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DIVERSIFICATION OF KAZAKHSTAN'S ECONOMY

In the Kazakhstan's development, a vital priority was to stabilize the economy and strengthen the country's
fiscal balance and debt-carrying capacity. In these conditions, it was necessary to use the capacity of the raw
materials sector, which allowed to achieve macroeconomic stability. However, today the dependence on the
extractive industry is becoming a problem, since the influence of the raw material orientation of the economy does
not allow the development of new industries.

The authors state that Kazakhstan is still heavily dependent on the country's raw materials. The main driving
force for maintaining and increasing competitiveness is the production and export of mineral resources. However,
it is impossible to compete in the global market without supplying finished products. The dependence of exports
on one or more sectors of the economy can lead to such negative consequences as a slowdown in economic
growth, loss of competitiveness, increase in technology gap, government budget deficit, decrease in the quality of
life, environmental problems and social unrest.

In this article, the authors consider the essence of diversification and the need for it in extractive industry-
based countries such as Kazakhstan, impact on various indicators of the economy, main methods and tools of
state regulation of structural transformations. The article presents an analysis of the sectors that show the potential
for moving the country towards economic diversification. The study assessed the challenges and main problems
of the manufacturing industry, the oil and gas sector, which can best contribute to the diversification of the economy.
The role of the state in developing policies for future strategies and plans of the government in the field of economic
diversification is also revealed.

Keywords: diversification, economic growth, mining, manufacturing, structural changes, competitiveness,
regulation, resource-based countries, public policy, Kazakhstan.
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Introduction. Today, the changes taking place
in the world affect all areas of human activity,
therefore adaptation is the main way of survival
and development of enterprises in conditions of
uncertainty. One option is to diversify production
and the economy as a whole. What is meant by
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this term? Usually, diversification is understood as
expanding the range of production or re-profiling
sales markets, mastering the latest types of produc-
tion in order to increase fixed capital, increase the
efficiency of its use and productivity, improve the
utilization of production capacities, prevent bank-
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ruptcy, and increase the competitiveness of the na-
tional economy as a whole. In the macroeconomic
aspect, diversification implies the development of
manufacturing and service sectors with high added
value. Diversification and economic development
in the country are closely intertwined. At a time
when businesses try to produce new products, they
face multiple costs due to uncertainty, macroeco-
nomic instability and other factors. For developing
resource-based countries, the main challenge is to
create a competitive industry and ensure economic
growth. This is the main task of the state in sup-
porting the concept of diversification - to create
incentives and ensure a favorable business climate
by maintaining macroeconomic stability.

The study uses a wide range of methods such
as the method of scientific abstraction, system anal-
ysis, theoretical generalization, grouping method,
statistical data processing, comparative analysis.

The purpose of this study is to consider the
methods and tools for diversifying the economy
and analyze its impact on the current state of the
economy of Kazakhstan. In these cases, the main
tasks of the article are to investigate theoretical
approaches to determining the essence of economic
diversification and to analyze the role of the state
in diversification.

Literature review. The issues of economic
diversification are given sufficient attention both
in domestic and foreign literature. Thus, A. Esanov
identifies two main types of diversification: eco-
nomic (product) diversification and export diver-
sification, arguing that the availability of natural
resources creates better conditions for diversifying
the economy than for diversifying exports. When
exporting natural resources, the inflow of foreign
currency makes the national currency more expen-
sive, which reduces the competitiveness of national
goods in the world market and slows down the
process of export diversification. He also believes
that the level of economic diversification (as well
as export) is significantly lower in resource-rich
countries compared to other economies. The ex-
perience of resource-dependent countries shows
that without economic and export diversification,
these countries remain extremely vulnerable to
various external shocks. The negative aspects of
regulation, in his opinion, are expressed in the fact
that «these countries lack clear policy guidelines
on how to effectively diversify their economies

and export portfolios». His research shows that
infrastructure and the quality of institutions have
a strong influence on the extent of economic diver-
sification, so governments should develop policies
to reduce corruption and improve the effectiveness
of public administration [1].

