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Note: don’t start from here!

I The first task in any journey is to have a very clear idea of where you are, so let’s
be certain where that is and not fool ourselves into thinking that we are
somewhere else.

I If I were you, and I wanted to know what the current real economic state of play
is, official press releases and headline statistics is the last place I would look.

I A genial Irishman, cutting peat in the wilds of Connemara, was once asked by a
pedestrian Englishman to direct him on his way to Letterfrack. With the wonted
enthusiasm of his race, the Irishman flung himself into the problem, and taking
the wayfarer to the top of the hill commanding a wide prospect of bogs, lakes,
and mountains, proceeded to give him, with more eloquence than precision, a
copious account of the route to be taken. He then concluded as follows: “‘Tis the
devil’s own country, sorr, to find your way in. If it was myself that was going to
Letterfrack, faith, I wouldn’t start from here.”

– Hyde Park Herald, Issue of 13 November 1931, p. 10.
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Part 0: Background on Emerging Market crises
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Outline of the general mechanics of a modern currency crisis

1. Liberalization and/or fiscal imbalances:
− Excessive risk-taking by inexperienced (or corrupt) banks.
− Poor (or corrupt) regulation.
− Moral hazard from absolute government guaranties.
− Rapid growth of credit.
− Losses mount and banks cut back on lending.
− Banks fail and contagion affects even healthy banks.
− Further contraction of bank lending.

2. Run up to currency crisis:
− Higher interest rates undermine credit quality.
− Decline in cash flow and greater need to borrow when it has become more expensive

(liquidity dries up).
− Failure of companies or political turmoil leads to panic.
− Declining asset prices undermines solvency even of good risks, particularly in the property

sector (used as collateral) [loss spiral].
− People “go for broke” as moral hazard factors become dominant.
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Outline of the general mechanics of a modern currency crisis

3. Currency crisis:
− Residents and foreign speculators start to sell the currency and lenders pull out short-term

money – a “sudden stop”.
− This puts governments in a bind:

• if they raise interest rates, to support the currency, they undermine corporate solvency and
worsen the crisis.

• if they do not raise interest rates then the currency collapses, wiping out companies (including
banks) with large net liabilities in foreign currency.

− This gives speculators a “sure bet”.
− Large fiscal deficits also undermine banks, as default comes closer, and cause speculators to

run for the exit.
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Outline of the general mechanics of a modern currency crisis

4. Currency crisis triggers financial crisis:
− In countries with histories of inflation and default, loans tend to be short-term and

denominated in foreign currency (“original sin”).
− Companies producing non-tradables with foreign currency debt are wiped out.
− This undermines other creditworthy companies and banks.
− The crisis causes multiple bankruptcies in countries that also have inadequate bankruptcy

procedures.
− Domestic credit seizes up.
− Inflation surges, as the currency falls, and there is a deep recession.
− Contagion spreads to other similarly-placed borrowing countries.

Sound familiar?
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Part I: Macroeconomics of populism
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Rudi Dornbusch echoing in the air from 1991
“Again and again, and in country after country,
policymakers have embraced economic programs that
rely heavily on the use of expansive fiscal and credit
policies and overvalued currency to accelerate growth
and redistribute income.

In implementing these policies, there has usually been
no concern for the existence of fiscal and foreign
exchange constraints.

After a short period of economic growth and recovery,
bottlenecks develop provoking unsustainable
macroeconomic pressures that, at the end, result in the
plummeting of real wages and severe balance of
payment difficulties.

The final outcome of these experiments has generally
been galloping inflation, crisis, and the collapse of the
economic system.
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Rudi Dornbusch echoing in the air from 1991
In the aftermath of these experiments there is no other
alternative left but to implement, typically with the help
of the International Monetary Fund (IMF), a drastically
restrictive and costly stabilization program.

The self-destructive feature of populism is particularly
apparent from the stark decline in per capita income
and real wages in the final days of these experiences.

