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The Applied Economics Research Center (AERC ©)
presents the Quarterly Macroeconomic Review of
Kazakhstan (IOC).
This issue will provide an analysis of the current trends
for the third quarter of 2020, as well as a detailed
forecast of the main macroeconomic indicators for 2020
and 2021.
AERC-KEO-2020-3
The forecast estimates were developed by AERC taking
into account all available information as of October 31,
2020. The purpose of the report is to provide an objective
opinion on the processes taking place in the economy of
Kazakhstan based on the application of the system of
macroeconomic analysis and forecasting (SMAF)
developed by AERC analysts.
As new time series observations become available for the
input and output SMAF variables, the AERC forecasts may
be adjusted.
This report is not intended as an inducement in making
investment decisions to buy or sell assets.
AERC© 2020, all rights reserved

Disclaimer:
The presented material does not violate human rights, breaches of secrecy and confidentiality, is not intended to ridicule, insult or humiliate
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individuals or entire populations. Its use by any person when making decisions does not entail any responsibility of AERC for possible loss or
damage arising from such decisions.
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ANNOTATION

The headliner of the global agenda
remains the issue of the second wave
of the COVID-19 pandemic. Will
countries cope with the challenge
called COVID-19? Which country
pursued the most effective economic
policies during this difficult period? In
addition to the coronavirus infection,
geopolitical aggravation has recently
been manifested (Belarus and
Kyrgyzstan), countries are increasingly
entering armed conflicts (NagornoKarabakh and civil revolutions are
taking place. Since early summer, the
price of Brent crude oil has dropped
20% to 36 USD per barrel in early
November. This is happening against
the backdrop of the introduction of
quarantine measures in European
countries,
which
worsens
expectations for an early
recovery in energy demand. One
of the events to which all
attention is riveted is the US
presidential election. The power
of
uncertainty
about
the
outcome of the elections can be
seen now in the increased
volatility of the stock markets.
The outcome of this event can
determine many economic and
political processes in the world.
In the second half of the third quarter
of 2020, the government made a
decision
to
ease
quarantine
measures. Service providers were
allowed to resume work, albeit with
some restrictions. This breathed a
breath of air into the Kazakh business
in terms of the share that the service
sector occupies in the country's
economy.
In October, the Ministry of National
Economy of the RK (MNE RK) has
revised its estimate of the annual GDP
forecast downward. So, it is expected
that the economy of Kazakhstan will
drop by 2.1%. Most international

organizations have also slightly
adjusted their forecasts. In addition to
the consensus regarding the trend of
economic
development
in
Kazakhstan, there is a common
opinion
on
its
quantitative
assessment within the range of -2-3%
in the current year.
According to the results of the first 9
months of 2020, the real GDP of
Kazakhstan decreased by 2.8%. The
main growth drivers, as before, were
construction
(+
10.5%)
and
manufacturing (+ 3.3%), while the
largest drop in the volume index was
recorded in the service sector, which
is explained by the introduction of
strict quarantine at the beginning of
the second and third quarters of this

year. Business activity index (IDA) for
Kazakhstan of the National Bank of
Kazakhstan (NB RK) in September of
this year was 47.6, improving after
falling to 37.2 in April. In other words,
there is a trend towards a gradual
recovery of business activity in the
sectors
of
the
economy
of
Kazakhstan. The growth of the
business activity index is most
noticeable in the construction sector:
the IDA is 49.1 in September against
34.8 in April of this year.
AERC score on the economy of
Kazakhstan for 2020 was also revised.
This is due to the improvement of the
complex of forecasting models AERC
SMAF, as well as to the updated data
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on the price of Brent crude oil and on
the forecast of economic growth in
the trading partner countries of
Kazakhstan. It should be noted that
the SMAF model is based on modeling
and forecasting aggregate demand,
while the system for calculating the
GDP of domestic official statistics is
based on the production method (the
sum of added values), i.e. aggregate
supply. Therefore, AERC estimates
may not match official forecasts.
In its 2020 macroeconomic review of
Kazakhstan, AERC relies on three
main prerequisites: a 7.9% decline in
the economies of trading partners,
stabilization of the average annual oil
price of about USD 41.2 per barrel,
and oil and gas condensate
production at the level of 84.9
million tons. Under these
conditions, the AERC estimate
shows that the real GDP of
Kazakhstan will decrease by
3.6% in annual terms this year the lowest rate since 1995. At
the same time, the level of
average
annual
consumer
inflation will accelerate to 7.9%.
Also, according to AERC, the
current account of the balance
of payments will be equal to -9.7
billion USD, or -7.3% of GDP, and the
government budget deficit will be 2.9
trillion tenge, or 4.3% of GDP.
In 2021, elections to the Mazhilis of
the Parliament of the Republic of
Kazakhstan will be held. This event
can
already
be
considered
memorable, since for the first time in
16 years the elections will be held not
ahead of schedule, but within
constitutional terms. Thus, a lot of
interesting things await the country's
economy and society. Additionally,
AERC presents in this review its
forecast for Kazakhstan's macro
indicators for 2021.

