[I. Macroeconomic and Financial Environment
2.1 Macroeconomic Environment and its Sustainability Factors

The growth of the Kazakheconomy in 2014was slowing, to a large extent, dudo
significant reduction of internal consumption againsdepreciationof the domesticcurrency. In
this regard, notwithstanding the deterioration of external environment, adjustmenthef Tenge
exchange rate supported the economic growth due to increase in net exports (similarly to other
EAEU member countriel

The serviessectorcontinues to be a sectoral trigger of GDP growth both in Kazakhstan
and other EAEU member countriesirrespectiveof certain slowdownn the growth rate of their
volumes in Kazakhstan and Russia.

Kazakhstat sconomic growtlof 4.3% at the end #1014 (2013- 6%) developedunderthe
unfavorable external environmedemonstrates high degree of dependence of the econamy
external shocks. According the NBRK6 sstimatesslowdownof the GDP growthrate in Russia
by 1 p results inslowdownof business activity in Kazakhstan by 0.3 pp (Boxld)terms of the
GDP expensestructure net exportdecamea key source oKazakhstad sconomic growthn 2014
(4.6% contribution tothe GDP growth).Such contribution wasdue to asignificant reductionin
imports with a slight decrease in exports (Figure 2.Afr)idst deceleration onergy prices at the
end of 2014,exports decreased by 4.6& compared to 2013while reduction ofimports of
investment and intermediate goadsulted in an dgease in imprts by 15.7%.

Household consumptiom its turn which madethe largest positive contribution tiee GDP
growth over the last four yearshowed thenegativedynamicsat the end of 201Depreciationof
the domesticcurrency andintroduction of regulatoy measures to limit theisks of consumer
lendingresulted in significant decrease irethhysical volumes dfouseholdconsumptiorexpenses
i by 2.3% (2013- the 10.1%increasg

Figure 2.1.1 Figure 2.1.2
Contribution of components to the GDP growth ofthe Contribution of industries to the GDP growth of the
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Similar trend indynamics ofthe GDP growthfactorshas beerobserved inother EAEU
member countriesdecrease ofhe household consumptiocontribution in Russia (1.4% versus
2.3%in 2013, Belarus (3.0%ersus6.3%) and positive contribution of net expartfkussia (1.1%
versus 0.4%), Belarus (1.2% versu6.6%). Reductiomn imports in Russia and Belarugeveloped
amidstdepreciationof the domesticcurrencies of both countrieand economic sanctionagainst
Russia.

In terms of thendustry-basedoreakdownaccording to the 2014 performandegreal GDP
growth rate was negatively affied by themining industry(-0.3%) (Figure 2.1.3).ower gowth of
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the mining industrywas due to aecrease in production of crude oil and natural ghd%b), as a
result ofdownturn in production of thiargest oil comp ny A T e n g LLP,aide¢ha of coal | o
and lignite €2%).

Slight increase ithe manufacturing industry (1%yasmainly supported by the growih
food production (2.9%) and weak growthtbé metallurgical industry (0.2%) caused bgexrease
in demandn the part oKazakhstad major trade partneréRussia, ChinajorK a z a k hrsetala n 6 s
and metal products.

The <rvices sector continues plag a key role inKa z a k h sconmmi® growth
however, i§ rate bems declining According to the 2014 performanagowth of theproductionof
serviceshas beermprovided bythe trade,the growth rateof which keepsslowing down (Figure
2.1.4).

Figure 2.1.3 Figure 2.1.4
Contribution of the production of commodities sectors  Contribution of the service sectors tdKazakhstan's
to Kazakhstan's real GDP growth real GDP growth
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In contrast toKazakhstanthe GDP growthin other EAEU member countriehias been
supported not onlpy the services sector, batso byrehabilitation of ndustrial productionmainly
due to growth in the manufacturing industry (in Russia and Beladug to the production of coke
andoil products, anih Belarus also du chemicalproductior) and agriculture.

Box 1

GVAR Model for assessmentdf impact by macro variables of the trading partner countries
on KazakhstanG economy

Individual economies in the global economy are interlinked through many diff
channelsThus, as a result dhe 1997 SouthEast Asiafinancial crisis and crisis in the USK
2007, which developed into a global crisis, one can clearly seerealzdion of systemic riskef
largescale economies can resultlre effect ofi ¢ o n b &countrieswhich aresmaller in scalg
and more sensitive to such effects. The Global \featdoregressive (GVARModel, in its turn,
helpsto establishinterrelatiors of theeconomiesThis model is an empirical modethich covers
economic and financial inteelationshipsn theglobaleconomy.

