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Ghina's Direct Investment on Energy Industry
Development In Kazakhstan

Introduction

Kazakhstan is located at the junction of
two continents - Europe and Asia. It is the
ninth-largest country in the world, and it is
considered as a treasure-house land of min-
eral resources. According to many scientists,
Kazakhstan ranks sixth in the world in terms of
natural resources, although it cannot use this
advantage with the greatest effect. According
to the calculations of some scientists, the ex-
plored subsoil of Kazakhstan is estimated at 10
trillion US dollars.

Investment is one of the main sources for
building the state's economic potential. Cur-
rently, one of the priority directions of devel-
opment of the economy of Kazakhstan is to
attract foreign investment. At the same time,
over the past 10 years, the national economy
has received 231.6 billion US dollars. This trend
confirms the effectiveness of the investment
policy. The largest volume of FDI was received

EEIA in 2012 (28.9 billion US dollars), in 2011 (26.5

billion US dollars) and 2018 (24.3 billion US
dollars). In 2019, FDI inflows totaled 24.1 bil-
lion US dollars, compared to us 24.3 billion US
dollars in 2018. Thus, despite a slight decline
of 0.6%, gross inflow to Kazakhstan remained
at the level of 2018. The leaders in attracting
investment to Kazakhstan are investors from
the Netherlands - 7.3 billion US dollars (with
a share of 30.2%), the United States - 5.5 bil-
lion US dollars (23.0%), Switzerland - 2.2 bil-
lion US dollars (9.3%) (see table. 1).

In 2019, the volume was 1.7 billion $ with
an increase of 55% by 2017. In the country
structure, the dynamics of FDI attracted from
China shows moderate growth: 2017-5.2%,
2018-6.1%, 2019-7.0%. China investment
in Kazakhstan is mainly in the Energy sector,
where the volume of proven oil reserves ac-
cording to BP is 39.6 billion barrels or 6.5 bil-
lion tons, which is 3.2% of the total world re-
serves, as well as there is an accumulation of
minerals in large quantities. The main sectors



of direct investment are oil exploration and
production, gas station networks, telecom-
munications, agricultural processing, leather
processing, catering services, trade, etc. The
main investment projects are: Aktobe munai-
gas, Karazhanbas munaigas, Petro Kazakhstan
oil company, oil exploration in the Eastern out-
skirts of the Central part of the Caspian basin,
Pavlodar aluminum plant, Railways, develop-
ment of a uranium mine, Moynak HPP, Kazakh-
stan-China oil pipeline, Kazakhstan-China gas
pipeline, international center for cross-border
cooperation "Khorgos" on the Kazakhstan-Chi-
na border.

Literature review

Review of studies on the Impact of FDI
on Host Countries Economy

Braithwaite and Greenridge (2005) break
down the effect of FDI on the general growth
of the Barbados economy. Their sequential
arrangement of yearly information traversed
from 1970 to 2003 and was explored by the
co integration examination. To clarify the mon-
etary advancement during the period 1970-
2005, they present a structure that applies
Granger causality tests utilizing a vector mis-
take remedy model (VECM). The hypothetical
writing offers clashing conclusions about the
impact of FDI on growth. This contention has
been reached out to the field of exact research
and is reflected in different ends.

In the modernization hypothesis, FDI is con-
sidered to advance monetary growth under the
suspicion that growth requires capital invest-
ment. Lately, the importance of FDI has been
labeled with several other essential conditions.
Consequently, the new growth hypotheses un-
derlined the movement of innovation through
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FDI, as poor countries experience the harmful
effects of the absence of essential foundations,
developed and open financial markets, finan-
cial and political strength. It has also been af-
firmed that FDI could provide hierarchical and
administrative skills, knowledge of advertising
and reach market circumstances. According to
these hypotheses, dependence on FDI could
have a positive effect on growth and wage cir-
culation, since FDI causes commercial models
to be imposed on the modern part that causes
the underutilization of local assets. The econ-
omy may also be limited by foreigners instead
of developing alone. In this way, the multipli-
er impact of FDI can be fragile and can cause
backward growth in beneficiary countries.

Review of studies on Kazakhstan's En-
ergy Industry

Sarkar, Al-Amin, Mustapa, and Ahsan
(2019) define Energy as power derived from
the utilization of physical or chemical resourc-
es, especially to provide light and heat or to
work machines. Energy development refers to
the practices used to obtain and maintain En-
ergy from natural sources (Zhang, Pang, Chen,
& Lu, 2019)

Figure 1 clarifies the classifications of the
Energy industry, which can be categorized into
two main sources, fossil Energy, these catego-
rized into three main sources that oil, gas, and
coal. Meanwhile, renewable Energy that cate-
gorized into four main sources that bio, tidal,
wind, and solar.