1.2. SOME EXPECTATIONS FOR
2020

SECTION 1
1.1. Current conditions
1.2. Some expectations for
2020
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1.1. CURRENT CONDITIONS

The current year has been full of
surprises,
uncertainties
and
challenges. The end of the growth
phase of the business cycle coincided
(by chance or not) with the
coronavirus pandemic, plunging the
world in restrictions and lockdowns,
and the world economy in a crisis that
is unlike any previous one, and even
stronger than the Great Recession of
2008-2009.
During
the
meeting
of
the
Government of the Republic of
Kazakhstan on October 13, 2020, an
updated forecast of the Ministry of
National Economy of the Republic of
Kazakhstan on economic growth in
the current year was announced. If
before the Ministry of National
Economy of the Republic of
Kazakhstan assumed a drop in GDP
by 0.9%, now, based on the results of
9 months of this year, a weakening of
the domestic economy by 2.1% is
expected.
In
January
September
2020,
Kazakhstan's real GDP showed a
decline of 2.8%, while the short-term
economic indicator was equal to
97.5%. Based on the fact that the first
quarter of this year ended with an
increase of 2.7%, and 6 months of this
year showed a decline of 1.8%
compared to the same period last
year, it follows that serious growth
losses fell on the II quarter, the
economy suffered relatively less in the
III quarter. This is largely due to the
slight recovery in economic activity in
the real sector of the economy. The
volume index of trade decreased by
9.5% against 10.6% in the first half of
this year. The transport and
warehousing sector continue to beat
anti-records: the volume index
decreased by 17.1%. In contrast to
the first 6 months from the beginning

of the year, production in the mining
industry decreased by 2, 2% in annual
terms. In general, the real sector
supports the Kazakh economy,
demonstrating
growth:
the
production of goods in annual terms
increased by 2.2% in 9 months of
2020.
The main drivers of growth were
construction
(+
10.5%)
and
manufacturing (+ 3.3%), although
their growth rates are slowing down.
The communications industry has
slightly slowed its growth from 9%
(January-June) to 8.2% (JanuarySeptember) compared to the same
period last year; agriculture grew by
5%.
Following the results of 9 months of
this year there is a decrease in
investments in fixed assets by 4.9%
compared to January-September
2019, while in January-March there
was an increase by 5.1%.
Table 1. Volume index of basic sectors of
the economy of Kazakhstan
in% to a corresponding period of the previous
year
Branch of the
economy
Argiculture
Industry
Construction
Trade
Transport
Communication
GDP
Source: BS ASPR

2018

2019

9month

2020

4,3

0,9

4,4

3,8

5
0

4,6

12,9

10,5

7,4

7,6

-9,5

4,6

5,1

-17,1

4,1

5,2

8,2

4,1

4,5

-2,8

The business activity index of the
National Bank of Kazakhstan in
September 2020 was equal to 47.6,
having improved after the July drop to
45. The improvement of the activity is
most noticeable in the construction
sector - 49.1 against 46.3 in June. In
the industry, the business activity
index declined slightly, from 48.7 in
June to 47.8 in September, due to a
decline in new orders, new products
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and inventories. Activity in the service
sector is also showing an upward
trend with the business activity index
of 47.3 in September.
Thus, there is a trend towards a
gradual recovery of business activity
in the economy of Kazakhstan.

1.2. SOME EXPECTATIONS FOR
2020
Kazakhstan's economic development
indicators for 9 months of 2020
continue to reflect the negative
impact of the coronavirus pandemic.
It is remarkable in this aspect that
after the end of the second
quarantine, the Ministry of National
Economy of the Republic of
Kazakhstan and international financial
institutions (IFIs) nevertheless revised
their forecast for the economy.
Although the third quarter of this year
was characterized by the resumption
of economic activity, there are still
uncertainties about the development
of events, fueled from time to time by
rumors about a second lockdown
until the end of the year.
The forecast of the Government of
the Republic of Kazakhstan regarding
economic growth is now -2.1% in
2020. According to the Minister of
National Economy, in comparison
with previous expectations, the price
of Brent crude oil was revised from 28
to 40 USD based on the current price.
The volume of oil production will
amount to 85 million tons. The
forecast for the branches of the real
sector of the economy has also been
improved.
Annual
growth
in
construction is projected at 6.5%, in
agriculture - 4.9%, in manufacturing 3.7%. For the service sector, on the
contrary, the forecast values were
reduced due to the significant
negative
effect
of
quarantine
measures. The size of nominal GDP is
estimated at 69.8 trillion tenge, and
the budget deficit will be 3.5%.
According to the forecast of the
National Bank of the Republic of
Kazakhstan, the fall in GDP will be in
the range from 2% to 2.3%, which is a
consequence of the deep fall in
consumer and investment demand.
At the same time, it is expected that

annual inflation may rise to 8% due to
high growth in food prices and
accelerated inflation of paid services.
The regulator also made a forecast for
2021. In a pessimistic scenario, if the
price of Brent crude oil falls to 30 USD
per barrel due to both the noncompliance
with
the
OPEC+
agreement and the slower recovery of
the global economy, the growth rate
of the domestic economy will be 2.93.2% amid a low base. According to
the optimistic scenario, subject to the
strict discipline of the OPEC+
agreements and a rapid recovery in
oil demand, the price of Brent crude
could reach 50 USD per barrel. This
can accelerate the growth of the
Kazakh economy to 4-4.3%.

consensus has emerged by the end of
the year regarding quantitative
estimates: The decline of real GDP in
the current year will be within the
range of 2-3.5%. However, now we are
interested in what awaits us next year.
Will consumer and investment
demand recover in Kazakhstan? If so,
at what pace? How will the situation
develop on foreign markets? What will
happen to the state budget?
In this regard, in order to try to answer
these questions, AERC, based on the
SMAF, prepared a macroeconomic
forecast for Kazakhstan for 2021. In
addition, the estimate for 2020 was
revised taking into account the
updated assumptions.

