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Ladies and Gentlemen, 

K a z a k h s t a n  i s  c u r r e n t l y  f a c i n g  a  c h a l l e n g i n g  
t a s k  o f  t r a n s i t i o n i n g  t o  a  n e w  e c o n o m i c  m o d e l  
o f  s u s t a i n a b l e  d e v e l o p m e n t ,  i n  w h i c h  t h e  
fuel and energy sector will require significant 
i n v e s t m e n t s  i n  m o d e r n i z a t i o n  a n d  t r a n s f o r m a t i o n .   

To d a y ,  t h e  o i l  a n d  g a s  s e c t o r  c o n t i n u e s  t o  
p l a y  a n  i m p o r t a n t  r o l e  i n  K a z a k h s t a n ’ s  e c o n o m y .  
In 2019, the share of oil production and refining 
s e g m e n t  i n  t h e  c o u n t r y ’ s  G D P i s  p r o j e c t e d  a t  
1 5 % ,  a n d  t h e  s h a r e  o f  o i l  a n d  g a s  i n d u s t r y  
r e l a t e d  s e c t o r s  ̶ a t  2 1 % .  W i t h  i m p r o v e m e n t  i n  
t h e  o i l  a n d  g a s  m a r k e t s  g l o b a l l y ,  t h e s e  i n d i c a t o r s  
w i l l  c o n t i n u e  t o  g r o w  i n  t h e  f o r e s e e a b l e  f u t u r e .

Ag a i n s t  t h e  b a c k d r o p  o f  g r o w i n g  d e m a n d  f o r  
e n e r g y  r e s o u r c e s  a n d  a n  e m e r g i n g  p o l i t i c a l  a n d  
e c o n o m i c  c o n f r o n t a t i o n  b e t w e e n  t h e  w o r l d  p o w e r s ,  
w h i c h  a r e  k e y  p a r t n e r s  o f  K a z a k h s t a n ,  t h e r e  i s  a n  
i n c r e a s e  i n  t h e  d e g r e e  o f  i n s t a b i l i t y  i n  t h e  g l o b a l  
o i l  a n d  g a s  m a r k e t s ,  a s  w e l l  a s  i n  c o m p e t i t i o n  
f o r  l o n g - t e r m  s u p p l i e s  o f  h y d r o c a r b o n s .  U n d e r  
t h e s e  c o n d i t i o n s ,  K a z a k h s t a n  i s  m e t h o d i c a l l y  
d e v e l o p i n g  n o t  o n l y  i t s  h y d r o c a r b o n  i n d u s t r y ,  b u t  
i t s  a l t e r n a t i v e  e n e r g y  a s  w e l l ,  a n d  t h e  c o u n t r y  
r e m a i n s  a  s t a b l e  s u p p l i e r  o f  e n e r g y  r e s o u r c e s  a n d  a  
r e l i a b l e  i n t e r n a t i o n a l  p a r t n e r  f o r  g l o b a l  c o n s u m e r s .

At  p r e s e n t ,  K a z a k h s t a n  i s  a n  a t t r a c t i v e  c o u n t r y  
f o r  f o r e i g n  i n v e s t m e n t  i n  t h e  o i l  a n d  g a s  s e c t o r .  
Th e  c o u n t r y ’ s  p o s i t i o n  i n  t h e  o v e r a l l  b u s i n e s s  
e n v i r o n m e n t  r a n k i n g s  i s  g e n e r a l l y  f a v o r a b l e  a n d  
i m p r o v i n g  c o m p a r e d  t o  o t h e r  c o u n t r i e s .  Th u s ,  
I am confident that Kazakhstan will succeed 
i n  m e e t i n g  n e w  g l o b a l  c h a l l e n g e s  a n d  t h r e a t s .

Th e  n e w  e d i t i o n  o f  t h e  N a t i o n a l  En e r g y  
Re p o r t  i s  d e v o t e d  t o  t h e s e  c h a l l e n g e s  a n d  n e w  
o p p o r t u n i t i e s ,  p r e s e n t i n g  a n  i m p a r t i a l  v i e w  o f  
l e a d i n g  f o r e i g n  e x p e r t s  o n  t h e  p r o s p e c t s  f o r  
d e v e l o p m e n t  o f  K a z a k h s t a n ’ s  e n e r g y  s e c t o r  
a n d  w a y s  t o  i m p r o v e  p r i c i n g  a n d  t a r i f f  p o l i c i e s .

I  b e l i e v e  t h a t  t h e  c o m p e t e n c e  a n d  
i n d e p e n d e n c e  o f  t h e  v i e w  p r e s e n t e d  i n  t h i s  Re p o r t  
w i l l  b e  u s e f u l  i n  s h a p i n g  t h e  s t a t e  e n e r g y  p o l i c y .

I  w i s h  y o u  s u c c e s s !

Sincerely, 
Timur Kulibayev
Chairman
KAZENERGY Association



Dear Readers:

W e  g r e a t l y  a p p r e c i a t e  t h e  o p p o r t u n i t y  
f o r  I HS  M a r k i t  t o  b e  i n v i t e d  o n c e  a g a i n  
t o  w o r k  o n  t h e  n e w  2 0 1 9  e d i t i o n  o f  t h e  
N a t i o n a l  En e r g y  Re p o r t  f o r  K a z a k h s t a n .  
Th i s  r e p o r t  b u i l d s  o n  t h e  p r e v i o u s  e d i t i o n s ,  
b u t  a d d r e s s e s  n e w  a n d  e m e r g i n g  i s s u e s .  
I t s  f o r m a t  i s  c h a n g e d  a n d  i s  m o r e  f o c u s e d .  
Th i s  t i m e  t h e  r e p o r t  p r o v i d e s  a n a l y s i s  o f  
k e y  s e l e c t  q u e s t i o n s  f a c i n g  t h e  e n e r g y  
s e c t o r  i n  K a z a k h s t a n ,  s u c h  a s  a t t r a c t i n g  
n e w  i n v e s t m e n t s ,  e n s u r i n g  a m p l e  g a s  
s u p p l y  f o r  t h e  d o m e s t i c  m a r k e t  a n d  e x p o r t s ,  
m a n a g i n g  t h e  u p c o m i n g  i n t e g r a t i o n  w i t h i n  
t h e  Eu r a s i a n  Ec o n o m i c  U n i o n  ( EAEU ) ,  
m e e t i n g  t h e  Pa r i s  Ac c o r d  c o m m i t m e n t s ,  
a n d  a d d r e s s i n g  t h e  e m e r g i n g  i s s u e s  r e l a t i n g  
t o  r e n e w a b l e s  i n t e g r a t i o n  a n d  t h e  n a s c e n t  
c a p a c i t y  m a r k e t  i n  t h e  p o w e r  s e c t o r .  

W h i l e  K a z a k h s t a n ’ s  e c o n o m y  h a s  
e x p e r i e n c e d  c o n s i d e r a b l e  d e v e l o p m e n t  a n d  
some diversification in the almost three 
d e c a d e s  s i n c e  i n d e p e n d e n c e ,  h y d r o c a r b o n s  
a n d  o t h e r  e n e r g y  r e s o u r c e s  r e m a i n  c e n t r a l  
i n  t h e  n a t i o n a l  e c o n o m y  a n d  w i l l  f o r  s o m e  
t i m e  t o  c o m e .  L a r g e l y  d u e  t o  h i g h e r  g l o b a l  
o i l  p r i c e s ,  t h e  s h a r e  o f  t h e  e n e r g y  s e c t o r  i n  
n a t i o n a l  G D P e d g e d  b a c k  u p  t o  a b o u t  2 3 %  
i n  2 0 1 8  ( c o m p a r e d  w i t h  2 7 %  i n  2 0 1 0  a n d  
1 9 %  i n  2 0 1 6 ) .  Th e  d e v e l o p m e n t  o f  t h e  o i l  
a n d  g a s  i n d u s t r y  i n  p a r t i c u l a r  h a s  s e r v e d  
K a z a k h s t a n  v e r y  w e l l ,  g e n e r a t i n g  e c o n o m i c  
a c t i v i t y  a n d  r e v e n u e s  t h a t  h a v e  b e e n  c r u c i a l  
s i n c e  1 9 9 1  i n  s o l i d i f y i n g  i t s  i n d e p e n d e n c e  a s  
a  n a t i o n  a n d  d e l i v e r i n g  i n c r e a s i n g l y  h i g h e r  
i n c o m e s  a n d  s t a n d a r d s  o f  l i v i n g  f o r  i t s  p e o p l e .  
I t  h a s  a l s o  s t r e n g t h e n e d  K a z a k h s t a n ’ s  
r e l a t i o n s  w i t h  i t s  n e i g h b o r s  a n d  e s t a b l i s h e d  
t h e  c o u n t r y  a s  a  m a j o r  f o r c e  i n  t h e  g l o b a l  
oil industry and a significant participant 
i n  w o r l d  m a r k e t s  a n d  g l o b a l  a f f a i r s .

B u t  t h e  w o r l d  h a s  c h a n g e d ,  a n d  t h e  p a c e  
s e e m s  t o  b e  a c c e l e r a t i n g .  B e g i n n i n g  i n  t h e  
e a r l y  2 0 0 0 s ,  g l o b a l  c o m m o d i t y  m a r k e t s  
w e r e  d o m i n a t e d  b y  t h e  “ c o m m o d i t y  
s u p e r c y c l e ”  o f  s t r o n g  d e m a n d  a n d  h i g h  
p r i c e s ,  d r i v e n  b y  e x p l o s i v e  g r o w t h  i n  t h e  
e m e r g i n g  m a r k e t  n a t i o n s  a n d  e s p e c i a l l y  
Ch i n a .  K a z a k h s t a n ,  a s  a  m a j o r  n a t u r a l  
resource producer, greatly benefited from 
t h e  s u p e r c y c l e .  Th a t  p e r i o d  o f  r a p i d l y  
g r o w i n g  d e m a n d  f o r  n e a r l y  a l l  t y p e s  o f  
m i n e r a l  r e s o u r c e s  a n d  r a w  m a t e r i a l s  h a s  n o w  
e n d e d .  As  p a r t  o f  t h i s  s h i f t ,  t h e  o i l  m a r k e t  
h a s  p i v o t e d  f r o m  s t r o n g  d e m a n d  a n d  t i g h t  
s u p p l y  t o  w e a k e r  d e m a n d  a n d  o v e r s u p p l y .   
Th i s  w a s  a c c e n t u a t e d  b y  t h e  h i s t o r i c a l l y  
u n p r e c e d e n t e d  r a p i d  g r o w t h  o f  U S  s h a l e  



o i l ,  w h i c h  h a s  m a d e  t h e  U n i t e d  S t a t e s  t h e  
w o r l d ’ s  l a r g e s t  o i l  p r o d u c e r ,  a h e a d  o f  S a u d i  
Ar a b i a  a n d  Ru s s i a .   I n t e r n a t i o n a l  e f f o r t s  t o  
m a n a g e  o i l  p r o d u c t i o n  h a v e  e x p a n d e d  a n d ,  
o n  b a l a n c e ,  b e e n  s u c c e s s f u l .  I n  l a t e  2 0 1 6 ,  
K a z a k h s t a n  j o i n e d  a  h i s t o r i c  a g r e e m e n t  
w i t h  O PEC a n d  s e v e r a l  k e y  n o n - O PEC 
p r o d u c e r s  t o  r e d u c e  p r o d u c t i o n  a n d  a l l o w  
t h e  m a r k e t  t o  r e - b a l a n c e  d u r i n g  2 0 1 6 – 1 8 .  
K a z a k h s t a n  d o u b l e d  i t s  r e d u c t i o n  t a r g e t  f o r  
t h e  s e c o n d  r o u n d  o f  O PEC+  c u t s  s t a r t i n g  
i n  J a n u a r y  2 0 1 9 ,  w h i c h  w i l l  c o n t i n u e  i n t o  
2 0 2 0 .  G l o b a l  o i l  s u p p l i e s  w e r e  a l s o  c u r b e d  
b y  t h e  r e - i m p o s i t i o n  o f  s a n c t i o n s  o n  I r a n i a n  
e x p o r t s  i n  m i d - 2 0 1 8  a n d  s u p p l y  d i s r u p t i o n s  
i n  V e n e z u e l a ,  a n d  L i b y a .  S t i l l  t h e  r e s u r g e n c e  
o f  U S  s u p p l y  a s  a  r e s u l t  o f  t h e  s h a l e  b o o m  
c o n t i n u e s  t o  c h a l l e n g e  t h e  O PEC+  i n i t i a t i v e s  
t o  l i m i t  o i l  s u p p l y  a n d  k e e p  t h e  g l o b a l  
m a r k e t  i n  b a l a n c e ,  a s  d o e s  t h e  w e a k n e s s  
i n  t h e  g l o b a l  e c o n o m y  a n d  t h e  e f f e c t s  o f  
w h a t  h a s  b e e n  c a l l e d  t h e  n e w  “ t r a d e  w a r . ”  

I n t e r n a t i o n a l  o i l  a n d  g a s  c o m p a n i e s  
a r e  c o g n i z a n t  t h a t  g l o b a l  s u p p l y  g r o w t h  
c o u l d  a g a i n  p l a c e  d o w n w a r d  p r e s s u r e  
o n  p r i c e s  i n  t h e  n e a r  f u t u r e .  Th e y  a r e  
r e s p o n d i n g  b y  e m b r a c i n g  t e c h n o l o g y  i n  a  
m a j o r  w a y ,  a p p l y i n g  p o w e r f u l  t e c h n o l o g i c a l  
i n n o v a t i o n s  ( b i g  d a t a ,  c l o u d  c o m p u t i n g ,  
artificial intelligence) to cut costs and boost 
p r o d u c t i o n .  Co m p a n i e s  w i l l  s t i l l  c o m p e t e  
f o r  n e w  o p p o r t u n i t i e s ,  b u t  t h e y  a r e  b e i n g  
m u c h  m o r e  s e l e c t i v e  w i t h  n e w  p r o j e c t s ,  
i n c r e a s i n g  t h e  c o m p e t i t i o n  a m o n g  r e s o u r c e -
h o l d i n g  c o u n t r i e s  f o r  a v a i l a b l e  i n v e s t m e n t .  
Th e  l a r g e  i n d e p e n d e n t s ,  w h i c h  u s e d  t o  b e  
a  m a j o r  s o u r c e  o f  i n v e s t m e n t  i n  n e w  g l o b a l  
s u p p l i e s ,  h a v e  d r a s t i c a l l y  s h i f t e d  t h e i r  
i n v e s t m e n t  t o  t h e  U n i t e d  S t a t e s ,  a n d  s o m e  
o f  t h e  m a j o r s  h a v e  a l s o  r e b a l a n c e d  t h e i r  
i n v e s t m e n t  p o r t f o l i o s  b a c k  t o  t h e  U n i t e d  
S t a t e s .  As  a  r e s u l t ,  w e  e x p e c t  t h a t  h o s t  
countries will continue to offer flexible fiscal 
t e r m s  a n d  a d j u s t  l o c a l  c o n t e n t  r e q u i r e m e n t s .

Af t e r  t h e  d e p r e s s e d  c o n d i t i o n s  i n  2 0 1 4 –
1 6 ,  a  n e w  c y c l e  o f  i n v e s t m e n t s  i n  t h e  
u p s t r e a m  o i l  a n d  g a s  i n d u s t r y  h a s  b e g u n ,  
a n d  c h a n g e s  i n  t h e  o u t l o o k  a n d  m o d e s  
o f  o p e r a t i o n  o f  m a j o r  i n d u s t r y  p l a y e r s  
a r e  b e c o m i n g  c l e a r .  W h i l e  f o c u s i n g  o n  
operational cost-efficiency, many oil and 
g a s  m a j o r s  a r e  m o v i n g  i n  t h e  d i r e c t i o n  
of becoming more diversified energy 
c o m p a n i e s  ( s o m e ,  s u c h  a s  Eq u i n o r ,  h a v e  
changed their names to reflect this). 
I n  a d d i t i o n  t o  h y d r o c a r b o n s ,  t h e y  a r e  
b r a n c h i n g  o u t  i n t o  a c t i v i t i e s  l i k e  r e n e w a b l e  
e n e r g y  p r o d u c t i o n ;  e l e c t r i c  v e h i c l e  c h a r g i n g ;  
c a r b o n  c a p t u r e ,  u s e ,  a n d  s t o r a g e  ( CCU S ) ;  

a n d  e l e c t r i c i t y  a n d  n a t u r a l  g a s  d i s t r i b u t i o n .
A m a j o r  i m p e t u s  f o r  t h i s  i s  t h e  c h a l l e n g e  

p o s e d  b y  i n c r e a s e d  p r e s s u r e s  a b o u t  c l i m a t e  
c h a n g e :  s h a r e h o l d e r s  a r e  d e m a n d i n g  t h a t  
p u b l i c  c o m p a n i e s  e s t a b l i s h  a n d  d i s c l o s e  
g r e e n h o u s e  g a s  r e d u c t i o n  t a r g e t s  f o r  t h e i r  
products and operations—more specifically, 
t o  a c c o u n t  f o r  t h e  i m p a c t  o f  c o m p l i a n c e  
w i t h  c l i m a t e  a g r e e m e n t s  o n  t h e i r  b a l a n c e  
s h e e t s .  Th e s e  c a l l s  a r e  e x p e c t e d  t o  g r o w  
l o u d e r  i n  c o m i n g  y e a r s ,  a s  t h e  i n i t i a l  
o p t i m i s m  s u r r o u n d i n g  t h e  2 0 1 5  Pa r i s  
Cl i m a t e  Ag r e e m e n t  i s  n o w  b e i n g  c o n f r o n t e d  
w i t h  “ i n c o n v e n i e n t  f a c t s ” :   b o t h  g r e e n h o u s e  
g a s  e m i s s i o n s  a n d  w o r l d  c o a l  p r o d u c t i o n  
i n c r e a s e d  i n  2 0 1 7  a n d  2 0 1 8 ,  a f t e r  f a l l i n g  
f o r  t h e  p r e v i o u s  t h r e e  y e a r s  ( 2 0 1 4 – 1 6 ) .  

Th u s ,  t h e  h i g h l y  c o m p e t i t i v e  e n v i r o n m e n t  
f o r  i n t e r n a t i o n a l  e n e r g y  i n v e s t m e n t  t h a t  
w e  d e s c r i b e d  i n  t h e  p r e v i o u s  N a t i o n a l  
En e r g y  Re p o r t  ( N ER 2 0 1 7 )  i s  e x p e c t e d  t o  
c o n t i n u e  i n t o  t h e  f o r e s e e a b l e  f u t u r e — a n d  
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1. Introduction
K a z a k h s t a n  i s  a  p r o m i n e n t ,  w o r l d - c l a s s  e n e r g y  p r o d u c e r .  I t s  p r o v e n  r e s e r v e s  o f  

o i l ,  c o a l ,  a n d  u r a n i u m  a l l  r a n k  a m o n g  t h e  t o p  d o z e n  o r  s o  c o u n t r i e s  i n  t h e  w o r l d ,  
a n d  n a t u r a l  g a s  i n  t h e  t o p  2 0 .  F u r t h e r ,  K a z a k h s t a n  l e a d s  t h e  w o r l d  i n  t h e  p r o d u c t i o n  
o f  u r a n i u m ,  a n d  c o n s i s t e n t l y  r a n k s  a m o n g  t h e  t o p  1 0  p r o d u c i n g  c o u n t r i e s  f o r  
c o a l  a n d  t o p  2 0  f o r  o i l .  S i n c e  2 0 1 0 ,  i t  h a s  i n c r e a s e d  i t s  c r u d e  o i l  o u t p u t  b y  o v e r  
1 3 %  a n d  c o m m e r c i a l  g a s  o u t p u t  b y  o v e r  5 0 % ,  r e i n f o r c i n g  i t s  p o s i t i o n  a s  a  
g l o b a l  p l a y e r  i n  t h e  h y d r o c a r b o n s  s e c t o r ;  f u r t h e r m o r e ,  m o s t  o f  i n c r e m e n t a l  o i l  
p r o d u c t i o n  w i t h i n  t h e  Co m m o n w e a l t h  o f  I n d e p e n d e n t  S t a t e s  ( CI S )  o v e r  t h e  n e x t  
d e c a d e ,  f o r  e x a m p l e ,  i s  e x p e c t e d  t o  c o m e  f r o m  K a z a k h s t a n  r a t h e r  t h a n  Ru s s i a .

Despite the country’s progress toward diversifi cation, energy will continue to be 
c r i t i c a l l y  i m p o r t a n t  t o  K a z a k h s t a n ’ s  e c o n o m y .  Th e  o i l  a n d  g a s  s e c t o r  a l o n e  a c c o u n t s  
for a fi fth of the country’s GDP (21.3% in 2018), about two-thirds of total export 
e a r n i n g s  ( 7 0 %  i n  2 0 1 8 ) ,  a n d  n e a r l y  h a l f  o f  s t a t e  b u d g e t  r e v e n u e s  ( 4 4 %  i n  2 0 1 8 ) .  
Th e  e n e r g y  s e c t o r  a l s o  h a s  b e e n  t h e  p r i m a r y  d e s t i n a t i o n  f o r  f o r e i g n  d i r e c t  i n v e s t m e n t  
( F D I )  w i t h i n  t h e  c o u n t r y .  Th e r e f o r e ,  c o g e n t ,  r o b u s t ,  a n d  p r u d e n t  r e g u l a t i o n s ,  c o u p l e d  
w i t h  a p p r o p r i a t e  i m p l e m e n t a t i o n  m e c h a n i s m s ,  a r e  a s  c r i t i c a l  a s  e v e r  f o r  t h e  f u t u r e  
m a n a g e m e n t  o f  K a z a k h s t a n ’ s  e n e r g y  r e s o u r c e  e n d o w m e n t  a n d  l o n g - t e r m  s u s t a i n a b i l i t y .  

Many spheres of the energy sector in Kazakhstan (crude oil, natural gas, refi ned 
p r o d u c t s ,  e l e c t r i c i t y )  a r e  a t  a  p o i n t  i n  t h e i r  d e v e l o p m e n t  w h e r e  t h e y  r e q u i r e  w e l l -
i n f o r m e d  a n d  c o n c e i v e d  p o l i c i e s  a n d  a p p r o a c h e s ,  w i t h  a n  e m p h a s i s  o n  i n c e n t i v e s  
r a t h e r  t h a n  p e n a l t i e s .  Th e  N a t i o n a l  En e r g y  Re p o r t  2 0 1 9  ( N ER 2 0 1 9 )  c l e a r l y  i l l u s t r a t e s  
t h a t  t h e  s u c c e s s f u l  f u t u r e  d e v e l o p m e n t  o f  K a z a k h s t a n ’ s  e n e r g y  s e c t o r  l a r g e l y  r e s t s  i n  
t h e  h a n d s  o f  p o l i c y m a k e r s ,  a s  t h e y  w i e l d  t h e  p o w e r  t o  u n l e a s h  t h e  u n d e r l y i n g  p o t e n t i a l  
o f  K a z a k h s t a n ’ s  e n e r g y  s e c t o r .  I t  i s  n o  s m a l l  t a s k  t o  c o o r d i n a t e  v a r i o u s  p r i o r i t i e s  a n d  f o r  
d e c i s i o n - m a k e r s  t o  t h i n k  t h r o u g h  t h e  i m p l i c a t i o n s  o f  d i f f e r e n t  p o l i c i e s  a n d  i n i t i a t i v e s .  N ER 
2 0 1 9  d e s c r i b e s  k e y  c h a l l e n g e s  f a c e d  b y  e a c h  o f  t h e  e n e r g y  s e c t o r s  i n  K a z a k h s t a n  t h a t  i t  
c o v e r s  a n d  p r o v i d e s  r e c o m m e n d a t i o n s  f o r  t h e  w a y  f o r w a r d ,  w h i c h  w e  h o p e  w i l l  b e  o f  v a l u e .

Although greater economic diversifi cation naturally remains an important objective for 
m o s t  c o m m o d i t y - e x p o r t i n g  s t a t e s  l i k e  K a z a k h s t a n ,  t h e  c o u n t r y ’ s  u n d e r l y i n g  c o m p a r a t i v e  
a d v a n t a g e  i n  t h e  o i l  a n d  g a s  s p h e r e  s t i l l  s h o u l d  b e  c a r e f u l l y  b u i l t  u p o n .  F o r  t h i s  r e a s o n ,  
N ER 2 0 1 9  ( a s  N ER 2 0 1 7  b e f o r e  i t )  a d v o c a t e s  i n v e s t m e n t s  i n  e x p l o r a t i o n ,  p r o d u c t i o n ,  
a n d  e x p o r t  c a p a c i t y  o f  h y d r o c a r b o n  e n e r g y  r e s o u r c e s  w h e n e v e r  s u c h  i n v e s t m e n t s  m a k e  
e c o n o m i c  s e n s e  i n  t h e  c u r r e n t  e n v i r o n m e n t  a n d  g i v e n  t h e  f o r e s e e a b l e  f u t u r e  o u t l o o k  
a n d  i n v e s t m e n t  c o n d i t i o n s .  I n  t h e  u p s t r e a m  s e c t o r ,  t h i s  r e a s o n i n g  a p p l i e s  e q u a l l y  t o  
m a j o r  p l a n n e d  e x p a n s i o n s  i n  t h e  c o u n t r y ’ s  e x i s t i n g  “ m e g a ”  p r o j e c t s ,  d e v e l o p m e n t  
of prospective new fi elds, and enhanced recovery operations at more mature fi elds. 

K a z a k h s t a n  i s  a l s o  a  f o u n d i n g  m e m b e r  o f  t h e  Eu r a s i a n  Ec o n o m i c  U n i o n  ( EAEU )  
( a n d  i t s  o r g a n i z a t i o n a l  p r e d e c e s s o r s ) ,  a n d  t h e  o r g a n i z a t i o n ’ s  c o m m o n  e n e r g y  m a r k e t s  
i n i t i a t i v e s ,  i n c l u d i n g  t h e  e l e c t r i c i t y  m a r k e t  ( e s t a b l i s h e d  f o r m a l l y  i n  2 0 1 9 ) ,  a s  w e l l  a s  
t h e  c o m m o n  o i l ,  o i l  p r o d u c t s ,  a n d  n a t u r a l  g a s  m a r k e t s  ( s l a t e d  f o r  i m p l e m e n t a t i o n  i n  
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2025). The creation of these common markets will unite economies of five member-
c o u n t r i e s  ( Ar m e n i a ,  B e l a r u s ,  K a z a k h s t a n ,  K y r g y z s t a n ,  a n d  Ru s s i a ) ,  w i t h  K a z a k h s t a n  
a n d  t h e  Ru s s i a n  F e d e r a t i o n  b e i n g  t h e  t w o  r e s o u r c e - r i c h  h e a v y w e i g h t s .  S t i l l ,  t h e  r e l a t i v e  
s i z e  o f  t h e  Ru s s i a n  e c o n o m y  a n d  i t s  e n e r g y  s e c t o r  w i l l  e f f e c t i v e l y  s e t  m a n y  o f  t h e  
c o n d i t i o n s  t o w a r d s  w h i c h  EAEU  p o l i c i e s  w i l l  l i k e l y  g r a v i t a t e .  Co m m o n  e n e r g y  m a r k e t s  
e n v i s i o n  h a r m o n i z a t i o n  o f  p r i c e s ,  t a r i f f s ,  a n d  d o w n s t r e a m  t a x e s ,  a n d  u n i f o r m  a c c e s s  
t o  m a r k e t s  a n d  i n f r a s t r u c t u r e .  Th e r e f o r e ,  K a z a k h s t a n ’ s  p o l i c y m a k e r s  w i l l  n e e d  t o  m a k e  
t o u g h  d e c i s i o n s  t o  k e e p  t h e  c o u n t r y ’ s  e n e r g y  s e c t o r  c o m p e t i t i v e  i n  t h e s e  n e w  m a r k e t s .
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Th e  N a t i o n a l  En e r g y  Re p o r t  2 0 1 9  
f o c u s e s  o n  k e y  i s s u e s  f a c i n g  t h e  e n e r g y  
s e c t o r  i n  K a z a k h s t a n .  I t  b u i l d s  o n ,  a n d  
u p d a t e s ,  r e s e a r c h  p r e s e n t e d  i n  t w o  e a r l i e r  
n a t i o n a l  e n e r g y  r e p o r t s — N ER 2 0 1 5 ,  
w h i c h  p r o v i d e d  a  c o m p r e h e n s i v e  a n a l y s i s  
( c o v e r i n g  a l l  s e c t o r s  o f  K a z a k h s t a n ’ s  
e n e r g y  i n d u s t r y )  a n d  N ER 2 0 1 7 ,  w h i c h  
c o n c e n t r a t e d  m o r e  s e l e c t i v e l y  o n  f o u r  k e y  
d i m e n s i o n s  i n  e a c h  o f  t h e  s e c t o r s  ( u p d a t e ,  
o u t l o o k ,  i n f r a s t r u c t u r e ,  a n d  t e c h n o l o g i e s ) .  
N ER 2 0 1 9  a d o p t s  a  s l i g h t l y  d i f f e r e n t  
a p p r o a c h .  Al t h o u g h  i t  p r o v i d e s  a  w e a l t h  o f  
s t a t i s t i c a l  d a t a  i n  a s s e s s i n g  m a j o r  t r e n d s  
a n d  d e v e l o p m e n t s  s i n c e  t h e  p u b l i c a t i o n  
o f  N ER 2 0 1 7 ,  i t  d i f f e r s  f r o m  t h e  p r e v i o u s  
r e p o r t s  i n  t h a t :  ( a )  t h e  s e c t o r a l  c o v e r a g e  
i s  l i m i t e d  t o  o i l / o i l  p r o d u c t s ,  n a t u r a l  
g a s ,  e l e c t r i c  p o w e r ,  a n d  e n e r g y - s e c t o r  
i m p a c t s  o n  t h e  e n v i r o n m e n t ;  a n d  ( b )  
t h e  e m p h a s i s  i s  o n  t h e  m a j o r  c h a l l e n g e s  
c o n f r o n t i n g  t h e  e n e r g y  i n d u s t r y  b o t h  
g l o b a l l y  a n d  w i t h i n  K a z a k h s t a n ,  w h i c h  
h a v e  e m e r g e d  w i t h  g r e a t e r  c l a r i t y  s i n c e  
t h e  p r e v i o u s  r e p o r t s .  Th i s  a p p r o a c h  w a s  
t a k e n  i n  p a r t  b e c a u s e  t h e  f u n d a m e n t a l s  
o f  K a z a k h s t a n ’ s  k e y  e n e r g y  s e c t o r s  
have not changed significantly since the 
p u b l i c a t i o n  o f  N ER 2 0 1 7 ;  a l s o ,  e a c h  o f  
t h e s e  s e c t o r s  f a c e  a  s e r i e s  o f  i m p o r t a n t  
s t r u c t u r a l ,  p r i c i n g ,  a n d  r e g u l a t o r y  
q u e s t i o n s  d r i v i n g  i t s  d e v e l o p m e n t .  

As  i n  t h e  p r e v i o u s  Re p o r t s ,  N ER 2 0 1 9  
p r o v i d e s  a n  u p d a t e d  a s s e s s m e n t  o f  t h e  
g e n e r a l  o u t l o o k  f o r  e a c h  o f  t h e  m a j o r  
e n e r g y  s e c t o r s ,  e v a l u a t i n g  t h e  m o s t  
r e c e n t  e n e r g y - i n d u s t r y  t a r g e t s ,  f o r e c a s t s ,  
and plans contained in official state and 
M i n i s t e r i a l  d o c u m e n t s  ( e . g . ,  Co n c e p t s ,  
Strategies). In many cases, official 
o u t l o o k s  a r e  c o m p a r e d  w i t h  p r o p r i e t a r y  
I HS  M a r k i t  f o r e c a s t s  a n d  s c e n a r i o s .  

W h e n  I HS  M a r k i t  f o r e c a s t s  d i f f e r  f r o m  
s t a t e  a n d  i n d u s t r y  p r o j e c t i o n s — s u c h  a s  
i n  t h e  c a s e  o f  f u t u r e  n a t u r a l  g a s  d e m a n d  
f r o m  m e t h a n e - b a s e d  p e t r o c h e m i c a l s  
p r o d u c t i o n —  e x p l a n a t i o n s  o f  t h e  
d i v e r g e n c e  i n  p e r s p e c t i v e s  a r e  p r o v i d e d .  

An  i m p o r t a n t  c o m p o n e n t  o f  e a c h  s e c t o r -
t h e m e d  c h a p t e r  i s  t h e  d i s c u s s i o n  o f  e x i s t i n g  
a n d  p o t e n t i a l  l e g i s l a t i o n  s u r r o u n d i n g  
e n e r g y  a c t i v i t y .  I n  N ER 2 0 1 9 ,  v a r i o u s  
c o m p o n e n t s  o f  t h e  d r a f t  Ec o l o g y  Co d e  a r e  
analyzed—from gas flaring fines, to taxes 
o n  e m i s s i o n s  f r o m  s t a t i o n a r y  s o u r c e s ,  a n d  
s o - c a l l e d  B e s t  Av a i l a b l e  Te c h n o l o g y  ( B AT)  
s t a n d a r d s — a n d  i t s  p o t e n t i a l  i m p l i c a t i o n s  
f o r  e n e r g y  p r o d u c e r s  a n d  c o n s u m e r s  
i f  a d o p t e d  i n  c u r r e n t  f o r m .  Th e  r e p o r t  
a l s o  g e n e r a t e s  r e c o m m e n d a t i o n s  t h a t  
c o u l d  i m p r o v e  t h e  c o u n t r y ’ s  i n v e s t m e n t  
a t t r a c t i v e n e s s ,  e n e r g y  s e c u r i t y ,  a n d  
t h e  f u n c t i o n i n g  o f  i t s  e n e r g y  m a r k e t s .

A k e y  t h e m e  t h a t  e m e r g e s  i n  t h e  
Re p o r t  i s  t h e  i m p e r a t i v e  f o r  K a z a k h s t a n  
t o  a m e n d  i t s  r e g u l a t o r y  f r a m e w o r k  s o  a s  
t o  c r e a t e  a  s y s t e m  t h a t  s t i m u l a t e s  a c t i v i t y  
a n d  i n c e n t i v i z e s  s t a k e h o l d e r s  t h r o u g h o u t  
t h e  v a l u e  c h a i n — f r o m  e x p l o r a t i o n  a n d  
field development to production, to gas 
processing and crude oil refining, and to 
e l e c t r i c  p o w e r  p r o d u c t i o n  a n d  d i s t r i b u t i o n .  
Further, end-users must be financially 
i n c e n t i v i z e d  t o  u s e  e n e r g y  p r o d u c t s  
efficiently and in environmentally friendly 
w a y s .  Th e s e  c h a l l e n g e s  a r e  i n t r i c a t e l y  
connected with pricing and fiscal policy. A 
g e n e r a l  r e f r a i n  f r o m  a c r o s s  t h e  s p e c t r u m  o f  
s t a k e h o l d e r s  w a s  h o w  v a r i o u s  g o v e r n m e n t  
i n i t i a t i v e s  o r  a c t i o n s  w e r e  n o t  a d e q u a t e l y  
t h o u g h t  t h r o u g h  o r  i m p l e m e n t e d  s o  t h a t  
t h e y  s y n c h r o n i z e d  e f f e c t i v e l y  w i t h  o v e r a l l  
g o v e r n m e n t a l  s o c i a l  a n d  e c o n o m i c  g o a l s .

1.1. The National Energy Report 2019
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I n  a d d i t i o n  t o  i t s  m o r e  f o c u s e d  a p p r o a c h  
o n  a  l i m i t e d  s e t  o f  e n e r g y  s e c t o r s  a n d  
a  m o r e  p r o b l e m - o r i e n t e d  p e r s p e c t i v e ,  
N ER 2 0 1 9  u p d a t e s  n e w  d i r e c t i o n s  i n  
g l o b a l  e n e r g y  t r e n d s  a n d  d e v e l o p m e n t s ,  
reflecting the evolving international 
e n v i r o n m e n t  s i n c e  t h e  p u b l i c a t i o n  o f  N ER 
2 0 1 7 .  M a j o r  d e v e l o p m e n t s ,  w i t h  i m p o r t a n t  
i m p l i c a t i o n s  f o r  K a z a k h s t a n ,  i n c l u d e :

•  The oil price environment, 
although more favorable relative to 
the slump from mid-2014 to mid-
2016, remains fragile; this reinforces 
the importance of cutting costs and 
creating competitive conditions to 
attract external investment. Th e  
I HS  M a r k i t  o i l  p r i c e  o u t l o o k  e x p e c t s  
B r e n t  p r i c e s  t o  a v e r a g e  o n l y  $ 6 6 /
b b l  i n  Q 3  2 0 1 9  a n d  $ 6 4 / b b l  i n  2 0 2 0 ,  
c o n s i d e r a b l y  b e l o w  t h e  $ 1 0 0 - $ 1 2 0 / b b l  
t h a t  p r e v a i l e d  b e t w e e n  2 0 1 1  a n d  e a r l y  
2 0 1 4 .  N o n e t h e l e s s ,  m a j o r  i n t e r n a t i o n a l  
o i l  a n d  g a s  c o m p a n i e s  m a n a g e d  t o  
generate positive cash flows in 2018 for 
the first time in five years by applying 
p o w e r f u l  t e c h n o l o g i c a l  i n n o v a t i o n s  ( e . g . ,  
big data, cloud computing, artificial 
i n t e l l i g e n c e )  t o  d r a m a t i c a l l y  c u t  c o s t s  
a n d  b o o s t  p r o d u c t i o n  o f  t h e  l o w e s t -
c o s t  b a r r e l s .  Th r o u g h  2 0 4 0 ,  I HS  M a r k i t  
e x p e c t s  t h e  g l o b a l  o i l  p r i c e  ( r e a l  D a t e d  
B r e n t )  t o  a v e r a g e  o n l y  a r o u n d  $ 6 7 / b b l .  
I n  t h i s  e n v i r o n m e n t ,  i n v e s t m e n t s  i n  n e w  
d e v e l o p m e n t  a r e  l i k e l y  t o  b e  l e s s  i n t e r e s t i n g  
than investments in known fields, 
c h a n g i n g  t h e  i n t e r n a t i o n a l  c o m p e t i t i v e  
e n v i r o n m e n t ,  w i t h  d i r e c t  i m p a c t s  o n  
h o s t  c o u n t r i e s  s u c h  a s  K a z a k h s t a n .  

•  Concerns about climate change 
push oil and gas majors to shift 
operations. I n  t h e  w a k e  o f  t h e  Pa r i s  
Cl i m a t e  Ag r e e m e n t  o f  2 0 1 5 ,  i n t e r n a t i o n a l  
o i l  a n d  g a s  c o m p a n i e s  ( I O Cs )  a r e  u n d e r  
p r e s s u r e  f r o m  s h a r e h o l d e r s  t o  e s t a b l i s h  
g r e e n h o u s e  g a s  r e d u c t i o n  t a r g e t s  f o r  
t h e i r  p r o d u c t s  a n d  o p e r a t i o n s  a n d  

1.2.  Global Trends Point to Continuing Flux in Energy Systems
i n c o r p o r a t e  c o m p l i a n c e  w i t h  c l i m a t e  
a g r e e m e n t s  i n t o  t h e i r  b a l a n c e  s h e e t s .  
I n  r e s p o n s e ,  m o s t  c o m p a n i e s  a r e  
increasingly focusing on diversification, 
e x p a n d i n g  t h e i r  o p e r a t i o n s  i n t o  s u c h  
a r e a s  a s  r e n e w a b l e  e n e r g y  p r o d u c t i o n ;  
c a r b o n  c a p t u r e ,  u s e ,  a n d  s t o r a g e ;  a n d  
e l e c t r i c i t y  a n d  n a t u r a l  g a s  d i s t r i b u t i o n ,  
a m o n g  o t h e r  v e n t u r e s .  B e t w e e n  2 0 1 9  
a n d  2 0 2 1 ,  I HS  M a r k i t  e s t i m a t e s  t h a t  I O Cs  
a r e  l i k e l y  t o  s p e n d  a r o u n d  $ 7  b i l l i o n  o n  
a v e r a g e  a n n u a l l y  o n  c a r b o n - r e d u c i n g  
a c t i v i t i e s ,  a m o u n t i n g  t o  5 %  o f  t o t a l  CAPEX  
f o r  t h e s e  c o m p a n i e s  d u r i n g  t h a t  t i m e .

•  Global natural gas demand, led 
by LNG, is expected to grow, and so 
is investment in renewable energy. 
N a t u r a l  g a s  a c c o u n t e d  f o r  4 0 %  o f  g l o b a l  
e n e r g y  d e m a n d  g r o w t h  i n  2 0 1 8 .  W i t h i n  
g a s ,  L N G  c o n s u m p t i o n  g l o b a l l y ,  b u t  
e s p e c i a l l y  i n  As i a ,  i s  s l a t e d  t o  r i s e  m u c h  
m o r e  r a p i d l y  t h a n  g a s  c o n s u m p t i o n  
o v e r a l l .  M e a n w h i l e ,  i n s t a l l e d  w i n d  a n d  
s o l a r  p h o t o v o l t a i c  [ PV ]  c a p a c i t y  g r e w  a t  
s p e c t a c u l a r  r a t e s  o v e r  t h e  p a s t  d e c a d e ,  
o n  t h e  o r d e r  o f  2 0 %  a n d  4 9 %  a n n u a l l y ,  
r e s p e c t i v e l y  ( a l b e i t  f r o m  a  l o w  s t a r t i n g  
p o i n t ) .  G o i n g  f o r w a r d  i n v e s t m e n t  i n  n e w  
r e n e w a b l e  c a p a c i t y  w i l l  s t i l l  e x p a n d ,  b u t  
n o t  a t  s u c h  s p e c t a c u l a r  r a t e s .  I HS  M a r k i t  
p r o j e c t s  t h a t  t h e  a g g r e g a t e  c o m m i s s i o n i n g  
o f  n e w  r e n e w a b l e  c a p a c i t y  b e t w e e n  2 0 1 9  
a n d  2 0 2 5  ( 1 , 1 0 0  G W )  w i l l  b e  r o u g h l y  
e q u i v a l e n t  t o  t h e  t o t a l  e x i s t i n g  i n  2 0 1 8 .

•  Despite climate change concerns, 
greenhouse gas emissions rise 
(alongside global coal production). 
G r e e n h o u s e  g a s  e m i s s i o n s  r o s e  i n  2 0 1 7  
a n d  2 0 1 8 ,  a f t e r  f a l l i n g  f o r  a  b r i e f  t h r e e -
y e a r  p e r i o d  ( 2 0 1 4 – 1 6 )  i m m e d i a t e l y  
b e f o r e  a n d  a f t e r  c o n c l u s i o n  o f  t h e  2 0 1 5  
Pa r i s  Cl i m a t e  Ag r e e m e n t .  N o t  s u r p r i s i n g l y ,  
g l o b a l  c o a l  p r o d u c t i o n  f o l l o w e d  a n  
i d e n t i c a l  t r a j e c t o r y ,  d r i v e n  b y  a n  u p t i c k  
of coal consumption in the Asia Pacific 
r e g i o n ,  p a r t i c u l a r l y  Ch i n a  a n d  I n d i a .  
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Th e s e  c h a n g e s  i n  t h e  i n t e r n a t i o n a l  
e n e r g y  e n v i r o n m e n t  h a v e  b r o u g h t  i n t o  
s h a r p e r  f o c u s  a  n u m b e r  o f  c h a l l e n g e s  
r e q u i r i n g  e f f e c t i v e  p o l i c y  r e s p o n s e s  
i n  K a z a k h s t a n  s i n c e  p u b l i c a t i o n  o f  
N ER 2 0 1 7 .  Ho w e v e r ,  a  n u m b e r  o f  
a c c o m p l i s h m e n t s  s h o u l d  a l s o  b e  
a c k n o w l e d g e d  t o  b a l a n c e  t h e  p e r s p e c t i v e .

•  All three “mega” projects” 
now solidly on a growth path. Th e  
s u c c e s s f u l  r a m p - u p  a n d  d e b o t t l e n e c k i n g  
a t  K a s h a g a n ,  t h e  l a u n c h  o f  t h e  m a j o r  
F u t u r e  G r o w t h  Pr o j e c t  a t  Te n g i z ,  a n d  a n  
a m i c a b l e ,  c o m p r e h e n s i v e  s e t t l e m e n t  o f  
l o n g - s t a n d i n g  i s s u e s  a t  K a r a c h a g a n a k  
h a v e  p r o p e l l e d  K a z a k h s t a n ’ s  o i l  s e c t o r  
i n t o  a  n e w  p o s i t i o n ,  s e t t i n g  t h e  s t a g e  
f o r  f u r t h e r  d e v e l o p m e n t ,  n o t  o n l y  o f  
t h e s e  t h r e e  p r o j e c t s ,  b u t  o t h e r s  a s  w e l l .

•  Recovery in global oil prices, 
largely engineered by the OPEC+ 
arrangement, demonstrates 
Kazakhstan’s new position in global 
oil markets. Hi g h e r  o i l  p r i c e s  a r e  
a g a i n  d r i v i n g  r o b u s t  e c o n o m i c  g r o w t h  i n  
Kazakhstan, and are sufficient to spur 
a  n e w  r o u n d  o f  u p s t r e a m  i n t e r e s t  a n d  
activity. But to finance the next generation 
of new fields, particularly major planned 
p r o j e c t s ,  s u c h  a s  K a l a m k a s - m o r e –
K h a z a r  c o - d e v e l o p m e n t ,  c o m p a n i e s  w i l l  
likely have to seek financing outside 
o f  K a z a k h s t a n .  Th e  g o v e r n m e n t  o f  
K a z a k h s t a n ,  i n  t u r n ,  m u s t  e n s u r e  t h a t  i t  
t a k e s  e v e r y  s t e p  p o s s i b l e  t o  p r o v i d e  t h e  
m o s t  a t t r a c t i v e  i n v e s t m e n t  e n v i r o n m e n t .

•  Refinery modernization 
program, completed in 2018, is 

a major accomplishment. Th e  
completion of the $6 billion refinery 
m o d e r n i z a t i o n  p r o g r a m  a t  K a z a k h s t a n ’ s  
t h r e e  m a j o r  p l a n t s — At y r a u ,  Pa v l o d a r ,  a n d  
S h y m k e n t —  a l l o w e d  K a z a k h s t a n  t o  m e e t  
i t s  g o a l s  o f  r e d u c i n g  i m p o r t  d e p e n d e n c y  
o n  Ru s s i a ,  i m p r o v i n g  g a s o l i n e  q u a l i t y ,  a n d  
expanding domestic refining capacity. In 
2018, total Kazakh refinery throughput 
b u r g e o n e d  b y  1 0 . 2 %  w h i l e  g a s o l i n e  
o u t p u t  j u m p e d  b y  1 7 . 2 % .  Th e  i m p r o v e d  
p r o d u c t  s l a t e  c a n  a c c o m m o d a t e  d o m e s t i c  
d e m a n d  f o r  l i g h t  p r o d u c t s ,  a n d  p e r h a p s  
a l l o w  f o r  e x p o r t s  t o  n e i g h b o r i n g  m a r k e t s .   

•  However, continued over-
regulation of Kazakhstan’s 
downstream oil sector seriously 
impairs industry development. 
Re t a i l  p r o d u c t  p r i c e s  r e m a i n  h e a v i l y  
administered not withstanding official 
p r i c e  l i b e r a l i z a t i o n ,  a n d  p e r i o d i c  p r o d u c t  
i m p o r t  a n d  e x p o r t  b a n s  c o n s t i t u t e  a n o t h e r  
m a j o r  m a r k e t  d i s t o r t i o n .  Th e  n a t i o n a l  
o i l  c o m p a n y ,  K a z M u n a y G a s  ( K M G ) ,  a n d  
o t h e r  r e s o u r c e  h o l d e r s  a n d  g i v e - a n d - t a k e  
p r o v i d e r s  s u p p l y  f e e d s t o c k  t o  t h e  t h r e e  
refineries under a tolling system that 
ensures high margins for refiners, allowing 
t h e m  t o  p a y  d o w n  l o a n s  a s s o c i a t e d  w i t h  
refinery modernization.1   B u t  t h e  c u r r e n t  
t o l l i n g  s y s t e m  l e a v e s  u p s t r e a m  s u p p l i e r s  
w i t h  e f f e c t i v e l y  n o  i n c e n t i v e  t o  d i v e r t  
c r u d e  t o  t h e  d o m e s t i c  m a r k e t ,  r e s u l t i n g  
i n  a  n e t b a c k  f o r  d o m e s t i c  c r u d e  d e l i v e r i e s  
t h a t  i s  w e l l  b e l o w  e x p o r t  n e t b a c k  p a r i t y .  

•  Formation of a single oil market 
in Eurasian Economic Union also 
presents harmonization challenges. 
Artificially low prices for refined products 

1.3.  Accomplishments and Challenges for Kazakhstan

Th e s e  t w o  m a r k e t s  a c c o u n t e d  f o r  t h r e e  
q u a r t e r s  o f  t o t a l  w o r l d  c o a l  d e m a n d  i n  

2 0 1 8  a n d  w i l l  i n e v i t a b l y  p l a y  a  c r i t i c a l  r o l e  
i n  a n y  l o n g - t e r m  c l i m a t e  c h a n g e  s o l u t i o n .  

1  He r e  a n d  e l s e w h e r e  i n  t h e  t e x t ,  t o l l i n g  a n d  p r o c e s s i n g  t e r m s  a r e  u s e d  i n t e r c h a n g e a b l y  a n d  r e f e r  t o  t h e  a r r a n g e m e n t  w h e r e  c r u d e  s u p p l i e r s  p a y  
refiners a tolling fee to process the crude, and retain title to the resulting refined products for subsequent sale.
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i n c e n t i v i z e  t h e  r e d i r e c t i o n  o f  K a z a k h  
m o t o r  f u e l s  t o  c o n s u m e r s  i n  n e i g h b o r i n g  
s t a t e s .  W i t h i n  t h e  s i n g l e  e c o n o m i c  s p a c e ,  
p r i c e s  w i l l  l i k e l y  m o v e  t o w a r d s  e x p o r t  
p a r i t y ,  s i m i l a r  t o  w h a t  e x i s t s  i n  Ru s s i a  a s  
w e l l  a s  i n  c o u n t r i e s  t h a t  i m p o r t  Ru s s i a n  o i l  
a n d  p r o d u c t s  ( e . g . ,  B e l a r u s ,  K y r g y z s t a n ,  
and Armenia). Kazakhstan’s refineries, 
c u r r e n t l y  i n s u l a t e d  f r o m  m a r k e t  f o r c e s  b y  
t h e  t o l l i n g  s y s t e m ,  w i l l  h a v e  t o  c o m p e t e  
w i t h  t h o s e  i n  Ru s s i a  t h a t  o p e r a t e  b a s e d  
o n  m a r k e t  m e c h a n i s m s .  I n  l i g h t  o f  t h e s e  
c h a l l e n g e s ,  I HS  M a r k i t  r e c o m m e n d s  
a l l o w i n g  d o m e s t i c  c r u d e  p r i c e s  t o  r i s e  t o  
t h e  l e v e l  o f  e x p o r t  n e t b a c k  p a r i t y  b y  2 0 2 5 ,  
w h i l e  g r a d u a l l y  p h a s i n g  o u t  t h e  c u r r e n t  
refinery tolling system (and instead 
making refiners merchant operators who 
b u y  c r u d e  a n d  s e l l  p r o d u c t s ) .  K a z a k h s t a n  
s h o u l d  c o n s i d e r  a l l o w i n g  d o m e s t i c  
w h o l e s a l e  p r o d u c t  p r i c e s  t o  r e a c h  t h e  
a v e r a g e  l e v e l  a m o n g  EAEU  m e m b e r  
s t a t e s  ( e s s e n t i a l l y  e x p o r t  p a r i t y  n e t b a c k ) ,  
i n c r e a s i n g  e x c i s e  t a x e s  t o  h a r m o n i z e  w i t h  
t h e  o t h e r  EAEU  m e m b e r s ,  a n d  m i n i m i z i n g  
p r o d u c t  i m p o r t - e x p o r t  r e s t r i c t i o n s .

•  Completion of Beyneu-Bozoy-
Shymkent (BBS) natural gas pipeline 
in 2015 set the stage both for ramp-
up of exports to China (2018) and 
gasification of previously un-served 
regions (in 2021). Co m p l e t i o n  o f  
t h e  B e y n e u - B o z o y - S h y m k e n t  ( B B S )  
p i p e l i n e  i n  2 0 1 5  c o n n e c t e d  t h e  w e s t e r n  
g a s - p r o d u c i n g  r e g i o n s  o f  t h e  c o u n t r y  
t o  g a s - c o n s u m i n g  r e g i o n s  i n  s o u t h e r n  
K a z a k h s t a n .  As  s u c h  i t  s e t  t h e  s t a g e  f o r  
i n c r e a s e d  d o m e s t i c  g a s  c o n s u m p t i o n  
b o t h  i n  s o u t h e r n  K a z a k h s t a n  a n d  i n  t h e  
c e n t r a l  a n d  n o r t h e r n  p a r t s  o f  t h e  c o u n t r y ,  
a s  i t s  K a r a o z e k  c o m p r e s s o r  s t a t i o n  
a l o n g  i t s  r o u t e  w i l l  s e r v e  a s  t h e  w e s t e r n  
t e r m i n u s  o f  t h e  S a r y Ar k a  p i p e l i n e  ( u n d e r  
c o n s t r u c t i o n ) ,  w h i c h  w i l l  d e l i v e r  p i p e d  
g a s  t o  s u c h  m a j o r  c i t i e s  a s  Z h e z k a z g a n ,  
K a r a g a n d a ,  N u r - S u l t a n ,  K o k s h e t a u ,  a n d  
Pe t r o p a v l o v s k .  I t  a l s o  t r i g g e r e d  a  d r a m a t i c  
i n c r e a s e  i n  K a z a k h s t a n ’ s  p i p e l i n e  e x p o r t s  
t o  Ch i n a ,  a s  B B S  l i n k s  t o  t h e  Ce n t r a l  

As i a - Ch i n a  g a s  p i p e l i n e  s y s t e m  ( CAG P)  
a t  S h y m k e n t .  O r i g i n a l  c a p a c i t y  o f  t h e  
B B S  l i n e  w a s  1 0  B c m / y ,  b u t  c a p a c i t y  w a s  
e x p a n d e d  t o  1 5  B c m / y  i n  l a t e  2 0 1 8  u p o n  
c o m p l e t i o n  o f  t w o  a d d i t i o n a l  c o m p r e s s o r  
s t a t i o n s .  I n  2 0 1 8 ,  K a z a k h  e x p o r t s  t o  
Ch i n a  r o s e  t o  5 . 2  B c m ,  f r o m  0 . 6  B c m  i n  
2 0 1 7 ,  a n d  a n  a g r e e m e n t  b e t w e e n  t h e  
t w o  c o u n t r i e s  c o n c l u d e d  i n  2 0 1 8  c a l l s  
f o r  e x p o r t s  t o  i n c r e a s e  t o  a s  m u c h  a s  1 0  
B c m  a n n u a l l y  o v e r  t h e  p e r i o d  2 0 1 9 – 2 3 .

•  However, a tight domestic 
gas balance presents difficult 
choice between export growth and 
increased domestic consumption. 
D e s p i t e  t h e  i n c r e a s e d  o p p o r t u n i t i e s  
t o  g r o w  b o t h  e x p o r t s  a n d  d o m e s t i c  
c o n s u m p t i o n ,  K a z a k h s t a n ’ s  g a s  s u p p l y  
r e m a i n s  c o n s t r a i n e d .  O v e r  t h e  c o m i n g  
y e a r s ,  c o m m e r c i a l  p r o d u c t i o n  i s  e x p e c t e d  
t o  g r o w  v e r y  l i t t l e ,  w h i l e  m o r e  r o b u s t  
g r o w t h  i s  l i k e l y  i n  d o m e s t i c  c o n s u m p t i o n  
a n d  e x p o r t  o p p o r t u n i t i e s  c o n t i n u e  t o  
b e c k o n .  Th e  c o n s t r a i n t  o n  c o m m e r c i a l  
s u p p l i e s  w i l l  t h u s  f o r c e  K a z a k h s t a n  t o  
m a k e  h a r d  c h o i c e s  b e t w e e n  a c h i e v i n g  
h i g h  l e v e l s  o f  e x p o r t s  t o  Ch i n a  o r  m a k i n g  
m o r e  g a s  a v a i l a b l e  f o r  d o m e s t i c  u s e .  Th e  
u n d e r l y i n g   s o u r c e  o f  t h e  p r o b l e m  i s  a  
c o m b i n a t i o n  o f  l o w  p r i c e s  f o r  p r o d u c e r s  
o f  a s s o c i a t e d  g a s  o f f e r e d  b y  s t a t e - o w n e d  
K a z Tr a n s G a s  ( K TG )  a n d  l o w  e n d - u s e r  
p r i c e s  s e t  b y  K a z a k h s t a n ’ s  S t a t e  Co m m i t t e e  
f o r  Re g u l a t i n g  N a t u r a l  M o n o p o l i e s  a n d  
Co m p e t i t i o n  Pr o t e c t i o n  ( K REM i Z K ) .  Th e s e  
l o w  p r i c e s  d i s - i n c e n t i v i z e  p r o d u c t i o n  
o f  c o m m e r c i a l  g a s  a n d  d i s c o u r a g e  i t s  
efficient use by consumers. How this 
p l a y s  o u t  w i l l  h a v e  c r i t i c a l  i m p l i c a t i o n s  
f o r  K TG ,  w h i c h  i n  r e c e n t  y e a r s  h a s  r e l i e d  
on export revenues to offset financial 
l o s s e s  i t  i n c u r s  w h e n  p r o v i d i n g  g a s  t o  
t h e  d o m e s t i c  m a r k e t  e v e n  a s  i t  b u i l d s  o u t  
d o m e s t i c  g a s  d i s t r i b u t i o n  i n f r a s t r u c t u r e .  
Artificially low domestic prices also will 
i m p e d e  K a z a k h s t a n ’ s  e f f o r t s  t o  h a r m o n i z e  
i t s  p r i c e s  w i t h  t h o s e  o f  Ru s s i a  i n  t h e  
l e a d - i n  t o  t h e  Eu r a s i a n  Ec o n o m i c  U n i o n ’ s  
p l a n n e d  s i n g l e  g a s  m a r k e t  ( 2 0 2 5 ) .
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•  In the chapter on the electric 
power sector, which was written by 
Avantgarde and SEEPX Energy and 
reviewed by IHS Markit, the authors 
argue that the roll-out of the new 
capacity market, renewable power 
auctions, and an ongoing transition 
to an incentive tariff system are 
designed to provide sustainable 
funding for system expansion, 
maintenance, and renovation. 

-  Th e  c a p a c i t y  m a r k e t  i n  K a z a k h s t a n ,  
l a u n c h e d  o n  1  J a n u a r y  2 0 1 9 ,  i s  a  
s e r v i c e  m a r k e t  w h e r e b y  t h e  S i n g l e  
B u y e r ,  r e p r e s e n t e d  b y  K EG O C’ s  F i n a n c i a l  
Settlement Center (FSC), specifies power 
p l a n t  c a p a c i t i e s ,  i n c l u d i n g  t h r o u g h  
a u c t i o n s ,  a n d  s e l l s  t h e  s e l e c t e d  c a p a c i t y  a t  
a  s i n g l e  p r i c e  t o  w h o l e s a l e  b u y e r s — l a r g e  
c o n s u m e r s  a n d  e l e c t r i c  g r i d  c o m p a n i e s .  
As  a  r e s u l t ,  t h e  c o s t s  o f  n e w  g e n e r a t i o n ,  
e x p a n s i o n ,  a n d  m o d e r n i z a t i o n  o f  p o w e r  
p l a n t s  a r e  e v e n l y  d i s t r i b u t e d  a m o n g  a l l  
c o n s u m e r s  o v e r  a n  e x t e n d e d  p e r i o d .  
Th i s  i s  d e s i g n e d  t o  p r o v i d e  a  m o r e  s t a b l e  
financial environment for power companies 
t o  m o d e r n i z e ,  r e c o n s t r u c t ,  a n d  e x p a n d ,  
a s  w e l l  a s  t o  c o m m i s s i o n  n e w  a s s e t s .  

-  I n  2 0 1 7 ,  a m e n d m e n t s  w e r e  
i n t r o d u c e d  t o  t h e  L a w  o n  S u p p o r t  o f  
Re n e w a b l e  En e r g y  S o u r c e s ,  p r o v i d i n g  
f o r  t h e  o r g a n i z a t i o n  o f  a u c t i o n s  f o r  n e w  
r e n e w a b l e  e n e r g y  p r o j e c t s  ( r e p l a c i n g  
the system of fixed tariffs that existed 
p r e v i o u s l y ) .  Th e  i n v e s t o r  w h o  b i d s  t h e  
l o w e s t  p r i c e  f o r  e l e c t r i c i t y  w i n s  t h e  
right to develop a specific renewable 
p r o j e c t ,  w i t h  t h e  e l e c t r i c i t y  s o l d  a t  
t h e  p r i c e  e s t a b l i s h e d  i n  t h e  a u c t i o n .  

-  U p o n  a d o p t i n g  t h e  n e w  L a w  o n  
N a t u r a l  M o n o p o l i e s  i n  2 0 1 8 ,  t r a n s i t i o n  t o  
t h e  i n c e n t i v e  t a r i f f  r e g u l a t i o n  h a s  b e e n  
a p p r o v e d  f o r  a  n u m b e r  o f  e l e c t r i c  g r i d  
c o m p a n i e s ,  a l t h o u g h  t h e  m a j o r i t y  s t i l l  u s e s  
t h e  e x i s t i n g  c o s t - p l u s  m e t h o d o l o g y  f o r  
t a r i f f  d e t e r m i n a t i o n .  Th e  i n c e n t i v e  t a r i f f  
s y s t e m  i s  b a s e d  o n  a  r e g u l a t e d  a s s e t  b a s e  
( RAB )  m e t h o d o l o g y  t h a t  a l l o w s  f o r  b e t t e r  
p r e d i c t a b i l i t y  o f  e l e c t r i c  g r i d  c o m p a n i e s ’  
o p e r a t i o n  d u e  t o  l o n g - t e r m  t a r i f f - s e t t i n g  

(five years or more). The electricity tariff 
is calculated to reflect the actual value 
o f  r e a l i z e d  i n v e s t m e n t s  ( c a p i t a l  b a s e ) ,  
o p e r a t i o n a l  e x p e n d i t u r e s  r e l a t e d  t o  i t s  
m a i n t e n a n c e  a n d  d e v e l o p m e n t ,  a s  w e l l  
as profit for asset management and on 
new investments (i.e., a regulated profit).

 
•  However, these new power 

mechanisms require further 
adjustments. 

- The lack of specific technological, 
t e c h n i c a l ,  a n d  e n v i r o n m e n t a l  r e q u i r e m e n t s  
f o r  t h e  c a p a c i t y  m a r k e t  a n d  r e s o u r c e s  
e n s u r i n g  i t s  o p e r a t i o n  r i s k s  f r e e z i n g  
t h e  e s t a b l i s h e d  s e c t o r  a r c h i t e c t u r e  t h a t  
h i n d e r s  i t s  i n n o v a t i v e  d e v e l o p m e n t  a n d  
may fail to provide sufficient flexible 
g e n e r a t i n g  c a p a c i t y  t h a t  t h e  c o u n t r y  
n e e d s .  F u r t h e r ,  t h e  c u r r e n t  m a r g i n a l  
c a p a c i t y  t a r i f f  d o e s  n o t  c o v e r  t h e  a c t u a l  
fixed costs and profits of power plants, and 
t h e  c a p a c i t y  m a r k e t  h a s  n o  m e c h a n i s m  
f o r  d i s p l a c e m e n t  o f  t e c h n o l o g i c a l l y  
o u t d a t e d  c a p a c i t i e s  o r  f a c i l i t i e s  w h o s e  
o p e r a t i o n  d o e s  n o t  c o m p l y  w i t h  t h e  g o a l  
o f  t r a n s i t i o n i n g  t o  a  g r e e n  e c o n o m y .  

o  Ex p e n d i t u r e s  b y  t r a d i t i o n a l  p o w e r  
p l a n t s  o n  t h e  p u r c h a s e  o f  e l e c t r i c i t y  
g e n e r a t e d  f r o m  r e n e w a b l e  e n e r g y  
s o u r c e s  a r e  e x p e c t e d  t o  r i s e  r a p i d l y ,  t o  
1 5 – 3 0 %  o f  t h e i r  t o t a l  e x p e n d i t u r e s  b y  
2 0 2 1  i f  c u r r e n t  r e n e w a b l e  g e n e r a t i o n  
t a r g e t s  a r e  a c h i e v e d .  Th i s ,  w h e n  
c o m b i n e d  w i t h  r i s i n g  f u e l  c o s t s  a n d  o t h e r  
e x p e n s e s ,  c o u l d  p u t  t h e  t r a d i t i o n a l  p o w e r  
sector in a critical financial situation. 
I n c r e a s i n g  p a y m e n t  a r r e a r s  i n  p u r c h a s e  
o f  e l e c t r i c i t y  f r o m  r e n e w a b l e  s o u r c e s  
could thus affect the financial stability of 
t h e  e l e c t r i c  p o w e r  s e c t o r  m o r e  b r o a d l y .  

o  W i t h  r e s p e c t  t o  t h e  t r a n s i t i o n  t o  
i n c e n t i v e  t a r i f f  m e c h a n i s m ,  a l t h o u g h  t h e r e  
h a s  b e e n  a  g r a d u a l  i m p r o v e m e n t  i n  t h e  
e l e c t r i c  g r i d  c o m p a n i e s ’  a c t i v i t i e s  o v e r  t h e  
last five years, the lack of clear principles of 
energy efficiency stimulation and service 
q u a l i t y  i m p r o v e m e n t  i n  t h e  t a r i f f  c a l c u l a t i o n  
m e t h o d o l o g y  m a k e s  K a z a k h s t a n ’ s  
i n c e n t i v e  t a r i f f  r e g u l a t i o n  m e c h a n i s m  
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significantly different from global practice.

•  Ecology Code. Th e  m o s t  
c o n s e q u e n t i a l  d e v e l o p m e n t  f o c u s e d  
o n  e n v i r o n m e n t a l  p r o t e c t i o n  s i n c e  t h e  
p u b l i c a t i o n  o f  N ER 2 0 1 7  i s  d e v e l o p m e n t  o f  
t h e  n e w  Ec o l o g y  Co d e ,  w h i c h  i s  s l a t e d  t o  
b e  i n t r o d u c e d  t o  K a z a k h s t a n ’ s  p a r l i a m e n t  
i n  S e p t e m b e r  2 0 1 9  ( a n d  a d o p t e d  i n  m i d -
2 0 2 0 ) .  I f  p a s s e d  i n  i t s  c u r r e n t  f o r m ,  t h e  
Ec o l o g y  Co d e  w o u l d  n o t  o n l y  i n c r e a s e  t h e  
financial burden on the energy sector, but 
l i k e l y  f a i l  t o  h e l p  K a z a k h s t a n  a c h i e v e  i t s  
g o a l s  u n d e r  t h e  Pa r i s  Cl i m a t e  Ag r e e m e n t .  

-  Th e  o v e r a l l  c l i m a t e  p o l i c y  s e t  o u t  i n  
t h e  d r a f t  Ec o l o g y  Co d e  d o e s  n o t  r e p r e s e n t  
any significant changes from current 

p r a c t i c e .  F o r  e x a m p l e ,  t h e  c a r b o n  t r a d i n g  
s y s t e m  i n t r o d u c e d  i n  2 0 1 7  r e m a i n s  i n  
p l a c e ,  b u t  t h e r e  a r e  n o  n e w  m e a s u r e s  
t o  i n c r e a s e  l i q u i d i t y  i n  t h e  s y s t e m  a n d  
p e r h a p s  c r e a t e  a  v i a b l e  c a r b o n  m a r k e t .  

-  I n  g e n e r a l ,  e n v i r o n m e n t a l  i n i t i a t i v e s  
m u s t  b e  p l a n n e d  a n d  i m p l e m e n t e d  s o  t h a t  
t h e y  s y n c h r o n i z e  w i t h  o v e r a l l  g o v e r n m e n t a l  
s o c i a l  a n d  e c o n o m i c  p o l i c y .  Th e  a d d i t i o n a l  
financial pressure on specific industrial 
s e c t o r s  ( e . g . ,  e l e c t r i c  p o w e r )  w i t h  n o  
modification in the social dimension of 
p r i c i n g  p o l i c y  i s  i n c o n s i s t e n t ,  a n d  m a y  
h a v e  a n  o v e r a l l  n e g a t i v e  e f f e c t .  Th e r e f o r e ,  
t h e  a c t i o n s  a n d  p l a n s  o f  g o v e r n m e n t  
b o d i e s  i n  t h e  e n v i r o n m e n t a l ,  s o c i a l ,  a n d  
e c o n o m i c  d o m a i n s  h a v e  t o  b e  c o o r d i n a t e d .
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2. Overview of recent global energy trends and 
outlook for production and consumption of energy

Th i s  c h a p t e r  o f  Th e  N a t i o n a l  En e r g y  
Re p o r t  2 0 1 9  a n a l y z e s  m a j o r  p o l i t i c a l  
and economic trends influencing the 
p r o d u c t i o n  a n d  c o n s u m p t i o n  o f  e n e r g y ,  
e s p e c i a l l y  h y d r o c a r b o n s  ( o i l ,  o i l  p r o d u c t s ,  
a n d  n a t u r a l  g a s )  a r o u n d  t h e  w o r l d ,  
including identification of key differences 
i n  t r e n d s  a n d  o u t l o o k  f o r  m a j o r  w o r l d  
r e g i o n s .  W h i l e  t h e  f o c u s  o f  a n a l y s i s  i s  
o n  h y d r o c a r b o n s ,  e l e c t r i c  p o w e r  a n d  
r e n e w a b l e  e n e r g y  a l s o  a r e  d i s c u s s e d  i n  
t h e  c o n t e x t  o f  g l o b a l  e n e r g y  c o n s u m p t i o n  
t r e n d s ,  a n d  t h e  e x t e n t  t o  w h i c h  a d v a n c e s  
i n  p o w e r  t e c h n o l o g i e s  a n d  c h a n g e s  i n  

e n v i r o n m e n t a l  p o l i c i e s  a r e  a l t e r i n g  t h e  e n d -
u s e r  e n e r g y  m i x . 1   M u c h  o f  t h e  d i s c u s s i o n  
o f  t h e s e  t o p i c s  i s  f r a m e d  i n  t h e  c o n t e x t  
o f  c o n c e r n s  a b o u t  g l o b a l  c l i m a t e  c h a n g e ,  
and specifically initiatives undertaken in 
t h e  a f t e r m a t h  o f  t h e  Pa r i s  Ag r e e m e n t  
t o  a d d r e s s  t h e s e  c o n c e r n s .  Th e s e  
g l o b a l  t r e n d s  ( a n d  o u t l o o k  f o r  e n e r g y  
p r o d u c t i o n  a n d  c o n s u m p t i o n  w o r l d w i d e )  
p r o v i d e  a n  i m p o r t a n t  l e n s  t h r o u g h  w h i c h  
t o  v i e w  a n d  c o n t e x t u a l i z e  d e v e l o p m e n t s  
in Kazakhstan’s oil, refined products, 
n a t u r a l  g a s ,  a n d  p o w e r  m a r k e t s  t h a t  a r e  
p r e s e n t e d  i n  t h e  c h a p t e r s  t h a t  f o l l o w .

2.1. Key Points

•  G l o b a l  p r i m a r y  e n e r g y  c o n s u m p t i o n  
g r e w  s t r o n g l y  i n  2 0 1 7  a n d  2 0 1 8 ,  l e d  b y  
s o l i d  g r o w t h  i n  g a s  d e m a n d  i n  N o r t h  
Am e r i c a  a n d  r e v e r s a l  o f  d e c l i n e s  i n  c o a l  
d e m a n d  ( p a r t i c u l a r l y  i n  As i a ) .

•  M a j o r  i n t e r n a t i o n a l  o i l  a n d  g a s  
c o m p a n i e s  n o w  a r e  f a c i n g  c a l l s  b y  t h e i r  
s h a r e h o l d e r s  t o  e s t a b l i s h  a n d  d i s c l o s e  
g r e e n h o u s e  g a s  r e d u c t i o n  t a r g e t s  f o r  
t h e i r  p r o d u c t s  a n d  o p e r a t i o n s — m o r e  
specifically, to account for the impact of 
c o m p l i a n c e  w i t h  c l i m a t e  a g r e e m e n t s  o n  
t h e i r  b a l a n c e  s h e e t s .  I n  r e s p o n s e ,  t h e s e  
c o m p a n i e s  a r e  i n c r e a s i n g l y  f o c u s i n g  
on diversification and increasing cost-
e f f e c t i v e n e s s  r a t h e r  t h a n  g r o w i n g  
r e s e r v e s ,  b y  f o r g i n g  p a r t n e r s h i p s  w i t h  
large technology firms to apply powerful 
t e c h n o l o g i c a l  i n n o v a t i o n s  ( b i g  d a t a ,  c l o u d  
computing, artificial intelligence) to cut 
c o s t s  a n d  b o o s t  p r o d u c t i o n .

•  N a t u r a l  g a s  a c c o u n t e d  f o r  4 0 %  o f  
g l o b a l  e n e r g y  d e m a n d  g r o w t h  i n  2 0 1 8 .  
O v e r  o n e  q u a r t e r  o f  w o r l d  o u t p u t  i s  n o w  
f r o m  N o r t h  Am e r i c a  ( Ca n a d a ,  M e x i c o ,  
a n d  U n i t e d  S t a t e s ) ,  w h e r e  t h e  s h a l e  

b o o m  h a s  l e d  t o  r a p i d  g r o w t h  i n  b o t h  g a s  
c o n s u m p t i o n  a n d  d e m a n d .  W i t h i n  g a s ,  
L N G  c o n s u m p t i o n  g l o b a l l y ,  b u t  e s p e c i a l l y  
i n  As i a ,  i s  s l a t e d  t o  r i s e  m u c h  m o r e  r a p i d l y  
t h a n  g a s  c o n s u m p t i o n  o v e r a l l .

•  Re n e w a b l e  e n e r g y  h a s  n o w  r e a c h e d  
s e v e r a l  m a j o r  m i l e p o s t s .  M o s t  n o t a b l y ,  t h e  
c o s t  o f  t h e  l o w e s t  p r i c e d  s o l a r  p h o t o v o l t a i c  
( PV )  a n d  o n s h o r e  w i n d  c o n t r a c t s  f e l l  b e l o w  
$ 2 5  p e r  m e g a w a t t - h o u r  ( M W h ) ;  t h e s e  a r e  
competitive with fossil fuel–fired capacity 
i n  m a n y  l o c a t i o n s .  W i t h i n  t h e  r e n e w a b l e s  
s e c t o r ,  o f f s h o r e  w i n d  p o w e r  i s  p o i s e d  
f o r  e x p l o s i v e  e x p a n s i o n ,  w i t h  c a p a c i t y  
c u r r e n t l y  u n d e r  d e v e l o p m e n t  m o r e  t h a n  
d o u b l e  e x i s t i n g  i n s t a l l e d  c a p a c i t y .  Y e t  
p r o g r e s s  i n  r e n e w a b l e  e n e r g y  r e m a i n s  
h i g h l y  c o n c e n t r a t e d  i n  p o w e r  g e n e r a t i o n ,  
w i t h  f a r  l e s s  g r o w t h  i n  h e a t i n g ,  c o o l i n g ,  
a n d  t r a n s p o r t .

