Bank to close liquidity window for commercial 
banks in the latter case can be considered as a harmful response.   Currently, the situation 
has been stabilized. 

 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: KASE 

 

2.4 Real sector of economy  

23. Economic activity decreased in all sectors, however, industrial production contracted 
mainly due to a contraction in mining and quarrying.  

 
Figure 6. Decomposition of the incremental GDP growth by components obtained using 

the production method, YOY, bln. KZT 

 
 

Ukraine		
Oil	shock	

Transition	to	

free	float	
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24. Agriculture, foster, and fisheries sector in Kazakhstan are one of the less developed 
sectors of the economy, which accounts for only 5% of GDP. The output growth rates of the 
industry demonstrated positive value from 2014 to 2015, thus had a positive contribution to 
economic growth in general. However, one of the top sectors of Kazakhstan's economy in 
terms of production and export - mining industry has demonstrated the maximum decline over 
the considered period. The index of the physical volume of production in the sector fell by 
2.5% because of decreased volume of crude oil production by 1.7% and metal ores by 2.3%, 
in monetary terms, the volume of production in mining industry declined by 14% over the one 
year. Volumes of production of coal and lignite decreased by 7.2% and iron ore by 22% in 
2015. 
25. Falling oil prices and metals, as well as lower demand from major trading partners of 
Kazakhstan, contributed to the reduction of export. Manufacturing industry demonstrated small 
growth by 0.2% against 1.6% year ago. Nevertheless, deteriorated real income of the 
population and the purchasing power of household, as well as fall in general economic activity 
led to the dramatic fall of the growth rate of the wholesale and retail trade. 
 

Figure 7.Growth rates of physical production and real GDP 

 
Sources: Committee of Statistics, Kazakhstan 

 
 
26. Slowing economic growth, in general, was due to a decline in mining and quarrying 
production, slower growth in the manufacturing industry, wholesale and retail trade, 
information and communications, real estate transactions. Nevertheless, positive output 
growth in agriculture (4.4%), education (by 3.2%), health and social services (3.0%) 
contributed to the GDP growth. Totally, it can be said that the fall of real GDP growth rate, 
which constituted almost 1.2% in 2015, was mainly caused by the fall of oil price and reduced 
demand for Kazakhstan’s export by main trading partners. 
 

2.5 External debt 

27. External debt, which has been accumulating quickly since 1999 when it was equal to 
$6 billion, has bounded fiscal policy response over the 2014-2016. During 2000-2007, external 
debt was increasing by 30-70 percent annually, mainly by banking and oil and gas sector. In 
2008-2009 “window of external debt” was closed and since then external debt basically 
expanded by intercompany lending (IL) and government debt has reached now almost $154 
billion, or 90 percent of GDP (Figure 10). Without intercompany lending, the external debt 
stabilized within $67-72 during last 5 years.  
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Figure 8. External debt of Kazakhstan and Payment on External debt of Kazakhstan 
(principal and interest, in $ billion) 

Source: National Bank of the Republic of Kazakhstan 
 
28. In order to evaluate the position of Kazakhstan in the foreign market, it is worth to 
emphasize the following historical facts. Since 2009, Kazakhstan needed to repay the debt of 
$25-30 billion annually of total external debt, or $15-20 billion excluding intercompany lending 
(Figure 10). Outflow caused by repayments was compensated by inflow from net export in 
2010-2014, but starting from 2015 outflow created permanent pressure on the exchange rate, 
reduced the capacity of the banking sector to finance economy, increased the probability of 
stagnation.  
 
29. After the crisis in 2008-2009, the government decided to consider the debt of quasi-
public sector as a potential source of future liabilities of the government. Therefore, National 
Bank started reporting on a debt of quasi-public sector. Now, this sector amounts external 
debt almost $33 billion and equals 45 percent of total external debt excluding intercompany 
lending. Moreover, in the case of low oil prices, the government will need to finance budget 
expenses necessary to support state companies and SMEs. Taking into account that during 
the crisis only government can be a good borrower, there is a high probability that share of the 
quasi-public sector in total external debt will rise.  
 

Table 2.Components of the External debt 

In million USD 2013 2014 2015 2016 

External debt of Kazakhstan 148 753 157 062 153 456 165 364 

Excluding intercompany debt 79 336 79 050 72 459 74 960 

Debt of the  state  and quasi-public sector 33 048 35 980 32 456 36 603 

The debt of the private sector 46 288 43 070 40 004 38 357 

Source: National Bank of the Republic of Kazakhstan 
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3. Policy Response 
 
This section is dedicated to monetary, fiscal and structural policy response description. 

 

3.1 Monetary Policy 

30. Main directions of the monetary policy of the Republic of Kazakhstan were identified on 
January 25, 2013, for the next couple of years. Within the framework of this document 3 
scenarios of economic development for 2013-2015 were considered, the average level of 
world oil prices was determined as a key criterion for division into scenarios. [10] 

31. The National Bank began the introduction of a new transmission mechanism of 
monetary policy in 2012. Implementation of this mechanism involved the adoption of 
measures to determine the interest rate corridor of the National Bank, the launch of the 
auction for the repurchase of securities, the introduction of new instruments to provide liquidity 
(standing facilities) to further improve the mechanism of minimum reserve requirements and 
foreign exchange politicians. It is also assumed that the main instrument of the anti-inflationary 
policy of the National Bank will be interest rate generating in the short-term money market 
instruments. In other words, from that time the National Bank intended to control inflation by 
regulating the cost of raising liquidity of financial institutions, thereby affecting the credit 
activity of commercial banks and thus changing the supply of money in the economy and the 
money supply.  

32. For more than 10 years, the main objective of the National Bank was to ensure price 
stability corresponding the revision of the National Bank Act entered into force on 1 January 
2014. With a mandate, the National Bank announced the annual inflation target corridor and 
was accountable to the President on the achievement of a failure to reach the relevant target 
parameters. In other words, from a formal point of view, the National Bank carries out inflation 
targeting for more than 10 years - at least, all the trappings of inflation targeting are present for 
more than 10 years. However, the recent oil price fall contributed to the acceleration of this 
long-term adoption process of inflation targeting and resulted in a management of free float 
abolishing the trading corridor control of the national currency. 

33. The impact of external shocks on the monetary policy of Kazakhstan has been clearly 
expressed in the exchange rate changes of national currency over the last few years. In 2014, 
the reduction of quantitative easing in the US caused a flow of capital from emerging to 
developed economies, putting pressure on the currencies of these countries. To restore the 
external competitiveness, the National Bank devalued tenge by 20%. 

34. 20 percent devaluation of national currency in 2014 challenged the economy of 
Kazakhstan. This had demonstrated the importance of the National bank interventions to 
sustain the exchange rate. In February 2014, the National Bank made required interventions 
to set the exchange rate band at 185 tenge per $1, in addition, ±		 3 tenge, which further 
resulted in high inflation. Notwithstanding, the impact of this devaluation on prices was 
constrained and had an effect over the short term only. In February 2014, the level of inflation 
was 1.7 percent, in March 2014 – 1.0 percent. Beginning from April 2014, the month-to-month 
inflation rate diminished and went in line with the patterns of the previous years. The 
measures taken by the Government of the Republic of Kazakhstan to control the unjustified 
price and tariff increase were likewise contributory to the lessening of the inflation rate. Before 
the end of 2014, the inflation rate was diminishing because of the decrease in the marginal 
prices for gas and diesel fuel in December 2014 in light of falling world costs of oil. During that 
time diminishing costs of production in Kazakhstan and the growth of cheap imported products 
from the Russian Federation resulted from ruble devaluation contributed to falling rate of the 
inflation.  

35. Currency market experienced high volatility over this period in 2014. In January-
February, the National Bank distributed short-term tenge liquidity to banks through reverse 
repo. At the beginning of 2014, expectations of devaluation and unpredictable exchange rate 
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adjustment caused high fluctuations in exchange rate market. Beginning from April 2014, the 
situation in the currency market had calmed down and the business sector rates were at low 
levels aside from certain taxation periods. Since July 2014, the National Bank had started to 
lend the long-term tenge liquidity to banks through cross-currency interest rate swaps. This 
projected some level of confidence in expectations and helped to lessen the unpredictability of 
market rates (Table 3). [11] 

Table 3.Monetary Policy Instruments in 2014-2016 

Purpose 
Type of 

instrument 
Instrument Collateral Duration Frequency 

Liquidity 
provision 

Standing 
facilities 

(at fixed rates) 

Reverse REPO 
(purchase of securities 
with agreement to sell 

them) 

Govt bonds, other 
securities in 

Tenge 
1 day daily 

Open market 
operations 
(auctions) 

FX swap foreign currency 1/7 days if needed 

Reverse REPO 
(purchase of securities 
with agreement to sell 

them) 

Govt bonds, other 
liquid securities in 

Tenge 
7 days 

2 times a 
week 

Liquidity 
withdrawal 

Open market 
operations 
(auctions) 

Direct REPO (sale of 
securities with 

agreement to buy them 
back) 

government 
bonds 

7 days 
2 times a 

week 

Treasury Bills of NB RK   
28/91/182 

days 
weekly 

Standing 
facilities 

(at fixed rates) 
Deposits   1/7 days daily 

Source: National Bank of the Republic of Kazakhstan 

 
36. Over the first half of 2014, the monetary policy of the National Bank was expected to 
diminish fluctuations and stabilize the money market rates as well as the exchange rate. 
Toward the end of 2014, demand for tenge liquidity increased despite devaluation 
expectations. Since November 2014, the National Bank began to infuse short-term tenge 
liquidity through reverse repo in the Kazakhstan Stock Exchange Market. Lack of guarantee 
for reverse repo led to an infusion of the greater part of liquidity through overnight exchange 
swaps. Therefore, interest rate fluctuations in the money market were diminished following the 
start of 2015 compared to 2014. 

37. Also, National Bank and Government developed dollarization plan to diminish the level 
of dollarization in the banking sector, particularly on the deposit side, which remains very high. 
In February 2015 Government offered to prohibit payment in a foreign currency in intercountry 
transactions. National Bank offered to decrease upper-limit of interest rates for dollar-
nominated deposits from 4 percent to 3 percent - later in fall 2015, it was decreased to 2 
percent. As for tenge-nominated deposits, their upper limit interest rates were increased to 14 
percent remaining at that level. Also, National Bank increased the maximum amount of 
deposits from 5 million tenge to 10 million tenge to be eligible for insurance Kazakhstan 
Deposit Insurance Fund – this was done only for tenge-nominated deposits. 