Table 2. Forecasts of economic growth of
Kazakhstan in 2020 and 2021

in % to the previous year*
Source

2020

2021

MNE RK

-2,1

2,8

[-2,0; -2,3]

[2,9; 4,3]

IMF

-2,7

3,0

WB

-3,0

2,5

ADB

-3,2

2,8

NB RK

* As of October 2020

The current forecasts of IFIs for
Kazakhstan also assume economic
growth in the range of 2.5-3% in 2021.
Uncertainty around COVID-19, which
periodically manifests itself with
outbreaks of disease, remains the
main risk that worsens development
prospects.
As noted in the July publication of
AERC, at the moment there has been
a certain consensus on the direction
of development of the Kazakhstan’s
economy in 2020. At the same time, a
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2.1. EXTERNAL PREREQUISITES
FOR THE AERC FORECAST

World Economic Outlook

For the third quarter in a row, the
world economy has been affected by
the global COVID-19 pandemic. Given
the highly integrated world economy,
countries
experience
the
simultaneous impact of a demand
shock and a supply shock. The
countries of the world began to
gradually adapt to the new realities,
and by the middle of the year,
economic activity began to resume,
and earlier than expected. However,
at present, further expansion of
economic activity is at risk of a second
wave of the pandemic and a possible
lockdown.
In the October report of this year,
according to the IMF, in 2020 the
global economic growth will be -4,4%-

a less serious contraction than was
presented in the June forecast of the
IMF (-4.9%). Already in 2021, the IMF
expects the world economy to grow
by 5.2% due to the low base effect.
However, this figure is below the June
forecast.
It
characterizes
the
moderation of the global economic
recovery and reflects expectations of
strict social distancing around the
world. This forecast also assumes
significant output gaps, an increased
unemployment rate in 2020-2021.
Regarding the partner countries of
Kazakhstan, the IMF predicts a decline
in GDP of Italy by 10.6% in 2020 and a
recovery of 5.2% in 2021; in Russia,
real GDP is expected to contract at 4.1% and increase by 2.8% in 2021,
while in China, on the contrary,
economic growth will be 1.9% and
8.2% in 2020 and 2021 respectively.
Oil price
The suppressed economic activity
following the COVID-19 pandemic has
pushed the prices of commodities
down, especially oil. In response to
the emerging trend of falling prices on
April 12, 2020, the OPEC+ countries

Figure 1. GDP growth in the trading partner
countries of Kazakhstan

agreed to reduce oil production by
9.7
million
barrels
per
day
(hereinafter referred to as bpd) in
May-June, by 7.7 million bpd in JulyDecember and by 5.8 million bpd until the end of April 2022. As a result,
the agreement entered into force on
May 1, and in June the volume of oil
production in the OPEC+ countries
decreased by 107%, and in August
they managed to switch to the mode
of production reduction - 7.7 million
bpd. Such actions to reduce
production naturally lead to a
reduction in reserves: World oil
reserves in July and August fell by 34
million and 42 million, respectively.
Thus, due to the decrease in
production and the gradual easing of
the quarantine regime, the demand
for oil increased.
Nevertheless, in September of this
year the price of Brent crude oil fell
sharply from 45 USD to 39 USD per
barrel. This decline was due to fears
of a second wave of the spread of
COVID-19 and the resumption of oil
production in Libya, which is not a
member of the April OPEC+
agreement, as a result of which it can
sell oil without restrictions on

Figure 2. Price for Brent crude oil in USD on
average per year

in % to the previous year
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2.1. EXTERNAL PREREQUISITES
FOR THE AERC FORECAST

production. According to the latest
data, in October, the National Oil
Company
of
Libya
resumes
production at the largest field in Libya,
Sharara. In early November, the price
of Brent crude oil continued to fall
and fell to 36 USD per barrel amid the
introduction of quarantine measures
in European countries, which worsens
expectations for an early recovery in
energy demand.
According to the October IEA report,
the world oil supply in September fell
by 0.6 million bpd to 91.1 million bpd.
The reason for the fall is associated
with a reduction in production in the
UAE and the aftermath of the
hurricane in the United States. The
IEA predicts that if the OPEC+ deal is
completed, the demand for oil in 2020
will decrease by 8.4 million bpd to
91.7 million bpd, compared to 2019,
in 2021 the demand will remain
almost unchanged and will reach 97.2
million bpd, thereby increasing by 5.5
million bpd compared to 2020.
In its estimate for 2020, AERC used a
world oil price at 41.2 USD per barrel.
For the forecast for 2021, AERC used
a price at 47 USD. This forecast can be
explained by a further gradual
increase in oil production by OPEC+
countries and a weakening of the
quarantine regime.
Food inflation in the world
In June, for the first time since the
beginning of this year, the level of
food inflation in the world, which is
represented by the FAO index,
increased. In particular, prices for
vegetable oils and sugar showed
significant growth, although prices for
meat and dairy products were slowly
declining. In August, prices for
vegetable oils and sugar continued to