GVAR toolbox is usedto quantify assessmentf the mutual influence of macro variablefs
thetrading partne®economies othe Kazakh economy and the economies of other countries
assesghe model, 28 countrieshave been selecteéhcluding Russia, China, Belaruthe USA,
Europearcountrie$ and others. The model defines three typeshocksin the shorterm (for one
and two years)

— countryspecific shock impact of slowdown inthe GDP growth rate in one country on
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GDPsof othercountries

— specific regional shock impact of slowdown in theGDP growth rate in the Europear
countries, a average, on GDPs of other countries;

— global shock: impact of theecline in theoil price on the GDP growth rate, acty
exchange rafe

a) The first shock is the negativ@ock of the Rusia&DP, in which case one standa
deviation of shock i s e gaaliGhRdrosvindn averagdyl pd ®r
two years. Reacti@of real GDPs of other countriess a consequence of the effe€shockfrom
Figure 1 the decrease iRussi® $DP for two years

Russia's shock (if Russia's GDP goes down by 1 pp), twe On average arepresentedon a diagran
year average (Figurel). The findings show that this sho

0.4

hasa significant impact on th@eighboring
0o countries aghe reaction otthe decrease ir
B‘f &2 55 e “‘23”‘“ chne (s the growth ofRussia by 1 pp is characteriz
04 by decrease ithe economic growth rate ¢
o Ukraine by 1.3 ppthat of Kazakhstari by
0.3 mp, andof Belarusi by 0.3 pp. Reactiol
- < of GDPs of these countries is explained b
e high level of synchronizationof business
cycles ofthe EAEU member countrieand

20 Ukraine.
Source: EEC, calculation by NBRK The next shocks Chinad shock The

assessment shows that if ChlongGDP decreases by pp on average duringwo years
Kazakhstad &DP will decline by & pp(Figure?2).

The dependence of Kazakhstan Chinais due to the fact that China is a major trad
partner of Kazakhstan and the impact is assessed mainly through the trade dhrenmeicton
of Belarus and Russia no less significant

Figure 2 Figure 3
China's shock (if China's GDP goes down by 1 pp), USA's shock (if USA's GDP goes down by 1 pp), two

two-year average year average
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If the US GDP growth slowslown the reaction of Rusgia$ssDP (1.2 pp) an that of
Kazakhstan (0.7 pp) wild!l be t he st thoUSglsk
is more significantKigure3).
b)The Eur opean Iasheantconsideredaspedifio regikonashock, which
comprisesthe impact of theveighted averagevaluesof variablesof these countriesFHjgure 4).
Similar to the US shockthis shock hasignificant impact on Kazdastan (0.7 pp)The impact or
Kazakhstansimilar to impact fromChina, is mademostly through the trade channeinpact
through the financial channi alsopossible
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Figure 4 c) Given the impact of global shock

average GDP goes down by 1 pp), twgear average o510 economy as a wholeDil price is

i considered as such global shock
o) B9AMs  Cfma  Kezkhsen  Russia us The resultsof the desigred model of
T $ impact of an oil price shockon the countrys

05 economic growth show that the EAEU
f countries are more vulnerableto the oil price

changeascomparedo othercountries(Figure

-11 % 5) .

14 The model redis also demonstrat
that the oil price shock has lesgdfect on
Kazakhstad sreal GDP and the Tenge

-1.7
Source: EEC, calculation by NBRK
Figure 5 Figure 6
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exchange rate, as compared to Russia, where the situath@oosite This circumstance may b
due to Kazakhstans mor e act manminng thd ecengmic igrowth andlifferent
approacheto theforeign exchangeolicy in these countries (Figure 6).

'Chudik A. and M. Hashem Pesaran c¢cMap2biry and Practice d
The GVAR approacleompriseswo main stegs. In the fist step, smakcale countrspedfic models are estimatedtrsusthe rest

of the world. These modeisclude domesti¢ foreign and globakariables which are presented in the form ofvactor error

correction mode{VECM).

In the seond step, individual country VARnodels are stacked and solved simultaneously alogeglobal VAR modelGVAR).

%2 Based on ready GVR toolbox devebped byL . Vaness&mithandAlessandrdGalesicGVAR Toolbox2.0. UserGuided August

2014,and with the help of the engaged EEC employee

% Data applied on quarterly basis from 2000 to 2014

“ Austria Belgium Finland France Germany, Italy, the Netherlands, Spain, Sweden and Great Britairh atdount for more tha

34% share in Kazakhstanés goods turnover.

® Shocls are set asl standard deviatian

® One year means the result of influemdevariables at thend of the first year, i.e. for four quartess averagefwo years- for eight

guarers on average

" Therealexchangeateheremeanshe domesticcurrencieof countriesin relationto US dollar, with adjustmenfor inflation ratein

thesecountries

8 Greendiamond on the figures representhe meanvaluesof the Generalized Impulse é8ponse FunctiofGIRF), while 90%

Bootstrap Confidence Intervadse shown as arrows specifying the minimum and maximum values

The overall increase irfixed capital investmens is built up as a result of a significant
contribution of own fundsand funds fromthe state budget, while the contributionf borrowed
funds has almoslost its importance éxcept for2013.).