38. Liquidity demand has stabilized in the first half of 2015, subsequently, the National 
Bank diminished its interventions. In June and July 2015, liquidity infusion and absorption 
operations were carried out without the National Bank's participation. Refinancing loans were 
provided by the National Bank to help for poor performing banks during that time. The volume 
of reverse repo in January-July 2015 added up to 4.9 trln. tenge, with the weighted normal 
yearly yield of 5.5 percent; the volume of overnight reports in the Kazakhstan Stock Exchange 
was 425.6 bln. tenge, with the weighted normal yearly yield of 14.88 percent; and overnight 
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foreign exchange swaps in the Kazakhstan Stock Exchange –19.6 trln. tenge, with the 
weighted normal yield of 15.5 percent for every year.  

39. New regulations concerning the minimum reserve requirements made in March 2015 
can be considered as a major aspect of upgrades in the system of fiscal arrangements. The 
more definite structure of reserve liabilities was presented, which proposed the breakdown of 
liabilities by types of currencies: domestic currency and foreign currency. Also, a technique 
used in the calculation of minimum reserve requirements was changed to enhance liquidity 
administration abilities of commercial banks, nevertheless the averaging principle wasn’t 
changed.  

40. The National Bank has constrained the offer of cash in a vault to 70 percent of the 
average amount of minimum reserve requirements over the times of their decision making to 
establish the required volume of commercial banks’ demand for liquidity. Since banks had no 
accessible resources in tenge, there was no demand for liquidity absorption instruments. 
Therefore, the National Bank did not put short-term notes in the first half of 2015. The volume 
of deposits pulled in from banks during the first half of 2015 amounted to 605.9 bln. tenge, 
which is just 3.1 times less than in the comparable period of 2014. Foreign exchange reserves 
selling operations launched by the National Bank in the domestic currency market to bolster 
the exchange rate were additionally helpful for liquidity assimilation. In January-July 2015, the 
exchange rate of tenge stayed stable with a slight deterioration by 2.8 percent. To support the 
exchange rate, the National Bank effectively intervened, primarily by trading foreign exchange 
reserves. The policy of exchange rate, which was expected to support stable exchange rate of 
tenge, was not effective in light of oil shock and caused volatilities in the economy. 
Subsequently, on August 20, 2015, a new free-floating exchange rate regime was announced. 
New regime allows reacting to outside shocks automatically and achieving stable equilibrium 
exchange rate tenge quickly after the occurrence of structural changes.  

Opportunities for smooth devaluation 

41. Unexpected establishment of a new free-floating exchange rate regime caused the 
dramatic fall of the real incomes of the population, the sales and production of consumer 
goods as well as the economy in whole. Only few commodity companies, some large 
enterprises in agriculture and food industries, which were export oriented, experienced 
positive outcomes from the sudden devaluation of tenge. Nevertheless, some firms did not 
profit from devaluation because of the high level of liabilities in foreign currency. Meanwhile, 
smooth devaluation of national currency could have another outcome in general. Since the 
implementation of smooth devaluation with some fixed corridor could have strengthened the 
trust of people to the National Bank, and lead to the efficient realization of dedollarization plan. 
Moreover, households and corporate sector could have been prepared by cleaning up their 
balance sheet from foreign currency dominated liabilities, and implementation of structural 
reforms along with this dedollarization plan could have softened the economic slowdown. The 
prior announcement of smooth devaluation by the National Bank and unexpected decision to 
move to a new exchange rate, which was not well grounded by fundamental factors, have 
totally worsened the credibility of the National Bank’s announcements. Especially inflation 
targeting regime requires credibility, which is created from history.  

42. According to research papers, credibility is expected to improve the efficiency of 
monetary policy transmission, particularly through the expectations channel. In terms of policy 
implications, it implies that candidates for an inflation-targeting framework need to previously 
make institutional reforms that will ensure an initial high level of credibility. Otherwise, an initial 
weak credibility could lead to higher and self-sustaining volatility in interest rates (as indicated 
by our GARCH experiments), which in turn would trigger higher macroeconomic instability. 
Thus, worsened credibility of the National Bank is a central concern in practical central 
banking. [9] 

43. As one of the main explanations supporting sudden devaluation of national currency 
resulted from a new floating exchange rate regime was excessive use of foreign currency 
reserves of the National Bank to maintain the exchange rate. It is true that devaluation of 
overpriced tenge was unavoidable in the long term, however, there were opportunities to 
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execute smooth devaluation and overcome dramatic consequences of unexpected 
devaluation to the whole economy. This can be revealed by detailed analysis of foreign 
currency reserve operations of the National Bank.  

44. Over the 2012-2015 NB purchased $8 bln. annually as a result of exchange operations 
of guaranteed transfers from the National Fund. In addition, in 2014 and 2015 additional 
targeted transfers contributed to the increase of foreign currency reserves of the National 
Bank. Another source of increasing the foreign currency reserves by NB is the increase of the 
external debt of state and state-owned companies. Moreover, in 2014 banks obtained loans 
from NB through swaps by exchanging foreign currencies to NB. Throughout this period 
reserves decreased only in 2013. Therefore, it is reasonable to assume that NB could sustain 
smooth devaluation with subsequently fixed exchange rate within some interval without 
dramatic loss of reserves. 

Table 4.Foreign currency operations of the National Bank, $ bln.3 
 2012 2013 2014 2015 (Jan-Jul) 
Purchase of foreign currency 12.5 10.4 24.5 12.2 
Guaranteed transfers from NF  8 8 8 8 
Targeted transfers from NF   5.5 3 
State/state-owned companies (foreign 
loans) 

4.5 2.4 3 1.2 

Swaps (Banks directly, not through KASE)   8  
Sales of foreign currency 12.5

4
 13.9

5
 22 6 

Purchase-Sales 0 -3.5 2.5 6.2 
Source: Ministry of Finance, National Bank of the Republic of Kazakhstan 
 

45. Despite the new free-floating regime, high devaluation expectations stayed among the 
market participants, thus speculative demand for foreign currency increased. In September 
2015, the National Bank resumed dynamic interventions in the foreign currency trading to 
stabilize the circumstance in the domestic currency market under the excessive exchange rate 
fluctuations. Establishment of the free-floating exchange rate regime encouraged the National 
Bank to activate its interest rate transmission channel. In September 2015, the National Bank 
introduced the base rate – the objective interest rate on one-day operations in the money 
market at 12 percent. Rates on the standing facilities for liquidity infusion and absorption set 
the upper and the lower limits at 17 percent and 7 percent. In September 2015, the National 
Bank began to lead open market operations to infuse liquidity through auctions for security 
deals with the reverse sale at the base rate. In September-October 2015, the volume of such 
operations added up to 159.4 bln. tenge with the weighted normal rate of 13.9 percent. 
Amongst September and October 2015, the National Bank carried direct repo operations 
accounting for 578.6 bln. tenge, and foreign exchange swaps accounting for 217.5 bln. tenge, 
at the rates of 17.0 percent and 45.2 percent, correspondingly. 

46. Over September-October 2015, the volume of short-term notes issued accounted to 
202.4 bln. tenge and direct repos added up to 1.5 trln. tenge. Consequently, the TONIA rate 
stabilized inside the settled boundaries by National Bank. To reduce high fluctuations in 
money market and inflation expectations on October 2, 2015, the National Bank raised the 
base rate to 16 percent and contracted the band to ±1. In November 2015, external markets 
experienced fundamental deteriorations. Low commodity prices, low currency values of 

																																																								

3
	Without the foreign currency operations of the National Fund, since the inflow of the foreign currency from abroad 

targeted to pay taxes to Kazakhstan government by international companies initially was exchanged by NB, then 
played taxes in KZT by foreign companies were exchanged by NB for dollars as a result of operations with the 
Ministry of Finance. Thus, annually the net effect of purchase and sales of foreign currency by NB particularly 
because of NF operations was zero. 

4
	Approximate estimate based on a number of sales of foreign currency in 2012	

5
	Approximate estimate obtained from adding $3.5 bln. ($3.5 bln. total reserve decrease according to the official 

data NB in 2013) 
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Kazakhstan's primary trade partners, and expected an economic slowdown in these countries 
against the US Fed's goal to raise its interest rate built further devaluation expectations of the 
national currency. 

 
 

Figure 9. TONIA (Tenge OverNight Index Average) indicator 

 
Source:KASE 

 
47. Mentioned factors prompted devaluation expectations in the local market that was 
joined by expanding speculative demand for foreign currencies from large participants and 
population. In this environment, in November 2015 the National Bank minimized its 
intervention in the foreign exchange market in order to safeguard the gold and foreign 
currency assets. The National Bank dropped its primary decision to keep the interest rate 
inside a specific corridor and kept on providing liquidity in the money market. The global 
market slowdown in December 2015 brought an impressive devaluation of tenge by 10.5 
percent and a constrained infusion of liquidity to commercial banks by the National Bank, thus 
created spikes in the money market over some periods by reaching 300 percent at one point 
in time.  

 
 

Figure 10. TONIA (Tenge OverNight Index Average) indicator, base rates, and targeted 
ranges 

 
 

    
 
Source:KASE 
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48. Since December 2015, the National Bank has been taking measures to keep up the 
balance in currency and money markets. From December 24, 2015, the National Bank started 
to give short-term liquidity in the currency market, and at end of January 2016, the half of total 
market volume was carried out by the National Bank. Therefore, the National Bank's dynamic 
money market interventions stabilized the interest rate. Rates on one-day repo and swaps 
diminished from 80 percent in December 2015 to 25 percent at end-January 2016. Global oil 
price stabilized during that time, which led to the improvement of the domestic foreign 
exchange market and fall of interest rates.   

49. In January 2016, the National Bank canceled its constraints for use of cash in a vault in 
accordance with minimum reserve requirements. On February 2, 2016, the National Bank set 
its base rate at 17 percent with the deviation of ±2 percent. In April-July, this rate diminished to 
13 percent ±1 percent. Moreover, the NBK built up Monetary Policy Committee, which 
implements monetary policy, also it makes a daily appraisal of liquidity in the banking sector 
and interbank market improvements. Those arrangements will help to create an international 
financial center in Astana. [12] 

Figure 11. USD/KZT Exchange Rate 

 
Source: National Bank of the Republic of Kazakhstan  

 
50. After the exchange rate depreciation, the inflation expectations increased dramatically. 
Policy rate was increased to tame the high inflation expectations and was kept constant for 
two quarters until inflation expectations started to decrease. The National Bank started a 
gradual easing cycle after an increase of inflation expectations was reversed. Policy rates 
went down from 19 percent in the February of 2016 to 13 percent in the July of 2016. Inflation 
was the above the target of 8 percent and has been increasing since 2015 Q3 owing to the 
sharp devaluation of national currency during the transition to the free-float regime.  

51. It is worthwhile to emphasize that even though liquidity provision and interest 
management are the core functions of central banks all over the world, excessive 
interventions into the money market against fluctuations, as well as adoption of base rate and 
provision of liquidity via swaps are new instruments used by the National Bank of Kazakhstan 
targeted to soften the impact of external oil price shock.  