N.V. Potolova reveals the urgency of the
problem of diversifying the economy not only on
a national scale, but also in its individual regions.
Moreover, she defines the goals and essence of
economic diversification [2].

V.A. Rusanovsky, [.K. Babaytseva believe that
when carrying out structural reforms, the choice of
a «road map» is important, and the main attention
should be focused on the development of industries
and sectors that have absolute or relative advantages.
They analyzed the qualitative features and dynam-
ics of the structure of the economy, explained the
influence of the structure of the economy on the
process of stimulating long-term economic growth.
The authors also focus on financial and economic
regulation instruments [3].

E.V. Slesarenko believes that an increase in
the technological level is the main condition for
sustainable economic growth, emphasizing the
need for a transition from an economic reproduc-
tion system to a vertically integrated system of
intersectoral production chains [4].

Y.V. Luzgina believes that the problem of ex-
port diversification can be solved by improving
the conditions for the emergence of innovative and
highly productive enterprises [5].

The diversification of the economy of Ka-
zakhstan in the framework of international coop-
eration, the influence of foreign investments on the
development of industrial sectors is considered by
B.B. Imanbaev [6].

Main part. One of the main directions in
the country's strategy is the diversification of the
economy. Why is this so important? The economy
of Kazakhstan remains dependent on the foreign
exchange and raw material rent provided by the
extraction and export of oil, gas and other mineral
products. Today, the predominance of the extrac-
tive industry relative to GDP and the low level of
product processing remains the main problem of
the country's economy.

In order to understand the role of economic
diversification in Kazakhstan, it is necessary to
consider the dynamics of GDP. Figure 1 shows the
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growth rates of Kazakhstan's real GDP from 1993
to 2020 according to the International Monetary
Fund. As you can see, the economy of Kazakhstan

consequences of the Asian
"tigers" crisis and the 13,5
Russian crisis

consequences of the
collapse of the USSR

2001
2002
2003
2004
2005
2006
2007

the

is highly dependent on «external» factors, and this
is directly related to fluctuations in oil prices and
low diversification of the economy.

the decline in oil prices
in 2014-2015 and the
devaluation of tenge

World economic
crisis of 2008

consequences of
Covid-19 and
OPEC+ actions

2008

Figure 1. Real GDP in Kazakhstan [7]

According to the data of the Bureau of National
Statistics of the Republic of Kazakhstan, at the end
0f 2019, the volume of GDP amounted to 68.6 tril-
lion tenge and increased in real terms by 4.5%. The
COVID-19 pandemic, the fall in oil prices and the
general recession in the world economy decreased
Kazakhstan's GDP by 2.6% [8].

When analyzing industry data, in January-
December 2020, compared to 2019, the industrial
production index was 99.3%.

In the mining and quarrying industry, the
industrial production index was 96.3%, which
is due to a decrease in the production of crude
0il (94.6%), metal ores (99.9%) and volumes of
services in the mining industry (99.7%). In the
structure of the industry, the raw materials sector
accounted for 43.9%.

In the manufacturing industry, production in-
creased by 3.9%. The production of food products
(104%), basic pharmaceutical products and phar-
maceuticals (147%), ferrous metallurgy products
(104.1%) and mechanical engineering (116.3%)

9% 95

90

increased. In the structure of industry, this sector
occupied 48.8%, while in most countries of the
world this figure is about 80%.

The industrial production index in the utilities
sector (electricity, gas, steam, hot water and air con-
ditioning) was 99.7%, mainly due to a decrease in
production, transmission and distribution of electric-
ity by 1.2%. In the sector related to water supply,
collection, treatment and disposal of waste, fight
against pollution, the index of industrial production
was 97.4%. The share of these two sectors was 7.3%.