According to the 2014 performance, thendency ofinvestmentgrowth mainly at the
expense obwn fundsand public funds$had beenpreservd. Their total contribution tahe 8.3%
growth in aggregate investmengscounted fol6.0% at the end of 201&ignificantcontribution
of borrowed fundgo the growth in fixed capital investmentsn 2013 die to investment in the
sectoro f trarfsport andwar ehousi ng o tauonetimelcontihution ahdohad bne
continuation in 2014Figure 2.1.5).
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A negative contribution of borrowed
fundsto the growthin aggregate volume dixed
capitalinvestmeng hadbeen due to the negative
dynamics ofborrowings in certain sectorsof
economy, which account for a majoart of the
investment  volume (Atransport and
wa r e h o utlseiminong and manufacturing
industries). In this casea low concentration of
borrowed funds in théixed capital investmerst
in most sectors of the economyidencegheir
low investment attractivenes

The mning industry in the area of
producti on o f trangpat oahd a
warehousi ngo i n produationar e
are consideredto be Kaz ak hsrmostnos

Figure 2.1.5
Contribution of funding sources to the growth in
fixed capital investments
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Figure 2.1.6
The volume ofaccumulated fixed capital investments
during 2011-2014
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Figure 2.1.6
Shareof borrowed funds (incl. foreign borrowings) in
the fixed capital investments
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attractive sectors of the economyfor
investmens. Thus for the periodof 20112014,
the amountof investmentsaccumulatedherein
at the expense of thborrowed funds is the
largest andequalsKZT 2.6 tin. and KZT 1.9
trin., respectively (Figure 2.1.6).

Notwithstandingthe maximum amount
of accumulated investments in thmining
industry of Kazakhstanas a resulbf a gradual
completion of the investment phase of the largest
fields in Kazakhstana continuous declineis
observedin the share of borrowed funds the
investmentsin this sector, whichwas22%at the
end of 2014. (2011- 58%) (Figure 2.1.7).
However, according tadhe study of Ernst &
Young inerrational grouf, in spite of a drop in
profits in the global oil and gas industry in the
period of 20082012, capital expendituresvere
growing as a whole. Térefore, a downward
trend in capital investment in the mining
industry of Kazakhstan is consistent with the
factor of ts low investment attrageness.

Meanwhile,the share of borrowed funds
in fixed capital investmestin the sectorghat
have the highest value of this imghtor T
fitransport and  warehousirg a ntlde
fimanufaturing industno - also decreased at the
end of 2014from 57% to 38% ashfrom 43% to
33%, respectively.

In generaljn spiteof thedeaeasedshare
of borrowed funds irfixed capital investmerst
in the majority of economicsectors overall
investment activity in the economystill
demonstrate the positive growth dynamics
where own fundsremainthe main source.

® An assumptioris usedthatborrowedfunds including foreign borrowings werechannelled to more attractive economic sectors; tis

®Erns®&Young( 2 0 1@opaloil éindgasreservestudyd .
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An increase in capital investmeabf the economicsectors is not reflected in the growth of
physical volumes of productiomutput of these industries, which mape an evidence ofow
investmentperformancein the econany, orinsufficiency of investments.

Performance indicators othe economic gectorsand the amount of borrowed funds in the
fixed capital investmens, as a parameterto assessthe investment attractivenessjo not
demonstratepositive relationship.

The perod of 20112014 hasdemonstratethatanincrease in th@hysicalvolume offixed
capital investmerg does not necessarilgesult ina real increasef overall productionin the
economic sectors. Forexample, the sectoof ficonstructiom, regardless of # volume of
investments experienced a moderate increase in production wiéhrange of 2:8.1%. A similar
trend is observed in the sectof fitransport andvarehousing (6.2-7.9%) (Figure 2.1.8).

Figure 2.1.8
Dynamics of labor productivity and fixed capital investments
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_ _ Figure 2.1.9 Overall, despite thestable growth of
Gross fixed capital volume (% of GDP) nominal volumes offixed capital investmers,
the rate of acauulation €ixed -capital
50 o investments to GDIPatio) remains low (Figure
ina . . .
45 — 2.1.9).In this regard, during thperiod of slow
0 |~ / economic growththe role of thepublic funds
Belarus and own fundsin the fixed capital investmeng
35 increass, and ability to attract investment
30 through borrowings depends on the level of

”e competitiveness of Kazakhstan'€conomic
N - Mvebaian  sectorgelative to the other
20 >(\_,\_/ Kazaletar Analysis of the factorswhich potentially