52. Moreover, Kazakhstan’s interest-rate transmission channel has not been developed 
properly in the past, so that it can influence economic activity and thereby change the inflation 
rate. Therefore, the establishment of the base rate during a volatile period of economic 
development is an attempt to recover and to improve this transmission channel of monetary 
policy. Specific features of Kazakhstan’s economy, such as the high proportion of imported 
goods in consumer basket, low trust for Central Bank (high level of deposits in foreign 
currency which was about 55.5% at the end of 2014), hence volatile inflation expectations, 
makes it difficult to implement standard monetary policies against external shocks and impact 
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on the real sector of economy effectively. 

 
Figure 12. Annual Inflation rate (Forecast after February 2017) 

 
Source: Own estimates [Appendix1] 

 
53. Small changes in overall level of lending, which is the main instrument of monetary 
policy to stimulate the economy, indicates the effectiveness of anti-crisis measures 
implemented to stabilize the economy and the financial sector.  

 
Figure 13.Credits to the economy, trln. tenge 

 
Source: National Bank of the Republic of Kazakhstan 

 
 

3.2 Fiscal Policy 

54. The government had established a strategic plan to promote economic growth and as 
a response to shock launched new programs in the framework of the long-term plan.  

55. During 2015 the government adopted a countercyclical fiscal stance combined with a 
fiscal adjustment to the capital budget. The government continued implementing two fiscal 
stimulus programs launched in 2014 in an effort to offset what appeared to be a temporary 
drop in oil prices. The first was a short- term KZT 1 trillion economic support program to be 
implemented in 2014-15, and the second was the Nurly Zhol infrastructure development 
program, which is planned for 2015- 20. Both programs were financed with resources from 
the Oil Fund.3 These resources rose from US$11 billion in 2013 to US$12.2 billion in 2014 
and more than US$18 billion in 2015, far exceeding the annual guaranteed transfer of US$8 
billion. As it became clear that oil prices would remain low over the medium-to- long term, the 
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government launched a medium-term fiscal adjustment in March 2015 by cutting some lower 
priority capital expenditures for 2015. However, off- budget support to the ailing national oil 
company4 caused the nonoil deficit to widen from 10.1 percent of GDP in 2014 to 12.5 
percent in 2015, though it is expected to narrow again in 2016. [16]  

56. Additional expenditures of these two financial backing projects decreased the 
consolidated fiscal surplus from 3.4 percent of GDP in 2013 to 0.9 percent in 2014. 

 
Table 5.Distribution of 1 trillion tenge from National Fund (in billion tenge) 

 
Program 2014 2015 

1 Construction of infrastructure in SEZ 50.0 81.0 

1.1. National industrial petrochemical technopark SEZ 24.5 68.5 

1.2. Horgos SEZ 24.5 12.5 

1.3. Astana New City SEZ 1.0 0.0 

2 Support of entrepreneurship 100.0 100.0 

2.1. SMEs
 
 projects (Damu) 100.0 50.0 

2.2. Large enterprises projects (Kazakhstan Bank of Development) 0.0 50.0 

3 State support of industrial innovation activities- 2 projects 75.0 0.0 

3.1. Increase of authorized capital (KBD) 25.0 0.0 

3.2. Purchase of KBD’s bond 50.0 0.0 

4 Fund of problem loans  250.0 0.0 

5 Government reserve 0.0 250.0 

6 EXPO-2017 25.0 40.0 

7 Reconstruction of new terminal in Astana airport 0.0 29.0 

Total 500.0 500.0 

Source: Ministry of National Economy 

 
57. The planned 2015 Republican budget was cut by 611 billion tenge (US$3.3 billion), 
pared down mainly by postponing non-priority investment expenditures and delaying 
increases in public salaries until January 1, 2016. Budget cuts were partially offset by 
additional 339 billion tenge disbursements from the Oil Fund for the Nurly Zhol program. 
Assuming relatively stable external conditions, in the near term, the Nurly Zhol program is 
expected to have a positive impact on employment, though its impact on GDP growth is likely 
to be marginal due to the budget cuts. [15]  

58. In general, state budget deficit was reduced in absolute values as a result of changes 
made in republic budget plan for 2015, which comprise 80% of state budget. Thus, the fiscal 
policy was contractionary 

Table 6.Changes made in the republican budget, bln. tenge 

 
Name 
 

2014 
Report 

Recalculations made in planned 
budget for 2015 

2015 
Report 

Plan from 
28 November 2014 

Report 
2016 

28.11.14 11.03.15 30.11.15  2016* 2017*  

I. Total 
Receipts 

5 988.5 6858 5 988 5 921.5 6 251.1 6982.7 6 971.1 7759.5 

% of GDP 14.7 15.7 14.5 14.2 15.3 13.8 12.2 17 

Nominal 
growth, % 

113.6 114.5 87.3 98.9 105.6 101.8 99.8 124.1 

Revenue 5 908.8 6 745 5 874.9 5 806.8 6 136. 9 6 902 6 928.6 7 662.2 

% of GDP 14.5 15.4 14.2 13.9 15 13.7 12.1 16.8 

Nominal 
growth, % 

114.1 114.2 87.1 98.8 105.7 102.3 100.4 124.9 

 Revenues 
(w/o 
transfers) 

3 805.5 4 159.5 3 219.9 3 174.2 3 504.4 4 606.2 4 971.7 4581.9 
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Source: Ministry of Finance 
*Nominal growth rates for 2016, 2017 were calculated based on planned budget for 2015 

 
Fiscal indicators 

Government revenues  

59. Over the period 2012-2016, revenues, in nominal terms, illustrated a very similar 
pattern as nominal GDP (Figure 16). Overall, this share increased along with total revenues, 
which have averaged 19 percent of GDP over the study period. With a correlation coefficient 
of 0.98, the series represent not only a change in trend in 2014 (because of shock) but also a 
smooth growth afterward. Notably, the incremental growth of total receipts decreased in 2015. 
Economic slowdown reduced tax revenue, non-tax revenue, as well as proceeds from sales of 
fixed assets. Nevertheless, total receipts increased due to transfers, which balanced out the 
negative effect of other components. In 2016 the marginal increase in total government 
receipts was 4 times larger than in 2015 (Figure 17). 

 
 
 
 
 

Nominal 
growth, % 

105.1 109.3 77.4 98.6 110.4 110.7 107.9 131 

Tax revenue 3 666.1 4024.4 3 064.8 3 013 3 332. 9 4 505.9 4 867.2 4 275.9 
Non-tax 
revenue 

131.7 125.6 145.6 151.4 162. 7 88.8 92.1 298.2 

Proceeds 
from sales 
of fixed 
assets 

7.7 9.5 9.5 9.8 8. 7 
 

11.5 12.4 7.8 

Transfers 2 103.3 2 585.5 2 655 2 632.6 2 632. 5 2 295.8 1 956.9 3 080.3 
Guaranteed 
transfers 
from NF  

1 480 1 702 1 702 1 702 1 702 1 480 1 702 2 110 

Targeted 
transfers 
from NF 

475 707.5 783.5 755.3 754.4 372.5  745.6 

Repayment 
of budget 
credits 

79 112.1 112.1 113.4 112.8 
 

78 42.1 93.6 

Proceeds 
from sale 
of the state 
financial 
assets 

0.6 1 1 1.4 1.4 
 

2.7 0.4 3.7 

II.TOTAL 
Expenditur
es 

7 069.7 7 855.1 7 244.5 7 179.2 7 163.2 8 042.2 7 943.6 8500.7
6 

% of GDP 17.3 18 17.5 17.2 17.5 15.9 13.9  

 Nominal 
growth, % 

118 111.1 92.2 99.1 99.8 102.4 98.8  

III.DEFICIT 
(surplus) 

-1 081.2 -997.1 1 256.5 -1 257.7 -912.1 -1 059.4 -972.5 -741.2 

% of GDP -2.7 -2.3 -3 -3 -2.2 -2.1 -1.7 -1.62 

Non-oil 
deficit 

-3 036.2 -3 406.6 - 3 742 -3 175 -3 368.4 -2 911.9 -2 674.5 -3596.8 

 % of GDP -7.5 -7.8 -9.1 -8.9 -8.2 -5.8 -4.7 -7.86 

GDP 40754.8 43721.3 41307.6 41701.2 40884. 1 50449 57207.7 45732.
1 

Nominal 
growth, % 

115.5 107.3 94.5 101 98 115.4 113.4 111.9 
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Figure 14.Government revenues and GDP, trln. tenge 

Figure 15.Contribution of receipt components to annual incremental growth, bln. tenge 

 

                                                                               
Source: Ministry of Finance       

 
 
 

 
 
Source: Ministry of Finance                                 

 
60. In nominal terms, tax revenue followed the upward trend from 2012 till 2015 with a 
small drop by 5 percent in 2015 compared to 2014.Indirect components such as corporate 
income tax, personal income tax, social tax, excise tax, constituting approximately 50 percent 
showed an increasing pattern from 2014 to 2015. The only drop was attributed to VAT, which 
ranged between 20 percent -30 percent of total revenues, fell in 2015 (Figure 18) 
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Figure 16.Tax revenue components (percent in tax revenues) 

 

 
Source: Ministry of Finance 

 

Expenses  

61. On the expenditures side, it is worth to distinguish between primary spending and 
interest payments (Figure 19 a, b). Primary expenses (total minus interest), in nominal terms, 
have averaged 16 percent of GDP. Starting from 16 percent share of expenses in relation to 
GDP, 1 percent drop in 2013 followed by 1 percent increase in a subsequent year. Despite the 
fivefold increase in interest payments on debt started to grow at an appalling rate from 2014, a 
2 percent fall in primary expenses together with 4 percent increase in revenues were observed 
during 2015.  

 
Figure 17.GDP, primary expenses and interest payments (2011=100) 

                (a)                                           (b)  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Ministry of Finance (data for 2016 is an estimate based on data for January-September) 

 
62. Figure 20 depicts the main components of government expenditure. Expenses on 
goods and services, as well as wages and salaries, in nominal terms, have been increasing 
over time. The obvious upward trend in compensation of employees between 2013 and 2015 
was due to subsequent increases in wages of government. Social benefits showed a similar 
pattern raising sufficiently during the last two years. 

63. During the fiscal adjustment, the government protected critical social expenditures. 
Social spending (on health, education, social protection, and culture) as a share of GDP was 
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Figure 18.Components of government expenditure (2011=100) 

held at 6.9 percent, higher than in the preceding two years. As a share of total expenses, 
spending on social sectors is planned to be 41.3 percent of GDP in 2015. Pensions and social 
assistance obligations were protected from sequester; while some non- priority capital 
spending in the social area, especially education, was postponed to next year [15]. 