The oil market plays an important role. At the
end of 2019, in Kazakhstan, the volume of oil and
gas condensate production in physical terms in-
creased in 2019 by 0.2%, amounting to 90.5 million
tons, which is directly related to the expansion of
work at the Kashagan and Tengiz mines. In 2020,
the production volume decreased by 5.4% [8, 9].

Kazakhstan's participation in the collective
reduction in oil production under the OPEC+ agree-
ment significantly worsened the prospects for the
coming years (fig. 2).

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Figure 2. Oil production in Kazakhstan 2010-2020, % [9]
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The current situation negatively affects not
only the country's GDP, but also inflation rate,
unemployment rate and the volatility of the na-
tional currency exchange rate. It should also be
noted that most Western countries are currently

% 93

in search of alternative energy sources, because
oil consumption affects not only the economies of
many countries, but also has a detrimental effect on
the environment. Figure 3 provides an estimate of
the decline in oil consumption in the world.
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Figure 3. Dynamic trend of the drop in oil
consumption in the world, % [10]

Despite the rise in oil prices in 2020, the im-
pact of repeated lockdowns on the service sector
has once again become the main factor behind
the economic downturn — the economy still needs
diversification and is currently not competitive in
the international market.

The increase in commodity prices has a pos-
itive effect on the economies of resource-based
countries in the short term, but in the long term,
the total volume of production may quickly de-
cline, which will lead to a new crisis. Therefore,
it is necessary to consider the diversification of
the economy as one of the ways of sustainable
economic growth; highlight areas in need of diver-
sification and calculate risks. We must not forget
that resources are exhaustible, and their rational
use is also necessary to preserve the environment.

In order to reduce the dependence of the econ-
omy on oil prices in 2003, Kazakhstan developed a
Strategy for Industrial and Innovative Development
until 2015 through the development of clusters in
seven directions, strengthening the competitiveness
of enterprises, regions and the country as a whole.
Since 2010, a number of industrial and innovative
development programs have been implemented: the
State Program of Forced Industrial and Innovative
Development of the Republic of Kazakhstan for
2010-2014 and similar programs for 2015-2019,
2020-2025 (hereinafter — State program). At the
same time, some positive indicators were achieved.
Thus, according to the results of the State pro-
gram of 2015-2019, labor productivity increased
1.9 times, and the gap from the average level of
the OECD countries decreased from 69% to 55%.

Almost 3 times more FDI was attracted than in the
previous 5 years, and their share in the total volume
increased from 7 to 14%. The production basket
has changed — in addition to traditional metallur-
gy and food industry, oil refining and mechanical
engineering have acquired a significant share [11].

The state plays an important role in the de-
velopment of the economy and regulation of the
activities of sectoral markets. There are a number
of tools that states use to control the market, includ-
ing administrative and legal instruments, tax reg-
ulation, monetary policy and public procurement.
The goal of the state economic policy is to develop
and maintain the country's economy, regardless
of the external or internal situation in the market.
The means for achieving this goal can be different:
stimulating the development of the level of the
economy of individual industries, improving the
production mechanism, supporting entrepreneurs,
introducing anti-crisis measures, etc.

Thus, if it is necessary to diversify the econo-
my, aimed at developing a certain industry in order
to move from one to multiple sources of income, the
state can take measures to attract new participants
in economic activity using tools such as preferential
terms, special taxation measures, accelerated depreci-
ation, creating favorable conditions for attracting for-
eign entrepreneurs and introducing new technologies.

