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Budget policy of Kazakhstan

Kazakhstan’s budget policy has become especially relevant in light of the updating of
the country’s Tax and Budget Codes, as well as taking into account the dynamics of
the state budget deficit in recent years. In 2024, the expenditure side of the budget
(prior to the transfer component) again reflected a significant shortfall in tax revenues
— 89.2% of the previously planned target (95.6% of all non-transfer revenues),
although in nominal terms the economy grew by 12.4% year-on-year. Excluding
transfers from the National Fund of the Republic of Kazakhstan (NFRK), the state
budget deficit was 6.8%, an increase compared to the prior two years (Fig. 1).

The difference between the final deficit and its assessment prior to transfers, which
reflects the dependence of budget revenues on reserves, remains rather noticeable
over the past decade, ranging from 3% to 8% of GDP. It is NFRK transfers that have
become the mechanism that prevents state finances from falling into a debt trap,
which would be extremely undesirable given the long period of high rates.

Figure 1. Kazakhstan’s state budget deficit
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Dynamics of NFRK reserves

With regard to sovereign funds in general, there are not many sovereign governments
in the world that use this instrument of public finance.?

Kazakhstan, having created and enlarged the NFRK, joined the small number of
governments that use this instrument and has accumulated 25 years of experience in
the operation of such a sovereign fund.

History of the NFRK

The NFRK was created in August 2000 as per a presidential directive in order to
accumulate funds for future generations, ensure the stable socioeconomic
development of the country, reduce dependence of the economy on the influence of
adverse external factors, and reduce the dependence of budgets of all levels on the
global oil price situation. The fund performs two basic functions: a stabilization
function in relation to the national economy in the short and medium term, as well
as a savings function in relation to obligations to future generations of the country’s
citizens in the long term.

The first tranches were transferred to the fund in 2001 and 2002, while the peak of
reserves in nominal terms was recorded in August 2014 (USD 77.24 bin). At the same
time, at the initial stage, the logic of transfers was slightly different compared to later
practice. First it was assumed that reserve transfers would be directed to the budget
if oil prices were to fall below a predetermined conservative threshold, i.e., during
periods of weak economic conditions. But in fact, transfers have been made at any
oil price throughout the entire period of the fund’s existence.

In 2006, transfers from the NFRK became a source of budget revenues. There are two
types of transfers: guaranteed (provided on an annual basis) and targeted (aimed at
covering expenses related to the implementation of specific programs determined by
the country’s president).

The total volume of transfers increased significantly in the crisis period (2008—2010)
(Fig. 4) and then their share in the structure of the country’s total budget revenues
declined slightly. However, in 2017, it reached a record level, which was followed by
a major increase in 2020 amid the coronavirus pandemic. Thus, starting in 2006,
transfers from the NFRK covered at least part of the non-oil budget deficit (the
maximum share for the entire observation period reached 38% of total budget
revenues, the average share was 24%).

Accumulated NFRK portfolio

Given that NFRK’s funds are used in the implementation of fiscal policy, and taking
into account the asset portfolio’s yield, the fund’s reserves at the end of 2024 were
estimated at USD 58.8 bIn (KZT 27.6 tIn), which is equivalent to 20.4% of Kazakhstan’s
GDP for 2024. In some years, portfolio investments showed negative returns (Fig. 2);
in nominal terms, reserves have grown markedly throughout the entire period of the
fund’s existence, but in relative terms, they have decreased since 2017 (Fig. 3).

1 As of 2025, about 80 countries
always comparable to the NFRK.

have some form of sovereign wealth fund, but their structure and purposes may differ significantly, making them not
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Figure 2. NFRK’s RoA, % p.a.
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Figure 3. NFRK reserves in absolute and relative terms
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The share of transfers is decreasing

As mentioned above, transfers are either guaranteed or targeted. After the first fiscal
crisis in 2008 and throughout the subsequent years of the fund’s existence, the total
share of transfers averaged 26% of state budget revenues. In the post-pandemic
period (from 2022 to 2024), this figure dropped to 20%. Although it remains quite
high, there is a trend to a lower dependence of budget revenues on the transfer
component.
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Figure 4. NFRK transfers to Kazakhstan’s budget
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Unplanned transfers of an imputed nature — through the purchase of shares of quasi-
public sector companies into the fund’s portfolio (for budget purposes)? — have
become more frequent and they also can be viewed as a kind of transfer, although
they do not fall into the corresponding statistical category.

The use of NFRK transfers for budget purposes slowed down the accumulation of
reserves, but contributed to keeping government debt at bay

In the absence of transfers, actual budget deficits could have been serious, giving rise
to the need to completely revise budget expenditures or use other sources to cover
the increased deficits. These include an increase in government debt, active
privatization, reallocation of certain revenues from the NFRK to the budget directly,
and capital injections to state-owned companies, which, subsequently, would result
in more tax revenues and/or dividends in favor of the budget. At the same time, the
uncovered part of the expenditures would fall on other revenue sources of the
expanded government and/or on the quasi-public sector. The most likely scenario is
an increase in government debt.