rise at the same pace, while grain
crops reached a record level,
amounting to 58 million tons of grain
more than in 2019. The sustained rise
in wheat prices is attributable to a
possible decline in yields in southern
countries
and
drought-related
weather conditions in Europe. In
September, the food price index also
rose and reached its highest level
since February 2020. The level of food
inflation in the world in 2020
continues to rise. Thus, in the baseline
forecast, AERC used the FAO index at
5% compared to the previous year,
for 2021 - 7% compared to 2020.
USD / RUB exchange rate and
inflation in Russia
In assessing 2020, AERC used a
nominal USD/RUB exchange rate of
74 units, which is 2 rubles higher than
the rate of three quarters of 2020. For
2021, AERC made a forecast based on
a nominal USD/RUB exchange rate of
75 rubles.
The inflation rate in Russia in the
baseline scenario of the AERC
forecast is 4% in 2020. The weakening
of the ruble noted above against the
background of fears of a second wave
of COVID-19 due to the pass-through
effect creates risks of rising inflation in
the country. However, at the end of
last year, inflation in Russia was at the
level of 3% - the lowest rate since
2017. The decrease in inflation in the
country in 2019 was due to the
growth of import substitution, in
particular, for food products. The
diversification of the economy made it
possible to reduce the impact of
exchange rate volatility on inflation,
increasing the efficiency of the
interest rate channel of monetary
policy and thereby allowing “curbing”
inflationary processes in the country.
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Low inflation in Russia in 2019
created an opportunity for a
stimulating monetary maneuver in
the context of the current crisis,
without fear of inflation growth: The
Central Bank of Russia (hereinafter the Central Bank) gradually reduced
the key rate from 7.25% in 2019 to
4.25% in July 2020. Moreover, the
Central Bank retained this rate in
October as well, since the sharp
decline in aggregate demand due to
the reduction in real incomes of the
population in the current year. (in Q2
of 2020, the real incomes of the
Russian population decreased by 8%
compared to the same period in
2019) has a downward pressure on
inflation.
Therefore, AERC uses an inflation rate
in Russia of 4% in its estimate for
2021.

2.2. INTERNAL PREREQUISITES FOR
THE AERC FORECAST

Oil
and
production

gas

condensate

The April OPEC+ agreement to cut oil
production was supported by
Kazakhstan. In accordance with the
agreements,
Kazakhstan
was
supposed to reduce oil production in
May-June this year to 1.319 million
bpd, and in July-December - to 1.397
million bpd. Thus, within the
framework of the OPEC+ agreement,
it is planned to produce 84.9 million
tons of oil in 2020, while in 2019,
Kazakhstan produced 90.5 million
tons of oil and gas condensate.
These obligations were not met in
May-June due to the transition to a
reduced
production
regime.
However, in July Kazakhstan fulfilled
the agreement by 101%. Thus,
according to the results of three
quarters of this year, the volume of oil
production in Kazakhstan amounted
to 64.7 million tons, thereby
exceeding the obligations of the
OPEC+
agreement.
Also,
in
September of this year, an average of
1.349 million bpd was produced
excluding condensate.

According to AERC estimates, in 2021
the volume of oil and gas condensate
production will be 86 million tons.
This indicator is also in line with the
plans of the Ministry of National
Economy of the Republic of
Kazakhstan
Fixed
capital
nominal wages
tenge parity

investments,
and ruble-to-

According to AERC, in 2020
investments in fixed assets will
decrease by 2% compared to the
previous year. The decline in
investment in fixed assets is due to a
decrease in investment in the mining
industry due to a decrease in oil
production under the OPEC+
agreement, trade, transport and
construction due to the influence of
the quarantine regime. In 2021, an
upward trend in fixed assets growth is
projected at 2% compared to 2020.

by 2%, compared to 2020, according
to the AERC forecast.
By the end of 2020, the nominal
RUB/KZT exchange rate will decline,
on average, by 0.2 tenge, thus
showing a result similar to 2019. This
change
remains
significantly
influenced by oil prices and the
USD/RUB rate. For 2021, the AERC
forecasts that the exchange rate of
the ruble against the tenge will be
5.77.

Against the backdrop of the negative
consequences of the pandemic in
2020, the increase in nominal wages
will halve, reaching 6% growth, while
in 2021 nominal wages will increase

Figure 3. Dynamics of oil and gas condensate production
million tons
92
88
84
80
76
72
2015

2016
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2018
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2020
evaluation

2021
forecast

Source: BS ASPIR, AERC
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3.1. USD/KZT AND INFLATION
FORECAST

Taking into account the basic
assumptions described above for
making the forecast, the exchange
rate of the USD against the tenge
(USD/KZT) on average for 2020 will be
at the level of 421.8 units,
demonstrating a weakening of the
tenge by 10.2% compared to 2019.
The AERC estimate of the national
currency exchange rate was revised
against the July forecast of AERC,
which predicted a depreciation of the
tenge against the USD by 9.1%, that is
associated with a revision of the
external preconditions for the
forecast, in particular, from taking into
account the second wave of
coronavirus, which has already swept
Europe. Against the background of
the latter, the risk appetites of
investors are declining-they leave
emerging markets, which creates
additional pressure on the currencies
of these countries. In 2021, on the
assumption of growing geopolitical
instability and the price of Brent crude
oil accounting for 47 USD per barrel,
according to the AERC forecast,
USD/KZT rate will be 432.8 units.