The practice of state regulation in developed
countries during the last economic crisis has shown
the importance of instruments for regulating individ-
ual industries through a set of programs to create new
jobs in industries and areas that provide high econom-
ic results in the long term, such as science, education,
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healthcare and IT. Modernization strategies are also
used to support the growth of individual industries.
Among them, one can distinguish the policy of pro-
tecting domestic production. Among the widely used
instruments, in particular in the EU and the USA, are
tariff restrictions, import quotas, non-tariff restrictions
(delaying customs procedures, introducing changes
in product labeling requirements, developing new
standards), pubic procurement, subsidies, etc.
Another area of government influence on eco-
nomic development is maintaining competition.
Antimonopoly legislation tries to maintain a balance
of interests of all market participants by regulating the
processes of demonopolization of sectors of the econ-
omy and influencing the behavior of large companies.
At the same time, it is necessary to highlight the
negative aspects of the state's influence: uncontrolled
government intervention in the market, state partic-
ipation in key firms, corruption, state bureaucracy.
In countries where the state has a large influence
on the economy, state capitalism is most often clearly
represented and has a number of characteristic fea-
tures: presence of a large state mechanism that ac-
tively intervenes in market relations; predominance
of companies dependent on the state; prevalence of
"manual" management methods, which leads to cor-
ruption; state bureaucracy; restriction of economic
and political freedoms. Unfortunately, these signs
are also typical for the Kazakhstani economy.
Thus, at the end of the State program of 2015-
2019 it was revealed that of all the activities of
the program, only 15% had a direct impact on the
achievement of its goals and objectives, and the re-
maining 85% (monitoring projects, resolving issues
and developing proposals, conducting information
and analytical studies, providing information, sum-
ming up the results of industrialization, ensuring
publication by indicators, etc.) had an indirect im-
pact on industrial and innovative development.
Frequent structural reorganizations of state bod-
ies and their subordinate organizations were noted,
which led to a decrease in responsibility for perfor-
mance, poor-quality provision of public services,
lack of continuity, low quality of monitoring and
control over the implementation of the program [12].
The main problems identified in the course of
diversification of the country's economy include:
1) Lack of a competitive industry environment
with a focus in favor of the extractive sectors.
2) A high level of amortization, which inhibits
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production technology and leads to low productiv-
ity in the manufacturing industry.

3) Low level of turnover in the domestic mar-
ket due to the small market capacity and non-com-
pliance with international product quality standards.

4) Lack of incentives for state financial institu-
tions to invest in manufacturing sectors of the econo-
my, where it is possible to implement entrepreneurial
ideas and efforts of small business representatives.

5) Low economic interest of foreign investors
in small businesses engaged in entrepreneurial ac-
tivities in the manufacturing industry.

Conclusions. Diversification of the economy
can lead to an increase in the total volume of output,
stability of the national currency, stability of pric-
es for consumer goods, development of small and
medium-sized businesses, and social equilibrium.
In this way, the country will be able to expand the
production of industrial goods without prejudice to
the raw materials industries. The main disadvan-
tage of dependence on the volume of extraction
of natural resources is the instability of economic
growth in the long term, which closely correlates
with resource prices.

It obviously that the state and the market are
complementary systems that work for each other.
The relationship between market self-regulation and
government regulation of the economy is constant-
ly changing. It is important to maintain a balance
in order to avoid negative development and it is
necessary to establish a self-adjusting system that
regulates the degree of government influence on
the market, so that in the event of a recession, the
country's economy can withstand. At the same time,
diversification requires significant financial invest-
ments. As the experience of other countries show,
there is a need for support from the government with
various mechanisms of structural transformations.

To summarize:

1) Relying on oil and gas alone will not pro-
duce the long-run level of growth needed to meet
this potential;

2) Reforms geared to improve the business
climate, enhance competitiveness, and increase
private sector participation are essential;

3) This involves not only modernizing and
using public resources more efficiently to increase
productivity, but also transitioning of manufac-
turing toward high-potential exports to help the
country’s industrial development.
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K. KopimbaeBa, P.K. CadbupoBa, M.A. MykaHoBa, J.b. KycannoBa
KA3AKCTAH DKOHOMUKACBIH OPTAPAIITAHABIPY