•  D e s p i t e  e f f o r t s  t o  c u r t a i l  c o a l  
p r o d u c t i o n  a n d  c o n s u m p t i o n  g l o b a l l y  
i n  a n  e f f o r t  t o  r e d u c e  g r e e n h o u s e  g a s  
( G HG )  e m i s s i o n s ,  b o t h  a c t u a l l y  i n c r e a s e d  
i n  2 0 1 7  a n d  2 0 1 8 ,  a f t e r  f a l l i n g  f o r  a  b r i e f  

1  F o r  m o r e  o n  g l o b a l  t r e n d s  i n  e l e c t r i c  p o w e r  a n d  i n  e n v i r o n m e n t a l  p r o t e c t i o n ,  s e e  Ch a p t e r s  5  a n d  6  o f  t h i s  r e p o r t .
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t h r e e - y e a r  p e r i o d  ( 2 0 1 4 – 1 6 )  i m m e d i a t e l y  
b e f o r e  a n d  a f t e r  c o n c l u s i o n  o f  t h e  2 0 1 5  
Pa r i s  c l i m a t e  a c c o r d .  Th e  o u t s i z e d  d r i v e r  
for these trends was the Asia Pacific 
r e g i o n ,  w h i c h  i n c l u d e s  t h e  w o r l d ’ s  t w o  
l a r g e s t  c o a l  c o n s u m e r s  ( Ch i n a  a n d  I n d i a )  
a n d  a c c o u n t e d  f o r  t h r e e  q u a r t e r s  o f  t o t a l  
w o r l d  c o a l  c o n s u m p t i o n  i n  2 0 1 8 .  

Th e  g l o b a l  e c o n o m i c  e n v i r o n m e n t  i n  
2 0 1 8  t h r o u g h  m i d - 2 0 1 9  c a n  b e  d e s c r i b e d  
a s  b r o a d l y  p o s i t i v e ,  a l t h o u g h  m o d e r a t i n g  
l a t e r  i n  t h e  p e r i o d .  G l o b a l  r e a l  G D P g r o w t h  
w a s  3 . 2 %  i n  2 0 1 8 ,  w i t h  I HS  M a r k i t  
e s t i m a t i n g  f u r t h e r  m o d e r a t i o n  t o  2 . 9 %  
i n  2 0 1 9  a n d  t o  2 . 8 %  i n  2 0 2 0  a n d  2 0 2 1 .  
M o r e o v e r ,  a  n u m b e r  o f  u n c e r t a i n t i e s  i n  
v a r i o u s  p a r t s  o f  t h e  w o r l d  c o u l d  w e i g h  
o n  t h e  g l o b a l  e c o n o m y  a n d  p o r t e n d  
e v e n  s l o w e r  g r o w t h  t o  t h e  e x t e n t  t h e y  
m a t e r i a l i z e :

•  L o w  i n t e r e s t  r a t e s  i n  t h e  d e v e l o p e d  
w o r l d ,  l e a v i n g  c e n t r a l  b a n k s  l i t t l e  r o o m  f o r  
p o l i c y  s t i m u l u s
•  Te n s e  U S – Ch i n a  t r a d e  t e n s i o n s  a n d  
b r o a d e r  t a r i f f  i s s u e s
•  Po l i t i c a l  g r i d l o c k  i n  t h e  U n i t e d  S t a t e s
•  Tu r m o i l  i n  a  n u m b e r  o f  e n e r g y - p r o d u c i n g  
s t a t e s ,  i n c l u d i n g  V e n e z u e l a ,  L i b y a ,  a n d  

w i t h i n  t h e  Pe r s i a n  G u l f  r e g i o n ,  i n c l u d i n g  
I r a n
•  U n c e r t a i n t i e s  a b o u t  t h e  t e r m s  o f  B r e x i t  
i n  Eu r o p e
•  Po o r  U S – Ru s s i a  r e l a t i o n s
•  Re l a t i v e l y  h i g h  a n d  r i s i n g  p r i v a t e  a n d  
p u b l i c  d e b t  i n  m a n y  c o u n t r i e s .

Y e t ,  d e s p i t e  t h e  m u t e d  o u t l o o k  
s u r r o u n d i n g  g l o b a l  e c o n o m i c  a c t i v i t y ,  
p r i m a r y  e n e r g y  c o n s u m p t i o n  g r e w  s t r o n g l y  
i n  2 0 1 7  a n d  2 0 1 8 ,  b y  a b o v e  3 0 0  m i l l i o n  
m e t r i c  t o n s  o f  o i l  e q u i v a l e n t  ( M M t o e )  f o r  
the first time since 2010 (see Figure 2.1. 
An n u a l  c h a n g e s  i n  g l o b a l  p r i m a r y  e n e r g y  
d e m a n d  b y  f u e l  t y p e ,  2 0 0 0 - 1 8 ) .  Th e  s p i k e  
w a s  l e d  b y  s t r o n g  g r o w t h  i n  g a s  d e m a n d  
( N o r t h  Am e r i c a )  a n d  r e v e r s a l  o f  r e c e n t  
d e c l i n e s  i n  c o a l  d e m a n d  ( p a r t i c u l a r l y  i n  
As i a ) .  F o s s i l  f u e l s  r e m a i n  t h e  d o m i n a n t  
c o m p o n e n t  i n  g l o b a l  p r i m a r y  e n e r g y  
d e m a n d  ( 1 3 . 8  t r i l l i o n  t o n s  o f  o i l  
e q u i v a l e n t ) ,  a c c o u n t i n g  f o r  a b o u t  8 0 %  o f  
t h e  a n n u a l  i n c r e a s e .   Th e  s t r o n g  r e c e n t  
g r o w t h  o f  g a s  c o n s u m p t i o n  i s  c o n s i s t e n t  
w i t h  I HS  M a r k i t  g l o b a l  d e m a n d  g r o w t h  
p r o j e c t i o n s  t o  2 0 5 0 ,  w h e n  r e n e w a b l e s  
w i l l  a l s o  b e c o m e  a n  i n t e g r a l  p a r t  o f  f u t u r e  
s u p p l y  ( s e e  F i g u r e  2 . 2 .  W o r l d :  h i s t o r i c a l  
a n d  p r o j e c t e d  p r i m a r y  e n e r g y  d e m a n d  

-200

-100

0

100

200

300

400

500

600

700

800

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Oil Natural gas Coal Hydro Nuclear Renewables* Other*** Modern biomass**

Figure 2.1. Annual changes in global primary energy demand by fuel type, 2000–18
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Notes: *includes solar, wind, geothermal, and ocean energy
**includes biof uels and biomass (industry , electricity , district heat and ref ining)
***Includes solid waste, traditional biomass, ambient heat, net trade of  electricity  or heat
Source: IHS Markit
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2.2.1. Price and Supply Trends

Th e  ( i n i t i a l )  O PEC+  a g r e e m e n t  r e a c h e d  
i n  l a t e  2 0 1 6  b e t w e e n  O PEC a n d  m a j o r  n o n -
O PEC p r o d u c e r s  ( m o s t  n o t a b l y  Ru s s i a ,  b u t  
a l s o  K a z a k h s t a n  a n d  Az e r b a i j a n ) ,  w h i c h  
w e n t  i n t o  e f f e c t  i n  2 0 1 7  a n d  w a s  l a t e r  
e x t e n d e d  i n t o  2 0 1 8 ,  t o o k  a p p r o x i m a t e l y  
1 . 8  m i l l i o n  b a r r e l s  p e r  d a y  ( M M b / d )  o f f  
t h e  m a r k e t ,  r e d u c e d  i n v e n t o r i e s ,  a n d  

b o o s t e d  p r i c e s .  B r e n t  p r i c e s  d u r i n g  t h i s  
p e r i o d  r e s p o n d e d ,  o p e n i n g  a t  $ 5 6 . 8 2  a t  
t h e  s t a r t  o f  2 0 1 7  a n d  $ 6 6 . 6 5  i n  2 0 1 8 ,  
b e f o r e  s p i k i n g  u p  m i d - y e a r  2 0 1 8  a n d  
p e a k i n g  a t  $ 8 6 . 0 7  i n  e a r l y  O c t o b e r  ( s e e  
F i g u r e  2 . 3 .  An n u a l  D a t e d  B r e n t  ( F O B  
N o r t h  S e a )  p r i c e  o u t l o o k  t o  2 0 4 0 ) .  

2.2. Global Oil Markets: Concerns about Supply Picture Whipsaw 
Markets in 2018, but Near-Term Signals Remain Supportive For 
Producers

g r o w t h  b y  s c e n a r i o ) . 2   Ac c o r d i n g  t o  t h e  
I HS  M a r k i t  b a s e - c a s e  s c e n a r i o  ( Ri v a l r y )  
u s e d  i n  t h i s  r e p o r t ,  e v e n  a t  t h e  e n d  o f  t h e  
f o r e c a s t  p e r i o d ,  f o s s i l  f u e l s  s t i l l  a c c o u n t  
f o r  m o r e  t h a n  h a l f  o f  t o t a l  p r i m a r y  
e n e r g y  c o n s u m p t i o n ,  l e d  b y  n a t u r a l  g a s ,  

e s t i m a t e d  a t  ~ 4 0 %  a b o v e  p r e s e n t  l e v e l s .
Th e  f o l l o w i n g  s e c t i o n s  o f  t h e  

c h a p t e r  o u t l i n e  k e y  g l o b a l  t r e n d s  i n  t h e  
p r o d u c t i o n  a n d  c o n s u m p t i o n  o f  t h e  m a j o r  
e n e r g y  c o m m o d i t i e s ,  b e g i n n i n g  w i t h  o i l .

2  F i g u r e s  2 . 1 .  a n d  2 . 2  a r e  d e r i v e d  f r o m  S u s a n  F a r r e l l ,  Ri c k  V i d a l  e t  a l .  “ G l o b a l  S c e n a r i o s  W o r k s h o p  a t  CERA- W e e k , ”  1 1  M a r c h  2 0 1 9 ,  I HS  M a r k i t  
G l o b a l  S c e n a r i o s  Pr e s e n t a t i o n ,  p p .  7  a n d  3 0 .
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Figure 2.2. World: Historical and projected primary energy demand growth by scenario

Notes: *includes solar, wind, geothermal, and ocean energy
**includes biof uels and biomass (industry , electricity , district heat and ref ining)
***Includes solid waste, traditional biomass, ambient heat, net trade of  electricity  or heat
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Figure 2.3. Annual Dated Brent (FOB North Sea) price outlook to 2040
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Th e  i m m e d i a t e  c a t a l y s t  f o r  t h e  m i d -
y e a r  p r i c e  s p i k e  w a s  t h e  a n n o u n c e m e n t  i n  
M a y  2 0 1 8  b y  t h e  U S  Tr u m p  a d m i n i s t r a t i o n  
t h a t  i t  w o u l d  e x i t  t h e  I r a n  n u c l e a r  
a g r e e m e n t  ( J o i n t  Co m p r e h e n s i v e  Pl a n  o f  
Ac t i o n ,  o r  J CPO A)  c o n c l u d e d  i n  s u m m e r  
2 0 1 5  w i t h  t h e  P5 + 1  g r o u p  o f  c o u n t r i e s ,  
w h i c h  a l l o w e d  I r a n  r e l i e f  f r o m  s a n c t i o n s  
o n  i t s  o i l  e x p o r t s  i n  e x c h a n g e  f o r  a  d r a s t i c  
r e d u c t i o n  o f  I r a n ’ s  s t o c k p i l e  o f  e n r i c h e d  
u r a n i u m  a n d  a c c e p t a n c e  o f  a  r e g i m e  o f  
i n t e r n a t i o n a l  i n s p e c t i o n  o f  i t s  n u c l e a r  
f a c i l i t i e s . 3   S u b s e q u e n t l y ,  t h e  U n i t e d  S t a t e s  
a n n o u n c e d  t h a t  i t  w o u l d  u n i l a t e r a l l y  r e -
i m p o s e  s a n c t i o n s  o n  I r a n i a n  e x p o r t s  o n  
5  N o v e m b e r  2 0 1 8 .  Th e  s a n c t i o n s  r e l i e f  
a c c o r d e d  b y  J CPO A h a d  a l l o w e d  t h e  
I r a n i a n s  t o  g r a d u a l l y  i n c r e a s e  e x p o r t s  f r o m  
a p p r o x i m a t e l y  1  M M b / d  t o  2 . 2  M M b / d  i n  
the first half of 2018, but the uncertainty 
o v e r  h o w  m u c h  s u p p l y  w o u l d  b e  t a k e n  o f f  
t h e  m a r k e t  b y  t h e  r e s u m p t i o n  o f  s a n c t i o n s  
a n d  u n c e r t a i n t i e s  a b o u t  p r o d u c t i o n  
l e v e l s  i n  V e n e z u e l a ,  N i g e r i a ,  a n d  L i b y a —

c o m b i n e d  w i t h  a  c u r t a i l m e n t  i n  o u t p u t  i n  
Al b e r t a ,  Ca n a d a — s e n t  p r i c e s  u p w a r d . 4   

Ho w e v e r ,  b y  l a t e  s u m m e r  2 0 1 8 ,  t h r e e  
d e v e l o p m e n t s  f a v o r i n g  i n c r e a s e d  g l o b a l  
s u p p l y  h a d  b e g u n  t o  p l a c e  d o w n w a r d  
p r e s s u r e  o n  c r u d e  p r i c e s .  F i r s t ,  p r o d u c t i o n  
i n  t h e  U S ,  w h i c h  i s  n o t  p a r t  o f  a n y  O PEC+  
a g r e e m e n t ,  c o n t i n u e d  t o  g r o w  r a p i d l y  a s  
p r o d u c e r s ’  b r e a k - e v e n  c o s t s  ( b o t h  s h a l e  
d r i l l e r s  a n d  o f f s h o r e  p r o d u c e r s )  a r e  n o w  
c o n s i d e r a b l y  l o w e r ,  g i v e n  c o s t - c u t t i n g  
and efficiency improvements effected 
d u r i n g  t h e  p r i c e  d o w n t u r n  o f  2 0 1 4 – 1 6  
( s e e  F i g u r e  2 . 4 .  U p s t r e a m  Ca p i t a l  Co s t  
I n d e x  b a s e d  o n  n o m i n a l  d o l l a r s ) . 5   I n  
2 0 1 8 ,  U S  l i q u i d s  p r o d u c t i o n  i n c r e a s e d  
b y  2 . 1  M M b / d ,  a n d  U S  c r u d e  e x p o r t s  t o  
i n t e r n a t i o n a l  m a r k e t s  h a d  i n c r e a s e d  t o  a  
l e v e l  ( 2  M M b / d )  a p p r o a c h i n g  t h e  r e c e n t  
I r a n i a n  p e a k  ( 2 . 7  M M b / d ) .  U S  p r o d u c t i o n  
i n  2 0 1 9  i s  e x p e c t e d  t o  e x p a n d  b y  1 . 2  
M M b / d  t o  1 2 . 0  M M b / d ,  a n d  p o s s i b l y  t o  1 3 . 9  
M M b / d  i n  2 0 2 0  ( i f  p r i c e s  a r e  s u p p o r t i v e ) .  

3  P5 + 1  c o u n t r i e s  i n c l u d e  Ch i n a ,  F r a n c e ,  Ru s s i a ,  U n i t e d  K i n g d o m ,  U n i t e d  S t a t e s ,  a n d  G e r m a n y .  
4  I n  t h e  r u n  u p  t o  t h e  r e - i m p o s i t i o n  o f  t h e  s a n c t i o n s ,  I r a n i a n  e x p o r t s  w e r e  r e p o r t e d  t o  h a v e  f a l l e n  t o  1 . 1  M M b / d  i n  N o v e m b e r  2 0 1 8 ,  b u t  i n c r e a s e d  
t o  1 . 3  M M b / d  i n  D e c e m b e r .  Th e  c u r t a i l m e n t  i n  Ca n a d a  w a s  a s s o c i a t e d  w i t h  i n a d e q u a t e  p i p e l i n e  c a p a c i t y  t o  m o v e  o u t p u t  t o  e x p o r t  m a r k e t s .   
5  I HS  M a r k i t  e s t i m a t e s  t h a t  8 0 %  o f  n e w  p r o d u c t i o n  t h a t  w i l l  c o m e  o n s t r e a m  i n  t h e  l o w e r  4 8  U S  s t a t e s  i n  2 0 1 9  a n d  2 0 2 0  w i l l  h a v e  a  b r e a k - e v e n  
p r i c e  o f  b e l o w  $ 5 0 / b b l  ( W TI ) .
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Figure 2.4. Upstream Capital Cost Index (UCCI) based on nominal dollars
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S e c o n d ,  i n  r e s p o n s e  t o  e n t r e a t i e s  b y  
U S  Pr e s i d e n t  D o n a l d  Tr u m p  i n  s u m m e r  
2 0 1 8  t o  S a u d i  Ar a b i a  a n d  o t h e r  O PEC 
p r o d u c e r s  t o  r a i s e  o u t p u t  t o  l e s s e n  t h e  
b u r d e n  o n  U S  g a s o l i n e  c o n s u m e r s , 6   a n d   
p a r t l y  d u e  t o  a  r e d u c t i o n  i n  d i s c i p l i n e  
a m o n g  O PEC a n d  o t h e r  p r o d u c e r s  i n  t h e  
h i g h  p r i c e  e n v i r o n m e n t  i n  t h e  r u n - u p  t o  r e -
i m p o s i t i o n  o f  t h e  I r a n i a n  s a n c t i o n s ,  O PEC+  
p r o d u c t i o n  c u t s  b e g a n  t o  b e  r e l a x e d  i n  
J u n e  a n d  a d d i t i o n a l  n o n - U S  s u p p l y  ( ~ 1  
M M b / d )  e n t e r e d  t h e  m a r k e t .  B y  D e c e m b e r  
2 0 1 8 ,  w o r l d  p r o d u c t i o n  h a d  r i s e n  t o  1 0 0 . 6  
M M b / d ,  2 . 8  M M b / d  m o r e  t h a n  t h e  y e a r  
b e f o r e .  F o r  t h e  y e a r  a s  a  w h o l e ,  g l o b a l  
c o n s u m p t i o n  r o s e  b y  1 . 5 % ,  t o  9 . 9  M M b / d .

F i n a l l y ,  w h e n  t h e  U n i t e d  S t a t e s  a c t u a l l y  
d i d  r e - i m p o s e  s a n c t i o n s  o n  i m p o r t e r s  o f  
I r a n i a n  c r u d e  i n  N o v e m b e r ,  i t  g r a n t e d  
t e m p o r a r y  e x e m p t i o n s  t o  e i g h t  m a j o r  
i m p o r t e r s  ( Ch i n a ,  I n d i a ,  J a p a n ,  S o u t h  
K o r e a ,  Tu r k e y ,  Ta i w a n ,  G r e e c e ,  a n d  
I t a l y )  t o  a l l o w  t h e m  m o r e  t i m e  t o  a d j u s t  
t h e i r  p u r c h a s e s .  As  a  r e s u l t ,  I r a n i a n  
e x p o r t s  d i d  n o t  f a l l  a s  m u c h  a s  m o s t  
o b s e r v e r s  e x p e c t e d .  Th e s e  s u p p l y - s i d e  
d e v e l o p m e n t s ,  a s  w e l l  a s  i n d i c a t i o n s  
o f  a  s l o w i n g  o f  s y n c h r o n i z e d  g l o b a l  
e c o n o m i c  g r o w t h  a n d  c r u d e  o i l  d e m a n d ,  
l e d  t o  t h e  r e t u r n  o f  a n  o v e r s u p p l i e d  
m a r k e t  i n  t h e  f a l l ,  a n d  r e s u l t e d  i n  t h e  
B r e n t  p r i c e  r e t r e a t i n g  3 7 %  f r o m  i t s  
p e a k  t o  $ 5 3 . 8 0  b y  3 1  D e c e m b e r  2 0 1 8 . 7   

I n  a  r e t u r n  t o  t h e i r  f a m i l i a r  r o l e  a s  a  
s w i n g  p r o d u c e r ,  t h e  O PEC+  s i g n a t o r i e s  
o n  7  D e c e m b e r  2 0 1 8  a n n o u n c e d  a  n e w  
a g r e e m e n t  o n  p r o d u c t i o n  c u t s ,  1 . 2  
M M b / d  r e l a t i v e  t o  O c t o b e r  2 0 1 8  l e v e l s ,  
d i s t r i b u t e d  0 . 8  M M b / d  a m o n g  O PEC 
m e m b e r s  a n d  0 . 4  M M b / d  a m o n g  t h e  
o t h e r  s i g n a t o r i e s . 8   Th e  c u t s ,  w h i c h  w e n t  
i n t o  e f f e c t  o n  1  J a n u a r y  2 0 1 9  a n d  w e r e  
t o  l a s t  s i x  m o n t h s ,  s u p p o r t e d  p r i c e s ,  
t o g e t h e r  w i t h  t h e  a n n o u n c e m e n t  b y  t h e  

U S  a d m i n i s t r a t i o n  i n  Ap r i l  2 0 1 9  t h a t  i t  
w o u l d  n o t  e x t e n d  t h e  p r e v i o u s l y  g r a n t e d  
s a n c t i o n s  w a i v e r s  o n  i m p o r t s  o f  I r a n i a n  o i l  
b e y o n d  1  M a y .  I HS  M a r k i t  e s t i m a t e s  t h a t  
s a n c t i o n s  o n  I r a n  a n d  V e n e z u e l a ,  t u r m o i l  
i n  L i b y a ,  a n d  c u r t a i l m e n t  o f  Ca n a d i a n  
h e a v y  o i l  o u t p u t  d u e  t o  i n a d e q u a t e  
p i p e l i n e  c a p a c i t y  c o u l d  r e m o v e  a s  m u c h  a s  
3  M M b / d  f r o m  g l o b a l  s u p p l y  d u r i n g  2 0 1 9 . 9   
I n  e a r l y  J u l y  2 0 1 9 ,  t h e  O PEC+  c u t s  w e r e  
e x t e n d e d  a n o t h e r  n i n e  m o n t h s ,  t h r o u g h  
M a r c h  2 0 2 0 .  Th i s  c o u l d  e x e r t  s o m e  
p r e s s u r e  o n  p r i c e s ,  g i v e n  p r o j e c t i o n s  o f  
s t e a d y ,  i f  s m a l l ,  d e m a n d  g r o w t h .  G i v e n  
t h e s e  c o n d i t i o n s ,  t h e  I HS  M a r k i t  o i l  p r i c e  
o u t l o o k  c a l l s  f o r  B r e n t  p r i c e s  t o  a v e r a g e  
$ 6 6 / b b l  i n  Q 3  2 0 1 9  a n d  $ 6 4 / b b l  i n  2 0 2 0 .  

Global oil supply depends first and 
f o r e m o s t  o n  t h e  l e v e l  o f  g l o b a l  d e m a n d ,  
b u t  a l s o  o n  t e c h n o l o g i c a l  a d v a n c e m e n t s  
a n d  p r i c e  l e v e l s .  O v e r  t h e  l o n g e r  t e r m ,  
m u c h  o f  t h e  w o r l d ’ s  s u p p l y  g r o w t h  
d e p e n d s  o n  t h e  G u l f - 5  ( S a u d i  Ar a b i a ,  
K u w a i t ,  t h e  U AE,  I r a n ,  a n d  I r a q ) .  As  
N o r t h  Am e r i c a ’ s  g r o w t h  s l o w s  l a t e  i n  t h e  
2 0 2 0 s ,  t h e s e  M i d d l e  Ea s t e r n  c o u n t r i e s  w i l l  
c o n t r i b u t e  t h e  m a j o r i t y  o f  g l o b a l  l o n g - t e r m  
s u p p l y  g r o w t h  i n  t h e  2 0 3 0 s  a n d  2 0 4 0 s .

•  G l o b a l  s u p p l y  g r o w t h  i s  l e v e r a g e d  
t o  t i g h t  o i l  i n  t h e  U n i t e d  S t a t e s — a n d  t h e  
Pe r m i a n  B a s i n  i n  p a r t i c u l a r — w e l l  i n t o  
t h e  2 0 2 0 s ;  t h e  Pe r m i a n  B a s i n  a l o n e  ( i n  
t h e  U n i t e d  S t a t e s )  a c c o u n t s  f o r  m o r e  
t h a n  4 0 %  o f  o i l  s u p p l y  g r o w t h  t o  2 0 2 3 .

•  A $ 6 0 – 7 0 / b b l  r e a l  o i l  p r i c e  ( 2 0 1 7  U S  
dollars) incentivizes sufficient long-term 
s u p p l y ,  g i v e n  o u r  o n g o i n g  a s s e s s m e n t  
o f  t h e  g l o b a l  c o s t  s u p p l y  c u r v e .  Ea c h  
s u b s e q u e n t  r e v i e w 1 0   t e n d s  t o  s h o w  m o r e  
s u p p l y  i s  a v a i l a b l e  a t  l o w e r  c o s t s ,  d u e  t o  
a  c o m b i n a t i o n  o f  m o r e  s u p p l y  f r o m  l o w e r  
c o s t  p r o v i d e r s  a n d  f a l l i n g  o v e r a l l  c o s t  
l e v e l s  a c r o s s  t h e  b o a r d .   As  a  r e s u l t ,  m o s t  
o f  t h e  g r o s s  s u p p l y  n e e d e d  i n  o u r  l o n g -

6  Although the higher prices were beneficial to US producers, the focus in the United States for political reasons is on the consumer given the 
p r e d o m i n a n t  r o l e  o f  c o n s u m p t i o n  i n  t h e  U S  e c o n o m y .
7  I HS  M a r k i t  b a s e - c a s e  f o r e c a s t s  s h o w  d e m a n d  g r o w t h  d e c l i n i n g  f r o m  2 . 0  M M b / d  i n  2 0 1 7  t o  1 . 5  M M b / d  i n  2 0 1 8 ,  1 . 4  M M b / d  i n  2 0 1 9 ,  a n d  r i s i n g  
s l i g h t l y  t o  1 . 5  M M b / d  i n  2 0 2 0 .   
8  Am o n g  t h e  n o n - O PEC s i g n a t o r i e s ,  Ru s s i a  a g r e e d  t o  c u t s  o f  2 3 0 , 0 0 0  b / d ,  K a z a k h s t a n  4 0 , 0 0 0  b / d ,  a n d  Az e r b a i j a n  2 0 , 0 0 0  b / d .  F o r  a  m o r e  d e t a i l e d  
d i s c u s s i o n  o f  t h e  i m p l i c a t i o n s  o f  t h e s e  c u t s  f o r  K a z a k h s t a n ’ s  o i l  p r o d u c t i o n  m o r e  b r o a d l y ,  s e e  Ch a p t e r  3 . 2  l a t e r  i n  t h i s  r e p o r t .    
9  I n  M a y  2 0 1 9 ,  I r a n i a n  e x p o r t s  h a d  f a l l e n  t o  w h a t  I HI S  M a r k i t  e s t i m a t e s  i s  ~ 4 9 0 , 0 0 0  b / d ,  a  s t e e p  d r o p  f r o m  M a r c h  a n d  Ap r i l  l e v e l s  t h a t  a v e r a g e d  
1.6 MMb/d as importers scrambled to fill up on Iranian crudes ahead of the ending waiver period.
1 0  S e e  I HS  En e r g y ,  Ah e a d  o f  t h e  Cu r v e :  Th e  o i l  c o s t  c u r v e  a n d  w h a t  i t  t e l l s  u s ,  O c t o b e r  2 0 1 5 ;  I HS  S t r a t e g i c  Ho r i z o n s :  Th e  N e w  G l o b a l  Co s t  Cu r v e s  
for Oil, 18 September 2017; Global Oil: Cost curve for crude in 2018 shows marginal inflation from 2017, 17 July 2019; IHS Market, Crude Oil 
M a r k e t s ,  G l o b a l  Cr u d e  O i l  Co s t  Cu r v e :  J u l y  2 0 1 9  u p d a t e ,  2  J u l y  2 0 1 9 .
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t e r m  d e m a n d  o u t l o o k  c a n  b e  s u p p l i e d  
a t  $ 7 0  o r  b e l o w ,  a n d  t h i s  c o n s e q u e n t l y  
i n f o r m s  o u r  e x p e c t a t i o n s  o f  e q u i l i b r i u m  
p r i c e s  i n  g l o b a l  m a r k e t s  l o n g e r  t e r m .

•  B u t  c o n t i n u e d  u p s t r e a m  e x p l o r a t i o n  
r e m a i n s  c r i t i c a l  t o  l o n g - t e r m  s u p p l y  
a v a i l a b i l i t y ,  d e s p i t e  a  l o n g - t e r m  
p l a t e a u  i n  d e m a n d .  B y  2 0 4 0 ,  r o u g h l y  
1 1  M M b / d  o f  c r u d e  p r o d u c t i o n  c o m e s  
f r o m  d i s c o v e r i e s  t h a t  h a v e  n o t  y e t  b e e n  
m a d e .  F u r t h e r m o r e ,  w i t h  a v e r a g e  b a s e  
p r o d u c t i o n  d e c l i n e s  o f  a b o u t  3 % ,  t h e  c a l l  
o n  n e w  c r u d e  a n d  c o n d e n s a t e  p r o d u c t i o n  
b y  2 0 3 0  i s  r o u g h l y  3 1  M M b / d ,  o r  n e a r l y  
4 0 %  o f  a l l  o f  l a s t  y e a r ’ s  c r u d e  o i l  o u t p u t .   

Al t h o u g h  t h e  s u p p l y  p i c t u r e  i s  t h u s  
g e n e r a l l y  p o s i t i v e  f o r  p r o d u c e r s —
t h e  m a j o r  i n t e r n a t i o n a l  o i l  c o m p a n i e s  
generated positive cash flows in 2018 
for the first time in five years—they are 
u n d e r  p r e s s u r e  t o  i n c r e a s e  r e t u r n s  t o  
s h a r e h o l d e r s  a n d  e x e r c i s e  c a p i t a l  d i s c i p l i n e .  
Th i s  c o u l d  c o n s t r a i n  c a p i t a l  e x p e n d i t u r e s  
( a n d  a f f e c t  p r o d u c t i o n  b y  a s  m u c h  a s  1  
M M b / d )  a t  l e a s t  o v e r  t h e  m e d i u m  t e r m .  
M o r e  i m p o r t a n t l y ,  i t  h a s  i m p l i c a t i o n s  f o r  
i n v e s t m e n t s  i n  n e w  v e n t u r e s  d e v e l o p m e n t ,  
i n c r e a s i n g  t h e  c o m p e t i t i v e  e n v i r o n m e n t  
f o r  s u c h  c o u n t r i e s  a s  K a z a k h s t a n .

2.2.2. Push for Oil and 
Gas Majors to Diversify and 
Respond to Climate Change

Po t e n t i a l l y  e v e n  m o r e  d i s r u p t i v e  a r e  
c a l l s  b y  m a j o r  i n s t i t u t i o n a l  i n v e s t o r s  
( e . g . ,  p e n s i o n  f u n d s ,  i n s u r e r s ,  m u t u a l  
f u n d  c o m p a n i e s )  f o r  m a j o r  i n t e g r a t e d  
o i l  a n d  g a s  c o m p a n i e s  ( B P,  Ch e v r o n ,  
En i ,  Eq u i n o r ,  Ex x o n M o b i l ,  Re p s o l ,  S h e l l ,  
a n d  To t a l )  t o  e s t a b l i s h  g r e e n h o u s e  g a s  
r e d u c t i o n  t a r g e t s  f o r  t h e i r  p r o d u c t s  a n d  
operations—more specifically, to account 
f o r  t h e  i m p a c t  o f  c o m p l i a n c e  w i t h  c l i m a t e  
a g r e e m e n t s  o n  t h e i r  b a l a n c e  s h e e t s . 1 1   Th e  
m o r e  r a d i c a l  o f  t h e s e  i n v e s t o r s  a r g u e  t h a t  

m e e t i n g  t h e  2 0 1 5  Pa r i s  c l i m a t e  a c c o r d ’ s  
m o r e  a m b i t i o u s  g o a l  o f  l i m i t i n g  g l o b a l  
m e a n  t e m p e r a t u r e  r i s e  b y  1 . 5 ° C r e l a t i v e  
t o  p r e - i n d u s t r i a l  l e v e l s  w o u l d  r e q u i r e  p e a k  
h y d r o c a r b o n  c o n s u m p t i o n  t o  o c c u r  s o o n  
a f t e r  2 0 2 0 ,  a  r e d u c t i o n  b y  2 0 %  b y  2 0 3 0 ,  
a n d  b y  h a l f  b y  2 0 5 0 . 1 2   U n d e r  s u c h  a  
s c e n a r i o ,  t h e  b o o k  v a l u e  o f  r e s e r v e s  h e l d  b y  
t h e  m a j o r  o i l  c o m p a n i e s  w o u l d  p l u m m e t ,  
a s  a  s u b s t a n t i a l  p o r t i o n  c o u l d  n e v e r  b e  
p r o d u c e d ,  b u t  r a t h e r  “ l e f t  i n  t h e  g r o u n d . ”  
Th e r e f o r e ,  t h e  i n v e s t o r s  p o s i t  t h a t ,  f r o m  
a fiduciary perspective, the companies’ 
s t a n d a r d  g o a l  o f  “ g r o w i n g  r e s e r v e s ”  i s  
n o w  o u t m o d e d ,  a n d  m u s t  b e  r e p l a c e d  
b y  m o r e  f o r w a r d - l o o k i n g  s t r a t e g i e s .  

I n d e e d ,  m o s t  i n t e r n a t i o n a l  o i l  m a j o r s  
a p p e a r  t o  h a v e  t a k e n  a b o a r d  s o m e  
o f  t h e  c r i t i c i s m s ,  a n d  h a v e  a t t e m p t e d  
t o  d i v e r s i f y  t h e i r  o p e r a t i o n s  i n t o  s u c h  
a r e a s  a s :  r e n e w a b l e  e n e r g y  p r o d u c t i o n ;  
c a r b o n  c a p t u r e ,  u s e ,  a n d  s t o r a g e  
( CCU S ) ;  a n d  e l e c t r i c i t y  a n d  n a t u r a l  g a s  
d i s t r i b u t i o n .  Th e r e  i s  a l s o  a n  e m p h a s i s  
o n  g r e a t e r  n a t u r a l  g a s  p r o d u c t i o n  a n d  
s h i f t i n g  t h e i r  o i l  p r o d u c t i o n  t o  l e s s  
e x p e n s i v e  b a r r e l s .  A s h o r t  l i s t  o f  s o m e  
o f  t h e  m o r e  r e c e n t  i n i t i a t i v e s  i n c l u d e s :

•  A j o i n t  i n v e s t m e n t  b y  Ch e v r o n ,  
O c c i d e n t a l ,  a n d  B HP i n  Ca n a d a -
b a s e d  Ca r b o n  En g i n e e r i n g ,  a  c o m p a n y  
t h a t  r e m o v e s    CO 2           f r o m  t h e  
atmosphere for oilfield reinjection 
o r  t o  p r o d u c e  s y n t h e t i c  f u e l s

•  Pl a n s  b y  Eq u i n o r  t o  i n c r e a s e  c a p e x  o n  
r e n e w a b l e  e n e r g y  p r o d u c t i o n  f r o m  c u r r e n t l y  
5 %  o f  t h e  t o t a l  t o  1 5 – 2 0 %  ( b y  2 0 3 0 )

•  An n o u n c e m e n t s  b y  Ro y a l  D u t c h  S h e l l  
a n d  B P t h a t  e x e c u t i v e  c o m p e n s a t i o n  w i l l  b e  
l i n k e d  t o  G HG  r e d u c t i o n s  i n  t h e i r  o p e r a t i o n s

•  Th e  p u r c h a s e  b y  Ro y a l  D u t c h  
S h e l l  o f  B r i t a i n - b a s e d  F i r s t  U t i l i t y ,  a n  
e l e c t r i c i t y  a n d  n a t u r a l  g a s  d i s t r i b u t o r

•  A $ 2 0 0  m i l l i o n  i n v e s t m e n t  b y  B P i n  
L i g h t h o u s e ,  a  s o l a r  p o w e r  d e v e l o p e r .

I n v e s t m e n t s  i n  r e n e w a b l e  e n e r g y  a n d  

1 1  To t a l ,  S h e l l ,  a n d  B HP w e r e  a m o n g  t h e  c o m p a n i e s  t h a t  s o o n  a t t e m p t e d  t o  r e s p o n d  i n  t h e i r  a n n u a l  r e p o r t s ;  s e e  t h e  I HS  Cl i m a t e  a n d  Ca r b o n  
I n s i g h t ,  Cl i m a t e - Re l a t e d  F i n a n c i a l  D i s c l o s u r e  Co n t i n u e s  t o  G a i n  M o m e n t u m ,  5  Ap r i l  2 0 1 9 .   
1 2  M o s t  f o r e c a s t s  o f  a c t u a l  o i l  a n d  g a s  d e m a n d  s h o w  t h a t  i t  c o n t i n u e s  t o  g r o w  b y  1 – 2 %  a n n u a l l y  o u t  t o  a t  l e a s t  2 0 3 0 .
1 3  L o w - c a r b o n  s p e n d i n g  i n c l u d e s  c a p e x  a n d  R& D  i n :  t h e  m a n u f a c t u r i n g  a n d  g e n e r a t i o n  o f  r e n e w a b l e  e n e r g y ;  b i o f u e l s ;  s t o r a g e ;  a l t e r n a t i v e  
transportation/electric vehicles; hydrogen and fuel cells; energy efficiency; decarbonization; natural gas as it pertains to the generation, 
t r a n s m i s s i o n ,  a n d  d i s t r i b u t i o n  s e c t o r s ;  c a r b o n  c a p t u r e ,  u t i l i z a t i o n ,  a n d  s t o r a g e ;  a n d  e m i s s i o n s  r e d u c t i o n  i n  o i l  a n d  g a s  o p e r a t i o n s .   
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o t h e r  l o w - c a r b o n  a c t i v i t i e s  a m o n g  t h e  
g l o b a l  i n t e g r a t e d  o i l  a n d  g a s  c o m p a n i e s  
h a v e  b e c o m e  i n c r e a s i n g l y  m a t e r i a l  
i n  r e c e n t  y e a r s .  I HS  M a r k i t  c u r r e n t l y  
f o r e c a s t s  n e a r l y  $ 7  b i l l i o n  i n  a v e r a g e  
a n n u a l  s p e n d i n g  i n  t h e  l o w - c a r b o n  s e c t o r  
a m o n g  t h i s  p e e r  g r o u p  b e t w e e n  2 0 1 9  a n d  
2 0 2 1 ,  a c c o u n t i n g  f o r  a p p r o x i m a t e l y  5 %  
o f  t o t a l  c o r p o r a t e  c a p i t a l  e x p e n d i t u r e s  
( CAPEX )  f o r  t h e s e  c o m p a n i e s  d u r i n g  
t h a t  t i m e . 1 3   Th i s  h i g h e r  s p e n d i n g  h a s  
led to questions about the profitability 
o f  i n v e s t m e n t s  i n  s e c t o r s  o u t s i d e  o f  
t h e  t r a d i t i o n a l  o i l  a n d  g a s  b u s i n e s s .

I n  o r d e r  t o  b e t t e r  u n d e r s t a n d  t h e  
r e t u r n s  p r o p o s i t i o n  o f  t h e s e  b u s i n e s s e s  
a n d  h o w  t h e y  c o m p a r e  t o  t h e  o i l  a n d  g a s  
s e c t o r ,  I HS  M a r k i t  h a s  c a l c u l a t e d  r e t u r n s  
m e t r i c s  a c r o s s  s e v e r a l  l o w - c a r b o n  a n d  
u t i l i t i e s  s e g m e n t s  f r o m  a  s a m p l e  o f  9 7  
l o w - c a r b o n  c o m p a n i e s  a n d  6 4  u t i l i t i e s  
c o m p a n i e s  w o r l d w i d e . 1 4   An  a n a l y s i s  o f  
o p e r a t i n g  r e t u r n s  o n  a v e r a g e  c a p i t a l  
e m p l o y e d  ( RO ACE)  a m o n g  t h e s e  d i f f e r e n t  
s e c t o r s  s i n c e  2 0 1 0  s h o w s  t h a t  o i l  a n d  g a s  
h a s  g e n e r a t e d  s o m e  o f  t h e  h i g h e s t  r e t u r n s  
d u r i n g  t h a t  t i m e ,  w i t h  a  m e d i a n  a n n u a l  
o p e r a t i n g  RO ACE o f  8 . 5 % .  Re t u r n s  i n  
t h i s  s e c t o r  c o m p a r e  f a v o r a b l y  w i t h  o t h e r  
s e c t o r s  i n  w h i c h  s e v e r a l  o f  t h e  g l o b a l  
i n t e g r a t e d  c o m p a n i e s  h a v e  s u b s t a n t i a l  
i n v e s t m e n t s ,  i n c l u d i n g  e n e r g y  c o n v e r s i o n  
and efficiency (8.2%), the utilities sector 
( 6 . 8 % ) ,  s t o r a g e  ( 6 . 1 % ) ,  l o w - c a r b o n  
p o w e r  g e n e r a t i o n  a n d  d i s t r i b u t i o n  
( 5 . 3 % ) ,  a n d  s o l a r  m a n u f a c t u r i n g  ( 4 . 2 % ) .  

At  t h e  s a m e  t i m e ,  t h e  o i l  a n d  g a s  s e c t o r  
h a s  e x p e r i e n c e d  t h e  h i g h e s t  v o l a t i l i t y  
i n  r e t u r n s  s i n c e  2 0 1 0 ,  w i t h  a  s t a n d a r d  
d e v i a t i o n  o f  r e t u r n s  o f  7 . 8 % — a h e a d  o f  
7 . 5 %  f o r  s o l a r  m a n u f a c t u r i n g ,  a n d  w e l l  
a b o v e  e a c h  o f  t h e  r e m a i n i n g  s e c t o r s .  
Th e s e  r e s u l t s  a r e  c o n s i s t e n t  w i t h  g e n e r a l  
e x p e c t a t i o n s  o f  t h e  l o w - c a r b o n  b u s i n e s s e s  
a n d  u t i l i t i e s  b e i n g  l o w e r  r e t u r n ,  b u t  w i t h  
m o r e  s t a b i l i t y .  O v e r a l l ,  i t  a p p e a r s  t h a t  t h e  
l o w - c a r b o n  s e c t o r s  c a n  p l a y  a  r o l e  i n  t h e  

p o r t f o l i o s  o f  t h e  g l o b a l  i n t e g r a t e d s ,  b y  
p r o v i d i n g  l o w e r  b u t  s t i l l  m a t e r i a l  r e t u r n s ,  
reduced volatility, and diversification 
benefits. Among the low-carbon and 
u t i l i t i e s  s e c t o r s  a n a l y z e d  h e r e ,  m o s t  h a v e  
l i t t l e  o r  n e g a t i v e  c o r r e l a t i o n  w i t h  o i l  a n d  
g a s  r e t u r n s ,  w i t h  t h e  e x c e p t i o n  o f  e l e c t r i c  
v e h i c l e s ,  w h i c h  h a d  a  7 8 %  c o r r e l a t i o n  f o r  
o p e r a t i n g  RO ACE s i n c e  2 0 1 0 — p o t e n t i a l l y  
resulting from the benefit that both 
s e c t o r s  r e c e i v e  f r o m  h i g h e r  o i l  p r i c e s .

2.2.3. Technological Innovation 

I n  c o n c e r t  w i t h  t h e  e m p h a s i s  o n  
i n c r e a s i n g  c o s t - e f f e c t i v e n e s s  r a t h e r  t h a n  
g r o w i n g  r e s e r v e s ,  t h e r e  a p p e a r s  t o  b e  a  
g r o w i n g  p a r t n e r s h i p  b e t w e e n  i n t e r n a t i o n a l  
o i l  c o m p a n i e s  ( I O Cs )  a n d  l a r g e  t e c h n o l o g y  
firms (in Silicon Valley and elsewhere) to 
a p p l y  p o w e r f u l  t e c h n o l o g i c a l  i n n o v a t i o n s  
(big data, cloud computing, artificial 
i n t e l l i g e n c e )  i n  o r d e r  t o  c u t  i n d u s t r y  c o s t s ,  
e n h a n c e  s a f e t y ,  a n d  t o  b o o s t  p r o d u c t i o n .  
Th e  p a r t i e s  i n i t i a l l y  v i e w e d  o n e  a n o t h e r  
w i t h  a  c e r t a i n  d e g r e e  o f  m u t u a l  s k e p t i c i s m  
o n  s u s t a i n a b i l i t y  a n d  c l i m a t e  c h a n g e  
i s s u e s ,  m a k i n g  t h e  o i l  a n d  g a s  i n d u s t r y  
“ l a t e  i n  t h e  g a m e ”  i n  e m b r a c i n g  t h e s e  
i n n o v a t i o n s .  B y  o n e  e s t i m a t e ,  b e c a u s e  
o f  t h e  t e n d e n c y  o f  t h e  o i l / g a s  i n d u s t r y  t o  
n a r r o w l y  c o m p a r t m e n t a l i z e  d a t a  r a t h e r  
t h a n  i n t e g r a t i n g  i t  u n d e r  a  m o r e  h o l i s t i c  
a p p r o a c h ,  i t  i s  e f f e c t i v e l y  u t i l i z i n g  o n l y  
1 – 5 %  o f  t h e  d a t a  p o t e n t i a l l y  a v a i l a b l e  t o  
i t . 1 5   Th i s  i s  n o w  b e g i n n i n g  t o  c h a n g e ,  w i t h  a  
n u m b e r  o f  i n i t i a t i v e s  n o w  b e i n g  l a u n c h e d :

•  B P i s  n o w  c o m b i n i n g  r e a l - t i m e  
i n f o r m a t i o n  f r o m  w e l l h e a d  a n d  o t h e r  
s e n s o r s  w i t h  i t s  o w n  m o d e l s  a n d  a n a l y t i c s ,  
w h i c h  i t  e s t i m a t e s  b o o s t e d  o u t p u t  b y  
3 0 , 0 0 0  b / d  i n  2 0 1 8 .

•  Ex x o n M o b i l  i s  n o w  p a r t n e r i n g  w i t h  
M i c r o s o f t  Cl o u d  t o  e m p l o y  s t a f f  m o r e  
efficiently, and to monitor methane leaks. 

•  Am a z o n  i s  n o w  w o r k i n g  w i t h  o i l  
services firms such as Halliburton, and 

1 4  See the IHS Markit Companies & Transactions, Upstream Competition Insight, Can Low-Carbon Be Profitable? Understanding the Value 
Pr o p o s i t i o n  o f  Al t e r n a t i v e  B u s i n e s s e s  f o r  O i l  a n d  G a s  Co m p a n i e s ,  3  J u n e  2 0 1 9 .
1 5  Co v e r a g e  o f  I HS  M a r k i t ’ s  CERAW e e k  2 0 1 9 ,  Ho u s t o n ,  Te x a s ,  U S A,  a s  r e p o r t e d  i n  “ O i l  Ru s h , ”  Th e  Ec o n o m i s t ,  1 6  M a r c h  2 0 1 9 .
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w i t h  m a j o r s  s u c h  a s  S h e l l ,  o n  d a t a - s t o r a g e  
i n i t i a t i v e s .

•  G o o g l e ’ s  p a r e n t  c o m p a n y  
Al p h a b e t  h a s  e s t a b l i s h e d  a  n e w  e n e r g y  
g r o u p ,  w h i c h  h a s  c o n c l u d e d  c o n t r a c t s  
w i t h  To t a l  a n d  An a d a r k o  Pe t r o l e u m .

•  L e v e r a g i n g  a d v a n c e s  i n  c o m p u t i n g  
a n d  b i g  d a t a ,  m a j o r s  d u r i n g  E& P a r e  n o w  
a b l e  t o  p e r f o r m  i m p o r t a n t  s e i s m i c  w o r k  ( i . e . ,  
m a p p i n g  f a u l t s )  i n  a  m a t t e r  o f  h o u r s  r a t h e r  
t h a n  m o n t h s ,  u s i n g  a  f r a c t i o n  o f  r e s o u r c e s .

•  At  Te n g i z c h e v r o i l  ( TCO ) ,  f o r  
e x a m p l e ,  v e h i c l e s  a r e  e q u i p p e d  w i t h  
f a c e - m o n i t o r i n g  s e n s o r s  t h a t  c a n  d e t e c t  
w h e n  t h e  d r i v e r  i s  f a l l i n g  a s l e e p ,  a n d  
s i g n a l  t h e  s e a t b e l t  t o  p i n g  t h e  i n d i v i d u a l ,  
t h e r e b y  a l l e v i a t i n g  r i s k s  a s s o c i a t e d  w i t h  
h u m a n  f a t i g u e .  TCO  a l s o  u s e s  I n t e g r a t e d  
O p e r a t i n g  Ce n t e r s  ( I O C)  t e c h n o l o g i e s  f r o m  
W i p r o  t o  c o l l e c t ,  m a n a g e ,  a n d  d i s s e m i n a t e  
d a t a  a c r o s s  o p e r a t i n g  s e g m e n t s .

2.2.4. International Maritime 
Organization (IMO) 2020

D o w n s t r e a m  d e v e l o p m e n t s  a l s o  a r e  
s h a p i n g  t h e  i n d u s t r y  g l o b a l l y .  A m a j o r  
d e v e l o p m e n t  t h a t  i s  a l r e a d y  a f f e c t i n g  
refinery operations is IMO 2020, a push 
t o w a r d  c l e a n e r  t r a n s p o r t a t i o n  ( b u n k e r )  

f u e l s  i n  t h e  i n t e r n a t i o n a l  s h i p p i n g  i n d u s t r y  
t h a t  w i l l  t a k e  e f f e c t  o n  1  J a n u a r y  2 0 2 0 .  
O n  t h a t  d a t e ,  t h e  I n t e r n a t i o n a l  M a r i t i m e  
O r g a n i z a t i o n  w i l l  b a n  t h e  u s e  o f  f u e l s  w i t h  
a  s u l f u r  c o n t e n t  a b o v e  0 . 5 %  ( c o m p a r e d  
t o  t h e  c u r r e n t  t h r e s h o l d  o f  3 . 5 % ) ,  u n l e s s  
s h i p s  a r e  e q u i p p e d  w i t h  s p e c i a l  s u l f u r -
c l e a n i n g  “ s c r u b b e r s . ”  Th i s  p o t e n t i a l l y  w i l l  
r e m o v e  d e m a n d  f o r  u p  t o  2 . 5  M M b / d  o f  
h i g h - s u l f u r  b u n k e r ,  w h i l e  a t  t h e  s a m e  t i m e  
it is not entirely clear whether refineries 
c a n  r a m p - u p  o u t p u t  o f  t h e  v e r y  l o w  
s u l f u r  f u e l  o i l  ( V L S F O )  i n  t i m e  t o  f u l l y  
cover demand, given significant retooling 
c o s t s .  Th e r e  a l s o  a r e  c o n c e r n s  a b o u t  
t h e  e f f e c t s  o n  s h i p s ’  e n g i n e s  o f  p o s s i b l e  
b l e n d i n g  o f  d i f f e r e n t  g r a d e s  o f  b u n k e r  
f u e l  i n  a n  a t t e m p t  t o  c o n f o r m  t o  t h e  0 . 5 %  
t h r e s h o l d  s h o u l d  s a m e - b a t c h  s u p p l i e s  
n o t  b e  a v a i l a b l e  a t  s m a l l e r  p o r t s .  “ O n -
g r a d e ”  ( c o m p l i a n t  w i t h  s u l f u r  t h r e s h o l d )  
does not necessarily equate with “fit-
for-use” (in terms of calorific value, or 
c o m p o s i t i o n  o f  c h e m i c a l s  i n  t h e  f u e l ) .  
Th e s e  u n c e r t a i n t i e s ,  a s  w e l l  a s  p o t e n t i a l  
f u t u r e  I M O  r e g u l a t i o n s  ( e . g . ,  o n  CO 2  
e m i s s i o n s )  c o u l d  d a m p e n  f u t u r e  f u e l  o i l  
d e m a n d  s h o u l d  s h i p p e r s  d e c i d e  i n s t e a d  
t o  i n v e s t  i n  L N G - p o w e r e d  v e s s e l s  w h e n  
o l d e r  v e s s e l s  a r e  r e m o v e d  f r o m  s e r v i c e .

2.3. Natural Gas: New Supplies Weigh on a Market Previously 
in Balance

2.3.1. Overview and Price Trends
Th e  w o r l d  c o n s u m e d  s o m e  3 . 8 5  t r i l l i o n  

c u b i c  m e t e r s  ( Tc m )  o f  n a t u r a l  g a s  i n  2 0 1 8 ,  
u p  5 . 3 %  f r o m  2 0 1 7 ;  a v e r a g e  a n n u a l  
c o n s u m p t i o n  g r o w t h  o v e r  t h e  p r e c e d i n g  
1 0 - y e a r  p e r i o d  ( 2 0 0 7 – 1 7 )  w a s  2 . 2 % .  
N a t u r a l  g a s  a l o n e  a c c o u n t e d  f o r  4 0 %  o f  
g l o b a l  e n e r g y  d e m a n d  g r o w t h .  O v e r  o n e  
q u a r t e r  ( 2 7 . 2 % )  o f  w o r l d  o u t p u t  w a s  
f r o m  N o r t h  Am e r i c a  ( Ca n a d a ,  M e x i c o ,  
a n d  U n i t e d  S t a t e s ) ,  w h e r e  t h e  s h a l e  
b o o m  ( p r i m a r i l y )  w a s  r e s p o n s i b l e  f o r  a  
9 . 8 %  i n c r e a s e  i n  o u t p u t  i n  2 0 1 8 ,  n e a r l y  
d o u b l e  t h e  g r o w t h  r a t e  o f  t h e  n e x t  f a s t e s t  

g r o w i n g  r e g i o n  ( M i d d l e  Ea s t ,  5 . 7 % ) .  
G i v e n  a b u n d a n t  s u p p l y ,  k e y  g l o b a l  

b e n c h m a r k  g a s  p r i c e s  ( i n  As i a ,  Eu r o p e ,  
a n d  N o r t h  Am e r i c a )  h a v e  f a l l e n  
significantly worldwide since November 
2 0 1 8 .  As i a n  L N G  s p o t  p r i c e s  f e l l  b e l o w  
$ 4 . 3 0 / M M B t u  i n  Ap r i l  2 0 1 9 ,  t h e  l o w e s t  
l e v e l  s i n c e  Ap r i l  2 0 1 6 ,  a n d  j u s t  o v e r  o n e -
t h i r d  o f  t h e i r  v a l u e  s i x  m o n t h s  e a r l i e r .  Th i s  
primarily reflects moderation in Chinese 
L N G  d e m a n d  g r o w t h ,  d u e  t o  s l o w i n g  i n  
Ch i n a ’ s  o v e r a l l  e c o n o m i c  g r o w t h  a s  w e l l  a s  
a b u n d a n t  s e a s o n a l  s u p p l y  ( r e s u l t i n g  f r o m  
o v e r s t o c k i n g  o f  r e s e r v e s  i n  a n t i c i p a t i o n  

1 6  G l o b a l l y ,  i n  2 0 1 9  i t  i s  e x p e c t e d  t h a t  a n  a d d i t i o n a l  l i q u e f a c t i o n  c a p a c i t y  o f  4 9  M M t  w i l l  b e  c o m m i s s i o n e d .
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o f  s h o r t a g e s  t h i s  p a s t  w i n t e r ) .  Eu r o p e a n  
s p o t  p r i c e s  f e l l  t o o ,  w i t h  l e v e l s  d r o p p i n g  b y  
h a l f  f r o m  S e p t e m b e r  2 0 1 8  t o  M a r c h  2 0 1 9 .  
El s e w h e r e  i n  N o r t h e a s t  As i a ,  J a p a n  a n d  
South Korea, the world’s first and third 
l a r g e s t  L N G  i m p o r t e r s ,  r e s p e c t i v e l y ,  a l s o  
f a c e  u n c e r t a i n  d e m a n d  g r o w t h  o v e r  t h e  
s h o r t  t e r m  a s  t h e  r e t u r n  o f  n u c l e a r  i n t o  t h e  
e n e r g y  m i x  c o u l d  e a t  i n t o  t h e  r o l e  o f  g a s  
( a n d  c o a l )  i n  t h e  p o w e r  g e n e r a t i o n  s e c t o r .

Th e  d e c l i n i n g  p r i c e s  i n  As i a  a l s o  
reflect increasing looseness in the global 
L N G  m a r k e t ;  n e w  l i q u e f a c t i o n  s u p p l y  
c o m i n g  o n l i n e  g l o b a l l y  ( m o s t  n o t a b l y  
f r o m  t h e  U n i t e d  S t a t e s  a n d  Au s t r a l i a )  
h a s  o u t s t r i p p e d  g l o b a l  d e m a n d  g r o w t h ,  
t r a d i t i o n a l l y  l e d  b y  As i a . 1 6  S o m e  L N G  
c a r g o e s  d e s t i n e d  f o r  As i a  h a v e  b e e n  
r e d i r e c t e d  t o  t h e  b a l a n c i n g  m a r k e t  o f  
Northwest Europe to find a home, as 
t h e  As i a n  p r e m i u m  v i s - à - v i s  Eu r o p e  h a s  
n a r r o w e d .  As  a  r e s u l t ,  Eu r o p e a n  L N G  
i m p o r t s  r o s e  t o  a n  a v e r a g e  o f  6 . 7  M M t  p e r  
m o n t h  d u r i n g  t h e  p e r i o d  O c t o b e r  2 0 1 8 –
M a r c h  2 0 1 9  v i s - à - v i s  4 . 0  M M t  p r e v i o u s l y  
( O c t o b e r  2 0 1 7 – M a r c h  2 0 1 8 ) ,  d e s p i t e  2 0 1 8  
b e i n g  t h e  t h i r d  c o n s e c u t i v e  y e a r  o f  r e c o r d  
Ru s s i a n  p i p e l i n e  g a s  d e l i v e r i e s  t o  Eu r o p e .  
Th u s  t h e  c o m p e t i t i o n  b e t w e e n  Ru s s i a n  
p i p e l i n e  g a s  a n d  L N G  i n  t h i s  m a r k e t  i s  
l i k e l y  t o  h a v e  a n  o u t s i z e d  i m p a c t  o n  t h e  
g l o b a l  g a s  t r a d e  o v e r  t h e  n e a r  t e r m .  
I HS  M a r k i t  e s t i m a t e s  t h a t  s t r o n g  L N G  
i m p o r t s  i n t o  Eu r o p e  ( a v e r a g i n g  7 . 3  M M t  
p e r  m o n t h )  w i l l  c o n t i n u e  t o  c o m p e t e  w i t h  
e s t a b l i s h e d  p i p e l i n e  s u p p l y  t o  c o m p e n s a t e  
f o r  p r o g r e s s i v e l y  d e c r e a s i n g  d o m e s t i c  
p r o d u c t i o n .  O v e r  t h e  l o n g e r  t e r m ,  w e  
e x p e c t  Eu r o p e a n  p r i c e s  t o  t r e n d  t o w a r d  
t h e  U S  l o n g - r u n  m a r g i n a l  c o s t  ( L RM C) ,  a s  
t h e  U S  i s  t h e  w o r l d ’ s  m a r g i n a l  L N G  s u p p l i e r .  

U S  n a t u r a l  g a s  p r i c e s ,  g e n e r a l l y  
b e n c h m a r k e d  b y  t h e  He n r y  Hu b  ( HH)  
i n d e x ,  a l s o  d e c l i n e d  i n  2 0 1 9 ,  f a l l i n g  f r o m  
t h e  w i n t e r  s p i k e s  i n  N o v e m b e r  2 0 1 8 ,  
w h e n  e x c e p t i o n a l l y  c o l d  w e a t h e r  l e d  t o  

a  h i g h e r  d e m a n d ,  c o u p l e d  w i t h  r e l a t i v e l y  
low storage levels. However, by the first 
q u a r t e r  2 0 1 9 ,  U S  g a s  p r o d u c t i o n  h a d  
ramped up significantly, leading to a more 
c o m f o r t a b l y  s u p p l i e d  m a r k e t ,  i n d i c a t e d  
b y  p r i c e s  d r o p p i n g  b a c k  d o w n  t o  b e l o w  
$ 3 . 0 0 / M M B t u  b y  l a t e  J a n u a r y  a n d  t o  a  
M a r c h  a v e r a g e  o f  a p p r o x i m a t e l y  $ 2 . 9 5 /
M M B t u .  Th e  d e v e l o p m e n t  o f  n e w  p l a y s  
a n d  a  r a m p - u p  i n  a s s o c i a t e d  g a s  h a v e  
a l l o w e d  f o r  u n p r e c e d e n t e d  n a t u r a l  g a s  
p r o d u c t i o n  g r o w t h  o v e r  t h e  p a s t  d e c a d e  
i n  t h e  U n i t e d  S t a t e s .  G a s  o u t p u t  f r o m  
t h e  L o w e r  4 8  s t a t e s  i n c r e a s e d  f r o m  5 2  
b i l l i o n  c u b i c  f e e t  p e r  d a y  ( B c f / d )  ( t h e  
e q u i v a l e n t  o f  5 4 6 . 1  B c m / y  a c c o r d i n g  t o  
t h e  B P S t a t i s t i c a l  Re v i e w )  i n  2 0 0 7  t o  8 3  
B c f / d  ( 8 3 1 . 8  B c m / y )  i n  2 0 1 8 .  Al t h o u g h  
t h e  r a t e  o f  p r o d u c t i o n  g r o w t h  h a d  a l r e a d y  
b e g u n  t o  t a p e r  b y  S e p t e m b e r  2 0 1 8 ,  t h e  
U n i t e d  S t a t e s  i s  e x p e c t e d  t o  s u s t a i n  
h i g h  n a t u r a l  g a s  p r o d u c t i o n  l e v e l s  ( a t  
o r  n e a r  9 0  B c f / d  [ 9 0 2  B c m / y ] )  i n t o  t h e  
2 0 2 0 s .  Th e  U n i t e d  S t a t e s  i s  n o w  a  n e t  
g a s  e x p o r t e r  ( 3  B c f / d  [ 3 1 . 5  B c m / y ] ) ,  a s  
o p p o s e d  t o  i m p o r t i n g  n e a r l y  2 0 %  o f  i t s  
n e e d s  a  d e c a d e  a g o ,  w h i c h  s u b s t a n t i a l l y  
c h a n g e d  t h e  g l o b a l  s u p p l y  p i c t u r e .  

2.3.2. LNG Consumption 
to Rise Much More Rapidly 
than Gas Consumption Overall

O v e r  t h e  l o n g e r  t e r m ,  a n d  a s  
reflected in the IHS Markit primary 
e n e r g y  c o n s u m p t i o n  p r o j e c t i o n s  a b o v e ,  
g a s  p r o d u c t i o n  a n d  c o n s u m p t i o n  a r e  
e x p e c t e d  t o  e x p a n d  v i g o r o u s l y ,  s p u r r e d  
b y  t h e  c o n s o l i d a t i o n  o f  a  g l o b a l  m a r k e t  f o r  
n a t u r a l  g a s  b r o u g h t  a b o u t  b y  e x p a n d i n g  
L N G  t r a d e .  Co n t i n u e d  g r o w t h  i n  U S  L N G  
e x p o r t s  a n d  a  g e n e r a l  r i s e  i n  s p o t  L N G  
d e l i v e r i e s  l e d  t o  g l o b a l  L N G  t r a d e  s e t t i n g  
a record for the fifth consecutive year in 
2 0 1 8 ,  r e a c h i n g  3 1 6 . 5  M M t  a c c o r d i n g  t o  t h e  
I n t e r n a t i o n a l  G a s  U n i o n  ( t h e  e q u i v a l e n t  o f  

1 7  h t t p s : / / w w w . i g u . o r g / n e w s / i g u - r e l e a s e s - 2 0 1 9 - w o r l d - l n g - r e p o r t .   
1 8  O n  1 0  M a y  2 0 1 9 ,  t h e  Tr u m p  a d m i n i s t r a t i o n ,  c l a i m i n g  t h a t  Ch i n a  r e n e g e d  o n  c o m m i t m e n t s  f r o m  p r e v i o u s  n e g o t i a t i o n s ,  a n n o u n c e d  i t  w o u l d  
i n c r e a s e  t a r i f f s  o n  $ 2 0 0  b i l l i o n  o f  Ch i n e s e  i m p o r t s  f r o m  t h e  1 0 %  i m p o s e d  i n  S e p t e m b e r  2 0 1 8  t o  2 5 % .  O n  1 3  M a y  2 0 1 9 ,  Ch i n a ’ s  M i n i s t r y  o f  F i n a n c e  
a n n o u n c e d  t h a t  Ch i n a  w i l l  i n c r e a s e  t a r i f f s  o n  $ 6 0  b i l l i o n  o f  U S  g o o d s  e f f e c t i v e  1  J u n e  2 0 1 9 .  Th i s  i s  t h e  f o u r t h  t i m e  s i n c e  m i d - 2 0 1 8  t h a t  Ch i n a  
r a i s e d  t a r i f f s  o n  s e l e c t e d  U S  g o o d s  i n  r e s p o n s e  t o  t h e  U S ’ s  t a r i f f  i n c r e a s e s  o n  Ch i n a .
1 9  S e e  t h e  I HS  M a r k i t  Re g i o n a l  Po w e r ,  G a s ,  Co a l ,  a n d  Re n e w a b l e s  I n s i g h t ,  N e w  Ta r i f f s  o n  U S  En e r g y  a n d  Pe t r o c h e m i c a l  Pr o d u c t s  i n t o  Ch i n a ,  2 4  
M a y  2 0 1 9 .  



CHAPTER 2 .  O V ERV I EW  O F  RECEN T G L O B AL  EN ERG Y  TREN D S  
AN D  O U TL O O K  F O R PRO D U CTI O N  AN D  CO N S U M PTI O N  O F  EN ERG Y

2 9

4 3 1  B c m  a c c o r d i n g  t o  t h e  B P S t a t i s t i c a l  
Re v i e w ) . 1 7  This marks a significant 
i n c r e m e n t  o f  2 8 . 2  M M t ,  o r  9 . 8 % ,  f r o m  
2 0 1 7 — t h e  t h i r d - l a r g e s t  a n n u a l  i n c r e a s e  
e v e r  ( b e h i n d  o n l y  2 0 1 0  a n d  2 0 1 7 ) .  I HS  
M a r k i t  p r o j e c t s  g l o b a l  L N G  d e m a n d  t o  
i n c r e a s e  f r o m  a b o u t  3 2 0  m i l l i o n  m e t r i c  
t o n s  ( M M t )  i n  2 0 1 8  t o  4 6 5  M M t  ( ~ 6 2 5  
B c m / y )  b y  t h e  m i d - 2 0 2 0 s  a n d  t o  r e a c h  
m o r e  t h a n  6 3 0  M M t  ( ~ 8 5 0  B c m / y )  b y  
t h e  m i d - 2 0 3 0 s .  Co s t  c o m p e t i t i o n  w i l l  b e  a  
k e y  d r i v e r  b e h i n d  f u t u r e  p r o j e c t s  m o v i n g  
f o r w a r d .  G i v e n  t h e  l a r g e  p o t e n t i a l  f o r  U S  
e x p o r t s  ( b o t h  d u e  t o  t h e  h i g h  n u m b e r  
o f  c o m p e t i n g  p r o p o s a l s  a n d  t h e  v a s t  
l o w - c o s t  g a s  r e s o u r c e  b a s e ) ,  U S  L N G  i s  
e x p e c t e d  t o  s e t  a  k e y  b e n c h m a r k  t h a t  a l l  
f u t u r e  s u p p l y  w i l l  h a v e  t o  c o m p e t e  w i t h  
( i . e . ,  t o  a c t  a s  t h e  m a r g i n a l  s u p p l i e r ) .

G l o b a l  L N G  t r a d e  i s  n o t  e x p e c t e d  t o  
b e  a f f e c t e d  g r e a t l y  b y  t h e  e s c a l a t i o n  i n  
Ch i n e s e  t a r i f f s  o n  i m p o r t s  o f  L N G  f r o m  t h e  
U n i t e d  S t a t e s ,  f r o m  1 0 %  i n  2 4  S e p t e m b e r  
2 0 1 8  t o  2 5 %  o n  1  J u n e  2 0 1 9 .  Th e s e  
t a r i f f s  a r e  p a r t  o f  Ch i n e s e  r e s p o n s e  t o  
t h e  o n g o i n g  t r a d e  d i s p u t e  b e t w e e n  t h e  
t w o  c o u n t r i e s . 1 8   Th e  U n i t e d  S t a t e s  i s  
c u r r e n t l y  n o t  a  m a j o r  s u p p l i e r  o f  L N G  t o  
Ch i n a ,  a n d  t h e  U n i t e d  S t a t e s  i s  e x p e c t e d  
to easily find alternative markets given 
t h e  h i g h  L N G  d e m a n d  g l o b a l l y ;  s i m i l a r l y ,  
China can readily find other suppliers for 
t h i s  s m a l l  p o r t i o n  o f  i t s  i m p o r t  d e m a n d .  
I n  2 0 1 8 ,  t h e  U n i t e d  S t a t e s  a c c o u n t e d  f o r  
only 4.1% of China’s LNG imports, a figure 
t h a t  h a d  d r o p p e d  t o  1 . 4 %  i n  Q 1  2 0 1 9 . 1 9   

2.3.3. Domestic Gas Production 
Slides in Key Markets, with 
Imports Filling the Gap

G l o b a l  t r a d e  o f  n a t u r a l  g a s  i s  r i s i n g ,  
s p u r r e d  n o t  o n l y  b y  t h e  g r o w i n g  t r a d e  
i n  L N G ,  b u t  a l s o  b y  n e w  i n t e r n a t i o n a l  

p i p e l i n e s ,  e s p e c i a l l y  o u t  o f  Ru s s i a .  Th e  
c o r o l l a r y  o f  t h i s  i n c r e a s e d  t r a d e  i s  t h a t  
i n d i g e n o u s  g a s  p r o d u c t i o n — t h a t  i s ,  g a s  
p r o d u c e d  a n d  c o n s u m e d  i n - c o u n t r y — i s  
l o s i n g  m a r k e t  s h a r e  a t  a  g l o b a l  l e v e l ,  a t  
l e a s t  o u t s i d e  o f  N o r t h  Am e r i c a .   Th e  m a i n  
d r i v e r  o f  t h i s  t r e n d  i s  r i s i n g  g a s  d e m a n d  i n  
Ch i n a  a n d  I n d i a ,  w h i c h  h a s  o v e r t a k e n  t h e  
a b i l i t y  o f  t h e s e  m a r k e t s  t o  s o u r c e  a l l  t h e i r  
g a s  d e m a n d  i n d i g e n o u s l y .  I n  t h e  c a s e  
o f  Ch i n a ,  t h i s  d e m a n d  g r o w t h  i s  l e a d i n g  
t o  s h a r p l y  r i s i n g  i m p o r t  d e p e n d e n c y . 2 0   

S e c o n d ,  m a t u r e  m a r k e t s  w i t h  a  l o n g  
h i s t o r y  o f  n a t u r a l  g a s  p r o d u c t i o n — s u c h  a s  
t h e  N e t h e r l a n d s  a n d  t h e  U n i t e d  K i n g d o m —
h a v e  p a s s e d  t h e i r  p l a t e a u  p r o d u c t i o n  a n d  
a r e  i n  a  s e c u l a r ,  l o n g - t e r m  d e c l i n e .  Th e  
s a m e  i s  t r u e  o f  s o m e  e m e r g i n g  e c o n o m i e s  
( e . g . ,  Pa k i s t a n  a n d  Th a i l a n d ) ,  w h e r e  
p r o d u c t i o n  a p p e a r s  t o  h a v e  r e a c h e d  
m a x i m u m  l e v e l s  j u s t  a s  t h e i r  d e m a n d  
i s  s e t  t o  s o a r .  Ad d i t i o n a l l y ,  m a n y  l e g a c y  
L N G  e x p o r t e r s  a r e  s t r u g g l i n g  t o  m a i n t a i n  
e x p o r t s  w h i l e  a l s o  m e e t i n g  t h e i r  r i s i n g  
d o m e s t i c  n e e d s — e . g . ,  Al g e r i a ,  I n d o n e s i a ,  
M a l a y s i a ,  a n d  Tr i n i d a d .  B o t h  M a l a y s i a  a n d  
I n d o n e s i a  a r e  n o w  t u r n i n g  t o  L N G  i m p o r t s .

Th e  d e c l i n e  o f  i n d i g e n o u s  p r o d u c t i o n  
i n  m a n y  o f  t h e s e  m a r k e t s  i s  a  r e s u l t  o f  
t w o  f a c t o r s :  g e o l o g y  a n d  p o l i c y .  I n  t e r m s  
o f  g e o l o g y ,  m a n y  c o u n t r i e s  m a y  e i t h e r  
l a c k  r e s o u r c e s  o r  h a v e  r e a c h e d  a  s t a g e  
o f  b a s i n  m a t u r i t y  w h e r e  d e c l i n e  i n e v i t a b l y  
s e t s  i n .  Ho w e v e r ,  i n  m a n y  c a s e s ,  t h e  
s h o r t a g e  o f  p r o d u c t i o n  i s  e x a c e r b a t e d  
b y  p o l i c y  d e c i s i o n s  t h a t  a r e  n o t  s e t t i n g  
t h e  a p p r o p r i a t e  i n c e n t i v e s  t o  s p u r  
i n v e s t m e n t .  W e  b e l i e v e  t h a t  t h e  l a t t e r  
f a c t o r  i s  p a r t i c u l a r l y  s a l i e n t  i n  K a z a k h s t a n  
a n d  e x p l o r e  p o s s i b l e  p o l i c y  r e s p o n s e s  i n  
s u b s e q u e n t  c h a p t e r s  o n  o i l  a n d  n a t u r a l  
g a s .  W h i l e  t h e  r o c k s  a r e  t h e  s i n e  q u a  
n o n  o f  h y d r o c a r b o n  p r o d u c t i o n ,  e c o n o m i c  
i n c e n t i v e s  a r e  t h e  c a t a l y s t .  M o r e o v e r ,  t h e  
r e s p o n s i v e n e s s  o f  p r o d u c t i o n  t o  p r i c e  

2 0  S e e  I HS  M a r k i t ,  G l o b a l  G a s  S t r a t e g i c  Re p o r t ,  U n d e r  O u r  F e e t :  L e s s o n s  i n  h o w  t o  s p u r  i n d i g e n o u s  g a s  p r o d u c t i o n ,  2  Ap r i l  2 0 1 9 .  Ch i n a  c o n s u m e d  
2 8 0  B c m  i n  2 0 1 8 ,  u p  1 8 %  f r o m  2 0 1 7 ;  1 2 5 . 7  B c m  o f  t h i s  w a s  i m p o r t e d .
2 1  U n l e s s  o t h e r w i s e  n o t e d ,  t h e  t e r m  r e n e w a b l e  e n e r g y  r e f e r s  t o  s o l a r ,  w i n d ,  b i o - p o w e r ,  a n d  g e o t h e r m a l  e n e r g y .   
2 2  S e e  REN  2 1 ,  Re n e w a b l e s  2 0 1 9 ,  G l o b a l  S t a t u s  Re p o r t ,  Pa r i s :  REN 2 1  S e c r e t a r i a t ;  B P S t a t i s t i c a l  Re v i e w  o f  W o r l d  En e r g y  2 0 1 8 ,  h t t p s : / / w w w .
b p . c o m / c o n t e n t / d a m / b p / e n / c o r p o r a t e / p d f / e n e r g y - e c o n o m i c s / s t a t i s t i c a l - r e v i e w / b p - s t a t s - r e v i e w - 2 0 1 8 - f u l l - r e p o r t . p d f ;  a n d  B P S t a t i s t i c a l  Re v i e w  o f  
W o r l d  En e r g y  2 0 1 9 ,   
h t t p s : / / w w w . b p . c o m / c o n t e n t / d a m / b p / b u s i n e s s - s i t e s / e n / g l o b a l / c o r p o r a t e / p d f s / e n e r g y - e c o n o m i c s / s t a t i s t i c a l - r e v i e w / b p - s t a t s - r e v i e w - 2 0 1 9 - f u l l -
r e p o r t . p d f .