~
I determire the competitiveness of economic
2006 2007 2008 2009 2010 2011 2012 2013 sectors,involves assessent ofthe relatioship
Source:WB between the level ofixed capital investmens

andperformance angrofitability indicatorsof theindustries. Based atte performancendicators,
a high investment potentiabf economic sectorsis demonstraté by sectos of firaded and
finformation and communicatia®, which have the maximuraveragevalue of theworkforce
productivity and physicabutput for the periodof 2011-2014 (Table 2.1.1).However, high
performance indicatorsf these sectors do not contribute to a significant increase imfyfrdm
theexternal sources, and the share of borrowed funttee nvestnents thereimemains low.
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Table 2.1.1
Key performance and profitability indicators of economic sectors (as % of the corresponding period of the
previous year)

, awer.value
2011 2012 2013 2014 for 2011-
Key economic sectors
Physical production volume
1. Information& communications 209% 205% 12.8% 8.5% 15.7%
2. Trade 14.0% 146% 121%  9.0% 12.4%
3. Transport& warehousing 6.2% 7.9% 7.7% 7.0% 7.2%
4. Agriculture, forestry & fishery 26.5% -174% 11.2% 0.8% 5.3%
5. Manufacturing industry 7.5% 3.0% 2.9% 1.0% 3.6%
6. Construction 2.8% 3.1% 3.5% 4.1% 3.4%
7.Mining industry 1.0% 0.4% 3.5% -0.3% 1.2%
Labor productivity
1. Information& communications 5.1% 2.7% 13.9% 11.0% 8.2%
2. Trade 131% 17.8% 7.1% 8.5% 11.6%
3. Transport& warehousing -0.5% 2.7% 8.0% -0.7% 2.4%
4, Agriculture, forestry & fishery 322% -16.6% 16.6% 9.3% 10.4%
5. Manufacturing industry 12.1% 3.0% 2.1% 3.0% 5.1%
6. Construction -4.6% -2.0% 1.1% 1.2% -1.1%
7.Mining industry 54% -81% -6.6% -0.8% -5.2%
Employment
1. Information& communications 15.0% 6.8% -1.0% -1.1% 4.9%
2. Trade 0.8% -2.7% 4.7% 0.9% 0.9%
3. Transport& warehousing 6.7% 4.5% -0.3% 7.1% 4.5%
4. Agriculture, forestry & fishery -4.3% -1.1% -46% -12.0% -5.5%
5. Manufacturing industry -4.1% 0.2% 0.8% -2.6% -1.4%
6. Construction 7.8% 5.0% 2.4% 5.7% 5.2%
7.Mining industry 6.8% 8.8% 108%  0.3% 6.7%
ROA
1. Information& communications 171% 10.9% 13.6% 11.5% 13.3%
2. Trade 7.5% 9.4% 6.7% 6.8% 7.6%
3. Transport& warehousing 6.8% 6.6% 5.9% 3.4% 5.7%
4. Agriculture, forestry & fishery 5.3% 2.5% -1.5% 2.3% 2.2%
5. Manufacturing industry 11.8% 5.9% 5.4% 4.9% 7.0%
6. Construction 9.0% 6.9% 6.4% 7.1% 7.3%
7.Mining industry 50.9% 46.2% 350% 36.7% 42.2%

Note: Key seors of the economy are ranked in descending order based on the average value of physical production volur
period of 20112014

*preliminary data (data on the physical production volume from 17.02.2015)

Source: CS MNE RK, calculation B\BRK

Meanwhile, a significant increage own fundsin thefixed capitalinvestment in the mining
industry (against a significamtecreasen the level of borrowingsis an evidence of insufficient
fixed capitalinvestmens of thisindustry, whichfactis reflected in its poor performance.

In addition, the increase in employmeatein the secta, which have the highest decrease
in the share of borrowed funds in thieed capital investments(t h eninifgi n d u sahdr y 0
fitransport andwarehousing )is,accompanied by a decline Wworkforce productivity andpossibly
is an evidencef insufficientcapitalbase to ensuradditionalworkforce

The level of profitability ofeconomicsectorsalsodoes nodemonstrat@ clear relationship
with the volume ofborrowed fundsn thefixed capitalinvestments. For exampla,proportion of
borrowed fundsn theinvesimentsin the mining industrywhich significantlyexceedsther sectors
of the economyn terms of his indicator, at the end of 20ivas at the samlevel with agriculture,
which has, oraveragealower profitability level for the periodof 2011-2014.
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In general,insufficient fixed capital investmeits in the economy explains the lack of
modernization andctualchange in the structure tiie economy,andlow growth of real output of
individual industries.

As a result ofaccelerated growth othe governmentexpendituresrelative tothe state
revenues, themount of norroil budget deficit keeps growing. During the period of unfavorable
oil prices the need torestrain the growth of nonoil deficit increases, as its financing, amidst the
lower receipts of petrodollars, involves the uselod NFRKreserves.