According to AERC estimates, nominal
cash income in Kazakhstan at the end
of 2020 will grow by 6.9% against an
increase in nominal wages by 6%
compared to 2019. In 2021, the
growth rate of nominal income is
expected to slow down to 2.9% as a
result of a decrease in the growth rate
of wages due to the excess of labor
supply over demand.
Average
annual
consumer
inflation at the end of 2020,
according to the AERC estimate, it will
be at the level of 7.9% against 5.3%
observed in 2019. At the same time,
the estimate was revised upwards
compared to the July forecast of AERC
(from 7.3% to 7.9%) against the
background of a more significant
weakening of the tenge against the
USD and the preservation of the
previous base rate by the National
Bank of Kazakhstan in October 2020
at the level of 9%. Also, the pressure
on the CPI figure was created by the
September sharp increase in food
prices by 10.8% compared to
September 2019.

Figure: 4. Consumer inflation, industrial inflation and GDP deflator

Industrial Producer Price Index
will decrease by 14.6% in annual
terms. Earlier, AERC estimated its
decline at 14.8%. The change in the
AERC index estimate towards a less
pessimistic one is due to a change in
the premise of world energy prices, in
particular, the cost of Brent and a
corresponding
contraction
in
aggregate demand. However, already
in 2021, AERC expects the index to
grow by 13.4% compared to 2020
against the backdrop of a gradual
recovery in economic activity and
higher oil prices (47 USD versus 41.2
USD per year). Taking into account the
assessment of the acceleration of
consumer inflation and industrial
deflation in Kazakhstan in 2020, the
GDP deflator will be formed at 4.6%
against 6.8% last year.
Thus, taking into account the basic
assumptions, other things being
equal, at the end of 2020, consumer
inflation,
according
to
AERC
estimates, will be 7.9%. Growth of the
general price level, incl. compared to
2019 is expected due to the
simultaneous impact of two main
factors:

in% of the previous year

1) expectation of a weakening of the
national currency against the USD by
10.2% against the background of
lower oil prices compared to last year;

145,0
135,0
125,0
115,0
105,0
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Source: BS ASPIR, AERC
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2) a decrease in the economy not only
in aggregate demand due to a
decrease in consumer spending of
households, investment costs of firms
and exports, but also in aggregate
supply due to a decrease in
production volumes in a number of
industries whose activities were
directly or indirectly affected by
restrictive measures within the
framework of strict quarantine.
The National Bank of Kazakhstan also
did not change its inflation
expectations, predicting it in the

MACROECONOMIC OVERVIEW OF KAZAKHSTAN OCTOBER 2020| 13

3.2. FORECAST OF AGGREGATE DEMAND, ECONOMIC
GROWTH AND NOMINAL GDP

corridor of 8-8.5%. AERC estimates
the growth in prices at the level of the
lower limit of the National Bank's
corridor, taking into account the
forecast of a significant decline in
prices for industrial products in the
current year.
However, already in 2021, AERC
predicts inflation at 6.1%, taking into
account the expectations of a gradual
recovery of economic activity in the
country, as well as expectations for a
gradual tightening of monetary
conditions by the National Bank in
2021.
Household final consumption
expenditure according to AERC
estimates, will grow by 4% in 2020.
Despite the positive growth rates,
they are significantly lower than in
2019, when gross fixed capital
formation increased by 12.9%, %,
indicating that the increase in gross
capital formation in 2020 will be
associated mainly with ongoing

investments within the framework of
existing projects and support by firms
of simple reproduction. However,
already in 2021, AERC expects an
annual increase in gross fixed capital
formation by 5.7% amid a gradual
recovery in economic activity in the
country.
Real
export
volume
of
Kazakhstan according to AERC
estimates, will grow by 4% in 2020.
Despite the positive growth rates,
they are significantly lower than in
2019, when gross fixed capital
formation increased by 12.9%,
indicating that the increase in gross
capital formation in 2020 will be
associated mainly with ongoing
investments within the framework of
existing projects and support by firms
of simple reproduction. However,
already in 2021, AERC expects an
annual increase in gross fixed capital
formation by 5.7% amid a gradual
recovery in economic activity in the
country.
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Real
import
volume
of
Kazakhstan in 2020, according to
the AERC estimate, will remain at the
same level since 2019 due, firstly, to
the rise in the price of imported goods
relative to domestic ones against the
background of the assessment of the
depreciation of the national currency
against the USD, and secondly, due to
the contraction of domestic demand
for both domestic and imported
goods.