N ATI O N AL  EN ERG Y  REPO RT

3 0

2 3  Re n e w a b l e  p o w e r  n o w  a c c o u n t s  f o r  o n e - t h i r d  o f  g l o b a l  g e n e r a t i o n  c a p a c i t y  g l o b a l l y   
( h t t p s : / / w w w . i r e n a . o r g / n e w s r o o m / p r e s s r e l e a s e s / 2 0 1 9 / Ap r / Re n e w a b l e - En e r g y - N o w - Ac c o u n t s - f o r - a - Th i r d - o f - G l o b a l - Po w e r - Ca p a c i t y ) .   
2 4  I n v e s t m e n t  i n  s o l a r  p o w e r ,  w h i c h  w a s  $ 1 3 9 . 7  b i l l i o n  i n  2 0 1 8 ,  w a s  d o w n  2 2 %  f r o m  2 0 1 7 ,  d u e  l a r g e l y  t o  l o w e r  u n i t  c o s t s  f o r  s o l a r  p o w e r  a n d  t o  
c h a n g e s  i n  Ch i n a ’ s  p h o t o v o l t a i c  ( PV )  m a r k e t .  W i n d  p o w e r  i n v e s t m e n t  i n c r e a s e d  2 %  i n  2 0 1 8 ,  t o  $ 1 3 4 . 1  b i l l i o n .   
2 5  S e e  t h e  I HS  M a r k i t  S t r a t e g i c  Re p o r t ,  Re n e w a b l e  Co s t  Re d u c t i o n s :  Ch i n a  a t  S c a l e  i n  N e w  W o r l d  o f  Ri v a l r i e s :  Re s h a p i n g  t h e  e n e r g y  f u t u r e ,  1 8  
Ap r i l  2 0 1 9 .

2.4. Renewables: Mileposts Being Reached Despite Headwinds
Co m p a r e d  t o  t h e  w e l l - e s t a b l i s h e d  

e n e r g y  c a r r i e r s  o f  t h e  p r e v i o u s  c e n t u r y  
( o i l ,  g a s ,  a n d  c o a l ) ,  r a t e s  o f  g r o w t h  
a n d  c a p a c i t y  i n s t a l l a t i o n  i n  r e n e w a b l e  
e n e r g y 2 1   h a v e  b e e n  s p e c t a c u l a r  i n  t h e  
n e w  c e n t u r y ,  s i n c e  2 0 0 0  ( a l b e i t  f r o m  a  
s m a l l  b a s e ) .   I n s t a l l e d  s o l a r  p h o t o v o l t a i c  
( PV )  c a p a c i t y  g l o b a l l y  i n  2 0 1 8  h a d  
r e a c h e d  a  t o t a l  o f  5 0 5  g i g a w a t t s  ( G W ) ,  
w i t h  c a p a c i t y  a d d i t i o n s  o v e r  t h e  1 0 - y e a r  
p e r i o d  2 0 0 6 – 1 6  g r o w i n g  a t  a n  a v e r a g e  
a n n u a l  r a t e  o f  4 9 % .  I n s t a l l e d  w i n d  
t u r b i n e  c a p a c i t y  w a s  s o m e w h a t  l a r g e r  
( 5 9 1  G W  i n  2 0 1 8 ) ,  w i t h  c a p a c i t y  a d d i t i o n s  
g r o w i n g  a t  r o u g h l y  h a l f  t h e  r a t e  o f  s o l a r  
( 2 0 %  a n n u a l  a v e r a g e  d u r i n g  2 0 0 6 –
1 6 ) . 2 2   W h e n  t h e  m e t r i c  i s  g e n e r a t i o n ,  
r a t h e r  t h a n  c a p a c i t y ,  t r e n d s  a r e  b r o a d l y  
s i m i l a r :  g l o b a l  s o l a r  g e n e r a t i o n  w a s  5 8 4 . 6  
t e r a w a t t - h o u r s  [ TW h ]  i n  2 0 1 8 ,  a n d  g r e w  
b y  2 8 . 9 %  a n n u a l l y  d u r i n g  2 0 0 7 – 1 7 ;  w i n d  
g e n e r a t i o n  w a s  1 , 2 7 0 . 0  TW h ,  g r o w i n g  b y  
1 2 . 6 %  a n n u a l l y .  An d  I HS  M a r k i t  p r o j e c t s  
t h a t  a g g r e g a t e  n e w  r e n e w a b l e  c a p a c i t y  
c o m i n g  o n  l i n e  g l o b a l l y  d u r i n g  t h e  n e x t  s i x  
y e a r s  2 0 1 9 – 2 5  ( 1 , 1 0 0  G W )  w i l l  b e  r o u g h l y  
e q u i v a l e n t  t o  t h e  t o t a l  e x i s t i n g  i n  2 0 1 8 .  

Th e  y e a r  2 0 1 8  w i t n e s s e d  
s e v e r a l  i m p o r t a n t  m i l e p o s t s  i n  t h e  
d e v e l o p m e n t  o f  r e n e w a b l e  e n e r g y :

•  Th e  c o s t  o f  t h e  l o w e s t  p r i c e d  s o l a r  
PV  a n d  o n s h o r e  w i n d  c o n t r a c t s  ( b i d s  
w o n  t h r o u g h  a u c t i o n s )  f e l l  b e l o w  $ 2 5  
p e r  m e g a w a t t - h o u r  ( M W h ) ;  t h e s e  
a r e  c o m p e t i t i v e  w i t h  f o s s i l  f u e l –
fired capacity in many locations.

•  Th e  n u m b e r  o f  c o u n t r i e s  g e n e r a t i n g  

p o w e r  f r o m  o f f s h o r e  w i n d  i n c r e a s e d  t o  
1 5 ,  w i t h  o t h e r s  ( e . g . ,  Po r t u g a l )  s l a t e d  t o  
j o i n  i n  2 0 1 9 .

•  L e a s e  a u c t i o n s  i n  D e c e m b e r  f o r  
o f f s h o r e  w i n d  a c r e a g e  i n  t h e  U S  N o r t h e a s t  
( c o a s t )  s e t  r e c o r d s  f o r  a g g r e g a t e  v o l u m e s .

•  G e r m a n y  a n n o u n c e d  a  p l a n  t o  
c o m p l e t e l y  p h a s e  o u t  c o a l  b y  2 0 3 8 .

•  Co n s i d e r i n g  o n l y  ( n o n - h y d r o p o w e r )  
r e n e w a b l e  e l e c t r i c  g e n e r a t i o n  c a p a c i t y ,  a t  
l e a s t  4 5  c o u n t r i e s  h a v e  t o p p e d  t h e  1  G W  
m a r k ,  w h i l e  1 7  c o u n t r i e s  h a v e  m o r e  t h a n  1 0  
G W  c o m b i n e d  o f  w i n d  p o w e r ,  s o l a r  PV ,  b i o -
p o w e r ,  a n d  g e o t h e r m a l  p o w e r .  At  l e a s t  n i n e  
c o u n t r i e s  p r o d u c e  m o r e  t h a n  2 0 %  o f  t h e i r  
e l e c t r i c i t y  f r o m  w i n d  e n e r g y  a n d  s o l a r  PV .

Y e t ,  d e s p i t e  t h e s e  m i l e s t o n e s  a n d  
p a s t  r a p i d  r a t e s  o f  g r o w t h ,  r e n e w a b l e s  
a c c o u n t e d  f o r  o n l y  o n e - t h i r d  o f  t h e  
i n c r e a s e  i n  t o t a l  e l e c t r i c  p o w e r  g e n e r a t i o n  
i n  2 0 1 8  ( a l b e i t  a c c o u n t i n g  f o r  m o r e  t h a n  
three-fifths of new capacity additions). 2 3

An d  p r o g r e s s  i n  r e n e w a b l e s  r e m a i n s  
c o n c e n t r a t e d  i n  p o w e r  g e n e r a t i o n ,  w i t h  
f a r  l e s s  g r o w t h  o c c u r r i n g  t h u s  f a r  i n  
h e a t i n g ,  c o o l i n g ,  a n d  t r a n s p o r t  ( e . g . ,  l e s s  
t h a n  a  t h i r d  o f  a l l  c o u n t r i e s  w o r l d w i d e  
h a v e  m a n d a t o r y  b u i l d i n g  e n e r g y  c o d e s  
i n  p l a c e  r e g u l a t i n g  h e a t i n g  a n d  c o o l i n g  
efficiency). And global new investment 
i n  r e n e w a b l e  p o w e r  a n d  f u e l s  ( i n  t h i s  
c a s e  i n c l u d i n g  h y d r o p o w e r  p r o j e c t s  
o f  5 0  M W  c a p a c i t y  a n d  s m a l l e r )  w a s  
$ 2 8 8 . 9  b i l l i o n  i n  2 0 1 8 ,  a  d e c r e a s e  o f  
1 1 %  c o m p a r e d  t o  t h e  p r e v i o u s  y e a r . 2 4  

s i g n a l s  i s  t o o  o f t e n  u n d e r e s t i m a t e d .  I n  
m o s t  c o u n t r i e s ,  i n c l u d i n g  K a z a k h s t a n ,  
g a s  a n d  e l e c t r i c i t y  e n d - u s e r  p r i c i n g  i s  
a  p o l i t i c a l l y  s e n s i t i v e  i s s u e ,  a n d  t h e  
p a s s - t h r o u g h  o f  i n c r e a s i n g  c o s t s  i s  
p r o b l e m a t i c .  I n  t h e  c a s e  o f  d e v e l o p i n g  

e c o n o m i e s ,  p o l i c y m a k e r s  m u s t  a d d r e s s  
t o u g h  i s s u e s  i n v o l v i n g  a f f o r d a b i l i t y .  
Th i s  c h a l l e n g e  s h o u l d  n o t  b e  c o n f u s e d  
or conflated with the issue of efficient 
p r i c i n g  i n c e n t i v e s ,  b u t  a l l  t o o  o f t e n  i t  i s .  
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2.4.1. China’s Example: Policies 
to Achieve Scale Economies 
Lead to Cost Reductions

M u c h  o f  t h e  u n d e r l y i n g  s t o r y  b e h i n d  
t h e  r a p i d  r o l l - o u t  o f  r e n e w a b l e  e n e r g y  
g l o b a l l y  i n v o l v e s  c o s t  r e d u c t i o n s  t h r o u g h  
a c h i e v i n g  s c a l e  e c o n o m i e s ,  w h i c h  a r e  
o n l y  p o s s i b l e  w h e n  p o l i c i e s  a r e  a l i g n e d  
t o  s u p p o r t  w i d e s p r e a d  a d o p t i o n .  O n e  o f  
t h e  b e s t  e x a m p l e s  i s  Ch i n a . 2 5   Ch i n a  n o w  
a c c o u n t s  f o r  o n e - t h i r d  o f  g l o b a l  r e n e w a b l e  
c a p a c i t y ,  a d d i n g  4 4  g i g a w a t t s  ( G W )  o f  
s o l a r  p h o t o v o l t a i c  ( PV )  a n d  2 1  G W  o f  w i n d  
c a p a c i t y  i n  2 0 1 8  a l o n e  ( h a l f  o f  t h e  w o r l d ’ s  
t o t a l  a d d i t i o n s  f o r  b o t h  t e c h n o l o g i e s  
in that year). China’s renewable fleet 
g e n e r a t e s  e n o u g h  e l e c t r i c i t y  t o d a y  t o  
p o w e r  G e r m a n y ,  t h e  w o r l d ’ s  f o u r t h - l a r g e s t  
e c o n o m y .  Y e t  o n l y  1 0  y e a r s  a g o  Ch i n a  
h a d  a l m o s t  n o  PV  p r o j e c t s  a n d  o n l y  a  f e w  
t h o u s a n d  w i n d  t u r b i n e s ,  8 0 %  o f  w h i c h  
w e r e  m a n u f a c t u r e d  b y  f o r e i g n  s u p p l i e r s .  

Th e  c a t a l y s t  f o r  r e n e w a b l e s  d e v e l o p m e n t  
w a s  t h e  d e s i r e  t o  r e d u c e  a i r  p o l l u t i o n  
i n  Ch i n a ’ s  e a s t e r n  c i t i e s  a n d  p a r t i c u l a r l y  
B e i j i n g ,  w h i c h  w o u l d  b e  i n  t h e  g l o b a l  
s p o t l i g h t  d u r i n g  t h e  2 0 0 8  B e i j i n g  S u m m e r  
O l y m p i c  G a m e s .  Th e  Ch i n e s e  g o v e r n m e n t  
r e c o g n i z e d  t h a t  t h e  g e n e r a t i o n  c o s t  f o r  
r e n e w a b l e s  i s  d r i v e n  p r i m a r i l y  b y  u p - f r o n t  
c a p e x — e q u i p m e n t  a n d  c o n s t r u c t i o n .  F o r  
w i n d  a n d  s o l a r  PV ,  f o r  i n s t a n c e ,  c a p e x  
a c c o u n t s  f o r  8 5 – 9 0 %  o f  t h e  c o s t .  To  
m a k e  r e n e w a b l e s  m o r e  c o m p e t i t i v e ,  
t h e  m a i n  t a s k  w a s  t o  r e d u c e  c a p e x .  

O n e  l e s s o n  Ch i n a  h a d  a l r e a d y  
l e a r n e d  i n  b e c o m i n g  a  m a n u f a c t u r i n g  
s u p e r p o w e r  w a s  t h a t  m a s s - p r o d u c i n g  
a  s t a n d a r d i z e d  p r o d u c t  w i t h  f u l l  s u p p l y  
c h a i n  s u p p o r t  c a n  r e s u l t  i n  e c o n o m i e s  
o f  s c a l e  a n d  r a p i d  c o s t  r e d u c t i o n s .  To  
g e t  t o  s u c h  s c a l e  i n  r e n e w a b l e s ,  h i g h e r  
d e m a n d  w o u l d  b e  n e e d e d .  Au t h o r i t i e s  
i s s u e d  p o l i c i e s  t o  s p u r  r e n e w a b l e  e n e r g y  
i n v e s t m e n t  a n d  d e v e l o p m e n t ,  s t a r t i n g  
first with wind power. Binding targets 
were placed in the country’s five-year 
p l a n s ,  a n d  p r o v i n c i a l  a u t h o r i t i e s  d e v i s e d  

preferential fiscal policies for renewables. 
I n  2 0 0 9 ,  B e i j i n g  i n t r o d u c e d  f e e d - i n  
t a r i f f s  ( F I Ts )  f o r  w i n d  p o w e r .  O v e r  t h e  
n e x t  d e c a d e ,  c a p a c i t y  g r e w  t w e n t y f o l d .  

S o l a r  p o w e r  d e v e l o p m e n t  c a m e  l a t e r ,  
b u t  i t s  g r o w t h  w a s  f a s t e r ,  p a r t l y  b e c a u s e  
Ch i n e s e  s o l a r  p a n e l  m a n u f a c t u r e r s  h a d  
a l r e a d y  b e e n  s u p p l y i n g  t h e  g l o b a l  m a r k e t .  
B e i j i n g  a n n o u n c e d  a  F I T f o r  u t i l i t y - s c a l e  
s o l a r  PV  i n  2 0 1 1 ,  a n d  i n  t w o  y e a r s ,  
i n s t a l l e d  PV  c a p a c i t y  i n  Ch i n a  h a d  g r o w n  
s e v e n f o l d ,  t o  1 5  G W ,  t h e  s e c o n d  l a r g e s t  i n  
t h e  w o r l d  a f t e r  G e r m a n y .  Th e  g o v e r n m e n t  
t h e n  a n n o u n c e d  d i s t r i b u t e d  PV  i n c e n t i v e s  
t o  e n c o u r a g e  b u s i n e s s e s  a n d  h o u s e h o l d s  
t o  i n s t a l l  s o l a r  p a n e l s  o n  r o o f t o p s .  I n  
2 0 1 8 ,  h a l f  o f  t h e  c o u n t r y ’ s  n e w  PV  p l a n t s  
w e r e  d i s t r i b u t e d  p r o j e c t s .  B y  t h e  e n d  o f  
2 0 1 8 ,  i n s t a l l e d  c a p a c i t y  i n  Ch i n a  r e a c h e d  
1 7 5  G W  f o r  s o l a r  a n d  1 8 4  G W  w i n d ;  
b o t h  a r e  b y  f a r  t h e  l a r g e s t  i n  t h e  w o r l d .

To  p a y  f o r  t h e  r e n e w a b l e  s u b s i d i e s  
d u r i n g  t h e  b u i l d - o u t ,  t h e  g o v e r n m e n t  
s e t  u p  a  r e n e w a b l e  e n e r g y  f u n d  b a s e d  
o n  a  s u r c h a r g e  i n  r e t a i l  e l e c t r i c i t y  t a r i f f s .  
I n  o t h e r  w o r d s ,  c o n s u m e r s  b o r e  s o m e  
r e s p o n s i b i l i t y  f o r  p a y i n g  f o r  t h e  r e n e w a b l e  
s u b s i d i e s .  Th e  r e n e w a b l e  e n e r g y  f e e  
s u r g e d  f r o m  0 . 0 0 1  y u a n /  k W h  i n  2 0 0 6  
t o  0 . 0 1 9  y u a n / k W h  b y  t h e  e n d  o f  2 0 1 8 ,  
b u t  i t s  g r o w t h  r a t e  w a s  n o n e t h e l e s s  
d w a r f e d  b y  t h e  s w i f t  u p t a k e  o f  r e n e w a b l e  
p o w e r .  As  a  r e s u l t ,  t h e  r e n e w a b l e  
f u n d  a c c r u e d  a  m o u n t i n g  s h o r t f a l l ,  
e s t i m a t e d  b y  I HS  M a r k i t  a t  1 5 0  b i l l i o n  
y u a n  ( $ 2 1 . 8  b i l l i o n )  b y  t h e  e n d  o f  2 0 1 8 .

As  w i n d  a n d  s o l a r  c o s t s  h a v e  d e c l i n e d ,  
a n d  i n  o r d e r  t o  a d d r e s s  t h e  s h o r t f a l l  i n  
t h e  r e n e w a b l e  e n e r g y  f u n d ,  t h e  Ch i n e s e  
g o v e r n m e n t  o v e r  t h e  p a s t  d e c a d e  h a s  
s t a r t e d  t o  w i n d  d o w n  i n c e n t i v e s .  B e t w e e n  
2 0 0 9  a n d  2 0 1 8 ,  B e i j i n g  r e d u c e d  t h e  w i n d  
p o w e r  F I T b y  a s  m u c h  a s  2 2 % ,  w i t h  t h e  
a i m  t h a t  t a r i f f s  w o u l d  r e a c h  p a r i t y  w i t h  c o a l  
p l a n t s  b y  2 0 2 0 .  I t  a l s o  c u t  t h e  F I T f o r  u t i l i t y -
s c a l e  s o l a r  p r o j e c t s  b y  4 0 – 5 6 %  b e t w e e n  
2 0 1 1  a n d  2 0 1 8 .  Th i s  p r e s s u r e d  e q u i p m e n t  
s u p p l i e r s  t o  c o n t i n u e  m a k i n g  t e c h n o l o g i c a l  

2 6  S e e  t h e  I HS  M a r k i t :  Re g i o n a l  Po w e r ,  G a s ,  Co a l ,  a n d  Re n e w a b l e s  I n s i g h t ,  Ch i n a ’ s  Re n e w a b l e s  Po l i c i e s :  Pa v i n g  t h e  r o a d  t o w a r d  a  s u b s i d y - f r e e  
m a r k e t ,  2 7  M a y  2 0 1 9 .   
2 7  D u r i n g  2 0 1 9 – 2 0 ,  I HS  M a r k i t  e x p e c t s  Ch i n a ’ s  w i n d  a n d  s o l a r  c a p a c i t y  a d d i t i o n s  t o  s t a b i l i z e  b e t w e e n  2 0 – 2 1  G W  a n d  4 1 – 4 3  G W ,  r e s p e c t i v e l y .
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i m p r o v e m e n t s  a n d  c u t t i n g  c o s t s .  As  Ch i n a  
s h i f t s  t o  a u c t i o n s  ( t e n d e r s ;  s e e  b e l o w )  a s  
the financing method for new renewable 
p o w e r  a d d i t i o n s ,  p r i c e s  o f  g e n e r a t e d  
p o w e r  a r e  e x p e c t e d  t o  f a l l  f u r t h e r . 2 6  

Al t h o u g h  s u b s i d i e s  ( i n c l u d i n g  F I Ts )  
w e r e  t h e  p r e f e r r e d  m e c h a n i s m  e a r l y  i n  
t h e  h i s t o r y  o f  t h e  r e n e w a b l e s  r o l l - o u t  
g l o b a l l y ,  a u c t i o n s  ( t e n d e r s )  a r e  n o w  t h e  
m o s t  w i d e l y  u s e d  a l l o c a t i o n  m e c h a n i s m  
f o r  r e n e w a b l e  p o w e r  c a p a c i t y  a d d i t i o n s .  
Th e  m a i n  a d v a n t a g e  o f  t e n d e r s  i s  t h a t  
c o m p e t i t i v e  b i d d i n g  h e l p s  d r i v e  d o w n  
p r i c e s  b y  i n c r e a s i n g  c o s t  t r a n s p a r e n c y ,  
a n d  a s  a  r e s u l t ,  r e d u c e s  p r o c u r e m e n t  
c o s t s  f o r  o f f - t a k e r s  a n d  s u b s i d y  c o s t s  f o r  
g o v e r n m e n t s .  Co u n t r i e s  t h a t  a c c o u n t  f o r  
8 0 %  o f  g l o b a l  c a p a c i t y  g r o w t h  t o  2 0 2 5  
h a v e  l a u n c h e d  o r  a n n o u n c e d  t e n d e r s  a s  
o n e  o f  t h e  o p t i o n s  f o r  c a p a c i t y  a d d i t i o n s .

I n  Ch i n a ,  a  m a j o r  s t e p  i n  t h i s  d i r e c t i o n  
w a s  t a k e n  i n  Ap r i l  2 0 1 9 ,  w h e n  Ch i n a ’ s  
N a t i o n a l  En e r g y  Ad m i n i s t r a t i o n  ( N EA)  
r e l e a s e d  t w o  d r a f t  p o l i c i e s — t h e  W o r k  
Pl a n  f o r  Pr o m o t i n g  G r i d - Pa r i t y  W i n d  a n d  
S o l a r  Ph o t o v o l t a i c  ( PV )  Po w e r  w i t h o u t  
S u b s i d y  a n d  t h e  N o t i c e  o f  Re q u i r e m e n t s  
o n  W i n d  a n d  S o l a r  PV  Po w e r  Co n s t r u c t i o n  
M a n a g e m e n t .  Th e s e  p o l i c i e s  d i v i d e  
t h e  r e n e w a b l e  m a r k e t  i n t o  g r i d - p a r i t y  
( u n s u b s i d i z e d )  a n d  s u b s i d i z e d  p r o j e c t s ,  
a n d  p r o v i d e  d e t a i l e d  g u i d a n c e  o n  
r e n e w a b l e  m a r k e t  d e v e l o p m e n t .  As  
i n c e n t i v e s ,  g r i d - p a r i t y  p r o j e c t s  w i l l  r e c e i v e  
p r i o r i t i z e d  a c c e s s  t o  t h e  n a t i o n a l  e l e c t r i c i t y  
g r i d ,  g u a r a n t e e d  f u l l  g e n e r a t i o n  d i s p a t c h  
f o r  2 0  y e a r s ,  e a s i e r  l a n d  a c c e s s ,  r e d u c e d  
grid-access charges, and cheap financing. 

Th e  p o l i c y  g u i d a n c e  i n  e a c h  m a r k e t  
s e g m e n t  w i l l  s t a b i l i z e  w i n d  a n d  s o l a r  
capacity additions (and thus financing 
c o s t s )  o v e r  t h e  n e x t  f e w  y e a r s  a n d  l o n g e r  
t e r m . 2 7  F o r  s o l a r  PV ,  t h e  g o v e r n m e n t  
h a s  e s t a b l i s h e d  a  3  b i l l i o n  ( $ 4 4 0  m i l l i o n )  
y u a n  s u b s i d y  b u d g e t  i n  2 0 1 9  f o r  w h i c h  

s o l a r  PV  p r o j e c t s  r e q u i r i n g  s u b s i d i e s  
w i l l  n e e d  t o  b i d .  Te n d e r  p o w e r  p r i c e  i s  
t h e  d e t e r m i n i n g  f a c t o r  i n  t h e  b i d d i n g  
p r o c e s s ,  w i t h  w i n n e r s  r e c e i v i n g  2 0 - y e a r  
c o n t r a c t s .  Th e  g o v e r n m e n t  h a s  n o w  
l a r g e l y  s u s p e n d e d  n e w  s o l a r  i n v e s t m e n t  
i n  t h e  n o r t h w e s t e r n  a n d  n o r t h e r n  p a r t s  o f  
t h e  c o u n t r y ,  w h e r e  c u r t a i l m e n t  o f  e x c e s s  
e l e c t r i c  p o w e r  g e n e r a t i o n  i s  h i g h e s t .  F o r  
w i n d  p o w e r ,  u n d e r  t h e  p o l i c i e s  a n n o u n c e d  
i n  Ap r i l  2 0 1 9 ,  t h e  c e n t r a l  g o v e r n m e n t  w i l l  
u s e  2 0 2 0  i n s t a l l e d  w i n d  c a p a c i t y  t a r g e t s  
t o  r e i n  i n  c a p a c i t y  a d d i t i o n s .  F o r  2 0 1 9 ,  
p r o v i n c e s  w i t h  i n s t a l l e d  c a p a c i t y ,  u n d e r  
c o n s t r u c t i o n ,  a n d  a p p r o v e d  c a p a c i t y  
e x c e e d i n g  t h e i r  2 0 2 0  t a r g e t s  w i l l  o n l y  
a p p r o v e  u n s u b s i d i z e d  n e w  p r o j e c t s .  
M o r e o v e r ,  f o r  o f f s h o r e  p r o j e c t s ,  o n l y  
t h o s e  a p p r o v e d  b e f o r e  1 8  M a y  2 0 1 8  a n d  
s t a r t i n g  c o n s t r u c t i o n  b y  1 1  Ap r i l  2 0 1 9  c a n  
receive the fixed national FIT.

G r i d - p a r i t y  p r o j e c t  p r o m o t i o n  a n d  
s u b s i d i z e d  p r o j e c t  b i d d i n g  s h o u l d  h e l p  
a l l e v i a t e  t h e  r e n e w a b l e  s u b s i d y  b u r d e n  
a n d  p r o v i d e  s u s t a i n a b l e  l o n g - t e r m  g r o w t h .   
I n  t h e  l o n g  t e r m ,  I HS  M a r k i t  e x p e c t s  
Ch i n a ’ s  w i n d  a n d  s o l a r  c a p a c i t y  t o  r e a c h  
1 , 2 7 9  G W  a n d  8 9 1  G W ,  r e s p e c t i v e l y ,  b y  
2 0 5 0 .  U l t i m a t e l y ,  i t  i s  n o t  c l e a r  w h e t h e r  
China’s experience, relying first largely 
o n  t o p - d o w n  a d m i n i s t r a t i v e  m e a s u r e s  
b e f o r e  t r a n s i t i o n i n g  s u b s e q u e n t l y  t o  
m o r e  m a r k e t - c o m p l i a n t  o n e s ,  p r o v i d e s  
a  s u c c e s s f u l  t e m p l a t e  f o r  a l l  c o u n t r i e s  
s e e k i n g  a  r e n e w a b l e s  b u i l d - o u t .

2.4.2. Electric Vehicles: On the 
Verge of Attaining Scale Economies?

A  s i m i l a r   s c a l e  e f f e c t  a s  t h a t  f o r  
r e n e w a b l e  e n e r g y  i n  Ch i n a  i s  b e i n g  
e n v i s i o n e d  f o r  g l o b a l  b a t t e r y - e l e c t r i c  
v e h i c l e  ( EV )  p r o d u c t i o n .  EV s  h a v e  u n t i l  
r e c e n t l y  b e e n  v i e w e d  ( a n d  p r i c e d )  
a s  a  h i g h - e n d  n i c h e  p r o d u c t ,  w i t h  
s m a l l  p r o d u c t i o n  r u n s ,  w i t h  e v e n  t h e  

2 8  Ro u g h l y  2  m i l l i o n  EV s  ( p u r e  b a t t e r y - e l e c t r i c  v e h i c l e s  a n d  p l u g - i n  h y b r i d s )  w e r e  s o l d  g l o b a l l y  i n  2 0 1 8  ( r o u g h l y  1  i n  e v e r y  5 0  l i g h t  t r a n s p o r t  
v e h i c l e s ) .   
2 9  See the IHS Markit Oil Markit Briefing The Truth about EVs and Gasoline Demand, 14 February 2018.  
3 0  S e v e n  c o u n t r i e s  i n  Eu r o p e  a n d  t w o  i n  As i a  c o n n e c t e d  a  t o t a l  o f  4 . 5  G W  i n  2 0 1 8  ( t h e  s a m e  a s  i n  2 0 1 7 ) ,  i n c r e a s i n g  c u m u l a t i v e  g l o b a l  c a p a c i t y  b y  
2 4 % ,  t o  2 3 . 1  G W .  W i n d  t u r b i n e s  o p e r a t i n g  o f f s h o r e  r e p r e s e n t e d  o n l y  4 %  o f  t o t a l  g l o b a l  w i n d  p o w e r  c a p a c i t y  a t  y e a r ’ s  e n d ,  b u t  o f f s h o r e  a d d i t i o n s  
i n  2 0 1 8  a c c o u n t e d  f o r  8 %  o f  a l l  n e w  c a p a c i t y .
3 1  S e e  t h e  I HS  M a r k i t  Ev e n t ,  Po w e r  a n d  Re n e w a b l e s ,  G l o b a l  O f f s h o r e  W i n d :  Tr e n d s  a n d  o u t l o o k  t o  2 0 5 0 ,  1 6  M a y  2 0 1 9 ,  p p .  3  a n d  1 1 .
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“ a f f o r d a b l e ”  Te s l a  M o d e l  3  s e l l i n g  f o r  
$ 3 5 , 0 0 0  i n  t h e  U n i t e d  S t a t e s  ( 2 5 0 , 0 0 0  
u n i t s  w e r e  p r o d u c e d  i n  2 0 1 8 ) . 2 8  Ho w e v e r ,  
t h e  s c a l e  o f  EV  p r o d u c t i o n  g l o b a l l y  i s  o n  
t h e  v e r g e  o f  m a s s i v e  e x p a n s i o n ,  w i t h  s u c h  
a u t o m o b i l e  m a j o r s  a s  G e n e r a l  M o t o r s ,  
M e r c e d e s ,  N i s s a n ,  V W  G r o u p ,  Re n a u l t ,  
a n d  Hy u n d a i  a l l  g e a r i n g  u p  f o r  m a s s i v e  
r o l l - o u t s .  Th e  r e s u l t i n g  c o m p e t i t i o n  a n d  
s c a l e  e c o n o m i e s  s h o u l d  a l l o w  p r i c e s  o f  
m a n y  m o d e l s  t o  f a l l  t o  l e v e l s  c o n s i s t e n t  
w i t h  h i g h e r  c o n s u m e r  d e m a n d .  Th e  g l o b a l  
s t o c k  o f  e l e c t r i c  c a r s  r e a c h e d  m o r e  t h a n  
5 . 1  m i l l i o n  u n i t s  i n  2 0 1 8 ,  a  6 3 %  i n c r e a s e  
o v e r  2 0 1 7 ,  b u t  s t i l l  a  m i n i s c u l e  p r o p o r t i o n  
of the overall global fleet. It will be many 
years before EVs make a significant dent 
i n  g l o b a l  m o t o r  f u e l s  d e m a n d ;  t h e  f a c t o r s  
t h a t  r e m a i n  d o m i n a n t  o n  t h i s  f r o n t  a r e  s t i l l  
the size of the total fleet, the distances 
e a c h  c a r  d r i v e s ,  a n d  e s p e c i a l l y  t h e  f u e l  
efficiency of the vehicles.2 9  M o r e o v e r ,  EV  
m a r k e t s  r e m a i n  h i g h l y  c o n c e n t r a t e d ,  w i t h  
Ch i n a  a l o n e  a c c o u n t i n g  f o r  n e a r l y  5 0 %  o f  
t h e  g l o b a l  EV  s t o c k .  

2.4.3. Offshore Wind Poised 
for Explosive Expansion

Al t h o u g h  d u e  t o  t h e  h i g h e r  c a p i t a l  c o s t s  
i n v o l v e d ,  o f f s h o r e  w i n d  g o t  o f f  t o  a  l a t e  
s t a r t  v i s - à - v i s  i t s  o n s h o r e  c o u n t e r p a r t ,  i t  i s  
m a k i n g  u p  g r o u n d  r a p i d l y .  O v e r  t h e  p a s t  

five years, global offshore wind installed 
c a p a c i t y  h a s  m o r e  t h a n  t r i p l e d ,  w i t h  
a v e r a g e  a n n u a l  i n s t a l l a t i o n s  e x c e e d i n g  
3  G W  ( s e e  F i g u r e  2 . 5 .  G l o b a l  o f f s h o r e  
w i n d  i n s t a l l e d  c a p a c i t y ,  c u m u l a t i v e ) . 3 0  I t  i s  
h e a v i l y  c o n c e n t r a t e d  i n  Eu r o p e ,  a n d  j u s t  
t h r e e  c o u n t r i e s — t h e  U n i t e d  K i n g d o m ,  
G e r m a n y ,  a n d  m a i n l a n d  Ch i n a — a c c o u n t  
f o r  m o r e  t h a n  8 0 %  o f  t o t a l  o f f s h o r e  w i n d  
i n s t a l l e d  c a p a c i t y  g l o b a l l y .  Th u s ,  t h e  
p o t e n t i a l  f o r  f u r t h e r  e x p a n s i o n  i s  f a i r l y  h i g h .  

O v e r  6 1  G W  o f  c a p a c i t y  i s  c u r r e n t l y  
u n d e r  d e v e l o p m e n t  ( m o r e  t h a n  d o u b l e  
c u r r e n t  c a p a c i t y ) .  An d  t h e  c o m p e t i t i v e n e s s  
o f  o f f s h o r e  w i n d  i s  e x p e c t e d  t o  c o n t i n u e  
t o  i m p r o v e :  t h e  c o s t  o f  t h e  t e c h n o l o g y  i s  
e x p e c t e d  t o  f a l l  b y  h a l f  b y  2 0 5 0  ( f r o m  o v e r  
$ 8 0 / M W h  l e v e l i z e d  c o s t  o f  e l e c t r i c i t y  t o  
$40/MWh), reflecting ongoing technology 
a d v a n c e s  ( i n c l u d i n g  l a r g e r  t u r b i n e s )  t h a t  
a r e  i n c r e a s i n g  e n e r g y  p r o d u c t i o n  p e r  
turbine, and improving plant efficiency 
a n d  o u t p u t .  I HS  M a r k i t  p r o j e c t s  4 5 0  
G W  o f  n e w  o f f s h o r e  w i n d  c a p a c i t y  w i l l  
b e  a d d e d  o v e r  t h e  p e r i o d  2 0 1 9 – 5 0 ,  a t  a  
c o s t  o f  ~ $ 1  t r i l l i o n ,  w i t h  m a i n l a n d  Ch i n a  
o v e r t a k i n g  Eu r o p e  a s  t h e  c a p a c i t y  l e a d e r  
a f t e r  2 0 4 0 .  N o r t h  Am e r i c a  r e m a i n s  a  
m i n o r  p l a y e r ,  d e s p i t e  i n c r e a s e d  i n t e r e s t ,  
s u c h  a s  i n  t h e  U S  N o r t h e a s t  n o t e d  
a b o v e  ( s e e  F i g u r e  2 . 6 .  O f f s h o r e  w i n d  
i n s t a l l e d  c a p a c i t y  b y  r e g i o n ,  2 0 1 0 – 5 0 ) . 3 1  
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2.4.4. Innovations in Battery 
Technology on the Horizon Could 
Greatly Expand Storage Capacity

Th e  k e y  w e a k n e s s  o f  s o l a r  a n d  w i n d  i s  
t h e i r  i n t e r m i t t e n c y :  t h e y  a r e  o n l y  a v a i l a b l e  
w h e n  t h e  w i n d  i s  b l o w i n g  a n d  t h e  s u n  i s  
s h i n i n g .  Th e r e f o r e ,  a  m a j o r  b r e a k t h r o u g h  
i n  t h e  a b i l i t y  t o  s t o r e  e l e c t r i c i t y  w o u l d  
g r e a t l y  i n c r e a s e  t h e  o v e r a l l  u t i l i t y  o f  
r e n e w a b l e s .  Th e  m a j o r  b a t t e r y  u s e d  
f o r  s t o r a g e  i n  b o t h  EV s  a n d  r e n e w a b l e  
p o w e r  g r i d s  t o  d a t e  i s  t h e  l i t h i u m  i o n  
b a t t e r y ,  c o m p r i s i n g  n e a r l y  8 5 %  o f  a l l  
n e w  b a t t e r y  s t o r a g e  c a p a c i t y  i n s t a l l e d  
a n n u a l l y . 3 2  I t s  w i d e s p r e a d  a d o p t i o n  h a s  
b e e n  i m p e d e d  t o  s o m e  e x t e n t  b y  t h e  
n a t u r a l  s c a r c i t y  o f  t h e  l i t h i u m  m i n e r a l ,  
its propensity to catch fire or explode 
( t h e r e f o r e  r e q u i r i n g  e x t e r n a l  c o o l i n g  
m e c h a n i s m s ) ,  a n d  ( a s  a  c o n s e q u e n c e )  
i t s  r e l a t i v e l y  h i g h  p r i c e .  N o n e t h e l e s s ,  
a d v a n c e s  i n  t e c h n o l o g y  l o w e r e d  t h e  c o s t  
p e r  u n i t  o f  s t o r a g e  o f  l i t h i u m  i o n  b a t t e r i e s  
b y  8 0 %  b e t w e e n  2 0 1 0  a n d  2 0 1 7  ( t o t a l  
e n e r g y  i n s t a l l a t i o n  c o s t  r a n g e s  f r o m  $ 2 5 0  

t o  $ 4 0 0 / k W h ) ,  a n d  g l o b a l  m a n u f a c t u r i n g  
c a p a c i t y  r e a c h e d  j u s t  o v e r  1 3 0  G W h  
i n  2 0 1 8 ,  w i t h  t h e  b u l k  o f  p r o d u c t i o n  
b a s e d  i n  As i a  a n d  n e a r l y  6 0 %  i n  Ch i n a .

I n  S e p t e m b e r  2 0 1 8 ,  U S - b a s e d  
N a n t En e r g y  a n n o u n c e d  t h a t  i t  h a d  
d e v e l o p e d  a  l e s s  e x p e n s i v e  a l t e r n a t i v e — a  
r e c h a r g e a b l e  z i n c - a i r  b a t t e r y  b a s e d  
o n  a  r e l a t i v e l y  m o r e  a b u n d a n t  m i n e r a l  
t h a t  r e q u i r e s  n o  e x t e r n a l  c o o l i n g  a n d  
c a n  s t o r e  e l e c t r i c i t y  a t  a  c o s t  a t  o r  
b e l o w  $ 1 0 0 / k W h . 3 3  Th e  b a t t e r y  c a n  
h o l d  a  c h a r g e  f o r  a s  l o n g  a s  7 2  h o u r s .

Th i s  b a t t e r y  h a s  b e e n  t e s t e d  s o  f a r  f o r  
s i x  y e a r s  i n  t w o  a p p l i c a t i o n s :  ( a )  a  W o r l d  
B a n k – f u n d e d  p r o j e c t  i n  w h i c h  a n  a s s e m b l y  
o f  z i n c - a i r  b a t t e r i e s ,  i n  c o n j u n c t i o n  w i t h  
a n  a r r a y  o f  s o l a r  p a n e l s ,  p r o v i d e d  a  
m i c r o g r i d  f o r  1 1 0  v i l l a g e s  i n  n i n e  c o u n t r i e s  
i n  As i a  a n d  Af r i c a ;  a n d  ( b )  p o w e r  s t o r a g e  
f o r  o v e r  1 , 0 0 0  c o m m u n i c a t i o n s  t o w e r s  
i n  t h e  U n i t e d  S t a t e s  a n d  S o u t h e a s t  
As i a .  Ho w e v e r ,  t h e  c o m p a n y  p l a n s  t o  
e v e n t u a l l y  e x p a n d  t h e  u s e  o f  t h e  b a t t e r i e s  
t o  h o m e  e n e r g y  s t o r a g e  ( s t a r t i n g  i n  t h e  
Ca l i f o r n i a  a n d  N e w  Y o r k )  a n d ,  b e y o n d  

3 2  O t h e r  m a j o r  s o l i d - s t a t e  b a t t e r y  t e c h n o l o g i e s  ( a c c o r d i n g  t o  n e w  c a p a c i t y  i n s t a l l e d  i n  2 0 1 6 )  i n c l u d e  l e a d  b a t t e r i e s  ( 5 %  o f  t o t a l ) ,  s o d i u m  s u l f u r  
b a t t e r i e s  ( 4 % ) ,  a n d  “ o t h e r ”  ( 2 % ) .  Th e  t o t a l  i n s t a l l e d  e n e r g y  c o s t  o f  s o d i u m  s u l f u r  b a t t e r i e s  r a n g e s  f r o m  $ 2 6 3  t o  $ 7 3 5 / k W h .  S e e  h t t p s : / / w w w . i e a .
o r g / t c e p / e n e r g y i n t e g r a t i o n / e n e r g y s t o r a g e /  
3 3  Z i n c  i s  t w e n t y  t i m e s  m o r e  a b u n d a n t  i n  n a t u r e  t h a n  l i t h i u m .
3 4  S e e  REN  2 1 ,  Re n e w a b l e s  2 0 1 9 ,  G l o b a l  S t a t u s  Re p o r t ,  Pa r i s :  REN 2 1  S e c r e t a r i a t ,  p .  1 6 2 .
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t h a t ,  p o t e n t i a l l y  t o  EV s ,  b u s e s ,  t r a i n s ,  a n d  
s c o o t e r s .  B u t  i t  i s  i m p o r t a n t  t o  n o t e  t h a t  
i n t r o d u c t i o n  o f  b a t t e r y  t e c h n o l o g y  i s  a  
l o n g - t e r m  p r o c e s s  t h a t  i n v o l v e s  t r i a l  a n d  
e r r o r  –  p o w e r  p r o d u c e r s  a n d  p o l i c y m a k e r s  
s h o u l d  k e e p  t h i s  i n  m i n d  w h e n  
c o n s i d e r i n g  p o t e n t i a l  i m p l e m e n t a t i o n .

2.4.5. Distributed Renewables 
(Battery Networks and Other 
Technologies) Provide Modern 
Energy Services to Both Developed 
and Emerging Economies

An o t h e r  r e c e n t  f o c u s  o f  r e s e a r c h  
i n  b a t t e r y  t e c h n o l o g y  h a s  b e e n  t h e  
m a n a g e m e n t  a n d  c o n t r o l  o f  n e t w o r k s  o f  
b a t t e r i e s  t o  p r o v i d e  g r i d  b a l a n c i n g  s e r v i c e s  
( i n  d e v e l o p e d  e c o n o m i e s )  o r  a c c e s s  t o  
p o w e r  i n  r e m o t e  a r e a s  n o t  c o n n e c t e d  t o  
t h e  g r i d .  I n  t h e  c a s e  o f  t h e  f o r m e r ,  t h e  
G e r m a n  t r a n s m i s s i o n  s y s t e m  o p e r a t o r  
Te n n e T i n  2 0 1 8  a p p r o v e d  t h e  t r i a l  o f  a n  
a g g r e g a t e d  1  M W  b a t t e r y  c o m p o s e d  o f  
d i s t r i b u t e d  r e s i d e n t i a l  b a t t e r i e s  t h a t  w i l l  
p r o v i d e  b a l a n c i n g  s e r v i c e s  t o  t h e  G e r m a n  
g r i d . 3 4  Th e  a i m  i s  t o  i n c r e a s e  t h e  s i z e  o f  
t h i s  “ v i r t u a l ”  s t o r a g e  u n i t  t o  i n c l u d e  3 0 , 0 0 0  
h o m e  s t o r a g e  s y s t e m s  t h a t  a r e  i n s t a l l e d  
m a i n l y  i n  p a r a l l e l  w i t h  s o l a r  p o w e r  c a p a c i t y .  

I n  t h e  c a s e  o f  t h e  l a t t e r  ( s e r v i c e  t o  
r e m o t e  a r e a s ) ,  d i s t r i b u t e d  r e n e w a b l e s  
f o r  e n e r g y  a c c e s s  ( D REA)  s y s t e m s  a r e  
i n c r e a s i n g l y  b e i n g  u s e d  t o  p r o v i d e  a c c e s s  
t o  e l e c t r i c i t y  i n  r e m o t e  a r e a s .  I n  2 0 1 7 ,  m o r e  
t h a n  1 2 2  m i l l i o n  p e o p l e  o b t a i n e d  a c c e s s  
to electric power for the first time, mainly 
t h r o u g h  o f f - g r i d  s o l a r  s y s t e m s .  B y  t h a t  
y e a r ,  t h e  g l o b a l  p o p u l a t i o n  l a c k i n g  a c c e s s  
t o  e l e c t r i c i t y  f e l l  b e l o w  a  b i l l i o n ,  w i t h  9 6 %  
o f  t h o s e  s t i l l  l a c k i n g  a c c e s s  l i v i n g  i n  s u b -

S a h a r a n  Af r i c a  a n d  d e v e l o p i n g  As i a .  An  
e s t i m a t e d  5 %  o f  t h e  p o p u l a t i o n  i n  Af r i c a  
a n d  2 %  o f  t h e  p o p u l a t i o n  i n  As i a  h a s  a c c e s s  
t o  e l e c t r i c i t y  t h r o u g h  o f f - g r i d  s o l a r  PV  
systems. Development finance institutions 
i n c r e a s e d  t h e i r  s u p p o r t  t o  D REA i n  2 0 1 8 ,  
d i r e c t i n g  s o m e  7 %  o f  t h e i r  t o t a l  i n v e s t m e n t  
i n  e n e r g y  p r o j e c t s  t o  o f f - g r i d  s y s t e m s .  

S o l i d - s t a t e  b a t t e r i e s  a r e  b u t  o n e  o f  
m a n y  f r o n t i e r s  i n  e n e r g y  s t o r a g e .  A w i d e  
v a r i e t y  o f  o t h e r  t e c h n o l o g i c a l  a p p r o a c h e s  
t o  m a n a g i n g  p o w e r  s u p p l y  e x i s t ,  a n d  a r e  
u n d e r g o i n g  f u r t h e r  d e v e l o p m e n t ,  w i t h  t h e  
g o a l  o f  i n c r e a s i n g  t h e  r e s i l i e n c e  o f  e n e r g y  
i n f r a s t r u c t u r e  a n d  r e d u c i n g  c o s t s  t o  
e n e r g y  p r o v i d e r s  a n d  c o n s u m e r s .  Th e s e  
i n c l u d e  s u c h  s p e c i a l - u s e  t e c h n o l o g i e s  
as: flow batteries, which use the energy 
s t o r e d  i n  e l e c t r o l y t e  s o l u t i o n s  t o  i n c r e a s e  
b a t t e r y  c y c l e  l i f e  a n d  a c c e l e r a t e  r e s p o n s e  
times; flywheels, which capture rotational 
e n e r g y  t o  d e l i v e r  i n s t a n t a n e o u s  e l e c t r i c i t y ;  
c o m p r e s s e d  a i r  e n e r g y  s t o r a g e ;  t h e r m a l  
( h e a t )  e n e r g y ,  w h i c h  d e r i v e s  f r o m  a  
s u b s t a n c e  w h o s e  m o l e c u l e s  a r e  v i b r a t i n g  
m o r e  r a p i d l y  a s  a  r e s u l t  o f  a  r i s e  i n  i t s  
t e m p e r a t u r e ;  a n d  p u m p e d  h y d r o ,  w h i c h  
r e l i e s  o n  l a r g e - s c a l e  r e s e r v o i r s  o f  w a t e r  
( o r  o t h e r  m a t e r i a l s )  a n d  g r a v i t y  t o  
g e n e r a t e  e l e c t r i c  p o w e r 3 5 .   I n  g e n e r a l ,  t h e  
c o s t s  o f  e n e r g y  s t o r a g e  t e n d  t o  b e  h i g h e r  
t h a n  t h e  l i t h i u m  i o n  b a t t e r i e s :  f r o m  $ 3 1 5 /
k W h  t o  $ 1 6 8 0 / k W h  f o r  d i f f e r e n t  t y p e s  o f  
flow batteries and between $1500/kWh 
and $6000/kWh for flywheels; the storage 
c o s t s  o f  c o m p r e s s e d  a i r  a n d  p u m p e d  
hydro are difficult to calculate, as the 
cost is site-specific and depends largely 
o n  t h e  e n v i r o n m e n t a l  c h a r a c t e r i s t i c s  
o f  t h e  r e s e r v o i r  ( o f  a i r  o r  w a t e r ) . 3 6  

3 5  F o r  m o r e  o n  t h e s e  t e c h n o l o g i e s ,  s e e  t h e  w e b s i t e  o f  t h e  En e r g y  S t o r a g e  As s o c i a t i o n   
( h t t p : / / e n e r g y s t o r a g e . o r g / e n e r g y - s t o r a g e / e n e r g y - s t o r a g e - t e c h n o l o g i e s ) .   
3 6  I n t e r n a t i o n a l  Re n e w a b l e  En e r g y  Ag e n c y  ( I REN A) ,  El e c t r i c i t y  S t o r a g e  a n d  Re n e w a b l e s :  Co s t s  a n d  m a r k e t s  t o  2 0 3 0 ,  O c t o b e r  2 0 1 7  ( h t t p s : / / w w w .
i r e n a . o r g / -  
/media/Files/IRENA/Agency/Publication/2017/Oct/IRENA_Electricity_Storage_Costs_2017_Summary.pdf?la=en& hash=2FDC44939920F8D2BA29C
B 7 6 2 C6 0 7 B C9 E8 8 2 D 4 E9 ) .  
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2.5. Coal: Production and Consumption Still Increasing 
Despite Climate-Related Curtailment Efforts

D e s p i t e  e f f o r t s  t o  c u r t a i l  c o a l  
p r o d u c t i o n  a n d  c o n s u m p t i o n  g l o b a l l y  i n  
a n  e f f o r t  t o  r e d u c e  G HG  e m i s s i o n s ,  b o t h  
a c t u a l l y  i n c r e a s e d  i n  2 0 1 7  a n d  2 0 1 8 ,  a f t e r  
f a l l i n g  f o r  a  t h r e e - y e a r  p e r i o d  ( 2 0 1 4 – 1 6 ) .  
Al t h o u g h  m a j o r  b e n c h m a r k  c o a l  p r i c e s  
t r e n d e d  u p w a r d  d u r i n g  t h i s  p e r i o d ,  b e f o r e  
c r a s h i n g  i n  m i d - 2 0 1 8 ,  c o a l  r e m a i n s  
h i g h l y  c o s t  c o m p e t i t i v e  i n  e l e c t r i c  p o w e r  
g e n e r a t i o n  i n  m a n y  c o u n t r i e s  a r o u n d  t h e  
w o r l d ,  s t i l l  a c c o u n t i n g  f o r  4 0 %  o f  c a p a c i t y  
( a n d  3 8 %  o f  g e n e r a t i o n )  g l o b a l l y .  G l o b a l  
c o a l  p r o d u c t i o n  i n  2 0 1 8  w a s  3 9 1 6 . 8  
m i l l i o n  m e t r i c  t o n s  o f  o i l  e q u i v a l e n t  
( M M t o e ;  o r  r o u g h l y  7 . 7  b i l l i o n  m e t r i c  
t o n s ) ,  u p  4 . 3 %  o n  2 0 1 7 ,  a n d  g r o w i n g  
b y  1 . 3 %  a n n u a l l y  o n  a v e r a g e  o v e r  t h e  

p r e c e d i n g  1 0 - y e a r  p e r i o d  ( 2 0 0 7 – 1 7 ) .  Co a l  
c o n s u m p t i o n  w a s  3 7 7 2 . 1  M M t o e  ( ~  7 . 6 5  
b i l l i o n  m e t r i c  t o n s ) ,  u p  1 . 4 %  o n  2 0 1 7 .  
Th e  o u t s i z e d  d r i v e r  u n d e r l y i n g  t h e s e  
trends was the Asia Pacific region, which 
i n c l u d e s  t h e  w o r l d ’ s  t w o  l a r g e s t  c o a l  
c o n s u m e r s  ( Ch i n a  a n d  I n d i a ) ;  t h e  r e g i o n  
a c c o u n t e d  f o r  7 5 . 3 %  o f  t o t a l  w o r l d  c o a l  
c o n s u m p t i o n  i n  2 0 1 8 .  N o t  c o i n c i d e n t a l l y ,  
t h e  y e a r s  2 0 1 7  a n d  2 0 1 8  w e r e  a l s o  
n o t a b l e  a s  y e a r s  i n  w h i c h  G HG  e m i s s i o n s  
i n c r e a s e d  ( b y  2 %  i n  2 0 1 8 ) ,  i n t e r r u p t i n g  
a  s i m i l a r  t h r e e - y e a r  p e r i o d  ( 2 0 1 4 – 1 6 )  
o f  d e c l i n i n g  g l o b a l  G HG  e m i s s i o n s  ( s e e  
F i g u r e  2 . 7 .  W o r l d  g r o w t h  i n  e n e r g y -
r e l a t e d  CO 2  e m i s s i o n s ,  2 0 0 0 – 2 0 1 8 ) 3 7 .  

2.5.1. Power Generation in 
China and India: Key Drivers 
of Coal Consumption Trends

G i v e n  t h i s  s e e m i n g l y  c l o s e  l i n k a g e  
b e t w e e n  g l o b a l  c o a l  c o n s u m p t i o n  a n d  
G HG  e m i s s i o n s ,  a  k e y  q u e s t i o n  f o r  g l o b a l  
c l i m a t e  p o l i c y  i n v o l v e s  h o w  q u i c k l y  
Ch i n a ,  w h i c h  a l o n e  c o n s u m e s  5 0 . 5 %  
o f  t h e  w o r l d ’ s  c o a l ,  c o u l d  m e a n i n g f u l l y  
r e d u c e  i t s  c o n s u m p t i o n ,  p a r t i c u l a r l y  i n  
e l e c t r i c  p o w e r  g e n e r a t i o n  ( s e e  F i g u r e  2 . 8 .  

Installed coal-fired power capacity in the 
w o r l d  ( 2 0 1 8 ) ) . 3 8  B u t  w h a t  i s  p r o b l e m a t i c  
is that China’s coal-fired fleet is actually 
o n e  o f  t h e  y o u n g e s t  i n  t h e  w o r l d — 8 7 %  
w a s  b u i l t  w i t h i n  t h e  p a s t  1 5  y e a r s ;  
a n d  5 5 %  w a s  b u i l t  w i t h i n  t h e  p a s t  1 0  
y e a r s .  As s u m i n g  a  3 0 - y e a r  t e c h n i c a l  
l i f e  f o r  t h e s e  p l a n t s ,  Ch i n a ’ s  1 , 0 0 0  G W  
coal fleet—enough to power the EU-
2 8 — m a y  n o t  r e t i r e  u n t i l  2 0 3 5 – 5 0 . 3 9  B u t  
t h e i r  r e t i r e m e n t  c o u l d  c r e a t e  e n o r m o u s  
r o o m  f o r  o t h e r  f u e l s  a n d  t e c h n o l o g i e s .  

3 7  S e e  t h e  I HS  M a r k i t  G l o b a l  S c e n a r i o s  Pr e s e n t a t i o n ,  G l o b a l  S c e n a r i o s  W o r k s h o p  a t  CERA- W e e k ,  1 1  M a r c h  2 0 1 9 ,  p .  3 3 .
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Figure 2.7. World growth in energy-related CO2 emissions, 2000–2018

M
ill

io
n 

m
et

ric
 to

ns
 o

f o
il 

eq
ui

va
le

nt
 (M

M
to

e)

© 2019 IHS MarkitSource: IHS Markit



CHAPTER 2 .  O V ERV I EW  O F  RECEN T G L O B AL  EN ERG Y  TREN D S  
AN D  O U TL O O K  F O R PRO D U CTI O N  AN D  CO N S U M PTI O N  O F  EN ERG Y

3 7

3 8  S e e  t h e  I HS  M a r k i t  Re g i o n a l  Po w e r ,  G a s ,  Co a l ,  a n d  Re n e w a b l e s  Ev e n t ,  Ch i n a ’ s  Co a l - F i r e d  Po w e r  Re t i r e m e n t :  Tr a n s f o r m i n g  t h e  l o n g - t e r m  f u t u r e  
o f  e n e r g y ,  9  M a y  2 0 1 9 ,  p .  5 .   
3 9  794 GW of Chinese coal plants—or 79% of the current coal fleet—will reach technical retirement age between 2030 and 2045. However, coal 
p l a n t s  o f t e n  a r e  n o t  r e t i r e d  b a s e d  s t r i c t l y  o n  t e c h n i c a l  l i f e ,  a n d  i n s t e a d  t h e i r  o p e r a t i o n s  a r e  e x t e n d e d  b y  r e p l a c i n g  c e r t a i n  e q u i p m e n t .  I n  t h e  U n i t e d  
S t a t e s ,  f o r  e x a m p l e ,  o v e r  h a l f  o f  t h e  c o a l  p l a n t s  c u r r e n t l y  i n  o p e r a t i o n  a r e  4 0  y e a r s  o r  o l d e r .
4 0  S e e  t h e  I HS  M a r k i t  Ev e n t :  Re g i o n a l  Po w e r ,  G a s ,  Co a l ,  a n d  Re n e w a b l e s ,  Ch i n a ’ s  Co a l - F i r e d  Po w e r  Re t i r e m e n t :  Tr a n s f o r m i n g  t h e  l o n g - t e r m  f u t u r e  
o f  e n e r g y ,  9  M a y  2 0 1 9 .

Ho w e v e r ,  t h e r e  c o u l d  a l s o  b e  
u n p r e c e d e n t e d  c h a l l e n g e s  f o r  p o w e r  
s u p p l y  s h o u l d  t h i s  m u c h  r e l i a b l e  
d i s p a t c h a b l e  p o w e r  s u p p l y  b e  r e t i r e d  i n  
j u s t  a  s h o r t  p e r i o d .  I f  t h i s  c a p a c i t y  w a s  
r e p l a c e d  m a i n l y  b y  r e n e w a b l e s ,  n o t  o n l y  
Ch i n a  w o u l d  n e e d  t o  b u i l d  2 , 0 0 0  G W  o f  
n e w  w i n d  a n d  s o l a r  c a p a c i t y  b u t  i t  w o u l d  
a l s o  n e e d  s u b s t a n t i a l  s t o r a g e  c a p a c i t y  t o  
b a c k  t h e m  u p .  Th e s e  v e r y  b i g  n u m b e r s  
w o u l d  c h a l l e n g e  t h e  c r e a t i v e  e n e r g y  o f  a n y  
c o u n t r y .  B e y o n d  t h e  q u e s t i o n  o f  w h e t h e r  
China has sufficient renewable energy 
r e s o u r c e s  t o  a c c o m m o d a t e  t h i s  s c a l e  o f  
g r o w t h  a r e  t h e  i m p l i c a t i o n s  o f  s u c h  a  
b u i l d - o u t  o n  w o r l d  d e m a n d  f o r  m a t e r i a l s  
n e e d e d  t o  b u i l d  t h e  s t o r a g e  a n d  b a t t e r y  
c a p a c i t y .  I t  i s  l i k e l y  t h a t  o t h e r  c a r b o n -
n e u t r a l  t e c h n o l o g i e s  ( e . g . ,  n u c l e a r  i n  
p a r t i c u l a r )  w o u l d  n e e d  t o  p l a y  a  r o l e  i n  t h i s  
t r a n s i t i o n ,  a n d  p r o b a b l y  e v e n  s o m e  n o n -
c a r b o n - n e u t r a l  o n e s  ( p i p e d  g a s  a n d  L N G ) . 4 0   

M e a n w h i l e ,  t h e  a d d i t i o n  o f  n e w  a n d  
more efficient domestic coal production 
c a p a c i t y  o v e r  r e c e n t  y e a r s  m e a n s  
t h a t  b y  e n d - 2 0 1 8 ,  Ch i n a ’ s  t o t a l  c o a l  
p r o d u c t i o n  c a p a c i t y  h a d  g r o w n  b y  s o m e  
2 0 0 – 3 0 0  M M t / y .  Ch i n a  i s  m o v i n g  i n t o  
s u p p l y  o v e r c a p a c i t y ,  w h i l e  i m p r o v e d  
t r a n s p o r t a t i o n  l i n k s  b e t w e e n  t h e  c o a l  
c o u n t r y  a n d  t h e  m a i n  d e m a n d  c e n t e r s  

m e a n s  t h a t  Ch i n a  i s  e x p e c t e d  t o  b e  
i n  a  s i t u a t i o n  o f  d o m e s t i c  o v e r s u p p l y  
s t a r t i n g  i n  2 0 1 9 .  Th i s  w i l l  p u t  d o w n w a r d  
p r e s s u r e  o n  d o m e s t i c  c o a l  p r i c e s .  

I n  I n d i a ,  t h e  w o r l d ’ s  s e c o n d  l a r g e s t  
c o a l  c o n s u m e r ,  p o w e r  p l a n t s ’  c o a l  i m p o r t s  
increased by 9% in the 2018–19 financial 
y e a r  ( e n d i n g  3 1  M a r c h  2 0 1 9 )  a f t e r  t h r e e  
y e a r s  o f  d e c l i n e s ,  a c c o r d i n g  t o  d a t a  f r o m  
t h e  c o u n t r y ’ s  Ce n t r a l  El e c t r i c i t y  Au t h o r i t y  
( CEA) .  Po w e r  p l a n t s ’  c o a l  i m p o r t s  r o s e  t o  
61.7 MMt in the financial year, up from 
5 6 . 4  M M t ,  p r i m a r i l y  d u e  t o  a  s u r g e  i n  
p u r c h a s e s  b y  g o v e r n m e n t - o w n e d  p l a n t s  
t o  m e e t  d o m e s t i c  s u p p l y  s h o r t a g e s  i n  
t h e  w a k e  o f  h i g h e r  e l e c t r i c i t y  d e m a n d .

2.5.2. Coal Demand in Europe 
Declining: Can Renewables Fill 
the Gap in Power Generation?

U n l i k e  t h e  c o n d i t i o n s  f a v o r i n g  g r o w t h  
i n  c o a l  c o n s u m p t i o n  i n  m u c h  o f  As i a  
( a n d  Af r i c a  t o o ) ,  Eu r o p e a n  c o a l  d e m a n d  
is firmly in decline as policy measures 
o n  c o a l  b e c o m e  i n c r e a s i n g l y  h o s t i l e .  I n  
e a r l y  2 0 1 9 ,  f o r  e x a m p l e ,  G e r m a n y ’ s  c o a l  
commission defined a clear and gradual 
phase-out path for coal-fired power. All 
coal-fired capacity will exit the power 
m a r k e t  b y  2 0 3 8 — a  m a j o r  d e v e l o p m e n t  a s  
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Figure 2.8. Installed coal-fired capacity in the world, 2018
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c o a l  i s  t h e  m a i n  s o u r c e  o f  p o w e r  s u p p l y  
( 4 3  G W  o f  c a p a c i t y ,  a c c o u n t i n g  f o r  3 5 %  
o f  t o t a l  g e n e r a t i o n  i n  2 0 1 8 ) .  N e w  g a s  
a d d i t i o n s — m o s t l y  c o m b i n e d  h e a t  a n d  
p o w e r  ( CHP) — w i l l  r e p l a c e  r o u g h l y  h a l f  
( 2 0  G W )  o f  t h e  e q u i v a l e n t  r e t i r e d  c o a l  
c a p a c i t y .  Re n e w a b l e s  w i l l  a l s o  g r o w :  1 7 5  
G W  o f  r e n e w a b l e  a n d  s t o r a g e  a d d i t i o n s  a r e  
e x p e c t e d  b y  2 0 5 0 .  Ho w e v e r ,  t h e  p a c e  o f  
a d d i t i o n s  w i l l  b e  j u s t  s h o r t  o f  m e e t i n g  t h e  
6 5 %  r e n e w a b l e  t a r g e t  s e t  f o r  G e r m a n y  i n  
2 0 3 0 :  I HS  M a r k i t  p r o j e c t s  t h a t  r e n e w a b l e s  
w i l l  c o v e r  6 2 . 6 %  o f  g r o s s  p o w e r  d e m a n d  b y  
t h e n .  D e s p i t e  t h e s e  i n v e s t m e n t s ,  t h e  c o a l  

p h a s e o u t  ( c o u p l e d  w i t h  t h e  c e s s a t i o n  o f  
n u c l e a r  g e n e r a t i o n  a t  t h e  e n d  o f  2 0 2 2 )  w i l l  
m a k e  G e r m a n y  a  n e t  p o w e r  i m p o r t e r — a  
d e v e l o p m e n t  t h a t  w i l l  r e v e r b e r a t e  a c r o s s  
1 0  o t h e r  Eu r o p e a n  n a t i o n s  t h a t  c u r r e n t l y  
i m p o r t  e l e c t r i c  p o w e r  f r o m  G e r m a n y .

S p a i n  i s  f o l l o w i n g  G e r m a n y ’ s  l e a d ,  
w h e r e  t h e  p l a n  i s  t o  p h a s e  o u t  o n e - h a l f  
of the country’s 11 GW of coal-fired 
g e n e r a t i o n  c a p a c i t y  b y  2 0 2 0  a n d  t o  f o c u s  
on gas-fired generation to fill much of the 
g a p .  F r a n c e ,  i n  t u r n ,  p l a n s  t o  s h u t t e r  i t s  
remaining four coal-fired plants by 2022. 
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2.6. Implications for Kazakhstan

Al t h o u g h  t r e n d s  i n  g l o b a l  e n e r g y  
a r e  d i v e r s e  a n d  n o t  c o m p l e t e l y  
u n a m b i g u o u s ,  a  f e w  k e y  t h e m e s  
e m e r g e  t h a t  a r e  p a r t i c u l a r l y  s a l i e n t  f o r  
K a z a k h s t a n ,  e c h o i n g  t o p i c s  d i s c u s s e d  
i n  g r e a t e r  d e t a i l  l a t e r  i n  t h e  r e p o r t .

•  Th e  e n v i r o n m e n t  f o r  u p s t r e a m  
i n v e s t m e n t  g l o b a l l y  i s  h i g h l y  c o m p e t i t i v e .  
M a j o r  i n t e r n a t i o n a l  o i l  a n d  g a s  c o m p a n i e s  
a r e  u n d e r  p r e s s u r e  t o  i n c r e a s e  r e t u r n s  t o  
s h a r e h o l d e r s ,  e x e r c i s e  c a p i t a l  d i s c i p l i n e ,  
a n d  a c c o u n t  f o r  t h e  i m p a c t  o f  c o m p l i a n c e  
w i t h  c l i m a t e  p o l i c i e s  o n  t h e i r  b a l a n c e  
s h e e t s .  Th e y  a l s o  a r e  e m p h a s i z i n g  
diversification of their overall energy 
p o r t f o l i o s  ( r e n e w a b l e s ;  c a r b o n  c a p t u r e ,  
u s e ,  a n d  s t o r a g e  ( CCU S ) ;  e l e c t r i c i t y  a n d  
n a t u r a l  g a s  p r o d u c t i o n  a n d  d i s t r i b u t i o n )  
a n d  t h e i r  f o c u s  h a s  s h i f t e d  t o w a r d  
i n c r e a s i n g  c o s t - e f f e c t i v e n e s s  r a t h e r  t h a n  
g r o w i n g  r e s e r v e s .  U n d e r t a k i n g  t h e s e  
compliance and diversification initiatives is 
e x p e c t e d  t o  h a v e  a  m u t i n g  o r  d e p r e s s i n g  
e f f e c t  o n  t h e i r  c a p i t a l  e x p e n d i t u r e s ,  
especially in new (“greenfield”) ventures. 
I n  s u c h  a n  e n v i r o n m e n t ,  i t  i s  i m p o r t a n t  
t h a t  K a z a k h s t a n  c o n t i n u e s  t o  e n s u r e  
i t  a d o p t s  f a v o r a b l e  p o l i c i e s  t h a t  o f f e r  
a t t r a c t i v e  c o n d i t i o n s  f o r  i n v e s t m e n t s  b y  
I O Cs  f o r  d e v e l o p m e n t  o f  n e w  p r o j e c t s .  

•  I n  c o n c e r t  w i t h  t h e  e m p h a s i s  
o n  i n c r e a s i n g  c o s t - e f f e c t i v e n e s s  r a t h e r  
t h a n  i n c r e a s i n g  r e s e r v e s ,  t h e r e  i s  a  
g r o w i n g  p a r t n e r s h i p  b e t w e e n  I O Cs  a n d  
large technology firms to apply powerful 

t e c h n o l o g i c a l  i n n o v a t i o n s  i n  o r d e r  t o  c u t  
i n d u s t r y  c o s t s  a n d  t o  b o o s t  p r o d u c t i o n .  
I t  w i l l  b e  i m p o r t a n t  f o r  c o m p a n i e s  i n  
K a z a k h s t a n ,  i n c l u d i n g  K M G  i t s e l f ,  t o  k e e p  
u p  w i t h  t h e s e  t r e n d s  t o  b o o s t  p r o d u c t i o n  a t  
existing fields, particularly in attenuating 
the decline of legacy fields. To a certain 
e x t e n t ,  i t  m a y  b e  p o s s i b l e  f o r  K a z a k h s t a n  
t o  l e v e r a g e  i t s  p a r t n e r s h i p  w i t h  t h e  I O Cs  a t  
t h e  “ B i g  3 ”  ( a n d  o t h e r s )  t o  a s s i m i l a t e  a n d  
m a s t e r  t h e s e  t e c h n o l o g i e s  ( i n c l u d i n g  t h o s e  
f o r  w o r k i n g  u n c o n v e n t i o n a l  d e p o s i t s ) .

•  I n  m a n y  c o u n t r i e s ,  e n d - u s e r  p r i c i n g  
f o r  h y d r o c a r b o n s  a n d  e l e c t r i c  p o w e r  i s  a  
p o l i t i c a l l y  s e n s i t i v e  i s s u e ,  a n d  t h e  p a s s -
t h r o u g h  o f  h i g h e r  c o s t s  i s  p r o b l e m a t i c .  
I n  t h e  c a s e  o f  d e v e l o p i n g  e c o n o m i e s ,  
p o l i c y m a k e r s  m u s t  a d d r e s s  t o u g h  
i s s u e s  i n v o l v i n g  a f f o r d a b i l i t y  a s  w e l l .  I n  
K a z a k h s t a n ,  i n  p a r t i c u l a r ,  t h e s e  i s s u e s  a r e  
n o w  a t  t h e  f o r e f r o n t ,  a s  p r o d u c e r  p r i c e s  a r e  
n o t  c u r r e n t l y  h i g h  e n o u g h  t o  i n c e n t i v i z e  
the supply of domestic crude to refineries 
o r  n a t u r a l  g a s  t o  t h e  d o m e s t i c  m a r k e t .  
Neither are end-user prices sufficiently 
high to incentivize efficiencies in energy 
p r o c e s s i n g ,  t r a n s p o r t ,  a n d  c o n s u m p t i o n .  
Th e  c u r r e n t  a d m i n i s t r a t i v e  m e a s u r e s  
d e s i g n e d  t o  d i r e c t  s u p p l y  t o w a r d  d e m a n d  
i n  K a z a k h s t a n ’ s  d o m e s t i c  m a r k e t  w i l l  n e e d  
t o  b e  r e p l a c e d  w i t h  m o r e  m a r k e t - o r i e n t e d  
p o l i c i e s  i n  o r d e r  t o  h a r m o n i z e  w i t h  t h o s e  
t h a t  a r e  s e t  t o  b e  i n  p l a c e  w i t h i n  t h e  s i n g l e  
o i l / o i l  p r o d u c t s  a n d  g a s  m a r k e t s  w i t h i n  
t h e  Eu r a s i a n  Ec o n o m i c  U n i o n  b y  2 0 2 5 .
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3. Kazakhstan’s upstream oil sector and its 
domestic refined products market

Th i s  c h a p t e r  e x a m i n e s  k e y  o i l  s e c t o r  
c h a n g e s  a n d  c o n t i n u i t i e s  i n  K a z a k h s t a n  
s i n c e  t h e  p r e v i o u s  N a t i o n a l  En e r g y  
Re p o r t  ( i n  2 0 1 7 ) ,  c o n s i d e r s  t h e  g e n e r a l  
o u t l o o k  f o r  K a z a k h s t a n ’ s  o i l  i n d u s t r y  
t o  2 0 4 0 ,  a n d  o f f e r s  r e c o m m e n d a t i o n s  
f o r  h o w  b e s t  t o  a c h i e v e  c e r t a i n  m a j o r  
g o a l s — p a r t i c u l a r l y  g e n e r a t i o n  o f  n e w  
i n v e s t m e n t  a n d  c r e a t i o n  o f  a  c o m m o n  

Eu r a s i a n  Ec o n o m i c  U n i o n  ( EAEU )  o i l  
m a r k e t  b y  2 0 2 5 .  Th e  c h a p t e r  b e g i n s  
with an overview of primary findings and 
c o n c l u s i o n s ,  a n d  t h e n  l o o k s  i n  m o r e  d e t a i l  
a t  t h e  i m p l i c a t i o n s  o f  t h e  O PEC+  d e a l  
f o r  K a z a k h s t a n ,  t h e  c o u n t r y ’ s  e v o l v i n g  
o i l  b a l a n c e  d y n a m i c s ,  a n d  i m p l i c a t i o n s  
o f  t h e  EAEU  h a r m o n i z a t i o n  p r o c e s s . 1

3.1. Key Points

•  An  i m p o r t a n t  c o m m o n  d e n o m i n a t o r  
a c r o s s  t h e  s e c t o r  i s  t h e  n e e d  f o r  m o r e  
t h o r o u g h  p r i c i n g  a n d  o t h e r  r e g u l a t o r y  
r e f o r m s ,  b o t h  t o  a t t r a c t  n e w  i n v e s t m e n t  
i n  a n  e x t r e m e l y  c o m p e t i t i v e  g l o b a l  m a r k e t  
a n d  p a v e  t h e  w a y  f o r  s u c c e s s f u l  EAEU  
i n t e g r a t i o n .  Th e  r e f o r m  a g e n d a  s h o u l d  
i n c l u d e  f u l l  l i b e r a l i z a t i o n  o f  c r u d e  a n d  
refined product prices, liberalization and 
i m p l e m e n t a t i o n  o f  m a r k e t  m e c h a n i s m s  
f o r  r e s o u r c e  a l l o c a t i o n ,  a s  w e l l  a s  f u r t h e r  
fine-tuning and improving of existing tax 
a n d  s u b s o i l  l e g i s l a t i o n .

• Kazakhstan officially joined the 
O PEC+  i n i t i a t i v e s  ( “ V i e n n a  Al l i a n c e ” )  
t o  r e i n  i n  o i l  p r o d u c t i o n  a n d  r e b a l a n c e  
g l o b a l  m a r k e t s  d u r i n g  2 0 1 7 – 1 9 ,  a n d  h a s  
benefited from the resulting recovery of 
w o r l d  o i l  p r i c e s .  Al t h o u g h  K a z a k h s t a n  
d o u b l e d  i t s  r e d u c t i o n  t a r g e t  f o r  t h e  
s e c o n d  r o u n d  o f  O PEC+  c u t s  s t a r t i n g  i n  
J a n u a r y  2 0 1 9 ,  t h e  m o s t  d e c i s i v e  f a c t o r  i n  
the Kazakh oil production profile remains 
t h e  p l a n n e d  s c h e d u l e s  o f  t h e  K a s h a g a n ,  
Te n g i z ,  a n d  K a r a c h a g a n a k  “ m e g a ”  
p r o j e c t s  t h a t  i n  a g g r e g a t e  a c c o u n t  f o r  a  
l a r g e  ( a n d  g r o w i n g )  s h a r e  o f  t o t a l  n a t i o n a l  
o u t p u t  ( a r o u n d  6 0 %  i n  2 0 1 8 ) ,  r a t h e r  t h a n  
a n y  e x p l i c i t  a c t i o n s  b y  K a z a k h  a u t h o r i t i e s  
i n  s u p p o r t  o f  V i e n n a  Al l i a n c e  t a r g e t s .