Overall, the moderate use dhe NFRK funds in times of crisis as the measures of
countercyclical nature has ensured the stable growttiits accumulationsrelative to thescale of
the economy.

Figure 2.1.10 According to the 2014 performandde
Dynamics of noroil defiit and receipts to the NF RK  state budget defichadbeenatarather low level
(1.2% of GDBR, similar to the trend observed
over thelast 56 years.

Meanwhile, a lower growth in
government revenues, exclusive of transfers
from NFRK, relative to government
expenditures, observed during 22&14
continues contribing to an increase ithe non
oil deficit. Thereby at the end of 2014,
governmentrevenues (less transfers frothe

S nvostment retu of 1 NF RK oo denat o creetmes NFRK) increased by 7.8% t&ZT 5.4 tin.
Soume_ﬁ:;d:i (14.1% of GDP), while the government

' expenditures increased by 13.7& KZT 7.8
trin. (20.5% of GDP) (Figure 2.1.10).

In terms ofgovernmentrevenues at the end of 2014, p@wth of tax revenuedropped
from 16.7% in 20130 7.0%.In this regardit is necessary temphasizewo main trends ithe tax
revenues from thaon-oil sector. Firstlya sigrificant recoveryof increase ircorporate income tax
has been observéil3.3%)as well as increase @§ contribution to the growth of tax revenugsto
2.9% \ersus-0.2% during 20122013. Secondly, there was a decrease ilVR€ contributionto
the taxrevenues to 2.7% (in 20130.1%)due to the increase eoéfundof VAT on foreign trade
transactiongrom the budget

KZT trin.

Figure 2.1.11 The annual increase of transfers frdme
Dynamics of the NF RK's resources NFRK to the state budge@mounted to 39.1%t
60% 0o  the end of B14. At the same timethe structural

- %0 problems of the economy and current trend of
r 80 slowing growth in the miningndustry amidst
< thefalling oil prices cause a possitseortfall of
| petrodollarsinflow to the NFRK, which given
- 40 the minimum annual volume of transfers from
- 30 theNFRK, carriestherisksof deceleration ofhe
M2 NFRK6 sccumulatios. From this perspective,
' the issue of resumingil production in the
2008 2000 2010 2011 2012 2013 2014 Kashagan ofleld and expansion otthe Tengiz
ST e deposit acquires special importanceas_the
Source: CS MNE RK, calculation by NBRK amount of tax revenues frorthe oil sector
' ’ reduce relative to thescale of the economy
(20147 9.1% of GDP, 201310,1%,2012- 11.2%). However, the expansion of oil productiay
not become &actorcompensang the lowerfiscal revenuegrovided thathe current level of global

oil pricesis preserved in the long term
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Notwithstandingthe annual growttlof the amountof transfers fronthe NFRK to the state
budgetin absolute termsheir share in total resesgof the NFRK reducedn the md-term andat
the end of 2014tiamounted to 10.6%At the same timedue to maintaining the moderate
expenditureof the NFRK resources, especialtjuring the period of crisithe NFRK reservesvere
increasingcontinuously(Figure 2.1.11).

In general, the current level tfie NFRK accumulations o#3.4% of GDPat the end of
2014 isestimatedas asufficient fisafety cushion" to provide funding fgovernmengexpenditure
and for Kazakhstarpublic debt serviceincludingthat on theguarantees issuedpt resulting in
significant reduction imccumulations

The exchange rate adjustments in February 20a4d high commaodity prices in the first
half of the year were among th&ey factors that contributed tgreservation of the psitive
current balanceof paymentsaccountfor the year.

Figure 2.1.12 According to the 2014 pfarmance,the

Dynamics of key balance of payments items, (% of ~growth of thecurrent account baland@.2% of
GDP) GDP) is due to asignificant increase in the
o0 ¢ palanceof trade surplus (Figure 2.1.12). This
25.0% v °®  trend is largely a consequence of not fully
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4 realized effect of falling oil prices on the
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o relatively high than in the period of thie
2% maximum fall in 2008 Meanwhile,in spite of
% increase in the physicalolume of imports, a
ol °® gignificant reduction in imports is theffect of
*%  Jow price parameters existedlue b the
o0% 0% adjustment of the Russian ruble exchange rate.
The financial accountof the balance of
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" Metals Price Index includes the price indices for copper, aluminum, iron ore, tin, nickel, zinc, lead and uranium;ri€eergy P
Index includes the price indices for crude oil, natural gakscaal. Crude oil pricean average value of the spot price for Brent,
Dubai and WTI.

f - forecast data. According to forecast data, in 2015 the average price for crude oil was USD 58.1 per barrelUSRD@GE7.