2|n 2023-2024, NFRK funds were used to purchase shares in state-owned companies to the fund’s portfolio for budget purposes: a 20% share in
KazMunayGas for KZT 1.3 tIn was purchased in 2023, and a 12% share in Kazatomprom was purchased for KZT 467 bln in 2024.
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The actual national debt of Kazakhstan (excluding guarantees and sureties) at the end
of 2024 amounted to KZT 31.8 tIn, or 23.5% of GDP; with the share of government
debt at 22% of GDP and the share of internal government debt at 16%. These are
more than moderate indicators on an economic scale. The total of all transfers to the
state budget, given the NFRK portfolio yield for the period from the year of the
transfer to the end of 2024, is about KZT 102 tIn (at the USD/KZT exchange rate at the
end of last year). If we assume the absence of transfers to the budget against the
background of significant growth of public debt due to the increased deficit, then by
the end of 2024 the cost of increasing public debt, based on actual yield*, would have
been about KZT 72tIn, or 53.5% of GDP in 2024. It is clear that NFRK transfers made
for budget purposes did not allow reserves to increase more actively, but contributed
to maintaining Kazakhstan’s public debt at a moderate level (Fig. 5).

Figure 5. Government debt of Kazakhstan and NFRK reserves, % of GDP
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3 The indicator calculated as a ratio of actual debt service costs to the volume of debt at the end of the preceding period.
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The Analytical Credit Rating Agency (ACRA) was founded in 2015, with its 27 shareholders representing major Russian corporate and financial
institutions and its authorized capital exceeding RUB 3 bin. ACRA’s main objective is to provide the Russian financial market with high-quality
rating products. Methodologies and internal documents of ACRA are developed in compliance with Russian legislation and with regard to global
rating industry best practices.

The provided information, including, without limitation, credit and non-credit ratings, rating assessment factors, detailed credit analysis results,
methodologies, models, forecasts, analytical reviews and materials, as well as other information placed on the ACRA website (further referred to
as Information), coupled with the ACRA website software and other applications, are intended for information purposes only. Information must
not be modified, reproduced or distributed by any means, in any way or form, either in whole, or in part, in marketing materials, as part of public
relations events, in news bulletins, in commercial materials or reports without prior written consent from, and reference to, ACRA. Any use of
Information in violation of these requirements or the law is prohibited.

ACRA credit ratings reflect ACRA’s opinion about the ability of a rated entity to meet its financial obligations or about the credit risk of individual
financial obligations and instruments of a rated entity at the time of publication of the relevant Information.

Non-credit ratings reflect ACRA’s opinion about certain non-credit risks assumed by interested parties interacting with a rated entity.

The assigned credit and non-credit ratings reflect all material information pertaining to a rated entity and known by ACRA (including the
information received from third parties), the quality and reliability of which ACRA considers appropriate. ACRA shall not be responsible for the
accuracy of information provided by clients or relevant third parties. ACRA does not audit or otherwise verify the provided data and shall not be
held responsible for their accuracy and completeness. ACRA conducts rating analysis of information provided by customers using its own
methodologies, with the texts thereof available on ACRA’s website — www.acra-ratings.com/criteria.

The only source that reflects the latest Information, including the one about credit and non-credit ratings assigned by ACRA, is ACRA’s official
website — www.acra-ratings.com. Information is provided on an “as is” basis.

Information shall be considered by users exclusively as ACRA’s statement of opinion and must not be regarded as advice, recommendation or
suggestion to buy, hold or sell securities or other financial instruments of any kind, nor shall it be viewed as an offer or advertisement.

Neither ACRA, nor its employees and persons affiliated with ACRA (further referred to as the ACRA Parties) provide any direct or implied guarantee
expressed in any form or by any means regarding the accuracy, timeliness, completeness or applicability of Information for making investment
and other decisions. ACRA does not act as a fiduciary, auditor, investment or financial advisor. Information must be regarded solely as one of the
factors affecting an investment decision or any other business decision made by any person who uses ACRA’s information. It is essential that each
of such persons conduct their own research and evaluation of a financial market participant, as well as an issuer and its debt obligations that may
be regarded as an object of purchase, sale or possession. Users of Information shall make decisions on their own, involving their own independent
advisors, if they deem it necessary.

ACRA Parties shall not be responsible for any action taken by users based on Information provided by ACRA. ACRA Parties shall under no
circumstances be responsible for any direct, indirect or consequential damages or losses resulting from interpretations, conclusions,
recommendations and other actions taken by third parties and directly or indirectly connected with such information.

Information provided by ACRA is valid only as of the date of preparation and publication of materials and may be amended by ACRA in the future.
ACRA shall not be obliged to update, modify or supplement Information or inform anyone about such actions, unless the latter was recorded
separately in a written agreement or is required by legislation of the Russian Federation.

ACRA does not provide advisory services. ACRA may provide additional services if this does not create a conflict of interest with rating activities.

ACRA and its employees take all reasonable measures to protect all confidential and/or material non-public information in their possession from
fraud, theft, unlawful use or inadvertent disclosure. ACRA provides protection of confidential information obtained in the course of its business
activities as required by legislation of the Russian Federation.
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