•  Ev e n  s o ,  K a z a k h s t a n ’ s  o i l  ( c r u d e  
a n d  g a s  c o n d e n s a t e )  o u t p u t  r e t u r n e d  
t o  a  g r o w t h  t r a j e c t o r y  d u r i n g  2 0 1 7 – 1 8  

a f t e r  d e c l i n i n g  t h r e e  y e a r s  i n  a  r o w ,  a n d  
r e a c h e d  9 0 . 4  M M t  ( 1 . 9 0  M M b / d )  i n  2 0 1 8 ,  
d u e  l a r g e l y  t o  t h e  r a m p - u p  o f  K a s h a g a n .  
Th e  I HS  M a r k i t  o u t l o o k  i s  f o r  e x p a n s i o n  
o f  t o t a l  K a z a k h  o i l  p r o d u c t i o n  b y  a r o u n d  
3 9 %  d u r i n g  2 0 1 9 – 3 5 ,  c e n t e r e d  p r i m a r i l y  
a t  Te n g i z  a n d  K a s h a g a n ,  a f t e r  w h i c h  
a g g r e g a t e  p r o d u c t i o n  i s  e x p e c t e d  t o  
s t a g n a t e  a n d  d e c l i n e .  K e y  f a c t o r s  i n  t h i s  
p r o d u c t i o n  o u t l o o k  i n c l u d e  t h e  e v e n t u a l  
r e a l i z a t i o n  o f  Ph a s e  2  f o r  K a s h a g a n  a n d  
n e w  Ca s p i a n  o f f s h o r e  p r o j e c t s  ( w i t h  t h e  
l a u n c h  o f  t h e  K a l a m k a s - m o r e – K h a z a r  c o -
d e v e l o p m e n t  p l a n  a  k e y  h a r b i n g e r )  a s  w e l l  
a s  t h e  s c a l e  a n d  e f f e c t i v e n e s s  o f  m a t u r e  
onshore field redevelopment.

•  Th e  s m a l l e r ,  i n d e p e n d e n t  o i l  p r o d u c e r s  
i n  K a z a k h s t a n  c l e a r l y  c o u l d  p l a y  a  g r e a t e r  
r o l e  i n  t h e  c o u n t r y ’ s  o i l  b a l a n c e ,  p a r t i a l l y  
mitigating fluctuations in output due 
t o  t i m i n g  a n d  i n h e r e n t  u n c e r t a i n t i e s  i n  
“ m e g a ”  p r o j e c t  d e v e l o p m e n t  s c h e d u l e s .  
B u t  r e a l i z a t i o n  o f  t h i s  p o t e n t i a l  d e p e n d s  
o n  g r e a t l y  i m p r o v e d  b u s i n e s s  c o n d i t i o n s  
f o r  t h e  s m a l l e r  c o m p a n i e s .  

•   K a z a k h  c r u d e  o i l  e x p o r t s  r e b o u n d e d  
d u r i n g  2 0 1 7 – 1 8 ,  a n d  t o t a l e d  7 0 . 2  M M t  
( 1 . 4 6  M M b / d )  l a s t  y e a r .  O i l  e x p o r t  
d y n a m i c s  g o i n g  f o r w a r d  a r e  e x p e c t e d  
t o  m i r r o r  t h e  n a t i o n a l  o i l  p r o d u c t i o n  
t r e n d  g i v e n  l i m i t e d  i n c r e m e n t a l  d o m e s t i c  
d e m a n d  f o r  c r u d e — r e s u l t i n g  i n  a  t o t a l  
i n c r e a s e  i n  K a z a k h  c r u d e  o i l  e x p o r t s  o f  

1  F o r  b a c k g r o u n d  o n  i s s u e s  d i s c u s s e d  i n  t h i s  c h a p t e r ,  s e e  Ch a p t e r  7  o f  t h e  N a t i o n a l  En e r g y  Re p o r t  2 0 1 5  a n d  Ch a p t e r s  3  a n d  4  o f  t h e  N a t i o n a l  
En e r g y  Re p o r t  2 0 1 7 .
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n e a r l y  5 0 %  o v e r  2 0 1 9 – 3 5 ,  f o l l o w e d  b y  
m o d e r a t e  d e c l i n e .

•   Th a n k s  t o  i n v e s t m e n t  i n  e x p a n s i o n ,  
t h e  CPC p i p e l i n e  ( t h a t  t r a n s i t s  Ru s s i a  t o  
t h e  B l a c k  S e a )  h a s  h a n d l e d  a n  i n c r e a s i n g  
s h a r e  o f  K a z a k h  o i l  e x p o r t s  r e c e n t l y  
( a r o u n d  7 5 %  o f  t h e  t o t a l  i n  2 0 1 8 ) ,  a n d  
i s  e x p e c t e d  t o  r e m a i n  t h e  c h i e f  o u t l e t  f o r  
K a z a k h  o i l  e x p o r t s  t h r o u g h  a t  l e a s t  2 0 4 0 .  
B u t  p i p e l i n e  c o n s t r a i n t s  a n d  K a z a k h s t a n ’ s  
“ m u l t i - v e c t o r ”  e x p o r t  s t r a t e g y  m e a n  t h a t  
s o m e  K a z a k h  o i l  w i l l  a l s o  b e  e v a c u a t e d  
v i a  o t h e r  r o u t e s .  I n  p a r t i c u l a r ,  d u r i n g  t h e  
p e r i o d  2 0 1 9 – 4 0  K a z a k h s t a n  i s  e x p e c t e d  t o  
s h i p  l a r g e r  v o l u m e s  v i a  t h e  K a z a k h s t a n -
Ch i n a  p i p e l i n e  ( K CP) ,  a n d  p r o b a b l y  w i l l  
e v e n t u a l l y  r e s u m e  s h i p m e n t s  v i a  t h e  
B a k u - Tb i l i s i - Ce y h a n  p i p e l i n e  ( B TC) .  
K a z a k h s t a n ’ s  o i l  i s  w e l l  p o s i t i o n e d  t o  
c o m p e t e  i n  e x p a n d i n g  As i a n  o i l  m a r k e t s ,  
w h i l e  Eu r o p e a n  d e m a n d  f o r  K a z a k h  o i l  i s  
e x p e c t e d  t o  e n d u r e .

•   Th e  c o m p l e t i o n  o f  t h e  $ 6  b i l l i o n  
refinery modernization program at 
K a z a k h s t a n ’ s  t h r e e  m a j o r  p l a n t s — At y r a u ,  
Pa v l o d a r ,  a n d  S h y m k e n t — u n d e r p i n n e d  
an expansion of total Kazakh refinery 
t h r o u g h p u t  b y  1 0 . 2 %  i n  2 0 1 8  t o  1 6 . 4  M M t  
( 3 4 1 , 0 0 0  b / d ) ,  a l o n g  w i t h  a  l i g h t e n i n g  
of the average refined product barrel, 
reflected in a 17.2% jump in Kazakh 
g a s o l i n e  o u t p u t  l a s t  y e a r .  Th e  I HS  M a r k i t  
b a s e  c a s e  i s  f o r  o n l y  a  m o d e r a t e  i n c r e a s e  i n  
refining going forward, with the improved 
p r o d u c t  s l a t e  a l l o w i n g  r i s i n g  d o m e s t i c  
p r o d u c t  d e m a n d  f o r  l i g h t  p r o d u c t s ,  s u c h  
a s  g a s o l i n e  a n d  d i e s e l ,  t o  b e  m e t ,  w i t h  
p e r h a p s  e v e n  a  s l i g h t  s u r p l u s  f o r  e x p o r t  
o f  l i g h t  p r o d u c t s  t o  n e i g h b o r i n g  m a r k e t s .

•   The refinery upgrades have 
succeeded in significantly lessening 
K a z a k h s t a n ’ s  t r a d i t i o n a l  r e l i a n c e  o n  i m p o r t s  
o f  l i g h t  p r o d u c t s  f r o m  Ru s s i a — t h e r e b y  
s u b s t a n t i a l l y  e n h a n c i n g  t h e  s e c u r i t y  o f  
Kazakhstan’s refined product supply—and 
existing Kazakh refinery capacity should 
be sufficient to meet domestic oil product 

d e m a n d  t h r o u g h  a t  l e a s t  2 0 3 0 .  Th e  
p r o m i s e  o f  l a r g e - s c a l e  K a z a k h  e x p o r t s  o f  
l i g h t  p r o d u c t s  i s  l i k e l y  t o  r e m a i n  e l u s i v e ,  
t h o u g h  K a z a k h s t a n  m a y  w e l l  c o m p e t e  f o r  
n i c h e s  i n  s e l e c t e d  r e g i o n a l  m a r k e t s  ( e . g . ,  
K y r g y z s t a n ,  U z b e k i s t a n ) .

•  Co n t i n u e d  o v e r - r e g u l a t i o n  o f  
K a z a k h s t a n ’ s  d o w n s t r e a m  o i l  s e c t o r  
s e r i o u s l y  i m p a i r s  i n d u s t r y  d e v e l o p m e n t .  
Th e  n a t i o n a l  o i l  c o m p a n y ,  K a z M u n a y G a z  
( K M G ) ,  a n d  o t h e r  r e s o u r c e  h o l d e r s  a n d  
g i v e - a n d - t a k e  p r o v i d e r s  s u p p l y  f e e d s t o c k  
to the three main refineries under a 
p r o c e s s i n g  s y s t e m  t h a t  p a y s  f o r  p l a n t  
m o d e r n i z a t i o n  a n d  e n s u r e s  h i g h  m a r g i n s  
for refiners, but fails to incentivize refiners 
to further improve efficiencies and optimize 
t h e  p r o d u c t  s l a t e .  Th e  c u r r e n t  p r o c e s s i n g  
s y s t e m  l e a v e s  u p s t r e a m  s u p p l i e r s  w i t h  
insufficient incentive to deliver crude 
t o  t h e  d o m e s t i c  m a r k e t — p a r t i c u l a r l y  
given artificially low prices in domestic 
refined product markets, resulting in a 
n e t b a c k  f o r  d o m e s t i c  c r u d e  d e l i v e r i e s  
t h a t  i s  w e l l  b e l o w  e x p o r t  n e t b a c k  p a r i t y .  
Re t a i l  p r o d u c t  p r i c e s  r e m a i n  h e a v i l y  
administered notwithstanding official price 
l i b e r a l i z a t i o n ,  a n d  p e r i o d i c  p r o d u c t  i m p o r t  
a n d  e x p o r t  b a n s  c o n s t i t u t e  a n o t h e r  m a j o r  
m a r k e t  d i s t o r t i o n .

•   I n  t h e  l e a d - u p  t o  t h e  p l a n n e d  2 0 2 5  
f o r m a t i o n  o f  a  c o m m o n  EAEU  o i l  m a r k e t ,  
I HS  M a r k i t  r e c o m m e n d s  K a z a k h s t a n  f o l l o w  
Ru s s i a ’ s  l e a d  a n d  e l i m i n a t e  c r u d e  e x p o r t  
d u t i e s  a l t o g e t h e r ,  a l l o w i n g  d o m e s t i c  
c r u d e  p r i c e s  t o  r i s e  t o  t h e  l e v e l  o f  e x p o r t  
n e t b a c k  p a r i t y ,  w h i l e  g r a d u a l l y  p h a s i n g  
out the current refinery processing 
system (and instead making refiners 
m e r c h a n t  o p e r a t o r s  w h o  b u y  c r u d e  a n d  
s e l l  p r o d u c t s ) ,  p e r m i t  d o m e s t i c  w h o l e s a l e  
p r o d u c t  p r i c e s  t o  r e a c h  t h e  a v e r a g e  l e v e l  
a m o n g  EAEU  m e m b e r  s t a t e s  ( e s s e n t i a l l y  
e x p o r t  p a r i t y  n e t b a c k ) ,  i n c r e a s i n g  e x c i s e  
t a x e s  t o  h a r m o n i z e  w i t h  t h e  o t h e r  EAEU  
m e m b e r s ,  a n d  m i n i m i z i n g  a l l  p r o d u c t  
i m p o r t - e x p o r t  r e s t r i c t i o n s .
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 2  “Oil” production (and export) volumes include crude oil and gas condensate (with the latter defined as gas liquids produced in the fields). 
S t a t i s t i c s  o f  K a z a k h s t a n  a n d  t h e  f o r m e r  S o v i e t  r e p u b l i c s  t y p i c a l l y  r e p o r t  o i l  p r o d u c t i o n  v o l u m e s  i n  m e t r i c  t o n s ,  b u t  t h e  O PEC+  a g r e e m e n t s  q u a n t i f y  
p r o d u c t i o n  c h a n g e s  i n  b a r r e l s  p e r  d a y .  Es t i m a t e s  o f  K a z a k h  c r u d e  o i l  a n d  g a s  c o n d e n s a t e  v o l u m e s  i n  b a r r e l s  a s  r e p o r t e d  i n  t h i s  c h a p t e r  a r e  
g e n e r a l l y  b a s e d  o n  a n  a v e r a g e  c o n v e r s i o n  r a t i o  o f  7 . 6  b a r r e l s  p e r  t o n ,  b u t  t h e s e  a r e  o n l y  a p p r o x i m a t e  v a l u e s .

3.2. Implications of the OPEC+ Deal in 2017–19 and Global Oil 
Market Trends for Kazakhstan

Th e  l a t e s t  O PEC+  o i l  p r o d u c t i o n  c u t s  
p r o g r a m ,  s t a r t i n g  i n  J a n u a r y  2 0 1 9 ,  i s  i n  
several respects a reprise of the first joint 
r e d u c t i o n s  e f f o r t  ( l a u n c h e d  i n  e a r l y  2 0 1 7  
a n d  c o n t i n u i n g  t h r o u g h  m i d -  2 0 1 8 ) ,  w h i l e  
now (as during the first round of cuts) the 
p r o d u c t i o n  s c h e d u l e s  o f  K a z a k h s t a n ’ s  t h r e e  
“ m e g a ”  p r o j e c t s — Te n g i z c h e v r o i l  ( TCO ) ,  
t h e  N o r t h  Ca s p i a n  O p e r a t i n g  Co m p a n y  
( N CO C) ,  a n d  t h e  K a r a c h a g a n a k  Pe t r o l e u m  
O p e r a t i n g  B V  ( K PO ) — h a v e  s o  f a r  h a d  a  
m u c h  g r e a t e r  i m p a c t  o n  K a z a k h s t a n ’ s  
overall oil production profile than any 
e x p l i c i t  a c t i o n s  b y  K a z a k h  a u t h o r i t i e s  i n  
s u p p o r t  o f  O PEC+  t a r g e t s .  B u t  t h i s  t i m e  
t h e  s t a k e s  a r e  p o t e n t i a l l y  h i g h e r — g i v e n  
Kazakhstan’s decision to double its official 
c o n t r i b u t i o n  t o  t h e  O PEC+  r e d u c t i o n s  
program compared with the first round 
of cuts—while significant changes in the 
b r o a d e r  m a c r o e c o n o m i c  a n d  g l o b a l  o i l  
m a r k e t  c o n t e x t  s p e l l  a  n e w  s e t  o f  r i s k s  
a n d  o p p o r t u n i t i e s  f o r  K a z a k h s t a n .

3.2.1. Overview of OPEC+ 
Arrangements

Th e  s e c o n d  r o u n d  o f  c u t s  a g r e e d  b y  
t h e  V i e n n a  Al l i a n c e  i s  s m a l l e r  t h a n  t h e  
first round overall—down from a planned 
reduction of 1.8 MMb/d set in the first half 
o f  2 0 1 7  ( s u b s e q u e n t l y  e x t e n d e d  t o  m i d -
2 0 1 8 )  t o  a  t a r g e t  o f  a  1 . 2  M M b / d  a g g r e g a t e  
cut in the first half of 2019 (now supposed 
t o  c o n t i n u e  t h r o u g h  M a r c h  2 0 2 0 ) .  B u t  i n  
m a r k e d  c o n t r a s t  t o  t h i s  g e n e r a l  t r e n d ,  
K a z a k h s t a n  d o u b l e d  i t s  p l a n n e d  c u t  i n  
t h e  s e c o n d  r o u n d  c o m p a r e d  w i t h  t h e  
first—to a total of 40,000 b/d this time 
( s e e  F i g u r e  3 . 1 :  D i s t r i b u t i o n  o f  O PEC+  o i l  
o u t p u t  r e d u c t i o n  t a r g e t s :  F i r s t  a n d  s e c o n d  
r o u n d s ) .  As  a  r e s u l t ,  K a z a k h s t a n ’ s  s h a r e  
o f  t h e  t o t a l  O PEC+  c u t s  t a r g e t  a l s o  r o s e  
s u b s t a n t i a l l y  i n  t h e  s e c o n d  r o u n d  ( f r o m  
1 %  t o  3 % )  a s  d i d  K a z a k h s t a n ’ s  s h a r e  o f  
t h e  c u t s  a m o n g  v a r i o u s  k e y  s u b - c a t e g o r i e s  
o f  O PEC+  d e a l  p a r t i c i p a n t s ,  i n c l u d i n g  F S U  
p r o d u c e r s  ( f r o m  6 %  t o  1 4 % )  ( s e e  F i g u r e  
3 . 2 :  Ch a n g e s  i n  K a z a k h s t a n ’ s  s h a r e  o f  
O PEC+  c u t  t a r g e t s  w i t h i n  k e y  c a t e g o r i e s  
o f  O PEC+  p r o d u c e r s ) . 2

0.0 0.2 0.4 0.6 0.8 1.0 1.2 1.4 1.6 1.8

Second round: Jan 2019
through Mar 2020

First round: Jan 2017 to
mid-2018

OPEC countries Russia Kazakhstan Other Non-OPEC countries

Figure 3.1. Distribution of OPEC+ oil output reduction targets: First and second rounds

Source: IHS Markit © 2019 IHS Markit
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p o s i t i v e  i m p a c t  o n  g l o b a l  p r i c e s  d u r i n g  
e a c h  r o u n d  o f  c u t s .  K a z a k h s t a n  a c t u a l l y  
i n c r e a s e d  i t s  o v e r a l l  o i l  p r o d u c t i o n  d u r i n g  
the first round of OPEC+ cuts in 2017–
1 9 ,  b u t  m a n a g e d  t o  r e d u c e  o u t p u t  i n  t h e  
first half of 2019—reflecting the changing 
d y n a m i c s  o f  K a s h a g a n  i n  p a r t i c u l a r .  
I n  t h e  e a r l i e r  r o u n d  o f  r e d u c t i o n s ,  t h e  
o n g o i n g  r a m p - u p  o f  K a s h a g a n  e c l i p s e d  
any decline at legacy fields. During the 
second round of cuts in the first half of 

2 0 1 9 ,  i n  c o n t r a s t ,  a  m a j o r  K a s h a g a n  
m a i n t e n a n c e  p r o g r a m  i n  Ap r i l – M a y  
e n a b l e d  K a z a k h s t a n  t o  i n i t i a l l y  m e e t  i t s  
4 0 , 0 0 0  b / d  O PEC+  r e d u c t i o n  c o m m i t m e n t  
( a n d  i n d e e d  g r e a t l y  e x c e e d  t h e  t a r g e t  
d u r i n g  t h i s  p e r i o d )  ( s e e  F i g u r e  3 . 3 :  
M o n t h l y  K a z a k h  c r u d e  o i l  a n d  c o n d e n s a t e  
p r o d u c t i o n ,  2 0 1 6 – 1 9 ,  a n d  F i g u r e  3 . 4 :  
M o n t h l y  c h a n g e s  i n  K a z a k h  o i l  p r o d u c t i o n  
r e l a t i v e  t o  b a s e l i n e s  f o r  c u t s  d u r i n g  
p e r i o d s  o f  p l a n n e d  O PEC+  r e d u c t i o n s ) .
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Figure 3.2. Changes in Kazakhstan's share of OPEC+ cut targets within key 
categories of OPEC+ producers

Source: IHS Markit © 2019 IHS Markit
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Th e  p r i c e  t r a j e c t o r i e s  f o r  K a z a k h s t a n ’ s  
p r i m a r y  e x p o r t  s t r e a m s — CPC B l e n d  a n d  
U r a l s  Ex p o r t  B l e n d  ( U r a l s ) ,  w h i c h  c o n s i s t  
o f  a  d i f f e r e n t  c o c k t a i l  o f  K a z a k h  a n d  
Ru s s i a n  c r u d e  s t r e a m s — h a v e  b a s i c a l l y  
m i r r o r e d  t h e  a f o r e m e n t i o n e d  p r i c e  t r e n d  
f o r  B r e n t  d u r i n g  t h e  p e r i o d  o f  t h e  O PEC+  
d e a l s .  F o r  e x a m p l e ,  t h e  a v e r a g e  a n n u a l  
p r i c e  o f  CPC B l e n d — n o w  a c c o u n t i n g  
f o r  t h e  b u l k  o f  K a z a k h  c r u d e  e x p o r t s —
r o s e  b y  a r o u n d  6 1 %  d u r i n g  2 0 1 7 – 1 8  
c o m p a r e d  w i t h  t h e  2 0 1 6  a v e r a g e ,  
r e a c h i n g  a n  a v e r a g e  o f  a b o u t  $ 7 0 / b b l  i n  

2 0 1 8 .  Th e  n e t  r e s u l t  f o r  K a z a k h s t a n  o f  
t h e  p r i c e  r i s e  o v e r  2 0 1 7 – 1 8  w a s  a  $ 1 8 . 7  
b i l l i o n  i n c r e a s e  i n  c o m b i n e d  c r u d e  o i l  
and refined product export earnings in 
2 0 1 8  c o m p a r e d  w i t h  2 0 1 6 ,  w i t h  t h e  b u l k  
o f  t h i s  c o n c e n t r a t e d  i n  c r u d e  r e v e n u e  
( s e e  F i g u r e  3 . 5 :  K a z a k h s t a n ’ s  c r u d e  o i l  
and refined product export volumes and 
r e v e n u e s ,  2 0 1 4 – 1 8 ) .  Th e  $ 3 8 . 9  b i l l i o n  
generated by crude oil and refined product 
e x p o r t s  i n  2 0 1 8  r e p r e s e n t e d  6 3 . 8 %  
o f  K a z a k h s t a n ’ s  t o t a l  e x p o r t  r e v e n u e s .
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Figure 3.4. Monthly changes in Kazakh oil production relative to baselines for cuts during periods of planned OPEC+ reductions

Source: IHS Markit, Infotek © 2019 IHS Markit
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3.2.3. Prospects for Continuation 
of the OPEC+ Accord and Its Longer-
term Impact

Th e   V i e n n a   Al l i a n c e  h a s  a  s t r o n g  
i n c e n t i v e    t o  m a i n t a i n  t h e  c u r r e n t  
p r o d u c t i o n  l i m i t s  a g r e e d  i n  J u l y  2 0 1 9 ,  
a t  l e a s t  t h r o u g h  t h e  e n d  o f  2 0 1 9 ,  g i v e n  
c o n s i d e r a b l e  d o w n s i d e  r i s k  t o  o i l  p r i c e s  
o t h e r w i s e .  N o n e  o f  t h e  O PEC+  m e m b e r s  
r e a l l y  c a n  a f f o r d  a  s t e e p  p r o l o n g e d  
d e c l i n e  i n  w o r l d  o i l  p r i c e s ,  d u e  t o  t h e  
h e a v y  d e p e n d e n c e  o f  t h e i r  e c o n o m i e s  
a n d  g o v e r n m e n t  b u d g e t s  o n  h y d r o c a r b o n  
r e v e n u e s ,  a n d  a b s e n t  o n g o i n g  p r o d u c t i o n  
c o n s t r a i n t ,  o v e r s u p p l y  i s  l i k e l y  t o  r e -
e m e r g e  i n  g l o b a l  o i l  m a r k e t s . 3  

B u t  c o m p e t i n g  p r i o r i t i e s  c l o u d  t h e  
o u t l o o k  f o r  c o l l a b o r a t i o n  a m o n g  V i e n n a  
Al l i a n c e  m e m b e r s  i n  t h e  m e d i u m  t o  
l o n g e r  t e r m ,  a s  t h e  c a s e  o f  K a z a k h s t a n  
i t s e l f  i l l u s t r a t e s .  O n  t h e  o n e  h a n d ,  
t h e  O PEC+  p o l i c i e s  h a v e  y i e l d e d  c l e a r  
benefits for Kazakhstan on the whole in 
t h e  f o r m  o f  i n c r e a s e d  o i l  e x p o r t  r e v e n u e s  
r e s u l t i n g  f r o m  h i g h e r  o i l  p r i c e s .  K a z a k h  
a u t h o r i t i e s  h a v e  a l s o  r e p e a t e d l y  s t r e s s e d  
t h e  i m p o r t a n c e  o f  t h e  s t a b i l i t y  o f  w o r l d  
o i l  p r i c e s ,  t o  w h i c h  O PEC+  p r o d u c t i o n  
m a n a g e m e n t  c o n t r i b u t e s ,  i n s o f a r  a s  
v o l a t i l e  o i l  p r i c e s  c o m p l i c a t e  b u d g e t  
p l a n n i n g  f o r  t h e  g o v e r n m e n t  e v e n  m o r e  
s o  t h a n  t h e  o i l  c o m p a n i e s .  F u r t h e r  t a c t i c a l  
K a z a k h  c o o p e r a t i o n  w i t h  o t h e r  V i e n n a  
Al l i a n c e  m e m b e r s  i s  t h e r e f o r e  l i k e l y  i n  
t h e  n e a r  t e r m .  B u t  t h e  K a z a k h  “ m e g a ”  
p r o j e c t  s c h e d u l e s  s t i l l  t a k e  p r e c e d e n c e .  
M o r e o v e r ,  K a z a k h s t a n  h a s  l i t t l e  i n c e n t i v e  
t o  p a r t i c i p a t e  i n  a n y t h i n g  m o r e  t h a n  t h e  

3  Th e  r i s k  o f  o v e r s u p p l y  i n  t h e  n e a r  t e r m  i s  t i e d  i n  p a r t  t o  p l a n n e d  p i p e l i n e  c a p a c i t y  a d d i t i o n s  f r o m  t h e  Pe r m i a n  B a s i n  i n  t h e  U n i t e d  S t a t e s ,  
f a c i l i t a t i n g  a  n e w  s u r g e  i n  U S  s h a l e  o i l  p r o d u c t i o n :  I HS  M a r k i t  e x p e c t s  t h a t  n e w  l a r g e - d i a m e t e r  p i p e l i n e s  l a u n c h e d  b y  t h e  s e c o n d  h a l f  o f  2 0 1 9  w i l l  
u l t i m a t e l y  d e l i v e r  2 . 3  M M b / d  o f  a d d i t i o n a l  o i l .  

c u r r e n t  l o o s e  O PEC+  c o a l i t i o n .  L a r g e r -
s c a l e  K a z a k h  e f f o r t s  t o  c u t  p r o d u c t i o n  i n  
s u p p o r t  o f  O PEC+  g o a l s  a r e  t h e o r e t i c a l l y  
p o s s i b l e ,  b u t  t h i s  w o u l d  t e n d  t o  s t u n t  
K a z a k h  o i l  i n d u s t r y  d e v e l o p m e n t .  
M o r e o v e r ,  i n  s u c h  a  s c e n a r i o  t h e  s m a l l e r  
i n d e p e n d e n t  p r o d u c e r s  i n  K a z a k h s t a n  
w o u l d  l i k e l y  b e  c o m p e l l e d  t o  c u t  p r o d u c t i o n  
a s  w e l l ,  c l o u d i n g  t h e  l o n g e r - t e r m  g r o w t h  
p r o s p e c t s  o f  t h i s  i n d u s t r y  s e g m e n t .  I n  
contrast, output of the “Big 3” fields should 
r e m a i n  r e l a t i v e l y  s t a b l e ,  i f  n o t  g r o w i n g ,  
g i v e n  i n v e s t m e n t  d e c i s i o n s  a l r e a d y  m a d e  
b y  t h e  i n t e r n a t i o n a l  c o n s o r t i a  l e a d i n g  
t h e s e  p r o j e c t s .

Th e  i m p a c t  o f  t h e  O PEC+  i n i t i a t i v e s  
o n  K a z a k h s t a n ,  a n d  i t s  d e g r e e  o f  
c o l l a b o r a t i o n  w i t h  o t h e r  V i e n n a  Al l i a n c e  
m e m b e r s ,  d e p e n d s  u l t i m a t e l y  o n  t h e  
l o n g e r - t e r m  e v o l u t i o n  o f  t h e  g l o b a l  l i q u i d s  
s u p p l y - d e m a n d  d y n a m i c .  I f  t h e r e  i s  g l o b a l  
o v e r s u p p l y  i n  t h e  l o n g e r  r u n ,  t h e  V i e n n a  
Al l i a n c e  w i l l  l i k e l y  n e e d  t o  c o n t i n u e  t o  c a p  
o u t p u t  i n  s u p p o r t  o f  p r i c e s ,  a n d  i t  w i l l  
be relatively difficult for Kazakhstan to 
c o n s i s t e n t l y  c o m p l y ,  l e t  a l o n e  u n d e r t a k e  
a d d i t i o n a l  c u t s . 4

Th e  I HS  M a r k i t  b a s e  c a s e  i s  f o r  a  
relatively flat real Brent price going 
f o r w a r d ,  a n d  a  c o m p a r a b l e  t r a j e c t o r y  f o r  
CPC B l e n d ,  U r a l s  B l e n d ,  a n d  B TC B l e n d  
( s e e  F i g u r e  3 . 6 :  L o n g - t e r m  p r i c e  o u t l o o k  
f o r  s e l e c t e d  K a z a k h  c r u d e  o i l  e x p o r t  
s t r e a m s ) .  K a z a k h s t a n  w i l l  l i k e l y  r e m a i n  
e n g a g e d  w i t h  O PEC+  o n  p r o d u c t i o n  
m a n a g e m e n t  q u e s t i o n s  f o r  s o m e  t i m e  t o  
c o m e .  

4  Th e  c u r r e n t  I HS  M a r k i t  b a s e  c a s e  ( Ri v a l r y )  s c e n a r i o  t o  2 0 5 0  i s  f o r  g l o b a l  o i l  d e m a n d  t o  r i s e  f r o m  t h e  2 0 1 8  l e v e l  o f  a r o u n d  1 0 1  M M b / d  t o  a  
plateau of around 117 MMb/d during 2036-40 before easing down to approximately 113 MMb/d by 2050. Prices need to be sufficient to incentivize 
e n o u g h  s u p p l y  t o  m e e t  d e m a n d  g r o w t h ,  a n d  i n  o u r  b a s e  c a s e  o i l  p r i c e s  g r a v i t a t e  t o  a  r a n g e  o f  $ 6 7 – 7 0 / b b l  f o r  B r e n t  i n  r e a l  2 0 1 8  U S  d o l l a r s  i n  t h e  
long term. Our analysis of the global cost curve indicates that there is sufficient supply available at this price range to meet projected demand. 
B u t  t h e r e  i s  m u c h  p o t e n t i a l  f o r  d i v e r g e n c e  o f  m a r k e t  f u n d a m e n t a l s  a n d  p r i c e s  f r o m  s u c h  a  t r a j e c t o r y  d u r i n g  s h o r t e r - t e r m  p e r i o d s  w i t h i n  t h e  o v e r a l l  
s c e n a r i o  t i m e  f r a m e .  I n  f a c t ,  t h e r e  i s  a l w a y s  s o m e  r i s k  o f  m a r k e t  i m b a l a n c e s  r e c u r r i n g ,  w i t h  t h e  r e s u l t  t h a t  o n g o i n g  a d  h o c  a d j u s t m e n t s  o f  O PEC+  
p r o d u c t i o n  p o l i c y  m a y  b e  n e e d e d  t o  r e s t o r e  t h e  b a l a n c e .
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3.2.4. Oil Market Outlook for Key 
Global Regions

 Th e  I HS  M a r k i t  b a s e  c a s e  ( Ri v a l r y )  
s c e n a r i o  e n v i s i o n s  t h e  f o l l o w i n g  k e y  
o i l  m a r k e t  d y n a m i c s  i n  s e l e c t e d  m a j o r  
r e g i o n s  d u r i n g  t h e  p e r i o d  o u t  t o  2 0 4 0 . 5

•  Asia-Pacific markets remain the 
chief center of incremental global 
oil demand—supplied primarily 
from outside the region. Th e  As i a -
Pacific region registers a net oil demand 
r i s e  o f  3 4 . 8 %  d u r i n g  2 0 1 9 – 4 0 ,  t o  4 8 . 6  
M M b / d .  B u t  d y n a m i c s  w i t h i n  t h e  r e g i o n  
v a r y  w i d e l y .  N o n - O ECD  As i a n  d e m a n d  
i n c r e a s e s  b y  5 0 . 1 %  t o  4 1 . 7  M M b / d ,  
reflecting expansion of Indian and 
Ch i n e s e  d e m a n d  i n  p a r t i c u l a r .  I n  c o n t r a s t ,  
O ECD  As i a n  o i l  d e m a n d  d r o p s  1 6 . 5 %  
t o  6 . 9  M M b / d  d u r i n g  t h e  s a m e  p e r i o d ,  
reflecting mainly the structural decline of 
J a p a n e s e  o i l  d e m a n d .  At  t h e  s a m e  t i m e ,  

5  S e e  t h e  I HS  M a r k i t  S t r a t e g i c  Re p o r t ,  Ri v a l r y :  Th e  I HS  M a r k i t  v i e w  o f  t h e  e n e r g y  f u t u r e  ( 2 0 1 9 – 5 0 ) ,  J u l y  2 0 1 9 .

3.3. Recent Evolution of Kazakhstan’s Oil Balance and Outlook 
to 2040

Asia-Pacific oil production falls overall by 
2 3 . 1 %  t o  4 . 9 9  M M b / d  d u r i n g  2 0 1 9 – 4 0 .

•  European demand and indigenous 
production both fall, leaving overall 
European import volumes relatively 
stable. Eu r o p e a n  d e m a n d  d r o p s  o v e r a l l  
b y  1 5 . 9 %  t o  1 3 . 2  M M b / d .  M e a n w h i l e ,  
t h e  e x p e c t e d  c o n t r a c t i o n  i n  Eu r o p e a n  
p r o d u c t i o n  ( e s s e n t i a l l y  N o r t h  S e a  o u t p u t )  
a m o u n t s  t o  1 . 2 3  M M b / d  d u r i n g  t h i s  p e r i o d ,  
r e p r e s e n t i n g  a  4 1 . 2 %  d e c l i n e ,  f o r  t o t a l  
p r o d u c t i o n  o f  j u s t  1 . 7 6  M M b / d  i n  2 0 4 0 .

•  North American oil demand slowly 
contracts overall, while production 
reaches a maximum in 2030. D e m a n d  
f a l l s  b y  7 . 3 %  t o  2 3 . 0  M M b / d  d u r i n g  
2 0 1 9 – 4 0 .  Re g i o n a l  o u t p u t  r e a c h e s  a  
m a x i m u m  o f  2 4 . 2  M M b / d  i n  2 0 3 0 ,  a n d  
t h e n  f a l l s  t o  2 3 . 1  M M b / d  b y  2 0 4 0 .  Th i s  
n e v e r t h e l e s s  r e p r e s e n t s  a  n e t  p r o d u c t i o n  
i n c r e a s e  d u r i n g  2 0 1 9 – 4 0  o f  3 3 . 3 % .  

K e y  K a z a k h  o i l  b a l a n c e  d e v e l o p m e n t s  
i n c l u d e  t h e  r e t u r n  o f  o i l  p r o d u c t i o n  a n d  
e x p o r t s  t o  a  s o l i d  g r o w t h  t r a j e c t o r y  
d u r i n g  2 0 1 7 – 1 8 .  K a z a k h  o i l  p r o d u c t i o n  

a n d  e x p o r t s  r e m a i n  o n  a  g r o w t h  
t r a j e c t o r y  t h r o u g h o u t  m o s t  o f  t h e  p e r i o d  
t o  2 0 4 0  i n  t h e  I HS  M a r k i t  b a s e - c a s e  
s c e n a r i o ,  w h i l e  a g g r e g a t e  d o m e s t i c  
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Figure 3.6. Long-term price outlook for selected Kazakh crude oil export streams

Notes: *Urals historical data and scenario are based on average for Urals NWE CIF and Urals FOB Novorossiysk.
Source: IHS Markit, Argust Media Limited (for historical prices) © 2019 IHS Markit

Do
lla

rs
 p

er
 b

ar
re

l



CHAPTER 3 .  K AZ AK HS TAN ’ S  U PS TREAM  O I L  S ECTO R 
AN D  I TS  D O M ES TI C REF I N ED  PRO D U CTS  M ARK ET

4 9

p r o d u c t  d e m a n d  a n d  e s p e c i a l l y  d o m e s t i c  
refining increase more moderately.

3.3.1. Overview of Oil Balance 
Trends

O i l  p r o d u c t i o n  r e a c h e d  a  r e c o r d  l e v e l  
i n  2 0 1 8  ( s e e  Ta b l e  3 . 1 :  Cr u d e  o i l  a n d  
c o n d e n s a t e  b a l a n c e  f o r  K a z a k h s t a n  f o r  
d e t a i l s  o n  K a z a k h s t a n ’ s  o i l  b a l a n c e  d u r i n g  
2 0 1 0 – 1 8 ;  a n d  F i g u r e  3 . 7 :  K a z a k h s t a n ’ s  
o i l  s e c t o r ) .  Th e  p o s i t i v e  p r o d u c t i o n  
dynamic reflected the ramp-up of 

K a s h a g a n  i n  p a r t i c u l a r ,  w i t h  m o s t  o f  t h e  
i n c r e m e n t a l  o u t p u t  d i r e c t e d  t o  g l o b a l  
m a r k e t s  v i a  CPC.  O n  t h e  d o w n s t r e a m  
s i d e ,  d o m e s t i c  a p p a r e n t  p r o d u c t  d e m a n d  
h a s  c o n t i n u e d  t o  r e b o u n d  s i n c e  2 0 1 5 ,  
spurring increased Kazakh refining. Even 
m o r e  s t r i k i n g  h a s  b e e n  t h e  l i g h t e n i n g  
of the average Kazakh refined product 
b a r r e l — i n  c o n j u n c t i o n  w i t h  c o m p l e t i o n  
o f  m o d e r n i z a t i o n  p r o g r a m s  a t  t h e  t h r e e  
major refineries—alleviating Kazakhstan’s 
d e p e n d e n c e  o n  Ru s s i a n  p r o d u c t  i m p o r t s .  

Table 3.1
Crude oil and condensate balance for Kazakhstan

(million metric tons)

2010 2011 2012 2013 2014 2015 2016 2017 2018 % change
2017-18

Production 79.7 80.0 79.2 81.8 80.8 79.5 78.0 86.2 90.4 4.8 

Apparent consumption 19.7 17.5 17.2 16.7 11.6 14.7 14.7 16.7 20.2 21.5 

Refinery throughput 13.7 13.7 15.1 15.3 16.4 15.0 14.9 14.9 16.4 10.2 

Direct use of crude/unidentified* 6.0 3.8 2.1 1.4 -4.8 -0.3 -0.2 1.8 3.8 116.1 

Exports** 67.5 69.6 68.1 72.2 69.7 64.8 63.4 69.6 70.2 0.8 

Outside the Former Soviet Union 65.8 67.9 67.4 71.4 68.3 62.0 62.6 68.7 69.5 1.1 
Via Russian pipeline system (non-
Makhachkala) 15.5 15.4 15.4 15.4 14.6 13.5 15.0 15.9 14.8 -7.3 

Via CPC 28.5 28.3 25.3 28.7 35.2 39.0 42.4 49.4 54.3 9.9 

 Via Atasu-Alashankou pipeline 10.1 10.8 10.4 11.8 4.8 4.4 2.8 2.7 1.4 -47.7 

Via railroad 5.7 7.3 6.1 8.7 1.8 0.3 0.5 0.4 0.3 -15.1 
Via Russian railroad (to Finland, 
etc.) 5.7 7.3 6.1 8.7 1.8 0.3 0.5 0.4 0.3 -15.1 

Via Kazakh railroad to China 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Via Caspian 9.3 5.8 7.6 6.0 5.2 3.2 2.2 1.2 0.9 -21.3 

through Azerbaijan/Georgia 5.2 2.3 3.8 3.2 3.5 1.6 0.6 0.7 0.0 -100.0 

To Baku-Tbilisi-Ceyhan (BTC) 0.0 0.0 0.0 0.6 2.4 1.1 0.0 0.0 0.0 
To Iran (including direct shipments 
by rail) 0.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

To Novorossiysk (via Makhachkala) 3.6 3.4 3.8 2.8 1.7 1.6 1.6 0.5 0.9 83.3 

Former Soviet republics*** 1.7 1.7 0.7 0.9 1.4 2.8 0.8 0.9 0.7 -21.4 

Russia**** 1.2 1.2 0.7 0.9 1.4 2.8 0.8 0.6 0.5 -20.0 
Via Karachaganak-Orenburg 
pipeline 1.2 1.2 0.7 0.9 0.7 0.7 0.8 0.6 0.5 -20.0 

Imports 7.4 7.1 6.1 7.2 0.5 0.1 0.0 0.0 0.0 0.0 

Outside the Former Soviet Union --  --  -- --  --  --  --  --   --

Former Soviet republics 7.4 7.1 6.1 7.2 7.0 7.0 7.0 10.1 10.0 -0.7 

 Russia**** 7.4 7.1 6.1 7.2 7.0 7.0 7.0 10.1 10.0 -0.7 

to Kazakhstan-China pipeline (swap) 2.6 0.2 0.0 0.0 7.0 7.0 7.0 10.1 10.0 -0.7 

*Balancing item: includes Karachaganak stabilization losses, other field losses, stock changes, processing by small mini-refineries, and any 
unrecorded deliveries.
**Total crude exports in the table are those reported officially in Kazakh trade statistics and includes both crude oil and condensate. There are 
differences with other reported totals, such as by the Ministry of Energy, for a number of reasons.  For example, the figures issued by the Ministry 
exclude shipments of “compensation crude” to Russia that were made in 2014-15.  Reported export totals may differ from the sum of reported 
exports via individual routes due to differences in source data: the national-level data on export trade are generated by customs-based statistics, 
whereas data on exports by individual routes are based on transportation and logistics statistics.
***Does not include seaborne deliveries to Ukraine via Black Sea.
****Russian oil swap volumes in 2014 (7 MMt) are included in import and export flows for Kazakhstan for comparative purposes with flows in 2013.
Source: IHS Markit, Kazakhstan Ministry of Energy and Committee on Statistics
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I HS  M a r k i t ’ s  o u t l o o k  a s s u m e s  t h a t  
d e c i s i v e  s t e p s  w i l l  c o n t i n u e  t o  b e  t a k e n  
b y  K a z a k h s t a n  t o  r e m a i n  a t t r a c t i v e  t o  
u p s t r e a m  i n v e s t o r s .  Th i s  w a s ,  o f  c o u r s e ,  
t h e  p r i m a r y  g o a l  o f  t h e  r e v i s i o n s  m a d e  
r e c e n t l y  t o  t h e  S u b s o i l  a n d  Ta x  c o d e s ,  b u t  
f u r t h e r  i m p r o v e m e n t s  a r e  s t i l l  n e e d e d .  
So far, significant additional investments 
h a v e  b e e n  c o m i n g  m o s t l y  t h r o u g h  
e x i s t i n g  p r o j e c t s  ( w i t h  i n v e s t m e n t  s t a b i l i t y  
a r r a n g e m e n t s ,  s u c h  a s  PS As ) ,  a l t h o u g h  
s o m e  s u c c e s s e s  h a v e  b e e n  r e g i s t e r e d  i n  
n e w  o f f s h o r e  e x p l o r a t i o n  c o n t r a c t s .  B u t  
t h e  l a t t e r  a r e  i n  t h e i r  v e r y  e a r l y  s t a g e s .  
I t  i s  c r i t i c a l  t o  n o t e  t h a t  K a z a k h s t a n ’ s  
o i l  s e c t o r  n e e d s  c o n t i n u e d  r e f o r m s  t o  
r e m a i n  a t t r a c t i v e  i n  t h e  c u r r e n t  h i g h l y  
c o m p e t i t i v e  i n t e r n a t i o n a l  u p s t r e a m  
e n v i r o n m e n t ,  e s p e c i a l l y  f o r  n e w  p r o j e c t s .

•  Further “mega” project 
expansion is the main factor in 
additional production and export 
growth, but this comes to an end 
after about 2035 in the base case. 
N a t i o n a l  o i l  p r o d u c t i o n  a n d  e x p o r t s  g r o w  

b y  a r o u n d  3 9 %  a n d  4 9 % ,  r e s p e c t i v e l y ,  
d u r i n g  2 0 1 9 – 3 5  i n  o u r  b a s e  c a s e ,  w i t h  
o u t p u t  r e a c h i n g  a  m a x i m u m  i n  2 0 3 5  a t  
a b o u t  1 2 6  M M t  ( 2 . 6 5  M M b / d )  a n d  e x p o r t s  
r e a c h i n g  a b o u t  1 0 5  M M t  ( 2 . 1 8  M M b / d ) .  
A p r o d u c t i o n  a n d  e x p o r t  d e c l i n e  t h e n  
s e t s  i n ,  a s  o n g o i n g  c o n t r a c t i o n  o f  o u t p u t  
at mature fields outweighs any further 
c o n t r i b u t i o n  f r o m  n e w e r  a c r e a g e .  I n  
particular, TCO’s production profile now 
e n v i s i o n s  a  l e s s  a t t e n u a t e d  d e c l i n e  p o s t  
2 0 3 5 .  S t i l l ,  t h e  o v e r a l l  d e c l i n e  r a t e  f o r  
K a z a k h s t a n  r e m a i n s  r e l a t i v e l y  m o d e r a t e  
o v e r  2 0 3 5 – 4 0  i n  t h e  b a s e  c a s e — t h e  a n n u a l  
f a l l  i n  p r o d u c t i o n  a v e r a g e s  a r o u n d  1 . 1 %  
d u r i n g  t h i s  p e r i o d — a s  t h e  d e c l i n e  o f  o l d e r  
fields is attenuated through application 
o f  n e w  t e c h n o l o g y  t h a t  h a s  p r o v e n  
successful on such fields elsewhere in the 
w o r l d .  O u r  o u t l o o k  a s s u m e s  t h a t  t h e  “ B i g  
3 ”  a r e  a l l  a b l e  t o  e x t e n d  t h e i r  c o n t r a c t s  
o n  a c c e p t a b l e  t e r m s  b e y o n d  2 0 3 5 . 6  

Increased Kazakh consumption of 
lighter products underlies our base 
case of domestic demand growth 

6  Th e  c r i t i c a l i t y  o f  t i m e l y  c o n t r a c t  e x t e n s i o n  f o r  l o n g e r - t e r m  i n v e s t m e n t  c a n  b e  s e e n  i n  t h e  r e c e n t  e v o l u t i o n  o f  t h e  d e v e l o p m e n t  p l a n  f o r  t h e  
Dunga field in Mangistau Oblast. In July 2019, Total, the project operator, announced plans to launch a third phase of Dunga development with its 
partners following a 15-year extension of the field PSA to 2039.
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3.4. Crude Oil and Gas Condensate Production Dynamics
K a z a k h s t a n ’ s  o i l  o u t p u t  r e t u r n e d  t o  a  

g r o w t h  t r a j e c t o r y  d u r i n g  2 0 1 7 – 1 8  a f t e r  
d e c l i n i n g  t h r e e  y e a r s  i n  a  r o w ,  d u e  m a i n l y  
t o  t h e  r a m p - u p  o f  K a s h a g a n .  Th e  I HS  
M a r k i t  o u t l o o k  i s  f o r  f u r t h e r  s u b s t a n t i a l  
g r o w t h  o f  K a z a k h  o i l  p r o d u c t i o n  d u r i n g  
2 0 1 9 – 3 5 ,  c e n t e r e d  p r i m a r i l y  a t  K a s h a g a n  
a n d  Te n g i z ,  a f t e r  w h i c h  a  s e c u l a r  d e c l i n e  
s e t s  i n .  B u t  k e y  u n c e r t a i n t i e s  i n  t h e  
p r o d u c t i o n  o u t l o o k  i n c l u d e  t h e  p r o g r e s s  o f  
n e w  o f f s h o r e  p r o j e c t s  o n  t h e  Ca s p i a n  s h e l f  
( a  h a r b i n g e r  i s  t h e  p e n d i n g  K a l a m k a s -
m o r e – K h a z a r  c o - d e v e l o p m e n t  p r o j e c t ) ,  
t h e  e v e n t u a l  l a u n c h  o f  K a s h a g a n  Ph a s e  
2 ,  t h e  s c a l e  o f  n e w  i n v e s t m e n t  i n  m a t u r e  
field redevelopment, and the evolving role 
o f  t h e  s m a l l e r  i n d e p e n d e n t  p r o d u c e r s .  I n  
t h i s  r e g a r d ,  t h e  u n f o l d i n g  i m p a c t  o f  Ta x  
Co d e  a n d  S u b s o i l  Co d e  a m e n d m e n t s  
t h a t  t o o k  e f f e c t  i n  2 0 1 8  r e m a i n s  t o  b e  
s e e n ,  a s  w e l l  a s  t h e  n e w  Ec o l o g y  Co d e  
t h a t  i s  s l a t e d  t o  b e  i n  p l a c e  b y  m i d - 2 0 2 0 .

3.4.1. Liquids Reserve Base

K a z a k h s t a n  h a s  a  l a r g e  o i l  r e s o u r c e  
base, including several major identified 
d e p o s i t s  a n d  t h e  p r o s p e c t  o f  s u b s t a n t i a l  o i l  
r e s e r v e s  y e t  t o  b e  d i s c o v e r e d ,  p a r t i c u l a r l y  
i n  t h e  c o u n t r y ’ s  o f f s h o r e  s e c t o r  o f  t h e  
Ca s p i a n  S e a .  As  o f  1  J a n u a r y  2 0 1 8 ,  t h e  
S t a t e  Co m m i s s i o n  o n  Re s e r v e s  ( G K S )  
l i s t e d  K a z a k h s t a n ’ s  p e t r o l e u m  l i q u i d s  
( o i l  a n d  g a s  c o n d e n s a t e )  r e s e r v e  b a s e  
( s t a t e  b a l a n c e )  a t  4 . 9 5  b i l l i o n  m e t r i c  
t o n s  ( 3 7 . 6  b i l l i o n  b a r r e l s ) . 7  O f  t h i s ,  4 . 5  
b i l l i o n  t o n s  a r e  c r u d e  o i l  r e s e r v e s ,  w h i l e  
t h e  r e s t  ( 4 2 0  M M t )  i s  g a s  c o n d e n s a t e  
( s e e  Ta b l e  3 . 2 :  K a z a k h s t a n ’ s  p r o v e n  a n d  
p r o b a b l e  o i l  a n d  c o n d e n s a t e  r e s e r v e s ,  1  
J a n u a r y  2 0 1 9  ( Th o u s a n d  t o n s ) ) .  Th u s ,  
c o m p a r e d  w i t h  t h e  1  J a n u a r y  2 0 1 6  
r e s e r v e  t o t a l s  n o t e d  i n  t h e  N a t i o n a l  
En e r g y  Re p o r t  2 0 1 7 ,  t h e  s t a t e  r e s e r v e s  
b a l a n c e  h a s  d e c r e a s e d  b y  3 4 2 . 6  M M t .

and expansion of refinery output. 
IHS Markit refined product consumption 
f o r e c a s t s  f o r  K a z a k h s t a n  i n d i c a t e  a  
f u r t h e r  r i s e  i n  a g g r e g a t e  p r o d u c t  d e m a n d ,  
b y  2 9 . 5 %  t o  1 8 . 5  M M t  ( 3 6 0 , 0 0 0  b / d )  b y  
2040, reflecting growing gasoline, diesel, 
a n d  j e t  f u e l  c o n s u m p t i o n .  Th i s  i s  a  k e y  
factor driving up refinery throughput, on 

t h e  o r d e r  o f  1 7 . 5 %  t o  2 1  M M t / y  ( 4 2 9 , 0 0 0  
b / d )  b y  2 0 4 0 .  I n  o t h e r  w o r d s ,  w e  e x p e c t  
that crude consumption (and refinery 
t h r o u g h p u t )  w i l l  r e m a i n  t i e d  t o  t r e n d s  i n  
l i g h t  p r o d u c t  d e m a n d ,  t h o u g h  t h e r e  i s  a l s o  
s o m e  p o t e n t i a l  f o r  i n c r e a s e d  e x p o r t s  o f  
s u r p l u s  p r o d u c t s  t o  r e g i o n a l  n i c h e  m a r k e t s .

Ta b l e  3 . 2  
K a z a k h s t a n ’ s  p r o v e n  a n d  p r o b a b l e  o i l  a n d  c o n d e n s a t e  r e s e r v e s ,  1  J a n u a r y  2 0 1 9  ( Th o u s a n d  t o n s )

A+ B + C1  C2   A+ B + C1 + C2

Cr u d e  o i l  2 , 8 9 9 , 7 8 3 . 2 1 , 6 3 0 , 1 9 4 . 2  4 , 5 2 9 , 9 7 7 . 4

Co n d e n s a t e  3 3 2 , 6 5 0 . 2 8 7 , 8 4 6 . 0  4 2 0 , 4 9 6 . 2

To t a l  3 , 2 3 2 , 4 3 3 . 4 1 , 7 1 8 , 0 4 0 . 2  4 , 9 5 0 , 4 7 3 . 6

3.4.2. Recent Production 
Trends and Outlook to 2040

Th e  4 . 8 %  r i s e  i n  K a z a k h  o i l  o u t p u t  i n  
2 0 1 8 ,  t o  9 0 . 4  M M t  ( 1 . 9 0  M M b / d ) ,  w a s  
d r i v e n  m a i n l y  b y  t h e  K a s h a g a n  p r o j e c t ;  
o v e r a l l ,  K a z a k h s t a n ’ s  “ B i g  3 ”  e x p a n d e d  

t h e i r  a g g r e g a t e  o u t p u t  b y  8 . 8 %  t o  5 4  M M t  
( 1 . 1 2  M M b / d )  i n  2 0 1 8 — a c c o u n t i n g  f o r  6 0 %  
o f  t h e  K a z a k h  t o t a l  ( u p  f r o m  5 7 %  i n  2 0 1 7 )  
( s e e  F i g u r e  3 . 8 :  M o n t h l y  o i l  p r o d u c t i o n  o f  
s e l e c t e d  c o m p a n i e s  i n  K a z a k h s t a n ,  2 0 1 7 –
1 9 ;  a n d  Ta b l e  3 . 3 :  K a z a k h s t a n ’ s  “ B i g  3 ”  
u p s t r e a m  p r o j e c t s  ( k e y  s e l e c t e d  f e a t u r e s ) .

7  This is reported according to the domestic definition, in categories A+B+C1+C2. Kazakhstan’s remaining reserves in the sub-category of 
A+ B + C1  ( r o u g h l y  e q u i v a l e n t  t o  t h e  i n t e r n a t i o n a l  p r o v e n  +  p r o b a b l e  “ 2 P”  r e s e r v e s  c a t e g o r y )  a r e  3 . 2  b i l l i o n  t o n s  ( o r  2 4 . 6  b i l l i o n  b a r r e l s ) .

S o u r c e :  S t a t e  Co m m i s s i o n  o n  Re s e r v e s  ( G K S )
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Table 3.3
Kazakhstan's "Big 3" upstream projects (selected key features)

Project Shareholders Contract 
term

Capex 
incurred to 

date
Fields Liquid 

reserves
Liquids 

production 
in 2018

Local content

TCO*

Chevron (50%), 
ExxonMobil 
(25%), KMG 
(20%), and 
LukArco (5%)

1993-
2033

over $135 
billion 

Tengiz,
Korolev

3.4 billion tons 
(27.1 billion bbl) 
of recoverable 
reserves, of 

which 3.2 billion 
tons (25.4 billion 

bbl) in Tengiz

28.6 MMt 
(623,000 b/d) 

of oil

share of local 
employees:  
81% of TCO 

employees, and 
91% of FGP 
workforce

NCOC**

KMG (16.88%); 
Eni, ExxonMobil, 
Shell, and Total 
with 16.81% 
each; CNPC 
(8.33%), and 
INPEX (7.56%)

1997 – 
2041

over $60 
billion

Kashagan, 
Kashagan 
Southwest, 

Aktote, 
Kairan, 

Kalamkas-
more

1-2 billion tons 
(8-15 billion bbl) 
of 2P crude oil 

reserves

13.22 MMt 
(281,000 b/d) 

of oil

46% of goods and 
services acquired 
from local entities 
(those with 95% 

Kazakhstani 
residents)

KPO**

Shell (29.25%), 
ENI (29.25%), 
Chevron (18%), 
LUKOIL (13.5%), 
and KMG (10%)

1995 
–2037

over $22 
billion Karachaganak

1.2 billion tons 
(10.0 billion bbl) 
of condensate

12.2 MMt 
(278,000 b/d) 
of condensate

Kazakhstani 
residents 

comprise 95% 
of technical 

workforce, and 
77% of project 

leadership

*Technically, TCO is a JV but it is structured like a PSA, though not administered by the government’s PSA LLC 
(representing the country's interests in PSA projects).

**PSA project
Source: IHS Markit
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Figure 3.8. Monthly oil production of selected companies in Kazakhstan, 2017–19

Source: IHS Markit, Infotek © 2019 IHS Markit
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M u c h  g r o w t h  i s  s t i l l  a h e a d ,  t i e d  l a r g e l y  
t o  t h e  o n g o i n g  Te n g i z  e x p a n s i o n  a s  w e l l  
a s  d e b o t t l e n e c k i n g  e f f o r t s  a t  K a s h a g a n ’ s  
e x i s t i n g  Ph a s e  1 ;  w e  a l s o  s t i l l  t h i n k  t h a t  
u l t i m a t e l y  Ph a s e  2  o f  t h e  K a s h a g a n  
p r o j e c t  w i l l  b e  r e a l i z e d .  M e a n w h i l e  K PO  i s  
likely to hold Karachaganak field output 
r e l a t i v e l y  s t e a d y  g o i n g  f o r w a r d  f o l l o w i n g  

i t s  a u t u m n  2 0 1 8  a p p r o v a l  o f  a  n e w  p h a s e  
of field development and resolution of 
a  l o n g - s t a n d i n g  c o m m e r c i a l  d i s p u t e  
w i t h  K a z a k h  a u t h o r i t i e s  ( s e e  F i g u r e  3 . 9 :  
O u t l o o k  f o r  K a z a k h s t a n ’ s  o i l  p r o d u c t i o n  b y  
s c e n a r i o ;  a n d  F i g u r e  3 . 1 0 :  K a z a k h s t a n ’ s  
o i l  p r o d u c t i o n  o u t l o o k ,  b a s e  c a s e . )
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Figure 3.9. Outlook for Kazakhstan’s oil production by scenario

Source: IHS Markit (Eurasian Oil Export Outlook) © 2019 IHS Markit
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Figure 3.10. Kazakhstan’s oil production outlook, base case

Source: IHS Markit (Eurasian Oil Export Outlook) © 2019 IHS Markit
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*Includes Amangeldy in Zhambyl Oblast; **West Kazakhstan production (not to be confused with the Kazakh oblast of the same name) covers the output of 
five legacy producers: UzenMunayGaz, MangistauMunayGaz, EmbaMunayGaz, CNPC International/Buzachi Operating, and KarazhanbasMunay.  
These producers are grouped together because of their location, similar crude quality, and general production dynamics as mature operators.
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Tengiz consortium (TCO) 
 

L o c a t e d  i n  At y r a u  O b l a s t ,  Te n g i z  i s  t h e  
largest Kazakh field by production, and 
l i k e l y  t o  r e m a i n  s o  f o r  a t  l e a s t  a n o t h e r  
decade. Although the field’s output 
d i p p e d  i n  2 0 1 8  b y  0 . 3 % ,  t o  2 8 . 6  M M t  
( 6 2 3 , 0 0 0  b / d ) ,  TCO  i s  c a r r y i n g  o u t  a  m a j o r  
e x p a n s i o n  t h a t  w i l l  l i f t  o u t p u t  b y  o v e r  
4 0 %  o n c e  o n  s t r e a m .  Th e  F u t u r e  G r o w t h  
Pr o j e c t ,  W e l l h e a d  Pr e s s u r e  M a n a g e m e n t  
Pr o j e c t  ( F G P- W PM P)  w a s  a p p r o v e d  b y  TCO  
i n  2 0 1 6  w i t h  a  t o t a l  e s t i m a t e d  c a p e x  o f  
$ 3 6 . 8  b i l l i o n .  F i r s t  F G P o i l  i s  n o w  e x p e c t e d  
a r o u n d  2 0 2 1 – 2 2 ,  a n d  s h o u l d  a d d  a  t o t a l  
of 12 MMt/y (260,000 b/d) to the field’s 
o v e r a l l  p r o d u c t i o n  c a p a c i t y  d u r i n g  t h e  
n e x t  d e c a d e .  Th e  m a i n  e q u i p m e n t  f o r  
F G P i s  b e i n g  m a n u f a c t u r e d  i n  K a z a k h s t a n ,  
I t a l y ,  a n d  S o u t h  K o r e a ,  a n d  p r e -
a s s e m b l e d  i n  m o d u l e s  f o r  t r a n s p o r t a t i o n  
to the Tengiz site for final assembly.

Kashagan consortium (NCOC)

The Kashagan field, located around 80 
k m  o f f s h o r e  f r o m  At y r a u ,  h a s  e n t e r e d  a  
p h a s e  o f  m o r e  m e a s u r e d  g r o w t h  a f t e r  
i t s  i n i t i a l  s u r g e .  O u t p u t  i n  2 0 1 7 — t h e  
first full year of operations following 
K a s h a g a n ’ s  r e s u m p t i o n  o f  p r o d u c t i o n  
i n  a u t u m n  2 0 1 6 — a m o u n t e d  t o  8 . 3  M M t  
( a n  a v e r a g e  o f  1 7 6 , 0 0 0  b / d ) .  K a s h a g a n ’ s  
2 0 1 8  o u t p u t  w a s  1 3 . 2  M M t  ( a n  a v e r a g e  
o f  2 8 1 , 0 0 0  b / d ) ,  f o r  a n  a n n u a l  i n c r e a s e  
o f  n e a r l y  6 0 % .  N CO C s u s p e n d e d  o u t p u t  
d u r i n g  p a r t  o f  Ap r i l  a n d  M a y  2 0 1 9  t o  
c o n d u c t  e x t e n s i v e  m a i n t e n a n c e  a n d  
repairs—the first production stoppage 
s i n c e  t h e  2 0 1 6  r e s t a r t — a n d  i n  J u n e  s o o n  
a f t e r  r e s u m p t i o n  o f  o p e r a t i o n s  N CO C 
announced that the field had reached the 
3 7 0 , 0 0 0  b / d  d e s i g n e d  p r o d u c t i o n  l e v e l  
f o r  Ph a s e  1 .  W i t h  s o m e  d e b o t t l e n e c k i n g  
d u r i n g  t h e  t u r n a r o u n d ,  d a i l y  p r o d u c t i o n  
s i n c e  t h e n  h a s  e x c e e d e d  4 0 0 , 0 0 0  b / d  
o n  o c c a s i o n  ( a v e r a g e  d a i l y  p r o d u c t i o n  i n  
J u n e  w a s  3 6 5 , 0 0 0  b / d  a n d  i n  J u l y  i t  w a s  
3 7 5 , 0 0 0  b / d ) .  O u r  b a s e  c a s e  e n v i s i o n s  
a d d i t i o n a l  e x p a n s i o n  a b o v e  t h e  i n i t i a l  

Ph a s e  1  d e s i g n  l e v e l ,  t o  a b o u t  4 5 0 , 0 0 0  
b / d  b e f o r e  2 0 2 5 ,  p a r t i c u l a r l y  t h r o u g h  a n  
i n c r e a s e  i n  g a s  c o m p r e s s i o n  a n d  i n j e c t i o n  
c a p a c i t y .  W e  a l s o  b e l i e v e  t h a t  N CO C 
w i l l  a l s o  e v e n t u a l l y  s a n c t i o n  a  s e c o n d  
K a s h a g a n  p h a s e .  W e  a n t i c i p a t e  t h e  r a m p -
u p  o f  Ph a s e  2  a f t e r  2 0 3 0  ( c o n t i n g e n t  
o n  PS A r e n e w a l ) ,  e n a b l i n g  K a s h a g a n  t o  
r e a c h  m a x i m u m  a n n u a l  o u t p u t  o f  a b o u t  
4 5  M M t  ( 9 5 5 , 0 0 0  b / d )  i n  2 0 4 0 .  K a s h a g a n  
i s  s t i l l  e s s e n t i a l l y  t h e  o n l y  p r o d u c i n g  
field in the Kazakh sector of the Caspian 
s h e l f ,  b u t  t h e r e  a r e  p l a n s  t o  b r i n g  o n  
s t r e a m  N CO C’ s  K a l a m k a s - m o r e  o f f s h o r e  
satellite field within the framework of a 
j o i n t  p r o j e c t  i n v o l v i n g  c o - d e v e l o p m e n t  
of the adjacent Khazar field, licensed to 
t h e  Ca s p i  M e r u e r t y  O p e r a t i n g  Co m p a n y  
( CM O C) ,  a l s o  k n o w n  a s  t h e  Pe a r l s  PS A. 8  
Co - d e v e l o p m e n t  w o u l d  b e  l e d  b y  N CO C,  
which estimates that the two fields could 
a c h i e v e  c o m b i n e d  o u t p u t  o f  u p  t o  4 . 5  
M M t / y  ( 9 4 , 0 0 0  b / d ) .  Th e  t o t a l  p r o j e c t  
c o s t  i s  e s t i m a t e d  a t  ~ $ 5  b i l l i o n .  Th e  j o i n t  
p r o j e c t ,  i f  a p p r o v e d  b y  t h e  g o v e r n m e n t ,  
c o u l d  i g n i t e  t h e  n e x t  g e n e r a t i o n  o f  
offshore Kazakh development. Specifically, 
joint development of the fields would 
r e d u c e  c a p e x  b y  s h a r i n g  a n  o f f s h o r e  
p r o c e s s i n g  h u b ,  c r u d e  o i l  p i p e l i n e ,  a n d  a n  
o n s h o r e  c r u d e  o i l  t e r m i n a l .  N CO C- CM O C 
a r e  c o n d u c t i n g  t h e  p r e - F EED  t e c h n i c a l  
s t u d y  t h r o u g h  t h e  t h i r d  q u a r t e r  o f  2 0 1 9 .  
Th e  g o a l  i s  t o  g e t  t h e  d e v e l o p m e n t  p l a n  
a p p r o v e d  b y  t h e  g o v e r n m e n t  l a t e r  t h i s  
y e a r ,  a l l o w i n g  F EED  t o  c o m m e n c e  i n  
2 0 2 0 . 9  Th e  n e x t  s t a g e  w o u l d  b e  a  F i n a l  
I n v e s t m e n t  D e c i s i o n  ( F I D )  w i t h i n  t h e  n e x t  
c o u p l e  o f  y e a r s ,  f o l l o w e d  b y  t h e  l a u n c h  
o f  p r o d u c t i o n  i n  t h e  2 0 2 5 – 2 7  t i m e f r a m e .

Karachaganak consortium (KPO)

L o c a t e d  i n  W e s t  K a z a k h s t a n  O b l a s t ,  
the Karachaganak field registered a 2.6% 
d e c l i n e  o f  ( g r o s s )  l i q u i d s  p r o d u c t i o n  i n  
2 0 1 8 ,  t o  1 2 . 2  M M t  ( 2 7 8 , 0 0 0  b / d ) .  B u t  
i n  S e p t e m b e r  2 0 1 8  K PO  a n n o u n c e d  a n  
a g r e e m e n t  t o  s a n c t i o n  t h e  K a r a c h a g a n a k  
D e b o t t l e n e c k i n g  Pr o j e c t  ( K G D B N ) ,  w h i c h  
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i s  d e s i g n e d  t o  e x t e n d  K a r a c h a g a n a k ’ s  
liquids production plateau. Specifically, 
a d d i t i o n a l  g a s  o u t p u t  ( o n  t h e  o r d e r  o f  4  
B c m / y )  i s  p l a n n e d  w i t h i n  t h e  f r a m e w o r k  
o f  K G D B N  t o  b e  u s e d  f o r  r e i n j e c t i o n  i n t o  
the field reservoir in order to maintain field 
p r e s s u r e  a n d  m a k e  p o s s i b l e  i n c r e m e n t a l  
p r o d u c t i o n  o f  1 0  M M t  ( a r o u n d  8 3  M M b b l )  
o f  l i q u i d s  o v e r  t h e  c o n t r a c t  p e r i o d .  I n  t h e  
I HS  M a r k i t  b a s e  s c e n a r i o ,  K a r a c h a g a n a k  
l i q u i d s  o u t p u t  d e c r e a s e s  g r a d u a l l y  f r o m  
2 0 2 0  o n w a r d s  ( t h e  d e c l i n e  r a t e  a v e r a g e s  
l e s s  t h a n  2 %  p e r  y e a r ) ,  w i t h  t h e  r e s u l t  t h a t  
l i q u i d s  p r o d u c t i o n  i n  2 0 4 0  s t i l l  a m o u n t s  
t o  a r o u n d  9  M M t / y  ( a b o u t  1 9 5 , 0 0 0  b / d ) .

KazMunayGaz (KMG)

Th e  n a t i o n a l  o i l  c o m p a n y  K M G  N C 
i s  a m o n g  t h e  l a r g e s t  p r o d u c e r s  i n  
K a z a k h s t a n  o n  a n  e q u i t y  b a s i s ,  l a r g e l y  d u e  
t o  i t s  h o l d i n g s  i n  t h e  “ B i g  3 . ”  I n  c o n t r a s t ,  
the fields operated by KMG’s fully-owned 
s u b s i d i a r i e s — c o n s i s t i n g  o f  l e g a c y  a s s e t s —
a r e  l a r g e l y  i n  d e c l i n e .  I n  2 0 1 8 ,  t o t a l  K M G  
e q u i t y  c r u d e  p r o d u c t i o n  w a s  2 3 . 6  M M t  
( 4 9 1 , 0 0 0  b / d ) .  K M G ’ s  s h a r e s  i n  t h e  “ B i g  
3 ”  c o n t r i b u t e d  3 8 %  o f  t h i s ,  w h i l e  K M G ’ s  
1 0 0 %  o w n e d  s u b s i d i a r i e s ,  U z e n M u n a y G a z  
( U M G )  a n d  Em b a M u n a y G a z  ( EM G ) ,  
p r o d u c e d  5 . 5  M M t  ( 1 1 4 , 0 0 0  b / d )  a n d  
2 . 9  M M t  ( 6 0 , 0 0 0  b / d ) ,  r e s p e c t i v e l y ,  b u t  
their production has been essentially flat 
s i n c e  2 0 1 2 .  Th e  m a t u r e  U M G  a n d  EM G  
fields appear to have avoided a steep 
d r o p  i n  o u t p u t  s o  f a r  d e s p i t e  t h e  f a c t  
t h a t  K M G  h a s  n o t  u n d e r t a k e n  a n y  m a j o r  
r e h a b i l i t a t i o n  m e a s u r e s  t o  a t t e n u a t e  
d e c l i n e .  B u t  t h e  r i s k s  o f  a  s h a r p e r  d e c l i n e  
r a t e  l o n g e r  t e r m ,  w i t h o u t  e x t e n s i v e  
r e d e v e l o p m e n t  e f f o r t s ,  a r e  h i g h ,  a n d  a r e  
i l l u s t r a t e d  b y  t h e  p r o d u c t i o n  t r e n d s  a t  
K M G ’ s  p a r t i a l l y  o w n e d  m a t u r e  a s s e t s  i n  
K y z y l o r d a  O b l a s t ,  w h e r e  o u t p u t  f e l l  b y  
a n  a n n u a l  a v e r a g e  o f  1 3 %  i n  2 0 1 2 – 1 8 . 1 0

I n  a  2 0 1 8  b o n d  p r o s p e c t u s ,  K M G  
s i g n a l e d  t h e  c o m p a n y ’ s  i n t e n t  t o  m a i n t a i n  

8  CM O C s h a r e h o l d e r s  a r e  S h e l l  ( 4 0 % ) ,  O m a n  Pe a r l s  Co m p a n y  ( 2 0 % ) ,  a n d  K M G  ( 4 0 % ) .
9  Co - d e v e l o p m e n t  w o u l d  u l t i m a t e l y  r e q u i r e  s o m e  m i n o r ,  t e c h n i c a l  c h a n g e s  t o  t h e  c u s t o m s ,  s u b s o i l ,  a n d  t a x  c o d e s  ( l a r g e l y  r e l a t e d  t o  a d m i n i s t r a t i v e  
accounting of gas molecules transferred between fields for reinjection).
1 0  See the IHS Markit Upstream Companies and Transactions Profile, KazMunayGaz: Upstream strategy assessment, June 2019.

p r o d u c t i o n  l e v e l s  b y  u n d e r t a k i n g  “ v a r i o u s  
field development projects, including 
t h e  d r i l l i n g  o f  n e w  w e l l s ,  t h e  c o m p l e t i o n  
o f  w e l l  w o r k o v e r s  a n d  t h e  i n t r o d u c t i o n  
o f  s e c o n d a r y  e n h a n c e d  o i l  r e c o v e r y  a n d  
w e l l  s t i m u l a t i o n  t e c h n i q u e s . ”  S o m e  K M G  
s u b s i d i a r i e s  h a v e  c o n d u c t e d  h o r i z o n t a l  
d r i l l i n g ,  w h i l e  t e c h n o l o g y  p r i o r i t i e s  g o i n g  
f o r w a r d  i n c l u d e  a d o p t i o n  o f  c e r t a i n  
d i g i t i z a t i o n  m e a s u r e s .  U s e  o f  h e a v i e r  
r i g s  c o u l d  a l s o  e n a b l e  K M G  t o  r e a l i z e  
c o n s i d e r a b l e  p o t e n t i a l  i n  d e e p e r ,  p r e -
salt layers at some existing KMG fields 
i n  w e s t e r n  K a z a k h s t a n .  He a v i e r  r i g s  
n e e d e d  f o r  s u c h  p r o j e c t s  a r e  n o t  c u r r e n t l y  
a v a i l a b l e  i n  K a z a k h s t a n  ( o u t s i d e  o f  t h e  
“ m e g a ”  p r o j e c t s ) ,  a n d  a c q u i s i t i o n  o f  s u c h  
e q u i p m e n t  i s  n o t  c u r r e n t l y  a  K M G  p r i o r i t y ,  
b u t  t h e  c o m p a n y  r e c o g n i z e s  t h e  i m p e r a t i v e  
t o  d r i l l  d e e p e r  i n  t h e  l o n g e r  t e r m .