%

trillions of tenge

Figure: 5. Dynamics of Kazakhstan's GDP

Real
export
volume
of
Kazakhstan in 2020, taking into
account the accepted assumptions,
according to the AERC estimate, it will
decrease by 27.5%. For comparison,
in 2019, Kazakhstan's real exports
grew by 2.5%. The drop in export
volumes in real terms in 2020 will be
associated with both a decrease in
domestic production of energy
resources, in particular oil and gas
condensate, and a drop in external
demand for export products of
Kazakhstan against the background of
a decrease in economic activity in
trading partner countries. But already
in 2021, subject to economic recovery
in both Kazakhstan and the trading
partner countries, AERC expects real
exports to grow by 5.7%. However,
given the low base, the level of real
exports will still be below the 2019
level.
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Nominal GDP, trillions of tenge
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Source: BS ASPIR, AERC

14| MACROECONOMIC OVERVIEW OF KAZAKHSTAN OCTOBER 2020

As a result, as there will be a decrease
in
consumer
demand
from
households,
a
slowdown
in
investment demand of firms due to a
decrease in the growth rate of gross
fixed capital formation, and a more
significant reduction in exports
compared to imports within the
framework of the baseline forecast, a
decrease in the growth rate of
Kazakhstan's real GDP in 2020 is
expected by 3.6% compared to 2019.
For comparison, in the July forecast
AERC expected a decline in GDP by
4.6%. The improvement in the

3.3. FORECASTING THE PARAMETERS OF THE CURRENT
ACCOUNT

forecast is due to both the improved
forecast for Brent crude oil prices and
the understanding that the second
quarantine in all countries, including
Kazakhstan, will be softer amid limited
funding opportunities for a repeated
“strict” lockdown.
In 2021, taking into account the
external basic prerequisites of the
forecast and the "low base effect"
after the current crisis, AERC expects
real GDP growth in Kazakhstan to be
equal to 4.1%.
According to AERC, taking into
account the initial basic assumptions,
the trade balance of Kazakhstan by
the end of 2020 will be positive: the
excess of exports of goods over
imports of goods will amount to 6.8
billion USD. AERC predicts an increase
in the trade balance to 12.9 billion
USD for 2021.
AERC score regarding the balance of
payments services in Kazakhstan at
the
end
of
2020
remained
unchanged: this indicator will

decrease compared to the last year
from -3.7 billion USD to -1.9 billion
USD as a result of a decrease in
exports of services by -4.9%
compared to the previous year, while
the reduction in imports of services
will be 19%. The faster decline in
imports of services is associated with
a contraction in demand from both
households and firms. According to
the AERC forecast, the negative
balance of services will narrow in
2021 to -0.6 billion USD. Economic
activity is expected to pick up slightly
in 2021. Therefore, the export of
services will increase by 12.8%, while
the import of services will decrease by
2.9%.

income is associated with the
expectation of a decrease in income
payable by 36.5% compared to the
previous
year.
Against
the
background of falling interest rates in
the world, there will also be a
decrease in income received from
external investments of Kazakhstan
from 2.4 billion USD to 1.3 billion USD,
which is less strong compared to the
decrease in income payable. AERC
predicts that the balance of primary
income will continue to deteriorate in
2021 and will amount to -18.6 billion
USD. This will be due to an increase in
income payable by 22.4% and a
decrease in income receivable by
19.6%.

Balance of primary income, the
stable deficit of which negatively
affects the current account balance of
the balance of payments of
Kazakhstan, in 2020, according to
AERC estimates, will amount to about
-15 billion USD. By comparison, in
2019, the primary income surplus was
-22.3 billion USD. The decrease in the
deficit of the balance of primary

Thus, against the background of the
forecast of the trade balance surplus,
taking into account the traditionally
negative balance of services and
primary income, the total current
account balance of the balance of
payments at the end of 2020 is
expected to be negative in the
amount of -9.7 billion USD or 7.3% of
GDP, that is, a deficit of the current
account will grow 1.5 times compared
to 2019. Relatively slower recovery of
Kazakhstan's exports of goods
compared to imports is expected,
even despite some improvement in
the forecast for the price of Brent
crude, which, in turn, is explained by
the
re-introduction
of
strict
quarantine in July this year. Based on
the assumptions for next year, in
2021 AERC predicts that the current
account deficit will decrease to 6
billion USD, or 3.3% of GDP.

Figure: 6. Dynamics of the components of the current account of
Kazakhstan
millions of US dollars
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Source: National Bank of the Republic of Kazakhstan, AERC
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3.4. STATE BUDGET PARAMETERS FORECAST

According to AERC taking into account
the reduction in business activity in
the real sector of the economy
compared to last year, the taxable
base in 2020 will shrink, as a result of
which tax revenues to the state
budget of the Republic of Kazakhstan
are expected to decrease by 12.7%
compared to 2019. The estimate was
improved due to the gradual
resumption of the work of service
sector entities in the Q3 2020. In
2021, AERC predicts a 13.1% increase
in tax revenue.

The lifting of quarantine measures in
August of this year led to a revision of
the estimate of personal income tax
(PIT) receipts: They are expected to
increase from 8.76 trillion tenge in
2019 to 9.4 trillion tenge in 2020. The
current AERC estimate for these
receipts was adjusted for the new
conditions: The resumption of the
work of a number of economic
activities forced to revise the forecast
of the growth rate of the nominal
money income of the population from
negative 2.2% to positive 6.9%.

Corporate income tax (CIT) receipts in
2020 will decrease by 10.9%
compared to 2019 and will amount to
1.76 trillion tenge in nominal terms. At
the same time, the upward
adjustment compared to the July
estimate of AERC is associated with
some improvement in international
forecasts for oil prices, which should
make a small positive contribution to
the profit of companies in the oil
sector. According to the AERC
forecast, in 2021 CIT revenues will
increase by 8.1%, which in nominal
terms will amount to 1.9 trillion tenge.