Accounts of these populist episodes by sympathizers
often highlight politics and, especially, external factors as
central to the demise. We do not pretend to belittle
these factors. There is no question in our minds that
external destabilization can be an important part of the
unraveling of an economic program. But we want to
emphasize that the extreme vulnerability that makes
destabilization possible is, by and large, the result of
unsustainable policies.”
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Caution: beyond here – PR or hard facts – the choice is yours
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Part II: An inspection of proxy measures
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Unemployment rates around the world
National unemployment rates in selected countries (as % of total labor force)

3.0%

4.0%

5.0%

6.0%

7.0%

8.0%

9.0%

10.0%

11.0%

12.0%

13.0%

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
Source: World Bank



13

Apparently Kazakhstan is a lot more stable than most!
National unemployment rates in selected countries (as % of total labor force)
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Unemployment in Kazakhstan is resilient to any weather…
Unemployment rate (as % of total labor force) vs. Real GDP growth rate (% change y-o-y)
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… because it seems we’re is just a bunch of entrepreneurs!
Self-employed workers (% of total employed)

0%

5%

10%

15%

20%

25%

30%

35%

40%

45%

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Germany Japan
Kazakhstan Russian Federation
United States

Source: World Bank

The entrepreneurial 
talent gap!



16

What GDP statistics?
GDP statistics are not reliable… … and are for reference only

US ambassador to China Clark Randt, quoting
the Chinese Premier Li Keqiang:

”GDP figures are “man-made” and therefore
unreliable, Li said. When evaluating Liaoning's
economy, he focuses on three figures: 1)
electricity consumption, which was up 10 percent
in Liaoning last year; 2) volume of rail cargo,
which is fairly accurate because fees are charged
for each unit of weight; and 3) amount of loans
disbursed, which also tends to be accurate given
the interest fees charged. By looking at these
three figures, Li said he can measure with relative
accuracy the speed of economic growth. All other
figures, especially GDP statistics, are “for reference
only”, he said smiling.”

Source: US State Department memo from 15 March 2007.

https://wikileaks.org/plusd/cables/07BEIJING1760_a.html
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What does the Chinese Premier say about our economy?
Real GDP growth rate (% change y-o-y) vs. Kazakhstan’s Li Keqiang Index (% change y-o-y)
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The Li Keqiang Index for Kazakhstan was constructed using 
the weights as used by The Economist in their original 
calculation for China: electricity consumption – 40%, rail 
freight volume – 25% and bank credit disbursement – 35%.
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Nighttime luminosity tells us not just about electrification

“The Korean Peninsula viewed from the International Space Station shows a mostly dark North Korea. If the North Korean economy is 
booming, it is a purely daytime affair.” – New York Times (April 1, 2016). Photo credit: NASA.
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Kazakhstan nighttime lights: 1992
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Kazakhstan nighttime lights: 2010
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Part III: Another look at GDP
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GDP: three approaches to calculation
I GDP can be determined in three ways: the production (or gross value added)

approach, the income approach, and the expenditure approach – all of which
should, in principle, give the same result.

1. The production approach looks at the contribution of each economic unit by
estimating the value of their output less the value of intermediate goods and
services used up in the production process to produce their output.

2. The income approach adds up all income earned by resident individuals or
corporations in the production of goods and services and is therefore the sum
of uses in the generation of income account for the total economy.

3. The expenditure approach measures the final expenditures or uses by
consumers and producers of goods and services produced within the domestic
economy.
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GDP: three approaches to calculation
1. Production approach:

− GDP = Gross Value Added of all sectors at basic prices + Basic Price Adjustment.
• GVA = total value of output of goods and services produced – intermediate consumption (goods

and services used up in the production process in order to produce the output),
• BPA = taxes on products and imports – subsidies on products (which are not allocated to sectors

and industries).

2. Income approach:
− GDP = compensation of employees + gross operating surplus + gross mixed income +

taxes – subsidies on production and imports.
3. Expenditure approach:

− GDP = final consumption expenditure + gross capital formation + exports of goods and
services – imports of goods and services.