AHjgaTna

KasakcTaHHBIH JaMyblHIa SKOHOMHKAaHbI TYPAKTAHIBIPY XKOHE €JJIiH OFOKETTIK TEHrepiMi MEH TeleM
KaOUIeTTUIIrH HBIFATY OMIpJIiK MaHbI3Abl OackIMABIK Oosabl. MyHaal xkarnaiiapia SKOHOMUKaHbIH [IHKi3aT
CEKTOPBIHBIH QJICYETiH Naiijaiany KakeT OOJIbl, COHBIH apKachblHAa MaKpO3KOHOMHKAJIBIK TYPAKTBIIBIKKA KOJI
KETKI3UIl. Aaiina, OYTiHIi TaHaa eHIIpyLI @HEPKACIIIKe TOyeALTIK IpobiaeMara aifHanyna, OTKeHi SKOHOMH-
KaHBIH [INKI3aTTIK OAaFBITBIHBIH 9Cepi )KaHa callaiapAbl JaMbITyFa MYMKIHJIK OepMeii.

Agsropnap Kazakcran OypbIHFBICHIHINA €JIJIiH LIMKI3aT pecypcTapblHa ©Te TOyeldl eKeHiH alTansl. bace-
Kere KaOUIeTTUIIKTI KOoJIiay MEH apTThIPYIbIH HETi3ri KOo3Faylibl KYIli MUHEPaJIbIK pecypcTapabl OHIIpY MEH
9KCTIOPTTAY OO0JIBIN TaOblIaabl. AJlaiiia, JaiiblH OHIMI KeTKI30eCTeH aJIeMIIK HapbIKTa Oacekenec 60y MYMKiH
emec. DKCIOPTTHIH YKOHOMHUKAHBIH Oip Hemece OipHelle cajianapblHa TOYENIUIIri SKOHOMHUKAIBIK ©Cy KapKbl-
HBIHBIH TOMEHJIeyl, Oacekere KaOUICTTUNIKTIH JKOFaIybl, TEXHOJOTHSIIBIK apTTa KaJTy[blH YJIFalObl, MEMJICKET-
TiK OIO/DKETTIH TAIIBLIBIFEL, OMIP CYPY CalachIHBIH TOMEHEYI, SKOJOTHSUIIBIK IpoOIeManap sKoHe JIeyMETTIK
TOPTINCI3AIKTEP CUAKTHI )KaFbIMCBI3 CajllapFa dKelyl MYMKIH.

By makanana aBropiiap aprapantaHabIpyabiH MoHI MeH Ka3akcraH CHAKTH ©HAIpYIIi @HepKacioi 6ap ennep-
JIeri KOKETTLIIrH, DJKOHOMUKAHBIH TYPJIi KOPCETKILITEPiHE 9CEPiH, KYPBUIBIMIBIK KalTa KypyJlapAbl MEMIICKETTIK
peTTeyaiH Heri3ri axicTepi MeH KypaliapblH KapacTblpaasl. Makaazna eijiiH S5KOHOMHUKaHbI pTapanTaHIbIpyFa
iIrepisieyi yIIiH aJIeyeTTi KOpPCEeTEeTiH CEeKTopiapFa Tajliay JkacajFaH. 3epTTey/ie SJKOHOMUKaHbI dpTapanTaH/ibl-
pyfa GapbIHIlIA )KaKChI BIKIAJ €Tyl MYMKIH OHJIeY OHEpKaCiOiHiIH, MyHal-Ira3 CEKTOPBIHBIH Kayill-Karepliepi MeH
Herisri npobiemanapsl 6arananpl. CoHlali-aK IJKOHOMUKAHBI SpTapanTaHIbIpy cajlachlHAaFbl YKIMETTIH Ooia-
LK CTpaTerusuiapbl MEH JKOCIIapiiaphbl YILiH casicaTThbl a3ipieyieri MEMIIEKETTIH Peli alllbuIaibl.