 
 
                 (a)        (b) 
 
 
 
 
 
 
 
 
 
 
 
 
  
 
 
 
Source: Ministry of Finance (data for 2016 is an estimate based on data for January-September) 

 
64. Social security and assistance benefits, as well as expenses, gave rise to social 
contributions by 3 percent in 2015 from 2014. Capital expenses represented by net acquisition 
of non-financial assets contracted by almost 21 percent over 2015 compared to 2014.  

 

Fiscal balance  

65. Budget expenses in nominal terms increased more than revenues (Figure 21). The 
negative fiscal balance remained over the considered period with decreasing trend. 

 
Figure 19.Fiscal Indicators (percent of GDP) 
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Figure 20.Public Debt (percent of GDP) 

 
 Source: Ministry of Finance 
 

Further reforms to counter the shock  
 
66. The government is attempting to rebuild its fiscal buffers by consolidating the fiscal 
accounts over the medium term. The recently approved budget for 2016- 18 envisages a 
significant decrease in government spending, including a substantial reduction in the net 
acquisition of nonfinancial assets, which in practice are primarily cash transfers to SOEs. 
Meanwhile, off- budget lending from the Oil Fund to SOEs is supposed to cease after 2016, 
when the last approved allocation of KZT 351.5 billion will be disbursed to Baiterek, a 
joint- stock national management holding company, and Samruk- Kazyna, the sovereign 
wealth fund, as part of the Nurly Zhol program. There are plans to discontinue subsidized 
direct lending from the Oil Fund to SOEs and instead invest Oil Fund assets in liquid financial 
instruments at market rates, including bonds issued by SOEs in the domestic market. As a 
result, the nonoil deficit is expected to narrow from 12.5 percent of GDP in 2015 to about 12 
percent in 2016 and to less than 9 percent in 2017. Moreover, following a 30 percent nominal 
increase in public sector salaries in 2016, current expenditures are expected to gradually 
decline as a share of GDP, and capital 4 spending should normalize after a brief contraction in 
the wake of the completion of the EXPO- 2017 project. The authorities are reviewing potential 
tax policy reforms and administration options to enhance nonoil revenues over the medium 
term. The government plans to merge the Tax Code and the Customs Code into a single 
Revenue Code and has launched a review of certain tax policies, such as the corporate 
income tax and its numerous exemptions, as well as the tax framework for SMEs. However, 
these reviews and revisions are still in their early stages, and it is not yet possible to gauge 
their prospective impact on nonoil revenue. [16]  

67. Overall, the fiscal tools are defended on countercyclical grounds. 3-5-year Economic 
Support Package presented a year ago incorporates $12 billion (5.8 percent of GDP) 
spending from the National Fund of the Republic of Kazakhstan (NFRK) and $7 billion (2.9 
percent of GDP) in advances contracted from Multinational Development Banks (MDBs). The 
bundle is targeted to modernize the base, advancing SME loaning by means of quasi-fiscal 
development institutions, and recapitalizing the PLF. While the vast boost comes to the 
detriment of higher current account deficit and lower savings in the oil fund, staff supported the 
project, taking into account its stimulating potentials. 

68. A trustworthy medium-term arrangement, particularly on the income side, is vital to 
guarantee fiscal boosts. Accepting unaltered arrangements, total revenues are expected to fall 
from 23.8 percent of GDP in 2014 to 19.7 percent of GDP in 2020. The non-oil financial 
shortfall is expected to rise strongly this year, to 11.4 percent of GDP (from 9.6 percent of 
GDP in 2014), and to decrease just to 8.7 percent of GDP in 2020, or around 3 percentage 
points of GDP higher than the level of 5.5 percent of GDP assessed as a maintainable level. 
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To balance the gap, authorities have proposed upgrades in tax administration and unspecified 
vast cuts in spending (comparable to 5 percent of GDP throughout three years) that are based 
on solid measures. In order to cover expenditures in a tenable way policy makers 
recommended measures to raise the income base through several approaches, for example, 
(i) by fortifying the requirement of tax collection; (ii) by lessening tax exemptions; incorporating 
into the Special Economic Zones; and (iii) making income tax rates more dynamic.  

69. $2 bln. Development Policy Loan from the World Bank and $1 billion Countercyclical 
Support Facility from the Asian Development Bank was attracted to back up the financial 
shortage. The general government's external debt is assumed to ascend from 3.8 percent of 
GDP at end-2014 to 6.4 percent of GDP by 2020. In the meantime, add up to government 
obligation is anticipated to increment from 14.5 percent in 2014 to 30.7 percent in 2020. [1]  

 
Nurly Zhol results 
70. Nurly Zhol was announced in November 2014 to be implemented in 2015-2016 with 
possible annual prolongation until 2020. Exact budget numbers can vary from source to 
source, due to permanent changes of projected parameters. According to Ministry of National 
Economy, about 839.9 billion tenge were directed to finance the program which had the 
following results  

• 170.7 billion tenge were allocated for the development of the road sector. This amount 
will allow building and rehabilitating 456 km of roads. 
• 92.5 billion tenge were allocated for housing infrastructure development which will 
allow construction of 401 thousand square meters of rental housing through JSC "MC" KMC".  

• 30 billion tenge were allocated to complete non-completed housing projects, which will 
allow building 246 thousand square meters. 
• 60 billion tenge were allocated to build and reconstruct 258.8 kilometers of utilities.  

• 19.45 billion tenge were allocate for the construction of 51 schools and kindergartens.  

• 30 billion tenge were allocated to finance of domestic auto producers. 
 
Table 7.Improved utilization of the planned funds in the framework of the state program 

"Nurly Zhol" (in billion tenge) 

 Source: Ministry of National Economy 

 

Program Amount Used as of 
01.06.16 

To be used 
till 31.12.16 

1. Targeted transfers (from National Fund) 503.4 89.9 477.4 
Construction and reconstruction of national roads 151.3 35.2 151.3 
Financing the construction of SEZ infrastructure facilities 10.0 0.0 10.0 
Construction of the second railway roads on the site Shu-Almaty1 19.4 8.0 19.4 
Construction of the ferry at p.Kuryk 17.0 4.0 17.0 
Construction of new Astana airport terminal and reconstruction of 
runway 

10.0 0.0 10.0 
Modernization of heating and water supply networks 90.0 16.6 90.0 
Running of ECI

 
for housing 78.5 11.9 78.5 

Social infrastructure 57.9 13.1 57.9 
Conducting the necessary infrastructure for " BRM ( Business Road 
Map) -2020" Program 

15.0 1.1 15.0 
Formation of technical base of 10 universities for SPIID-2 3.0 0.0 3.0 
Capitalization Equity Deposits Guarantee Fund 10.0 0.0 10.0 
Co-financing projects from the RB

 
with the MFI 41.3 0.0 15.3 

2. Bonds (form National Fund) 336.5 9.2 266.2 
Lending to depositors of JSC “HCSBK” 22.0 0.0 22.0 
Leased and credit housing through JSC “Baiterek” Development” 113.0 0.0 88.0 
Construction of housing loan through local authorities 67.0 0.0 41.7 

Program Amount Used as of 
01.06.16 

To be used 
till 31.12.16 

Construction of commercial housing through JSC "Samruk -Kazyna" 97.0 0.0 77.0 
Rental housing through JSC “MC “KMC” 22.5 9.2 22.5 
Support for business (loans to exporters) 15.0 0.0 15.0 
TOTAL for the state program "Nurly Zhol" 839.9 99.1 743.6 
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71. Nurly Zhol offered a financing program for SMEs and exporters. For SMEs financing, 
200 billion tenge and about 30 billion tenge loans to exporters were allocated. The overall 
budget of Nurly Zhol amounted to 839.9 billion tenge of which only 12 percent was used as of 
1 June 2016. This causes a caution since support packages are announced for 1.5 years ago 
but the still main proportion of funds is not utilized yet.  
 

Table 8.Improved utilization of the planned funds in the framework of the Plan for 
additional anti-crisis measures in 2016 (in billion tenge) 

Source: Ministry of National Economy 

 
72. At the end of 2015 plan of additional measures for 2016 was announced to boost the 
economy in a recession that started after devaluation in August 2015. The total value of 
additional measures amounted to 817.5 tenge, of which only 14 percent was used as 1 June 
of 2016. Very slow use of funds eliminates potential positive outcomes in terms of absorbing 
recession and can be considered as one of the signals of the large budget deficit that does not 
allow financing announced measures. If the budget has enough funds to keep financing as it 
was planned then bureaucracy becomes one of the problems that will not allow absorbing the 
external shock.  
 

Table 9.Potential sources of financing additional measures (in billion tenge 

Program Amount Used as 
of 

To be used 
till 31.12.16 

1. National fund 108.6 0.0 108.6 
The formation of exhibition content and IT infrastructure of EXPO-2017 60.0 0.0 60.0 
The construction of housing and mall around EXPO-2017 exhibition area 15.0 0.0 15.0 

The construction completion of sport facilities of Universiada-2017 33.6 0.0 33.6 
2.SAPF 600.0 112.2 515.0 
2.1 Contingent bond loans STB

 
to SME financing 200.0 62.2 200.0 

2.2 Implementation of measures by JSC " NMH
 
"Baiterek" : 167.5 0.0 147.5 

Increase in pre-export credit 30.0 0.0 30.0 
Restructuring of foreign currency loans "KBD", covering of Mega’s 
additional costs 

80.0 0.0 80.0 

Support for domestic production of trucks and passenger cars 17.5 0.0 17.5 
Provision of broadband access to the Internet 
 

40.0 0.0 20.0 
2.3 The implementation of measures by the JSC "Samruk–Kazyna”  132.5 50.0 97.5 
Refinancing of foreign exchange liabilities of JSC "NC "KTZ" 50.0 50.0 50.0 
Construction of a 500 kW hydroelectric Shulbinskaya through JSC 
«KEGOC» 

47.5 0.0 47.5 
Payment share of JSC "UCC”

 
in the charter capital of "Integrated 

Chemical Complex, Phase 1" 
35.0 0.0 0.0 

2.4 Funding priority agribusiness projects through the JSC "NMH 
"KazAgro" 

100.0 0.0 70.0 
3. Special Reserve of the government 
 

108.9 0.2 108.9 
3.1 Increase in the authorized capital of JSC " NMH "KazAgro" 25.0 0.0 25.0 
3.2 Repair of housing and communal services and social infrastructure 
facilities in the "Business Road Map-2020" 

63.0 0.2 63.0 

3.3 Compensation payment to depositors of JSC "HCSBK" 20.9 0.0 20,9 
TOTAL Plan of additional measures for 2016 817.5 112.4 732.5 
TOTAL for "Nurly Zhol" program and for plan of additional measures for 
2016 

1 657.4 199.5 1476.1 

№ Sources 2016 2017 
State budget funds and SAPF , possible to use without specifying the budget 

1 Special Government Reserve 101.7  
2 Reallocation SAPF, by reducing the funds allocated for: 

- Provision broadband access to the Internet; 
- Payment of share of JSC " UCC " in the authorized capital of "Integrated 
chemical complex"; 
- Financing of priority agribusiness projects through JSC "NMH "KazAgro" 

85.0 
20.0 

 
35.0 
30.0 

 

NF
 
means , possible to use in BMNF

 
by transferring in 2017 in the framework of 720.0 bln. 
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Source: Ministry of National Economy 

 
 
Support of entrepreneurship 

73. Main administrators of this program are JSC Damu that specializes in financing SMEs 
and Kazakhstani Bank of Development that specializes in financing large companies.  