I NB: The production approach is the most direct (and easiest to manipulate) of
the three and is preferred in our official statistics.
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GDP relies on private consumption & investment (~70%)
Structure of nominal GDP by expenditure (as % of GDP)

-20%

0%

20%

40%

60%

80%

100%

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Household consumption expenditure Gross capital formation
General government final consumption expenditure Net Exports
Statistical Discrepancy

Source: Committee on statistics, Ministry of National Economy of the Republic of Kazakhstan, TP calculations



25

Using the above structure the growth outlook is negative
Real GDP growth structure by expenditure (% change y-o-y)
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Part IV: Sectoral financial balances
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Kazakhstan’s sectoral financial balances (3 sectors)
Net lending / borrowing by sectors of the economy: 3-sector breakdown (as % of GDP)
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Kazakhstan’s sectoral financial balances (4 sectors)
Net lending / borrowing by sectors of the economy: 4-sector breakdown (as % of GDP)
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Kazakhstan’s sectoral financial balances (5 sectors)
Net lending / borrowing by sectors of the economy: 5-sector breakdown (as % of GDP)
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Part V: Corporate profits and economic reality
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What would corporate profits tell us about GDP?
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Profits are far more variable than, and lead, GDP
Real GDP growth rate (% change y-o-y) vs. Gross corporate profits growth (% change y-o-y)

Profits as a forecasting measure have numerous benefits

I Because profits are so dependent on decisions made not only by businesses but
by nonbusiness actors, they tend to (almost) be a residual.

I Thus profits are far more variable than gross national product and income.
I Moreover, because profitability is a strong influence in business decisions to hire

and invest, profits tend to lead changes in the business cycle.
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Corporate profits are looking poor…
Structure of gross corporate profits after taxes (as % of GDP)
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… which implies worsening corporate financial balance
Net lending / borrowing by sectors of the economy: 4-sector breakdown (as % of GDP)
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Part VI: Debt?
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Private sector debt looks to have bottomed…
Private sector debt (as % of GDP)
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… but not if compared with the actual source of repayment
Private sector debt (as % of GDP) vs. Private sector debt (as % of gross corporate profits after taxes)
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Have the NPL troubles really been properly addressed?
Loans overdue 90+ days (as % of total gross loans) vs. Accrued interest receivable (as % of total banks assets)

Points of note

I The sustained rise of accrued interest income likely indicates the continuing
“evergreening” of hidden NPLs.

I The creation of 100% bank subsidiary AMCs “purchasing” doubtful and loss
assets of its parent bank does not amount to true NPL resolution as exposure is
simply re-classified and becomes hidden.
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Gentle reminder: GDP has shrunk ~twice in USD, debt hasn’t
Outstanding external debt and debt service schedule as at 31.12.2015 by sector (in USD millions)

External debt 
as at 

31.12.2015

including

till called 
for 1 q 

2016
2 q 

2016
3 q 

2016
4 q 

2016 2016 1 q 
2017

2 q 
2017

3 q 
2017

4 q 
2017 2017 after 

31.12.2017

External debt payments 153,456 310 5,185 5,112 4,903 6,610 21,811 3,556 2,93
1 2,388 3,796 12,670 116,879

Principal 310 4,088 4,034 3,851 5,578 17,551 2,597 1,99
2 1,473 2,893 8,955 116,879

Interest 1,097 1,078 1,052 1,033 4,260 958 938 915 903 3,715
General government 11,292 119 101 83 110 412 90 118 89 117 415 10,575

Principal 104 86 69 96 355 77 104 76 104 361 10,575
Interest 14 14 14 14 56 14 13 13 13 53

Central Bank 900 3 6 73 233 55 367 27 0 10 0 37 493
Principal 3 6 73 233 55 367 27 10 37 493
Interest 0 0 0 0 0 0 0 0 0 0

Banks 7,973 307 423 396 367 571 1,757 805 684 314 113 1,916 4,666
Principal 307 322 296 271 480 1,370 721 608 249 52 1,630 4,666
Interest 101 100 96 91 387 84 75 65 62 286

Other sectors 51,452 1 3,205 3,378 3,173 3,323 13,080 1,433 1,45
2 1,283 2,396 6,564 28,589

Principal 1 2,765 2,951 2,759 2,922 11,397 1,045 1,07
3 915 2,035 5,068 28,589

Interest 440 428 414 402 1,683 388 379 368 361 1,496
Direct investment: Intercompany lending 81,839 1,432 1,165 1,047 2,551 6,195 1,200 677 692 1,169 3,738 72,557