8 In 2014 the average price of aie oil (Brent) was USD 98/barrel; while in 2009 it was USD 6.USD/ barrel

® Net capitalinflow in 2014increasedy USD 7.4 billion, similarly to 2009(by USD 73 billion.)
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Box 2

A ScenaricBased Forecast of the Balance of Payments for 202817
(asof April 2015)

If theaverageannual oil price remains at the level of USD 50 per barrel in theemmd, the
significant (almost double) decrease of the export of goods is expe@edd ceduction in both th
contractual prices and physical volumes of expan20152016) which will be compensated i
future by increase in thaumber of oil deliveries due tthe Kashagan oilfield commissionin
(presumablyrom 2017).

Reduced reverasfrom oil exports will result irreduction ofdividendpayments tdoreign
directinvestors and, accordinglthe narrowing ofdeficit of theinvestment incomdalance. As ¢
result, the current account deficit in 2015 wi bt 3.3% of GDP, and 0162017it will fall to
3.1-3.3% of GDP (with an average annual oil pricd&J&D 55-60 per barrelin 2015the deficit will
beatthe level ofabout 2% of GDP).

Net inflow of foreigndirect investmentis expected to decrease durirgp tforecast perio
due tocompletion ofthe existing projects and possildelay in the implementation oew projects
with involvement offoreign direct investors as a result othangesof prices in the commodity
marketsandsubstantial paymentm previously received loans¢luding bondoars). At the same
time, amidstthe decline in neteceipts othe NFRK in 2016 with the level of guaranteed and tar
transfers to the national buddeging preservechet capital inflowon portfolio investments will be
observed

If the aveage annualvorld oil price decreases to USD 40 per barrel during 22057, the)
current account deficwill be about 3.8%#.1% of GDP.

Under thepessimistic scenarias comparedo the baselinescenario,net receipts othe
NFRK are expected talecreaseand the inflow of new financing forother investmentsvill be
reduced.

During 20162017, with the average annuaorld oil price of USD 60 per barrel, the
forecastprovides for the current account deficit withire range of 1:4.3% of GDP.

Decrease ofte pri vate sector 6s n e tthe limamcial @asecoun
which may be partiallyoffset by new governmentloans from the international financia
organizationsThe cecreasef newreceiptsand the growth of transfers frothe NFRK will result
in a decrease of exterradsets on portfolio investments (Table 1).

Table 1
Balance of payments forecast for 2022017, USD min.
(as of April 2015)

2015 2016 2017
fem 50 USDIbarrel | 60 USDIbarrel | 50 USDibarrel | 40 USDbarrel 60 USDibarrel|50 USDibarrel]40 USDibarrel

Current account -7 358.8 -2 937.6 -8023.4 -9662.4 -3704.1 -8 532.6 -9920.8
Current account balance, of GDP -3.3% -1.2% -3.3% -4.1% -1.3% -3.1% -3.8%

Trade balance 9869.0 16 354.1 9751.0 61232 16 520.4 10 091.2 6 869.2
Bxports of goods 42942.0 51569.1 43709.0 37861.9 53 651.9 45761.4 40 402.3
Imports of goods 33073.0 35215.0 33958.0 31738.7 371315 35670.1 33533.2
Exports of services 4346.9 5041.3 4713.0 4380.5 55134 5164.3 47828
Imports of services 9024.7 10 205.6 9780.7 91194 11423.6 10 920.6 10 289.3
Financial account -76415 -7709.1 -9109.0 -10 383.9 -6 578.9 -8 150.0 -9797.0
Net direct investments -6 285.7 -6 452.5 -6 152.5 -6 050.5 -6 356.4 -6177.6 -6 482.6
Owerall balance 46335 -690.2 2600.9 2187.0 895.5 3795.2 2794.1
Overall net balance, % of GDP 2.1% -0.3% 1.1% 0.9% 0.3% 1.4% 1.1%

Source: NBRK
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High reliance ofK a z a k h salesaturni\&eion the oil prices persistsin this regard, low
competitiveness oKazakhstani goods from th@on-oil sector determines theirweak external
demand, includingthat on the part of theEAEU member countries

Changes i ns tldezuankveesetobserdedt the end of 2014n relationto the
main types of goods due tealization of negativeexternal factorsReduction in exportatthe end
of 2014has been caused, first of all, the decrease iphysical volumes obil (-3.5%) and metals
(-9.7%) as comparedto 2013. The value of impots, in its turn, had declinel in 2014 due to
reduction in the value of imports of machinery and equipméh8%) and metals and products
made of metal-33.3%).

At the same time he dynamics of exports and imports oftalgoroducts at the end of 2014
showv the deterioratiorof competitiveness of Kazaktani products. Thus, in 20lthe value of
exports of these products dropped by 17.1% gearoveryearbasis(from 2011it hasdecreased
by 33.1%).The value of importef metak, in its turn, dropped by 3.3% at the end of 201drom
2011it hasincreased by 14.3%).