At  t h e  s a m e  t i m e ,  s t r u c t u r a l -
regulatory and field management issues 
a r e  c h a l l e n g i n g  K M G ’ s  o p e r a t i o n s ,  a n d  
K M G  l a g s  i n  r e s e r v e s  r e p l a c e m e n t  a n d  
capex. Employee benefits constitute 
5 3 %  o f  K M G  l i f t i n g  c o s t s ,  v e r s u s  a n  
a v e r a g e  o f  2 4 %  i n  Ru s s i a  ( i n  I HS  
M a r k i t ’ s  e s t i m a t e ) .  M e a n w h i l e ,  c e r t a i n  
p r o v i s i o n s  o f  t h e  S u b s o i l  Co d e  g o v e r n i n g  
K M G  r e s t r i c t  t h e  c o m p a n y ’ s  a b i l i t y  t o  
s t r a t e g i c a l l y  o p t i m i z e  i t s  u p s t r e a m  
p o r t f o l i o  a n d  o p e r a t i o n s  ( s e e  b e l o w ) .

K M G  i s  c u r r e n t l y  p l a n n i n g  a n  i n i t i a l  
p u b l i c  o f f e r i n g  ( I PO )  o f  i t s  s t o c k  t h a t  
w o u l d  i n v o l v e  s e l l i n g  u p  t o  2 5 %  o f  t h e  
s t o c k ,  c u r r e n t l y  h e l d  b y  N a t i o n a l  W e l f a r e  
F u n d  S a m r u k  K a z y n a  ( N W F  S K ) ,  t o  
i n t e r n a t i o n a l  b u y e r s . 1 1  K M G ’ s  u p s t r e a m  
u n i t ,  K M G  E& P,  h e l d  a  s t o c k  o f f e r i n g  o f  
i t s  o w n  i n  2 0 0 6  ( r a i s i n g  o v e r  $ 2  b i l l i o n ) ,  
b u t  e a r l i e r  t h i s  y e a r  w a s  d e l i s t e d  a n d  
b e c a m e  a  f u l l y - o w n e d  s u b s i d i a r y  o f   K M G  
a g a i n ,  t o  e s t a b l i s h  o n e  l a r g e ,  i n t e g r a t e d  
c o m p a n y  f o r  t h e  f o r t h c o m i n g  I PO .

China National Petroleum 
Corporation (CNPC)
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S t a t e  c o m p a n y  CN PC i s  a n o t h e r  k e y  
p l a y e r  i n  t h e  K a z a k h  u p s t r e a m ,  w h e r e  i t s  
m a i n  a s s e t s  i n c l u d e  m a j o r i t y  s t a k e s  i n  CN PC-
Ak t o b e M u n a y G a z  a n d  Pe t r o K a z a k h s t a n ,  
a n d  p a r i t y  o w n e r s h i p  o f  N o r t h  B u z a c h i  
w i t h  L U K O I L  a s  w e l l  a s  a  s t a k e  i n  N CO C. 1 2  
I n  2 0 1 8 ,  t h e  Ch i n e s e - o w n e d  e q u i t y  s h a r e  
o f  K a z a k h s t a n ’ s  o i l  p r o d u c t i o n  w a s  j u s t  
u n d e r  1 8 %  ( i n c l u d i n g  n o t  o n l y  CN PC 
b u t  o t h e r  Ch i n e s e  c o m p a n i e s ) ,  w h i c h  
w a s  l o w e r  t h a n  i n  t h e  p r i o r  y e a r s  d u e  
t o  K M G  EP s h a r e  b u y b a c k  b y  t h e  p a r e n t  
c o m p a n y  K M G ,  w h e r e  Ch i n a  I n v e s t m e n t  
Co r p o r a t i o n  h e l d  1 1 %  u n t i l  2 0 1 8 .

Smaller companies

I n  2 0 1 8 ,  7 8  s m a l l e r  ( “ i n d e p e n d e n t ” )  
c o m p a n i e s  p r o d u c e d  9  M M t  ( 1 8 2 , 0 0 0  b / d )  
o f  o i l  o r  1 0 . 5 %  o f  t h e  t o t a l  o u t p u t  i n  t h e  
c o u n t r y .  Th i s  s e g m e n t  o f  p r o d u c e r s  h a s  n o t  
i n c r e a s e d  p r o d u c t i o n  o v e r  t h e  p a s t  s e v e r a l  
y e a r s .  F o r  e x a m p l e ,  i n  2 0 1 2 ,  p r o d u c t i o n  
b y  t h e s e  i n d e p e n d e n t s  a m o u n t e d  t o  8 . 8  
M M t  o r  1 1 . 1 %  o f  t h e  t o t a l  o u t p u t ;  t h e i r  
a g g r e g a t e  o u t p u t  h a s  b e e n  o n  t h e  o r d e r  
o f  8 – 1 0  M M t / y  i n  r e c e n t  y e a r s ,  o r  a b o u t  
1 0 %  o f  n a t i o n a l  o u t p u t .  Th e  p o t e n t i a l  f o r  
t h e  i n d e p e n d e n t s ’  p r o d u c t i o n  g r o w t h  i s  
limited by many factors in a fairly difficult 
i n v e s t m e n t  e n v i r o n m e n t .  Re g u l a t o r y ,  
fiscal, and contractual rules continue to 
i m p a c t  s m a l l e r  p r o d u c e r s  m o r e  s t r o n g l y  
t h a n  l a r g e r  c o m p a n i e s .

Th e s e  s m a l l e r  p r o d u c e r s  t e n d  t o  b e  
K a z a k h  e n t i t i e s  f o r  t h e  m o s t  p a r t ,  w h i l e  
i n d e p e n d e n t  f o r e i g n  i n v e s t o r s  h a v e  t e n d e d  
t o  e x i t  t h e  c o u n t r y  o r  n e v e r  i n v e s t e d .  
N o t a b l e  e x c e p t i o n s ,  h o w e v e r ,  h a v e  
i n c l u d e d  a  n u m b e r  o f  Ch i n e s e  i n v e s t o r s ,  
d u r i n g  a  t i m e  w h e n  Ch i n e s e  c o m p a n i e s  
w e r e  i n v e s t i n g  v e r y  a c t i v e l y  i n  a  v a r i e t y  
o f  p r o j e c t s .  Cr e a t i n g  a n  e n v i r o n m e n t  t h a t  
i s  a t t r a c t i v e  t o  a  m o r e  d i v e r s e  p o o l  o f  
i n v e s t o r s  ( b o t h  d o m e s t i c  a n d  f o r e i g n )  i s  
i m p o r t a n t  f o r  K a z a k h s t a n .  

S m a l l e r  i n d e p e n d e n t s  c o u l d  e x p a n d  

1 1  K M G  i s  o w n e d  b y  N W F  S K  ( 9 0 % )  a n d  t h e  N a t i o n a l  B a n k  o f  K a z a k h s t a n  ( 1 0 % ) .
1 2   F o r  a d d i t i o n a l  b a c k g r o u n d  o n  CN PC’ s  u p s t r e a m  a c t i v i t y  i n  K a z a k h s t a n ,  s e e  t h e  N a t i o n a l  En e r g y  Re p o r t  2 0 1 5 ,  p p .  9 9 - 1 0 1 .

t h e i r  o u t p u t  w i t h  a d d i t i o n a l  e x p l o r a t i o n  
a c t i v i t y  t o  p r o v e  u p  a d d i t i o n a l  r e s e r v e s  
a t  t h e i r  e x i s t i n g  l i c e n s e s ,  g r e a t e r  
e m p l o y m e n t  o f  s p e c i a l i s t s ,  a n d  m o r e  
e f f e c t i v e  a p p l i c a t i o n  o f  t e c h n o l o g y .  F o r  
e x a m p l e ,  m o r e  e x t e n s i v e  a d o p t i o n  b y  t h e  
i n d e p e n d e n t s  o f  i n t e r n a t i o n a l  r e s e r v e s  
classification standards—i.e., PRMS 
m e t h o d s — c o u l d  a l s o  b o o s t  t h e i r  o v e r a l l  
c o m p e t i t i v e n e s s  a n d  a t t r a c t i v e n e s s .  W h i l e  
o v e r  9 0 %  o f  o i l  p r o d u c e d  i n  K a z a k h s t a n  
c o m e s  f r o m  c o m p a n i e s  u s i n g  PRM S  
r e p o r t i n g ,  m a n y  s m a l l e r  i n d e p e n d e n t s  
still use the Soviet reserves classification 
m e t h o d ,  p u s h i n g  b a c k  a g a i n s t  a  u n i v e r s a l  
PRM S  r e q u i r e m e n t ,  c i t i n g  e x p e n s i v e  
r e s e r v e  a u d i t s  a n d  r e t r a i n i n g .

3.4.3. Impact of New 2017–
19 Legislation on the Upstream 
Investment Climate

K a z a k h s t a n  h a s  t a k e n  i m p o r t a n t  s t e p s  
i n  r e c e n t  y e a r s  t o  r a t i o n a l i z e  l e g i s l a t i o n  
a n d  r e g u l a t i o n s  t h a t  i m p i n g e  o n  u p s t r e a m  
i n v e s t m e n t .  I n  p a r t i c u l a r ,  t h e  2 0 1 6  
i n t r o d u c t i o n  o f  a n  e x p l i c i t  o i l  e x p o r t  d u t y  
f o r m u l a  b a s e d  o n  a  s l i d i n g  s c a l e  l i n k e d  
t o  t h e  w o r l d  o i l  p r i c e  m a d e  f o r  a  m o r e  
predictable fiscal regime overall (the prior 
m e t h o d  f o r  a d j u s t i n g  e x p o r t  t a x e s  w a s  
a d  h o c  a n d  n o n - t r a n s p a r e n t ) ,  w h i l e  2 0 1 7  
c h a n g e s  t o  t h e  Ta x  Co d e  a n d  S u b s o i l  Co d e  
t h a t  t o o k  e f f e c t  i n  2 0 1 8  i n c l u d e d  n e w  
fiscal incentives for selected upstream 
i n v e s t m e n t  a n d  s o m e  i m p r o v e m e n t s  i n  
s u b s o i l  a u c t i o n  p r o c e d u r e s . 1 3

B u t  K a z a k h s t a n  r e c e n t l y  r a n k e d  a t  o n l y  
t h e  6 1 s t  s p o t  ( o u t  o f  1 3 1  c o u n t r i e s )  i n  t h e  
r a t i n g  o f  E& P a t t r a c t i v e n e s s  d e v e l o p e d  
b y  I HS  M a r k i t ’ s  Pe t r o l e u m  Ec o n o m i c s  
a n d  Po l i c y  S o l u t i o n s  ( PEPS )  t e a m — w i t h  
a n  o v e r a l l  s c o r e  o f  4 . 4 3  ( o u t  o f  1 0 ) ,  
c o m p r i s e d  o f  a  b l e n d  o f  s c o r e s  o f  4 . 7 2 ,  
3.32, and 6.07 for E&P risk, fiscal risk, 
a n d  o i l  a n d  g a s  r i s k ,  r e s p e c t i v e l y .  S u c h  
m e d i o c r e  s c o r e s  d o  n o t  p u t  K a z a k h s t a n  a t  
t h e  t o p  f o r  m o s t  i n t e r n a t i o n a l  i n v e s t o r s .
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Ad d i t i o n a l  r e g u l a t o r y  c h a n g e s  a r e  
c l e a r l y  r e q u i r e d  t o  a t t r a c t  n e w  i n v e s t m e n t  
i n  a n  e x t r e m e l y  c o m p e t i t i v e  g l o b a l  m a r k e t ,  
particularly further refinement of the Tax 
a n d  S u b s o i l  c o d e s  a n d  r e f o r m u l a t i o n  o f  
t h e  p r o b l e m a t i c  d r a f t  Ec o l o g y  Co d e  ( s e e  
G a s  Ch a p t e r ) .

Tax Code

I t  w a s  h o p e d  t h a t  t h e  r e v i s e d  Ta x  
Co d e ,  e f f e c t i v e  f r o m  1  J a n u a r y  2 0 1 8 ,  
w o u l d  g r e a t l y  s t i m u l a t e  u p s t r e a m  
e x p l o r a t i o n  a n d  i n v e s t m e n t .  O n e  k e y  
i n n o v a t i o n  w a s  t h e  i n t r o d u c t i o n  o f  a n  
a l t e r n a t i v e  t a x  o p t i o n  ( a l t e r n a t i v n y y  
n a l o g  n a  n e d r o p o l z o v a n i y e ) ,  w h e r e b y  
i n v e s t o r s  i n  s e l e c t e d  t e c h n o l o g i c a l l y  
c o m p l e x  p r o j e c t s — c o n t i n e n t a l  s h e l f  a n d  
d e e p  h o r i z o n s — m a y  c h o o s e  t o  p a y  a  t a x  
based on financial results (i.e., profits) 
i n  l i e u  o f  a  v a r i e t y  o f  s u b s o i l  u s e r  t a x e s  
a n d  p a y m e n t  o b l i g a t i o n s  t h a t  o t h e r w i s e  
apply (specifically, the mineral extraction 
tax, excess profits tax, rental tax, and 
r e i m b u r s e m e n t  o f  t h e  K a z a k h  g o v e r n m e n t  
f o r  h i s t o r i c a l  c o s t s ) . 1 4  Th e  a l t e r n a t i v e  t a x  
r a t e  r a n g e s  b e t w e e n  0 %  a n d  3 0 %  o f  t h e  
d i f f e r e n c e  b e t w e e n  a  c o m p a n y ’ s  g r o s s  
i n c o m e  o n  a n  a n n u a l  b a s i s  a n d  a l l o w a b l e  
d e d u c t i o n s ,  d e p e n d i n g  o n  w o r l d  o i l  p r i c e s  
( w i t h  a  z e r o  r a t e  a p p l y i n g  a t  a  p r i c e  o f  
l e s s  t h a n  $ 5 0 / b b l ,  a n d  a  3 0 %  r a t e  t a k i n g  
e f f e c t  a t  p r i c e s  a b o v e  $ 9 0 / b b l ) .  As  n o t e d  
a b o v e ,  t h e  s p e c i a l  t a x  t r e a t m e n t  o f  
o f f s h o r e  a r e a s  h a s  a l r e a d y  c o n t r i b u t e d  t o  
a  n o t e w o r t h y  i n c r e a s e  i n  i n t e r e s t  i n  n e w  
o f f s h o r e  e x p l o r a t i o n  p r o j e c t s  ( e . g . ,  o n  
t h e  p a r t  o f  L U K O I L  i n  t h e  Z h e n i s  a n d  I R2  
b l o c k s ,  a n d  EN I  a t  t h e  Ab a y  b l o c k ) .   

B u t  r e m a i n i n g  s h o r t c o m i n g s  o f  t h e  
regular Kazakh oil sector fiscal regime 
i n c l u d e  a  r e l a t i v e l y  h i g h  t o t a l  t a x  t a k e  
c o m p a r e d  t o  i n t e r n a t i o n a l  e x p e r i e n c e ,  
t o g e t h e r  w i t h  a  h i g h  u p f r o n t  t a k e —
m e a n i n g  t h a t  t h e  t a x  b u r d e n  i s  n o t  
p r o p o r t i o n a l  t o  t h e  r i s k s  b o r n e  b y  
i n v e s t o r s ,  p a r t i c u l a r l y  a t  d i f f e r e n t  s t a g e s  

1 3  F o r  d e t a i l e d  a n a l y s i s  o f  t h e  l e g i s l a t i v e  r e f o r m s ,  s e e  Th e  N a t i o n a l  En e r g y  Re p o r t  2 0 1 7 ,  p p .  6 9 – 7 3 .
1 4  h t t p s : / / n a l o g i k z . k z / t a x c o d e / 2 0 1 8 / 8 7

o f  t h e  p r o j e c t  c y c l e .  I m p o r t a n t l y ,  t h e  Ta x  
Co d e  l a c k s  p r o v i s i o n  f o r  a  s t a b l e  l o n g - t e r m  
c o n t r a c t u a l  f r a m e w o r k  f o r  l a r g e ,  h i g h - r i s k  
p r o j e c t s  w i t h  l o n g  g e s t a t i o n  p e r i o d s  f o r  
i n v e s t m e n t ,  s u c h  a s  o f f s h o r e  b l o c k s ,  a n d  
f a i l s  t o  f u l l y  e n c o u r a g e  a d o p t i o n  o f  n e w  
t e c h n o l o g i e s  t o  a r r e s t  d e c l i n e s  a t  m a t u r e  
fields. 

U l t i m a t e l y ,  K a z a k h s t a n  w o u l d  b e  b e s t  
s e r v e d  b y  r e p l a c e m e n t  o f  t h e  c u r r e n t  
u p s t r e a m  t a x  s y s t e m  b a s e d  p r i m a r i l y  o n  
g r o s s  r e v e n u e s  o r  p r o d u c t i o n  w i t h  o n e  
centered on profits more generally; i.e., 
extension of the profits-based taxation 
o p t i o n  b e y o n d  t h e  l i m i t e d  a c r e a g e  
currently qualifying for such fiscal terms. 
Fiscal regimes centered around profits are 
a b l e  t o  a u t o m a t i c a l l y  a d j u s t  t o  c h a n g e s  i n  
p r o d u c t i o n  c o s t s  a n d  p r i c e s ,  a n d  t h e r e f o r e  
a l s o  p r o v i d e  r e l a t i v e l y  e f f e c t i v e  i n c e n t i v e s  
e v e n  f o r  d e v e l o p m e n t  o f  c o m p a r a t i v e l y  
c o s t l y  h a r d - t o - r e c o v e r  r e s e r v e s  ( w h i c h  
w i l l  l i k e l y  c o m p r i s e  a  g r o w i n g  s h a r e  o f  
t o t a l  K a z a k h  r e s e r v e s  g o i n g  f o r w a r d ) .

Subsoil Code 

O v e r a l l ,  t h e  c h a n g e s  t o  t h e  S u b s o i l  
Co d e  w e r e  i n t e n d e d  t o  m a k e  t h e  
i n v e s t m e n t  e n v i r o n m e n t  m o r e  a t t r a c t i v e  
b y  s t r e a m l i n i n g  a n d  f a s t - t r a c k i n g  
procedures for awarding and finalizing 
c o n t r a c t s ,  c o m b i n i n g  e x p l o r a t i o n  
a n d  p r o d u c t i o n  c o n t r a c t s ,  a s  w e l l  a s  
i n t r o d u c i n g  m o r e  t r a n s p a r e n c y  t o  t h e  
c o n t r a c t  e n f o r c e m e n t  p r o c e s s .  B u t  t h e  
i m p r o v e m e n t s  h a v e  b e e n  l a r g e l y  o f f s e t  
b y  l a c k l u s t e r  i m p l e m e n t a t i o n ,  a n d  r e f u s a l  
t o  p r o v i d e  m e a n i n g f u l  s u b s o i l  d a t a  t o  t h e  
m a r k e t p l a c e  i n  a  t r a n s p a r e n t  a n d  t i m e l y  
m a n n e r .  M o r e o v e r ,  a u c t i o n s  l a u n c h e d  
i n  2 0 1 8  w e r e  s c a l e d  b a c k  c o n s i d e r a b l y  
c o m p a r e d  w i t h  o r i g i n a l  p l a n s ,  a n d  o n l y  
m o d e r a t e l y  s u c c e s s f u l  w h e n  t h e y  d i d  
o c c u r ,  s e l l i n g  a  h a n d f u l  o f  s m a l l e r ,  o n s h o r e  
blocks to local companies. Specifically, 
i n  a n  Ap r i l  2 0 1 8  a u c t i o n  4 8  b l o c k s  w e r e  
i n i t i a l l y  o f f e r e d  b u t  3 7  w e r e  r e m o v e d  



N ATI O N AL  EN ERG Y  REPO RT

58

w i t h o u t  e x p l a n a t i o n  t h e  f o l l o w i n g  m o n t h ,  
w h i l e  a  J u n e  2 0 1 8  b i d  r o u n d  f o r  o n s h o r e  
b l o c k s  r e s u l t e d  i n  t h e  g r a n t i n g  o f  l i c e n s e s  
f o r  9  b l o c k s  a t  b i d s  o f  l e s s  t h a n  $ 1 0  m i l l i o n  
( e s s e n t i a l l y  t o  s m a l l e r ,  l o c a l  p l a y e r s ) .  

Th r e e  m a j o r  p r o b l e m a t i c  f e a t u r e s  o f  
t h e  S u b s o i l  Co d e  a r e  t h e  s i g n i n g  b o n u s  
r e q u i r e m e n t  f o r  m o s t  l i c e n s e s ,  t h e  
r e s t r i c t i o n s  o n  K M G ’ s  u p s t r e a m  p o r t f o l i o  
m a n a g e m e n t ,  a n d  t h e  h e a v y  r e g u l a t i o n  o f  
c o m p a n y  p r o c u r e m e n t  a c t i v i t i e s :  

• The signing bonus requirements 
in connection with subsoil auctions 
diverges from general global 
practice, especially for countries 
with Kazakhstan’s upstream profile. 
K a z a k h  a u t h o r i t i e s  a t t a c h  p r i m a r y  
i m p o r t a n c e  t o  t h e  f a c t o r  o f  u p - f r o n t  
b o n u s e s  w h e n  a w a r d i n g  s u b s o i l  r i g h t s  
t h r o u g h  a n  a u c t i o n .  S u c h  b o n u s e s  m a y  
b e  s u i t a b l e  i n  i n s t a n c e s  w h e r e  t h e r e  
i s  s t r o n g  c o m p e t i t i o n  b y  i n v e s t o r s  f o r  
h i g h l y  p r o s p e c t i v e  a c r e a g e  a n d  w h e r e  
t h e  g e o l o g y  i s  a l r e a d y  r e l a t i v e l y  w e l l  
u n d e r s t o o d .  B u t  t h i s  i s  n o t  g e n e r a l l y  t h e  
c a s e  i n  K a z a k h s t a n ,  w h e r e  p r o s p e c t s  
p u t  u p  f o r  a u c t i o n  a r e  n o t  t y p i c a l l y  v e r y  
w e l l  k n o w n ,  a n d  w h e r e  a  r e q u i r e m e n t  
f o r  l a r g e - s i z e  u p - f r o n t  b o n u s  p a y m e n t s  
c a n  h a v e  a  d e l e t e r i o u s  i m p a c t  o n  o v e r a l l  
p r o j e c t  e c o n o m i c s .

•  The requirement that a state-
designated national company—
KMG—have at least a 50% 
participation share in new E&P 
contracts for so-called strategic 
fields deprives KMG of the flexibility 
needed to optimize its upstream 
portfolio, and limits Kazakhstan’s 
ability to attract new international 
investment. Strategic fields are defined 
a s  t h o s e  w i t h  “ g e o l o g i c a l ”  o i l  r e s e r v e s  o f  

o v e r  5 0  M M t  ( 3 6 5  m i l l i o n  b b l ) ,  g a s  r e s e r v e s  
o f  o v e r  1 5  B c m ,  o r  a n  o f f s h o r e  Ca s p i a n  
field. But the national company lacks the 
r i g h t  o f  r e f u s a l ,  t h u s  p r e v e n t i n g  i t  f r o m  
m a n a g i n g  i t s  o w n  t e c h n i c a l  p o r t f o l i o .  Th e  
5 0 %  t h r e s h o l d  a l s o  i n h e r e n t l y  l i m i t s  t h e  
n u m b e r  o f  p o t e n t i a l  s t a k e h o l d e r s  i n  a  
g i v e n  p r o j e c t . 1 5

• The Subsoil Code maintains, 
and in some ways strengthens, 
the relatively heavy government 
regulation over subsoil users’ 
procurement activities, but new WTO 
rules will require more flexibility. Th e  
S u b s o i l  Co d e ’ s  o v e r r i d i n g  e m p h a s i s  o n  l o c a l  
c o n t e n t  s o l u t i o n s  f o r  p r o j e c t  e q u i p m e n t  
a n d  s e r v i c e s  r u n s  c o u n t e r  t o  W TO  r u l e s ,  
a n d  i s  n o t  n e c e s s a r i l y  e f f e c t i v e  i n  p r o m o t i n g  
i n v e s t m e n t .  S u b s o i l  u s e r s  a r e  r e q u i r e d  
t o  a c q u i r e  5 0 %  o f  g o o d s  a n d  s e r v i c e s  
( i n c l u d i n g  e l e c t r i c i t y  a n d  t r a n s p o r t a t i o n  
f u e l s )  f r o m  t h e  l o c a l  m a r k e t ,  a n d  t h i s  i s  
g e n e r a l l y  m e t .  Ho w e v e r ,  r u l e s  g o v e r n i n g  
the procurement of specific upstream 
e q u i p m e n t  f r o m  “ l o c a l ”  e n t i t i e s ,  w h i c h  
are defined as local based on headcount, 
a r e  e x c e e d i n g l y  r i g i d .  K a z a k h s t a n ’ s  W TO  
t r a n s i t i o n  p e r i o d  e x t e n d s  t h r o u g h  2 0 2 1 ,  
a n d  n e w  r u l e s  s e t  t o  c o m e  i n t o  e f f e c t  
o n  1  J a n u a r y  2 0 2 2  i n c l u d e  a  s t i p u l a t i o n  
t h a t  u p  t o  5 0 %  o f  l e a d e r s / m a n a g e r s  o f  
c o m p a n i e s  c a n  b e  f o r e i g n e r s  ( d o u b l i n g  
t h e  c u r r e n t  t h r e s h o l d  o f  2 5 % ) . 1 6  F o r  
i n t e r n a t i o n a l  o i l  c o m p a n i e s ,  u s i n g  m o r e  
l o c a l  g o o d s ,  s e r v i c e s ,  a n d  e m p l o y e e s  m a y  
mean significant cost savings. Still, it is 
important for companies to have flexibility 
i n  p r o c u r e m e n t .

1 5  B r a z i l ’ s  n a t i o n a l  o i l  c o m p a n y  r e g u l a t i o n s  m a y  s e r v e  a s  a  t e m p l a t e  f o r  f u r t h e r  r e f o r m  i n  K a z a k h s t a n :  t h e  B r a z i l i a n  g o v e r n m e n t  h a s  g r a n t e d  
Petrobras the right of refusal, allowing the company to select projects that it finds attractive.
1 6  At last report, local content in the NCOC, KPO, and TCO projects amounted to 50%, 60%, and 60%, respectively, while for TCO FGP the figure 
w a s  3 2 % .  K M G  r e p o r t s  i t s  l o c a l  c o n t e n t  a t  9 0 % .
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3.5. Crude Oil and Condensate Transportation
O i l  t r a n s p o r t a t i o n  i s  a n  i m p o r t a n t  i s s u e  

f o r  a  l a n d - l o c k e d  c o u n t r y  l i k e  K a z a k h s t a n ,  
e s p e c i a l l y  s i n c e  o i l  e x p o r t s  l o o m  s o  l a r g e  
i n  o v e r a l l  d i s p o s i t i o n .  K a z a k h  c r u d e  o i l  
e x p o r t s  r e b o u n d e d  d u r i n g  2 0 1 7 – 1 8 ,  
a n d  a r e  e x p e c t e d  t o  f o l l o w  t h e  n a t i o n a l  
o i l  p r o d u c t i o n  t r e n d  l o n g e r  t e r m  g i v e n  
l i m i t e d  i n c r e m e n t a l  d o m e s t i c  o i l  d e m a n d .  
Th a n k s  t o  i n v e s t m e n t  i n  e x p a n s i o n ,  t h e  
CPC p i p e l i n e  t r a n s i t i n g  Ru s s i a  h a s  h a n d l e d  

a n  i n c r e a s i n g  s h a r e  o f  K a z a k h  o i l  e x p o r t s  
r e c e n t l y ,  a n d  i s  e x p e c t e d  t o  r e m a i n  t h e  
c h i e f  o u t l e t  f o r  K a z a k h  o i l  e x p o r t s  t h r o u g h  
2 0 4 0 .  B u t  K a z a k h s t a n ’ s  “ m u l t i - v e c t o r ”  
e x p o r t  s t r a t e g y  m e a n s  t h a t  K a z a k h  o i l  a l s o  
w i l l  b e  e v a c u a t e d  v i a  o t h e r  r o u t e s .  K CP 
i s  e x p e c t e d  t o  h a n d l e  i n c r e a s e d  e x p o r t  
v o l u m e s  d u r i n g  t h e  s c e n a r i o  p e r i o d ,  w h i l e  
K a z a k h s t a n  i s  e x p e c t e d  t o  e v e n t u a l l y  
r e s u m e  s h i p m e n t s  v i a  B TC a s  w e l l . 1 7  

3.5.1. Recent Export Trends and 
Outlook to 2040

I n  2 0 1 8 ,  K a z a k h s t a n  e x p o r t e d   7 0 . 2  
M M t  ( 1 . 4 6  M M b / d )  o f  c r u d e ,  r e p r e s e n t i n g  
7 8 %  o f  K a z a k h  o i l  o u t p u t  l a s t  y e a r .  
Hi s t o r i c a l l y ,  m o s t  o f  K a z a k h s t a n ’ s  c r u d e  
h a s  e x i t e d  v i a  Ru s s i a ,  a n d  i n  2 0 1 8  w e l l  
o v e r  9 0 %  o f  K a z a k h s t a n ’ s  c r u d e  e x p o r t s  
s t i l l  t r a n s i t e d  Ru s s i a  b y  p i p e l i n e  o r  r a i l ,  
p r i m a r i l y  v i a  t h e  CPC p i p e l i n e  t o  t h e  
Y u z h n a y a  O z e r e y e v k a  t e r m i n a l  o n  t h e  

1 7  CPC s h a r e h o l d e r s  a r e  t h e  Ru s s i a n  F e d e r a t i o n  ( 3 1 % ;  r e p r e s e n t e d  b y  Tr a n s n e f t  w i t h  2 4 %  a n d  CPC Co m p a n y  w i t h  7 % ) ,  K a z a k h s t a n  ( 2 0 . 7 5 % ;  
r e p r e s e n t e d  b y  K M G  w i t h  1 9 %  a n d  K a z a k h s t a n  Pi p e l i n e  V e n t u r e s  L L C w i t h  1 . 7 5 % ) ,  Ch e v r o n  Ca s p i a n  Pi p e l i n e  Co n s o r t i u m  Co m p a n y  ( 1 5 % ) ,  
L U K ARCO  B . V .  ( 1 2 . 5 % ) ,  M o b i l  Ca s p i a n  Pi p e l i n e  Co m p a n y  ( 7 . 5 % ) ,  Ro s n e f t - S h e l l  Ca s p i a n  V e n t u r e s  L t d .  ( 7 . 5 % ) ,  B G  O v e r s e a s  Ho l d i n g  L t d .  ( 2 % ) ,  En i  
I n t e r n a t i o n a l  N . A.  N . V .  ( 2 % ) ,  a n d  O r y x  Ca s p i a n  Pi p e l i n e  L L C ( 1 . 7 5 % ) .  K CP i s  o w n e d  5 0 - 5 0  b y  K a z Tr a n s O i l  a n d  t h e  CN PC s u b s i d i a r y  Ch i n a  N a t i o n a l  
O i l  a n d  G a s  Ex p l o r a t i o n  a n d  D e v e l o p m e n t  Co r p o r a t i o n  ( CN O D C) .  B TC s h a r e h o l d e r s  a r e :  B P ( 3 0 . 1 % ) ,  S O CAR ( 2 5 % ) ,  Ch e v r o n  ( 8 . 9 % ) ,  Eq u i n o r  
( 8 . 7 1 % ) ,  TPAO  ( 6 . 5 3 % ) ,  EN I  ( 5 % ) ,  To t a l  ( 5 % ) ,  I t o c h u  ( 3 . 4 % ) ,  Ex x o n M o b i l  ( 2 . 5 % ) ,  I N PEX  ( 2 . 5 % ) ,  a n d  O N G C V i d e s h  ( 2 . 3 6 % ) .

Ru s s i a n  B l a c k  S e a  c o a s t  ( s e e  F i g u r e  3 . 1 1 :  
D i s t r i b u t i o n  o f  K a z a k h s t a n ’ s  c r u d e  o i l  
e x p o r t s  b y  r o u t e ,  2 0 1 8 ) .  B u t  K a z a k h s t a n ’ s  
“ m u l t i - v e c t o r a l  s t r a t e g y ”  o f  u t i l i z i n g  
m u l t i p l e  e x p o r t  r o u t e s  f o r  i t s  o i l  m e a n s  t h a t  
a  g r o w i n g  s h a r e  o f  t h e  t o t a l  o v e r  2 0 1 9 – 4 0  
i s  g o i n g  t o  b e  c h a n n e l e d  v i a  n o n - Ru s s i a n  
r o u t e s ,  w h i c h  t o g e t h e r  a c c o u n t  f o r  n e a r l y  
2 0 %  o f  t h e  t o t a l  i n  2 0 4 0  ( s e e  F i g u r e  
3 . 1 2 :  K a z a k h s t a n ’ s  c r u d e  o i l  e x p o r t s  
o u t l o o k  b y  r o u t e / d e s t i n a t i o n  t o  2 0 4 0
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Figure 3.11. Distribution of Kazakhstan's crude oil exports by route, 2018

Source: IHS Markit, Argus © 2019 IHS Markit

M
M

t



N ATI O N AL  EN ERG Y  REPO RT

6 0

Caspian Pipeline Consortium 
pipeline

K a z a k h  e x p o r t s  v i a  t h e  CPC r o u t e  
r o s e  b y  9 . 6 %  i n  2 0 1 8  t o  5 4 . 3  M M t  ( 1 . 0 9  
M M b / d ) — a m o u n t i n g  t o  a r o u n d  7 5 %  o f  
t o t a l  K a z a k h  o i l  e x p o r t s  l a s t  y e a r  ( u p  f r o m  
a b o u t  7 1 %  i n  2 0 1 7 ) .  Th e  e x p a n s i o n  o f  
CPC i n f r a s t r u c t u r e  a p p r o v e d  i n  D e c e m b e r  
2 0 0 8  w a s  c o m p l e t e d  i n  Ap r i l  2 0 1 8 ,  a n d  
b r o u g h t  CPC n a m e p l a t e  c a p a c i t y  t o  6 7  
M M t / y  ( 1 . 3 4  M M b / d )  ( o r  7 2  M M t / y  [ 1 . 4 4  
M M b / d ]  i f  d r a g - r e d u c i n g  a d d i t i v e s  [ D RAs ]  
a r e  e m p l o y e d ) .  Th e  CPC c o n s o r t i u m  p l a n s  
a  f u r t h e r  u p g r a d e  a t  a  c o s t  o f  a b o u t  $ 6 0 0  
m i l l i o n  w i t h  t h e  a i m  o f  r a i s i n g  a v a i l a b l e  
c a p a c i t y  t o  7 2  M M t / y  ( o r  7 8  M M t / y  w i t h  
D RAs )  b y  2 0 2 3 ,  a r o u n d  t h e  t i m e  TCO  
F G P c o m e s  o n  s t r e a m  ( t h i s  CPC p r o j e c t  
i s  n o w  i n  t h e  d e t a i l e d  e n g i n e e r i n g  
p h a s e ) .  W e  e x p e c t  t h a t  CPC’ s  s h a r e  
o f  t o t a l  K a z a k h  o i l  e x p o r t s  i n  2 0 4 0  w i l l  
a m o u n t  t o  a b o u t  6 5 %  i n  t h e  b a s e  c a s e .

Atyrau-Samara and connecting 
Transneft routes

K a z a k h  s h i p m e n t s  v i a  t h e  At y r a u -
S a m a r a  r o u t e  a n d  c o n n e c t i n g  Tr a n s n e f t  
p i p e l i n e s — n o w  d e l i v e r i e s  t o  t h e  U s t -
L u g a  t e r m i n a l  o n  t h e  B a l t i c  S e a  a n d  
N o v o r o s s i y s k  p o r t  o n  t h e  B l a c k  S e a — h a v e  
a c c o u n t e d  f o r  m o s t  o f  t h e  r e m a i n d e r  
o f  t h e  K a z a k h  o i l  e x p o r t s  r e c e n t l y .  
Ex p o r t s  v i a  t h e  r o u t e  t o  U s t - L u g a  f e l l  
b y  1 . 2 %  i n  2 0 1 8  t o  8 . 8  M M t  ( 1 7 6 , 0 0 0  
b / d ) .  K a z a k h  e x p o r t s  t o  N o v o r o s s i y s k  
( i . e . ,  c o m b i n e d  v o l u m e s  o f  t h e  At y r a u -
S a m a r a  a n d  M a k h a c h k a l a - N o v o r o s s i y s k  
r o u t e s )  w e r e  d o w n  b y  8 . 3 %  t o  6 . 9  M M t  
( 1 3 8 , 0 0 0  b / d )  i n  2 0 1 8 .  U s t - L u g a  a n d  
N o v o r o s s i y s k  n e v e r t h e l e s s  b o t h  r e m a i n  
i m p o r t a n t  e x p o r t  o u t l e t s  f o r  K a z a k h s t a n  
l o n g e r  t e r m ,  r e m a i n i n g  g e n e r a l l y  w i t h i n  
t h e  s a m e  r a n g e  a s  s e e n  i n  r e c e n t  y e a r s . 1 8

1 8  O n e  k e y  f a c t o r  t e n d i n g  t o  k e e p  v o l u m e s  i n  t h e  At y r a u - S a m a r a  p i p e l i n e  r e l a t i v e l y  s t a b l e  i s  t h e  e x t r a  e x p e n s e  t h a t  w o u l d  b e  r e q u i r e d  t o  u p g r a d e  
the overall Uzen-Atyrau-Samara pipeline infrastructure before it is technically feasible to reduce total throughput significantly, since this is a “hot” 
t r u n k  l i n e  d e s i g n e d  t o  h e a t  a n d  t r a n s p o r t  t h e  h i g h l y  v i s c o u s  ( h e a v y )  o i l  e n t e r i n g  t h e  s y s t e m  i n  K a z a k h s t a n ’ s  M a n g i s t a u  O b l a s t  a t  t h e  s a m e  t i m e  a s  
i t  t r a n s p o r t s  l e s s  v i s c o u s  c r u d e  s t r e a m s .  I n  o t h e r  w o r d s ,  t h e  v o l u m e  o f  r e l a t i v e l y  l i g h t  c r u d e  c u r r e n t l y  i n j e c t e d  i n t o  t h e  p i p e l i n e  s y s t e m  a t  At y r a u  
must be maintained in order to mitigate the viscosity of Mangistau crude in the pipeline unless significant modernization and expansion of oil 
h e a t i n g  f a c i l i t i e s  i s  u n d e r t a k e n .  
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Figure 3.12. Kazakhstan’s crude oil exports outlook by route/destination to 2040

Source: IHS Markit (Eurasian Oil Export Outlook) © 2019 IHS Markit
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*"Iran" exports (swap volumes) are too small to appear in the chart, and the only years of the
chart when such exports occur are 2010 and 2011 (i.e., no resumption of this trade is envisioned
during the scenario period in our base case).
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Kazakhstan-China pipeline

To t a l  K a z a k h  s h i p m e n t s  v i a  t h e  K CP,  
n o t  i n c l u d i n g  Ru s s i a n  t r a n s i t  c r u d e  ( m u c h  
o f  i t  p h y s i c a l l y  s w a p p e d  f o r  d e l i v e r i e s  t o  
the Pavlodar refinery), dropped by 48% 
i n  2 0 1 8  t o  o n l y  1 . 4  M M t  ( 2 8 , 0 0 0  b / d ) .  
Reversal of the existing westward-flowing 
p i p e l i n e  b e t w e e n  K e n k i y a k  a n d  At y r a u  i s  
n o w  p l a n n e d  b y  2 0 2 0 .  Th i s  w i l l  p r o v i d e  
K a z a k h s t a n  w i t h  a d d i t i o n a l  s o u r c e s  o f  
crude to supply the Shymkent refinery 
i n  s o u t h e r n  K a z a k h s t a n  a n d  p r o v i d e  t h e  
a m o u n t  o f  c r u d e  n e e d e d  f o r  t h e  s w a p  
a g r e e m e n t  w i t h  Ro s n e f t  f o r  Pa v l o d a r  
s u p p l i e s ,  a n d  i n c r e m e n t a l  e x p o r t s .  Th i s ,  
i n  t u r n ,  i s  l i k e l y  t o  f a c i l i t a t e  a  s e v e r a l -
f o l d  i n c r e a s e  o f  K a z a k h  e x p o r t s  v i a  K CP 
d u r i n g  t h e  2 0 2 0 s .  I n  o u r  b a s e  c a s e ,  
K a z a k h  v o l u m e s  e x c e e d  t h e  Ru s s i a n  s w a p  
v o l u m e s  o f  1 0  M M t / y  ( 2 0 0 , 0 0 0  b / d )  i n  K CP 
a f t e r  2 0 3 5 ,  a n d  r e a c h  a  m a x i m u m  a n n u a l  
l e v e l  o f  1 3  M M t  ( a b o u t  2 7 0 , 0 0 0  b / d )  i n  
2 0 4 0 .  Th e  p r i c e  a t  t h e  Ch i n e s e  b o r d e r  f o r  
K a z a k h  o i l  v i a  K CP n o n e t h e l e s s  r e m a i n s  
a  k e y  f a c t o r  l i m i t i n g  e x p o r t s  i n  t h a t  
d i r e c t i o n ,  b e c a u s e  t h e  b o r d e r  p r i c e  i s  s e t  
t o o  l o w  ( a t  a r o u n d  B r e n t  m i n u s  $ 5 . 7 0 / b b l )  
t o  s t i m u l a t e  a  l a r g e - s c a l e  r e - o r i e n t a t i o n  
o f  s h i p m e n t s  f r o m  w e s t e r n  K a z a k h s t a n .  

Baku-Tbilisi-Ceyhan pipeline

I n  N o v e m b e r  2 0 1 8 ,  K a z a k h  En e r g y  
M i n i s t e r  K a n a t  B o z u m b a y e v  a n n o u n c e d  
t h a t  K a z a k h s t a n  w i l l  r e s u m e  o i l  e x p o r t s  
via BTC in 2019, for the first time since 
s u c h  s h i p m e n t s  w e r e  l a s t  m a d e  i n  t h e  
s e c o n d  h a l f  o f  2 0 1 5 .  B u t  t h e  c o n t i n u i n g  
lack of details from official sources 
o n  t i m i n g  a n d  v o l u m e s  s u g g e s t s  t h a t  
r e n e w a l  o f  K a z a k h  e x p o r t s  v i a  B TC i s  
l i k e l y  d e l a y e d .  Th e  I HS  M a r k i t  b a s e  c a s e  
i s  c u r r e n t l y  f o r  K a z a k h  c r u d e  t o  r e e n t e r  
B TC a f t e r  a b o u t  2 0 3 0 ,  l a r g e l y  d r i v e n  
b y  c a p a c i t y  l i m i t a t i o n s  o n  o t h e r  r o u t e s  
( n a m e l y  CPC) .  K a z a k h  v o l u m e s  i n  B TC 
a r e  e x p e c t e d  t o  r e a c h  a  m a x i m u m  l e v e l  o f  

o n l y  a b o u t  1 1  M M t  ( 2 2 0 , 0 0 0  b / d )  i n  2 0 3 5 .  

3.5.2. Regulation of Pipeline 
Transportation Tariffs

I n  k e e p i n g  w i t h  2 0 1 5  a m e n d m e n t s  
t o  K a z a k h s t a n ’ s  L a w  “ O n  N a t u r a l  
M o n o p o l i e s  a n d  Re g u l a t e d  M a r k e t s , ”  
t a r i f f s  f o r  o i l  t r a n s p o r t a t i o n  ( f o r  t r a n s i t  
t h r o u g h  K a z a k h s t a n  a n d  e x p o r t  f r o m  
K a z a k h s t a n )  a r e  d e t e r m i n e d  b y  t h e  
o i l  p i p e l i n e  c o m p a n y  K a z Tr a n s O i l  
( K TO )  i t s e l f ,  w h i c h  i s  a  s u b s i d i a r y  o f  
K M G ,  e x c e p t  i n  t h e  f o l l o w i n g  c a s e s :

•  Th e  CPC t a r i f f  i s  d e t e r m i n e d  
b y  a  s e p a r a t e  m e c h a n i s m  s e t  
i n t e r n a l l y  b y  t h e  CPC c o n s o r t i u m .  

•  Th e  t a r i f f  o n  t h e  r o u t e  f o r  Ru s s i a n  
t r a n s i t  v o l u m e s  t o  Ch i n a  i s  c u r r e n t l y  
a p p r o v e d  b y  t h e  K a z a k h  M i n i s t r y  o f  En e r g y .

•  O i l  p i p e l i n e s  o p e r a t e d  b y  J V s  ( t h e  
At a s u - Al a s h a n k o u  s e g m e n t  o f  K CP a n d  t h e  
K e n k i y a k - At y r a u  p i p e l i n e )  h a v e  i n d i v i d u a l  
t a r i f f s  r e g u l a t e d  b y  t h e  Co m m i t t e e  f o r  
Re g u l a t i o n  o f  N a t u r a l  M o n o p o l i e s  a n d  
Pr o t e c t i o n  o f  Co m p e t i t i o n  ( K REM i Z K ) .

K REM i Z K  a l s o  r e g u l a t e s  t h e  o i l  
t r a n s p o r t a t i o n  t a r i f f  f o r  d o m e s t i c  
s h i p m e n t s  v i a  K TO ,  w h i c h  a r e  c a l c u l a t e d  
o n  a  “ c o s t - p l u s  b a s i s , ”  w h e r e  t h e  t a r i f f  
c o v e r s  t h e  c o s t s  o f  o p e r a t i n g  t h e  p i p e l i n e  
and a small profit margin designed to 
ensure sufficient revenues for business 
o p e r a t i o n s . 1 9  

Th e  g e n e r a l  a p p r o a c h  t o  t a r i f f - s e t t i n g  
a d o p t e d  b y  K a z a k h s t a n  h a s  g e n e r a l l y  
p r o v i d e d  a  f a i r l y  s t a b l e  a n d  t r a n s p a r e n t  
s t r u c t u r e  f o r  m a n y  y e a r s .  B u t  t h e r e  i s  
significant room for improvement in the 
i m p l e m e n t a t i o n  o f  e x i s t i n g  r e g u l a t i o n s .  
F o r  e x a m p l e ,  e v e n  t h o u g h  K TO  w a s  
specifically granted the latitude to set 
i t s  o w n  t a r i f f s  f o r  t r a n s i t  a n d  e x p o r t  
s h i p m e n t s ,  r a t h e r  t h a n  b e i n g  d i r e c t l y  
r e g u l a t e d ,  i n  p r a c t i c e  K TO  h a s  f o u n d  
itself subject to some questionable fines 
by KREMiZK for allegedly unjustifiable 
i n c o m e .

1 9  F o r  b a c k g r o u n d ,  s e e  Th e  N a t i o n a l  En e r g y  Re p o r t  2 0 1 5 ,  p .  1 4 7  a n d  Th e  N a t i o n a l  En e r g y  Re p o r t  2 0 1 7 ,  p .  5 6
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3.6. Refining and Refined Product Market Dynamics
K a z a k h s t a n ’ s  r e c e n t l y  c o m p l e t e d  

refinery modernization program is a 
signal achievement that has significantly 
l e s s e n e d  K a z a k h s t a n ’ s  t r a d i t i o n a l  
r e l i a n c e  o n  i m p o r t s  o f  l i g h t  p r o d u c t s  
from Russia. Existing Kazakh refinery 
capacity should be sufficient to meet 
d o m e s t i c  o i l  p r o d u c t  d e m a n d  t h r o u g h  a t  
l e a s t  2 0 3 0 .  K a z a k h s t a n ’ s  c u r r e n t  t o l l i n g  
system for remunerating Kazakh refiners 
serves the purpose of paying for refinery 
m o d e r n i z a t i o n .  U n d e r  t h i s  a r r a n g e m e n t ,  
crude suppliers pay refiners a tolling 
f e e  t o  p r o c e s s  t h e  c r u d e ,  a n d  r e t a i n  
title to the resulting refined products for 
s u b s e q u e n t  s a l e .  Ho w e v e r ,  t h i s  s y s t e m  
does not provide sufficient incentive for 
u p s t r e a m  p r o d u c e r s  t o  d e l i v e r  c r u d e  t o  
t h e  d o m e s t i c  m a r k e t — p a r t i c u l a r l y  g i v e n  
relatively low prices in domestic refined 
p r o d u c t  m a r k e t s ,  w h i c h  r e m a i n  h e a v i l y  
administered notwithstanding official 
p r i c e  l i b e r a l i z a t i o n .  Cr u d e  p r o d u c e r s  
a r e  e s s e n t i a l l y  c o m p e l l e d  t o  s u p p l y  t h e  
d o m e s t i c  m a r k e t  a t  w e l l  b e l o w  e x p o r t  
n e t b a c k  p a r i t y  v a l u e s .  Th e  l o w  v a l u e s ,  
i n  t u r n ,  c o m p l i c a t e  t h e  t a s k  o f  a d d i t i o n a l  
u p s t r e a m  i n v e s t m e n t  b y  K a z a k h  p r o d u c e r s  
n e e d e d  t o  o f f s e t  t h e  d e c l i n e  o f  l e g a c y  

Kazakh fields. Another downside of the 
tolling system is that it insulates the refiners 
f r o m  m a r k e t  f o r c e s ,  w i t h  t h e  r e s u l t  t h a t  
p l a n t s  l a c k  i n c e n t i v e  t o  f u r t h e r  i m p r o v e  
efficiencies following modernization.

3.6.1. Kazakhstan’s Evolving 
Refined Products Balance

Refinery throughput in Kazakhstan rose 
b y  1 0 . 2 %  i n  2 0 1 8  t o  1 6 . 4  M M t  ( 3 4 1 , 0 0 0  
b/d). The rise in throughput reflected 
e x p a n d e d  d o m e s t i c  c o n s u m p t i o n  i n  
conjunction with increased refinery 
c a p a c i t y  ( b y  a r o u n d  1 0 %  t o  1 7 . 5  M M t / y  
( 3 5 0 , 0 0 0  b / d ) )  f o l l o w i n g  t h e  c o m p l e t i o n  
o f  t h e  $ 6  b i l l i o n  m o d e r n i z a t i o n  p r o g r a m . 2 0  
Ap p a r e n t  d o m e s t i c  p r o d u c t  d e m a n d  w a s  
u p  1 1 . 1 %  t o  1 4 . 3  M M t  ( 2 9 8 , 0 0 0  b / d )  i n  
2 0 1 8 ,  w h i l e  p r o d u c t  e x p o r t s  d e c l i n e d  b y  
1 6 . 3 %  i n  2 0 1 8  t o  3 . 3  M M t  ( 6 9 , 0 0 0  b / d ) ,  
a n d  p r o d u c t  i m p o r t s  f e l l  b y  3 7 . 9 %  t o  1 . 2  
M M t  ( 2 5 , 0 0 0  b / d ) .  Al t o g e t h e r ,  l a s t  y e a r  
Kazakh refineries reportedly accounted 
f o r  a r o u n d  9 3 %  o f  g a s o l i n e  s u p p l i e s  t o  t h e  
d o m e s t i c  m a r k e t ,  9 1 %  o f  d i e s e l ,  a n d  6 2 %  
o f  j e t  k e r o s e n e  ( s e e  Ta b l e  3 . 4 :  K a z a k h s t a n ’ s  
refined product balance). Kazakhstan now 
h a s  s u r p l u s  g a s o l i n e  a v a i l a b l e  f o r  e x p o r t .  

2 0  F o r  d e t a i l s  o n  t h e  m o d e r n i z a t i o n  p r o g r a m s  a t  t h e  t h r e e  p l a n t s ,  s e e  Th e  N a t i o n a l  En e r g y  Re p o r t  2 0 1 7 ,  p p .  8 6 – 9 0 .

Kazakhstan’s three major refineries—
t h e  At y r a u ,  Pa v l o d a r ,  a n d  S h y m k e n t  
p l a n t s — a c c o u n t e d  f o r  9 3 . 6 %  o f  K a z a k h  
refinery throughput in 2018 (see Table 
3 . 5 :  Pr o d u c t  o u t p u t  b y  K a z a k h s t a n ’ s  
primary refineries). Outside of the three 
major plants, 34 mini-refineries reportedly 
o p e r a t e  i n  K a z a k h s t a n .  I n d i v i d u a l l y ,  t h e s e  
p l a n t s  g e n e r a l l y  p r o d u c e  o n l y  s m a l l  
amounts of (low-quality or semi-finished) 
p r o d u c t s ,  b u t  a r e  i m p o r t a n t  f o r  t h e  

p r o v i s i o n  o f  l o w - o c t a n e  ( AI - 8 0 )  g a s o l i n e .  
F o l l o w i n g  m o d e r n i z a t i o n ,  t h e  t h r e e  m a j o r  
refineries ceased production of AI-80. 
Th i s  f u e l  i s  p r i m a r i l y  u s e d  i n  a g r i c u l t u r e ,  
a n d  t h e  p r i c e  i s  s t i l l  r e g u l a t e d .  I n  a d d i t i o n ,  
the Caspi Bitumen mini-refinery in Aktau, 
b u i l t  a n d  o p e r a t e d  b y  K M G  a n d  Ch i n a ’ s  
CI TI C K a z a k h s t a n  c o m p a n y ,  i s  a  k e y  
p r o d u c e r ,  a c c o u n t i n g  f o r  3 7 %  o f  a l l  r o a d  
b i t u m e n  p r o d u c e d  i n  K a z a k h s t a n  i n  2 0 1 8 .  
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Table 3.4
Kazakhstan's refined product balance

(million metric tons)

2010 2011 2012 2013 2014 2015 2016 2017 2018
Production
Throughput 13.7 13.7 15.1 15.3 16.4 15.0 14.9 14.9 16.4
Output of products (reported) 12.8 13.4 13.7 13.8 14.5 13.5 12.9 13.0 13.4
Gasoline 2.9 2.8 2.9 2.7 3.0 2.9 3.0 3.1 4.0
Kerosene 0.5 0.4 0.4 0.4 0.4 0.3 0.3 0.3 0.4
Diesel fuel 4.4 4.6 4.1 5.1 5.0 4.6 4.7 4.4 4.7
Mazut 4.5 4.3 3.9 4.0 4.2 4.1 3.2 3.4 3.2
Fleet - - 0.3 0.3 0.3 0.3 0.2 0.4 0.3*
Furnace fuel 4.5 4.3 3.6 3.7 3.9 3.8 3.0 3.0 2.9

Lubricants - - - - - - -                
- 

               
- 

Other (includes LPGs, VGO, etc.) 0.5 1.3 2.4 1.5 1.8 1.7 1.8 3.8 4.1
Petroleum coke/bitumen/other 
residual 0.4 0.5 0.5 0.6 0.9 0.8 1.0 1.3 1.5

Apparent consumption
Total (all refined products) 10.3 10.8 12.3 12.5 13.4 12.0 12.9 12.9 14.3
Gasoline 3.7 3.5 4.0 4.0 4.2 4.3 4.1 4.1 4.3
Diesel fuel 3.2 4.1 3.9 5.5 5.3 4.6 5.1 4.7 4.8
Mazut 1.4 0.7 -0.4 -0.7 -0.6 -0.6 -0.4 -0.4 0.4
Other 2.0 2.4 4.8 3.7 4.5 3.8 4.1 4.5 4.7

Net exports
Total (all refined products) -3.3 -3.0 -2.8 -2.7 -3.0 -3.0 -2.1 2.0 2.1
Gasoline 0.8 0.8 1.2 1.3 1.2 1.4 1.1 -1.1 -0.4
Diesel fuel -1.2 -0.6 -0.2 0.4 0.3 0.0 0.4 -0.3 -0.1
Mazut (including VGO and other 
"zhidkoye toplivo") -3.0 -3.5 -4.3 -4.7 -4.8 -4.7 -3.6 3.8 2.8

Other 0.1 0.4 0.5 0.3 0.3 0.3 0.1 -0.4 -0.2

Exports
Total (all products)** 5.1 4.4 4.8 5.3 5.1 4.9 3.9 4.0 3.3
Gasoline 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Diesel fuel 1.6 0.8 0.3 0.2 0.2 0.2 0.0 0.1 0.2
Mazut (including VGO and other 
"zhidkoye toplivo") 3.0 3.6 4.5 5.0 4.8 4.7 3.6 3.8 2.8

Other 0.4 0.0 0.0 0.1 0.0 0.0 0.2 0.1 0.3

Imports
Total (all products)** 1.8 1.5 2.1 2.5 2.1 1.9 1.8 2.0 1.2
Gasoline 0.9 0.8 1.2 1.3 1.2 1.4 1.1 1.1 0.4
Diesel fuel 0.4 0.2 0.1 0.6 0.5 0.2 0.4 0.5 0.3
Mazut (including VGO and other 
"zhidkoye toplivo") 0.0 0.1 0.2 0.3 0.0 0.0 0.0 0.0 0.0

Other 0.5 0.4 0.6 0.4 0.4 0.3 0.2 0.4 0.6
*Estimate
**Total exports and imports excludes LPGs; reported exports of heavy liquid fuels ("zhidkoye toplivo") includes a 
variety of other products, including VGO, so calculated apparent consumption has been negative for most years 
since 2012.
Source: Statistical Committee of RK; IHS Markit
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Th e  t h r e e  k e y  g o a l s  o f  t h e  m o d e r n i z a t i o n  
p r o g r a m  h a v e  n o w  b e e n  l a r g e l y  r e a l i z e d :

•  Increasing the “depth” of 
refining, thereby boosting the value 
of the average product barrel. Refinery 
d e p t h  a t  t h e  At y r a u  p l a n t  g r e w  f r o m  6 4 %  
t o  6 8 %  d u r i n g  2 0 1 7 – 1 8 ,  a n d  r e a c h e d  a n  
e s t i m a t e d  8 5 %  i n  e a r l y  2 0 1 9 .  Th e  Pa v l o d a r  
p l a n t  r e g i s t e r e d  a n  i n c r e a s e  f r o m  7 7 %  t o  

7 9 %  o v e r  2 0 1 7 – 1 8 ,  a n d  t o  a n  e s t i m a t e d  
84% in 2019. Shymkent’s refinery depth 
w a s  u n c h a n g e d  a t  7 4 %  i n  2 0 1 8  s i n c e  
m o d e r n i z a t i o n  w a s  o n l y  c o m p l e t e d  i n  t h e  
f o u r t h  q u a r t e r ,  b u t  i s  e s t i m a t e d  a t  8 9 %  
in 2019. These changes are reflected in 
t h e  s h a r p  i n c r e a s e  i n  K a z a k h  g a s o l i n e  
p r o d u c t i o n  ( s e e  F i g u r e  3 . 1 3 :  M o n t h l y  
g a s o l i n e  p r o d u c t i o n  t r e n d s  i n  K a z a k h s t a n ) .

Table 3.5
Product output by Kazakhstan's main refineries

(thousand metric tons)

2012 2013 2014 2015 2016 2017 2018
Atyrau
Crude throughput 4,423 4,430  4,920 4,868 4,761  4,724 5,268 
Motor gasoline   506 505  614  605 643  643 1,191 
Diesel fuel   1,218 1,222  1,344  1,207 1,391  1,356  1,459 
Jet kerosene 56  38    23 21  20   21 41 
Benzene  -   -     -    1 7  8  16 
Heating oil 143 124 166 160 68 58 129 
Mazut 1,543 1,512 1,510 1,650 1,362 1,495  1,145 
Vacuum gas-oil 606 652 779  739 842  741 445 
Petroleum coke 75 95 137 111 121 118 131 
LPG 14 20 28  29 36  39 166 
Sulfur  1  1   2 3 3  2 4 
Paraxylene -    -   -   -    -   -   16 

Pavlodar
Crude throughput 5,037 5,010 4,926 4,810 4,590 4,747 5,340 
Motor gasoline 1,332 1,117 1,259 1,249 1,225 1,281 1,430 
Diesel fuel 1,514 1,473 1,509 1,457 1,524 1,414 1,734 
Jet kerosene 100 133 125 11 -     -   78 
Mazut 810 763 668 822  560 600 629 
Vacuum gas-oil 123 400 192 123  29 128 84 
Petroleum coke 147 146 152 126 224 185 216 
LPG 244 215 239 263 244 257 310 
Sulfur 24 23 25 30 28 28 41 
Bitumen 186 219 244 246  202 245 294 
Heating oil 38 

Shymkent
Crude throughput 4,754 4,857 5,065 4,493 4,501 4,686 4,733 
Motor gasoline 1,046  1,038 1,126 988 1,032 1,027 1,332 
Diesel fuel 1,336 1,376 1,346 1,192 1,203 1,209 1,243 
Jet kerosene 275 231 279  254 236 280 270 
Mazut 902 968 1,013 889 869 956 826 
Vacuum gas-oil 798 827 884 827 811 818 462 
Petroleum coke 146 148 142 113 
LPG -    -   -     -   120 97 170 
Sulfur -    -   -    -    1 1 1 

Source: Ministry of Energy of RK
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• Eliminating the need for imports 
of Russian light products. Th e  
m o d e r n i z a t i o n  p r o g r a m  w a s  a c c o m p a n i e d  
b y  a  s t e a d y  d e c l i n e  i n  K a z a k h  i m p o r t s  
o f  g a s o l i n e ,  d i e s e l ,  a n d  j e t  k e r o s e n e ,  a s  
Kazakh refineries have increasingly met 
d o m e s t i c  d e m a n d  f o r  l i g h t e r  p r o d u c t s  ( s e e  
Figure 3.14: Monthly imports of refined 
p r o d u c t s  b y  K a z a k h s t a n ) .  I n  D e c e m b e r  

2 0 1 8 ,  t h e  En e r g y  M i n i s t r y  c o n c l u d e d  t h a t  
the modernized refineries should satisfy 
d o m e s t i c  n e e d s  t h r o u g h  a t  l e a s t  2 0 3 0 .  
Th i s  c o r r e s p o n d s  t o  t h e  c u r r e n t  I HS  M a r k i t  
b a s e  c a s e ,  i n  w h i c h  m o d e r n i z a t i o n  n e g a t e s  
the need for additional refining capacity 
u n t i l  w e l l  i n t o  t h e  2 0 3 0 s ,  a s s u m i n g  a  
m o d e r a t e  r a t e  o f  e c o n o m i c  g r o w t h  o v e r  
t h e  n e x t  d e c a d e .

• Reaching EAEU technical 
specifications for product quality. 
All three refineries are now producing 
K - 4  a n d  K - 5  g r a d e  f u e l s  ( s i m i l a r  t o  
Eu r o - 4  a n d  Eu r o - 5 ) ,  w h i c h  i s  t h e  
specification agreed for the EAEU.

Ho w e v e r ,  t h e  p r o m i s e  o f  l a r g e - s c a l e  
l i g h t  p r o d u c t  e x p o r t s  r e m a i n s  e l u s i v e ,  
d e s p i t e  h i g h e r  o u t p u t  a n d  m o d e r n i z e d  
a s s e t s .  N o t  s u r p r i s i n g l y ,  f u e l  o i l  s t i l l  
a c c o u n t s  f o r  t h e  b u l k  o f  K a z a k h s t a n ’ s  
refined product export mix, but the 
c o u n t r y ’ s  m a z u t  s u r p l u s  h a s  d e c l i n e d  ( s e e  
Figure 3.15: Monthly exports of refined 
p r o d u c t s  b y  K a z a k h s t a n ) .  K a z a k h s t a n  

m a y  w e l l  h a v e  m a t e r i a l  s u r p l u s e s  n o w  
of light products, which can find market 
n i c h e s  r e g i o n a l l y  ( e . g . ,  i n  K y r g y z s t a n ) ,  
b u t  t h e  v o l u m e s  a r e  l i k e l y  t o  r e m a i n  
r e l a t i v e l y  s m a l l .  Th e  e c o n o m i c s  o f  
K a z a k h s t a n ’ s  f u e l  o i l  e x p o r t s  a r e  l i k e l y  t o  
b e  i n c r e a s i n g l y  c h a l l e n g i n g  i n  t h e  n e a r  
t e r m  a s  a  r e s u l t  o f  t h e  2 0 2 0  e n a c t m e n t  
o f  I n t e r n a t i o n a l  M a r i t i m e  O r g a n i z a t i o n  
( I M O )  m a r i n e  b u n k e r  f u e l  s u l f u r  
r e s t r i c t i o n s — r e d u c i n g  m a x i m u m  s u l f u r  
c o n t e n t  f r o m  3 . 5 %  t o  0 . 5 %  o n  a  g l o b a l  
b a s i s .  Th e  n e w  I M O  r u l e s  a r e  e x p e c t e d  
to lead to a significant discount for high-
s u l f u r  f u e l  o i l  i n  w o r l d  m a r k e t s  g e n e r a l l y .  
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Figure 3.13. Monthly gasoline production trends in Kazakhstan

Source: IHS Markit, Kazakhstan Committee on Statistics, Infotek © 2019 IHS Markit
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Figure 3.14. Monthly imports of refined products by Kazakhstan, 2015-18

Source: IHS Markit, Kazakhstan Committee on Statistics © 2019 IHS Markit
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Th e  Ec o l o g y  Co d e  w i l l  l i k e l y  r e q u i r e  
s o m e  a d d i t i o n a l  p l a n t  u p g r a d e s  b y  K M G  
i n  o r d e r  t o  m e e t  n e w  b e s t  a v a i l a b l e  
t e c h n o l o g y  ( B AT)  a n d / o r  o t h e r  t a r g e t s .  
To p  d o w n s t r e a m  p r i o r i t i e s  f o r  K M G  i n c l u d e  
v a r i o u s  d e b o t t l e n e c k i n g  i n i t i a t i v e s  ( e . g . ,  
i m p r o v e m e n t s  t o  s t o r a g e  a n d  l o a d i n g  
s y s t e m s )  a n d  i n c r e a s e d  a u t o m a t i o n  
and digitization to improve efficiency.

K e y  f a c t o r s  i n  o u r  b a s e  c a s e  f o r  
d o m e s t i c  d e m a n d  g r o w t h  i n c l u d e  a  
m o d e r a t e  r a t e  o f  e c o n o m i c  g r o w t h  ( G D P 
g r o w t h  a v e r a g i n g  2 . 8 %  p e r  a n n u m  
d u r i n g  2 0 1 9 – 4 0 ,  r o u g h l y  c o m p a r a b l e  t o  
e x p e c t e d  a v e r a g e  g l o b a l  G D P g r o w t h ) ,  
increasing population, and vehicle fleet 
e x p a n s i o n .  D e m a n d  g r o w t h  w i l l  b e  l e d  b y  
t h e  t r a n s p o r t a t i o n  s e g m e n t ,  w i t h  g r e a t e r  
p e r s o n a l  m o b i l i t y  a s  w e l l  a s  i n c r e a s i n g  
cargo traffic through Kazakhstan, lifting 
g a s o l i n e ,  d i e s e l ,  a n d  j e t  f u e l  c o n s u m p t i o n .  
Kazakh refinery throughput increases 
b y  1 7 . 5 %  t o  2 1  M M t / y  ( 4 2 9 , 0 0 0  b / d )  
d u r i n g  2 0 1 9 – 4 0  i n  o u r  b a s e  c a s e . 2 1  

3.6.2. The Economics of Refining 
in Kazakhstan

The refurbished refineries have 

i m p r o v e d  t h e  n a t i o n a l  p r o d u c t  s l a t e  a n d  
enhanced the country’s self-sufficiency, 
b u t  c o n t i n u e  t o  o p e r a t e  w i t h i n  a  
h i g h l y  r e g i m e n t e d  m a r k e t  s t r u c t u r e .  
Th e  g o v e r n m e n t  s t i l l  d e t e r m i n e s  m o s t  
aspects of refinery operations, including 
a g g r e g a t e  t h r o u g h p u t ,  p r o d u c t  o u t p u t ,  
and the general allocation of refined 
products. The main refineries now operate 
c o m m e r c i a l l y  o n  a  t o l l i n g  s c h e m e ,  a n d  
although it guarantees a generous refining 
m a r g i n ,  i t  e f f e c t i v e l y  i s o l a t e s  t h e m  f r o m  
m a r k e t  f o r c e s .  K M G ’ s  u p s t r e a m  e n t i t i e s  
o w n  t h e  b u l k  o f  t h e  c r u d e  d e l i v e r e d  
to refineries and the resulting refined 
p r o d u c t s ,  a n d  n e i t h e r  K M G  n o r  o t h e r  
market players formally influence actual 
refining activity given the overriding 
r o l e  o f  s t a t e  d i r e c t i v e s .  M e a n w h i l e ,  
K REM i Z K  e f f e c t i v e l y  c o n t i n u e s  t o  r e g u l a t e  
domestic refined product markets 
n o t w i t h s t a n d i n g  t h e  f o r m a l  l i b e r a l i z a t i o n  
o f  n e a r l y  a l l  p r i c e s ;  e . g . ,  b y  m o n i t o r i n g  
margins and fining gasoline stations 
f o r  “ u n s u b s t a n t i a t e d ”  p r i c e  i n c r e a s e s . 2 2

Cu r r e n t  t o l l i n g ,  d o m e s t i c  p r i c i n g ,  a n d  
e x p o r t - i m p o r t  p o l i c i e s  r e s u l t  i n  m a r k e t  
d i s t o r t i o n s  t h a t  a r e  i n c r e a s i n g l y  a t  o d d s  
w i t h  t h e  EAEU  i n t e g r a t i o n  d y n a m i c ,  

2 1  See the IHS Markit Strategic Report Eurasian Oil Export Outlook for April 2019, and the IHS Markit Downstream Market Profile, Kazakhstan – 
S u p p l y  &  D e m a n d  M a y  2 0 1 9 .
2 2  For background on the evolution of Kazakhstan’s refined product markets and regulatory framework, see The National Energy Report 2015, pp. 
197–216, The National Energy Report 2017, pp. 80–97, and the IHS Markit Insight, Relief in sight for Kazakhstan’s recurring problem of refined 
product shortages? Completion of refinery modernization program will reduce dependence on Russian imports.
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Figure 3.15. Monthly exports of refined products by Kazakhstan

Source: IHS Markit, Kazakhstan Committee on Statistics © 2019 IHS Markit
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while Kazakhstan’s refining sector 
i t s e l f  m a y  u l t i m a t e l y  p a y  t h e  b i g g e s t  
p r i c e  f o r  s u c h  p o l i c i e s  i n  t h e  f o r m  o f  
l o s t  o p p o r t u n i t i e s  f o r  d e v e l o p m e n t :

• Although the current crude 
processing system pays for 
modernization and ensures high 
margins for refiners, it complicates 
the tasks of securing crude supply 
and additional investment in 
refining longer term. U n d e r  t h e  c r u d e  
p r o c e s s i n g  a r r a n g e m e n t ,  a  n u m b e r  o f  
l a r g e  a n d  s m a l l  t o l l i n g  ( g i v e - a n d - t a k e )  
providers work with the refineries: they 
a c q u i r e  o i l  f r o m  s u b s o i l  u s e r s ,  t r a n s p o r t  
it to the refineries, get it processed, and 
t h e n  s e l l  t h e  r e s u l t i n g  p r o d u c t s .  K M G  
EP i s  t h e  l a r g e s t  c r u d e  o i l  s u p p l i e r  t o  
Kazakhstan’s refineries, it supplies crude 

d i r e c t l y  a n d  r e t a i n s  t i t l e  t o  t h e  r e s u l t i n g  
refined products for subsequent sale.  The 
p r o c e s s i n g  t a r i f f s  a r e  n o t  d i r e c t l y  r e g u l a t e d  
b y  K REM i Z K ,  b u t  a r e  s e t  b y  K M G ,  i n  
c o n s u l t a t i o n  w i t h  t h e  M i n i s t r y  o f  En e r g y .  
Kazakh refiners benefit in the short run, 
s i n c e  p r o c e s s i n g  t a r i f f s  a r e  t w o  t o  t h r e e  
times higher than refining margins in 
Europe or Russia (see Table 3.6: Refinery 
p r o c e s s i n g  f e e s  i n  K a z a k h s t a n ) .  B u t  t h e  
s u s t a i n a b i l i t y  o f  s u c h  a n  a r r a n g e m e n t  i s  
d o u b t f u l  g i v e n  t h e  p r o s p e c t s  o f  i n c r e a s e d  
competition from Russian refineries under 
EAEU terms and difficulties obtaining 
crude for domestic refineries. Moreover, 
t h e  t o l l i n g  s y s t e m  d o e s  n o t  i n c e n t i v i z e  
refineries to improve operational 
efficiencies and respond to supply and 
d e m a n d  d y n a m i c s ;  t h e i r  o p e r a t i o n s  s i m p l y  
r e s p o n d  t o  M i n i s t r y - s e t  p l a n s  f o r  o u t p u t . 2 3

2 3  Th e  M i n i s t r y  o f  En e r g y  o f  K a z a k h s t a n  b e l i e v e s  t h a t  t h e  p r o c e s s i n g  t a r i f f  r e d u c t i o n  i s  i n a d v i s a b l e  a t  t h e  m o m e n t ,  s i n c e  t h e  l o a n s  f o r  r e h a b i l i t a t i o n  
and modernization of the country’s refineries (amounting to over $6 billion) are repaid from the processing fee and fixed in foreign currency.
2 4   Pl a n s  t o  l i b e r a l i z e  AI - 8 0  p r i c e s  a r e  c u r r e n t l y  o n  h o l d ,  g i v e n  t h e  p e r c e i v e d  n e e d  t o  e n s u r e  a m p l e  v o l u m e s  o f  t h e  g r a d e  t o  a g r i c u l t u r a l  e n t e r p r i s e s .
2 5  The tendency of KREMiZK to selectively apply the official formula governing price changes is another complicating factor. In theory, those prices 
t h a t  r e m a i n  r e g u l a t e d  i n  K a z a k h s t a n  s h o u l d  b e  d e t e r m i n e d  i n  a c c o r d a n c e  w i t h  a n  a p p r o v e d  f o r m u l a ,  b u t  K REM i Z K  h a s  o n  o c c a s i o n  t e n d e d  t o  
d i s r e g a r d  t h e  f o r m u l a  w h e n  i t  i n d i c a t e s  t h a t  a  p r i c e  s h o u l d  b e  i n c r e a s e d ,  b u t  s t r i c t l y  a p p l i e s  t h e  s a m e  f o r m u l a  w h e n  i t  i n d i c a t e s  t h a t  p r i c e s  s h o u l d  
f a l l .