 
Table 10.Entrepreneurship support package 

Program  Amount 

Used as of 01.07.2016 

# of 
projects 

Amount 
 % of 
plan 

Financing SMEs (manufacturing only) by Damu (1st tranche, 
April 2014) 

100 657 130.0 130.0 

Financing SMEs (manufacturing only) by Damu (1st tranche, 
December 2014) 

50 354 79.4 159 

Financing large enterprises (manufacturing only) by KDB 50 36 49.8 99.6 

Total 200 1 022 251.4 125.7 
Source: Ministry of National Economy 

 
74. Table 10 shows that 200 billion tenge was allocated to support entrepreneurship by 
low-interest loans. Of course, the program became very successful reflecting deficit cheap 
loans. Program funds are used on revolving base – amount paid back by a business can be 
used again to finance new projects. Due to that about 250.1 billion tenge were lent to business 
since April 2014 until June 2016. 
 

Table 11.General Government Fiscal Operations, 2012-2020 [7] 

3 Reallocation on bonds of NF, by reducing the funds allocated for the 
construction of: 
- Lease and credit housing through JSC "Baiterek Development" 
- Credit housing through the IOI and JSC " NMH "Baiterek" 
- Commercial housing through JSC " National Welfare Fund "Samruk-Kazyna" 

70.3 
25.0 
25.3 
20.0 

 

RB Means and NF possible through the use of budget update 

4 Unencumbered balances of the budget 2015 (through an increase in the budget 
deficit) 

85.1  

5 The increase in the budget deficit ( in 2017 from 1.2 percent to 2.0 percent of 
GDP) 

 385.4 

6 Fulfillment of the plan on tax revenues of the RB in January - April 2016 153.4  
7 Reallocation of funds for targeted transfers from the NF, by reducing the funds 

allocated to the co-financing of projects implemented in cooperation with MFIs 
 

26.0 
 

8 Target transfers from the NF ($2 billion) for the state program "Nurly Zhol"  720.0 

Losses on GT and CT of the NF at lower rate from 360 to 345 tenge per $ -120.0 -
150.0 

Total due from RB and NF for distribution in refining 144.5 955.4 

AMOUNT FOR DISTRIBUTION 401.5 955.4 

 2012 2013 2014 2015 2016 2017 2018 2019 2020 

Projections (in billions of tenge) 

Total revenue and grants 8.170 8.911 9.420 7.797 9.009 10.01
6 

10.966 11.851 12.910 

Tax revenue 7.507 8.176 8.583 6.917 8.092 9.023 9.868 10.621 11.531 

Oil 4.076 4.150 4.486 3.201 3.813 4.188 4.513 4.711 5.001 

Non-oil 3.431 4.025 4.097 3.715 4.280 4.835 5.355 5.909 6.530 

Income from capital 
transactions 

39 38 51 51 51 51 51 51 51 

Nontax revenue 624 698 786 829 865 942 1.046 1.179 1.328 

Grants 0 0 0 0 0 0 0 0 0 

Total expenditure and net 
lending 

6.810 7.151 8.733 9.056 9.686 10.53
1 

11.413 12.461 13.588 

Total expenditure 6.676 7.067 8.367 8.663 9.533 10.42
1 

11.290 12.325 13.437 
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Social protection schemes 
75. Key objectives in the social policy of Kazakhstan are the high-quality growth of human 
capital, employment, caring for the health of citizens. Over the last 10 years, government 
spending on social services increased in real terms by almost 3 times. In general, the system 
of social protection of Kazakhstan mainly can be categorized to the British social protection 
model. [8] 

76. The economic activity slowed down in the environment of the negative impact of all 
those external factors. Real incomes decreased dramatically in light of the poor financial 

Current expenditure 5.291 5.668 6.701 6.224 6.989 7.809 8.659 9.644 10.676 

Capital expenditure 1.385 1.399 1.666 2.439 2.545 2.612 2.631 2.681 2.761 

Net lending 1/ 134 83 366 393 153 111 123 136 151 

Overall balance 1.360 1.761 687 -1.259 -677 -515 -447 -610 -678 

Non-oil balance -2.716 -2.390 -3.799 -4.460 -4.490 -4.704 -4.960 -5.322 -5.679 

Statistical discrepancy 127 595 1.427 0 0 0 0 0 0 

Financing -1.234 -1.166 740 1.259 677 515 447 610 678 

Domestic financing, net 817 718 563 1.013 1.050 1.609 2.075 2.688 3.254 

Foreign financing, net 68 54 651 345 724 536 536 348 160 

Privatization receipts 14 20 21 21 21 21 21 21 21 

NFRK 2/ -2.133 -1.957 -496 -120 -1.118 -1.651 -2.185 -2.447 -2.757 

(In percent of GDP) 

Total revenue and grants 26.9 25.3 23.8 19.8 20.8 20.8 20.5 20.0 19.7 

Tax revenue 24.7 23.2 21.7 17.6 18.7 18.7 18.4 18.0 17.6 

Oil 13.4 11.8 11.3 8.1 8.8 8.7 8.4 8.0 7.6 

Non-oil 11.3 11.4 10.4 9.5 9.9 10.0 10.0 10.0 10.0 

Income from capital 
transactions 

0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

Nontax revenue 2.1 2.0 2.0 2.1 2.0 2.0 2.0 2.0 2.0 

Grants 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Total expenditure and net 
lending 

22.4 20.3 22.1 23.1 22.3 21.9 21.3 21.1 20.7 

Total expenditure 22.0 20.0 21.2 22.1 22.0 21.6 21.1 20.8 20.5 

Current expenditure 17.4 16.1 17.0 15.8 16.1 16.2 16.2 16.3 16.3 

Capital expenditure 4.6 4.0 4.2 6.2 5.9 5.4 4.9 4.5 4.2 

Net lending 1/ 0.4 0.2 0.9 1.0 0.4 0.2 0.2 0.2 0.2 

Overall balance 4.5 5.0 1.7 -3.2 -1.6 -1.1 -0.8 -1.0 -1.0 

Non-oil balance -8.9 -6.8 -9.6 -11.4 -10.4 -9.8 -9.3 -9.0 -8.7 

Financing -4.1 -3.3 1.9 3.2 1.6 1.1 0.8 1.0 1.0 

Domestic financing, net 2.7 2.0 1.4 2.6 2.4 3.3 3.9 4.5 5.0 

Foreign financing, net 0.2 0.2 1.6 0.9 1.7 1.1 1.0 0.6 0.2 

Privatization receipts 0.0 0.1 0.1 0.1 0.0 0.0 0.0 0.0 0.0 

NFRK 2/ -7.0 -5.5 -1.3 -0.3 -2.6 -3.4 -4.1 -4.1 -4.2 

Memorandum items:          

Non-oil balance (in 
percent of non-oil GDP) 

-13.0 -9.4 -13.4 -13.8 -12.6 -11.9 -11.3 -10.8 -10.3 

Non-oil revenues (in 
percent of non-oil GDP) 

19.6 18.7 17.4 14.3 14.6 14.8 14.7 14.5 14.4 

Gross public debt (percent 
of GDP) 3/ 

12.4 12.9 14.5 18.1 20.5 22.9 25.5 28.2 30.7 

NFRK assets (in billions 
U.S. dollars) 1/ 

57.9 70.8 73.6 74.2 80.2 88.9 100.6 113.6 128.2 

Nominal GDP (in billions 
KZT) 

30.347 35.275 39.530 39.285 43.365 48.19
4 

53.502 59.156 65.522 

Sources: Kazakhstani authorities and Fund staff estimates and projections.  
1/ Includes staff's estimates of the announced lending package from the NFKR for the period 2014–16.  
2/ National Fund of the Republic of Kazakhstan. (-) is accumulation in the Fund.  
3/ General government, including republican and local budgets. 
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performance of enterprises, high inflation, and devaluation of national currency by 100%. Even 
though the average nominal income per capita over one year increased by 8% in national 
currency, the calculation in dollar terms showed 28% fall in income in 2015 compared to 2014. 
(Figure 23) 

 
 

Figure 21. Annual change of households’ nominal and real cash income in KZT and 
USD, YOY 

 
 
Sources: Committee of Statistics, Kazakhstan (data for 2016 is an estimate based on data for January-September 
2016) 

 
77. Also, next contributing factor to a decrease of purchasing power of people was a 
general increase of aggregate price level. Devaluation has led to higher prices for imported 
raw materials, finished products, and consumer goods. However, sellers were not highly 
affected, as a response to the quick shuffle of their input costs and finished goods or imported 
goods, they immediately increased their prices for domestic consumers. By the way, in 
Kazakhstan a big portion of the consumer basket of goods contains imported goods, thus 
each seller wants to sustain the initial level of consumption by increasing prices even for 
domestically made goods. Therefore, governors initiated laws to prevent price hikes for 
necessities. However, the government can hardly do anything to control prices when it comes 
to imported goods. Hence, unofficial inflation is higher than what official statistics report.   

78. Average nominal wage per employee increased by 4% in national currency from 2014 
to 2015, but in dollar terms, the nominal wage decreased by 16%. Official statistics reported 
3% increase in minimum subsistence level; however, it is difficult to believe that for people 
with a high level of imported goods in their consumption basket 3% increase is validated by 
real observed data. Since in dollar terms, such kind of increase in tenge implied that minimum 
subsistence level has contracted by 17%. 

79. The number of employed in the social sector and public administration now exceeds 
1.2 million people (approximately 7% of total population). The state provides a wealth of 
benefits and payments for more than 1.5 million people (almost 8% of total population).  

80. After the devaluation, President of Kazakhstan declared to start the implementation of 
social initiatives planned for 2017 from 1 January by 2016. This program includes an 
introduction of new remuneration model for civil servants, an increase of salary for 
administrative civil servants, an increase of benefits and scholarships for people with 
disabilities. [3] 

81. Since the beginning of 2016, payments of disability benefits and social survivor 
benefits have increased by 25%. The amount of the budget for the childcare allowance has 
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increased by 30% compared to allocated budget in 2015. 