The structure oKazakhstad xportsto EAEU member countre shows that the main
export commodities are metals and mineral products (exaeptl and gas condensate), while the

Table2.12 Main commodities exported to threst of the
Foreign trade of Kazakhstan broken down by large ~ world are oil and gas condensateabout 70%

partners (% in the total export/import volume) (Figure 2_1_14) .
2011 2012 2013 2014 : HEH
Total exports, USD min.: 84336 86449 84700 78238 |mp0rts tOKazakhStarBtI” pre\/all In the
Russia 83% 71% 69% 66w trade turnover between Kazakhstan and the
China 175% 165% 170% 125% EAEU member countrieshowever, durin@2014
EU countries 49,9% 52,4% 53,9% 56,8% . . . 0
Rest of the world 242% 240% 222% 24,0% the .r.eductlon In |mpqrts(-22.6ﬂ>) was more
Total imports, USD min.: 36906 46358 48806 41213 Significant than reduction in expor{sl2.2%),
Russia 4L5% - 366% 368% 333%  \which is dueto reduction in the impaost of
China 13,4% 16,1% 17,1% 17,9% . d d . d F
EU countries 198% 201% 186% 200% INtermediate and investemt goods (Figure
Rest of the world 253% 27,2% 275% 27,9% 2.1.15).
Source: CS MNE RK
Figure 2.1.14 Figure 2.1.15
Exports from Kazakhstan, broken down by Imports from Kazakhstan, broken down by commaodity
commodity groups groups
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With the growth of total imports in the iditerm, Kazakhstanin its turn,is prone tothe
increase in imports fronthe countries outside th&AEU (China, the European Union) (Table
2.1.2). Significant deteoration in the terra of tradeoutlined at the end of 2014 wase&lto lower
average contract pricefor mineral products and metals amiidthe rising import pricesfor
consumer goods (Figure 2.1.1&t the same timethe detdgoration of the terms of trade with
Kazakhstaf sade partners RussiaandEuro zonewasnoted

Kazakhst ambhsi c REER an I ndicator of t he
demonstratech multi-directional dynamics during 2104In the first half of the yeardue to the
adjustment of thelomesticcurrency exchange rateghe Tengedepreciagéd inthe real termsthus
strengthening the competitive position of the country relative to its trading partrmardstahe
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unfavorable situatiorwith oil prices, a significant nominal depreciation of cogies of major
trading partners, mostly tHeussian rubleand a slowdowmf theinflation ratein Kazakhsta in the

Figure 2.1.16
Terms of trade (2000=100)
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Figure 2.1.17
Forecasts for growth of economies
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Figure 2.1.18
Leading and coincident indicators of Kazakhstan's
economy

Note: CLI is shifted to the right for 1@onths to reflect its
leading characteristic.
Source: NBRK
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second half of the year, he Tenge had
appreciated in real terms. On averag&ring
2014 in real termghe Tengeremairedat a level
correspondingto or close to its equilibrium
value.

Persistence of arunfavorable situation
in the eonomy of Kazakhstan's partneris the
short term may adversely affect the business
activity of Kazakhstan.

Expectationsaboutthe future growth of
Kazakhstats economyfor 20152016are multi-
directional In the short termthe forecast of the
real GDP in Kazakhstaassumes slowdown of
its growth rate atthe level belav the level
prevailing at the end of 2014, mainly due to
pessimistic expectatioraboutthe growth of the
countrys main trade partnergFigure 2.1.17).
The forecasts for the md-term, in theirturn, are
assessed rathegositivdy against the g@sitive
expectations about continung recovery inthe
global economygrowth.

The dynamicsin the compositeleading
indicator for the real sector, which has a short
term forecasting nature, assummintaining the
upward trend of economic growth. Howeyve
possiblerealization of substantial external risks
increases the probability of slowing the
economic activity of the countryAt the same
time, leading indicators of the economies of
Kazakhstad strade partnerssignal about the
increasedrange of changein ther rates of
economic growthKigs.2.1.182.1.19).

Figure 2.119
Leading indicators of Kazakhstan's large trading
partners
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2.2Role and Concentration of Financial Sector
2.2.1Trends in Development of Financial Relations

Extensive development of the financial sector continues to be one o$dfactors that
restricts the growth rate of thec o u n tecoyoing. Moreover, the continuing regional and
sectoral differentiation in the development of financial relations affects the dynamics of
entrepreneurshipdevelopment, access tioe financial services for business argbpulation.

Figure 2.2.1.1 From the beginning of 2014 moderate
Dynamics of key financial intermediation indicators  growthis notedin thekey indicators of financial
Lo in Kazakhstan as a whole e intermediaton relative to GDP. However, the

have beermractically at the minimunhevel over
1s% the last few years (Figure 2.2.1.1). A positive

thing is that the stock market capitalization to
9% GDP ratio hastoped decreasingHowever, its
long-term decline (over 4 yea) has resulted in
the situation whenhe amount of bank deposits
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Source: CS MNE RK, NBRK, calculation by NBRK compared toinvesments inthe stock market
instruments.