Current situation of China’s FDI in Ka-
zakhstan energy industry

1) FDI in Kazakhstan’s Energy industry

China's investment in Kazakhstan is main-
ly in the Energy sector, where the volume of

Country Place Volume, billion USD Volume structure, %
2017 2018 2019 2017 2018 2019 2017 2018 2019
Total 20.960 | 24263 | 24115
Netherlands 1 1 1 5.935 7.350 7.272 28.3 30.3 30.2
USA 2 2 2 3.693 5.342 5.548 17.6 22.0 23.0
Switzerland 3 3 4 2.964 2.540 2.245 14.1 10.5 9.3
China 5 5 4 1.082 1.476 1.667 5.2 6.1 7.0
Russia 4 4 5 1.226 1.449 1.387 5.9 6.2 5.8
France 7 7 6 802 916.1 1.068 3.8 3.8 4.4
Belgium 6 6 7 1068.9 1049 860 5.1 4.3 3.6
UK 8 8 8 533.8 593 591 2.5 2.4 2.5
Korea 9 9 9 495.5 478.9 466 2.4 2.0 1.9
Germany 10 11 10 391 400 364.1 1.9 1.7 1.5
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proven oil reserves according to BP is 39.6 bil-
lion barrels or 6.5 billion tons, which is 3.2% of
the total world reserves, as well as there is an
accumulation of minerals in large quantities.

As we can see, in the period from 2014 to
2018 the solar Energy was the most benefited,
going from a share of 8 to 32% of FDI flows
compared to the previous period, while the oth-
er renewable Energy means went from a share
from 17% to 21%, respectively. On the other
hand, the Energy stations maintained constant
participation in the two periods with 17%,
while the sectors affected by the decrease in
FDI from one period to the other are financial
services, going from 21 to 9%; transport, stor-
age, and communications, which goes from 10
to 8%; and electricity and gas going from 16%
since 2014, up from 0.2% between 2015 and
2018.

2) The Main Problems of China’s FDI in Ka-
zakhstan’s Energy Industry

1) Impact on the Kazakhstan economy

From the point of view of Kazakhstan, the
inflow of financial resources from China has a
dual nature. On the one hand, they contribute
to the development of infrastructure and basic
industries of the region's States, and contrib-
ute to their social and economic well-being, on

the other hand, the China’s "offensive" poses a
number of challenges to the republics. Among
them: the prospect of becoming a raw material
appendage of China, preserving the lopsided
structure of the economy, reducing incentives
to modernize and diversify industry; weaken-
ing financial and macroeconomic stability. Ac-
cording to Sumer, Zhanaltay, & Parkhomchik,
(2019), the vast majority of China's invest-
ment comes in the form of loans with specific
terms and conditions of repayment, which in-
crease the external debt of the recipient coun-
try, which leads to debt dependence. In addi-
tion, excessive reliance on China's anti-crisis
assistance, especially to meet social and eco-
nomic obligations, supports a deceptive sense
of stability, delaying the solution of systemic
problems; similar challenges are associated
with Beijing's infrastructure policy in the re-
gion.

2) Impact on Kazakhstan's Energy industry

The main volume of electricity in Kazakh-
stan is generated by 37 thermal power plants
that use coal from the Ekibastuz, Maikubin,
Turgay and Karaganda basins. The largest
power plant in Ekibastuz GRES-1, which has 8
power units with an installed capacity of 500
MW each. According to Ayala (2019) the larg-

 Enerev industrv
/\

Renewable Energv

Pl SN

Bio Tidal Solar Wind

40% -
35% -
30% -
25% -
20% -
15% -
10% -
5% -
O% T T T T

13%

18%

16%

T T T T T 1

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019



est power generation is carried out by Aksu
GRES. Many power plants do not operate at full
capacity due to worn-out equipment. At power
plants, 65% of the equipment is more than 20
years old, and 31% is more than 30 years old.
Large coal deposits are mainly concentrated in
Northern and Central Kazakhstan, where the
main sources of electricity are located. These
regions independently provide themselves
with electricity and potentially have an excess
of it, which can be offered to the domestic and
foreign markets of the country. Currently, elec-
tricity from these regions is exported to China
and other countries.

The global experience and methodology
of research for the Energy future, long-term
trends (technology trends) global scenarios of
Energy industry development and Energy and
ecological problems revealed in the studies of
(Ayala, 2019; Ke, 2019; Sumer, Zhanaltay, &
Parkhomchik,2019). In the fundamental works
of Keynes, P. Krugman, R. Mandell, B. Olin, M.
Porter, J. Stiglitz, p. Fischer and other foreign
scientists reflected the theoretical problems
of the inclusion of national economies in the
global economic relations of post-crisis devel-
opment, the problems of institutional support
and regulation of social-economic processes,
structural aspects of financial opportunities
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and investment constraints, the formation of
Energy potential and technology transfer, tak-
ing into account the dynamics of global and
regional energy markets.

Conclusion

Over the years of independence, Kazakh-
stan has attracted more than $ 300 billions of
FDI, created a special council of foreign inves-
tors under the president and has repeatedly
stated its intention to increase its inflow in the
coming years. A variety of factors can interfere
with ambitious plans - from an unstable na-
tional currency to the size of an economy. The
authorities analyze the key factors that are im-
portant for foreign investors.

Thus, Kazakhstan may be attractive to in-
vestors because of the relatively cheap wag-
es for skilled labor, its transit position and
infrastructure, which is developing thanks to
huge investments from China, good economic
growth, high economic potential, a developed
financial sector and a positive trade balance as
well as a huge amount of resources. Among
the positive factors for investors include the
high dependence of the economy on oil prices,
dependence on third-party economies and, in
particular, Russia, political instability, and high
level of state participation in the economy.
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