Principal 891 628 519 2,024 4,062 727 206 223 702 1,858 72,557
Interest 542 537 528 526 2,133 473 471 469 467 1,879

Source: National Bank of Kazakhstan
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Part VII: Budget (with very disturbing) funding
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Becoming a little to reliant on National Fund transfers?
Structure of government budget revenue (as % of total budget revenue)
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What if the National Fund wasn’t there?
Budget deficit vs. Hypothetical budget deficit in absence of NF transfers (as % of government spending)
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National Fund: summing up
The NF is looking like alright for now… … but the situation may change rather soon
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Part VIII: Moral of the story
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Expecting a recession in Kazakhstan?
I’m not expecting it… … I’m observing it

Paraphrasing George Soros:

”I'm not expecting [a recession in Kazakhstan], I'm
observing it. But [Kazakhstan] can manage it. It's
got resources. It has a greater latitude in using
policies than most other countries because it has
[the National Fund] and so on.”

Source: paraphrase of Mr. Soros remark on China’s hard landing
in the interview with Bloomberg’s Francine Lacqua at the World
Economic Forum in Davos.

http://www.bloomberg.com/news/videos/2016-01-21/soros-china-hard-landing-is-practically-unavoidable
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How did we get where we are?
I Consider the hypothetical example of a government, who uses the country’s

booming budget from high oil prices to create unnecessary state-owned
enterprises, build never-to-be-utilized factories and finance endless celebrations
of “management success”. On the back high income growth, the private sector
starts to leverage up fueled by aggressive overoptimistic credit policies.
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How did we get where we are?
I Consider the hypothetical example of a government, who uses the country’s

booming budget from high oil prices to create unnecessary state-owned
enterprises, build never-to-be-utilized factories and finance endless celebrations
of “management success”. On the back high income growth, the private sector
starts to leverage up fueled by aggressive overoptimistic credit policies.

I For a while – say, as long as the world demand for crude oil keeps prices up high
– this government will continue to generate positive economic effects while
flooding all troubles with money from export revenues, receive high bonuses
(legal or not so much) and attribute this marvelous success to its own managerial
ingenuity, great vision and high competence.
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How did we get where we are?
I Consider the hypothetical example of a government, who uses the country’s

booming budget from high oil prices to create unnecessary state-owned
enterprises, build never-to-be-utilized factories and finance endless celebrations
of “management success”. On the back high income growth, the private sector
starts to leverage up fueled by aggressive overoptimistic credit policies.

I For a while – say, as long as the world demand for crude oil keeps prices up high
– this government will continue to generate positive economic effects while
flooding all troubles with money from export revenues, receive high bonuses
(legal or not so much) and attribute this marvelous success to its own managerial
ingenuity, great vision and high competence.

I Then, when the oil price luck finally runs out, it finds itself in a situation where
past investments turn out to be worthless, state-owned enterprises reveal
themselves to be in a zombie state, the tax revenue capacity is increasingly weak,
the private sector is on a long-term deleveraging path following asset price
collapse and foreign capital is not willing to flow in anymore.
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How did we get where we are?
I Consider the hypothetical example of a government, who uses the country’s

booming budget from high oil prices to create unnecessary state-owned
enterprises, build never-to-be-utilized factories and finance endless celebrations
of “management success”. On the back high income growth, the private sector
starts to leverage up fueled by aggressive overoptimistic credit policies.

I For a while – say, as long as the world demand for crude oil keeps prices up high
– this government will continue to generate positive economic effects while
flooding all troubles with money from export revenues, receive high bonuses
(legal or not so much) and attribute this marvelous success to its own managerial
ingenuity, great vision and high competence.

I Then, when the oil price luck finally runs out, it finds itself in a situation where
past investments turn out to be worthless, state-owned enterprises reveal
themselves to be in a zombie state, the tax revenue capacity is increasingly weak,
the private sector is on a long-term deleveraging path following asset price
collapse and foreign capital is not willing to flow in anymore.