The share of assets of the banking sector in Kazalds@bPhas reache80%; however,
it remainsnot onlybelowthe precrisis level of 200but it is also below theountries with similar
levels of economic development. The averagduey d this indicator for 2013in respect of
emerging economies 110% of GDP, including the regions of Europ62%, Latin America
65%,andAsia - 164%. In the U8, the smilar indicator is 95%ijn other developed countrigsis
usually much higher than @ of GDP®.

Figure 2.2.12  The outrunninggrowth of deposits (15%)ver
Dynamics of key financial intermediation indicators  |ogrg (7%) contributed to reductiom the loan
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Source: CS MNE RK, NBRK, calculation by NBRK breakdown(Figure 2.2.1.2).

A positivethingis thatthe downward trend of ih (depositdGRP)ratio in Astana and Almaty
has stoppedust as the loans t&RPratio in Astana.Theregional differentiatiorin terms of these
ratiosstill exists especially between the regioofsthe countryandcities of AstanaandAlmaty. In
this connectionfurther efforts are required on the part of the governmelnmich are aimed at the
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Yoplasts have been grouped into relevagtaes as follows: Akmola, Kostanai, Pavlodar and Nét#zakhstan oblastsNorthern
Region, Aktobe, Atyrau, Wedfazakhstan and Mangistau oblastd/estern Region, Karaganda oblasEentral Region; East
Kazakhstan oblast Eastern Region; Almaty, Zhambh¥zylorda and SoutiKazakhstan oblasisSouthern Region.

12 according to the IMF data, the values of a corresponding indicator for the emerging markets are as follovis5CHiriadia i
78%, Indonesia 96%, Malaysiai 80%, Brazil i 99%, Argentinai 68%, Chilei 115%,Mexicoi 113%,Polandi 115%,Russial
148%,Turkeyi 119%,Republic of South Africd 106%.
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equaldevelopment ofegions, support for regional small and medisized businesseandraising

the level of financial literacgf the population.

Figure 2.2.13
Dynamics of the change in total loans broken down
by sectors
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Source: CS MNE RK, NBRK, calculation by NBRK
Figure 2.2.1.4
Dynamics of the changeri the volume of insurance
premiums under direct insurance contracts

Source: NBRK
Figure 2.2.15
Dynamics of the share of assets obn-bank financial
organizations in GDP

Source: NBRK

According to the 2014 performance,
changes in thestructure of the loan portfolio
growth are visible(Figure2.2.1.3).A proportion
of loans to theconstruction and services sectors
in the growth structurehad decreased, at the
same timeretail loanscontinuemakinga major
contribution to the growtbf lending volumes. It
should be noted that the net borrowitasts of
the STBs (book valuelessprovisions) increased
by 19% during 2014 thus reflecting tlose
measureswhich have been taken teducea
share of nofperforming loansand respectively,
the amounbf provisions.

During 2014, an increasen insurance
premiums collected was recordedall classes
of compul®ry insurancewhile the amount of
insurance premiumsollectedin the caegories
of voluntary insurance decreased (Figure
2.2.1.4).

Insurance gemiumsin the voluntary personal
insurancedecreasedas a result of decreake
premiums underthe annuity insuranceas

transfers of pension savings to insurance
organizatios were suspeded during the period

from July 2013to May 2014 and amendments
werema d e t o QnRetirenhentSecurityd

(increag of adequacy of pensiorsavings to
conclude theannuity contract change in terms

and conditions of the lump sum payment, .gtc
Decraase of insurancepremiumsin voluntary

property insuance had been caused by
decrease premiuns in the classof finsurance
against other financial lossésas a result of
closure of some banking products.

Assets of microfinanceorgankations
remairs small - 0.04% of GDP (Figure 2.2.1.5),
in spite of their2.3 timesgrowth at the end of
2014. At the sametime, the total amount of
microcredts increased by 2.6 times and
amounted to KZT13.7 bn. as at Januaryl,
2015.

Enforcement of requirements for

mandatory instadition of POSterminalswhen carrying out certain activities has resultedam
increaseof their number and th@umber oftrading enterpriges with such equipment(Figure
2.2.1.6). Due tdheincreasen the number of trading companies withe PO&erminalfrom 2013,
the average number of P@&minals per enterprise decreasedL.8in 2014.The number ofthe
bank cardholders at the end @12 exceeded 15 million; howeMesss than half of the outstanding
cardshave been activelysed.ATM penetrationrate is one ATM per 1900 individuals This
indicator in the Euraone is about 1000hdividuals; so, the ATM penetration rate in Portugal,
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