According to the AERC forecast, in
2021, personal income tax revenues
will increase by 4.1% compared to
2020, while nominal cash income will
increase by 2.9% y-o-y.
The proceeds of value added tax (VAT)
due to a reduction in taxable turnover
will decrease in 2020 by 8.2%
compared to 2019 from 2.7 trillion
tenge to 2.5 trillion tenge. In 2021,
AERC predicts an increase in this
indicator by 11.8% to 2.8 trillion
tenge.

Figure: 7. Dynamics of the parameters of the state budget and its surplus /
deficit to GDP of the Republic of Kazakhstan
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2021
forecast

At the same time, the current
macroeconomic situation requires an
increase in the expenditures of the
state budget and the quasi-public
sector (fiscal and quasi-fiscal impulse),
which,
according
to
AERC
expectations, will increase in 2020 by
a total of 19% in relation to 2019 and
amount to 16.1 trillion tenge. In 2021,
AERC predicts a decrease in this
indicator to about 15 trillion tenge,
taking into account the planned
targeted transfer from the National
Fund.
Thus, according to AERC estimates,
the state budget balance in 2020 will
be in deficit of 3 trillion tenge or -4.3%
to GDP. In 2021, AERC predicts a
reduction in the state budget deficit
to 4.0% to GDP.

DETAILS: MONETARY POLICY IN KAZAKHSTAN

In the framework of the current
crisis, there is a tendency for the
monetary authorities to participate
in the restoration of economic
growth in countries all over the
world. Kazakhstan is not an
exception, and a number of experts
believe that in addition to ensuring a
stable price level, the tasks of the
National Bank should include
ensuring economic growth. These
requirements partially determined
the preservation by the National
Bank of the base rate at the level of
9% on October 26, 2020, which, in
fact, means the preservation of soft
monetary conditions relative to the
beginning of the year.
AERC
independently
built
a
Quarterly Projection Model (QPM)
Figure 8. Decomposition of annulled inflation in Kazakhstan
for Kazakhstan to analyze monetary
policy based on the new Keynesian theory. As part of the analysis, AERC set the task of identifying the impact
of the key instrument of the NBK's monetary policy - the interest rate - on the main macroeconomic indicators
in the country.
When modeling the “external sector” in QPM for Kazakhstan, data for Russia were used.
Simulation gave the following results:
1) Annualized inflation: Since the transition of Kazakhstan to the inflation targeting regime, the
annualized inflation in Kazakhstan has become more stable (less often it differs from the average value of
previous periods). At the same time, the “inflationary expectations-inflation” channel started working correctly
(see Fig. 8). However, the transmission of the interest rate to inflation is still low due to the presence of a
significant exchange rate pass-through to inflation: With the transition to inflation targeting, the real exchange
rate of the tenge is predominantly underestimated against the dollar, and a weak exchange rate is
accompanied by higher values of annualized inflation.
2) Gap of actual GDP from potential (Output Gap): Before the transition to inflation targeting, the
Foreign Gap made a significant contribution to the GDP gap. However, since the transition to the inflation
targeting regime, the impact of the output gap in Russia is less reflected in the dynamics of the output
gap in Kazakhstan, which is partly due to the fact that since the transition to the new monetary policy,
external shocks are absorbed by the nominal exchange rate of the tenge. At the same time, shocks in the
nominal interest rate, as well as the gap in the real interest rate, do not affect the output gap. In other words,
the change in the real interest rate does not generally affect the GDP gap in Kazakhstan (see Fig. 9).
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DETAILS: MONETARY POLICY IN KAZAKHSTAN

3) According to the equation of monetary conditions, the greatest influence on the change in the index of
monetary conditions is exerted not so much by the deviation of the real interest rate from the equilibrium
value, but rather by the deviation
of the real exchange rate of the
tenge to the dollar from the
equilibrium
value.
However,
neither the real nor the nominal
depreciation of the tenge is
reflected in the growth of exports
and, as a result, in the growth of
Kazakhstan's GDP.
Thus, the model rejects the
assertion that an increase in
interest rates or appreciation of
the national currency in real terms
negatively affects output. The
current monetary conditions
(real
strengthening
/
depreciation of the tenge
against the dollar, changes in
the real interest rate) have
practically no effect on the GDP
gap (deviation of output from
Figure 9. Decomposition of the gap between actual real GDP and potential in
the potential).
Kazakhstan

This conclusion is extremely important, as it shows the limited ability of the National Bank of Kazakhstan
to maintain economic activity during the crisis using the interest rate channel - the most important role
here should be played by fiscal, not monetary impulses. Monetary policy should be aimed at maintaining
price stability. With the transition to the inflation targeting regime, inflation began to be characterized by
greater constancy (stability), as well as a correct response to inflationary expectations, which can be seen
from the decomposition of annualized inflation.
The model showed that maintaining the TONIA interbank rate at the 2020 level in 2021, i.e., maintaining soft
monetary conditions, will lead to an increase of inflation in Kazakhstan to 9.18% in 2021. To bring the actual
inflation closer to the upper limit of the inflation target of 6%, it will be necessary to tighten the monetary
policy - an increase in the TONIA rate to an average of 11% in 2021.
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Table 1. External prerequisites for the forecast
Period