I K. Kapumobaena, P.K. Cabuposa, M.A. MykaHoBa, J.b. Kycannosa
JABEPCUOPUKAIIUA DKOHOMUKHU KAZAXCTAHA

AHHOTaIUSA

B pasutnu KazaxcraHa »H3HEHHO Ba)KHBIM MPUOPUTETOM ObLia CTAOMIU3ALMS SKOHOMHKH U YKperuie-
HUE OOHKETHOTO OalaHca CTPAHbI M MJIATeXEeCTIOCOOHOCTH. B 3THX yCI0BHIX HEOOXOMMMO OBLIO MCIIONB30BAThH
MOTEHIMAJ CBIPHEBOTO CEKTOPA, YTO MO3BOJIMJIIO JIOCTUYh MaKPOIKOHOMUYECKOH ctabmibHOCTH. OTHAKO Ceroi-
HS 3aBUCHMOCTh OT JI0OBIBAIOIIEH MPOMBIIUIEHHOCTH CTAHOBHUTCS MPOOJIEMOIl, TIOCKOIBKY BIMSHUE ChIPhEBOM
OpPHEHTALMK YKOHOMUKH HE TO3BOJISIET Pa3BUBATh HOBBIE OTPACIIH.

ABTOpBI yTBepXKAaloT, 4T0 KazaxcraH Mmo-mpexHeMy CHIIBHO 3aBHCHT OT CHIPHEBBIX PECYPCOB CTPAHBI
OCHOBHO#1 IBUKYIIEH CHJION TOIACPKAHUS U MOBBINICHHS KOHKYPEHTOCIIOCOOHOCTH SIBIISIETCSl JOOBIYA U IKC-
MOPT MUHEPAIIbHBIX pecypcoB. OHAKO HEBO3MOKHO KOHKYPHPOBATh Ha MUPOBOM PhIHKE 0€3 MOCTABOK TOTOBOM
MPOYKIHH. 3aBUCHMOCTB IKCIIOPTa OT OJHOTO MJIH HECKOJIBKUX CEKTOPOB SKOHOMHKH MOXKET IPUBECTH K TAKUM
HEraTUBHBIM IOCIIEACTBHSAM, KaK 3aMEIJICHUE SKOHOMHUYECKOT0 POCTa, MOTepsi KOHKYPEHTOCIOCOOHOCTH, yBe-
JIMYCHNE TEXHOJIOTHYECKOTO OTCTAaBaHMs, NEPHUIUT roCyJapCTBEHHOTO OIOKETa, CHIKEHHE KAauecTBa JKU3HH,
9KOJIOTMYECKHE MPOOIEMBbI M COL[HAIbHBIC BOJIHEHUSI.

B 1aHHO# cTarhe aBTOPBI paCCMATPUBAIOT CYIHOCTh AMBEPCUPHKALIMKA 1 HEOOXOAUMOCTh B HEW B CTpaHax
¢ noObIBaroLIel MPOMBIIUIEHHOCTBIO, TAKMX Kak KaszaxcraH, BiHsHHE Ha pa3iMYHbIC MOKA3aTed SKOHOMHKH,
OCHOBHBIC METO/Ibl U HHCTPYMEHTBI TOCYAaPCTBEHHOTO PEryJINPOBAHUS CTPYKTYPHBIX MpeoOpa3oBanuii. B cra-
The MPEJCTABICH aHAIN3 CEKTOPOB, KOTOPhIE JEMOHCTPUPYIOT MMOTEHIMAI JUIsl IPOABHKEHHSI CTPaHbI K TUBEP-
cu(UKaMKu YKOHOMHKH. B mccnemoBaHuM OB OIIEHEHBI BHI30BBI M OCHOBHBIE TIPOOIeMBbI 00pabdaThiBaroIeit
MPOMBILLICHHOCTH, HE()TEra30BoOro CEKTopa, KOTOpble MOTYT HAMIYYIIHM 00pa3oM CHOCOOCTBOBATh TUBEPCHU-
¢duKanu S5KOHOMHKH. TakiKe pacKpbIBAETCS POJIb FTOCYAAPCTBA B Pa3pabOTKe MOTUTHUKH AJIsl OyIyIIUX CTpaTeruii
U IJIAHOB NPaBUTENLCTBA B 00JIACTH TUBEPCU(UKALIUN SKOHOMHUKH.
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