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Kazakhstan: Economic situation
Kazakhstan, Central Asia's largest economy, is an upper-middle-income country aiming to join the
world's 30 most developed countries by 2050. Russia's economic slowdown, a weakened domestic
demand after the devaluation of the national currency, the tenge, and adverse developments in the
terms of trade, have pushed economic growth down to 4.3% in 2014 from 6% in 2013, and will
continue to do so in 2015. On a more optimistic note, Kazakhstan's newly acquired WTO membership
will further strengthen its integration in global trade and economy.

Economic policy
Growth performance slows down
Following the breakup of the Soviet Union, independent Kazakhstan's first years were characterised by
instability and economic decline, reaching a peak in 1991, when gross domestic product (GDP) contracted by
13%. Although Kazakhstan's economic performance in the first decade after its independence was
disappointing, it experienced rapid economic growth in the 2000s, largely as a result of increasing benefits from
its abundant natural resources, particularly gas, oil and uranium.
With the exception of 1998, when GDP fell by 1.9% due to the spillover of the 1998 Russian crisis, the Kazakh
economy retained high rates of growth. As an upper-middle-income country, Kazakhstan ranked 43rd in the
world in terms of GDP at purchasing power parity. However, high dependence on exports of raw materials and
close economic relations with Russia exposed the country to adverse effects. In the wake of the Ukraine-Russia
crisis, sanctions against Russia and the ensuing Russian economic slowdown have hit Kazakhstan severely.
As Kazakhstan's oil exports account for some 75% of its total exports, decreasing oil prices hampered growth.
Furthermore, suspension of production at the giant Kashagan oilfield which was launched in September 2013
but shut down shortly after due to leaks in its pipelines, hindered export earnings. The multinational
consortium developing the field will have to spend up to US$4 billion to replace the pipes. Kashagan is
expected to begin production in 2017. The government announced a stimulus package in November 2014, to
counter the growth-endangering dynamics.
The trend of slow growth is likely to continue in 2015: the World Bank predicts that GDP will grow by a mere
1.3%, the lowest since 2009. Economic growth is expected to go up by 2.8% in 2016 and by 3.9% in 2017. Due
to the devaluation of the tenge and higher prices of imported inputs, inflation (consumer prices) increased
from 5.8% in 2013 to 6.7% in 2014. The IMF expects an inflation rate of 5.2% in 2015 and 5.5% in 2016. The
current account balance reached a surplus of some US$3.3 billion in 2014, equalling 1.6% of GDP. However, in
2015, the current account deficit is predicted to be 4.1% of GDP.

Government promotes diversification and liberalisation
The agricultural sector, which grew by 0.8% in 2014, accounts for 4.6% of GDP. Despite the decline over the
years (see graph 4), the sector continues to employ almost a quarter of the working population. The services
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sector has doubled its share in GDP following independence and has
increased from 28.7% in 1992 to 59.4% in 2014. Services sector
growth slowed from 6.8% in 2013 to 6.0% in 2014 due to a decrease in
domestic demand. The industrial sector's share in GDP has diminished
as compared to 1992, accounting for 36% in 2014. Kazakhstan's
development strategy, Kazakhstan-2050, aims to diversify the
economy and end the country's heavy dependence on the currently
dominant sectors. The government has introduced policies in favour
of free markets, and promotes freedom in the domains of investment,
trade, labour and finance. Consequently, recognised as 'moderately
free', Kazakhstan has a better-than-world-average score in the 2015 Index of Economic Freedom, ranking
69th among 186 countries, and performing better than all the other Central Asian states.
Public finance faces growing challenges
As part of its development strategy, the government plans to borrow from international financial
institutions, so as to invest in infrastructure and provide credit to enterprises. Thus, the external debt is
expected to rise from 3.9% of GDP in 2014 to about 6% in 2015-17. Total government spending rose to
22.8% of GDP in 2014 from 20.8% in 2013, while revenues fell from 24.2% in 2013 to 23.7% of GDP in 2014,
due to the economic slowdown. The non-oil deficit widened from 8.4% of GDP in 2013 to 10.8% in 2014. The
surplus of the consolidated budget narrowed from 3.4% of GDP in 2013 to 0.9% in 2014, mainly due to fiscal
expansion after the introduction of economic support packages following the devaluation of the tenge in
2014. The fiscal expansion has been mitigated by budget cuts in other areas.

Monetary Policy
According to the National Bank of Kazakhstan, its international reserves totalled US$28.9 billion as of
1 July 2015 (together with the National Oil Fund's assets, reserves amount to nearly US$98 billion, almost
40% of GDP), securing the country against liquidity shortage. The Bank strictly controls the exchange rate,
with the nominal tenge-US dollar rate staying largely stable since February 2014, when Kazakhstan devalued
its currency by 19% due to the sharp drop of the ruble. During the second half of 2014, the Bank spent about
US$14 billion to defend the pegged exchange rate. However, some analysts argue that a further devaluation
is inevitable.

International trade
Kazakhstan completed its negotiations for accession to the World Trade Organization (WTO) in June 2015,
and the WTO General Council approved its membership on 27 June 2015. Kazakhstan's membership of the
Eurasian Economic Union (EEU) complicated and prolonged its accession talks mainly due to difficulties in
reconciling its obligations towards other WTO members with EEU tariffs. The EU has been supportive of
Kazakhstan’s accession to the WTO in order to help dismantle remaining trade barriers and further boost
bilateral trade. EU-Kazakhstan bilateral trade relations are governed by the Partnership and Cooperation
Agreement (PCA), which entered into force in 1999. Negotiations for an Enhanced Partnership and
Cooperation Agreement (EPCA) between the EU and Kazakhstan were concluded in October 2014. Being
Kazakhstan's primary trading partner, the EU accounts for almost a third of its total trade and is followed by
China, Russia, Ukraine and Turkey. Securing over half of Kazakhstan's total FDI, the EU is its top foreign
investor. Regarded as an 'important and reliable energy partner', Kazakhstan supplies around 5-6% of the
EU’s oil demand, which, in turn, constitutes about 93% of total EU imports from that country. Machinery and
transport equipment, chemical products as well as manufactured goods are the most important product
groups exported to Kazakhstan. As shown in the table below, bilateral trade has tripled over the past decade.

Table 1: EU trade with Kazakhstan

2004 2008 2009 2010 2011 2012 2013 2014

EU Imports 6 933 17 890 10 834 15 909 22 920 24 555 23 864 23 900
EU Exports 3 268 5 683 5 319 5 236 5 985 6 925 7 472 6 754
Total trade 10 200 23 574 16 152 21 145 28 905 31 480 31 336 30 654
Trade Balance -3 665 -12 207 5 515 -10 673 -16 935 -17 629 -16 392 -17 146

Data Source: European Commission.
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