2018

Scenario
Brent crude oil price, USD per barrel on average
per year
Growth rate of countries-trading partners, in %
YoY
Global food inflation (the FAO food price index), in
% YoY

2019

Fact

2020

2021

f1

f2

f3

72,8

64,4

37

40,5

41,2

47

2,6

2,2

-3

-7,7

-7,9

4,5

-3,5

1,8

5

2,4

2,4

7,0

Consumer inflation in Russia, in % YoY

2,9

4,5

4,1

4

4

4

Nominal exchange rate USD / RUB, rubles on
average per year

62,7

64,7

72

72

74,0

75

Table 2. Internal prerequisites for the forecast
Period

2018

Scenario
Oil and gas condensate production, mln tons
Nominal growth of average monthly wages, in %
YoY
Nominal exchange rate RUB / KZT, tenge on
average per year
Consumer inflation in Russia, in % YoY

2019

Fact

2020

2021

f1

f2

f3

90,4

90,6

76,2

84,9

84,9

86

8,4

14,6

3

-3

-6

2

5,5

5,9

5,9

5,8

5,7

5,8

17,5

8,5

2

0,1

-2,0

2,0

Table 3. Forecast of the dynamics of internal inflationary processes, incomes and the USD / KZT
exchange rate
Period

2018

Scenario

2019

Fact

2020

2021

f1

f2

f3

Consumer inflation (CPI), in % YoY

6

5,3

8,1

7,3

7,9

6,1

Industry inflation (PPI), in % YoY

19

5,1

-17

-14,8

-14,9

13,4

GDP deflator, in % YoY

9,2

6,8

4,2

4,1

4,6

10,3

Nominal income, in % YoY

11,3

11,3

3,9

-2,2

6,9

2,9

5

5,8

-3,9

-8,8

-0,9

-3,1

344,7

382,8

424,8

417,6

421,8

432,8

Real income, in % YoY
Nominal exchange rate USD / KZT, tenge on
average per year
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Table 4. Forecast of the components of domestic aggregate demand
Period

2018

Scenario

2019

Fact

2020
f1

f2

2021
f3

Consumption by households, in % YoY

6,1

6

-1,2

-4,7

0,9

0,6

Gross capital formation, in % YoY

5,4

12,9

-1,4

-4,9

4

5,7

Real export, in % YoY

9,6

2,5

-36,3

-21,7

-27,5

5,7

Real import, in % YoY

6,6

10,8

-19,6

-2,3

0

0,1

Real GDP growth, in % YoY

4,1

4,3

-4,9

-4,6

-3,6

4,1

Nominal GDP, KZT bln

61820

68639

68025

68136

69206

79468

Nominal GDP, USD bln

179,3

179,3

160,1

163,2

164,1

183,6

Table 5. Forecast of current account of balance of payments
Period

2018

Scenario

2019

Fact

2020

2021

f1

f2

f3

Current account, USD bln

-223

-6498

-13770

-9485

-9723,3

-5980,7

Current account to GDP, in %

-2,33

-259,92

-8,6

-7,5

-7,3

-3

Trade balance in goods, USD mln

25579

19118

-419

6843

6843

12963

Export of goods, USD mln

59826

57822

23965

35484

35484

40086

Import of goods, USD mln

34247

38704

24384

28641

28641

27122

Trade balance in services, USD mln

-4659

-3655

-1475

-1885

-1861

-647

Export of services, USD mln

7320

7774

6868

7372

7396

8342

Import of services, USD mln

11979

11428

8343

9257

9257

8988

-22061

-22290

-12164

-14730

-14993

-18581

Income receivable, USD mln

2482

2377

1164

1284

1273

1023

Income payable, USD mln

23094

23200

11861

14470

14722

18022

Wages (net), USD mln

-1584

-1599

-1598

-1676

-1676

-1714

135

132

132

132

132

131

918

329

287

287

287

284

Net income, USD mln

Other income, USD mln
Transfer payments balance, USD mln
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Table 6. Forecast of government budget
Period

2018

Scenario
Government budget revenue, KZT bln

2019

Fact

2020
f1

2021

f2

f3

10809

12758

12511

12939

13148

11801

7890

9216

7413

7841

8050

9101

Corporate tax, KZT bln

1688

1975

1714

1718

1759

1901

Individual tax, KZT bln

838

876

920

874

944

983

Social tax, KZT bln

619

697

750

730

761

816

Value added tax, KZT bln

2034

2693

2408

2414

2472

2763

494

555

421

476

481

554

1906

2078

806

1168

1205

1643

312

342

394

460

428

441

2600

3070

5098

5098

5098

2700

11346

13536

15000

16122

16123

14980

Government budget balance, KZT bln

-833

-1285

-2489

-3183

-2975

-3179

Government budget balance to GDP, in %

-1,3

-1,9

-3,7

-4,7

-4,3

-4

Tax revenue, KZT bln

Revenue from the use of natural
and other resources, KZT bln
International trade taxes and others
taxes, KZT bln
Other tax revenue, KZT bln
Receipt of transfers from the National
Fund, KZT bln
Government budget expenditure, KZT bln

f1 - April forecast AERC
f2 - July forecast AERC
f3 – October forecast AERC
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