Table 3.6
Refinery processing fees in Kazakhstan

2015 2016 2017 2018
% change 

(tenge 
rate), 

2015-16

% 
change 
(tenge 
rate), 

2016-17

% 
change 
(tenge 
rate), 

2017-18
Refinery tenge/

ton $/ton $/bbl tenge/
ton $/ton $/bbl tenge/

ton $/ton $/bbl tenge/
ton $/ton $/bbl

Atyrau 14 068 63.30 8.33 20 378 59.62 7.85 23 370 71.67 9.43 33 810 98.03 12.90 44.9 14.7 44.7
Pavlodar 10 162 45.72 6.02 14 895 43.58 5.73 15 429 47.32 6.23 17 250 50.01 6.58 46.6 3.6 11.8
Shymkent 11 454 51.54 6.78 11 454 33.51 4.41 12 809 39.28 5.17 19 579 56.77 7.47 0.0 11.8 52.9

Despite official price liberalization, 
r e t a i l  p r i c e s  r e m a i n  h e a v i l y  m o n i t o r e d ,  
a n d  o v e r - a d m i n i s t e r e d  ( d e  f a c t o  a n d  d e  
jure). Kazakhstan officially liberalized AI-
9 2  a n d  AI - 9 3  g a s o l i n e  p r i c e s  i n  S e p t e m b e r  
2 0 1 5 ,  a n d  d i e s e l  p r i c e s  i n  J u l y  2 0 1 6 ,  a n d  
c o n t i n u e s  t o  r e g u l a t e  r e t a i l  p r i c e s  f o r  AI - 8 0  
g a s o l i n e  ( u s e d  m o s t l y  i n  t h e  a g r i c u l t u r a l  
s e c t o r  a n d  n o  l o n g e r  p r o d u c e d  b y  t h e  
three major refineries). 2 4  B u t  f u l l - s c a l e  
d e c o n t r o l  o f  p r i c e s  r e m a i n s  c h a l l e n g i n g .  
As  i n  m a n y  f o r m e r  S o v i e t  r e p u b l i c s ,  m a j o r  
political figures and the general public in 
K a z a k h s t a n  l a r g e l y  v i e w  m o t o r  f u e l s  a s  
a  p u b l i c  g o o d  t h a t  s h o u l d  b e  a b u n d a n t l y  

a v a i l a b l e  a t  l o w  p r i c e s ,  r e g a r d l e s s  o f  
g l o b a l  a n d  r e g i o n a l  m a r k e t  c o n d i t i o n s .  
KREMiZK often fines retail stations for 
“ a n t i - c o m p e t i t i v e ”  p r i c i n g  p r a c t i c e s  w h e n  
t h e y  a r e  i n  f a c t  m e r e l y  p a s s i n g  a l o n g  
h i g h e r  a c q u i s i t i o n  c o s t s  t o  c o n s u m e r s .  
Effectively, through fines, KREMiZK 
m o n i t o r s  a n d  r e g u l a t e s  p r o d u c t  m a r g i n s ,  
w h i c h  i n  t u r n  t e n d s  t o  k e e p  r e t a i l  p r i c e s  
r e l a t i v e l y  l o w ,  e v e n  i f  t h i s  f o r c e s  p r i v a t e  
b u s i n e s s e s  t o  o p e r a t e  a t  a  l o s s  ( s e e  F i g u r e  
3 . 1 6 :  M a r g i n  b e t w e e n  r e t a i l  a n d  w h o l e s a l e  
g a s o l i n e  i n  K a z a k h s t a n ) .  Th u s  e v e n  a s  
g l o b a l  o i l  p r i c e s  g r e w  i n  2 0 1 8 ,  d o m e s t i c  
refined prices stayed relatively flat. 2 5  

Note: The current tolling fees are 37,436 tenge per ton for Atyrau (from 1 August 2018), 19,805 tenge per ton for Pavlodar (from 1 January 2019), 
and 24,750 tenge per ton for Shymkent (from 1 July 2019). Average annual exchange rates are used to convert tenge to dollar equivalent.
Source: IHS Markit, KazMunayGaz
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• Market intervention by Kazakh 
authorities is still practiced most 
directly with respect to product 
exports and imports. Kazakh officials 
c o n t i n u e  t o  i m p o s e  p e r i o d i c  r e s t r i c t i o n s  
o n  b o t h  i m p o r t s  a n d  e x p o r t s  o f  s e l e c t e d  
p r o d u c t s .  G a s o l i n e  i m p o r t  b a n s  a r e  
d e s i g n e d  t o  e n s u r e  p r i o r i t y  o f  K a z a k h  
g a s o l i n e  p r o d u c t i o n  i n  t h e  d o m e s t i c  m a r k e t  
v i s - à - v i s  i m p o r t s  f r o m  Ru s s i a .  I n  Au g u s t  
2 0 1 8 ,  f o r  e x a m p l e ,  K a z a k h s t a n  i m p o s e d  
a  b a n  o n  g a s o l i n e  i m p o r t s  f r o m  Ru s s i a  b y  
r a i l  f o r  a  p e r i o d  o f  t h r e e  m o n t h s ,  w i t h  t h e  
aim of allowing Kazakh refineries to ramp 

u p  o u t p u t  w i t h o u t  h a v i n g  t o  c o m p e t e  
d i r e c t l y  w i t h  i m p o r t e d  Ru s s i a n  g a s o l i n e ,  
a n d  i n  J a n u a r y  2 0 1 9  a n n o u n c e d  a n o t h e r  
t h r e e - m o n t h  b a n  o n  t h e  i m p o r t  o f  Ru s s i a n  
g a s o l i n e  b y  r a i l .  M e a n w h i l e ,  a  b a n  o n  d i e s e l  
e x p o r t s  t o  o t h e r  EAEU  s t a t e s  w a s  i m p o s e d  
in the first half of 2019 with the aim of 
p r e v e n t i n g  s h o r t a g e s  a n d  d a m p e n i n g  
upward price pressure; specifically, this 
r e s t r i c t i o n  w a s  t r i g g e r e d  b y  t h e  p r o s p e c t  
of major outflows of Kazakh-produced 
d i e s e l ,  e s p e c i a l l y  i n  a r e a s  n e a r  t h e  b o r d e r ,  
g i v e n  t h e  w i d e  d i f f e r e n t i a l  b e t w e e n  p r i c e s  
f o r  d i e s e l  i n  Ru s s i a  a n d  i n  K a z a k h s t a n .

3.7. Key Differences in Oil Markets of Selected EAEU Member 
States

W h i l e  t h e  f u r t h e r  l i b e r a l i z a t i o n  o f  
K a z a k h  o i l  m a r k e t s  m a k e s  s e n s e  i n  i t s  o w n  
r i g h t ,  t h e  p l a n n e d  c r e a t i o n  o f  a  c o m m o n  
EAEU  o i l  m a r k e t  h e i g h t e n s  t h e  u r g e n c y  
o f  s u c h  r e f o r m .  At  t h e  s a m e  t i m e ,  a s  t h e  
l a r g e s t  p l a y e r  b y  f a r  a m o n g  t h e  EAEU  
m e m b e r  s t a t e s ,  t h e  Ru s s i a n  F e d e r a t i o n ,  
naturally will have greater influence on 
the specific terms of EAEU integration. 
Th e  f o l l o w i n g  s e c t i o n s  l o o k  i n  m o r e  d e t a i l  
a t  k e y  d i f f e r e n c e s  b e t w e e n  s e l e c t e d  o i l  
s e c t o r  r e g u l a t i o n s  o f  K a z a k h s t a n ,  t h e  
Ru s s i a n  F e d e r a t i o n ,  a n d  K y r g y z s t a n —
2 6  Th e  o i l  s e c t o r s  o f  t h e  o t h e r  t w o  EAEU  m e m b e r  s t a t e s ,  B e l a r u s  a n d  Ar m e n i a ,  a r e  o f  l e s s  d i r e c t  c o n c e r n  h e r e  g i v e n  t h e  h i s t o r i c  a b s e n c e  o f  a  
significant crude oil or product trade between Kazakhstan and these nations, and in any case Belarusian trends have traditionally tended to be 
c l o s e l y  l i n k e d  t o  t h e  Ru s s i a n  m a r k e t  s t r u c t u r e  b e c a u s e  o f  t h e  d o m i n a n c e  o f  Ru s s i a n  o i l  i m p o r t s  i n  B e l a r u s .  Re c e n t  K a z a k h - B e l a r u s  n e g o t i a t i o n s  
n e v e r t h e l e s s  s u g g e s t  t h e  p o t e n t i a l  f o r  K a z a k h  o i l  e x p o r t s  t o  B e l a r u s  g o i n g  f o r w a r d .

a n d  t h e  c h a l l e n g e s  a s s o c i a t e d  w i t h  
i n t e g r a t i o n  o f  r e g i o n a l  m a r k e t s . 2 6

3.7.1. Integration with Neighboring 
EAEU Markets Is Most Critical, but 
Involves Special Challenges: The 
example of refined product prices 

M a j o r  d i f f e r e n c e s  i n  t h e  s c a l e s  o f  t h e  
t h r e e  c o u n t r i e s ’  o i l  i n d u s t r i e s  t r a n s l a t e  
into different degrees of influence on the 
EAEU  i n t e g r a t i o n  p r o c e s s .  As  t h e  l a r g e s t  
o i l  p r o d u c e r ,  c o n s u m e r ,  a n d  e x p o r t e r  b y  f a r  
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Figure 3.16. Margin between retail and wholesale prices for gasoline (A-92) in 
Kazakhstan

Source: IHS Markit © 2019 IHS Markit
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w i t h i n  t h e  EAEU ,  t h e  Ru s s i a n  F e d e r a t i o n  
w i l l  u n d o u b t e d l y  w i e l d  p r e d o m i n a n t  
influence on EAEU oil market policy.

O n e  k e y  a r e a  w h e r e  Ru s s i a  i s  l i k e l y  t o  
h a v e  a  m a j o r  i m p a c t  i f  a n d  w h e n  EAEU  o i l  
m a r k e t  i n t e g r a t i o n  m a t e r i a l i z e s ,  i s  p r i c i n g .  
I n  s u c h  a  s c e n a r i o  K a z a k h s t a n  w o u l d  
n e e d  t o  c h a n g e  i t s  p r i c i n g  p o l i c i e s  m o r e  
t h a n  o t h e r  EAEU  m e m b e r  s t a t e s  i n  o r d e r  
t o  a c h i e v e  a  g e n u i n e  c o m m o n  m a r k e t —
s i n c e  K a z a k h s t a n  h a s  t h e  l o w e s t  r e t a i l  
g a s o l i n e  a n d  d i e s e l  p r i c e  l e v e l s  a m o n g  
the five EAEU nations (see Figure 3.17: 
Av e r a g e  r e t a i l  p r i c e s  o f  A- 9 2  g a s o l i n e  i n  

s e l e c t e d  EAEU  c o u n t r i e s ;  a n d  F i g u r e  3 . 1 8 :  
Av e r a g e  r e t a i l  p r i c e s  o f  d i e s e l  i n  s e l e c t e d  
EAEU  c o u n t r i e s ) .  Th e  d i f f e r e n c e  b e t w e e n  
r e t a i l  p r o d u c t  p r i c e  t r e n d s  i n  K a z a k h s t a n  
a n d  a d j a c e n t  Ru s s i a n  t e r r i t o r y  ( i . e . ,  
O m s k  O b l a s t )  i s  p a r t i c u l a r l y  s t r i k i n g ,  a n d  
i n d i c a t i v e  o f  t h e  r e l a t i v e l y  h e a v y  p r i c e  
r e g u l a t i o n  t h a t  p e r s i s t s  i n  K a z a k h s t a n  i n  
p r a c t i c e — w e l l  b e y o n d  l e v e l s  o f  r e g u l a t i o n  
c o n s i d e r e d  n e c e s s a r y  t o  p r o t e c t  c o n s u m e r  
i n t e r e s t s  i n  n e i g h b o r i n g  c o u n t r i e s  ( s e e  
Figure 3.19: Retail refined product prices 
i n  K a z a k h s t a n  a n d  Ru s s i a  ( O m s k  O b l a s t ) .  
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Figure 3.17. Average retail prices of A-92 gasoline in selected EAEU 
countries

Source: IHS Markit © 2019 IHS Markit
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Figure 3.18. Average retail prices of diesel in selected EAEU countries
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W i d e  p r i c e  d i f f e r e n c e s  i n  K a z a k h  
a n d  o t h e r  EAEU  c o u n t r i e s  a r e  j u s t  o n e  
i n d i c a t o r  o f  t h e  d i v e r g e n c e  o f  o i l  s e c t o r  
r e g u l a t i o n s  a m o n g s t  t h e  m e m b e r  
s t a t e s ,  b u t  m e r i t  s p e c i a l  a t t e n t i o n  g i v e n  
the consequences for refined product 
t r a d e  w i t h i n  t h e  t e r r i t o r y  o f  t h e  p l a n n e d  
c o m m o n  m a r k e t .  I n  s h o r t ,  t h e s e  p r i c e  
d i f f e r e n t i a l s  i n c e n t i v i z e  t h e  r e d i r e c t i o n  
o f  K a z a k h  m o t o r  f u e l s  t o  c o n s u m e r s  i n  
n e i g h b o r i n g  s t a t e s ,  i n  a  v a r i e t y  o f  f o r m s :

• Personal use. Ru s s i a n  a n d  K y r g y z  
m o t o r i s t s  r e g u l a r l y  d r i v e  a c r o s s  t h e  
border and fill up on comparatively 
c h e a p  K a z a k h  g a s o l i n e  f o r  p e r s o n a l  u s e .

• Resale. O t h e r  m o t o r i s t s  f r o m  
n e i g h b o r i n g  s t a t e s  p u r c h a s e  K a z a k h  
g a s o l i n e  f o r  r e s a l e  w i t h i n  t h e i r  c o u n t r i e s ,  
o f t e n  i n s t a l l i n g  a d d i t i o n a l  g a s o l i n e  
t a n k s  o n  t h e i r  v e h i c l e s  f o r  t h i s  p u r p o s e .

• Transit traffic. Tr u c k e r s  
w h o  u s e  K a z a k h s t a n  a s  a  t r a n s i t  
r o u t e  ( e . g . ,  f r o m  Ch i n a  t o  Eu r o p e )  
t y p i c a l l y  c o n c e n t r a t e  t h e i r  l o n g - h a u l  
m o t o r  f u e l  p u r c h a s e s  i n  K a z a k h s t a n .

Th e  n e t  r e s u l t  f o r  K a z a k h s t a n  t e n d s  t o  
b e  u p w a r d  p r e s s u r e  o n  p r o d u c t  p r i c e s  i f  n o t  
o u t r i g h t  s h o r t a g e s  o f  s u p p l y ,  p a r t i c u l a r l y  i n  
b o r d e r  r e g i o n s ,  i n  t u r n  p r o m p t i n g  K a z a k h  
p r o d u c t  e x p o r t  b a n s .  S u c h  a c t i o n s  m u s t  
b e  a d m i n i s t r a t i v e l y  i m p l e m e n t e d .  K a z a k h  
a u t h o r i t i e s  h a v e  e x p l o r e d  v a r i o u s  o p t i o n s  

i n  a d d i t i o n  t o  e x p o r t  b a n s  t o  a d d r e s s  t h i s  
i s s u e ,  i n c l u d i n g  w i t h i n  t h e  f r a m e w o r k  
o f  i n t e r g o v e r n m e n t a l  a g r e e m e n t s  w i t h  
Ru s s i a  a n d  K y r g y z s t a n  g o v e r n i n g  p r o d u c t  
trade. For example, Kazakh officials have 
s o u g h t  t o  b a n  t h e  u s e  o n  K a z a k h  t e r r i t o r y  
o f  v e h i c l e s  w i t h  f u e l  s t o r a g e  c a p a c i t y  i n  
e x c e s s  o f  t h e  v e h i c l e  m a n u f a c t u r e r ’ s  
original specifications, and Kazakhstan 
h a s  r e c e n t l y  s o u g h t  K y r g y z s t a n ’ s  
a g r e e m e n t  t o  a  r e s t r i c t i o n  o f  b i l a t e r a l  
p r o d u c t  t r a d e  t o  r a i l  r o u t e s  ( c i r c u m v e n t i n g  
t h e  p r o b l e m  o f  c o n t r a b a n d  t r a d e  i n  
p r o d u c t  b y  m e a n s  o f  m o t o r  v e h i c l e s  
a l t o g e t h e r ) .  B u t  e v e n  i f  i m p l e m e n t e d ,  
s u c h  a d  h o c  s o l u t i o n s  a r e  l i k e l y  t o  h a v e  
a t  m o s t  l i m i t e d  e f f e c t .  I n  c o n t r a s t ,  f u l l -
s c a l e  p r o d u c t  r e t a i l  p r i c e  l i b e r a l i z a t i o n  i n  
K a z a k h s t a n  w o u l d  e l i m i n a t e  t h e  r e a s o n  
for the contraband trade in the first place.

3.7.2. Russian Federation

Russian refined product balance 
trends: Increasing incentive to 
export gasoline, even as traditional 
markets become more competitive 

F o l l o w i n g  e x t e n s i v e  p o s t - S o v i e t  
m o d e r n i z a t i o n  ( s t i l l  o n g o i n g  i n  v a r i o u s  
cases) Russian refineries can now turn 
o u t  a  p r o d u c t  m i x  t h a t  b e t t e r  c o r r e s p o n d s  
t o  d o m e s t i c  d e m a n d .  W i t h  r e s p e c t  t o  
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Figure 3.19. Retail refined product prices in Kazakhstan and Russia 
(Omsk Oblast)

Source: IHS Markit © 2019 IHS Markit
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p r o d u c t  b a l a n c e  d y n a m i c s ,  Ru s s i a n  
refinery throughput stabilized in 2017–18, 
f o l l o w i n g  s l i g h t  d e c l i n e s  i n  2 0 1 5  a n d  2 0 1 6  
t h a t  w e r e  t r i g g e r e d  b y  t h e  r e d u c t i o n  i n  
s u b s i d i e s  i n  c o n n e c t i o n  w i t h  t a x  r e f o r m  
(see Table 3.7: Refined product balance 

for the Russian Federation). Oil refining 
e c o n o m i c s  i n  Ru s s i a  h a v e  c o m e  u n d e r  
i n c r e a s e d  p r e s s u r e  f r o m  a d m i n i s t r a t i v e  
c u r b s  b y  Ru s s i a n  a u t h o r i t i e s  o n  p r i c e  
g r o w t h  i n  t h e  d o m e s t i c  m a r k e t .

Table 3.7
Refined product balance for the Russian Federation

( M M t )

2 0 1 4  2 0 1 5  2 0 1 6  2 0 1 7  2 0 1 8  
Refinery throughput (total output) 2 8 9 . 9  2 8 2 . 4  2 7 9 . 7  2 7 9 . 7  2 8 7 . 0  
  G a s o l i n e 6 4 . 5  6 3 . 8  6 5 . 8  6 5 . 6  6 6 . 4  
      Au t o m o b i l e 3 8 . 3  3 8 . 8  4 0 . 0  3 9 . 2  3 9 . 4  
      Av i a t i o n 0 . 0  0 . 0  0 . 0  0 . 0  0 . 0  
      O t h e r 2 6 . 1  2 4 . 9  2 5 . 8  2 6 . 3  2 6 . 9  
  D i e s e l  f u e l 7 7 . 4  7 6 . 1  7 6 . 4  7 6 . 9  7 7 . 5  
  K e r o s e n e 1 1 . 2  9 . 7  9 . 7  1 1 . 1  1 2 . 7  
  M a z u t  ( t o t a l ) 8 1 . 7  7 3 . 5  5 8 . 5  5 2 . 4  4 7 . 8  
      F u r n a c e 8 0 . 9  7 2 . 1  5 7 . 2  5 1 . 1  4 6 . 4  
      F l e e t 0 . 7  1 . 4  1 . 3  1 . 3  1 . 4  
  O t h e r 5 5 . 2  5 9 . 3  6 9 . 4  7 3 . 7  8 2 . 6  

Refined product exports 1 6 4 . 8  1 7 1 . 5  1 5 6 . 0  1 4 8 . 4  1 5 0 . 1  
  G a s o l i n e 2 1 . 1  2 1 . 5  2 3 . 4  2 2 . 5  2 1 . 9  
      Au t o m o b i l e 4 . 2  4 . 7  5 . 2  4 . 3  4 . 2  
      O t h e r 1 6 . 9  1 6 . 8  1 8 . 1  1 8 . 2  1 7 . 6  
  K e r o s e n e 0 . 8  1 . 1  1 . 1  0 . 9  1 . 2  
  D i e s e l  f u e l 4 7 . 4  5 1 . 0  4 8 . 6  5 0 . 9  5 4 . 8  
  Mazut (furnace and fleet) 8 1 . 0  8 1 . 0  6 5 . 5  5 4 . 2  4 8 . 2  
  O t h e r 1 4 . 5  1 6 . 9  1 7 . 5  1 9 . 8  2 4 . 0  

Refined product imports 2 . 0  1 . 3  0 . 7  0 . 7  0 . 5  
  G a s o l i n e 1 . 4  0 . 8  0 . 2  0 . 2  0 . 0  
  K e r o s e n e 0 . 0  0 . 0  0 . 0  0 . 0  0 . 0  
  D i e s e l  f u e l 0 . 1  0 . 1  0 . 1  0 . 1  0 . 1  
  Mazut (furnace and fleet) 0 . 0  0 . 0  0 . 0  0 . 0  0 . 0  
  O t h e r 0 . 5  0 . 4  0 . 4  0 . 4  0 . 4  

Ap p a r e n t  c o n s u m p t i o n * 1 2 7 . 0  1 1 2 . 2  1 2 4 . 4  1 3 2 . 2  1 3 7 . 5  
  G a s o l i n e 4 4 . 8  4 3 . 0  4 2 . 6  4 3 . 2  4 4 . 6  
      Au t o m o t i v e 3 5 . 6  3 4 . 9  3 4 . 9  3 5 . 1  3 5 . 3  
      O t h e r 9 . 2  8 . 2  7 . 6  8 . 1  9 . 3  
  K e r o s e n e 1 0 . 3  8 . 7  8 . 6  1 0 . 2  1 1 . 5  
  D i e s e l  f u e l 3 0 . 1  2 5 . 2  2 7 . 8  2 6 . 0  2 2 . 7  
  Mazut (furnace and fleet) 0 . 7  - 7 . 5  - 7 . 0  - 1 . 8  - 0 . 4  
  O t h e r 4 1 . 2  4 2 . 8  5 2 . 4  5 4 . 6  5 9 . 1  

*Apparent consumption is calculated as refinery output (throughput less estimated refinery losses and own-use) minus net exports. In some 
p e r i o d s  f o r  c e r t a i n  p r o d u c t s ,  a p p a r e n t  c o n s u m p t i o n  i s  n e g a t i v e .  Th i s  e v i d e n t l y  r e s u l t s  f r o m  e x p o r t s  i n c l u d i n g  a l l  s o u r c e s  w h e r e a s  p r o d u c t i o n  
only includes refinery sources and excludes other sources (e.g., petrochemical plants, condensate splitters, field stabilization plants). This also 
reflects any changes in storage. Actual consumption of individual products during any given period can be quite different.
S o u r c e :  I HS  En e r g y ,  Ru s s i a n  M i n i s t r y  o f  En e r g y ,  Ru s s i a n  F e d e r a l  S t a t e  S t a t i s t i c s  S e r v i c e
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Ru s s i a  i s  n o w  l o n g  o n  g a s o l i n e ,  w h i c h  
drives the overall Russian refined product 
balance. Russian refiners are keen to 
i n c r e a s e  g a s o l i n e  e x p o r t s .  B u t  t h e  c h i e f  
d i r e c t i o n  o f  Ru s s i a n  m o t o r  g a s o l i n e  e x p o r t s  
t r a d i t i o n a l l y — Ce n t r a l  As i a n  m a r k e t s  
a n d ,  i n  p a r t i c u l a r ,  K a z a k h s t a n — h a v e  
b e c o m e  m o r e  c h a l l e n g i n g  i n  t h e  w a k e  o f  
Kazakhstan’s refinery modernization and 
t h e  e m e r g e n c e  o f  s u r p l u s  K a z a k h  g a s o l i n e  
s u p p l y .  To t a l  Ru s s i a n  p r o d u c t  e x p o r t s  t o  
t h e  Ca s p i a n  a n d  Ce n t r a l  As i a n  r e g i o n  
f e l l  b y  a r o u n d  2 5 %  i n  2 0 1 8 ,  t o  3 . 6  M M t  
(see Table 3.8: Russian exports of refined 
p r o d u c t s  t o  t h e  Ce n t r a l  As i a n  c o u n t r i e s ) .  
This largely reflects a reduction in 
Ru s s i a n  g a s o l i n e  e x p o r t s  t o  K a z a k h s t a n ,  
w h i c h  d e c l i n e d  b y  6 1 . 5 %  ( t o  o n l y  a b o u t  
4 0 0 , 0 0 0  t o n s )  i n  2 0 1 8 .  Th e  p o s i t i o n  
o f  Ru s s i a n  g a s o l i n e  i s  c o m i n g  u n d e r  

i n c r e a s e d  p r e s s u r e  b y  K a z a k h  g a s o l i n e  
e x p o r t s .  F o r  e x a m p l e ,  d u r i n g  J a n u a r y –
Ap r i l  2 0 1 9  K a z a k h  g a s o l i n e  e x p o r t s  t o  
K y r g y z s t a n  i n c r e a s e d  b y  o v e r  t h r e e f o l d  
( a l b e i t  f r o m  a  s m a l l  b a s e ) ,  w h i l e  Ru s s i a n  
g a s o l i n e  e x p o r t s  t o  K y r g y z s t a n  d u r i n g  
t h e  s a m e  p e r i o d  r o s e  b y  a r o u n d  2 4 % .

Po s t - 2 0 2 0 ,  Ru s s i a n  t a x  p o l i c y  a n d  
additional refinery modernization trends 
p o i n t  t o  f u r t h e r  r e d u c t i o n  ( a n d  l i g h t e n i n g )  
of Russian refinery output. In the IHS 
M a r k i t  b a s e - c a s e  s c e n a r i o ,  Ru s s i a n  
refinery throughput drops by 19.9% 
o v e r a l l  d u r i n g  2 0 1 9 – 4 0 ,  t o  2 3 0 . 0  M M t  
( 4 . 6 0  M M b / d ) .  Th i s  c o n t r a c t i o n  i s  d r i v e n  
m a i n l y  b y  f a l l i n g  p r o d u c t  e x p o r t s — d o w n  
3 3 . 9 %  a l t o g e t h e r ,  t o  9 9 . 2   M M t  ( 1 . 9 8  
M M b / d ) ,  w h i l e  a g g r e g a t e  d o m e s t i c  
consumption of refined products dips 
4 . 5 %  t o  1 3 1 . 3  M M t  ( 2 . 6 3  M M b / d ) .   

2 7  S e e  t h e  I HS  M a r k i t  I n s i g h t ,  Ru s s i a ’ s  2 0 1 9  o i l  t a x a t i o n  r e f o r m :  Ex p o r t  d u t i e s  t o  b e  p h a s e d  o u t ,  w i t h  m a j o r  t w e a k s  t o  a l l  o t h e r  t a x  c o m p o n e n t s ,  
Au g u s t  2 0 1 8 .

Russian oil market: 2019–
24 tax reform, driven partly 
by EAEU integration issues, 
spells new uncertainties

S i n c e  t h e  Ru s s i a n  g o v e r n m e n t  
e l i m i n a t e d  m a r g i n  c a p s  o n  d o m e s t i c  c r u d e  
o i l  p r i c e s  i n  1 9 9 5 ,  Ru s s i a n  a u t h o r i t i e s  h a v e  
h a d  n o  d i r e c t  c o n t r o l  o v e r  t h e  d o m e s t i c  
c r u d e  o i l  m a r k e t ,  b u t  h a v e  n o t  b e e n  w i l l i n g  
t o  r e l i n q u i s h  c o n t r o l  t o  m a r k e t  f o r c e s  
c o m p l e t e l y  e i t h e r .  As  a  r e s u l t ,  Ru s s i a n  

p o l i c y  h a s  v a c i l l a t e d  b e t w e e n  m o r e  l i b e r a l  
a n d  m o r e  s t a t i s t  a p p r o a c h e s  t o  m a r k e t s  
i n  t h e  p e r i o d  s i n c e .  Th e s e  h a v e  i n c l u d e d  
p e r i o d i c  u s a g e  o f  a  w i d e  v a r i e t y  o f  
a d m i n i s t r a t i v e  m e a s u r e s ,  i n c l u d i n g  e x p o r t  
t a x e s  o n  b o t h  c r u d e  a n d  p r o d u c t s —
n o w  s l a t e d  t o  b e  p h a s e d  o u t  u n d e r  t h e  
2 0 1 9 – 2 4  t a x  m a n e u v e r — a n d  v a r i o u s  
“ a g r e e m e n t s ”  w i t h  t h e  l e a d i n g  Ru s s i a n  
c o m p a n i e s  t o  l i m i t  d o m e s t i c  m o t o r  f u e l  
p r i c e  i n c r e a s e s  ( a s  d i s c u s s e d  b e l o w ) . 2 7

Unlike refiners in Kazakhstan, Russian 

Table 3.8
Russian exports of refined products to the Central Asian countries

(thousand metric tons)

Percent change

Country 2017 2018 2017-18
Regional total 4,845.9 3,637.4 -24.9
  
Kazakhstan 2,416.2 1,571.8 -34.9
Kyrgyzstan 1,294.8 1,297.2 0.2
Uzbekistan 866.8 447.3 -48.4
Tajikistan 263.7 317.8 20.5
Turkmenistan  4.4 3.3 -25.0

Source: Argus
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Figure 3.20. International and domestic prices for Russian crude oil

Source: IHS Markit © 2019 IHS Markit
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Figure 3.21. International versus domestic prices for Russian motor gasoline
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refiners function largely as merchant 
o p e r a t o r s  w h o  b u y  c r u d e  a n d  s e l l  
products, without specific aggregate 
t h r o u g h p u t  o r  p r o d u c t  o u t p u t  t a r g e t s  s e t  
b y  t h e  g o v e r n m e n t .  N e a r l y  a l l  o f  t h e  l a r g e r  
Russian refineries—accounting among 
t h e m  f o r  t h e  v a s t  m a j o r i t y  o f  Ru s s i a n  
refinery throughput—belong to one or 
a n o t h e r  o f  t h e  m a j o r  Ru s s i a n  v e r t i c a l l y  
i n t e g r a t e d  c o m p a n i e s  ( V I Cs ) ,  b u t  t h e y  
m a y  a n d  d o  p u r c h a s e  c r u d e  f r o m  a  
v a r i e t y  o f  s o u r c e s  o u t s i d e  t h e i r  o w n  V I Cs ,  
s i n c e  V I C s u b s i d i a r y  p r o d u c t i o n  v o l u m e s  
and refinery capacities typically diverge.

Russia’s crude oil and refined product 
e x p o r t  d u t i e s ,  w h i c h  a r e  l i n k e d  t o  
w o r l d  o i l  ( U r a l s  B l e n d )  e x p o r t  p r i c e s ,  
h a v e  t r a d i t i o n a l l y  p l a y e d  a  k e y  r o l e  
d e t e r m i n i n g  d o m e s t i c  Ru s s i a n  c r u d e  a n d  
refined product prices. For both Russian 
refineries buying crude and Russian 
consumers buying refined products, 

d o m e s t i c  p r i c e s  h a v e  t r a d i t i o n a l l y  t e n d e d  
t o  a l i g n  w i t h  e x p o r t  n e t b a c k s ,  w i t h  t h e  
e x p o r t  p a r i t y  p r i c e  a m o u n t i n g  t o  t h e  
i n t e r n a t i o n a l  e x p o r t  p r i c e  m i n u s  t h e  
e x p o r t  t a x  a n d  t r a n s p o r t a t i o n  c o s t s .  I n  
s h o r t ,  Ru s s i a ’ s  e x p o r t  t a x  h a s  t h u s  s e r v e d  
a s  a  w e d g e  b e t w e e n  i n t e r n a t i o n a l  a n d  
domestic prices for crude oil and refined 
p r o d u c t s .  Th e  c r u d e  e x p o r t  d u t y  h a s  b e e n  
Ru s s i a ’ s  m e c h a n i s m  f o r  p r i o r i t i z i n g  c r u d e  
supplies to its refineries (see Figure 3.20: 
I n t e r n a t i o n a l  v e r s u s  d o m e s t i c  p r i c e s  f o r  
Ru s s i a n  c r u d e  o i l ) .  Ho w e v e r ,  t h e  Ru s s i a n  
refined product export duty has lately 
w o r k e d  l e s s  e f f e c t i v e l y  f o r  p r i o r i t i z i n g  
d o m e s t i c  p r o d u c t  s u p p l i e s ,  a t  l e a s t  
i n  t h e  c a s e  o f  g a s o l i n e ;  i . e . ,  d o m e s t i c  
g a s o l i n e  p r i c e s  h a v e  r e c e n t l y  d i v e r g e d  
f r o m  e x p o r t  p a r i t y  l e v e l s  ( s e e  F i g u r e  
3 . 2 1 :  I n t e r n a t i o n a l  v e r s u s  d o m e s t i c  
p r i c e s  f o r  Ru s s i a n  m o t o r  g a s o l i n e )
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Th e  d i v e r g i n g  p a t h s  o f  c r u d e  a n d  g a s o l i n e  
prices in Russia this year partly reflect 
Ru s s i a n  a u t h o r i t i e s ’  s t i l l - e v o l v i n g  o i l  s e c t o r  
t a x  a n d  p r i c i n g  p o l i c y ,  a n d  i n  p a r t i c u l a r  
t h e  g o v e r n m e n t ’ s  e f f o r t s  t o  m i t i g a t e  t h e  
i m p a c t  o n  d o m e s t i c  p r o d u c t  c o n s u m e r s  
of an ongoing fiscal regime overhaul—the 
l a t e s t  s o - c a l l e d  t a x  m a n e u v e r — t h r o u g h  
a  s e r i e s  o f  a d  h o c  d e a l s  w i t h  Ru s s i a ’ s  
l e a d i n g  o i l  c o m p a n i e s  t o  p u t  a  l i d  o n  
t h e  p r i c e  o f  m o t o r  f u e l s  a t  t h e  p u m p .

In 2018, Russian authorities finalized 
a m e n d m e n t s  t o  t h e  Ta x  Co d e  a n d  c u s t o m s  
t a r i f f  l e g i s l a t i o n ,   s e t t i n g  t h e  s t a g e  f o r  a  
s e r i e s  o f  i n t e r l i n k e d  c h a n g e s  t o  v i r t u a l l y  
all oil sector taxes during the next five 
y e a r s  ( i . e . ,  2 0 1 9 – 2 4 ) .  Th e  g o v e r n m e n t  
h a s  c o n t i n u e d  t o  t w e a k  t h e  t a x  m a n e u v e r  
i n  2 0 1 9  i n  a n  e f f o r t  t o  b a l a n c e  t h e  
many competing interests. Significant 
“ m i d c o u r s e  c o r r e c t i o n s ”  i n  Ru s s i a n  o i l  
t a x  p o l i c y  a r e  l i k e l y  t o  c o n t i n u e  b e t w e e n  
n o w  a n d  2 0 2 5  a s  v a r i o u s  i s s u e s  i n e v i t a b l y  
arise, but the broad outlines of the fiscal 
r e f o r m  a n d  i t s  g e n e r a l  i m p l i c a t i o n s  f o r  o i l  
m a r k e t s  a r e  a l r e a d y  c l e a r  e n o u g h .

Th e  c h a n g e s  c u r r e n t l y  u n d e r w a y  
a m o u n t  e s s e n t i a l l y  t o  a  c o n t i n u a t i o n  o f  
p r e v i o u s  r e f o r m s  i n v o l v i n g  a  s i m u l t a n e o u s  
r e d u c t i o n  o f  e x p o r t  d u t i e s  a n d  r i s e  i n  t h e  
u p s t r e a m  M i n e r a l  Re s o u r c e s  Ex t r a c t i o n  
Ta x  ( M RET) — w i t h  a  f e w  k e y  n e w  t w i s t s ,  
i n c l u d i n g  t h e  p h a s e d  c o m p l e t e  e l i m i n a t i o n  
of both crude and refined product export 
d u t i e s  t h i s  t i m e ,  a t  l e a s t  a s i d e  f r o m  
p o s s i b l e  e x c e p t i o n a l  c i r c u m s t a n c e s . 2 8

I n  b r o a d  t e r m s ,  t h e  2 0 1 9 – 2 4  t a x  r e f o r m  
i s  d e s i g n e d  t o  m i n i m i z e  r i s k s  a s s o c i a t e d  
w i t h  EAEU  i n t e g r a t i o n ,  r a t i o n a l i z e  t h e  
d o w n s t r e a m  Ru s s i a n  o i l  s e c t o r ,  a n d  
g e n e r a t e  n e w  r e v e n u e  s t r e a m s  w i t h  
which to finance President Vladimir Putin’s 
a m b i t i o u s  n e w  n a t i o n a l  p r o j e c t s :

• Minimize the risks of redirection 
of significant oil flows and 
accompanying value to other EAEU 
member states following creation of 

a common oil market. Th e  t i m e t a b l e  
f o r  c o m p l e t i o n  o f  t h e  Ru s s i a n  t a x  r e f o r m  
o n  t h e  e v e  o f  t h e  p l a n n e d  2 0 2 5  EAEU  o i l  
m a r k e t  i n t e g r a t i o n  i s  n o  m e r e  c o i n c i d e n c e .  
W i t h o u t  t h e  e l i m i n a t i o n  o f  e x p o r t  d u t i e s  
a s  e n v i s i o n e d  b y  t h e  t a x  m a n e u v e r ,  
c r e a t i o n  o f  t h e  EAEU  c o m m o n  m a r k e t  
c o u l d  r e s u l t  i n  t h e  r e d i r e c t i o n  o f  Ru s s i a n  
oil export flows from Russian outlets 
u n d e r  h i g h  e x p o r t  t a x e s  t o  B e l a r u s i a n  o r  
o t h e r  EAEU  r o u t e s  w i t h  l i t t l e  o r  n o  d u t y .

• Curb “opportunistic” refining 
while neutralizing the impact of the 
reform on sophisticated refineries 
and Russian motor fuel consumers. 
Th e  p h a s i n g  o u t  o f  e x p o r t  d u t i e s  i s  
p a r t l y  d e s i g n e d  t o  t a c k l e  t h e  p r o b l e m  o f  
“opportunistic” export-oriented refining 
i n c e n t i v i z e d  b y  d i f f e r e n t i a l  e x p o r t  d u t i e s  
f o r  c r u d e  v e r s u s  p r o d u c t s ,  w h i c h  h a v e  
benefitted from preferential export duty 
r a t e s .  Ru s s i a n  p o l i c y m a k e r s  a r e  c o u n t i n g  
o n  t h e  u s e  o f  n e g a t i v e  e x c i s e  t a x e s  a p p l i e d  
t o  d o m e s t i c  c r u d e  o i l  p u r c h a s e s  o n  t h e  
p a r t  o f  s e l e c t e d  p l a n t s  t o  n e u t r a l i z e  t h e  
i m p a c t  o f  h i g h e r  d o m e s t i c  c r u d e  p r i c e s  
f o r  r e l a t i v e l y  s o p h i s t i c a t e d  o r  m o d e r n i z i n g  
refineries. Under the new system, refiners 
m a y  a l s o  c l a i m  c o m p e n s a t i o n  f r o m  t h e  
g o v e r n m e n t  f o r  s o m e  o f  t h e  d i f f e r e n c e  
b e t w e e n  e x p o r t  a n d  d o m e s t i c  p r i c e s  f o r  
refined products when domestic prices are 
l o w e r  ( a f t e r  f a c t o r i n g  o u t  t r a n s p o r t a t i o n  
c o s t s  a n d  e x p o r t  d u t i e s ) ,  b u t  f a c e  a n  
a d d i t i o n a l  t a x  w h e n  t h e  r e v e r s e  h o l d s  
t r u e .

• Generate additional revenue to 
finance President Vladimir Putin’s 
national projects. Pu t i n ’ s  7  M a y  2 0 1 8  
d e c r e e ,  f o r m u l a t e d  a f t e r  h i s  r e e l e c t i o n  f o r  
a  t h i r d  p r e s i d e n t i a l  t e r m  d u r i n g  2 0 1 9 – 2 4 ,  
o u t l i n e d  k e y  n a t i o n a l  g o a l s  a n d  o b j e c t i v e s  
d e s i g n e d  b r o a d l y  t o  t r a n s f o r m  Ru s s i a  
into one of the top five economies of the 
w o r l d  b y  2 0 2 4 .  B y  d e f a u l t ,  t h e  o i l  s e c t o r  
h a s  e m e r g e d  a s  p o t e n t i a l l y  t h e  l a r g e s t  

2 8  Specifically, the current marginal crude oil export duty rate of 25% (of the international price) is scheduled to decline by 5 percentage points 
during each of the next five years, so that the rate falls to zero in 2024. Refined product export duties will be automatically phased out as well, 
s i n c e  t h e s e  a r e  t i e d  t o  t h e  c r u d e  e x p o r t  t a x .
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single source of financing for the national 
p r o j e c t s ,  t h r o u g h  m e a n s  o f  t a x  r e f o r m  
(specifically, withdrawal of governmental 
subsidies from less sophisticated refineries 
a n d  t h e  M RET h i k e ) .

O n e  k e y  u n c e r t a i n t y ,  h o w e v e r ,  i s  t h e  
e x t e n t  t o  w h i c h  p o l i c y m a k e r s  m a y  s e e k  
t o  c o n t i n u e  t o  l i m i t  t h e  i m p a c t  o f  t h e  
2 0 1 9 – 2 4  t a x  r e f o r m s  o n  d o m e s t i c  p r o d u c t  
p r i c e s  g i v e n  t h e  p o l i t i c a l  s e n s i t i v i t i e s .  Th e  
p l a n n e d  e l i m i n a t i o n  o f  e x p o r t  d u t i e s  w i l l  
t e n d  t o  p u t  f u r t h e r  u p w a r d  p r e s s u r e  o n  
Ru s s i a n  r e t a i l  p r i c e s — d a m p e n i n g  p r o d u c t  
d e m a n d  i n  t u r n — e s p e c i a l l y  i n  t h e  c u r r e n t  
e n v i r o n m e n t  o f  h i g h e r  w o r l d  o i l  p r i c e s  
c o m b i n e d  w i t h  e l i m i n a t i o n  o f  t h e  e x p o r t  
t a x ’ s  r o l e  a s  a  “ w e d g e ”  b e t w e e n  e x p o r t  a n d  
i n t e r n a l  p r i c e s .  B u t  t h e  g o v e r n m e n t  h a s  
r e p e a t e d l y  d e m o n s t r a t e d  i t s  d e t e r m i n a t i o n  
t o  p r e v e n t  s h a r p  i n c r e a s e s  i n  p r i c e s  a t  t h e  
p u m p ,  a n d  f u r t h e r  s t a t e  i n t e r v e n t i o n  i n  
d o m e s t i c  p r o d u c t  m a r k e t s  i s  l i k e l y  i n  o n e  
f o r m  o r  a n o t h e r ,  t h o u g h  s t o p p i n g  s h o r t  o f  
s y s t e m a t i c  p r i c e  r e g u l a t i o n .

An o t h e r  i s s u e  s l o w i n g  t h e  p r o g r e s s  o f  
m a r k e t  l i b e r a l i z a t i o n  i n  Ru s s i a  i s  t h e  r i s k  
p o s e d  f o r  t h e  s m a l l e r ,  l e s s  s o p h i s t i c a t e d  
refineries, many of which are under 
t r e m e n d o u s  e c o n o m i c  p r e s s u r e  a n d  
s t r u g g l i n g  t o  s u r v i v e ,  e s p e c i a l l y  f o l l o w i n g  
w i t h d r a w a l  o f  s u b s i d i e s  u n d e r  t h e  2 0 1 9 –
2 4  t a x  m a n e u v e r ,  b u t  o f t e n  h a v e  p o w e r f u l  
r e g i o n a l  g o v e r n m e n t  p a t r o n s . 2 9  Th e r e f o r e  
Ru s s i a ,  l i k e  K a z a k h s t a n ,  i s  c o n c e r n e d  
a b o u t  t h e  p o t e n t i a l  i m p a c t  t h a t  a g g r e s s i v e  
m o v e s  t o w a r d  l i b e r a l i z a t i o n  u n d e r  EAEU  
auspices might have on its refining sector, 
a n d  i s  l i k e l y  t o  p r o c e e d  w i t h  c a u t i o n .

3.7.3. Kyrgyzstan 

Kyrgyz oil balance trends: Still 
heavily dependent on imported 
gasoline and diesel

K y r g y z s t a n  d o e s  n o t  p r o d u c e  n e a r l y  
enough crude oil to meet domestic refined 
p r o d u c t  d e m a n d ,  w h i c h  h a d  r e a c h e d  
a b o u t  1 . 5  M M t / y  i n  2 0 1 7 – 1 8 .  K y r g y z  

c r u d e  p r o d u c t i o n  w a s  u p  b y  1 8 %  i n  2 0 1 8  
t o  a r o u n d  2 0 0 , 0 0 0  t o n s  ( 4 , 0 0 0  b / d ) ,  a n d  
c r u d e  p r o d u c t i o n  i s  l i k e l y  t o  r e m a i n  s m a l l  
o v e r a l l .  K y r g y z s t a n  h a s  l i t t l e  p r o s p e c t  o f  
supplying sufficient crude to meet all of its 
o w n  o i l  n e e d s  l o n g e r  t e r m ,  a n d  w i l l  e i t h e r  
h a v e  t o  i m p o r t  p r o d u c t s  o r  c r u d e  f o r  i t s  
refineries.

The Kyrgyzstan refining sector’s 
u n d e r l y i n g  p r o b l e m  i s  a  m i s m a t c h  b e t w e e n  
available refining capacity and the types of 
p r o d u c t s  c o n s u m e d  d o m e s t i c a l l y .  Al t h o u g h  
several small refineries have been built, 
w i t h  e n o u g h  a g g r e g a t e  c a p a c i t y  t o  f u l l y  
c o v e r  d o m e s t i c  d e m a n d ,  t h e y  r e m a i n  
underutilized because of the difficulties of 
p r o c u r i n g  o i l  f e e d s t o c k s  t o  r u n  t h e m ;  t h e y  
a r e  a l s o  r e l a t i v e l y  s i m p l e ,  w i t h  l i m i t e d  
s e c o n d a r y  p r o c e s s i n g  c a p a c i t y ,  s o  t h e y  
d o  n o t  p r o d u c e  t h e  t y p e s  o f  h i g h - q u a l i t y  
p r o d u c t s  n e e d e d  i n  t h e  d o m e s t i c  m a r k e t . 3 0  
As  a  r e s u l t ,  K y r g y z s t a n  s t i l l  r e l i e s  h e a v i l y  
o n  i m p o r t e d  o i l  p r o d u c t s ,  m a i n l y  f r o m  
Ru s s i a  s o  f a r ,  t o  m e e t  d o m e s t i c  d e m a n d .  
Ru s s i a  h a s  c o m m i t t e d  t o  s u p p l y  1  M M t  o f  
d u t y - f r e e  p r o d u c t s  t o  K y r g y z s t a n  i n  2 0 1 9  
( t h e  s a m e  l e v e l  a s  i n  2 0 1 8 ) ,  w h i c h  i s  
e n o u g h  t o  f u l l y  m e e t  K y r g y z  d e m a n d  a f t e r  
factoring in domestic refinery operations.

K y r g y z s t a n  m a n a g e d  t o  r a m p  u p  i t s  
g a s o l i n e  p r o d u c t i o n  s e v e r a l - f o l d  d u r i n g  
t h e  p e r i o d  2 0 1 4  t o  2 0 1 7 ,  w h e n  K y r g y z  
g a s o l i n e  o u t p u t  a m o u n t e d  t o  a b o u t  
2 3 5 , 0 0 0  t o n s  ( s e e  Ta b l e  3 . 9 :  Au t o m o b i l e  
g a s o l i n e  b a l a n c e  f o r  K y r g y z s t a n ) .  B u t  t h i s  
s t i l l  f a l l s  f a r  s h o r t  o f  d o m e s t i c  m a r k e t  
n e e d s .  

I n  2 0 1 7 ,  K y r g y z  c o n s u m p t i o n  o f  
a u t o m o b i l e  g a s o l i n e  a n d  d i e s e l  a m o u n t e d  
t o  a r o u n d  6 9 2 , 0 0 0  t o n s  a n d  6 2 0 , 0 0 0  
t o n s ,  r e s p e c t i v e l y ,  w h i l e  f u e l  o i l  d e m a n d  
w a s  a b o u t  1 1 5 , 0 0 0  t o n s .  Pa r t i a l  d a t a  f o r  
2 0 1 8  i n d i c a t e  n e a r l y  t h e  s a m e  l e v e l  o f  
gasoline demand in 2018. Specifically, 
2 0 1 8  g a s o l i n e  p r o d u c t i o n  i s  e s t i m a t e d  
a t  2 3 7 , 0 0 0 ,  w h i l e  g a s o l i n e  i m p o r t s  a r e  
r e p o r t e d  a t  4 2 6 , 0 0 0  t o n s — i m p l y i n g  t o t a l  
d e m a n d  o n  t h e  o r d e r  o f  6 6 3 , 0 0 0  t o n s .

2 9  In contrast, Russian mini-refineries located relatively close to export markets have continued to prosper on account of their comparatively low 
t r a n s p o r t a t i o n  c o s t s .
3 0  See the IHS Markit Insight Kyrgyzstan’s Refined Product Needs Still Met Mainly with Imports Despite Buildup of Refining Capacity, March 2016.
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Kyrgyz oil market: Relatively 
liberalized

U n d e r  t h e  t e r m s  o f  t h e  EAEU ,  w h i c h  
K y r g y z s t a n  j o i n e d  i n  2 0 1 5 ,  e x p o r t  d u t i e s  
o n  o i l  p r o d u c t s  i m p o r t e d  f r o m  o t h e r  
m e m b e r s  d o  n o t  a p p l y ,  b u t  c u r r e n t l y  i n t e r -
u n i o n  t r a d e  i n  o i l  p r o d u c t s  s t i l l  r e m a i n s  
s t r i c t l y  b i l a t e r a l .  Th i s  f a v o r s  i m p o r t s  o f  
refined products over crude, although 
r e m o v a l  o f  a l l  e x p o r t  d u t i e s  i s  s l a t e d  t o  
o c c u r  e v e n t u a l l y  ( b u t  p e r h a p s  n o t  b e f o r e  
2 0 2 5 ) .

F o r  m a n y  y e a r s  Ru s s i a  d i d  n o t  l e v y  
e x p o r t  d u t y  o n  p r o d u c t  d e l i v e r i e s  t o  
K y r g y z s t a n ,  i n  a c c o r d a n c e  w i t h  a  b i l a t e r a l  
f r e e  t r a d e  a g r e e m e n t  d a t i n g  f r o m  1 9 9 2 .  
I n  M a y  2 0 1 0 ,  Ru s s i a  s t a r t e d  c h a r g i n g  
e x p o r t  d u t i e s  o n  i t s  p r o d u c t s  d e l i v e r e d  
t o  K y r g y z s t a n  ( a n d  a l s o  t o  Ta j i k i s t a n ) .  
Ho w e v e r ,  Ru s s i a  a g a i n  s u s p e n d e d  e x p o r t  
d u t i e s  s t a r t i n g  i n  2 0 1 1  a s  b o t h  c o u n t r i e s  
r e a c h e d  s e v e r a l  s t r a t e g i c  a g r e e m e n t s ,  
i n c l u d i n g  o n  Ru s s i a n  c o m p a n i e s ’  a c q u i r i n g  
c o n t r o l l i n g  s t a k e s  i n  t h e  D a s t a n  t o r p e d o  
f a c t o r y  a n d  i n  K y r g y z g a z  b y  G a z p r o m ,  
a s  w e l l  a s  o n  w r i t i n g  o f f  K y r g y z s t a n ’ s  

s o v e r e i g n  d e b t  t o  Ru s s i a .

I n  K y r g y z s t a n ,  b e c a u s e  Ru s s i a n  
p r o d u c t  i m p o r t s  d o m i n a t e  s u p p l y ,  t h e  
refined product market is now much more 
l i b e r a l i z e d  t h a n  i n  K a z a k h s t a n ,  a n d  K y r g y z  
p r i c e s  t e n d  t o  t r a c k  Ru s s i a n  p r i c e  l e v e l s .  
K y r g y z  a u t h o r i t i e s  h a v e  c o n t e m p l a t e d  
r e i n t r o d u c i n g  p r i c e  r e g u l a t i o n s        o n  
o c c a s i o n .

A g r o w i n g  p r o b l e m  r e c e n t l y  h a s  b e e n  
the illegal import of Kazakh refined 
p r o d u c t s  i n t o  K y r g y z s t a n  ( i . e . ,  b y p a s s i n g  
official customs channels). The volume 
o f  t h i s  t r a d e  h a s  l a t e l y  b e e n  e s t i m a t e d  
a t  2 5 0 , 0 0 0 – 3 0 0 , 0 0 0  t o n s  p e r  y e a r —
a m o u n t i n g  t o  a r o u n d  2 0 %  o f  t h e  t o t a l  
K y r g y z  m a r k e t ,  c o s t i n g  t h e  K y r g y z  
g o v e r n m e n t  u p  t o  3  b i l l i o n  s o m  p e r  
y e a r  ( o v e r  $ 4 0  m i l l i o n )  i n  l o s t  r e v e n u e .  
I t  i s  u n l i k e l y  t h a t  K a z a k h  a n d  K y r g y z  
a u t h o r i t i e s  w i l l  b e  a b l e  t o  c o m p l e t e l y  
s t a m p  o u t  t h e  i l l i c i t  p r o d u c t  t r a d e  s o  l o n g  
a s  p r o d u c t  p r i c e s  r e m a i n  s u b s t a n t i a l l y  
l o w e r  i n  K a z a k h s t a n  t h a n  i n  K y r g y z s t a n ,  
e v e n  i f  a n  i n t e r g o v e r n m e n t a l  a g r e e m e n t  
is finalized.

3.8. Implications of the EAEU Regulatory Framework for the 
Oil Industries of Kazakhstan and Other Member States

O n e  o f  t h e  m a i n  c h a l l e n g e s  t o  
i n t e g r a t i o n  f o r  K a z a k h s t a n  w i t h i n  t h e  
EAEU  i s  t h e  l a c k  o f  s t r o n g  e c o n o m i c  
c o m p l e m e n t a r i t y  w i t h  Ru s s i a ,  t h e  EAEU ’ s  

l a r g e s t  e c o n o m y  a n d  m o s t  i m p o r t a n t  
m e m b e r .  B o t h  K a z a k h s t a n  a n d  Ru s s i a  
a r e  m a j o r  h y d r o c a r b o n  p r o d u c e r s  a n d  
e x p o r t e r s ,  d e p e n d e n t  o n  e x p o r t s  o f  r a w  

Table 3.9
Automobile gasoline balance for Kyrgyzstan

(thousand tons)

2010 2011 2012 2013 2014 2015 2016 2017 2018

Production 15.3 15.5 10.5 9.0 65.2 115.1 171.3 234.8 237.0

Imports 423.8 558.7 908.3 802 618.4 625.3 532.9 468.5 426.0

Domestic consumption 433.2 589.6 872.3 804.5 652.0 689.7 739.0 691.5 663.0

Losses 1.6 1.0 13 0.6 0.8 0.8 0.6 0.6

Exports 1.8 10.4 4.5 17.0 24.8 31.8 6.8 6.6

Stocks remaining at the end of the year 62.7 37.3 66.4 55.2 61.2 79.3 37.0 41.6

Note: Preliminary estimates for 2018.
Source: National Statistical Committee of the Kyrgyz Republic
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m a t e r i a l s  t h a t  g o  m a i n l y  t o  g l o b a l  m a r k e t s  
r a t h e r  t h a n  o t h e r  EAEU  m e m b e r s .  I n  
c o n t r a s t ,  f o r  e x a m p l e ,  t h e  e c o n o m y  o f  
B e l a r u s  i s  m a i n l y  b a s e d  o n  m a n u f a c t u r i n g ,  
w i t h  t h e  o u t p u t  s o l d  m o s t l y  t o  Ru s s i a ,  
w h i l e  i t  i m p o r t s  r a w  m a t e r i a l s  ( a g a i n  f r o m  
Ru s s i a ) ,  s o  i t s  t r a d e  s t r u c t u r e  i s  o r i e n t e d  
m o r e  s t r o n g l y  t o w a r d  t h e  F S U  e c o n o m i c  
s p a c e .  S i m i l a r l y ,  K y r g y z s t a n  r e l i e s  h e a v i l y  
on imports of Russian refined products, 
w h i l e  i t s  o w n  h y d r o c a r b o n  p r o d u c t i o n  a n d  
e x p o r t s  a r e  n e g l i g i b l e .  Th u s ,  t h e  p r o c e s s  
o f  h a r m o n i z a t i o n  w i t h  Ru s s i a  w i l l  b e  m o r e  
o n e r o u s  f o r  K a z a k h s t a n  t h a n  f o r  EAEU  
m e m b e r s  w h o  a r e  m a i n l y  o r  e n t i r e l y  e n e r g y  
i m p o r t e r s  ( Ar m e n i a ,  B e l a r u s ,  K y r g y z s t a n ) ,  
a s  t h e y  a l r e a d y  l a r g e l y  o p e r a t e  a c c o r d i n g  
t o  Ru s s i a ’ s  g e n e r a l  a c q u i s .

Cr e a t i o n  o f  t h e  EAEU ’ s  c o m m o n  o i l  a n d  
refined products markets was envisioned 
i n  t h r e e  s t a g e s  i n  a c c o r d a n c e  w i t h  Ar t i c l e  
84 of the EAEU Treaty. The first phase, 
e n v i s a g i n g  d e v e l o p m e n t  a n d  a p p r o v a l  
of the EAEU’s common oil and refined 
p r o d u c t s  m a r k e t s  f o r m a t i o n  p r o g r a m  
w a s  c o m p l e t e d  i n  D e c e m b e r  2 0 1 8 ,  w i t h  
t h e  f o r m a l  a p p r o v a l  o f  t h i s  p r o g r a m  b y  
t h e  S u p r e m e  Eu r a s i a n  Ec o n o m i c  Co u n c i l  
(consisting of the leaders of the five EAEU 
m e m b e r  s t a t e s ) . 3 1  Th e  s e c o n d  p h a s e  ( t o  
2 0 2 3 )  i n v o l v e s  i m p l e m e n t a t i o n  o f  t h e  
s t e p s  s t i p u l a t e d  i n  t h i s  p r o g r a m ,  i n c l u d i n g  
development of unified rules of access to 
oil and refined products transportation 
s y s t e m s  l o c a t e d  w i t h i n  t h e  m e m b e r  
s t a t e s .  Th e  t h i r d  p h a s e  ( t o  2 0 2 4 )  w o u l d  
finalize formation of the EAEU common 
oil and refined product markets (to take 
e f f e c t  f r o m  1  J a n u a r y  2 0 2 5 ) . 3 2

B a s i c  p r i n c i p l e s  f o r  o i l  a n d  o i l  p r o d u c t s  
m a r k e t s  f o r m a t i o n  i n c l u d e  p r o v i s i o n s  
f o r  m a r k e t  p r i c i n g ;  d e v e l o p m e n t  o f  f a i r  
c o m p e t i t i o n ;  a n d  r e m o v a l  o f  t e c h n i c a l ,  
a d m i n i s t r a t i v e ,  a n d  o t h e r  o b s t a c l e s  
3 1  h t t p s : / / d o c s . e a e u n i o n . o r g / d o c s / r u - r u / 0 1 4 2 0 2 0 5 / s c d _ 0 7 1 2 2 0 1 8 _ 2 3   
3 2  S e e  t h e  I HS  M a r k i t  I n s i g h t ,  Th e  Eu r a s i a n  Ec o n o m i c  U n i o n  a n d  K a z a k h s t a n ’ s  D o m e s t i c  O i l  a n d  G a s  M a r k e t s ,  M a r c h  2 0 1 8 .
3 3  The EAEU member states agreed that the principles established for internal oil and refined product markets shall not apply to the legal 
r e l a t i o n s h i p s  a r i s i n g  w i t h i n  t h e  f r a m e w o r k  o f  i n t e r g o v e r n m e n t a l  a g r e e m e n t s  c o n c e r n i n g  c r o s s - b o r d e r  p i p e l i n e s  t h a t  a l r e a d y  e x i s t .  B e l a r u s i a n  
refineries currently receive Russian crude duty free, and Belarus collects the export duty when it sells products refined from this crude in 
i n t e r n a t i o n a l  m a r k e t s .  M i n s k  i s  d e m a n d i n g  c o m p e n s a t i o n  f o r  t h e  c h a n g e ,  c l a i m i n g  t h a t  r e m o v a l  o f  t h e  d u t y  w i l l  c o s t  t h e  c o u n t r y  s o m e  $ 1 1  b i l l i o n  
i n  l o s t  r e v e n u e s  o v e r  a  s i x - y e a r  p e r i o d .

hindering trade in oil and refined 
p r o d u c t s ,  a s  w e l l  a s  r e l a t e d  e q u i p m e n t ,  
t e c h n o l o g i e s ,  a n d  s e r v i c e s .  Ad d i t i o n a l l y ,  
t h e y  i n c l u d e  e n s u r i n g  n o n - d i s c r i m i n a t o r y  
c o n d i t i o n s  f o r  t h e  m e m b e r  s t a t e s ’  
b u s i n e s s  e n t i t i e s ,  h a r m o n i z i n g  r u l e s  
a n d  r e g u l a t i o n s  c o n c e r n i n g  o p e r a t i o n  o f  
t e c h n i c a l  a n d  c o m m e r c i a l  i n f r a s t r u c t u r e ,  
and unifying oil and refined products 
n o r m s  a n d  s t a n d a r d s .  

D e v e l o p m e n t  o f  t h e  c o m m o n  m a r k e t  f o r  
o i l  a n d  o i l  p r o d u c t s  p r i o r i t i z e s  c o o p e r a t i o n  
o f  m e m b e r  s t a t e s  w i t h  a n  e m p h a s i s  o n  
fair treatment and mutual benefit.

M e m b e r  s t a t e s  h a v e  a g r e e d  t o  
p r o v i d e  e q u a l  a c c e s s  t o  i n f r a s t r u c t u r e  
f o r  t r a n s p o r t i n g  o i l  a n d  o i l  p r o d u c t s  t o  
a l l  c o m p a n i e s ,  c o n t i n u i n g  a  s y s t e m  o f  
transit flows that has existed since the 
c o l l a p s e  o f  t h e  S o v i e t  U n i o n .  O n e  o f  t h e  
s t a t e d  p r i n c i p l e s  o f  t h e  EAEU  c o m m o n  
m a r k e t  f o r  o i l  a n d  p r o d u c t s  i s  t o  r e s p e c t  
t h e  b a l a n c e  o f  e c o n o m i c  i n t e r e s t s  o f  t h e  
EAEU ’ s  e n t i t i e s ,  i n c l u d i n g  t h e  i n t e r e s t s  
o f  t h e  n a t u r a l  m o n o p o l i e s  t h a t  p r o v i d e  
t r a n s p o r t a t i o n  s e r v i c e s .  Tr a n s p o r t a t i o n  o f  
o i l  a n d  o i l  p r o d u c t s  t o  m e e t  t h e  d o m e s t i c  
d e m a n d  o f  m e m b e r  s t a t e s  i s  g i v e n  p r i o r i t y  
o v e r  e x p o r t  n e e d s .  Tr a n s p o r t a t i o n  t a r i f f s  
a r e  t o  b e  s e t  i n d i v i d u a l l y  b y  e a c h  c o u n t r y ,  
b u t  t h e y  c a n n o t  b e  h i g h e r  f o r  c o m p a n i e s  
o f  o t h e r  m e m b e r  s t a t e s  t h a n  f o r  d o m e s t i c  
c o m p a n i e s  ( t h e y  c o u l d  b e  l o w e r ,  h o w e v e r ,  
a t  t h e  d i s c r e t i o n  o f  t h e  m e m b e r  s t a t e ) .  
Still, conflicts have surfaced between 
g o a l s  a n d  r e a l i t i e s ,  a s  d i s a g r e e m e n t s  h a v e  
a r i s e n  c o n c e r n i n g  o i l  p i p e l i n e  t a r i f f s . 3 3

Th e  m e m b e r  s t a t e s  a g r e e d  t o  h a v e  n o  
q u a n t i t a t i v e  r e s t r i c t i o n s  o r  e x p o r t  d u t i e s  
( o r  o t h e r  t y p e s  o f  c u s t o m s  d u t i e s ,  t a x e s ,  
a n d  c h a r g e s )  i n  t h e i r  m u t u a l  t r a d e .  Ex p o r t  
a n d  c u s t o m s  d u t i e s  l e v i e d  o n  o i l  a n d  o i l  
p r o d u c t s  b e y o n d  t h e  EAEU  a r e  r e g u l a t e d  
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b y  s e p a r a t e  a g r e e m e n t s .

Mutual trade in oil and refined products 
a m o n g  m a r k e t  p a r t i c i p a n t s  w i l l  b e  
c o n d u c t e d  e i t h e r  u n d e r  b i l a t e r a l  c o n t r a c t s  
o r  t h r o u g h  e x c h a n g e  t r a d i n g .  Th e  o i l  a n d  
o i l  p r o d u c t s  c o m m o n  m a r k e t s  c o n c e p t  
c a l l s  f o r  m a r k e t - b a s e d  p r i c i n g .  Ho w e v e r ,  
t h e  c o n c e p t  a l s o  s t i p u l a t e s  t h a t  p r i c i n g  
m e c h a n i s m s  s h a l l  t a k e  i n t o  a c c o u n t  t h e  
p r i c i n g  m e c h a n i s m s  e x i s t i n g  i n  t h e  m a r k e t s  
o f  t h e  m e m b e r  s t a t e s  a n d  t h e  f o r m a t i o n  
phases of EAEU common oil and refined 
p r o d u c t  m a r k e t s .  Re c e n t  s i g n p o s t s  i n d i c a t e  
t h a t  d e v e l o p m e n t  o f  e x c h a n g e  t r a d i n g  
i n f r a s t r u c t u r e  r e m a i n s  w e a k  a n d  t h e  s c a l e  
o f  t h e  t r a d i n g  v o l u m e s  i s  s m a l l ,  i n d i c a t i n g  
t h a t  f o r  s o m e  t i m e  b i l a t e r a l  a g r e e m e n t s  

a n d  c o n t r a c t s  b e t w e e n  i n d i v i d u a l  EAEU  
s t a t e s  w i l l  c o n t i n u e  t o  p r e d o m i n a t e .  

Pr o g r e s s  o n  t h e  p r o g r a m  f o r  o i l  a n d  
o i l  p r o d u c t s  i n t e g r a t i o n  i s  j e o p a r d i z e d  
b y  e s c a l a t i n g  t e n s i o n s  b e t w e e n  Ru s s i a  
a n d  B e l a r u s ,  r e s u l t i n g  f r o m  Ru s s i a ’ s  p l a n  
t o  g r a d u a l l y  p h a s e  o u t  e x p o r t  d u t i e s  a s  
p a r t  o f  i t s  t a x  m a n e u v e r ,  w i t h  n e g a t i v e  
i m p l i c a t i o n s  f o r  B e l a r u s . 3 4  Th e  t w o  s i d e s  
r e m a i n e d  d e a d l o c k e d  o v e r  a  p o s s i b l e  
c o m p e n s a t i o n  m e c h a n i s m ,  a l o n g  w i t h  a  
h o s t  o f  o t h e r  b i l a t e r a l  t r a d e  i s s u e s .  I n  o n e  
s i g n  o f  t h e  p o t e n t i a l  i m p a c t  o f  t h i s  i m p a s s e  
o n  EAEU  i n t e g r a t i o n ,  B e l a r u s  h a s  r e c e n t l y  
b e g u n  l o b b y i n g  f o r  a  c h a n g e  i n  t h e  EAEU  
r u l e s  g o v e r n i n g  d e c i s i o n - m a k i n g  a t  t h e  
EAEU  i n t e r g o v e r n m e n t a l  c o u n c i l .

3.9. Recommendations for Kazakh Oil Sector Policies Needed 
in Connection with EAEU Integration

Th e  t i m e t a b l e  f o r  f u l l  i n t e g r a t i o n  
o f  EAEU  o i l  m a r k e t s  r e m a i n s  h i g h l y  
uncertain, notwithstanding the official 
p l a n  t o  p u t  t h i s  i n  p l a c e  b y  2 0 2 5 .  G i v e n  
t h a t  t h e  t w o  l a r g e s t  m e m b e r  s t a t e s  
( K a z a k h s t a n  a n d  Ru s s i a )  a r e  c a u t i o u s  
a b o u t  r a p i d  i n t e g r a t i o n ,  t h e  o i l  p r o d u c t s  
m a r k e t  f o r  t h e  w h o l e  o f  EAEU  w i l l  l i k e l y  
r e m a i n  a d m i n i s t r a t i v e l y  m a n a g e d  f o r  
s o m e  t i m e  t h e r e a f t e r ,  a l b e i t  w i t h  e l e m e n t s  
o f  o p e n n e s s  w h e r e  m u t u a l l y  a g r e e a b l e .

Th e  EAEU  i n t e g r a t i o n  d y n a m i c  h a s  
n e v e r t h e l e s s  b e e n  s e t  i n  m o t i o n ,  a n d  t h i s  
c r e a t e s  c o n s i d e r a b l e  c h a l l e n g e s — a s  w e l l  
a s  o p p o r t u n i t i e s — f o r  K a z a k h s t a n ,  w h e r e  
the refining and downstream sector 
r e m a i n s  h i g h l y  a d m i n i s t e r e d  d e s p i t e  
n o m i n a l  l i b e r a l i z a t i o n  o f  r e t a i l  p r i c e s  o n  
s o m e  p r o d u c t s  ( g a s o l i n e  a n d  d i e s e l ) .  Th e  
f a c t  i s  t h a t  r e f o r m s  n e e d e d  t o  a c h i e v e  a  
s u c c e s s f u l  EAEU  m a r k e t  i n t e g r a t i o n  a r e  
a l s o  t y p i c a l l y  a  p r e c o n d i t i o n  f o r  a t t r a c t i o n  
o f  c r i t i c a l  i n v e s t m e n t  a n d  i n c r e a s e d  o i l  
industry efficiencies, and therefore tend 
t o  m a k e  s e n s e  i n  t h e i r  o w n  r i g h t .

As  s h o w n  b y  t h e  h i s t o r i c a l  e x a m p l e  o f  
t h e  Eu r o p e a n  U n i o n ,  r e g i o n a l  i n t e g r a t i o n  
i s  m o s t  e f f e c t i v e  w h e n  m e m b e r  s t a t e s  
l i b e r a l i z e  b o t h  d o m e s t i c  p o l i c i e s  a n d  
c r o s s - b o r d e r  a r r a n g e m e n t s .  Th e r e f o r e ,  
a s  a  m e m b e r  o f  t h e  EAEU ,  K a z a k h s t a n  
( a s  w e l l  a s  t h e  o t h e r  m e m b e r s )  s h o u l d  
i n t r o d u c e  m a r k e t  m e c h a n i s m s  a n d  
r e f r a i n  f r o m  e s t a b l i s h i n g  r e s t r i c t i v e  
a d m i n i s t r a t i v e  m e c h a n i s m s  w i t h  r e g a r d  t o  
refined products production, distribution 
a n d  t r a n s p o r t a t i o n ,  a n d  t r a d e .  W h i l e  
s u c h  l i b e r a l i z a t i o n  c a n  i n v o l v e  p o l i t i c a l  
c h a l l e n g e s  i n  c o u n t r i e s  w h e r e  p o p u l a t i o n s  
h a v e  g r o w n  a c c u s t o m e d  t o  l o w - c o s t  
e n e r g y  s u p p l i e s ,  t h e  r i s k s  i n h e r e n t  i n  a  
“ b u s i n e s s  a s  u s u a l ”  s t r a t e g y  a r e  m u c h  
g r e a t e r .

W h i l e  K a z a k h  a u t h o r i t i e s  t h e m s e l v e s  
must naturally decide the specifics of 
a n y  n e w  r e f o r m s ,  I HS  M a r k i t  c o n c l u d e s  
t h a t  t h e  f o l l o w i n g  g e n e r a l  p o l i c i e s  w o u l d  
e n a b l e  K a z a k h s t a n  t o  g r a d u a l l y  h a r m o n i z e  
i t s  o i l  m a r k e t  r e g u l a t i o n s  w i t h  t h o s e  o f  
o t h e r  EAEU  m e m b e r  s t a t e s  i n  c o m i n g  

3 4  Belarusian refineries currently receive Russian crude duty free, and Belarus collects the export duty when it sells products refined from this 
c r u d e  i n  i n t e r n a t i o n a l  m a r k e t s .  M i n s k  i s  d e m a n d i n g  c o m p e n s a t i o n  f o r  t h e  c h a n g e ,  c l a i m i n g  t h a t  r e m o v a l  o f  t h e  d u t y  w i l l  c o s t  t h e  c o u n t r y  s o m e  $ 1 1  
b i l l i o n  i n  l o s t  r e v e n u e s  o v e r  a  s i x - y e a r  p e r i o d .
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y e a r s ,  w h i l e  s i m u l t a n e o u s l y  e n h a n c i n g  o i l  
s u p p l y  a n d  p r i c e  s e c u r i t y  a n d  i m p r o v i n g  
t h e  o v e r a l l  o i l  s e c t o r  i n v e s t m e n t  c l i m a t e :

• Allowing domestic crude prices 
to rise to the level of export netback 
parity. I m p o r t a n t l y ,  i n  t i m e ,  t h i s  w i l l  
provide sufficient incentive for crude 
producers to supply domestic refineries, as 
t h e y  r e c e i v e  t h e  s a m e  r e v e n u e s  f o r  t h e i r  
o i l  i n  e i t h e r  m a r k e t .  W i t h  K a z a k h s t a n ’ s  
a v a i l a b l e  e x p o r t  c a p a c i t y  f o r  c r u d e  o i l ,  
i n c r e m e n t a l  c r u d e  p r o d u c t i o n  s h o u l d  b e  
able to find a cost-effective export route, 
a l l o w i n g  t h e  d o m e s t i c  m a r k e t  t o  c l e a r  a t  
e x p o r t  n e t b a c k  p a r i t y  w i t h  i n t e r n a t i o n a l  
p r i c e s  ( m i n u s  t r a n s p o r t / i n s u r a n c e / l o a d i n g  
c h a r g e s  a n d  e x p o r t  d u t i e s ) .

• Reduce refinery tolling fees by 
stages, and phase out the tolling 
system altogether by the mid-2020s. 
Refiners should effectively function as 
m e r c h a n t  o p e r a t o r s  w h o  b u y  c r u d e  a n d  
s e l l  p r o d u c t s  a n d  m a k e  t h e i r  b u s i n e s s  
d e c i s i o n s  i n d e p e n d e n t l y ,  m a k i n g  m o n e y  
o n  m a r g i n s  l i k e  i n  o t h e r  c o u n t r i e s .  O n e  k e y  
c o r o l l a r y  o f  t h i s  p o l i c y  i s  a  s i m u l t a n e o u s  
p h a s i n g  o u t  o f  t h e  En e r g y  M i n i s t r y ’ s  r o l e  i n  
determining specific output levels among 
refineries (the three major plants as well 
a s  s m a l l e r  o n e s  m a n u f a c t u r i n g  s e l e c t e d  
p r o d u c t s  s u c h  a s  b i t u m e n ) .

• Permit full-scale liberalization 
of domestic refined product prices, 
so that domestic retail product 
prices are free to rise to at least the 
average level among EAEU member 
states. This means official decontrol of 
p r i c e s  f o r  AI - 8 0  g a s o l i n e  a n d  a n  e n d  t o  
t h e  c o n t i n u i n g  d e  f a c t o  r e g u l a t i o n  o f  o t h e r  
prices (e.g., through questionable fines on 
r e t a i l  s t a t i o n s  f o r  a l l e g e d  a n t i - c o m p e t i t i v e  
p r i c i n g ) .  M o t o r  f u e l  c o n s u m e r s  m i g h t  b e  
c o m p e n s a t e d  f o r  h i g h e r  p r i c e s  a t  t h e  
p u m p  b y  m e a n s  o f  a n  e q u i v a l e n t  r e d u c t i o n  
o f  t h e  t r a n s p o r t a t i o n  t a x  o n  v e h i c l e s .

• Align excise tax rates with 
those in Russia as part of the single 
economic space. I n  a d d i t i o n  t o  p r i c e  
h a r m o n i z a t i o n ,  e v e n t u a l l y  K a z a k h s t a n  w i l l  
n e e d  t o  h a r m o n i z e  i t s  d o w n s t r e a m  t a x e s  
w i t h  t h o s e  i n  Ru s s i a  t o  m i n i m i z e  t h e  r i s k  
o f  m a j o r  e n d - m a r k e t  p r i c e  d i f f e r e n t i a l s  
a n d  d i s t o r t i o n s ,  a n d  t h e  r e s u l t i n g  
c o m p l i c a t i o n s  n o t e d  a b o v e .