82. Totally, since the beginning of 2016 salaries of health workers have increased by an 
average of 28%, workers of education sector by 29%, social protection payments have risen 
by 40%. In addition, a differentiated approach to different categories of benefit recipients has 
been applied. Next year social benefits for disabled people, people, who lost breadwinners, as 
well as scholarships, will increase by 25% according to the presidential decree. The salary of 
civil servants housing will be increased by 30%. 

83. In 2015, in accordance with the memorandum, which was signed between the Ministry 
of Health, medicines suppliers’ prices of 200 essential drugs were kept stable. Generally, 
Since January 2016, the size of the joint and several pension payments increased by 9%, the 
size of state social benefits related to disability, loss of breadwinner and age increased by 7%. 
In addition, these payments increased by 25% in the framework of Nursultan Nazarbayev’s 
message "Kazakhstan's way - 2050: Common goal, common interests, and common future". 
These payments increased by 7% by the sources taken from the State Social Insurance Fund. 
According to the concept of pension system modernization, the amount of cumulative pension 
will be indexed annually ahead of the inflation rate by 2% in the framework of the strategic 
plan of economic development up to 2030. 

84. Since the index of consumer prices was 8.6%, in January of this year, the size of the 
joint and several pension payments increased by 9% (7% - the average inflation rate and 2% - 
ahead of the curve). [2] 

85. Government support programs helped to increase household consumption, mitigate 
the negative wealth effect and reduced internal demand. According to Committee of Statistics, 
the percentage of population under subsistence level decreased from 2.9% in 2014 to 2.5% in 
2016. But there is a slight increase in the share of the population with income below the 
consumption basket from 0.0% in 2014 to 0.1% in 2016. 

86. In overall, despite the reduced average real income in the economy, household 
consumption, and gross capital formation made a positive contribution to the GDP growth 
against deteriorated net export caused by reduced demand from main trade partners and 
falling oil and metal prices.  

 

3.3 Structural Policies 
 
87. Structural reforms are also widely implemented. President Nazarbayev, who was 
reelected in April 2015, introduced Kazakhstan’s “100 Concrete Steps” program. [Appendix 2] 
This program is designed to achieve five main goals: 

- creation of a modern and professional civil service 
- ensuring the rule of law 
- industrialization and economic growth 
- a unified nation for the future 
- transparency and accountability of the state. [13] 

88. Land code reform was approved by Parliament in November 2015, but due to a protest 
happened in April 2016 Nazarbayev vetoed this reform and postponed the possibility of land 
privatization for five years. Tax code reform is being slowly implemented partly on the doubts 
of the business sector that are concerned with the increase of the tax burden. The rest 
initiatives are being implemented according to the established schedule. 

89. Among the initiatives in “100 Concrete Steps”, the most innovative is the project of a 
new international financial center (AIFC) to be created on the site of the Astana Expo 2017. 
The AIFC will adopt international standards and establish an independent judicial system 
based on the British common law. During the period of shocks, this initiative may be less 
successful than expected, but now this is one of the key methods to attract foreign investment 
and guarantee their safety. The government has also introduced reforms to improve the 
investment climate. The country rank increased from 53rd place in a 2015 report to 41st in the 
2016 report of the World Bank Doing Business. 
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90. In November 2015 President Nazarbayev declared a new privatization activity, and in 
December the government affirmed the privatization plan for 2016-20. The arrangement's 
principle goals are to diminish the state's role in the economy, to expand foreign direct 
investment, to enhance the proficiency of asset management and secure financing for the 
spending deficiency. Objectives incorporate a decrease in the number of quasi-public 
companies by 15 percent and the privatization of 5 percent of municipal organizations. At the 
national level, the privatization list incorporates the 65 biggest organizations managed 
straightforwardly by the state or in a roundabout way by means of state-claimed 
conglomerates, Samruk-Kazyna, Baiterek, and KazAgro. The national air transporter Air 
Astana, the state gas organization KazMunayGas and the mining firm KazZinc and 173 
organizations are among them. Also, 545 state companies are to be exchanged, privatized or 
oversaw through open private organizations.  

91. The current situation in the world economy, as well as the breakdown of worldwide oil 
costs specifically, have diminished the attractiveness of many middle-income nations to global 
financial investors, and Kazakhstan is no exemption. The difficulties of privatization might be 
exacerbated by the particular terms of the privatization procedure. Case in point, various vital 
SOEs are slated for incomplete privatization, with the government proprietorship offer of 75 
percent or more, which may decrease the specialists’ interests. Also, the initial public offering 
has demonstrated ineffectiveness in Kazakhstan previously. Also, moderate financial 
development rates have contrarily influenced the value of the organizations and resources that 
are being privatized, which may prevent investors. The monetary deceleration additionally 
decreased the eagerness of residential speculators. Furthermore, an effective privatization 
exertion will require a straightforward, in fact, sound and reasonable procedure for screening 
financial specialists and assessing offers. 

92. Competition in private sector rivalry is one of the top interests of the state. Kazakhstan 
positioned 42nd out of 144 nations in the 2015 worldwide competitiveness index list; in any 
case, it positioned 68th on the viability of restraining monopoly arrangements and 94th on the 
domestic market rivalry. Representatives of the business group confirm that the competition in 
domestic markets does not correspond to the norms of equivalent nations. In Kazakhstan, 10 
percent of all business sectors have either monopolistic or duopolistic quality, and just 44 
percent of overviewed firms confront an expansive number of competitors. SOEs have an 
essential part in the centralization of Kazakhstan's business sectors and may require 
uncommon consideration from administrative powers, especially in regions where the private 
division could convey items or administrations more effectively.  

93. As of late embraced "Yellow Page Rule" enactment corrected the current authorization 
arrangements against a cartel of the Entrepreneurship Code and the State Property Law by 
presenting the "subsidiarity standard," an inventive way to deal with rivalry approach intended 
to assess and defend direct government intervention. The Natural Monopoly, Regulation, and 
Competition Protection Committee are currently trying to survey whether a specific SOE 
agrees to the subsidiarity guideline, and it is building up a professional competitive structure to 
distinguish SOEs that don't satisfy an auxiliary part. So the policy makers could promise a 
neutral arrangement to guarantee a level playing field between the general population and 
private segments. Expanding the order of the Natural Monopoly, Regulation, and Competition 
Protection Committee to incorporate checking on and endorsing the formation of SOEs would 
reinforce the utilization of subsidiarity as a focal point for dissecting state participation in 
economic activities.  

94. As of end-2015 parliament had passed 59 authoritative acts supporting the usage of 
the "One Hundred Concrete Steps" activity, including measures to modernize and 
professionalize the common administration, fortify the tenet of the law, and upgrade public 
sector transparency and responsibility. One new law is aimed to modernize and 
professionalize the common administration by giving the authoritative premise to a career-
oriented, competency-based common administration. Some of these changes, including 
changes to enrollment necessities and procedures, are as of now set up, and the recently 
made Ministry of the Civil Service has been entrusted with executing the rest of the changes. 
An Anticorruption Bureau inside the Ministry of the Civil Service will concentrate on creating 
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an approach and preventive measures, while the production of another code of morals and the 
presentation of Ethics Commissioners are required to support open trustworthiness. To 
reinforce the standard of law, another Civil Procedures Code and other Law on the High 
Judicial Council were embraced. With an end goal to improve legal polished methodology, the 
Law on Judicial System and the Status of Judges were revised to incorporate higher capability 
necessities for judges and present strict determination mechanisms.  

95. The legal framework was rebuilt into three levels, with the courts of the first instance, 
appeals, and cassation. This change was planned to upgrade the productivity of the court 
framework and to decrease the case excess in courts of cassation by expanding the duty of 
the courts of the first instance and appeals. Another Law on Access to Information came into 
power in 2016, which is assumed to guarantee online access to up to 70 percent of open 
archives. The recently embraced Law on Public Councils is intended to build open cooperation 
in basic leadership forms, including the definition, amendment, and observing of vital 
arrangements and the spending projects of the line services and local governments. While the 
authoritative exertion is exemplary, the accomplishment of the institutional change plan will 
depend on how successfully it is executed throughout the following couple of years.  
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4. Operational support from ADB and other IFIs 

	

96. There are many international financial institutions, which operate in Kazakhstan and 
the region. They give grants and provide loans to public and private sectors. The European 
Bank for Reconstruction and Development, the World Bank, and Asian Development Bank 
assist Kazakhstan through development projects. IFIs provide support in the areas of 
infrastructure, roads, public sector reforms, structural reforms and facilitating the transition to 
the Inflation targeting monetary regime. IFIs improving Kazakhstan’s long-term development 
by providing financial resources, knowledge, expertise and technical assistance to the 
authorities.  

97. Asian Development Bank (ADB) started supporting Kazakhstan in 1994, a few years 
after the country became independent, by providing financial assistance in agriculture, water 
supply, transport, education, finance, and the delivery of social services, particularly the poor, 
women, children and other vulnerable groups. ADB has provided over $4.4 billion in sovereign 
and non-sovereign loans for Kazakhstan since 1994 (Table 12.), out of which $3.74 billion 
already disbursed. 

 

Table 12.Total lending, grants and technical assistance approved by ADB since 1994 
Sector Amount (mln $)  percent 
Agriculture, natural resources and rural development 185.52 4.16 
Education 67.20 1.50 
Energy 42.32 0.94 

Finance 782.04 17.46 
Industry and Trade 1.35 0.03 
Multisector 60.55 1.35 
Public Sector Management 1,506.23 33.63 
Transport 1,795.39 40.09 
Water and other urban infrastructures and services 36.85 0.82 
Total 4.478.44 100.00 

Source: ADB 

  
98. During the crisis of 2007-2008 Kazakhstan’s government needed external financing 
from IFIs, including ADB which responded with a countercyclical loan $500 mln. In 2012, ADB 
approved the country partnership strategy (CPS) which was designed to make Kazakhstan’s 
economy more diversified and competitive to ensure sustainable economic growth and job 
creation. [15] An important part of ADB’s work in Kazakhstan is support of the infrastructure 
development to increase productivity and facilitate diversification of the economy. ADB is 
financing the reconstruction of 375 kilometers of the international transit corridor in the 
Zhambyl oblast (completed) and 470 kilometers of Aktau-Beineu road in Mangistau oblast (in 
progress). 

99. In 2015, the ADB approved a loan of $1 billion to help Kazakhstan continue economic 
programs to counter the steep decline in oil prices and the economic slowdown of neighboring 
countries. The loan will help the government to modernize infrastructure and maintain 
spending programs for job creation, social services, support low-income households and 
private-sector development, particularly SMEs. 

