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THE ECONOMY OF KAZAKHSTAN UNDER THE WORLD MARKETS INSTABILITY
Kazakhstan is a small open economy
 with a limited number of exported goods and commodities that put the country into the vulnerable position in case of an adverse world market situation. It is thus necessary to expect any consequences of the decline in the world prices for exported goods, especially for oil, and consider this vulnerability during the process of making macroeconomic forecasts.

There are a number of features that allow to reveal the raw-material orientation of the economy. In standard terms, the share of raw sector in GDP and export structure would serve as a main indicator. Indeed, the experience of the last few years demonstrate the tendency in Kazakhstan of mineral raw resources share predominance in combined exports of the country. Petroleum and petroleum products have become fundamental strategic export items (60-70% of the total exports) (fig.1).
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Figure 1 –Exports structure in the Republic of Kazakhstan.
Source: Statistics Agency of the RoK. 

Kazakhstan occupies the 11th place in the world by explored reserves of oil
.  Confirmed resources of oil in the country are estimated 30
 to 39.828 billion barrels of oil
 (2.2-3% of the world total). Discovered in 1979, the Tengiz oilfield contains from 6 to 9 billion barrels of oil.  Another huge oilfield, Kashagan, discovered in 2000, is estimated to contain 13 billion barrels. 

According to the preliminary data, oil and gas condensate volumes in Kazakhstan extracted between January and November 2008 comprised 471 mln. barrels, 4.6% higher than in the analogical period of the year 2007.  

Let’s observe the raw-materials content of the economy in the GDP structure (Table 1). The mining sector has increased its share from 13 to 20.6% during the 2000-2008 period, but the services still comprise some 50% of GDP, which says about sufficient level of economic development (the developed countries enjoy the share of services at around 75% GDP). 
Table 1 – GDP structure of the Republic of Kazakhstan for 2000-2008.

	GDP structure
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007
	2008*

	Goods production
	45.9
	44.9
	43.8
	42.9
	42.5
	44
	44.9
	43.4
	47.9

	Agriculture  and fishery 
	8.1
	8.7
	8.0
	7.9
	7.1
	6.4
	5.5
	5.7
	5.7

	Mining production
	13
	11.4
	12.1
	12.1
	13.6
	15.8
	16.1
	15.1
	20.6

	Manufacturing
	16.5
	16.4
	14.5
	14.2
	13.3
	12
	11.6
	11.5
	12.5

	Services 
	48.4
	49.4
	50.5
	51.8
	53.4
	52
	51.6
	54.2
	50.2


*January – September 
Source: Statistics Agency of the RoK. 

It gives a right to make a conclusion that the GDP growth in Kazakhstan is not provided by exports-led development alone. Mining sector which is about 80.4% of export in 2007, occupied just 15.1% of GDP. Most of the real GDP growth is defined by non oil-gas sector of the economy, the output which is absorbed by the domestic consumption. 

The price factor influence of the world markets is reflected on the balance of payments in the following directions.

1. Balance of payments. With  the prices and volumes of imported goods stable, and prices of exported goods decreasing, the positive ratio of the trade balance may be diminished. For the first 6 months of 2008 trade balance ratio has comprised $17 971 bln. under the favorable price conditions for exported goods (fig.2).       
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Figure 2 – Trade balance of the RK. 
Source: National Bank of the Republic of Kazakhstan. 

To reveal raw dependence of Kazakhstan it is possible to track change of the world prices and dynamics of trading balance (fig. 3). 
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Figure 3 – Comparison of dynamics of the world prices for oil and 

trade balance.
The trade balance practically directly is dependent on dynamics of prices for oil.
2. Balance of investment incomes. Incomes from foreign direct investments to Kazakhstan, which had positive dynamics of growth from 2002 to 2007, influence the balance of investment incomes.
The volume of foreign direct investments flown into Kazakh economy increased 4.3 times during 2002-2008 (fig.4). 
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Figure 4 – Foreign direct investments in Kazakhstan from 2002 to 2008. 
Source: National bank of the RK.  FDI ratio – right scale; * - data for the first 6 months of 2008  

Starting from the large-scale development of oil deposits in 1996 to the present time, $29.2 billion of foreign direct investment was attracted into mining industry of Kazakhstan, $23.7 billion was attracted into geological survey works. Foreign direct investment for analogical period was 69.4%. Large portion of the total investments had flown into oil and gas sector. 
FDI rate of profit increased from 4.7% in the 1st quarter of 2006 to 8.7 % in the 2nd quarter of 2008. 

Table 2 – FDI rate of profit in Kazakhstan
	 
	1 quarter 2006
	2 quarter 2006
	3 quarter 2006
	4 quarter 2006
	1 quarter 2007
	2 quarter 2007
	3 quarter 2007
	4 quarter 2007
	1 quarter 2008
	2 quarter 2008

	Direct investments in Kazakhstan, mln. US dollars (end of the period)
	27 407
	28 768
	29 849
	32 689
	35 410
	37 949
	39 537
	43 381
	45 678
	47868 

	Incomes of non-residents from direct investments, mln. US dollars (during the period)
	1279
	2080
	2223
	2058
	1918
	2740
	2245
	3380
	2615
	 4178

	Income of FDI - volume of FDI ration
	4,7%
	7,2%
	7,4%
	6,3%
	5,4%
	7,2%
	5,7%
	7,8%
	5,8%
	 8,7%


3. Balance of Services. Conditions of the world markets influence the balance of services through the volumes and prices of providing services by the residents and non-residents. Economy of Kazakhstan is dependent on services provided by the non-residents (services import) in construction sphere (in the 1st quarter of 2008 it comprised $1660 mln.), transportation service ($1093.5 mln.), consultation services ($227.4 mln.), architectural and other technical services ($844.7 mln.).  