• Minimize product import-
export restrictions. To  a l l o w  d o m e s t i c  
m a r k e t  f o r c e s  t o  o p e r a t e  e f f e c t i v e l y ,  
t h e  g o v e r n m e n t  n e e d s  t o  e n s u r e  t h a t  
the practice of periodic bans on refined 
p r o d u c t  e x p o r t s  a n d  i m p o r t s  i s  s t r i c t l y  
l i m i t e d  t o  c a s e s  w h e r e  s u c h  p r o h i b i t i o n s  
a r e  v i t a l  f o r  n a t i o n a l  s e c u r i t y  r e a s o n s  
a s  s p e l l e d  o u t  i n  b o t h  K a z a k h  a n d  EAEU  
l e g i s l a t i o n .
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i n  Ru s s i a  a n d  K y r g y z s t a n  c o m p a r e d  t o  
Kazakhstan, the unauthorized outflow of 
l i g h t  p r o d u c t s  i s  o c c u r r i n g  i n  t h e  r e g i o n s  
b o r d e r i n g  t h e  t w o  a f o r e m e n t i o n e d  
c o u n t r i e s .  F o r  e x a m p l e ,  t h e  c u r r e n t  
p r i c e  d i f f e r e n c e  f o r  AI - 9 2  i s  a b o u t  8 0  
K Z T/ l i t e r  ( $ 0 . 2 2 / l i t e r ) .  F u r t h e r m o r e ,  t h e  
f u e l  g o i n g  f r o m  K a z a k h s t a n  t o  Ru s s i a  
b e c o m e s  p a r t  o f  Ru s s i a ’ s  c o n s u m p t i o n  
a n d  b a l a n c e ,  t h u s  i n c r e a s i n g  t h e  p o t e n t i a l  
v o l u m e s  o f  e x p o r t  o f  K a z a k h s t a n ’ s  
f u e l  f r o m  Ru s s i a  w i t h  t h e  p a y m e n t  
o f  t h e  c o r r e s p o n d i n g  c u s t o m s  d u t y . 3 5  

   Notwithstanding the domestic refinery 
m o d e r n i z a t i o n  a n d  f u l l  c o v e r a g e  o f  
K a z a k h s t a n ’ s  d o m e s t i c  n e e d s  ( f o r  
g a s o l i n e ,  a n d  e v e n t u a l l y  f o r  j e t  
k e r o s e n e ) ,  t h e r e  i s  a l w a y s  a  r i s k  o f  a  
f u e l  s h o r t a g e  d e v e l o p i n g  i n  K a z a k h s t a n  
( t h e  v o l u m e s  o f  “ g r a y ”  e x p o r t s  a r e  
e s t i m a t e d  a t  0 . 5 - 1  M M t  o f  f u e l  p e r  y e a r ) .  
Th e  m e a s u r e s  t a k e n  b y  t h e  g o v e r n m e n t  
( s u c h  a s  c r e a t i o n  o f  s p e c i a l  c u s t o m s  
c o n t r o l  p o s t s  t o  p r e v e n t  u n a u t h o r i z e d  
export of motor fuels, controls at filling 
s t a t i o n s )  a r e  a d  h o c  ( i r r e g u l a r )  a n d  c a n n o t  
c h a n g e  t h e  s i t u a t i o n  r a d i c a l l y .  Pr i c e  p a r i t y  
b e t w e e n  K a z a k h s t a n  a n d  Ru s s i a  n e e d s  
t o  b e  a c h i e v e d  b y  e c o n o m i c  m e a s u r e s .  
Ho w e v e r ,  g i v e n  t h e  h i g h  s o c i a l  s e n s i t i v i t y  o f  
t h e  i s s u e ,  t h i s  s h o u l d  b e  d o n e  i n  a  g r a d u a l  
a n d  b a l a n c e d  m a n n e r ,  t a k i n g  i n t o  a c c o u n t  
t h e  i n t e r e s t s  o f  a l l  m a r k e t  p a r t i c i p a n t s ,  
p r i m a r i l y  h o u s e h o l d s .  Th e  m o s t  a c c e p t a b l e  
t o o l s  f o r  s y n c h r o n i z i n g  r e t a i l  p r i c e s  o f  
fuel and lubricants are fiscal ones – 
n a m e l y ,  e x c i s e  t a x e s  –  a s  w e l l  a s  t r a d e  
l i b e r a l i z a t i o n .  Cu r r e n t l y ,  i n  K a z a k h s t a n  t h e  
w h o l e s a l e  e x c i s e  t a x  r a t e  i s  1 0 , 5 0 0  K Z T/
t o n  ( $ 2 7 . 3 / t o n )  o n  m o t o r  g a s o l i n e  a n d  t h e  
r e t a i l  e x c i s e  t a x  r a t e  i s  5 0 0  K Z T/ t o n  ( $ 1 . 3 /
t o n ) ,  w h i c h  c o m b i n e d  i s  a b o u t  s i x t h  t o  
o n e - s e v e n t h  t h a t  i n  Ru s s i a  ( $ 1 8 9 / t o n ) . 3 6   
I n  o t h e r  w o r d s ,  t h e  i n c r e a s e  i n  t h e  
r e t a i l  p r i c e  o f  f u e l  a n d  l u b r i c a n t s  i n  
K a z a k h s t a n  w i l l  b e  a c h i e v e d  l a r g e l y  
t h r o u g h  a n  i n c r e a s e  i n  t a x a t i o n ,  w i t h o u t  
a n y  s u b s t a n t i v e  i n c r e a s e  i n  t h e  u n d e r l y i n g  

Comments by KAZENERGY 
Association

Th e  K AZ EN ERG Y  As s o c i a t i o n ,  w h i l e  
s h a r i n g  I HS  M a r k i t ’ s  g e n e r a l  v i e w s  o n  l o n g -
t e r m  s e c t o r  d e v e l o p m e n t  p r o s p e c t s  ( a f t e r  
2 0 2 5 ) ,  r e g a r d s  s o m e  r e c o m m e n d a t i o n s  
a s  p r e m a t u r e  w h e n  a p p l i e d  t o  t h e  c u r r e n t  
s i t u a t i o n :

•  Oil export netback parity 
Cu r r e n t l y ,  t h e r e  a r e  n o  r e g u l a t o r y  

[ l e g i s l a t i v e ]  r e s t r i c t i o n s  p r e v e n t i n g  o i l  
p r i c e s  f r o m  r e a c h i n g  e x p o r t  n e t b a c k  p a r i t y  
i n  t h e  d o m e s t i c  m a r k e t .  Ho w e v e r ,  c r u d e  o i l  
is effectively acquired by the refineries at 
a significant discount, and so are refined 
products from the refineries, through 
t h e  o p e r a t i o n s  o f  t h e  t o l l i n g  s c h e m e ,  i n  
o r d e r  t o  p r e v e n t  g r o w t h  o f  r e t a i l  p r i c e s  f o r  
refined products. A full-fledged transition 
t o  e x p o r t  p a r i t y  i n  t h e  f o r e s e e a b l e  f u t u r e  
i s  i n e v i t a b l e ,  h o w e v e r ,  a n d  r e p r e s e n t s  a  
significant step toward fuel and lubricants 
m a r k e t  l i b e r a l i z a t i o n .  Ho w e v e r ,  i t  n e e d s  
t o  b e  i m p l e m e n t e d  g r a d u a l l y ,  i n  s t a g e s .  
Pr e s u m a b l y ,  a s  a n  i n i t i a l  s t e p  i n  s u c h  a  
t r a n s i t i o n ,  t h e  M RET o n  c r u d e  o i l  s u p p l i e s  
t o  t h e  d o m e s t i c  m a r k e t  s h o u l d  b e  l i f t e d  
a n d  t h e  r e s u l t i n g  r e d u c e d  t a x  s h o u l d  b e  
t r a n s f e r r e d  t o  a  h i g h e r  M RET t h a t  w o u l d  b e  
l e v i e d  o n  e x p o r t  v o l u m e s  ( t h e  e s t i m a t e d  
a m o u n t  “ a t  s t a k e ”  i s  a b o u t  K Z T6 0  b i l l i o n  
p e r  y e a r ,  o r  $ 1 5 4  m i l l i o n ) .

• Refinery tolling fee reduction 
It is impossible to reduce refinery tolling 
f e e s  s i m u l t a n e o u s l y  a n d  i m m e d i a t e l y  f o r  
a l l  p l a n t s .  Th e  c u r r e n t  t a r i f f  w a s  a p p r o v e d  
as part of the corresponding refinery 
i n v e s t m e n t  p r o g r a m s ,  t a k i n g  i n t o  a c c o u n t  
t h e  l o a n s  f o r  m o d e r n i z a t i o n .  Ac c o r d i n g l y ,  
a s  t h e  d e b t  i s  p a i d  o f f ,  t h e  p l a n  i s  f o r  t h e  
t o l l i n g  f e e  t o  d e c r e a s e .

• Refined product prices 
Due to the significant difference in light 
p r o d u c t  p r i c e s  ( e s p e c i a l l y  f o r  AI - 9 2 )  
3 5  IHS Markit notes that this potential is rather limited. Russia exported 150.1 MMt of refined products in 2018, while Kazakhstan exported only 
111,100 tons of refined products to Russia. So, Russia’s imports of Kazakhstan’s products represented a mere 0.1% of Russian exports.
3 6  Co n v e r t e d  t o  l i t e r s ,  K a z a k h s t a n ’ s  t o t a l  e x c i s e  t a x  o n  g a s o l i n e  i s  $ 0 . 0 2 / l i t e r ,  w h i l e  i n  Ru s s i a  i t  i s  $ 0 . 1 4 / l i t e r .
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c o m m o d i t y  p r i c e  a n d  m a r g i n  o f  t h e  
refined product market entities – subsoil 
users, refiners, traders, distributors, and 
filling stations. The population (residents) 
c o u l d  b e  c o m p e n s a t e d  f o r  t h e  p r o p o s e d  

i n c r e a s e  i n  b u d g e t  r e v e n u e s  f r o m  e x c i s e  
t a x e s  t h r o u g h  a  r e d u c t i o n  o f  s o c i a l  t a x e s  
( i n  o r d e r  t o  i n c r e a s e  e f f e c t i v e  t a k e - h o m e  
p a y )  a s  w e l l  a s  t h r o u g h  t h e  e l i m i n a t i o n  o f  
t h e  t r a n s p o r t  t a x .
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4. Kazakhstan’s natural gas market and future 
challenges to gasification

O n e  o f  t h e  g o v e r n m e n t  o f  K a z a k h s t a n ’ s  
key energy goals is widespread gasification, 
f u r t h e r  u t i l i z i n g  a  p o t e n t i a l l y  a b u n d a n t  
( a n d  r e l a t i v e l y  c l e a n )  d o m e s t i c  n a t u r a l  
r e s o u r c e  f o r  p o w e r  g e n e r a t i o n ,  i n  i n d u s t r y ,  
a n d  i n  t h e  r e s i d e n t i a l  s e c t o r .  Ho w e v e r ,  
t h e r e  a r e  v a r i o u s  s t r u c t u r a l ,  r e g u l a t o r y ,  
a n d  p r i c i n g  i m p e d i m e n t s  t o  r a p i d l y  
e x p a n d i n g  g a s  p e n e t r a t i o n  i n  d o m e s t i c  
e n e r g y  c o n s u m p t i o n .  F u r t h e r m o r e ,  t h e  
c r e a t i o n  o f  a  c o m m o n  Eu r a s i a n  Ec o n o m i c  
U n i o n  ( EAEU )  g a s  m a r k e t  i n  2 0 2 5  a d d s  
a n  a d d i t i o n a l  l a y e r  o f  c o m p l e x i t y  a n d  w i l l  
n e c e s s i t a t e  t h a t  t h e  g a s  m a r k e t  d e v e l o p s  

i n  a  w a y  c o u n t e r  t o  m a n y  o f  K a z a k h s t a n ’ s  
d o m e s t i c  s o c i a l  p o l i c y  p r e f e r e n c e s .  Th i s  
c h a p t e r  a n a l y z e s  t h e  c u r r e n t  a n d  p o t e n t i a l  
f u t u r e  d e v e l o p m e n t  o f  K a z a k h s t a n ’ s  
n a t u r a l  g a s  p r o d u c t i o n ,  c o n s u m p t i o n ,  
a n d  t r a d e — a l o n g  w i t h  e x i s t i n g  
r e g u l a t o r y  a n d  p r i c i n g  m e c h a n i s m s —
a n d  g e n e r a t e s  r e c o m m e n d a t i o n s  t h a t  
w i l l  a l l o w  K a z a k h s t a n  t o  i n t e g r a t e  m o r e  
h a r m o n i o u s l y  i n t o  t h e  EAEU  c o m m o n  
m a r k e t  a n d  r e a l i z e  i t s  o w n  d o m e s t i c  a n d  
Pa r i s  Cl i m a t e  Ag r e e m e n t  p r i o r i t i e s  t o  
i n c r e a s e  t h e  u t i l i z a t i o n  o f  n a t u r a l  g a s  i n  
i t s  e c o n o m y .

4.1. Key Points

•  A c o m b i n a t i o n  o f  l o w  p r i c e s  f o r  
p r o d u c e r s  o f  a s s o c i a t e d  g a s  o f f e r e d  b y  
s t a t e - o w n e d  K a z Tr a n s G a s  ( K TG )  a n d  
l o w  e n d - u s e r  p r i c e s  s e t  b y  K a z a k h s t a n ’ s  
S t a t e  Co m m i t t e e  f o r  Re g u l a t i n g  N a t u r a l  
M o n o p o l i e s  a n d  Co m p e t i t i o n  Pr o t e c t i o n  
( K REM i Z K )  t h r e a t e n s  K a z a k h s t a n ’ s  
gasification goals, by dis-incentivizing 
p r o d u c t i o n  o f  c o m m e r c i a l  g a s  a n d  
also discouraging its efficient use by 
c o n s u m e r s .

•  K a z a k h s t a n ’ s  g a s  b a l a n c e  i s  
e x p e c t e d  t o  b e c o m e  i n c r e a s i n g l y  t i g h t .  
O v e r  t h e  c o m i n g  y e a r s  c o m m e r c i a l  
p r o d u c t i o n  i s  e x p e c t e d  t o  g r o w  v e r y  
l i t t l e ,  w h i l e  m o r e  r o b u s t  g r o w t h  i s  l i k e l y  
i n  d o m e s t i c  c o n s u m p t i o n .  B e c a u s e  
o f  c o n s t r a i n e d  c o m m e r c i a l  s u p p l i e s ,  
K a z a k h s t a n  w i l l  h a v e  t o  m a k e  h a r d  c h o i c e s  
b e t w e e n  a c h i e v i n g  h i g h  l e v e l s  o f  e x p o r t s  
t o  Ch i n a  ( u p  t o  1 0  B c m / y  d u r i n g  2 0 1 9 – 2 3 )
o r  m a k i n g  m o r e  g a s  a v a i l a b l e  f o r  d o m e s t i c  
u s e .  U n l e s s  c h a n g e s  a r e  m a d e  t o  c u r r e n t  
p r i c i n g  p o l i c y ,  o n e  o r  b o t h  o f  t h e s e  g o a l s  
m a y  s u f f e r :  K a z a k h s t a n ’ s  g a s  e x p o r t s  t o  
Ch i n a  c o u l d  b e g i n  t o  d e c l i n e  i n  t h e  e a r l y  
2020s and a deficit in commercial gas 
s u p p l y  i n  t h e  c o u n t r y ’ s  s o u t h e r n  r e g i o n s  
c o u l d  d e v e l o p .

•  Ho w  t h i s  p l a y s  o u t  w i l l  h a v e  c r i t i c a l  
i m p l i c a t i o n s  f o r  K TG ,  w h i c h  i n  r e c e n t  
y e a r s  h a s  r e l i e d  o n  e x p o r t  r e v e n u e s  t o  
offset financial losses it incurs when 
p r o v i d i n g  g a s  t o  t h e  d o m e s t i c  m a r k e t  a t  
l o w  p r i c e s  e v e n  a s  i t  b u i l d s  o u t  d o m e s t i c  
g a s  d i s t r i b u t i o n  i n f r a s t r u c t u r e .

• Artificially low domestic prices 
a l s o  w i l l  i m p e d e  K a z a k h s t a n ’ s  e f f o r t s  t o  
h a r m o n i z e  i t s  p r i c e s  w i t h  t h o s e  o f  Ru s s i a  
i n  t h e  l e a d - i n  t o  t h e  Eu r a s i a n  Ec o n o m i c  
U n i o n ’ s  p l a n n e d  s i n g l e  g a s  m a r k e t  
( 2 0 2 5 ) .  To  h a r m o n i z e  i n d u s t r i a l  g a s  
p r i c e s  i n  w e s t e r n  K a z a k h s t a n ’ s  p r o d u c i n g  
a r e a  ( At y r a u  O b l a s t )  w i t h  t h o s e  i n  g a s -
p r o d u c i n g  Y a m a l - N e n e t s  O k r u g  i n  Ru s s i a  
w o u l d  r e q u i r e  a  1 3 %  i n c r e a s e  e a c h  y e a r  
b e t w e e n  2 0 2 0  a n d  2 0 2 5 .  

•  A m o r e  g r a d u a l  s t a g e d  i n c r e a s e  
i n  b o t h  p r o d u c e r  a n d  e n d - u s e r  p r i c e s  
w o u l d  a l l e v i a t e  s o m e  o f  t h i s  p r e s s u r e ,  
b u t  i t  i s  n o t  c l e a r  w h e t h e r  t h e  p o l i t i c a l  
w i l l  e x i s t s  t o  e d u c a t e  c o n s u m e r s  a b o u t  
t h e  i m p e r a t i v e  f o r  h i g h e r  p r i c e s .  B e c a u s e  
o f  s t r o n g l y  h e l d  c o n v i c t i o n s  t h a t  u t i l i t i e s  
a r e  a  r i g h t  t o  b e  e n s u r e d  f o r  a l l  b y  t h e  
g o v e r n m e n t ,  K a z a k h s t a n  i s  a n  o u t l i e r  
c o u n t r y  g l o b a l l y  i n  t e r m s  o f  i t s  e x t r e m e l y  
l o w  e n e r g y  p r i c e s  ( i n  m o s t  o b l a s t s  t h e  
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a v e r a g e  r e s i d e n t  p a y s  o n l y  a b o u t  3 %  o f  
t h e i r  h o u s e h o l d  i n c o m e o n  g a s ,  e l e c t r i c  
p o w e r  a n d  o t h e r  u t i l i t i e s ,  a  m u c h  l o w e r  
s h a r e  t h a n  i n  e i t h e r  d e v e l o p e d  c o u n t r i e s  
a n d  e v e n  i n  a n a l o g o u s  l o w e r  i n c o m e  
d e v e l o p i n g  c o u n t r i e s  s u c h  a s  Az e r b a i j a n  
a n d  Tu r k e y ) .

•  N a t u r a l  g a s  p r o d u c t i o n  c o s t s  a r e  
m u c h  h i g h e r  t h a n  i n d i g e n o u s  c o a l ,  w h i c h  
m e a n s  t h a t  p o w e r  m a r k e t  m e c h a n i s m s  
need to be adjusted to support gas-fired 
g e n e r a t i o n .  Th i s  m a y  i n c l u d e  r a i s i n g  t h e  
price of coal for consumers to reflect 
t h e  c o s t  o f  c a r b o n  e m i s s i o n s  t h r o u g h  
c a r b o n  t r a d i n g  o r  s o m e  k i n d  o f  s p e c i a l  
feed-in or capacity tariffs for gas-fired 
plants. Politically this is a difficult move 
a s  i t  c o u l d  r a i s e  c o s t s  f o r  K a z a k h s t a n ’ s  
power consumers significantly, perhaps 
e v e n  u n d e r m i n i n g  t h e  c o m p e t i t i v e n e s s  
o f  e x p o r t s  o f  m i n e r a l  p r o d u c t s  s u c h  a s  
c o p p e r ,  c h r o m e ,  i r o n  o r e ,  a n d  o t h e r  
m e t a l s .

•  S t i l l ,  a  m o r e  r o b u s t  p o l i c y  
f r a m e w o r k  t h a t  a d d r e s s e s  e m i s s i o n s  
b y  c o a l  c a n n o t  b e  i g n o r e d  m u c h  l o n g e r  
g o i n g  f o r w a r d .  Th e  r e v i s e d  Ec o l o g y  Co d e ,  
r e l e a s e d  f o r  c o m m e n t  i n  J u l y  2 0 1 9 ,  a n d  
c u r r e n t l y  b e i n g  d e b a t e d ,  g e n e r a l l y  s t i l l  
p r e s e n t s  a  p u n i t i v e  a p p r o a c h  t o w a r d s  
emissions, including flaring of associated 
g a s  ( e v e n  i n  e m e r g e n c y  s i t u a t i o n s ) ,  a i m e d  
p a r t i c u l a r l y  a t  o i l  a n d  g a s  c o m p a n i e s ,  
e v e n  a s  c o a l - b a s e d  e m i s s i o n s  r e c e i v e  
comparatively light treatment. Gas flaring 
i s  a l s o  s u b j e c t  t o  a n  e m i s s i o n s  t a x ,  a t  a  

r a t e  t h a t  i s  e x p o n e n t i a l l y  h i g h e r  t h a n  t h e  
r a t e  f o r  o t h e r  t y p e s  o f  s t a t i o n a r y  s o u r c e s ,  
e s p e c i a l l y  w h e n  t a k i n g  i n t o  a c c o u n t  
p e n a l t i e s .  Th i s  a p p r o a c h  e s s e n t i a l l y  
i g n o r e s  t h e  p r o b l e m  o f  t h e  l a r g e s t  c a r b o n  
emitters (coal-fired power stations), 
w h i l e  e x c e s s i v e l y  p e n a l i z i n g  o i l  a n d  g a s  
o p e r a t o r s  w h i c h  h a v e  a l r e a d y  r e d u c e d  
flaring to minimal levels. This does not help 
i m p r o v e  K a z a k h s t a n ’ s  o v e r a l l  i n v e s t m e n t  
a t t r a c t i v e n e s s ,  i n c r e a s e  c o m m e r c i a l  g a s  
a v a i l a b i l i t y ,  o r  m o s t  i m p o r t a n t l y ,  h e l p  
K a z a k h s t a n  t o  a c h i e v e  i t s  Pa r i s  Ag r e e m e n t  
g o a l s .

•  G r e a t e r  u s e  o f  g a s  i n s t e a d  o f  c o a l  
i n  p o w e r  g e n e r a t i o n  i s  i m p o r t a n t  n o t  o n l y  
b e c a u s e  o f  e n v i r o n m e n t a l  c o n s i d e r a t i o n s ,  
e s p e c i a l l y  q u a l i t y  o f  a i r  i n  c i t i e s ,  b u t  a l s o  
b e c a u s e  K a z a k h s t a n ’ s  p o w e r  g e n e r a t i o n  i s  
short on flexible capacity that can quickly 
r e s p o n d  t o  c h a n g e s  i n  p o w e r  d e m a n d .  
Th i s  i s  a  n e e d  t h a t  i s  o n l y  e x p e c t e d  t o  
i n c r e a s e  g o i n g  f o r w a r d .

•  As   s t a t e d   i n   Th e  K AZ EN ERG Y  
N a t i o n a l  En e r g y  Re p o r t  2 0 1 7 ,  a  s u b s t a n t i a l  
t r a n s i t i o n  f r o m  c o a l  t o  g a s  c o n s u m p t i o n  
i n  t h e  e c o n o m y ,  a s  w e l l  a s  i n c r e a s e d  
energy efficiency, and continued build-
o u t  o f  r e n e w a b l e  e n e r g y  a r e  p a t h w a y s  
e s s e n t i a l  f o r  K a z a k h s t a n  t o  a c h i e v e  i t s  f u l l  
1 5 %  u n c o n d i t i o n a l  e m i s s i o n s  r e d u c t i o n  
t a r g e t  ( b e l o w  1 9 9 0  l e v e l s  b y  2 0 3 0 )  u n d e r  
t h e  Pa r i s  Ag r e e m e n t .  Th e s e  c h a n g e s  
c o u l d  a l s o  b r i n g  K a z a k h s t a n  h a l f w a y  
t o  t h e  h i g h e r  c o n d i t i o n a l  g o a l  o f  a  2 5 %  
e m i s s i o n s  r e d u c t i o n .  

4.2. Production, Consumption, and Trade

4.2.1. Production
N a t u r a l  g a s  p r o d u c t i o n  ( g r o s s  

e x t r a c t i o n )  h a s  b e e n  i n c r e a s i n g  r a t h e r  
r o b u s t l y  i n  r e c e n t  y e a r s ,  b y  4 . 8 %  i n  2 0 1 8  
a f t e r  a  s i z a b l e  i n c r e a s e  ( 1 3 . 4 % )  i n  2 0 1 7 ,  
b o o s t e d  m a i n l y  b y  g r o w t h  i n  o u t p u t  a t  
K a s h a g a n .  Co m m e r c i a l  p r o d u c t i o n  ( g r o s s  
o u t p u t  m i n u s  r e i n j e c t i o n )  i n  K a z a k h s t a n  
h a s  a l s o  b e e n  o n  t h e  r i s e .  I n  2 0 1 8 ,  t h e  
n a t i o n a l  t o t a l  w a s  a b o u t  3 6 . 4  B c m ,  

1 0 %  h i g h e r  t h a n  i n  2 0 1 7  ( s e e  Ta b l e  
4 . 1 .  K a z a k h s t a n ’ s  n a t u r a l  g a s  b a l a n c e ,  
2 0 1 0 – 1 8 ) ;  K a s h a g a n  p r o d u c e d  5 . 4 6  
B c m  o f  c o m m e r c i a l  g a s  l a s t  y e a r ,  w h i l e  
Te n g i z  s o l d  9 . 2  B c m  o f  c o m m e r c i a l  g a s ,  a  
significant increase from 7.5 Bcm in 2017, 
a n d  K a r a c h a g a n a k  r e i n j e c t e d  l e s s  g a s  i n  
2 0 1 8 ,  b o o s t i n g  i t s  c o m m e r c i a l  p r o d u c t i o n  
t o  1 0 . 3  B c m .
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D e s p i t e  t h i s  r e c e n t  g r o w t h ,  
K a z a k h s t a n ’ s  g a s  m a r k e t  h a s  a  n u m b e r  o f  
c o n s t r a i n t s .  F i r s t , m o r e  t h a n  h a l f  o f  g r o s s  
g a s  p r o d u c t i o n  n o w  i s  a s s o c i a t e d  g a s —
i . e . ,  g a s  t h a t  i s  p r o d u c e d  a l o n g s i d e  o i l  
a s  p a r t  o f  o p e r a t i o n s  i n t e n d e d  p r i m a r i l y  
t o  p r o d u c e  o i l ;  m u c h  o f  t h e  r e m a i n d e r  i s  
f r o m  K a r a c h a g a n a k ,  w h e r e  t h e  f o c u s  i s  
o n  e x t r a c t i n g  n a t u r a l  g a s  l i q u i d s  ( N G L )  
a s  w e l l  ( s e e  F i g u r e  4 . 1 .  G a s  p r o d u c t i o n  
i n  K a z a k h s t a n :  a s s o c i a t e d  v e r s u s  n o n -

a s s o c i a t e d ) .  As  a  r e s u l t ,  K a z a k h s t a n ’ s  
g a s  p r o d u c t i o n  l e v e l s  a r e  d e t e r m i n e d  i n  
l a r g e  p a r t  b y  l i q u i d s - d r i v e n  o p e r a t i o n s ,  
e s p e c i a l l y  a t  t h e  t h r e e  m a j o r  u p s t r e a m  
p r o j e c t s  ( K a r a c h a g a n a k ,  K a s h a g a n ,  
Te n g i z ) ,  w h i c h  a c c o u n t  f o r  a b o u t  7 6 %  
o f  n a t i o n a l  g r o s s  g a s  o u t p u t . 1  Th i s  
h e a v y  d e p e n d e n c e  o n  a s s o c i a t e d  g a s  
makes it difficult to scale commercial 
g a s  o u t p u t  i n  r e s p o n s e  t o  d e m a n d .

1   K a r a c h a g a n a k  i s  K a z a k h s t a n ’ s  l a r g e s t  g a s  p r o d u c e r ,  a c c o u n t i n g  f o r  a b o u t  3 4 %  o f  t o t a l  g r o s s  o u t p u t  a n d  2 8 %  o f  t o t a l  c o m m e r c i a l  g a s  o u t p u t .

S e c o n d ,  m u c h  o f  t h e  a s s o c i a t e d  g a s  
h a s  a  h i g h  s u l f u r  c o n t e n t  ( t h e  Te n g i z  a n d  
Kashagan fields’ sulfur content is about 
1 8 – 1 9 % ) ,  w h i c h  r e q u i r e s  e x p e n s i v e  

p r o c e s s i n g  a n d  d e m a n d s  a d d i t i o n a l  
m e a s u r e s  t o  s a f e l y  s t o r e ,  u t i l i z e ,  a n d  
m o n e t i z e  t h e  l a r g e  a m o u n t s  o f  r e c o v e r e d  
s u l f u r .  At  p r e s e n t ,  l o w  d o m e s t i c  g a s  p r i c e s  

Table 4.1
Kazakhstan's natural gas balance, 2010-18

Bcm

2010 2011 2012 2013 2014 2015 2016 2017 2018
Percent 
change

2017–18

Percent 
change

2016–17

Production (gross)  37.4 39.5 40.3 42.4 43.2 45.3 46.7 52.9 55.5 4.8 13.4 
Production (commercial)   24.0 24.6 24.3 24.5 24.6 27.5 28.8 33.1 36.4   10.0 15.0 

Imports (operational statistics) 4.5 4.3 2.5 2.7 2.2 3.2 4.9   5.0 6.0 20.2 0.8 
Exports (operational statistics)  12.4  11.7 10.9 10.8 10.6 10.9  12.8 16.8 19.4 14.9 31.3 

Imports (customs statistics)*  4.0  3.7 4.6  5.2 4.4 5.8 6.9 5.6 7.0 24.2 (17.7)
Exports (customs statistics)*  14.5 22.3 20.5 20.6 20.3 21.5 21.6 24.1 26.5  10.1 11.3 

Apparent consumption 
(commercial gas)  15.6 16.6 18.0 18.9 18.5 22.4 22.8 21.9 24.1  9.9 (4.0)
Reported gas deliveries to 
consumers**   9.0 10.1 10.5 10.9 12.4 12.0  13.1 14.0 15.1   8.2    6.8 

*Exports and imports reported from customs (trade) statistics differ from operational statistics reported by KazTransGas and 
the Ministry of Energy.
** Amount reported as consumption (end-of-pipe deliveries) by the Ministry of Energy
Source: IHS Markit, Ministry of Energy, Kazakhstan Statistical Agency.
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Figure 4.1. Gas production in Kazakhstan:  associated versus non-associated

Notes: Gross production, including reinjected volumes.

Source: IHS Markit, Kazakhstan statistical agency, Ministry of Energy. © 2019 IHS Markit
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Mainly reflecting the overall growth 
i n  K a z a k h s t a n ’ s  l i q u i d s  o u t p u t ,  b y  2 0 4 0  
I HS  M a r k i t  p r o j e c t s  t h a t  g r o s s  g a s  o u t p u t  
w i l l  g r o w  b y  5 2 % ,  t o  8 4 . 4  B c m / y ,  b u t  
c o m m e r c i a l  v o l u m e s  w i l l  b a r e l y  i n c r e a s e  
a t  a l l ,  o n l y  b y  a b o u t  3 . 6 %  a n d  b e  o n  t h e  
o r d e r  o f  3 8  B c m / y  d u e  t o  s u s t a i n e d  h i g h  
r e i n j e c t i o n n e e d s  a n d  t o  t h e  c h a l l e n g e s  
t o  c o m m e r c i a l  u s e  d e s c r i b e d  i n  t h i s  
c h a p t e r  ( s e e  F i g u r e  4 . 3 .  K a z a k h s t a n ’ s  
gas production profile to 2040, base 
c a s e ) .  O f  t h e  t o t a l  i n c r e a s e  i n  g r o s s  g a s  
o u t p u t  b e t w e e n  2 0 1 8  a n d  2 0 4 0 ,  9 5 %  i s  

e x p e c t e d  t o  c o m e  f r o m  K a s h a g a n ,  2 %  
f r o m  Te n g i z ,  w h i l e  t h e  c o n t r i b u t i o n  o f  
K a r a c h a g a n a k t o  g r o s s  o u t p u t  i s  e x p e c t e d  
t o  d e c l i n e  s l i g h t l y  ( - 1 % ) .  At  t h e  s a m e  t i m e ,  
K a r a c h a g a n a k ’ s  c o m m e r c i a l  g a s  o u t p u t  
i s  e x p e c t e d  t o  g e n e r a l l y  r e m a i n  s t a b l e  
t h r o u g h  2 0 4 0  a t  a b o u t  9 . 5  B c m / y ,  w h i l e  
Te n g i z ’ s  c o m m e r c i a l  g a s  d e l i v e r i e s  w i l l  
r e m a i n  a r o u n d  9 . 5  B c m / y  t h r o u g h  2 0 3 5  
a n d  t h e n  d e c l i n e  t o  8 . 5  B c m / y  b y  2 0 4 0 .  
At  K a s h a g a n ,  c o m m e r c i a l  g a s  o u t p u t  i n  
t h e  I HS  M a r k i t  b a s e  c a s e  i s  e x p e c t e d  t o  
r i s e  t o  9  B c m  b y  2 0 3 5  a n d  1 0 . 5  B c m  b y  

d o  n o t  p r o v i d e  a d e q u a t e  i n c e n t i v e s  f o r  
p r o d u c e r s  o f  t h i s  a s s o c i a t e d  g a s  t o  m a k e  
a d d i t i o n a l  c o m m e r c i a l  v o l u m e s  a v a i l a b l e  
o n  t h e i r  o w n .  S o m e  s u b s o i l  u s e r s  i n d i c a t e  
t h a t  t h e  p r i c e  t h e y  r e c e i v e  f o r  c o m m e r c i a l  
g a s  i s  l e s s  t h a n  t h e  c o s t  o f  p r o d u c t i o n  
“ b y  m a n y  m u l t i p l e s . ”  F u r t h e r ,  f o r  b o t h  
t h e  t h r e e  “ m e g a ”  p r o j e c t s  a n d  s m a l l e r  
p r o d u c e r s ,  g a s  r e i n j e c t i o n  b a c k  i n t o  
r e s e r v o i r  t o  m a i n t a i n  p r e s s u r e  p r o v i d e s  
a d d i t i o n a l  s u p p o r t  f o r  l i q u i d s  p r o d u c t i o n .  
S o  f a r ,  r e i n j e c t i o n  h a s  b e c o m e  t h e  
p r e f e r r e d  s o l u t i o n  f o r  b o t h  t h e  p r o d u c e r s  
a n d  t h e  g o v e r n m e n t ,  a s  g r e a t e r  l i q u i d s  
p r o d u c t i o n  g e n e r a t e s  h i g h e r  r e v e n u e s  
f o r  p r o d u c e r s  a n d  a d d i t i o n a l  r e v e n u e s  
f o r  t h e  g o v e r n m e n t  ( t h r o u g h  t a x e s  a n d  
e x p o r t  d u t i e s )  a n d  a v o i d s  o p e r a t i o n a l  
and financial challenges associated 
w i t h  g a s  p r o c e s s i n g .  Th e o r e t i c a l l y ,  t h e  
r e i n j e c t e d  g a s  r e m a i n s  a v a i l a b l e  f o r  r e -
e x t r a c t i o n  a t  a  l a t e r  d a t e ,  b u t  t h e  r e a l i t y  
o f  h i g h  c o s t  o f  g a s  p r o c e s s i n g  r e m a i n s .  

F i n a l l y ,  K a z a k h s t a n ’ s  g a s  m a r k e t  i s  
h i g h l y  r e g u l a t e d ,  w i t h  p r o d u c e r  a n d  
c o n s u m e r  p r i c e s  s u p p r e s s e d  i n  s o m e  
cases below cost. This will make it difficult 
t o  a d e q u a t e l y  s u p p l y  K a z a k h s t a n ’ s  g a s  
m a r k e t  i n  t h e  m e d i u m  t e r m  a s  d o m e s t i c  
d e m a n d  g r o w s  a n d  e x p o r t  d e m a n d  r e m a i n s  
e v e r - p r e s e n t .  Th e  M i n i s t r y  o f  En e r g y  n o w  
envisages a domestic gas deficit emerging 
i n  t h e  m i d - 2 0 2 0 s ,  b u t  t h a t  a s s u m e s  a  
r e l a t i v e l y  r a p i d  b u i l d - o u t  i n  m e t h a n e -
b a s e d  p e t r o c h e m i c a l s .  I HS  M a r k i t ’ s  
g a s  b a l a n c e  f o r e c a s t  a n t i c i p a t e s  t h a t  
K a z a k h s t a n  w i l l  r e m a i n  a  n e t  g a s  e x p o r t e r ,  
w h i l e  t h e  d o m e s t i c  m a r k e t  w i l l  b e  m e t  
w i t h  b o t h  d o m e s t i c  s u p p l y  a n d  c o n t i n u e d  
i m p o r t s  t h r o u g h  t h e  2 0 4 0 s  ( s e e  F i g u r e  
4 . 2 .  O u t l o o k  f o r  K a z a k h s t a n ’ s  n a t u r a l  g a s  
b a l a n c e ) . Th e  b u i l d - o u t  o f  p e t r o c h e m i c a l s ,  
p a r t i c u l a r l y  m e t h a n e - b a s e d   n i t r o g e n o u s   
f e r t i l i z e r s   a n d   m e t h a n o l ,  i s  l i k e l y  
t o  b e  m u c h  s l o w e r  i n  o u r  v i e w  t h a n  
c u r r e n t l y  p r o j e c t e d  b y  t h e  M i n i s t r y .
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Figure 4.2. Outlook for Kazakhstan's natural gas balance to 2040

Notes: Other domestic use includes: field use and losses, processing losses, pipeline use, changes in stocks.
Source: IHS Markit © 2019 IHS Markit

B
ill

io
n 

cu
bi

c 
m

et
er

s



N ATI O N AL  EN ERG Y  REPO RT

8 8

I n  s e a r c h  f o r  a d d i t i o n a l  v o l u m e s  o f  
s a l e s  g a s ,  K TG  i s  c o n s i d e r i n g  b u i l d i n g  
a d d i t i o n a l  g a s  p r o c e s s i n g  c a p a c i t y  
o f  u p  t o  2  B c m / y  t h a t  w o u l d  u s e  
K a s h a g a n  g a s  a s  f e e d s t o c k ,  i n  c l o s e  
p r o x i m i t y  t o  N CO C’ s  c u r r e n t  f a c i l i t i e s .  

S i n c e  p a s s a g e  o f  t h e  u p d a t e d  S u b s o i l  
Co d e ,  K M G  h a s  a l s o  s e c u r e d  a  v a r i e t y  o f  
e x p l o r a t i o n  a g r e e m e n t s  t h a t  c o u l d  y i e l d  
n e w  g a s .  I n  2 0 1 8 ,  K M G  a n d  L U K O I L  
s i g n e d  a c o n t r a c t  f o r  e x p l o r a t i o n  o f  t h e  
Z h e n i s  o f f s h o r e  b l o c k ,  a n d  i n  J u n e  2 0 1 9 ,  
t h e  c o m p a n i e s  a g r e e d  t o  n e g o t i a t e  
m i n e r a l  r i g h t s  f o r  t h e  I - P- 2  o f f s h o r e  b l o c k  
( l o c a t e d  1 3 0  k m  o f f  Ak t a u )  a s  a  p r e l u d e  
t o  a n  e x p l o r a t i o n  c o n t r a c t .  I n  2 0 1 9 ,  K M G  
a n d  EN I  I s a t a y  B V  i n k e d  a  j o i n t  e x p l o r a t i o n  
c o n t r a c t  f o r  t h e  o f f s h o r e  Ab a y  o i l  a n d  
g a s  b l o c k  r o u g h l y  7 0  k m  n o r t h w e s t  o f  
t h e  B u z a c h i  Pe n i n s u l a .  I n  M a y  2 0 1 9 ,  B P 
a n d  K M G  s i g n e d  a n  a g r e e m e n t  t o  s h a r e  

u p s t r e a m  d a t a ,  a n d  e x p l o r e  p o t e n t i a l  
f u t u r e  c o o p e r a t i o n .  I f  e x p l o r a t i o n  r e s u l t s  
are successful, these fields could provide 
s o m e  i n c r e m e n t a l  v o l u m e s  o f  g a s . 2  

Th e  s i g n i n g  o f  t h e s e  n e w  e x p l o r a t i o n  
a g r e e m e n t s  i s ,  o f  c o u r s e ,  a  p o s i t i v e  
d e v e l o p m e n t  f o r  K a z a k h s t a n ’ s  u p s t r e a m  
sector. More is needed. Specifically, the 
proposed joint field development project 
b e t w e e n  t h e  K a l a m k a s - m o r e  ( N CO C)  
and Khazar (CMOC) fields should be 
a p p r o v e d  b y  l a t e  2 0 1 9 ,  t o  a l l o w  t h e  
c o n s o r t i a  t o  p r o c e e d  w i t h  F r o n t  En d  
En g i n e e r i n g  D e s i g n  ( F EED ) ,  s o  t h e y  
c a n  m a k e  t h e  F i n a l  I n v e s t m e n t  D e c i s i o n  
( F I D )  a n d  b e g i n  p r o j e c t  d e v e l o p m e n t  
by the mid-2020s. This project benefits 
f r o m  e x p e r i e n c e d  o p e r a t o r s ,  a n d  g i v e n  
i t s  s m a l l e r  s i z e  ( r e l a t i v e  t o  K a s h a g a n )  
w i l l  s e r v e  a s  a  h a r b i n g e r  f o r  t h e  n e x t  
g e n e r a t i o n  o f  o f f s h o r e  Ca s p i a n  o i l  a n d  

2 0 4 0 ,  a s s u m i n g  Ph a s e  2  d e v e l o p m e n t  
g o e s  a h e a d  a n d  t h e  B o l a s h a k  g a s  
t r e a t m e n t  f a c i l i t y ’ s  c a p a c i t y  i s  e x p a n d e d .  
Th e  o n l y  o t h e r  s o u r c e  o f  n e w  p o t e n t i a l  
i n c r e m e n t a l  o u t p u t  g r o w t h  i n  o u r  f o r e c a s t  
c o u l d  c o m e  f r o m  n e w  p r o j e c t s  i n  o f f s h o r e  
b l o c k s ,  a l t h o u g h  t h e  c u r r e n t l y  d i s c u s s e d  
j o i n t  d e v e l o p m e n t  o f  t h e  K a l a m k a s -

more and Khazar fields is not expected 
t o  y i e l d  c o m m e r c i a l  g a s .  O f  c o u r s e ,  t h e  
a d o p t i o n  o f  m a r k e t  i n c e n t i v e s  f o r  d r y  g a s  
d e v e l o p m e n t  i s  p o s s i b l e  t o  a t t e n u a t e  t h e  
decline in the mature onshore fields in 
Ak t o b e ,  K y z y l o r d a ,  a n d  o t h e r  r e g i o n s ,  a s  
w e l l  a s  t o  g e n e r a t e  s o m e  n e w  s o u r c e s .

2   B u t  t h e s e  n e w  p r o j e c t s  a r e  u n l i k e l y  t o  c o m e  o n  l i n e  i n  t h e  n e a r  t e r m ,  a n d  t h e i r  o u t p u t  w i l l  n o t  s o  m u c h  b o o s t n e a r - t e r m  o u t p u t  a s  t o  p r o v i d e  a  
b u f f e r  a g a i n s t  t h e  d e c l i n e  o f  o i l  a n d  g a s  f r o m  t h e  c u r r e n t l y  p r o d u c i n g  p r o j e c t s  l o n g e r  t e r m .
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Figure 4.3. Kazakhstan's gas production profile to 2040, base case
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g a s  p r o j e c t s .  B e y o n d  K a l a m k a s - m o r e  a n d  
K h a z a r ,  t h e  c u r r e n t  s c a l e  o f  e x p l o r a t i o n  
i n v e s t m e n t  s t i l l  p a l e s  i n  c o m p a r i s o n  t o  
t h a t  r e q u i r e d  t o  s u s t a i n  f u t u r e  g r o w t h  i n  
field development and production.There 
h a v e  e v e n  b e e n  s o m e  m a r k e t  e x i t s ,  w i t h  
O N G C p u l l i n g  o u t  o f  t h e  S a t p a y e v  b l o c k  i n  
2 0 1 8 .  Th e  M i n i s t r y  o f  En e r g y ’ s  u p s t r e a m  
a u c t i o n s  h e l d  i n  J u n e  2 0 1 8  o n l y  g r a n t e d  
1 1  o n s h o r e  b l o c k s  t o  s m a l l  c o m p a n i e s .  
K a z a k h s t a n ’ s  p o l i c y m a k e r s  s h o u l d  n o t  
l o s e  s i g h t  o f  t h e  f a c t  t h a t  o n l y  i n v e s t o r s  
w i t h  s t a b i l i t y  c l a u s e s  i n  t h e i r  c o n t r a c t s  
t h u s  f a r  h a v e  b e e n  w i l l i n g  t o  m a k e  t h e  
significant investments that have led to 
t h e  r e c e n t  t r e n d  i n  p r o d u c t i o n  g r o w t h .

To  s u m m a r i z e  p r o d u c t i o n  i n  t h e  
c o n t e x t  o f  t h e  c u r r e n t  g a s  b a l a n c e :  O f  
t o t a l  ( g r o s s )  g a s  p r o d u c t i o n  o f  5 5 . 5  
B c m  i n  2 0 1 8 ,  3 4 %  ( 1 9 . 1  B c m )  w a s  
r e i n j e c t e d ,  l e a v i n g  3 6 . 4  B c m  a v a i l a b l e  f o r  
c o m m e r c i a l  u s e .  O f  t h i s ,  1 9 . 4  B c m  w a s  
e x p o r t e d  ( a c c o r d i n g  t o  o p e r a t i o n a l  d a t a ) ,  

l e a v i n g  r o u g h l y  1 7  B c m  f o r  t h e  d o m e s t i c  
m a r k e t .  Th i s  w a s  a u g m e n t e d  b y  7 . 0  B c m  
o f  i m p o r t s  ( p r i m a r i l y  f r o m  Ru s s i a  a n d  
U z b e k i s t a n  t o  t h e  a d j a c e n t  r e g i o n s  i n  
K a z a k h s t a n ) ,  y i e l d i n g  a p p r o x i m a t e l y  2 4  
B c m  o f  a p p a r e n t  d o m e s t i c  c o n s u m p t i o n 3  
( s e e  Ta b l e  4 . 1 .  K a z a k h s t a n ’ s  
N a t u r a l  G a s  B a l a n c e ,  2 0 1 0 - 1 8 ) .

4.2.2. Consumption

U n l i k e  o t h e r  CI S  c o u n t r i e s ,  g a s  p l a y s  
a  r e l a t i v e l y  l i m i t e d  r o l e  i n  K a z a k h s t a n ’ s  
p r i m a r y  e n e r g y  b a l a n c e .  Th e  c o u n t r y ’ s  
e n e r g y  c o n s u m p t i o n  n e e d s  a r e  m e t  
m a i n l y  b y  c o a l  ( 5 9 % )  w i t h  g a s  a c c o u n t i n g  
f o r  o n l y  2 1 %  o f  p r i m a r y  e n e r g y  
c o n s u m p t i o n ,  a l t h o u g h  i t s  s h a r e  h a s  
b e e n  r i s i n g ;  o i l  a c c o u n t s  f o r  1 8 % ,  a n d  
p r i m a r y  e l e c t r i c i t y  a n d  o t h e r  s o u r c e s  
2 %  ( s e e  F i g u r e  4 . 4 .  K a z a k h s t a n ’ s  
p r i m a r y  e n e r g y  c o n s u m p t i o n  b y  f u e l ) .

I n  t e r m s  o f  r e g i o n a l  g a s  c o n s u m p t i o n ,  
t h e r e  a r e  t h r e e  b r o a d  r e g i o n a l  m a r k e t s  
identifiable in Kazakhstan (see Figure 4.5. 
Re g i o n a l  s h a r e s  o f  g a s  c o n s u m p t i o n  i n  
2 0 1 8 ) .  Th e  w e s t e r n  p a r t  o f  t h e  c o u n t r y  
( m a i n l y  t h e  o i l  a n d  g a s  p r o d u c i n g  r e g i o n s )  
is a significant gas consumer, while in 

t h e  n o r t h  a n d  t h e  e a s t ,  e c o n o m i e s  a r e  
r u n  p r e d o m i n a n t l y  o n  c o a l .  Th i s  t r e n d  i s  
e x p e c t e d  t o  c o n t i n u e .  I n  t h e  s o u t h ,  b o t h  
c o a l  a n d  g a s  a r e  u s e d  a n d  w i l l  c o m p e t e  
g o i n g  f o r w a r d .  Th e r e  i s  a  p o t e n t i a l  t o  
i n c r e a s e  t h e  u s e  o f  n a t u r a l  g a s  i n  t h e  
s o u t h  i n  a l l  t h r e e  c o n s u m e r  c a t e g o r i e s —

3   Ap p a r e n t  c o n s u m p t i o n  i s  c o m m e r c i a l  p r o d u c t i o n  p l u s  i m p o r t s  m i n u s  e x p o r t s  a n d  d i f f e r s  f r o m  “ e n d - o f - p i p e  d e l i v e r i e s . ”  Th e  a p p a r e n t  c o n s u m p t i o n  
figure is an estimate, due to uncertainties in export and import volumes.
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I n  2 0 1 8 ,  K a z a k h s t a n ’ s  “ e n d - o f - p i p e l i n e ”  
c o n s u m p t i o n  r e a c h e d  1 5 . 1  B c m ,  6 8 %  
h i g h e r  t h a n  t h e  9  B c m  c o n s u m e d  i n  2 0 0 8  
a n d  h i g h e r  t h a n  t h e  1 9 9 0  l e v e l  o f  1 4 . 4  B c m  
a c h i e v e d  a t  t h e  e n d  o f  t h e  S o v i e t  p e r i o d .
M o s t  o f  t h e  g a s  d e l i v e r e d  b y  p i p e l i n e s  i s  
c o n s u m e d  i n  p o w e r  g e n e r a t i o n  ( 5 0 % ) ,  
f o l l o w e d  b y  r e s i d e n t i a l - c o m m e r c i a l  u s e r s  
( d o m e s t i c  s e c t o r )  ( 3 6 % ) ,  a n d  i n d u s t r y  
(14%). Significant growth potential exists 
f o r  u s e  o f  g a s  i n  p o w e r  b o t h  t o  l e s s e n  
t h e  p o w e r  s e c t o r ’ s  n e g a t i v e  i m p a c t  o n  
the environment and to provide flexible 
g e n e r a t i o n  f o r  a n  i n c r e a s i n g l y  p r o n o u n c e d  
peak profile, stemming from an ongoing 
s t r u c t u r a l  s h i f t  i n  e l e c t r i c i t y  d e m a n d  t o  
r e s i d e n t i a l - c o m m e r c i a l  u s e  f r o m  i n d u s t r y .  
In 2018, gas-fired generation accounted 
o n l y  f o r  1 9 %  o f  n a t i o n a l  p o w e r p r o d u c t i o n  
o v e r a l l .  Th e r e  i s  a l s o  p o t e n t i a l  f o r  u t i l i z a t i o n  
o f  g a s  i n  v e h i c l e s  ( t r a n s p o r t a t i o n ,  
reducing demand for refined products) 
a n d  i n d u s t r y ,  i n c l u d i n g  i n  K a r a g a n d a  a n d  
Ak m o l a  o b l a s t s .  I n  t h e  r e s i d e n t i a l  s e c t o r ,  

m a j o r  s u p p o r t  f o r  c o n s u m p t i o n  g r o w t h  i s  
p r o v i d e d  b y  K TG ’ s  o n g o i n g  b u i l d - o u t  o f  
d i s t r i b u t i o n  p i p e l i n e  i n f r a s t r u c t u r e  ( s e e  
b e l o w ) .  Ho w e v e r ,  c o n s u m p t i o n  o f  n a t u r a l  
g a s  b y  t h e  p o w e r  s e c t o r  a n d  i n d u s t r y  
i s  i m p a c t e d  b y  p r e f e r e n c e s  r o o t e d  i n  
e c o n o m i c s  a n d  i n  e c o l o g i c a l  r e g u l a t i o n s  
f a v o r i n g  c o a l  o v e r  g a s  ( s e e  s e c t i o n  
4 . 4 . 2  b e l o w ) .  I n  s u m m a r y ,  t h e r e  i s  l i t t l e  
i n c e n t i v e  f o r  m o s t  i n d u s t r i a l  c o n s u m e r s  i n  
K a z a k h s t a n  t o  s w i t c h  f r o m  c o a l  t o  n a t u r a l  
g a s .  N o n e t h e l e s s ,  w e  e x p e c t  K a z a k h s t a n ’ s  
a p p a r e n t  n a t u r a l  g a s  c o n s u m p t i o n  t o  
g r o w  a t  a b o u t  1 . 9 %  p e r  y e a r  o n  a v e r a g e  
o u t  t o  2 0 4 0 . Th i s  i s  t o  a b o u t  3 3  B c m ,  o r  
a b o u t  3 8 %  a b o v e  t h e  c u r r e n t  l e v e l .  W i t h  
c o m m e r c i a l  g a s  p r o d u c t i o n  e x p e c t e d  
t o  r e m a i n  s t a g n a n t ,  t h e  g a p  b e t w e e n  
c o m m e r c i a l  v o l u m e s  o f  g a s  a v a i l a b l e  
a n d  a p p a r e n t  c o n s u m p t i o n  ( a  g a p  w h i c h  
i s  n o w  e s s e n t i a l l y  e x p o r t e d )  d i m i n i s h e s  
a p p r e c i a b l y  d u r i n g  o u r  f o r e c a s t  p e r i o d ,  b y  
r o u g h l y  a l m o s t  t w o - t h i r d s .  S o ,  t h e  c u r r e n t  
t i g h t n e s s  i n  t h e  g a s  m a r k e t  i s  a  f e a t u r e  t h a t  

t h e  p o w e r  s e c t o r ,  r e s i d e n t i a l - c o m m e r c i a l  
s e c t o r ,  a n d  t h e  i n d u s t r i a l  s e c t o r —
o w i n g  t o  t h e  g r o w t h  o f  p o p u l a t i o n  a n d  
c o m m e r c i a l i z a t i o n .  U n l i k e  K a z a k h s t a n ’ s  
o t h e r  t w o  p o w e r  z o n e s  w h e r e  g a s  
d o m i n a t e s  i n  t h e  W e s t e r n  Z o n e  a n d  c o a l  
d o m i n a t e s  i n  t h e  N o r t h e r n  Z o n e ,  t h e r m a l  
p l a n t s  i n  K a z a k h s t a n ’ s  S o u t h  h a v e  a  

greater mix of gas- and coal-fired capacity 
( f u e l  u s e  i n  t h e  S o u t h e r n  Z o n e  t h e r m a l  
u t i l i t y  s t a t i o n s  i n  2 0 1 8  w a s  6 0 . 6 %  c o a l ,  
3 6 . 9 %  g a s ,  a n d  2 . 5 %  m a z u t ) .  An d  d e s p i t e  
h a v i n g  a c c e s s  t o  g a s ,  t h e  r e g i o n  h a s  a  
s u r p r i s i n g l y  s m a l l  a m o u n t  o f  g a s  t u r b i n e  
capacity for flexible power generation.4

4  Hydropower capacity in the South Zone also plays a growing role in flexible power supply, although its future expansion appears limited.
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Figure 4.5. Regional shares of "end-of-pipe" gas consumption in 2018

Source: IHS Markit, Ministry of Energy © 2019 IHS Markit
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i s  o n l y  e x p e c t e d  t o  i n t e n s i f y  i n  t h e  f u t u r e .
B y  2 0 4 0 ,  t h e  s h a r e  o f  e n d - o f - p i p e  g a s  

c o n s u m p t i o n  b y  t h e  e l e c t r i c  p o w e r  s e c t o r  
i s  e x p e c t e d  t o  r e m a i n  a t  a b o u t  5 0 % ,  
a l t h o u g h  i t  w i l l  e x p a n d  i n  v o l u m e  t o  a b o u t  
13.5 Bcm, refl ecting new generating 
c a p a c i t y  a d d i t i o n s  c o m i n g  o n s t r e a m .  Th e  
s h a r e  o f  r e s i d e n t i a l - c o m m e r c i a l  u s e  i n  g a s  
c o n s u m p t i o n w i l l  d e c r e a s e  f r o m  a  t h i r d  t o  

a b o u t  a  q u a r t e r ,  w h i l e  i n d u s t r y ’ s  s h a r e  w i l l  
g r o w  f r o m  1 4 %  t o  2 5 % ,  u n d e r l i n i n g  t h e  
g r e a t e r  p o t e n t i a l  f o r  g a s  u s e  i n  i n d u s t r y ,  
i n c l u d i n g  a p p l i c a t i o n s  o f  n a t u r a l  g a s  u s e  
i n  t h e  p e t r o c h e m i c a l  i n d u s t r y  ( s e e  F i g u r e  
4 . 6 .  K a z a k h s t a n ’ s  n a t u r a l  g a s  c o n s u m p t i o n  
b y  s e c t o r ) .  En d - o f - p i p e  c o n s u m p t i o n  
i s  e x p e c t e d  t o  g r o w  b y  6 8 %  b e t w e e n  
2 0 1 8  a n d  2 0 4 0 ,  r e a c h i n g  2 5 . 4  B c m .

O n e  k e y  c o n c l u s i o n  f r o m  o u r  a n a l y s i s i s  
t h a t  t h e r e  w i l l  b e  c o m p e t i t i o n  f o r  a v a i l a b l e  
c o m m e r c i a l  g a s  v o l u m e s   b e t w e e n  
d o m e s t i c  c o n s u m p t i o n  a n d  e x p o r t s .  
Al t h o u g h  t h e  a l l o c a t i o n  b e t w e e n  t h e  t w o  
i s  e s s e n t i a l l y  a  p o l i t i c a l  d e c i s i o n  a n d  t h e  

L a w  o n  G a s  a n d  G a s  S u p p l y  p r i o r i t i z e s  
d o m e s t i c  d e l i v e r i e s  o v e r  e x p o r t s ,  t h e r e  a r e  
a  n u m b e r  o f  k e y  f a c t o r s  t o  b e  c o n s i d e r e d .  
W e  w i l l  d i s c u s s  t h e s e  f u r t h e r  a s  w e  c o n s i d e r  
g a s  t r a d e  a n d  e x p o r t s  i n  t h e  n e x t  s e c t i o n .

Kazakhstan’s Evolving Petrochemical Clusters
Atyrau gas-chemical complex
L o n g - h e l d  p l a n s  t o  e s t a b l i s h  a  m a j o r  g a s - b a s e d  p e t r o c h e m i c a l  i n d u s t r y  i n  w e s t e r n  

Kazakhstan (and specifi cally, Atyrau Oblast) appear to now be fi nally bearing fruit, 
p a r t l y  o w i n g  t o  g e n e r a l  i m p r o v e m e n t s  i n  t h e  e x t e r n a l  e c o n o m i c  e n v i r o n m e n t .  Ac t u a l  
c o n s t r u c t i o n  i s  n o w  u n d e r  w a y  a n d  o r d e r s  p l a c e d  f o r  t h e  e q u i p m e n t  f o r  Ph a s e  1  
o f  a  l a r g e r  p r o j e c t .  Ph a s e  1  i n c l u d e s  a  p r o p a n e  d e h y d r o g e n a t i o n  ( PD H)  u n i t  a n d  
p o l y p r o p y l e n e  p l a n t  a s  w e l l  a s  a s s o c i a t e d  i n f r a s t r u c t u r e . To t a l  c a p i t a l  e x p e n d i t u r e s  
f o r  t h e  Ph a s e  1  f a c i l i t i e s  a r e  e s t i m a t e d  a t  a b o u t  $ 2 . 3  b i l l i o n .  

Ph a s e  1  o f  t h e  g a s - c h e m i c a l  c o m p l e x  w a s  t r a n s f e r r e d  t o  t h e  t r u s t  m a n a g e m e n t  
o f  K M G  N C f o r  i m p l e m e n t a t i o n ,  f r o m  U n i t e d  Ch e m i c a l  Co m p a n y  ( U CC) ,  a s  b o t h  a r e  
o w n e d  1 0 0 %  b y  t h e  n a t i o n a l  s o v e r e i g n  w e a l t h  f u n d  S a m r u k  K a z y n a .  Th i s  o c c u r r e d  
i n  J u n e  2 0 1 8 ,  w h i c h  f a c i l i t a t e d  t h e  l a u n c h  o f  f u l l - s c a l e  c o n s t r u c t i o n  w o r k  ( t h i s  i s  n o w  
3 4 %  c o m p l e t e  c o m p a r e d  t o  o n l y  6 %  w h e n  K M G  t o o k  o v e r ) ,  t a k i n g  a d v a n t a g e  o f  
the experienced project team at KMG that oversaw the completion of the refi nery 
m o d e r n i z a t i o n  p r o g r a m .  

Th e  g o v e r n m e n t  h a s  l o n g  b e e n  p r o m o t i n g  p l a n s  f o r  a  l a r g e  g a s - c h e m i c a l  c o m p l e x  
a t  K a r a b a t a n ,  l o c a t e d  a b o u t  4 0  k m  e a s t  o f  t h e  c i t y  o f  At y r a u .  Th e  s p e c i a l i z e d  c o m p a n y  
U CC w a s  e s t a b l i s h e d  w i t h i n  S a m r u k  K a z y n a  t o  c a r r y  o u t  t h i s  e n d e a v o r ,  a l b e i t  t h r o u g h  
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c o n s o r t i a b e t w e e n  U CC a n d  o t h e r  s t a k e h o l d e r s  ( i n c l u d i n g  i n t e r n a t i o n a l  p a r t n e r s  a n d  
i n v e s t o r s ) .  Th i s  l a r g e  c o m p l e x  i s  s t i l l  p l a n n e d  t o  p r o d u c e  b o t h  e t h y l e n e  a n d  p r o p y l e n e ,  
a n d  t h e n  c o n v e r t  t h e m  i n t o  p o l y p r o p y l e n e  a n d  p o l y e t h y l e n e .  Am b i t i o u s  p l a n s  a l s o  c a l l  
f o r  o t h e r  r e l a t e d  c h e m i c a l  p r o d u c t s  t o  b e  a d d e d  e v e n t u a l l y ,  s u c h  a s  e t h y l  b e n z e n e ,  
e t h y l e n e  g l y c o l ,  p o l y e t h y l e n e  t e r e p h t h a l a t e  ( PET) ,  a n d  p o l y v i n y l  c h l o r i d e  ( PV C) .  
Th e  o v e r a l l  p r o j e c t  i s  s t i l l  b e i n g  l e d  b y  U CC.  Ph a s e  1  i s  b e i n g  d e v e l o p e d  b y  K PI I  
( K a z a k h s t a n  Pe t r o c h e m i c a l  I n d u s t r i e s  I n c . ) ,  e s t a b l i s h e d  i n  2 0 0 8  a s  a  p a r t n e r s h i p  
b e t w e e n  U CC ( o w n i n g  5 1 % )  a n d  Al m e x  Pl u s  ( 4 9 % ) .  I n  2 0 1 8 ,  Al m e x  Pl u s  r e d u c e d  i t s  
s h a r e  t o  o n l y  1 % ,  l e a v i n g  9 9 %  h e l d  b y  U CC.

Th i s  l a r g e  p r o j e c t  i s  o f  s t r a t e g i c  i m p o r t a n c e  t o  K a z a k h s t a n  b e c a u s e  i t  w i l l  h e l p  
d i v e r s i f y  t h e  h y d r o c a r b o n s  e c o n o m y  f r o m  a  p u r e l y  r e s o u r c e  e x t r a c t i o n  p o s i t i o n  
through more “value-added” in petrochemicals. Petrochemical (olefi n) production in 
w e s t e r n  K a z a k h s t a n  i s  t o  b e  b a s e d  o n  f e e d s t o c k - r i c h  g a s — a n d  o n  t h e  c o m p e t i t i v e n e s s  
o f  r e l a t i v e l y  c h e a p  a n d  p o t e n t i a l l y  l a r g e  v o l u m e s  o f  n a t u r a l  g a s  l i q u i d  ( N G L ) - r i c h  
a s s o c i a t e d  g a s .  

The complex’s source of gas is the Tengiz fi eld operated by TCO. TCO 
( Te n g i z Ch e v r O i l )  i s  t h e  l a r g e s t  c r u d e  o i l  p r o d u c e r  i n  K a z a k h s t a n ,  p r o d u c i n g  2 7 - 2 9  
M M t  ( 6 0 0 , 0 0 0 - 6 2 5 , 0 0 0  b / d )  o f  c r u d e  o i l  p e r  y e a r  i n  r e c e n t  y e a r s ,  w h i c h  r e p r e s e n t e d  
a b o u t  3 2 %  o f  K a z a k h s t a n ’ s  t o t a l  c r u d e  o i l  p r o d u c t i o n  i n  2 0 1 8 .  

Th e  c o m p l e x  i s  p l a n n e d  t o  p r o c e s s  a b o u t  7  B c m / y  o f  g a s  f r o m  TCO .  Th e  d r y  g a s  
w o u l d  b e  r u n  t h r o u g h  a  g a s  s e p a r a t i o n  u n i t  ( G S U )  t o  e x t r a c t  t h e  e t h a n e  a n d  p r o p a n e  
necessary for the production of olefi ns, while the methane will be returned to be 
available for other uses.The sales gas from TCO is expected to contain suffi cient 
q u a n t i t i e s  o f  e t h a n e ,  b u t  a l s o  s o m e  p r o p a n e  a n d  b u t a n e ,  t o  a l l o w  t h e  G S U  t o  e x t r a c t  
o v e r  1  M M t / y  o f  e t h a n e  a n d  a b o u t  0 . 4  M M t / y  o f  p r o p a n e / b u t a n e  m i x  ( c o m p r i s e d  
m o s t l y  o f  p r o p a n e ) .

Th e  l a r g e  g a s - c h e m i c a l  c o m p l e x  i s  b e i n g  d e v e l o p e d  i n  t w o  m a j o r  p h a s e s :  
•  As  n o t e d  a b o v e ,  Ph a s e  1  i n v o l v e s  t h e  c o n s t r u c t i o n  o f  a  p o l y p r o p y l e n e  

p r o d u c t i o n  l i n e  w i t h  a  c a p a c i t y  o f  5 5 0 , 0 0 0  m e t r i c  t o n s / y  a n d  a s s o c i a t e d  i n f r a s t r u c t u r e  
a n d  f a c i l i t i e s ,  i n c l u d i n g  a  5 5 0 , 0 0 0  t o n  p r o p a n e  d e h y d r a t i o n  ( PD H)  u n i t .  Th i s  i s  b e i n g  
overseen by KPII. The latter will be equipped with CB&I’s Catofi n technology to 
c o n v e r t  p r o p a n e  t o  p r o p y l e n e ,  w h i l e  t h e  5 0 0 , 0 0 0  t o n / y  p o l y p r o p y l e n e  p l a n t  w i l l  u s e  
CB & I ’ s  N o v o l e n  a d v a n c e d  g a s - p h a s e  t e c h n o l o g y .  CB & I  r e c e i v e d  n o t i c e  t o  p r o c e e d  
w i t h  i t s  s c o p e  o f  w o r k  i n  D e c e m b e r  2 0 1 7 .  O r d e r s  f o r  t h e  e q u i p m e n t  h a v e  b e e n  
p l a c e d .  Th e  p l a n  i s  f o r  Ph a s e  1  ( p o l y p r o p y l e n e  p r o d u c t i o n )  t o  b e  l a u n c h e d  i n  l a t e  
2 0 2 1 .

•  Ph a s e  2  i s  p l a n n e d  t o  i n c l u d e  t h e  c o n s t r u c t i o n  o f  a  p o l y e t h y l e n e  p r o d u c t i o n  
l i n e  w i t h  t w o  6 2 5 , 0 0 0  t o n s / y  t r a i n s ,  a s  w e l l  a s  a s s o c i a t e d  i n f r a s t r u c t u r e .  I t  a l s o  
i n c l u d e s  a  1 . 2 5  M M t / y  e t h y l e n e  s t e a m  c r a c k e r  ( p y r o l y s i s  u n i t )  ( s e e  F i g u r e  4 . 7 ) .  Th e  
c o n s t r u c t i o n  o f  t h e  e t h y l e n e / p o l y e t h y l e n e  l i n e  i s  n o w  p l a n n e d  t o  b e g i n  i n  2 0 2 1 ,  a n d  
l a u n c h e d  i n t o  o p e r a t i o n  i n  2 0 2 5 ;  c u r r e n t l y ,  a  f e a s i b i l i t y  s t u d y  i s  u n d e r w a y .  Th i s  i s  
b e i n g  d o n e  u n d e r  a n  a g r e e m e n t  s i g n e d  b e t w e e n  B o r e a l i s ,  a  l e a d i n g  g l o b a l  p r o d u c e r  
of polyolefi ns owned jointly by the Mubadala Group and OMV, and UCC in March 
2 0 1 8 .  Cu r r e n t l y ,  Ph a s e  2  i s  p r o c e e d i n g  a s  a  5 0 : 5 0  J V  ( S i l e n o )  b e t w e e n  U CC a n d  
B o r e a l i s .
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Figure 4.7. Schematic confi guration of the UCC petrochemical complex

Th e  p e t r o c h e m i c a l  c o m p l e x  i s  s p r e a d  o v e r  t w o  l o c a t i o n s :  a t  Te n g i z  a n d  
a t  t h e  t o w n  o f  K a r a b a t a n  n e a r  t h e  c i t y  o f  At y r a u  ( s e e  F i g u r e  4 . 8 ) .  Th e  f a c i l i t i e s  
a t  Te n g i z  a r e  t h e  g a s  s e p a r a t i o n  u n i t  o r  g a s  p r o c e s s i n g  p l a n t  ( G PZ ) ,  a n  N G L  
f r a c t i o n i n g  u n i t ,  a n d  a s s o c i a t e d  u t i l i t i e s .  Th e  s t e a m  c r a c k e r ,  PD H u n i t ,  a n d  t h e  
d o w n s t r e a m  p o l y p r o p y l e n e  a n d  p o l y e t h y l e n e  p r o d u c t i o n  u n i t s  a r e  l o c a t e d  a t  
t h e  K a r a b a t a n  s i t e .  Th e  c o m p l e x  w i l l  a l s o  h a v e  i t s  o w n  p o w e r  p l a n t ,  o f  3 1 0  
M W ,  t h a t  i s  p l a n n e d  t o  b e  c o m p l e t e d  i n  2 0 2 0 .  A 2 0 0  k m  p i p e l i n e  w i l l  t r a n s p o r t  
e t h a n e  t o  K a r a b a t a n ,  w h i l e  r a i l  t r a n s p o r t  w i l l  b e  u s e d  f o r  t h e  e x t r a c t e d  p r o p a n e .

F i g u r e  4 . 8 .  L o c a t i o n  o f  U CC G a s - Ch e m i c a l s  
Pr o j e c t

G l o b a l l y ,  t h e  m a i n  e l e m e n t  d e t e r m i n i n g  
costs of integrated polyolefi n production 
a n d  t h e  r e l a t i v e  c o m p e t i t i v e n e s s  o f  a  
p a r t i c u l a r  p l a n t  i s  a c t u a l l y  t h e  c o s t  o f  
t h e  f e e d s t o c k  ( s e e  Ch a p t e r  4  o f  Th e  
K AZ EN ERG Y  N a t i o n a l  En e r g y  Re p o r t  
2 0 1 5 ) .  Th e r e f o r e ,  t h e  l o w - c o s t  f e e d s t o c k  
a v a i l a b l e  t o  t h e  K a z a k h  p l a n t s  s h o u l d  
m a k e  t h e m  v e r y  c o m p e t i t i v e  g l o b a l l y ,  
e v e n  o n  a  d e l i v e r e d  c o s t  b a s i s  ( i . e . ,  
i n c l u d i n g  t r a n s p o r t a t i o n  c o s t s ) ,  e i t h e r  t o  
Eu r o p e a n  m a r k e t s  o r  t o  As i a n  m a r k e t s ;  
t h e i r  p r o j e c t e d  c o s t s  o f  o p e r a t i o n  a r e  
l o w e r  t h a n  n e a r l y  a l l  o t h e r  p r o d u c i n g  
r e g i o n s  a r o u n d  t h e  w o r l d ;  t h e  e x c e p t i o n  
i s  e t h a n e - b a s e d  m a n u f a c t u r e  i n  S a u d i  
Ar a b i a .

Th e r e f o r e ,  i t  a p p e a r s  t h a t  a  m a j o r  r e a s o n  f o r  t h e  r e l u c t a n c e  o f  i n v e s t o r s  t o  
p r o c e e d  p r e v i o u s l y  i n  K a z a k h s t a n  w a s  t h e  g e n e r a l  g l o b a l  b u s i n e s s  c l i m a t e  a n d  
r e l a t e d  u n c e r t a i n t i e s  o f  d e m a n d  a n d  p r i c i n g  f o r  p e t r o c h e m i c a l s ,  a l t h o u g h  i t  m u s t  
b e  r e c o g n i z e d  t h a t  m a j o r  i n v e s t m e n t s  a r e  p r o c e e d i n g  i n  o t h e r  l o w - c o s t  f e e d s t o c k  
l o c a t i o n s  s u c h  a s  t h e  U S  G u l f  Co a s t  a n d  M i d d l e  Ea s t . 5   Pr e v i o u s l y ,  t h e  m a i n  i s s u e  f o r  
t h e  h e s i t a n c y  f o r  i n v e s t m e n t  i n  K a z a k h s t a n ’ s  p e t r o c h e m i c a l  d e v e l o p m e n t  w a s  s t a t e d  
t o  b e  t h e  h i g h  c o s t s  o f  c o n s t r u c t i o n  d u e  t o  t h e  c o u n t r y ’ s  r e m o t e  l o c a t i o n ,  a s  t h e  
e q u i p m e n t  c o s t s  t e n d  t o  b e  v e r y  s i m i l a r  b e t w e e n  c o u n t r i e s .  Th e  o t h e r  i s s u e  a p p e a r s  
to be the general (and more intangible) regulatory and fi scal risks of doing business 
in Kazakhstan, particularly for external investors and fi nancial institutions.

Overall Silleno petrochemical complex
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5  F o r  e x a m p l e ,  t h e  m o s t  r e c e n t  p r o j e c t  t o  b e  a n n o u n c e d  t h i s  y e a r  i s  a n  $ 8  b i l l i o n  c o m p l e x ,  k n o w n  a s  t h e  U S  G u l f  Co a s t  I I  Pe t r o c h e m i c a l  Pr o j e c t ,  
t h a t  i n c l u d e s  a s  p a r t n e r s  Ch e v r o n  Ph i l l i p s  Ch e m i c a l  ( 5 1 % )  a n d  Q a t a r  Pe t r o l e u m  ( 4 9 % ) .  I t  i s  s l a t e d  t o  i n c l u d e  a  2  M M t / y  e t h y l e n e  c r a c k e r  a n d  t w o  
1 MMt/y high-density polyethylene units. A fi nal investment decision is expected by 2021, with start-up planned for 2024. In fact, it is possible 
t h a t  g l o b a l  o v e r s u p p l y  m a y  e m e r g e  i n  p a r t i c u l a r  s e g m e n t s  b e c a u s e  o f  t h e  l a r g e  n u m b e r  o f  p e t r o c h e m i c a l  p r o j e c t s  n o w  u n d e r w a y .
6  Cu r r e n t l y ,  t h e r e  a r e  s i x  a c t i v e  p r o j e c t s  w i t h i n  t h e  Te c h n o p a r k  S EZ ,  i n v o l v i n g  1 7  d i f f e r e n t  i n v e s t o r s .  Th e  v o l u m e  o f  p r o d u c t i o n  w i t h i n  t h e  
Te c h n o p a r k  w a s  r e p o r t e d l y  1 0 . 1  b i l l i o n  t e n g e  ( a b o u t  $ 2 7  m i l l i o n )  l a s t  y e a r .
7  The aromatics complex (KPA)at the Atyrau refi nery entered operation in late 2015. The KPA consists of fi ve major technological installations: 
a catalytic reformer (1 MMt/y), xylene isomerization, paraxylene production, a heavy aromatics transalkylation unit, and raffi nate separation. 
Ax e n s ’  Pa r a m a X  B TX  t e c h n o l o g y  c o n s t i t u t e d  t h e  b u l k  o f  n e w  i n s t a l l a t i o n s ,  w h i l e  F o s t e r  W h e e l e r  p r o v i d e d  a  h y d r o g e n  u n i t ,  a n d  o t h e r  u n i t s  w e r e  
p r o v i d e d b y  Pr o s e r n a t ,  U O P,  a n d  O m s k n e f t e k h i m p r o y e k t .  Th e  K PA c a n  o p e r a t e  i n  o n e  o f  t w o  m o d e s ,  e i t h e r  t o  o p t i m i z e  h i g h - o c t a n e  g a s o l i n e  
p r o d u c t i o n  o r  t o  p r o d u c e  a r o m a t i c s  ( u p  t o  4 9 6 , 0 0 0  t o n s / y  o f  p a r a x y l e n e  a n d  1 3 3 , 0 0 0  t o n s / y  o f  b e n z e n e ) ,  d e p e n d i n g  o n  d o m e s t i c  f u e l  d e m a n d .  
The heavy aromatics transalkylation unit provides this fl exibility, as it produces gasoline as a byproduct. Since its commissioning, the KPA has 
m o s t l y  o p e r a t e d  i n  g a s o l i n e  p r o d u c t i o n  m o d e  b e c a u s e  o f t h e  p r e s s i n g  n e e d  f o r  g a s o l i n e  f o r  d o m e s t i c  c o n s u m p t i o n ,  b u t  a r o m a t i c s  p r o d u c t i o n  
commenced in 2018 following the commissioning of the deep refi ning complex.