100. ADB is also financing non-sovereign operations. Since 1994, ADB has approved 
$455.2 million in financing for six private sector transactions in Kazakhstan. Total outstanding 
balances and commitments of ADB’s private sector transactions in the country by the end of 
2015 amounted to $66.64 million. ADB also operates Trade Finance Program, which in 2015 
supported $2.5 billion in trade through over 1 900 transactions. 

101. In the second half of 2015, ADB approved Country Operations Business Plan for 2016-
2018 (COBP) which is consistent with Country Partnership Strategy. According to COBP, 
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Kazakhstan has access to the lending program which amounts to $1 477.5 million. Lending 
program will focus on modernization of transport infrastructure, improving energy efficiency 
and access, improving access to finance for SMEs. Key changes to the 2015 lending program 
involve adding a countercyclical loan, adding the remaining amount of the third tranche under 
the multi-tranche financing facility, and advancing the CAREC Corridors 1 and 6 (Aktobe-
Makat) Improvement Project. In August 2016, ADB approved a loan to finance the 
reconstruction of 300 kilometers of Aktobe-Makat road in Mangistau oblast. 

102. Among the other institutions that operate in Kazakhstan and show continuous support 
for the reform, processes are the European Bank for Reconstruction and Development. For 
instance, in May 2014 the EBRD and the government has signed a partnership for Re-
Energizing the Reform Process in Kazakhstan, where EBRD channels $2.7 billion provided by 
the Kazakh government into important sectors of Kazakhstan’s economy. Government grants, 
provided by the new fund, will be used to co-finance projects that may not be otherwise 
possible. The Partnership will also provide enhanced and broader policy dialogue and 
technical cooperation. 

103. A large portion of the help that EBRD gives comes in the type of technical assistance. 
The regions of help incorporate non-resource sectors, green energy promotion, and reduction 
of the state role in the economy. For example, since the start of its operations in Kazakhstan, 
the EBRD has put near $ 6.5 billion in the nation's economy, with more than half of the Bank's 
ventures supporting the private segment. In 2015 EBRD has put $1.4 billion US dollars in 
Central Asian locale, which 75 percent higher than in 2014. The number of ventures has 
expanded from 71 to 82 ventures. $708.6 billion out of $1.4 billion committed to Central Asia 
were put resources in Kazakhstan. In 2015 EBRD financed 30 ventures in all segments of the 
economy, including the support of SMEs, energy efficiency, climate change, regional and local 
infrastructure, agriculture and the program to support women in business. 

104. Kazakhstan government additionally works with the World Bank in 1992. From that 
point forward, the Bank has given 40 advances to the nation for an aggregate sum of more 
than $6.8 billion, of which around 65 percent, or over $4.4 billion, has as of now been 
dispensed. The World Bank's present portfolio, including IBRD and IFC, is made out of 12 
ventures with an aggregate net responsibility of $3 671 million, of which $1 453 million has 
been dispensed. While more than 80 percent of the duties are moved into the two major 
South-West Road and East-West Road extends, the portfolio stays differing, with 66 percent 
of the venture concentrated on institutional building in the areas of education, health, 
innovations, and the revenue administration agenda. The loading pipeline incorporates a few 
tasks at different phases of arrangement. As of April 2016, the Kazakhstan portfolio comprised 
of 14 operations, with an aggregate net duty of $4.7 billion, of which $2.2 billion has been 
dispensed. While more than 80 percent of the duties are gathered in the two major streets 
advancement extends, the portfolio stays different, with 66 percent of the activity concentrated 
on institutional working on the ranges of instruction, wellbeing, developments, and the income 
organization plan. In 2014 World Bank responsible for new credits produced $22 million, in 
2015 - $228 million, in 2016 - $2 063 million anticipated. For 2016-2017 Kazakhstan’s 
government already has an agreement for with IFIs for several projects, mainly related to 
infrastructure. (Table 13) 

Table 13.Loans are taken from IFIs 
Type of loan Amount ($, mln) Lender 

Institutional loan 302 World bank 
Loan program  1 000 World bank 
Reconstruction of Kurty-Burylbaital road 93 EBRD 
Reconstruction of Aktobe-Makat road 240 ADB 
Reconstruction of Karaganda-Burylbaital road 1170 World bank and ABII 
Reconstruction of Shalkar-Kandyagash road 277 ADB 
Reconstruction of Kurty-Kapshagai road  95 World bank 
Reconstruction of Aktobe-Makat road (2

nd
 part) 210 IBD 

Reconstruction of Atyrau-Astrakhan road 332 IBD 
Agricultural projects 350 EBRD 
 4 069  
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5. Conclusion and Recommendations 

	

105. The recent oil price shock had a net negative effect on Kazakhstan as economy 
exceptionally reliant on oil. The external shock had affected primarily direct trade, financial 
market. Decreased oil export prompted a devaluation of tenge, diminishing the trade balance. 
The external debt being as one fundamental wellspring of financial development now turned 
into one of the primary wellsprings of stagnation. Financial channel influenced the economy 
through dollarization and expanded the risk premium of the economy. The climb in the last 
mentioned, which was interpreted into an exchange rate depreciation, was essentially an 
aftereffect of instability after gigantic unpredictability in Russian financial markets.  

106. Monetary policy reacted by higher interest rate in the short run reflecting a higher risk 
premium of the country and rising inflation expectations. Monetary policy entered into a 
countercyclical mode and gradually the instability lessened and inflation expectations turned 
out. Excessive interventions into the money market against fluctuations, as well as the 
adoption of the base rate and provision of liquidity via swaps are new instruments used by the 
National Bank of Kazakhstan targeted to soften the impact of external oil price shock.  

107. The state budget deficit was reduced in absolute values as a result of changes made in 
republic budget plan for 2015, which comprise 80% of state budget. Thus, the fiscal policy was 
contractionary. Fundamental reform changes put the most accentuation on SME support, tax 
administration, and energy sector of the economy. Government support programs helped to 
increase household consumption, mitigate the negative wealth effect and reduced internal 
demand. Therefore, despite the reduced average real income in the economy, household 
consumption, and gross capital formation made a positive contribution to the GDP growth 
against deteriorated net export caused by reduced demand from main trade partners and 
falling oil and metal prices.  

108. Fiscal response amounted for more $12 billion in 2014 and more than $18 billion in 
2015, far surpassing those yearly-guaranteed transfer from claiming $8 billion. In 2016, the 
amount should decrease till $13 billion. In general, the government now has fewer possibilities 
to apply support measures.  

109. The complex nature of the oil price shock revealed that the supply side appears to be 
more important than demand side, focuses towards constrained limit of monetary and fiscal 
policies to counterbalance the effects of the shock. Also, the external debt problem triggers 
questions on net outflow that can cause permanent downward pressure on the exchange rate. 
Devaluation depresses population demand and possibilities for successful economic reforms. 
If the oil price stays below $50 per barrel, then net outflow appears – lower the price, the 
bigger the outflow. In this case, nominal GDP, National Bank reserves, National Fund assets 
will contract. If the oil price is above $50 then the country has an inflow that compensates all 
types of outflow.  

110. Structural reforms are the most beneficial ways tending to the fundamental changes in 
the Kazakhstan economy. Implementation of the Plan of the Nation “100 steps”, including land 
reform, tax reform, legalization initiative, business procedures improvement, electricity sector 
reform, investment climate reform, mining sector reform, education system reform, labor and 
social system reform are considered to be one of the main tools under the given framework. 
Reforms should stimulate both short-run and long-run demands. 

111. In November 2015, President Nazarbayev declared a new privatization. At the national 
level, the privatization list incorporates the 65 biggest organizations managed straightforwardly 
by the state or in a roundabout way by means of state-claimed conglomerates, Samruk-
Kazyna, Baiterek, and KazAgro. The national air transporter Air Astana, the state gas 
organization KazMunayGas and the mining firm KazZinc and 173 organizations are among 
them. Also, 545 state companies are to be exchanged, privatized or oversaw through open 
private organizations. Privatization process will be accompanied by the reforms to improve the 
investment climate. Many measures will be implemented, and the most necessary this will 



	

	

35	

strengthen the institute of the business sector to protect the interests of entrepreneurs. The 
country rank increased from 53rd place in a 2015 report to 41st place in the 2016 report of the 
World Bank Doing Business.  

112. The government tried to support entrepreneurship during last three years. 200 billion 
tenge was allocated to support entrepreneurship by low-interest loans, and taking into account 
revolving principle, about 250.1 billion tenge were lent to business since April 2014 until June 
2016.  

113. Many international financial institutions which operate in Kazakhstan also supported 
government initiations, both Nurly Zhol and “100 Concrete steps”. About half of the Nurly Zhol 
financing is provided by IFIs. They give grants and provide loans to public and private sectors. 
The European Bank for Reconstruction and Development, the World Bank, and Asian 
Development Bank assist Kazakhstan through development projects.  

114. The Asian Development Bank started supporting Kazakhstan in 1994 and provided 
more than $4.4 billion in sovereign and non-sovereign loans in Kazakhstan since 1994, out of 
which $3.74 billion already disbursed. In 2015, ADB approved a loan of $1 billion to help 
Kazakhstan continue economic programs to counter the steep decline in oil prices and the 
economic slowdown of neighboring countries. The loan will help the government to modernize 
infrastructure and maintain spending programs for job creation, social services, support low-
income households and private-sector development, particularly SMEs. In the second half of 
2015, ADB approved Country Operations Business Plan for 2016-2018 (COBP) which is 
consistent with Country Partnership Strategy. According to COBP, Kazakhstan has access to 
the lending program which amounts $1 477.5 million.  

115. IFIs provide support in the areas of infrastructure, roads, public sector reforms, 
structural reforms and facilitating the transition to the Inflation targeting monetary regime. IFIs 
improving Kazakhstan’s long-term development by providing financial resources, knowledge, 
expertise and technical assistance to the authorities. Without IFIs financial and knowledge 
support, it is very difficult for Kazakhstan to implement structural reforms.  

116. The nearest future can show several scenarios of oil price. In the case of low oil prices, 
the government should implement measures to decrease dollarization in deposit side and loan 
side of the banking sector, decrease illegal outflow and support Kazakhstani producers that 
can replace imports. In the case of high oil prices, Kazakhstan should decrease external debt 
as much as possible.  