Until 2008, the Current Account balance of the BoP had a negative sign since the negative balances of investment incomes, services, transfers and payments exceeded in aggregate the positive trade balance. During the first six months of 2008 under the conditions of the world prices growth on basic exported goods of the RoК, the trade balance has covered negative balance on other elements of the Current Account. The positive balance of Current Account of BoP made 6506, $2 million. According to the “Economic Research Institute” estimates, during the second six months the positive balance of current account will remain within the limits of $7350 million. 
4. Financial Account. Capital flow is created by the investment portfolio of non-residents in Kazakhstan accumulated so far. By 06/30/08, direct investments made 38% of all foreign investments, 11% - portfolio investments and 51% - other investments presented by basic loans and the trade credits. Leadership in foreign investment attraction belongs to the financial activity sector (67 % of investments into Kazakhstan), sector of operations with the real estate, rent and service (30 %, basically in geological survey and research), and mining industry (20 %). 
***       
The negative impact of the world financial crisis on Kazakhstani economy had begun in the second half of 2007 and caused decrease of volumes and toughening conditions of external loans.
 In 2008, delay of economy growth, decline in demand and fall in prices on basic commodities create threats for the stable growth of Kazakhstan’s economy. 

As the European Bank of Reconstruction and Development estimates, growth rate of Kazakhstan’s economy will reach 4.3 % in 2008, and GDP growth will make 3,0% in 2008. 

The IMF made a forecast of GDP growth for 2008 – 4.5%, for 2009 – 5.3%.
The Economic Research Institute makes a forecast of GDP for short-term and medium-term perspectives using economic and mathematical models, considering oil prices. By the Institute estimation, with oil price per barrel within $40-60, the GDP growth will make 2.6% in 2009, 4.3 in 2010, and 6.3% in 2011. There is a National Fund created through the state incomes from oil sector by analogy with the leading oil-producing countries. The republican budget is formed by non-oil incomes and guaranteed transfers from the National fund.
The Government also considers possibility of worsening economic situation and consequent shrinkage of the revenue side below the planned budget levels. On this basis, expenditure cut mechanism of three-years budget is developed given the oil price $25 per barrel. Social expenditures planned by the government connected to a pension increment and upgrading of benefits remaines unchanged in the Republic budget.

As a result of the decrease in the projected oil price, budget deficit was corrected and is expected to comprise 3.4% of GDP in 2009, 3.5% and 2.4% in 2010 and 2011 respectively.

The economy dependence on the commodities world price variations is high, but these are not determinant factors in the scenario choice of an economic development.  Variation of oil prices is considered in preparation of the three year budget process, but directions providing economic growth are included in the longer-tern programs.

Due to neutralization of the negative impact of the world financial crisis, the Government of the Republic of Kazakhstan adopted a decision to use the accumulated capital of the National Fund to finance anti-crisis measures.
Government-run Program of anti-crisis measures that was adopted on November 25, 2008 represents five basic directions of the realization.
The Government reduced the level of expected world oil prices, put in the budget project for 2010-2011, from $60 USA to 40$ USA per barrel in 2009, to $50 USA in 2010 and 2011. 
1. Stabilization of the financial sector assumes

· recapitalization of the 4 major banks through the purchase of common stocks and preference shares, as well as by providing subordinated loans in the amount of no less that $4 billion;

· creation of the public fund for risky assets with nominal capital of $1.5 billion in order to improve credit portfolios of national banks by bailing out unprofitable assets and managing those assets afterwards;
· provision with additional liquidity sources in order for banks to serve their liabilities in time;
· government guarantees of pension savings;
· expanding insurance guarantees for physical entities, who have deposits in commercial banks, up to $41 thousands (5 million tenge).

1. Real estate market stabilization means injection of $3 billion and includes the following:

· A special program for mortgage loans and development of the real estate sector on incomplete construction objects in Astana and Almaty, as well as on lowering rates for previously obtained mortgage loans;

· Government purchases of new housing on behalf of national companies and joint stock companies with government participation;

· Realization of public housing program that makes provisions for preliminary mortgage loans with low interest rates for public servants, employees of public sphere and young families.

2. Supporting small and medium business includes:

· Financial support in the amount of $1 billion for crediting of small and medium business;

· Development of micro financing programs in the countryside and rural areas;

· Providing access for the subjects of small and medium business to orders of state agencies, holdings and national companies;

· Securing guarantees and long-term orders for state holdings and national companies.

4. Agricultural sector development 

Expenditures for agricultural sector development are planned in the amount of $3 bln. from republican budget for 2009-2011. Additional $1 bln. will be directed through “Kazagro” Holding to assist agricultural sector development. 

5. Breakthrough, industrial and infrastructure projects implementation. 

Infrastructure building and modernization will be carried out to solve economic development issues and to provide employment.  There will be continued work on “30 corporative leaders” Program realization to maintain the economic growth. To implement breakthrough industrial and infrastructure projects there will be directed additional $1 bln. (120 bln. tenge), also direct foreign investments will be attracted in amount of $3 bln. by the “Samruk-Kazuna” national welfare Fund.
    According to the Economic Researches Institute estimation, additional financial resources from National fund can provide GDP growth at 2-3 % per year.
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� <http://www.wired.com/special_multimedia/2008/oilreserves>.


� PennWell Corporation, Oil & Gas Journal, №. 105.48. Включает газовый конденсат. Данные на 1 янв. 2008 г. <http://www.eia.doe.gov/emeu/international/reserves.html>.


� Ibid. British Petroleum Energy Sources Review, June 2008. Includes gas condensate and liquefied natural gas. 
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