I OK, maybe my example wasn’t so hypothetical after all.
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Carry out those reforms and you can keep the change
The World Bank is quite explicit in it’s assessment of the chances for structural reforms under various conditions

I Translation from Washington-speak: “We are perfectly aware of the fact that
when you had a lot of money in hand, you were never going to do any reforms.
Given that now your circumstances are rather dire, we’re prepared to give you
some cash if you commit to making those reforms”.

Source: IBRD/World Bank Program Document for the “First Macroeconomic Management and Competitiveness Programmatic
Development Policy Loan” to the Republic of Kazakhstan in October 2015.

http://www-wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2015/10/15/090224b083147440/1_0/Rendered/PDF/Kazakhstan000F00Policy0Loan0Project.pdf
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Reality recap
I Dependence on the hydrocarbon sector remains high – 20%-30% of GDP, 50% of

fiscal revenues, and 60% of exports – which makes growth forecasts volatile in
correlation with oil prices.
− Modest deficits on the current account in the next 12-18 months.
− Household spending to continue slowdown as real incomes have been in decline for a two

years.
− Corporate fixed capital formation is also expected to slowdown as business confidence was

hit while corporate leverage levels are cyclically high.
I Any serious observer of history should readily recognize that the greatest

challenge facing Astana is not in identifying the right set of reforms but rather in
implementing them.

I Given the track record, anyone who believes in high chances for soon-coming
improved economy in Kazakhstan upon the trust in policy making brilliance of
Astana should check their medication.

I Like they always say about corporate managers, it is easy to seem brilliant during
the good times, but you prove your worth in the bad times.
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THANK YOU

For any more information or business requests please contact us at:
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Telephone: +7 (727) 311-05-81

Email: enquiries@tengripartners.com
Web: www.tengripartners.com

Contacts

53

mailto:enquiries@tengripartners.com
http://www.tengripartners.com/

	Kazakhstan’s balance sheet recession
	Note: don’t start from here!
	Part 0: Background on Emerging Market crises
	Outline of the general mechanics of a modern currency crisis
	Outline of the general mechanics of a modern currency crisis
	Outline of the general mechanics of a modern currency crisis
	Part I: Macroeconomics of populism
	Rudi Dornbusch echoing in the air from 1991
	Rudi Dornbusch echoing in the air from 1991
	Caution: beyond here – PR or hard facts – the choice is yours
	Part II: An inspection of proxy measures
	Unemployment rates around the world
	Apparently Kazakhstan is a lot more stable than most!
	Unemployment in Kazakhstan is resilient to any weather…
	… because it seems we’re is just a bunch of entrepreneurs!
	What GDP statistics?
	What does the Chinese Premier say about our economy?
	Nighttime luminosity tells us not just about electrification
	Kazakhstan nighttime lights: 1992
	Kazakhstan nighttime lights: 2010
	Part III: Another look at GDP
	GDP: three approaches to calculation
	GDP: three approaches to calculation
	GDP relies on private consumption & investment (~70%)
	Using the above structure the growth outlook is negative
	Part IV: Sectoral financial balances
	Kazakhstan’s sectoral financial balances (3 sectors)
	Kazakhstan’s sectoral financial balances (4 sectors)
	Kazakhstan’s sectoral financial balances (5 sectors)
	Part V: Corporate profits and economic reality
	What would corporate profits tell us about GDP?
	Profits are far more variable than, and lead, GDP
	Corporate profits are looking poor…
	… which implies worsening corporate financial balance
	Part VI: Debt?
	Private sector debt looks to have bottomed…
	… but not if compared with the actual source of repayment
	Have the NPL troubles really been properly addressed?
	Gentle reminder: GDP has shrunk ~twice in USD, debt hasn’t
	Part VII: Budget (with very disturbing) funding
	Becoming a little to reliant on National Fund transfers?
	What if the National Fund wasn’t there?
	National Fund: summing up
	Part VIII: Moral of the story
	Expecting a recession in Kazakhstan?
	How did we get where we are?
	How did we get where we are?
	How did we get where we are?
	How did we get where we are?
	Carry out those reforms and you can keep the change
	Reality recap
	Slide Number 52
	Slide Number 53