117. At the end of 2016, the launch of the Kashagan oil field is expected to start. The initial 
volume of production at Kashagan at the level of about 35,000 tons in December. [5] This 
huge project will reach full capacity only in 2022 but even the beginning capacity should add 
about 0,5 percent to economic growth in 2017. By the end of 2016 1021.1 thousand. tons of 
oil and 622.5 million cubic meters of gas was produced. [4] It is expected that in 2017, oil 
production on the "Kashagan" will reach 8.9 million tons, gas - 5.6 billion cubic meters. [14] 

118. According to Wood Mackenzie [6], only 2.7 billion barrels of new supply were 
discovered in 2015. This is the smallest amount since 1947. According to Wood Mackenzie 
forecast in 2016 new minimum will be registered. This may create conditions for oil deficit in 
the near future and hence the rapid growth of oil price. However, if this positive scenario 
comes true, then Kazakhstan will receive the opportunity to correct mistakes done in the 
previous high oil price cycle and prepare for the next oil price drop down.   
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 Annex 1 
 
A simple AR (2) model was run, 2-period lags were chosen as an optimal level of lags by the 
partial correlation function. Monthly rates of inflation data were taken (Committee of Statistics), 
a total number of observations is 200 (January, 2000-August, 2016). Stationarity is supported 
by Dickey–Fuller test, both coefficients are statistically significant at any reasonable 
significance level. 

!"#$%&'("	*%&+ = 5.088 + 0.697!"#$%&5("678 	− 0.139 ∗ !"#$%&5("67=	 
 

Institutional reforms: 100 concrete Steps Industrialization And Economic Growth 
Land Reform:  
- Privatizing agricultural land in order to improve its efficient use. Introducing 
amendments to the land code and other legal acts.  
- Improving the procedure of changing the purpose of land use. Regular monitoring of 
agricultural land use and the transfer of all unused lands to the state to allow further 
privatization. 
Tax Reform: 
- Improvement of tax and customs policies and procedures. Reduction of number of 
customs rates of the Single Customs Tariff through the ‘0-5-12’ model within homogeneous 
products groups of 6 items of the FEACN; 
- Implementing the “single window” principle for exporters and importers during customs 
procedures. Development of the electronic declaration system to enable the automated 
clearance of goods and reduction in the number of documents needed for export and import 
and their processing time. 
- Integrating customs and tax systems. To ensure proper taxation, importers will be 
tracked from the moment goods enter Kazakhstan until their sale. 
- Introducing “Post Factum” mode of the customs clearance. Providing participants an 
opportunity to produce goods prior to the submission of declaration for goods. 
- Improvement of indirect taxation mechanisms. This will include detailed consideration 
of introducing sales tax instead of value added tax. 
- Improvement of current tax regimes with mandatory introduction of tax registration for 
incomes and expenditures. 
Legalization: 
- Simplification of legalization procedure for property and money. Introducing 
amendments and additions to the existing legislation. 
- Introduction from January 1, 2017, of the universal tax declaration of incomes and 
expenditures for civil servants with expansion over time to all citizens. 
- Establishment of centers for processing tax declarations. These will have access to the 
archive of electronic documents of tax payers. The introduction of the risk management 
system will see citizens rated against tax control risks. After the first application, the individual 
will not be reviewed again for three years. 
Business procedures improvement: 
- Improvement of processing permits. The introduction of the three-stage process of 
receiving construction permit (“30-20-10”).the first level – issuance of an architectural and 
planning assignment, which will take up to 30 days. The second stage is an agreement of the 
project design (layout), which will take up to 20 days. The third stage is the permit itself, which 
will take up to 10 days. 
- Stage-by-stage removal of the state monopoly of assessing pre-design and design 
documentation. This role will be transferred to the private sector. 
- Introducing an effective method of estimating costs of construction. A new pricing 
method in construction will improve the estimation of construction costs at current prices with 
the actual market value of materials, products, equipment, and salary, and will ensure prompt 
updating of costing standards. 
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- Replacing old and obsolete construction standards and rules (snip) used since the 
soviet period with the euro codes system. Adoption of new regulations will allow the use of 
innovative technologies and materials, increase the competitiveness of Kazakhstan’s experts 
on the construction services market, and will provide an opportunity for Kazakh companies to 
access foreign construction services markets. 
- Strengthening the institute of the business ombudsman to protect the interests of 
entrepreneurs. The institute will include business representatives and the national chamber of 
entrepreneurs. 
Electricity sector reform: 
- Reorganization of electric power industry. The introduction of a single purchasing 
agent. This will help decrease the difference in tariffs between the regions. 
- Expanding regional electricity network companies. This will help to increase the 
reliability of energy supplies, reduce costs of supplying electricity to other regions and prices 
for consumers. 
- Implementation of new electricity tariffs to attract investments to the industry. The new 
tariff will cover both the financing of capital expenditure and generating costs for the power 
used. 
- Reforming the work of the antimonopoly committee and aligning it with the OECD 
standards. The committee must be focused on the promotion of competition between 
businesses. 
Investment climate reform: 
- Attracting at least ten international companies to the processing sector to produce 
export goods and ensure Kazakhstan’s access to global markets. Promoting new 
opportunities to international businesses at international economic forums. 
- Establishment of joint ventures in the priority sectors of the economy with “anchor 
investors” – international strategic partners (as currently practiced by air Astana and 
Tengizchevroil). In the future, the state’s share of these joint ventures will be floated on the 
IPO. Establishment of a favorable migration regime, based on the experience of the US, 
Canada, and Australia, to attract high-quality international experts. 

- Attracting strategic (anchor) investors, who have successful experience in creating 
tourist clusters. 

- Attracting strategic (anchor) investors to establish a single operator maintaining and 
developing roads infrastructure. 

- Attracting strategic investors to the energy saving industry. Their main task will be to 
encourage the development of companies in the private sector to provide energy saving 
services with the return of their expenditures and financial profit arriving from the reduction of 
energy costs. 

- Attracting strategic investors to develop dairy production. The main task will be to 
export up to half of the produced goods to the cis countries within three years. The work will 
be based on the experiences of New Zealand’s Fonterra and Denmark’s Arla, with the 
development of cooperative production taking place in rural areas. 

- Attracting strategic investors to develop production and processing of meat. The main 
task is the development of raw materials for production and export of processed products. 

- Implementation of the “national champions” initiative with the focus on supporting 
leaders of medium-sized businesses in non-resource-based sectors of the economy. This will 
provide an opportunity to create competency centers where aspiring businesspeople can learn 
the necessary skills. 
Reform helping to innovations: 

- Development of two innovative clusters to accelerate the creation of a knowledge-
based economy. Scientific centers and laboratories will be established at the Astana business 
campus of the Nazarbayev University to conduct joint scientific and research projects, their 
development, testing, and commercialization. They will encourage to cooperate with local and 
foreign high-tech companies. 

- Development of the law “on commercialization of the results of science and (or) 
science and technical activities”, which defines the process of financing innovation in the 
industry. The focus of scientific grants and programs structure will be reformed to reflect the 
needs of the state program on industrial and innovative development. 
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Integration to world transport system: 
- Further integration of Kazakhstan into the international transport and communication 

routes. The launch of the project to establish a multi-modal “Eurasian transcontinental 
transport corridor”, which will allow free transit of freights from Asia to Europe. The transport 
corridor will include routes. Kazakhstan, Russia and further into Europe, through Kazakhstan 
from Khorgos to the Aktau port and through the Caspian Sea to Azerbaijan, and Georgia. We 
will aim to work with the Asian infrastructure investment bank. 

- Establishment of an international aviation hub. With the participation of a strategic 
investor, a new international airport of the highest international standards will be built near 
Almaty. 

- Establishing “air Astana” and “KTZ” as major international operators. “Air Astana” will 
focus on international routes and open new routes to major financial centers of the world (New 
York, Tokyo, Singapore). Development of “air Astana” will be carried out in accordance with 
plans by “KTZ” to develop alternative routes, which will help reduce the cost of freight 
shipments by more than half. 

- Improve the effectiveness of the state air transport management to increase the 
attractiveness of air transit through Kazakhstan. Activities of the civil aviation committee will be 
focused on the model of the UK civil aviation authority and the European aviation safety 
agency. 
Promotion of Astana 

- Making Astana a Eurasian business, cultural and scientific center, attracting 
researchers, students, entrepreneurs, tourists from the region. A modern international 
transport and logistics system, including a new terminal at the airport, will be established in the 
city. 

- Establishing the “international financial center Astana” (AIFC), and giving it a special 
status consolidating legally within the constitution. Establishment of the center as a financial 
hub for the cis countries, as well as the region. An independent commercial law system which 
will function on English law principles and with a judicial corps consisting of foreign experts will 
be established. The goal is for Kazakhstan’s financial hub to join the top 20 financial centers in 
the world. 

- Develop a strategy to ensure that the financial center provides specialized services to 
the capital markets and Islamic finance. Development of new types of financial services, 
including private banking and assets management. Introducing a liberal tax regime for the 
center. The possibility of establishing an offshore financial market. Introducing the principle of 
investment residence like in Dubai. 

- Making English the official language of the financial center. Its independent legislation 
must be developed and applied in the English language. 

- Ensuring international transport accessibility to the financial center. Establishment of a 
network of regular and convenient air services between the financial center and other leading 
financial hubs. 
Mining sector reform 

- Increasing transparency and predictability of the subsoil use sector by introducing the 
CRIRSCO mineral reserves international reporting standards. 

- Introducing a facilitated contracting method for all mineral resources by using the best 
international practices. 
Education system reform 

- Increasing the quality of human capital on the basis of the OECD countries’ standards. 
Stage-by-stage implementation of 12 years of education, improving the standards of school 
education in order to develop higher literacy standards. Introducing per capita financing for 
high schools and establishing a system of expanding successful schools. 

- Training highly qualified staff in the top 10 leading colleges and 10 higher education 
institutions that focus on six key sectors of the economy. Sharing their experience with other 
educational institutions in the country. 

- Moving gradually towards the self-management of universities, taking into account the 
experience of the Nazarbayev University. Transformation of private universities into non-profit 
organizations in line with international practice. 
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- Stage-by-stage transition to the use of the English language in the education system. 
The main aim is to increase the competitiveness of students when they leave and position the 
educational sector as attractive for international students. 

- Labor and social system reform 
- Implementation of mandatory social health insurance. Strengthening financial 

sustainability of the health system through the principle of mutual responsibility of the state, 
employers, and citizens. Priority financing of the primary health care. Primary care will be the 
core of the national health care for prevention and early fight against diseases. 

- Development of private health care, corporate management for health facilities. The 
introduction of a corporate governance at healthcare organizations in order to enhance 
accessibility and quality of the healthcare services through competition among the 
organizations for financing within the healthcare insurance. Encouragement of privatization of 
the public healthcare organizations and extension of the guaranteed healthcare package 
provided at private healthcare organizations. 

- Establishment of a commission on health care service quality under the ministry of 
healthcare and social development. The main aim is to introduce best standards of health care 
service (treatment protocols, personnel training, medicines provision, quality and access 
control). 

- Liberalization of labor relations and development of a new labor code. 
- Modernization of the social benefits system, social assistance will be provided only to 

citizens who are genuinely in need of it. State targeted social assistance to citizens with 
working capacity and low income will require them to actively participate in programs that 
enable them to find employment. 
 
 
 
 
 