Atyrau PET plant

An o t h e r  p e t r o c h e m i c a l  p r o j e c t  u n d e r  d e v e l o p m e n t  i s  a  p r o p o s e d  p l a n t  t o  p r o d u c e  
p o l y e t h y l e n e  t e r e p h t h a l a t e  ( PET)  p l a s t i c s  b y  Al m e x .  Th i s  w o u l d  b e  i n  At y r a u  O b l a s t  
w i t h i n  t h e  s p e c i a l  e c o n o m i c  z o n e  ( F EZ )  o f  t h e  N a t i o n a l  I n d u s t r i a l  Pe t r o c h e m i c a l  
Te c h n o p a r k  w h e r e  t h e  l a r g e r  U CC f a c i l i t i e s  a r e  l o c a t e d . 6   PET i s  t h e  m o s t  c o m m o n  
t h e r m o p l a s t i c  p o l y m e r  r e s i n  o f  t h e  p o l y e s t e r  f a m i l y  a n d  i s  w i d e l y  u s e d  i n  a  v a r i e t y  
of applications, including fi bers for clothing, containers for liquids and foods, and 
t h e r m o f o r m i n g  f o r  m a n u f a c t u r i n g . Th e  l o g i c  f o r  t h e  p r o p o s e d  p l a n t  i s  t h e  a v a i l a b i l i t y  
of paraxylene (PX) from the new unit that went into operation at the Atyrau refi nery 
i n  2 0 1 5 ,  t h a t  h a s  t h e  c a p a c i t y  t o  p r o d u c e  u p  t o  4 9 6 , 0 0 0  t o n s / y  o f  PX . 7   K a z a k h s t a n  
c u r r e n t l y  h a s  n o  d o m e s t i c  d e m a n d  f o r  PX ,  s o  i n s t e a d  o f  b e i n g  e x p o r t e d ,  t h e  i d e a  i s  
t o  u s e  i t  l o c a l l y  t o  p r o d u c e  t e r e p h t h a l i c  a c i d  ( PTA) ,  a n d  t h e n  PET p l a s t i c s .  Ch i n e s e  
i n v e s t o r s  a r e  b e i n g  l i n e d  u p ,  a n d  a  f e a s i b i l i t y  s t u d y  i s  p l a n n e d .

Aktobe petrochemical complex

Another petrochemical project that is under development is another large polyolefi ns 
complex, but in Aktobe Oblast. The Chinese fi rm Tianjin Bohai Petrochemical, part 
o f  t h e  Ti a n j i n  B o h a i  Ch e m i c a l  G r o u p ,  s i g n e d  a  c o o p e r a t i o n  a g r e e m e n t  f o r  t h e  p r o j e c t  
w i t h  t h e  g o v e r n m e n t  o f  Ak t o b e  O b l a s t  i n  J a n u a r y  2 0 1 8 .  Th e  p l a n  i s  t o  d e v e l o p  t w o  
p h a s e s ,  w i t h  b o t h  p h a s e s  t o  b e  c o m p l e t e d  b y  2 0 2 1 :  Ph a s e  1  w i l l  b e  a  1 . 8  M M t / y  
methanol plant, with  Phase 2 consisting of a 300,000 ton/y olefi n plant (steam cracker) 
a n d  t w o  3 0 0 , 0 0 0  t o n / y  u n i t s  f o r  p o l y e t h y l e n e  a n d  p o l y p r o p y l e n e ,  r e s p e c t i v e l y .

The source of feedstock for the facility is not specifi ed, but could be NGLs 
p r o d u c e d  l o c a l l y  b y  t h e  l a r g e  g a s  p r o c e s s i n g  p l a n t  ( G PZ )  a t  Ch i n e s e - o w n e d  u p s t r e a m  
p r o d u c e r  CN PC- Ak t o b e m u n a y g a z .

Proposed Mangistau petrochemical complex

A j o i n t  v e n t u r e  b e t w e e n  K a z a k h s t a n ’ s  K a z Az o t  ( 3 9 % )  a n d  Ch i n a ’ s  I n n e r  
M o n g o l i a  B e r u n  Ho l d i n g  G r o u p  ( 6 1 % )  a n n o u n c e d  t h a t  i t  i n t e n d s  t o  b u i l d  a  g a s -
c h e m i c a l  c o m p l e x  i n  M a n g i s t a u  O b l a s t  ( p r o b a b l y  i n  Ak t a u  a t  t h e  S e a p o r t  S p e c i a l  
Ec o n o m i c  Z o n e ) ,  r e p o r t e d l y  w o r t h  a b o u t  1  t r i l l i o n  t e n g e  ( $ 2 . 7  b i l l i o n ) .  Th e  p l a n n e d  
p r o d u c t i o n  s l a t e  i n c l u d e s  m e t h a n o l  ( 4 0 0 , 0 0 0  t o n s / y )  a n d  n i t r o g e n o u s  f e r t i l i z e r s  
(600,000 tons/y) in the fi rst phase, followed by a second tranche of methanol and 
nitrogenous fertilizers, and then in a third phase involving the production of olefi ns. 
To t a l  c a p a c i t i e s  w o u l d  b e  1  M M t / y  o f  m e t h a n o l ,  1 . 2  M M t / y  o f  n i t r o g e n o u s  f e r t i l i z e r s ,  
and 600,000 tons/y of olefi ns.

K a z Az o t  i s  a  d o m e s t i c  p r o d u c e r  o f  a m m o n i a  a n d  a m m o n i u m  n i t r a t e  a s  w e l l  a s  
n a t u r a l  g a s  i n  M a n g i s t a u  O b l a s t .  I t s  h y d r o c a r b o n  p r o d u c t i o n  w o u l d  l i k e l y  b e  t h e  
s o u r c e  o f  f e e d s t o c k  f o r  t h e  p r o p o s e d  p e t r o c h e m i c a l  c o m p l e x .
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4.2.3. Trade

O f  K a z a k h s t a n ’ s  1 9 . 4  B c m  o f  
“ o p e r a t i o n a l ”  e x p o r t s 8   i n  2 0 1 8 ,  w e  
c a l c u l a t e  t h a t  1 2 . 6  B c m  w a s  s e n t  
n o r t h w a r d  t o  Ru s s i a ;  t h e  b u l k  o f  t h i s  i s  
r a w  ( u n p r o c e s s e d )  g a s  d i r e c t e d  f r o m  
K a r a c h a g a n a k  t o  t h e  O r e n b u r g  G PZ ,  w i t h  
t h e  r e m a i n d e r  t r a n s p o r t e d  n o r t h w a r d  v i a  
t h e  Ce n t r a l  As i a – Ce n t e r  a n d  B u k h a r a –
U r a l s  p i p e l i n e s  ( s e e  F i g u r e  4 . 9 .  M a p  
K a z a k h s t a n ’ s  g a s  s e c t o r  ( s e l e c t e d  k e y  
e l e m e n t s ) .  Ac c o r d i n g  t o  K TG ,  t h e  e x p o r t  
o f  c o m m e r c i a l  g a s  t o  Ru s s i a  a m o u n t e d  t o  
1 3 . 8  B c m ,  w h i l e  G a z p r o m  r e p o r t e d  t h a t  
i t  r e c e i v e d  1 2 . 3  B c m  f r o m  K a z a k h s t a n  i n  
2 0 1 8 .

I n  2 0 1 8 ,  Ch i n a  e m e r g e d  a s  a  m a j o r  
d e s t i n a t i o n  f o r  K a z a k h  g a s ,  r e c e i v i n g  5 . 2  

 8   Re p o r t i n g  o f  K a z a k h s t a n ’ s  g a s  e x p o r t s  r e m a i n s  c o n v o l u t e d .  Th e  S t a t i s t i c s  Co m m i t t e e  o f  K a z a k h s t a n  r e p o r t s  t o t a l  ( i n v o i c e d )  g a s  e x p o r t s  a s  
2 6 . 5  B c m  i n  2 0 1 8 ,  a n  a m o u n t  a l m o s t  a s  l a r g e  a s  t o t a l  c o m m e r c i a l  v o l u m e s  a v a i l a b l e  ( s e e  Ta b l e  4 . 1 ) .  Ac c o r d i n g  t o  “ o p e r a t i o n a l ”  d a t a  r e p o r t e d  
b y  K a z a k h s t a n ’ s  En e r g y  M i n i s t r y  ( b a s e d  o n  s h i p m e n t s  r e p o r t e d  b y  t h e  p i p e l i n e  o p e r a t o r s ) ,  o n l y  1 9 . 4  B c m  o f  g a s  w a s  p h y s i c a l l y  e x p o r t e d  f r o m  
Kazakhstan. The reason for these sizable discrepancies in reported gas exports stems from the statistical treatment of Karachaganak gas flowing 
t o  O r e n b u r g ,  w h i c h  m a y  b e  r e c o r d e d  o n c e  a s  r a w  g a s  w h e n  i t  l e a v e s  K a z a k h s t a n ,  a n d  t h e n  i n c l u d e d  a g a i n  w h e n  i t  r e e n t e r s  Ru s s i a  a f t e r  b e i n g  
p r o c e s s e d  u n d e r  t h e  e x i s t i n g  s w a p  a r r a n g e m e n t s  w i t h  G a z p r o m .
9  S e e  t h e  I HS  M a r k i t  I n s i g h t ,  K a z a k h s t a n  L a u n c h e s  L a r g e - S c a l e  N a t u r a l  G a s  Ex p o r t s  t o  Ch i n a  v i a  Ce n t r a l  As i a n  Pi p e l i n e  S y s t e m .  Th e s e  v o l u m e s  
s u p p l e m e n t e d  t h e  s m a l l e r  v o l u m e s  ( a r o u n d  0 . 5  B c m / y )  s e n t  v i a  t h e  1 1 0 k m  Z a y s a n - J e m i n a y  p i p e l i n e  i n  e a s t e r n  K a z a k h s t a n .

B c m ,  p u r s u a n t  t o  t h e  o n e - y e a r  a g r e e m e n t  
f o r  u p  t o  5  B c m  s i g n e d  b e t w e e n  K TG  
a n d  Pe t r o Ch i n a  I n t e r n a t i o n a l  Co m p a n y  
L i m i t e d  v i a  t h e  Ce n t r a l  As i a – Ch i n a  g a s  
p i p e l i n e  s y s t e m  ( CAG P) . 9   Th e  i n c r e a s e  
i n  K a z a k h  CAG P d e l i v e r i e s  b r o u g h t  CAG P 
u t i l i z a t i o n  t o  o v e r  5 0  B c m  ( m o r e  t h a n  
9 0 %  o f  a v a i l a b l e  5 5  B c m / y  c a p a c i t y ) .  
O n  1 2  O c t o b e r  2 0 1 8 ,  t h e  p a r t n e r s  i n k e d  
a five-year contract for the export of up 
t o  1 0  B c m / y  o f  g a s  v i a  CAG P.  Al t h o u g h  
K TG  s e e k s  t o  e x p o r t  a s  m u c h  a s  1 0  B c m / y  
d u r i n g  t h i s  p e r i o d ,  i t  d o e s  n o t  e x p e c t  t o  
s u s t a i n  e x p o r t s  a t  t h i s  l e v e l  a f t e r  2 0 2 3  
b e c a u s e  o f  l a c k  o f  c o m m e r c i a l  g a s  s u p p l y .  
I n  f a c t ,  t h e  I HS  M a r k i t  b a s e - c a s e  s c e n a r i o  
d o e s  n o t  e n v i s a g e  e x p o r t s  t o  Ch i n a  
e x c e e d i n g  8  B c m / y  o v e r  t h e  f o r e c a s t  
p e r i o d  o u t  t o  2 0 4 0 .

Figure 4.9. Kazakhstan’s gas sector (selected key elements)
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Co m p e t i t i o n  b e t w e e n  d o m e s t i c  d e m a n d  
a n d  e x p o r t s  h a s  i m p o r t a n t  i m p l i c a t i o n s  f o r  
K TG  a n d  i t s  o v e r a l l  b u s i n e s s  o p e r a t i o n s .  
G i v e n  l o w  r e g u l a t e d  d o m e s t i c  g a s  p r i c e s  
a n d  K TG ’ s  m a n d a t e  t o  e x p a n d  d o m e s t i c  
gasification, these sales generate financial 
l o s s e s  f o r  t h e  c o m p a n y .  K TG  o p e r a t i o n s  
o v e r a l l  h a v e  r e m a i n e d  i n  t h e  b l a c k ,  b u t  
m a i n l y  d u e  t o  g a s  e x p o r t s  t o  Ch i n a .  I n  
2 0 1 8 ,  Ch i n e s e  e x p o r t  r e v e n u e s  j u m p e d  
t o  $ 2 . 4 7  b i l l i o n ,  u p  f r o m  $ 1 . 7 4  b i l l i o n  
i n  2 0 1 7 .  Th u s ,  t h e  d e c l i n e  i n  e x p o r t s  t o  
Ch i n a  a f t e r  2 0 2 3  w o u l d  r e p r e s e n t  a  m a j o r  
financial blow to the company (see below).

Reflecting the tightening domestic 
g a s  b a l a n c e ,  I HS  M a r k i t  b a s e - c a s e  
p r o j e c t i o n s  o f  K a z a k h s t a n ’ s  o p e r a t i o n a l  
e x p o r t s  b y  2 0 4 0  a c t u a l l y  d e c l i n e  b y  
a l m o s t  h a l f  r e l a t i v e  t o  c u r r e n t  l e v e l s ,  t o  
a b o u t  1 0 . 5  B c m / y .  Ru s s i a  a n d  Ch i n a  
r e m a i n  t h e  m a j o r  e x p o r t  d e s t i n a t i o n s  ( s e e  
F i g u r e  4 . 1 0 .  O u t l o o k  f o r  K a z a k h s t a n ’ s  
n a t u r a l  g a s  e x p o r t s  b y  c o u n t r y  t o  2 0 4 0 ) .  
Th u s ,  n o t  o n l y  d o  K a z a k h s t a n ’ s  l i m i t e d  
c o m m e r c i a l  v o l u m e s  p l a c e  c o n s t r a i n t s  o n  
e x p a n s i o n  o f  d o m e s t i c  g a s  c o n s u m p t i o n ,  
b u t  a l s o  p u t  a  c e i l i n g  o n  e x p o r t s .

Imports  w e r e  7 . 0  B c m  i n  2 0 1 8  
( a c c o r d i n g  t o  c u s t o m s  s t a t i s t i c s )  o r  6 . 0  
B c m  ( a c c o r d i n g  t o  o p e r a t i o n a l  s t a t i s t i c s )  
( a n d  6 . 1  B c m  a c c o r d i n g  t o  K TG )  ( s e e  Ta b l e  
4 . 1 ) .  I m p o r t s  a r e  p r o j e c t e d  t o  r e m a i n  a t  
a b o u t  t h i s  l e v e l  ( ~ 6  B c m / y )  t h r o u g h  2 0 4 0 ,  
a s  t h e y  a r e  q u i t e  e f f e c t i v e  f o r  s e r v i n g  
b o r d e r  r e g i o n s  i n  t h e  s o u t h  a n d  n o r t h ,  
and giving Kazakhstan flexibility in its 
g a s  b a l a n c e .  As  d e t a i l e d  i n  t h e  p r e v i o u s  
N a t i o n a l  En e r g y  Re p o r t s ,  f o r  g e o g r a p h i c a l  
a n d  l o g i s t i c a l  r e a s o n s ,  i t  m a k e s  s e n s e  f o r  
K a z a k h s t a n  t o  c o n t i n u e  i m p o r t i n g  n a t u r a l  
g a s  i n  t h e  n o r t h  f r o m  Ru s s i a  a n d  i n  t h e  
s o u t h  f r o m  U z b e k i s t a n  ( a n d  l o n g e r  t e r m  
f r o m  Tu r k m e n i s t a n ) .  Ru s s i a n  g a s  i s  u s e d  
i n  K o s t a n a y  a n d  Ak t o b e  o b l a s t s ,  w h i l e  
U z b e k  i m p o r t e d  g a s  ( 2 . 5 B c m  i n  2 0 1 8 )  
i s  u s e d  i n  s o u t h e r n  K a z a k h s t a n  ( Al m a t y ,  
Ta r a z ,  S h y m k e n t  [ Tu r k e s t a n ]  o b l a s t s ) ,  

a l t h o u g h  U z b e k  g a s  a v a i l a b i l i t y  i s  l i k e l y  
t o  d i m i n i s h  g i v e n  l i m i t e d  p r o d u c t i o n  
g r o w t h  a n d  i t s  o w n  b u r g e o n i n g  d o m e s t i c  
d e m a n d .  I m p o r t s  f r o m  Tu r k m e n i s t a n  
f o r  K a z a k h s t a n ’ s  d o m e s t i c  u s e  h a v e  
r e m a i n e d  n e g l i g i b l e  ( 0 . 3  B c m  i n  2 0 1 7 ,  o r  
0 . 1  B c m  a c c o r d i n g  t o  K TG ) ,  b u t  a r e  l i k e l y  
t o  i n c r e a s e  g i v e n  t h a t  c o u n t r y ’ s  a l m o s t  
u n l i m i t e d  r e s o u r c e  b a s e .  Tu r k m e n i s t a n  
i s  e x p e c t e d  t o  e s s e n t i a l l y  s u p p l a n t  
U z b e k  g a s  i n  s o u t h e r n  K a z a k h s t a n  o v e r  
t i m e .  K a z a k h s t a n  i s  e x p e c t e d  t o  r e m a i n  
a  n e t  n a t u r a l  g a s  e x p o r t e r  t h r o u g h  
2 0 4 0 ,  a l t h o u g h  t h e  b a l a n c e  b e c o m e s  
i n c r e a s i n g l y  t i g h t .

I n  D e c e m b e r  2 0 1 8  I n t e r g a s  Ce n t r a l  
As i a  ( I CA)  a n d  U z t r a n s g a z  s i g n e d  a  
c o n t r a c t  f o r  t h e  t r a n s i t  o f  U z b e k  g a s  
t h r o u g h  t h e  t e r r i t o r y  o f  K a z a k h s t a n  t o  
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Figure 4.10. Outlook for Kazakhstan's natural gas exports by country to 2040

Notes: Exports allocated according to existing export contracts
Source: IHS Markit © 2019 IHS Markit
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4.4.1. Pipeline Construction

Hi s t o r i c a l l y ,  t h e  c o r e  o f  K a z a k h s t a n ’ s  
n a t i o n a l  p i p e l i n e  i n f r a s t r u c t u r e  d a t e s  f r o m  
t h e  S o v i e t  p e r i o d ,  i n  w h i c h  K a z a k h s t a n  
s e r v e d  a s  a  t r a n s i t  c o u n t r y  v i a  w h i c h  Ce n t r a l  
As i a n  g a s  m o v e d  n o r t h  t o  Ru s s i a  v i a  t h e  
Ce n t r a l  As i a – Ce n t e r  a n d  B u k h a r a – U r a l s  
p i p e l i n e  s y s t e m s .  S i n c e  i n d e p e n d e n c e ,  
Kazakhstan’s goal was to create a unified 
d o m e s t i c  g a s  s y s t e m .  Th i s  w a s  l a r g e l y  
a c c o m p l i s h e d  w i t h  t h e  c o m p l e t i o n  o f  
t h e  B e y n e u - B o z o y - S h y m k e n t  ( B B S )  
p i p e l i n e  i n  2 0 1 5 ,  w h i c h  c o n n e c t e d  t h e  
w e s t e r n  g a s - p r o d u c i n g  r e g i o n s  o f  t h e  
c o u n t r y  t o  g a s - c o n s u m i n g  r e g i o n s  i n  
s o u t h e r n  K a z a k h s t a n  ( s e e  F i g u r e  4 . 9 ) .  
Th e  c o m m i s s i o n i n g  o f  B B S ,  t o g e t h e r  w i t h  
t h e  c o n s t r u c t i o n  o f  a d d i t i o n a l  l o o p s  a n d  
l i n k s ,  a s  w e l l  a s  i n s t a l l a t i o n  o f  a d v a n c e d  
compressor stations, finally created a 
unified gas pipeline system. Now all the 
m a i n  g a s  t r u n k l i n e s  o f  K a z a k h s t a n  a r e  
c o n n e c t e d  i n t o  a  s i n g l e  g a s  t r a n s p o r t a t i o n  

s y s t e m ,  i n c l u d i n g  t h e  S o y u z ,  Ce n t r a l  
As i a – Ce n t e r ,  B u k h a r a - U r a l s ,  Ta s h k e n t -
B i s h k e k - Al m a t y ,  a n d  G a z l i -  S h y m k e n t ,  
a s  w e l l  a s  t h e  B B S  a n d  CAG P p i p e l i n e s .

I m p o r t a n t l y ,  t h e  B B S  p i p e l i n e  
p o t e n t i a l l y  a l l o w s  K a z a k h s t a n  t o  l e s s e n  
i t s  d e p e n d e n c e  o n  U z b e k  g a s  i m p o r t s  i n  
s o u t h e r n  K a z a k h s t a n ;  t h e s e  h a v e  p r o v e n  
t o  b e  v u l n e r a b l e  i n  t h e  p a s t ,  e s p e c i a l l y  
i n  w i n t e r ,  a n d  a r e  h a n d l e d  t h r o u g h  a  
c o m p l e x  g a s  s w a p  a g r e e m e n t  b e t w e e n  
U z b e k i s t a n  ( U z b e k n e f t e g a z ) ,  Ru s s i a  
( G a z p r o m ) ,  a n d  K a z a k h s t a n  ( K TG ) .  

Co n s t r u c t i o n  o f  B B S  a l s o  m a d e  l a r g e -
v o l u m e  g a s  e x p o r t s  t o  Ch i n a  p o s s i b l e ,  
a s  B B S  l i n k s  t o  t h e  CAG P a t  S h y m k e n t .  
O r i g i n a l  c a p a c i t y  o f  t h e  B B S  l i n e  w a s  1 0  
B c m / y ,  b u t  c a p a c i t y  w a s  e x p a n d e d  t o  1 5  
B c m / y  i n  l a t e  2 0 1 8 ,  a t  i t s  s e c t i o n  g o i n g  
f r o m  B o z o y  t o  Ak b u l a k ,  u p o n  c o m p l e t i o n  
o f  t w o  a d d i t i o n a l  c o m p r e s s o r  s t a t i o n s .  
I n  2 0 1 8 ,  K a z a k h  s h i p m e n t s  t h r o u g h  t h e  
B B S  p i p e l i n e  n e a r l y  d o u b l e d ,  t o  8 . 3 5  B c m .

B B S  a l s o  p r o v i d e s  a  g a t e w a y  f o r  

K a z a k h s t a n ’ s  l o n g - t e r m  p o l i c y  g o a l s  
for gasification include the following: (1) 
e x p a n d  d o m e s t i c  g a s  c o n s u m p t i o n  t h r o u g h  
greater regional gasification, particularly 
gasification of the capital Nur-Sultan; 
( 2 )  s t r i v e  t o  m e e t  t h e  c o u n t r y ’ s  Pa r i s  
Cl i m a t e  Ag r e e m e n t  g o a l s  o n  “ g r e e n i n g ”  
t h e  e c o n o m y  b y  s h i f t i n g  f r o m  c o a l  t o  g a s ,  
e s p e c i a l l y  i n  e l e c t r i c  p o w e r  g e n e r a t i o n ;  
( 3 )  i n c r e a s e  t h e  c o m p e t i t i v e n e s s  o f  t h e  
e c o n o m y  a n d  i n d u s t r y  b y  i n c r e a s i n g  f u e l  
efficiency and reducing energy costs; 
a n d  ( 4 )  j o i n  t h e  EAEU  s i n g l e  m a r k e t  f o r  
g a s  u p o n  i t s  f o r m a t i o n  i n  t h e  m i d - 2 0 2 0 s .  

U z b e k i s t a n ’ s  c a p i t a l ,  Ta s h k e n t .  Tr a n s i t  
d e l i v e r i e s  c o m m e n c e d  a t  t h e  e n d  o f  t h e  
y e a r  t h r o u g h  t h e  G a z l i - S h y m k e n t  a n d  
B u k h a r a  g a s  r e g i o n - Ta s h k e n t - B i s h k e k -

Al m a t y  ( B G R- TB A)  p i p e l i n e s .  Th e  c o n t r a c t  
p r o v i d e s  f o r  t r a n s i t  o f  u p  t o  1  B c m  o f  
U z b e k  g a s  f o r  c o n s u m e r s  i n  t h e  U z b e k  
c a p i t a l .

4.3. Key National Gasification Policy Goals
The general scheme for the gasification 

o f  t h e  Re p u b l i c  o f  K a z a k h s t a n  f o r  2 0 1 5 –
2 0 3 0  ( h e r e i n a f t e r  “ t h e  G e n e r a l  S c h e m e ” )  
c a l l s  f o r  1 , 6 0 0  p o p u l a t i o n  c e n t e r s ,  o r  5 6 %  
o f  K a z a k h s t a n ’ s  p o p u l a t i o n ,  t o  h a v e  a c c e s s  
t o  g a s  b y  2 0 3 0 . 1 0   Cu r r e n t l y ,  1 0  o u t  o f  
K a z a k h s t a n ’ s  1 4  o b l a s t s  a n d  2  o f  3  r e p u b l i c -
l e v e l  c i t i e s  ( Al m a t y  a n d  S h y m k e n t ) ,  o r  
4 9 . 7 %  o f  K a z a k h s t a n ’ s  p o p u l a t i o n ,  h a v e  
a c c e s s  t o  n a t u r a l  g a s .  B y  2 0 3 0 ,  f o l l o w i n g  
t h e  c o m p l e t i o n  o f  t h e  S a r y Ar k a  t r u n k  
p i p e l i n e  ( a n d  o t h e r s ,  i n c l u d i n g  d i s t r i b u t i o n  
p i p e l i n e s ) ,  1 4  o f  t h e s e  r e g i o n s  a n d  a n o t h e r  
r e p u b l i c - l e v e l  c i t y  ( N u r - S u l t a n )  w i l l  h a v e  
p i p e d  g a s  a v a i l a b l e  t o  t h e  p o p u l a t i o n .

4.4. Agenda and Outlook for Domestic Gas Consumption

1 0   For further discussion of gasification policy, please see Chapter 5: Natural Gas, in the KAZENERGY National Energy Report 2017.
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the gasification of areas in central and 
n o r t h e r n  K a z a k h s t a n  c u r r e n t l y  l a c k i n g  
access to natural gas. More specifically, its 
K a r a o z e k  c o m p r e s s o r  s t a t i o n ,  a l o n g  t h e  
m i d d l e  p o r t i o n  o f  i t s  r o u t e  i n  K y z y l o r d a  
O b l a s t ,  w i l l  s e r v e  a s  t h e  w e s t e r n  t e r m i n u s  
o f  t h e  S a r y Ar k a  p i p e l i n e ,  w h i c h  w i l l  d e l i v e r  
p i p e l i n e  g a s  t o  s u c h  c i t i e s  a s  Z h e z k a z g a n ,  
K a r a g a n d a ,  N u r - S u l t a n ,  K o k s h e t a u ,  a n d  
Pe t r o p a v l o v s k .  Th e  k e y  e n d p o i n t  f o r  
Ph a s e  1  o f  c o n s t r u c t i o n ,  w h i c h  b e g a n  l a t e  
i n  2 0 1 8 ,  i s  t h e  n a t i o n a l  c a p i t a l  N u r - S u l t a n  
( f o r m e r l y  As t a n a ) .  Th e  1 0 8 1  k m  l o n g  
K a r a o z e k – Z h e z k a z g a n – K a r a g a n d a – N u r -
S u l t a n  s e g m e n t  i s  e x p e c t e d  t o  b e c o m e  
o p e r a t i o n a l  i n  l a t e  2 0 1 9  o r  e a r l y  2 0 2 0 ,  
a t  a n  e s t i m a t e d  c o s t  o f  $ 7 4 3  m i l l i o n .  

Th e  i n i t i a l  g o a l  o f  t h e  p r o j e c t  a p p e a r s  
t o  b e  l a u n c h i n g  a  s k e l e t a l  n e t w o r k  a s  a  
f o u n d a t i o n  u p o n  w h i c h  i n c r e m e n t a l  f u t u r e  
gasification can proceed, as initial capacity 
o f  t h e  p i p e l i n e  t o  N u r - S u l t a n  i s  o n l y  3 . 6  
B c m / y . 1 1  The first users are to be formerly 
coal-fired boilers producing heat at the 
s a m e  s i t e s  a s  N u r - S u l t a n ’ s  t w o  c o m b i n e d  
h e a t - a n d - p o w e r  s t a t i o n s  ( TETs )  a s  w e l l  a s  
2 . 7  m i l l i o n  r e s i d e n t i a l  c u s t o m e r s  i n  s e l e c t e d  
d i s t r i c t s  i n  N u r - S u l t a n ,  Z h e z k a z g a n ,  
K a r a g a n d a ,  a n d  o t h e r  s e t t l e m e n t s  
a l o n g  t h e  p i p e l i n e  r o u t e .  Th i s  a p p r o a c h  
r u n s  c o u n t e r  t o  c o n v e n t i o n ,  a s  l a r g e  
i n d u s t r i a l  u s e r s  a r e  t r a d i t i o n a l l y  t h e  i n i t i a l  
targets of regional gasification schemes.

To  d a t e ,  K TG  m a n a g e s  m o r e  t h a n  
1 9 , 0 0 0  k m  o f  t r u n k  g a s  p i p e l i n e s  a n d  
m o r e  t h a n  4 8 , 0 0 0  k m  o f  g a s  d i s t r i b u t i o n  
n e t w o r k s .  I n  a d d i t i o n  t o  t h e  t r u n k  p i p e l i n e  
b u i l d - o u t ,  l o c a l  a u t h o r i t i e s  h a v e  i n v e s t e d  
heavily in gasification, particularly in 
t h e  r e s i d e n t i a l  d i s t r i b u t i o n  s e c t o r ,  w h i c h  
h a s  a c c o u n t e d  f o r  m u c h  o f  i n c r e m e n t a l  
g a s  d e m a n d  g r o w t h  i n  r e c e n t  y e a r s . 1 2  

4.4.2. Emissions Trading System 
and New Ecology Code Send 
Mixed Signals for Gasification

An o t h e r  c h a l l e n g e  t o  i n c r e a s i n g  
d o m e s t i c  g a s  c o n s u m p t i o n  i n  K a z a k h s t a n  
i n v o l v e s  t h e  u n c e r t a i n t i e s  f r o m  c h a n g i n g  
e n v i r o n m e n t a l  r e g u l a t i o n s .  I n   K a z a k h s t a n ’ s  
c a r b o n  d i o x i d e  e m i s s i o n s  t r a d i n g  s y s t e m ,  
f o r  e x a m p l e ,  t h e  b e n c h m a r k i n g  s y s t e m  
f o r  f r e e  a l l o w a n c e s  g r a n t s  a  “ w e i g h t e d  
intensity coefficient” of tons CO2 per 
u n i t  o f  p h y s i c a l  p r o d u c t i o n  ( M W h ,  t o n ,  
g i g a c a l o r i e ,  e t c . )  t o  p o w e r  p l a n t s  a n d  
industrial enterprises. This coefficient is 
t h e n  m u l t i p l i e d  b y  t h e  p r o j e c t e d  a m o u n t  
o f  p r o d u c t i o n  t o  c a l c u l a t e  t h e  a m o u n t  o f  
f r e e  a l l o w a n c e  i n  e a c h  y e a r  o f  a  t r a d i n g  
period. For power plants, the coefficient for 
g e n e r a t i n g  e l e c t r i c i t y  f r o m  c o a l  u n d e r  t h e  
e x i s t i n g  M i n i s t r y  o f  En e r g y  o r d e r  i s  0 . 9 8 5  
tons of CO2 per MWh, while the coefficient 
f o r  p o w e r  p l a n t s  u s i n g  “ o t h e r ”  f e e d s t o c k  
s o u r c e s  ( g r o u p e d  t o g e t h e r ,  i n c l u d i n g  
b o t h  m a z u t  a n d  n a t u r a l  g a s )  i s  o n l y 0 . 6 2 1  
t o n s  o f  CO 2  p e r  M W h .  I n  o t h e r  w o r d s ,  
b e n c h m a r k s  h a v e  b e e n  d e s i g n e d  t o  g i v e  
more free allowances to coal-fired plants 
than gas-fired plants. This weakens any 
i n c e n t i v e  r o o t e d  i n  t h i s  t r a d i n g  m e c h a n i s m  
for a transition to gas-fired power.

Pr o p o s a l s  i n  t h e  J u l y  2 0 1 9  Ec o l o g y  
Co d e  d r a f t  r e i n f o r c e  t h i s  t r e n d . Th e  
r e v i s e d  Ec o l o g y  Co d e  i s  s l a t e d  t o  b e  
p a s s e d  b y  p a r l i a m e n t  i n  m i d - 2 0 2 0  a n d  
e n t e r  i n t o  e f f e c t  o n  1  J a n u a r y  2 0 2 1 ,  
introducing a series of levies and fines on 
i n d u s t r i a l  u s e r s  a n d  p o w e r  p l a n t s  f o r  t h e i r  
a i r ,  w a t e r ,  a n d  s o i l  e m i s s i o n s .  Re f o r m i n g  
t h e  Ec o l o g y  Co d e  w a s  m o t i v a t e d  b y  
K a z a k h s t a n ’ s  i n t e n t i o n  t o  j o i n  t h e  r a n k s  
o f  t h e  t o p  3 0  d e v e l o p e d  e c o n o m i e s  b y  
2 0 5 0 ,  a r t i c u l a t e d  b y  F i r s t  Pr e s i d e n t  o f  
K a z a k h s t a n  N u r s u l t a n  N a z a r b a y e v  i n  t h e  
K a z a k h s t a n  2 0 5 0  s t r a t e g y  p r e s e n t a t i o n  o n  

11  See the IHS Markit Insight, Construction Is About to Begin on Kazakhstan’s SaryArka Gas Pipeline, but Its Promise of Broad Regional Gasification 
Re m a i n s  El u s i v e ,  O c t o b e r  2 0 1 8 .
1 2   Th e  t o t a l  l e n g t h  o f  t h e  d i s t r i b u t i o n  g a s  n e t w o r k  i n  K a z a k h s t a n  i n  u r b a n  a n d  r u r a l  a r e a s  ( i n s i d e  t h e  c i t y - g a t e ) ,  r e a c h e d  2 7 , 0 8 5  k m  i n  2 0 1 8 ,  v e r s u s  
2 5 , 2 5 3  k m  i n  2 0 1 6  a n d  2 5 , 5 2 5  k m  i n  2 0 1 4 .  Th e  b u l k  o f  g r o w t h  o c c u r r e d  i n  Z h a m b y l  O b l a s t ,  w h e r e  1 , 1 2 4 . 1  k m  o f  n e w  p i p e  w a s  i n s t a l l e d  b e t w e e n  
2 0 1 4  a n d  2 0 1 8 ,  a n d  Al m a t y  O b l a s t  ( n e t  a d d i t i o n  o f  8 0 6  k m  o f  p i p e ) .  At  t h e  n a t i o n a l  l e v e l ,  7 , 9 7 6  k m  o f  n e w  p i p e l i n e  w a s  i n s t a l l e d  b e t w e e n  2 0 1 4  
and 2018, 1,337.2 km was retired (54% of which occurred in West Kazakhstan Oblast), and 1,289 km of pipes were identified as in need of repair 
( 2 8 %  o f  w h i c h  w a s  i n  S o u t h  K a z a k h s t a n  [ n o w  Tu r k e s t a n ]  O b l a s t ) .
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1 4  D e c e m b e r  2 0 1 2 .  Th e  Pa r i s  Ag r e e m e n t  
a c c e l e r a t e d  e n v i r o n m e n t a l  r e f o r m .

En e r g y  c o m p a n i e s  g e n e r a l l y  
e m b r a c e  e c o l o g i c a l  i m p r o v e m e n t s ,  
e s p e c i a l l y  i n t e r n a t i o n a l  c o m p a n i e s  
w i t h  g l o b a l  s h a r e h o l d e r s   t h a t   v a l u e  
h e a l t h ,  s a f e t y ,  a n d  e n v i r o n m e n t  ( HS E)  
p e r f o r m a n c e .  B u t  t h e  r e g u l a t i o n s   
t o   a c h i e v e   t h i s   m u s t   b e  p r o p e r l y  
d e s i g n e d ,  t r a n s p a r e n t ,  a n d  e q u i t a b l e .

U n f o r t u n a t e l y ,  t h e  Ec o l o g y  Co d e ’ s  
c u r r e n t  v e r s i o n ,  r e l e a s e d  i n  J u l y  2 0 1 9 ,  
c o n t a i n s  a  s e r i e s  o f  m e a s u r e s t h a t  
s e n d  m i x e d  s i g n a l s  a n d  a c t u a l l y  
diminish incentives for gasification. 

Cu r r e n t l y  t h e  Ec o l o g y  Co d e  e f f e c t i v e l y  
p r e s e n t s  s e v e n  m e c h a n i s m s  t o  
induce efficiency and environmental 
i m p r o v e m e n t s ,  i n c l u d i n g  m a r k e t  
m e c h a n i s m s  ( p r i m a r i l y  t h e  t r a d i n g  
m e c h a n i s m  m e n t i o n e d  a b o v e  f o r  
r e g u l a t i n g  CO 2  e m i s s i o n s ) ,  c o n c e s s i o n s  
t o  e n t e r p r i s e s  u s i n g  g r e e n  b o n d s  f r o m  
t h e  As t a n a  I n t e r n a t i o n a l  F i n a n c i a l  
Center (AIFC), government financing 
o f  p r o j e c t s ,  a n d  i n s u r a n c e ,  a m o n g  
o t h e r s .  As  b e f o r e ,  t h e r e  r e m a i n s  a  
s e r i e s  o f  l e v i e s  ( t a x e s )  o n  v a r i o u s  t y p e s  
o f  e m i s s i o n s ,  w i t h  r a t e s  v a r y i n g  a c r o s s  
d i f f e r e n t  c a t e g o r i e s  a n d  i n d u s t r i e s :  

•  Payments (taxes) on air 
pollutant emissions from stationary 
sources. L e v i e d  i n  t e n g e  ( K Z T) / t o n  
o n  a  q u a r t e r l y  b a s i s ,  t h i s  t a x  a p p l i e s  
t o  e m i s s i o n s  o f  1 6  c o m p o n e n t s ,  
i n c l u d i n g  s u l f u r  d i o x i d e  a n d  n i t r o g e n o u s  
d i o x i d e ,  m e t h a n e ,  a m m o n i a ,  p h e n o l s ,  
a n d  f o r m a l d e h y d e ,  a m o n g  o t h e r s .    

•  Payments (taxes) on 
atmospheric emissions from gas 
flaring. Th i s  a p p l i e s  t o  u p s t r e a m  
p r o d u c e r s  i n  t h e  o i l  a n d  g a s  i n d u s t r y ,  
a n d  c o v e r s  8  c o m p o n e n t s ,  a l l  b u t  o n e  
o f  w h i c h  ( m e r c a p t a n s )  a r e  a l r e a d y  
c o v e r e d  u n d e r  s t a t i o n a r y  s o u r c e s .  B u t  
for gas flaring, rates are much higher, 
f r o m  2 0  t i m e s  h i g h e r  ( f o r  S O 2 ,  N O 2 )  t o  
2 7 8  t i m e s  h i g h e r  ( f o r  h y d r o c a r b o n s ) .  

•  Payments (taxes) on effluent 
discharge of pollutants to water. 

Th i s  t a x  c o v e r s  1 3  c o m p o n e n t s ,  i n c l u d i n g  
n i t r i t e s ,  z i n c ,  a m m o n i u m  n i t r a t e ,  o i l  
w a s t e s ,  a n d  s u l f a t e s ,  a m o n g  o t h e r s .

•  Payments (taxes) on industrial 
and household solid waste. Th i s  t a x  
a p p l i e s  f o r  a c c u m u l a t i o n  ( a n d  s h i p m e n t s )  
o f  m u n i c i p a l  a n d  h o u s e h o l d  s o l i d  w a s t e  
a s  w e l l  a s  i n d u s t r i a l  a n d  n u c l e a r  w a s t e .  

•  Payments (taxes) on stored 
sulfur that has been produced by oil 
and gas companies. Th i s  i s  a  b l a n k e t  
t a x  ( K Z T/ t o n )  t h a t  a p p l i e s  t o  p r e m i u m -
g r a d e  s u l f u r  p a s t i l l e s  a w a i t i n g  s h i p m e n t  
t o  b u y e r s  a s  a  “ w a s t e ”  s u b j e c t  t o  a  
fine.This provision effectively punishes 
u p s t r e a m  p r o j e c t s  t h a t  p r o c e s s  h i g h -
s u l f u r  g a s  i n t o  c o m m e r c i a l  g a s  v o l u m e s .  

Th e  m e t h o d o l o g y  f o r  c a l c u l a t i n g  
all fivetypes of emission payments is 
prescribed in the Ecology Code and fixed 
p a y m e n t  r a t e s  a r e  s e t  f o r  i n d i v i d u a l  
c o m p o n e n t s  w i t h i n  e a c h  c a t e g o r y  ( i n  
t h e  Ta x  Co d e ) .  Th e  r a t e s  a r e  s e t  i n  u n i t s  
o f  t h e  m o n t h l y  c a l c u l a t i o n  i n d e x  ( M CI )  
( w h i c h  i s  a d j u s t e d  y e a r l y  t o  a c c o u n t  f o r  
inflation) per amount (ton, cubic meter, 
k i l o g r a m ,  e t c . )  e m i t t e d .  B e c a u s e  t h e i r  
b u s i n e s s e s  a r e  l a r g e l y  r e g u l a t e d  b y  
K REM i Z K ,  “ n a t u r a l  m o n o p o l i e s ”  ( e . g . ,  
K TG ,  K EG O C)  a n d  p o w e r  p r o d u c e r s  a r e  
e n t i t l e d  t o  a  “ d i s c o u n t , ”  a l l o w i n g  t h e m  t o  
m u l t i p l y  t h e  M CI - b a s e d  p a y m e n t  r a t e s  b y  
a coefficient that represents a reduction. 

Th e  e f f e c t  o f  t h i s  d i s c o u n t ,  a n d  t h e  
d i s p a r i t y  b e t w e e n  e m i s s i o n  p a y m e n t  r a t e s  
for stationary sources versus gas flaring 
a r e  s t a r t l i n g .  K a r a g a n d a  a n d  Pa v l o d a r  
o b l a s t s  a r e  t h e  t o p  t w o  g e n e r a t o r s  o f  
a i r  p o l l u t i o n  i n  K a z a k h s t a n .  Th e i r  t o t a l  
emissions (mainly from coal-fired power 
g e n e r a t i o n a n d  m e t a l l u r g y )  i n  2 0 1 6  w e r e  3 . 5  
t i m e s  m o r e  t h a n  t h e  t o t a l  e m i s s i o n s  o f  t w o  
h y d r o c a r b o n - p r o d u c i n g  a r e a s ,  At y r a u  a n d  
Ak t o b e  o b l a s t s .  B u t    t o t a l  e n v i r o n m e n t a l  
p a y m e n t s  f o r  t h o s e  a i r  e m i s s i o n s  i n  
K a r a g a n d a  a n d  Pa v l o d a r  w e r e  3 . 2  t i m e s  
l e s s  t h a n  f o r  At y r a u  a n d  Ak t o b e . Th u s ,  t h e  
c u r r e n t s t r u c t u r e  o f  e m i s s i o n  p a y m e n t s  i n  
t h e  Ec o l o g y  Co d e  i s  c o u n t e r p r o d u c t i v e  t o  
a c h i e v i n g  r e a l  a i r  e m i s s i o n  r e d u c t i o n s ,  
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especially through greater gasification.
Th e  n e w  d r a f t  Ec o l o g y  Co d e  p r o v i d e s  

f o r  a l l  e m i s s i o n s  t a x  r a t e s ,  a c r o s s  t h e  
b o a r d ,  t o  d o u b l e  u p o n  i t s  e n t r y  i n t o  
f o r c e  ( e x p e c t e d  o n  J a n u a r y  1 ,  2 0 2 1 ) ,  
d o u b l i n g  a g a i n  i n  2 0 2 4 ,  a n d  d o u b l i n g  
y e t  a g a i n  i n  2 0 2 7 .  Ho w e v e r ,  t h e  d r a f t  
Ec o l o g y  Co d e  p r o v i d e s  e x e m p t i o n s  f r o m  
t h e s e  i n c r e a s i n g  e m i s s i o n  t a x e s  t h a t  
a r e ,  i n  t h e o r y ,  d e s i g n e d  t o  i n c e n t i v i z e  
n a t u r a l  m o n o p o l i e s ,  p o w e r  p l a n t s ,  a n d  
i n d u s t r y  t o  r e d u c e  t h e i r  e m i s s i o n s .  
Th i s  i s  t h r o u g h  o b t a i n i n g  a n  I n t e g r a t e d  
En v i r o n m e n t a l  Pe r m i t  a n d  a d o p t i n g  B e s t  
Av a i l a b l e  Te c h n o l o g y  ( B AT) .  Ag a i n ,  t h e  
i n t e n t i o n s  u n d e r l y i n g  t h e  i n i t i a t i v e  a r e  
l a u d a b l e ,  w i t h  t h e  Eu r o p e a n  U n i o n  B e s t  
Av a i l a b l e  Te c h n i q u e s  Re f e r e n c e  d o c u m e n t  
( EU  B REF s )  a s  a  b a s i s .  Ho w e v e r ,  t h e  
m e c h a n i s m s  t h e  g o v e r n m e n t  w i l l  
u l t i m a t e l y  e m p l o y  i n  c r e a t i n g  a  ‘ l o c a l i z e d ’  
v e r s i o n  o f  t h i s ,  a n d  t h e  c r i t e r i a  u s e d  
t o  c h e c k  B AT c o m p l i a n c e  a n d  g r a n t  
t a x  r e l i e f  r e m a i n  u n c l e a r .  I n  t h e o r y ,  
t h e  m o n e y  o t h e r w i s e  p a i d  i n  e m i s s i o n  
t a x e s  c o u l d  b e  r e - d i r e c t e d  i n t o  e m i s s i o n  
r e d u c t i o n  i n v e s t m e n t ,  b u t  i t  a p p e a r s  
t h a t  t h e  e m i s s i o n  t a x  b r e a k s  a l r e a d y  
p r o v i d e d  t o  t h e  p o w e r  s e c t o r  r e d u c e  t h i s  
i n c e n t i v e  f a c t o r  w h e r e  i t  i s  n e e d e d  m o s t .

K a z a k h s t a n  h a s  b e e n  s u c c e s s f u l  i n  
greatly reducing routine gas flaring.
This has been achieved by taking a firm 
r e g u l a t o r y  s t a n c e  a g a i n s t  a p p r o v i n g  n e w  
field development plans without full gas 
u t i l i z a t i o n  a s  w e l l  a s  s t r i n g e n t  e n f o r c e m e n t  
of already existing anti-flaring regulations. 
Ac c o r d i n g  t o  t h e  M i n i s t r y  o f  En e r g y ,  
associated gas flaring in the country 
a m o u n t e d  t o  o n l y  7 2 9  M M c m  i n  2 0 1 8 ,  

d o w n  f r o m  1 , 0 2 4  M M c m  i n  2 0 1 7 ,  a n d  
b e l o w  t h e  2 0 1 4  l e v e l  o f  7 8 6  M M c m .  Th i s  
m i n i s c u l e  a m o u n t  r e p r e s e n t s  o n l y  1 . 3 %  
o f  t h e  t o t a l  a m o u n t  o f  g a s  e x t r a c t e d  l a s t  
y e a r .  Ev e n  t h o u g h  a t m o s p h e r i c  e m i s s i o n s  
from gas flaring are a small fraction of 
the total for stationary sources, flaring 
i s  s u b j e c t  t o  a n  e m i s s i o n s  t a x  a t  a  r a t e  
t h a t  i s  m a n y  t i m e s  h i g h e r  t h a n  t h e  r a t e  
f o r  a t m o s p h e r i c  e m i s s i o n s  f r o m  o t h e r  
s t a t i o n a r y  s o u r c e s .  U n d e r  t h e  n e w  Ec o l o g y  
Co d e  t h i s  d i s p a r i t y  w i l l  g r e a t l y  i n c r e a s e  
a s  e x i s t i n g  e m i s s i o n  t a x  r a t e s  i n c r e a s e  
b y  m u l t i p l e s  w i t h  i t s  i n t r o d u c t i o n  i n  2 0 2 1  
(and gas flaring is not allowed the BAT 
t a x  b r e a k  p r o v i d e d  t o  o t h e r  s t a t i o n a r y  
s o u r c e s ) .  F u r t h e r m o r e ,  t h e  d r a f t  Ec o l o g y  
Code also proposes doubling of fines for 
r e p e a t  v i o l a t i o n s ,  w h i c h  a r e  i n c i d e n c e s  
t h a t  o c c u r  m o r e  t h a n  o n c e  d u r i n g  a  
t h r e e - y e a r  p e r i o d .  Th e s e  m u l t i p l i e r s  
c o u l d  e a s i l y  l e a d  t o  p o t e n t i a l l y  t e n s  o f  
millions of dollars in fines for safety flaring 
e v e n t s  t h a t  w o u l d  b e  c o n s i d e r e d  n o r m a l  
a n d  a c c e p t a b l e  i n  o t h e r  j u r i s d i c t i o n s .  

Such administrative fines seem 
d i s p r o p o r t i o n a t e  t o  t h e  e n v i r o n m e n t a l  
i s s u e  t h e y  a i m  t o  a d d r e s s ,  a n d  t h e  l i a b i l i t y  
i n v o l v e d  w i l l  l i k e l y  h a v e  a  d e l e t e r i o u s  
e f f e c t  o n  i n v e s t m e n t  c o n d i t i o n s .  Re l e v a n t  
m i n i s t r i e s  a n d  l o c a l  a u t h o r i t i e s  s h o u l d  
e x p l o r e  a  m o r e  p r a c t i c a l  a p p r o a c h  
towards regulation of gas flaring, and 
o n e  m o r e  a l i g n e d  w i t h  g l o b a l  p r a c t i c e s .  
At  t h e  t i m e  o f  t h i s  p u b l i c a t i o n  t h e  
policy on gas flaring fines is reportedly 
b e i n g  r e c o n s i d e r e d ,  s o  i t  r e m a i n s  t o  
b e  s e e n  w h a t  a p p r o a c h  i s  u l t i m a t e l y  
t a k e n  b y  K a z a k h s t a n  i n  t h i s  r e g a r d .

D e s p i t e  t h e  o n g o i n g  p i p e l i n e  b u i l d - o u t  
in support of the gasification agenda, 
t h e  c u r r e n t r e g u l a t o r y  s t r u c t u r e ,  l a r g e l y  
d e t e r m i n e d  b y  s o c i a l  c o n s i d e r a t i o n s ,  n o t  
o n l y  p r o v i d e s  i n a d e q u a t e  p r i c e  s i g n a l s  
f o r  t h e  d e v e l o p m e n t  o f  t h e  d o m e s t i c  g a s  
m a r k e t  b u t  i m p e d e s  i t s  g r o w t h .  Pr o d u c e r  

4.5. Pricing Policies and Implications

a n d  e n d - u s e r  p r i c e s  o f t e n  d o  n o t  c o v e r  
f u l l  c o s t s ,  f o r c i n g  m a r k e t  p a r t i c i p a n t s  
t h r o u g h o u t  t h e  g a s  v a l u e  c h a i n  t o  c r o s s -
s u b s i d i z e  t h e i r  g a s  m a r k e t  o p e r a t i o n s  
w i t h  o t h e r  a c t i v i t i e s .  At  t h e  s a m e  t i m e ,  
s t r o n g l y  h e l d  c o n v i c t i o n s  t h a t  u t i l i t i e s  
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a r e  a  r i g h t  t o  b e  r e a d i l y  a v a i l a b l e  f o r  a l l  
c i t i z e n s  b y  t h e  g o v e r n m e n t c o n t i n u e  t o  
b e  u s e d  t o  j u s t i f y  p o l i c i e s  t h a t  s u p p r e s s  
p r i c e s  t h r o u g h o u t  t h e  v a l u e  c h a i n  
and keep gas prices artificially low.

Ad m i n i s t r a t i v e  m a n a g e m e n t  o f  
d o m e s t i c  e n e r g y  p r i c e s  h a s  h i d d e n  c o s t s ,  
including inefficient resource use and 
a  c h r o n i c  s u p p l y  s h o r t a g e .  As  l o n g  a s  
p r i c e s  f o r  g a s  a n d  o t h e r  u t i l i t i e s  r e m a i n  
artificially low, addressing the looming 
c h a l l e n g e s  f a c i n g  t h e  e n e r g y  s e c t o r ,  
s u c h  a s  i n v e s t m e n t s  n e e d e d  i n  t h e  
p o w e r  s e c t o r  a n d  m o r e  c o m m e r c i a l  g a s  
s u p p l y ,  w i l l  b e  p u s h e d  i n t o  t h e  f u t u r e .   

M a i n t a i n i n g  t h e  s t a t u s  q u o  w i l l  h a v e  
c o n s e q u e n c e s  t h a t  k e y  i n d u s t r y  p l a y e r s  
a l r e a d y  a r e  b e g i n n i n g  t o  s i g n a l  i n  t h e i r  o w n  
d e v e l o p m e n t  p l a n s .  F o r  e x a m p l e ,  K EG O C 
d o e s  n o t  e x p e c t  a n y o n e  t o  b u i l d  n e w  g a s -
fired power generating capacity in southern 
Kazakhstan; instead, it expects a deficit 
o f  p o w e r  t o  d e v e l o p  t h e r e  b y  2 0 2 5 – 2 6 ;  
i t  i s  m o o t i n g  a  c o n c e p t  f o r  c o n s t r u c t i o n  
o f  a n o t h e r  l o n g - d i s t a n c e  N o r t h – S o u t h  
h i g h - v o l t a g e  e l e c t r i c  t r a n s m i s s i o n  l i n e ,  
allowing it to move available coal-fired 
g e n e r a t i o n  i n  t h e  n o r t h  t o  t h e  s o u t h .  
K M G ,  i n  t u r n ,  s e e s  a  t i g h t e n i n g  g a s  
b a l a n c e  a s  s o m e t h i n g  t h a t  i s  a l r e a d y  
h e r e ,  w i t h  p r i c e  a s  t h e  k e y  i s s u e ,  a n d  a  
supply deficit at the national level looming 

i n  t h e  e a r l y  2 0 2 0 s .  Pr i c i n g  d i s p a r i t i e s  
a l r e a d y  a p p a r e n t  i n  t h e  d o m e s t i c  m a r k e t  
w i l l  b e  e x a c e r b a t e d  b y  EAEU  g a s  m a r k e t  
i n t e g r a t i o n ,  w h i c h  w i l l  n e c e s s i t a t e  K a z a k h  
d o m e s t i c  g a s  p r i c e s  m o v i n g  u p w a r d  
t o w a r d s  Ru s s i a n  l e v e l s  ( s e e  b e l o w ) .  

Th e  c h a l l e n g e s  o f  K a z a k h s t a n ’ s  g a s  
market are exemplified by the national 
g a s  o p e r a t o r ,  K TG .  A c u r s o r y  l o o k  a t  K TG ’ s  
finances reveals that the company has 
b e e n  g e n e r a t i n g  a  p o s i t i v e  n e t  i n c o m e  i n  
t h e  l a s t  s e v e r a l  y e a r s  i n  a g g r e g a t e  ( s e e  
Figure 4.11. KTG finances). One of the 
u s e s  o f  t h e  f u n d s  i t  g e n e r a t e s  i s  f o r  c a p i t a l  
e x p e n d i t u r e s  t o  e x p a n d  t h e  n a t i o n a l  g a s  
t r a n s p o r t a t i o n  n e t w o r k .  Ho w e v e r ,  c l o s e r  
e x a m i n a t i o n  r e v e a l s  t h a t  t h e  c o m p a n y  
l o s e s  m o n e y  o n  i t s  b a s i c  b u s i n e s s ,  s e l l i n g  
g a s  t o  d o m e s t i c  c o n s u m e r s .  K TG  r e p o r t e d  
t h a t  b e t w e e n  2 0 1 4  a n d  2 0 1 8 ,  i t  i n c u r r e d  
2 0 0  b i l l i o n  K Z T ( ~ $ 5 2 0  m i l l i o n )  i n  l o s s e s  
f r o m  d o m e s t i c  m a r k e t  o p e r a t i o n s .  
For the first six months of 2019, KTG 
r e p o r t e d  l o s s e s  o f  a l m o s t  6 3  b i l l i o n  K Z T 
( a b o u t  $ 1 6 4  m i l l i o n )  o n  d o m e s t i c  m a r k e t  
o p e r a t i o n s ,  e v e n  a s  n e t  i n c o m e  f o r  t h e  
c o m p a n y ’ s  a c t i v i t i e s  o v e r a l l  i n c r e a s e d  
b y  1 0 0  b i l l i o n  K Z T ( 1 4 0 %  y e a r - o n - y e a r  
i n c r e a s e ) .  Es s e n t i a l l y  t h e  c o m p a n y ’ s  
p o s i t i v e  m a r g i n s  c o m e  f r o m  i n t e r n a t i o n a l  
t r a n s p o r t a t i o n  o f  n a t u r a l  g a s  ( i n c l u d i n g  
t h i r d - p a r t y  t r a n s i t )  a s  w e l l  a s  g a s  e x p o r t s .
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Figure 4.11. KTG finances
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K TG ’ s  a p p r o a c h  t o  a d d r e s s i n g  
unprofitable operations in the domestic 
m a r k e t  i s  t o  a d v o c a t e  f o r  i n c r e a s e s  i n  
t h e  a v a i l a b i l i t y  o f  c o m m e r c i a l  g a s  s o  
t h a t  e x p o r t  l e v e l s  c a n  b e  m a i n t a i n e d  
o r  e x p a n d e d .  Th i s  s e e m s  a  p a l a t a b l e  
a p p r o a c h  t o  t h e  c o m p a n y ’ s  t o p  
m a n a g e m e n t  ( g i v e n  t h e  s o c i a l  m a n d a t e  
i n  a d d i t i o n  t o  b u s i n e s s  g o a l s  o f  t h e  
c o m p a n y )  a n d  f o r  p o l i c y m a k e r s .  Ho w e v e r ,  
t h i s  n e c e s s i t a t e s  r e f o r m s  t h a t  w o u l d  m a k e  
u p s t r e a m  g a s  e x p l o r a t i o n ,  p r o d u c t i o n ,  
a n d  p r o c e s s i n g  a t t r a c t i v e  f o r  i n v e s t o r s .  
I n s t e a d ,  i t  a p p e a r s  t h a t  p o l i c y m a k e r s  a r e  
b e i n g  t e m p t e d  t o  i n s t i t u t e  m o r e  p u n i t i v e  
a n d / o r  a d m i n i s t r a t i v e  m e a s u r e s  t o w a r d  
e x i s t i n g  g a s  p r o d u c e r s .

4.5.1.Producer Prices
Pr o d u c e r  p r i c e s  a r e  n o t  a d m i n i s t r a t i v e l y  

r e g u l a t e d ,  b u t  a r e  i n d i v i d u a l l y  n e g o t i a t e d  
b e t w e e n  p r o d u c e r s  a n d  b u y e r s ,  m a i n l y  
K TG ,  t h e  n a t i o n a l  g a s  m a r k e t  o p e r a t o r  
t h a t  r e t a i n s  m o n o p o l y  a u t h o r i t y  a s  t h e  
s i n g l e  “ p r i o r i t y ”  b u y e r  f o r  a s s o c i a t e d  g a s .  
Th e o r e t i c a l l y ,  n a t u r a l  g a s  p r o d u c e r  p r i c e s  
a r e  s u p p o s e d  t o  b e  d e t e r m i n e d  b y  r u l e s  
g i v e n  i n  t h e  L a w  o n  G a s  a n d  G a s  S u p p l y  
( 2 0 1 2 ) ,  w h i c h  i n c l u d e s  a  “ c o s t - p l u s ”  
price component, codified in Article 15: 

Production cost ($/Mcm) 
+ processing cost ($/Mcm) + 
transmission tariff to point of sale to 
KTG ($/Mcm) + profit margin (< 10%)

In reality, KTG yields significant power 
i n  n e g o t i a t i n g  g a s  p r i c e s ,  a n d  b e c a u s e  
KTG is under financial pressure by low 
e n d - u s e r  p r i c e s ,  p r o d u c e r  p r i c e s  d o  n o t  
a l w a y s  c o v e r  a l l  o f  t h e  i n v o l v e d  c o s t s .  I n  
m i d - 2 0 1 8 ,  t h e  a v e r a g e  g a s  p r i c e  r e c e i v e d  
b y  K a z a k h s t a n ’ s  p r o d u c e r s  w a s  s t i l l  o n l y  
1 4 , 5 5 6  K Z T/ M c m  ( $ 4 3 . 3 1 / M c m )  ( s e e  
F i g u r e  4 . 1 2 .  Re g i o n a l  p r o d u c e r  p r i c e s  b y  
o b l a s t ) .  I n  M a y  2 0 1 9  t h e  a v e r a g e  n a t i o n a l  
p r o d u c e r  g a s  p r i c e  w a s  1 4 , 3 9 4  K Z T/ M c m  
($37.87/Mcm). This may be sufficient to 
c o v e r  c o s t s  f o r  s h a l l o w  d r y  g a s ,  b u t  i t  i s  
not sufficient to cover the costs associated 
w i t h  r e c o v e r i n g  a s s o c i a t e d  s o u r  w e t  
g a s  t h a t  m u s t  b e  g a t h e r e d ,  p r o c e s s e d ,  
a n d  t r a n s p o r t e d  t o  a n  i n j e c t i o n  p o i n t .  
S e v e r a l  m a r k e t  p a r t i c i p a n t s  i n d i c a t e  t h a t  
t h e  p r i c e  g a r n e r e d  t h r o u g h  s a l e s  t o  t h e  
d o m e s t i c  m a r k e t  i s  l e s s  t h a n  t h e i r  o w n  
p r o d u c t i o n  c o s t s  b y  a  “ m u l t i p l e . ”  Th e  
t h e o r y  b e h i n d  t h e  n a t i o n a l  o p e r a t o r  
m o d e l  u s e d  b y  K a z a k h s t a n  i s  t h a t  
a s s o c i a t e d  g a s  i s  a  l o w - c o s t  b y p r o d u c t  o f  
o i l  p r o d u c t i o n ,  b u t  i n  p r a c t i c e ,  p a r t i c u l a r l y  
for new fields and those utilizing gas 
p r o c e s s i n g  p l a n t s ,  t r a n s f o r m i n g  g a s  a t  
t h e  w e l l h e a d  t o  c o m m e r c i a l  q u a l i t y  g a s  
i s  a n  e x p e n s i v e  p r o c e s s .  Th e  p r o d u c e r s  
o f  a s s o c i a t e d  g a s  a r e  l i a b l e  f o r  u p s t r e a m  
t a x  p a y m e n t s  o n  t h e  e x t r a c t e d  g a s  e v e n  
a s  i f  r e c e i v e  v e r y  l i t t l e  v a l u e  f r o m  i t .  
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4.5.2. End-User Prices

KREMiZK wields the most influence over 
e n d - u s e r  g a s  p r i c e s ,  w h i c h  i t  r e g u l a t e s  
b y  r e g i o n  a n d  c u s t o m e r  t y p e  ( r e s i d e n t i a l  
v e r s u s  i n d u s t r i a l ) . I t s  a p p r o a c h  i s  g u i d e d  
n o t  s t r i c t l y  b y  e n e r g y  p o l i c y  p e r  s e ,  b u t  
b r o a d e r  m a c r o e c o n o m i c  c o n s i d e r a t i o n s .  
The government-dictated inflation target 
i s  p e r h a p s  t h e  m a j o r  f a c t o r  g u i d i n g  
K REM i Z K ’ s  g a s  p r i c i n g  a p p r o a c h ,  a s  i t  
s e e k s t o  k e e p  p r i c e  a p p r e c i a t i o n  w i t h i n  
20% of the prescribed inflation corridor. In 
other words, in 2019, the overall inflation 
r a t e  t a r g e t  i s  5 . 3 % ,  s o  e n d - u s e r  p r i c e s  
f o r  e n e r g y  a n d  o t h e r  u t i l i t i e s  ( g a s ,  h e a t ,  
p o w e r ,  r a i l w a y  t r a n s p o r t a t i o n ,  a n d  w a t e r )  
s h o u l d  a c c o u n t  f o r  n o  m o r e  t h a n  1 – 2  
percentage points of that overall inflation 
l e v e l .

Re g i o n a l  w h o l e s a l e  p r i c e s  a r e  
d e t e r m i n e d  a n n u a l l y  a n d  a r e  i n  e f f e c t  
b e t w e e n  J u l y  1  a n d  J u n e  3 0  o f  t h e  
f o l l o w i n g  y e a r . B y  l a w ,  r e g u l a t e d  g a s  p r i c e s  
i n  K a z a k h s t a n  c a n n o t  i n c r e a s e  b y  m o r e  
t h a n  1 5 %  a n n u a l l y .  

I n  M a y  2 0 1 8  m a r g i n a l  w h o l e s a l e  
p r i c e s  f o r  c o m m e r c i a l  g a s  i n c r e a s e d  
b y  7 % – 1 0 %  i n  t h e  s o u t h e r n  r e g i o n s  t o  
reflect higher costs of delivered natural 
g a s  ( f r o m  b o t h  d o m e s t i c  s o u r c e s  a n d  
i m p o r t s ) . 1 3   Ho w e v e r ,  b y  N o v e m b e r  2 0 1 8  
a  d e c i s i o n  w a s  m a d e  t o  r e d u c e  p r i c e s  b y  
11% on average for the first six months of 
2 0 1 9 .  Th e s e  p r i c e  c u t s  w e r e  s u b s e q u e n t l y  
e x t e n d e d  t h r o u g h  3 0  J u n e  2 0 2 0 . 1 4  Th e s e  
changes were instituted to fulfill the First 
Pr e s i d e n t ’ s  m a n d a t e  e x p r e s s e d  a t  t h e  
S e c u r i t y  Co u n c i l  o n  7  N o v e m b e r  2 0 1 8  t o  
r e d u c e  u t i l i t y  p r i c e s  f o r  t h e  p o p u l a t i o n ,  
w h i c h  t h e  F i r s t  Pr e s i d e n t  s a i d  w e r e  t o o  
h i g h  t o  b e a r .  Ac c o r d i n g  t o  t h e  En e r g y  
M i n i s t e r  K a n a t  B o z u m b a y e v ,  r e d u c t i o n s  i n  
w h o l e s a l e  g a s  p r i c e s  w o u l d  t r a n s l a t e  i n t o  

e l e c t r i c i t y  a n d  h e a t  t a r i f f  r e d u c t i o n s  b y  
6 – 1 5 %  d e p e n d i n g  o n  t h e  r e g i o n .  I n d e e d ,  
i n  D e c e m b e r  2 0 1 8 ,  t h e  M i n i s t r y  o f  En e r g y  
r e d u c e d  m a r g i n a l  ( c a p )  e l e c t r i c i t y  t a r i f f s  
f o r  e n e r g y - p r o d u c i n g  o r g a n i z a t i o n s  b y  
1 8 %  o n  a v e r a g e  s t a r t i n g  f r o m  1  J a n u a r y  
2 0 1 9 . 1 5

As  i n  t h e  c a s e  o f  p r o d u c e r  p r i c e s ,  e n d -
u s e r  p r i c e s  a r e  d e t e r m i n e d  f r o m  a  “ c o s t -
p l u s ”  m e t h o d o l o g y 1 6 :

Procurement cost (wholesale 
price) + pipeline transportation 
cost+ distribution cost (including 
storage costs) + investment 
component17 

Ho w e v e r ,  d u e  t o  s o c i a l  c o n c e r n s  
( k e e p i n g  p r i c e s  l o w  f o r  e n d - u s e r s  a n d  
curtailing inflation), gas prices have not 
a l w a y s  b e e n  a d e q u a t e  t o  c o v e r  K TG ’ s  
e x p e n s e s  a n d  t o  g e n e r a t e  a  s u r p l u s  t o  
f u n d  n e w  i n v e s t m e n t  ( n e t w o r k  e x p a n s i o n )  
a n d  s y s t e m  m a i n t e n a n c e .  Av e r a g e  e n d -
u s e r  p r i c e s  f o r  i n d u s t r y  i n  K a z a k h s t a n  
h a v e  r i s e n  l e s s  a b r u p t l y  t h a n  p r o d u c e r  
p r i c e s ,  f r o m  2 2 , 3 4 9  K Z T/ M c m  ( $ 6 7 / M c m )  
i n  J a n u a r y  2 0 1 7  t o  2 4 , 3 4 5  K Z T/ M c m  ( $ 7 5 /
M c m )  i n  Ap r i l  2 0 1 8 .  I n  2 0 1 9 ,  a v e r a g e  
p r i c e s  f o r  i n d u s t r y  a c t u a l l y  w e n t  d o w n  t o  
2 0 , 1 3 6  K Z T/ M c m  ( $ 5 2 . 9 9 / M c m ) .  Pr i c e s  
f o r  r e s i d e n t i a l  e n d - u s e r s  r e a c h e d  1 8 , 7 1 0  
K Z T/ M c m  ( $ 4 9 . 2 4 / M c m )  i n  M a y  2 0 1 9  
c o m p a r e d  t o  1 8 , 4 4 0  K Z T/ M c m  ( $ 5 6 . 1 7 /
M c m )  a  y e a r  e a r l i e r .  I n  M a y  2 0 1 9 ,  t h e  
d i f f e r e n c e  b e t w e e n  t h e  a v e r a g e  p r o d u c e r  
p r i c e  a n d  i n d u s t r i a l  p r i c e ,  a n d  t h e  p r o d u c e r  
p r i c e  a n d  r e s i d e n t i a l  p r i c e ,  w a s  $ 1 5 / M c m  
a n d  $ 1 1 . 4 / M c m ,  r e s p e c t i v e l y ,  d o w n  f r o m  
$ 2 9 / M c m  a n d  $ 1 1 . 9 / M c m  i n  J a n u a r y  2 0 1 8  
( s e e  F i g u r e  4 . 1 3  Tr e n d s  i n  d o m e s t i c  g a s  
p r i c e s  i n  K a z a k h s t a n  ( r e p o r t e d  a t  y e a r -
e n d ) ) .

1 3  S o u t h e r n  r e g i o n s  i n c l u d e  Al m a t y  c i t y  a n d  Al m a t y  O b l a s t ,  S h y m k e n t  c i t y  a n d  Tu r k e s t a n  O b l a s t ,  a n d  Z h a m b y l  O b l a s t .
1 4  Pr i c e  r e d u c t i o n s  r a n g e d  f r o m  3 . 8 %  i n  Tu r k e s t a n  O b l a s t  a n d  t h e  c i t y  o f  S h y m k e n t  t o  1 7 . 5 %  i n  t h e  c i t y  o f  Al m a t y  a n d  Al m a t y  O b l a s t .  Pr i c e  l e v e l s  
w e r e  u n c h a n g e d  f o r  At y r a u  a n d  Ea s t  K a z a k h s t a n  o b l a s t s .
1 5  To comply with the mandate, KEGOС decided to reduce the approved tariffs’ caps on electric power transmission by 12%, on technical 
d i s p a t c h i n g  o f  e l e c t r i c i t y  t o  t h e  g r i d  a n d  c o n s u m p t i o n  i n  t h e  g r i d  b y  2 3 % ,  a n d  o n  b a l a n c i n g  e l e c t r i c i t y  p r o d u c t i o n  a n d  c o n s u m p t i o n  b y  1 0 % .
1 6  Kazakhstan’s Law on Natural Monopolies and supporting rules issued by KREMiZK establish a methodology to calculate an acceptable profit rate 
for gas transportation companies (KTG and subsidiaries) based on their regulated asset base, which reflects their expenditures and investment 
programs. In practice, determination of end user prices still follows a “cost plus” approach where an acceptable profit rate is believed to be no 
m o r e  t h a n  1 0 % .
1 7   Transportation costs typically incorporate an “acceptable profit margin” in the regulated transportation tariff, and usually the investment 
c o m p o n e n t  i n  r o l l e d  i n t o  t h e  t a r i f f  a s  w e l l .  S o m e  r e g u l a t i o n s  h a v e  b e e n  r e w r i t t e n  f o r  t h i s  t o  i n c o r p o r a t e  RAB - t y p e  a p p r o a c h e s  f o r  g a s  p i p e l i n e s ,  
where the regulated profit margin is to be based on the regulated asset base (RAB), but this new approach does not seem to have been widely 
i m p l e m e n t e d .
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Th e r e  a r e  p r o p o s a l s  t o  m o d i f y  t h e  
c u r r e n t  g a s  p r i c i n g  f o r m u l a  t o  b e  
c o s t + 0 %  f o r  p o w e r  p l a n t s ,  a n d  c o s t + 7 %  
f o r  p e t r o c h e m i c a l  f a c i l i t i e s .  F o r  b o t h  t y p e s  
o f  e n t e r p r i s e s ,  t h e  c o s t  o f  f e e d s t o c k  ( g a s )  
i s  o n e  o f  t h e i r  k e y  c o s t  c o m p o n e n t s .  
Th e  r a t i o n a l e  f o r  h i g h e r  p r i c e s  f o r  
p e t r o c h e m i c a l s  ( t h a n  f o r  p o w e r  s t a t i o n s )  
i s  p r e s u m a b l y  t h e  e x p o r t - o r i e n t e d n a t u r e  
o f  t h e i r  p r o d u c t s ,  w h i l e  l o w e r i n g  p r i c e s  
f o r  g a s  s u p p l i e d  t o  p o w e r  p l a n t s  w o u l d  
l o w e r  e l e c t r i c i t y  t a r i f f s  f o r  c o n s u m e r s .  
S t i l l ,  e n d - u s e r  g a s  p r i c e s  a l r e a d y  a p p e a r  
to not actually reflect the prescribed 
c o s t - p l u s  f o r m u l a  a n d  t h e  c o n t e m p l a t e d  
c h a n g e s  a r e  q u i t e  s m a l l ,  s o  i n s t i t u t i n g  
t h e s e  s p e c i a l  p r i c i n g  a r r a n g e m e n t s  w o u l d  
s e e m  t o  h a v e  l i t t l e  p r a c t i c a l  i m p a c t .  

Cl e a r l y ,  p r i c e s  t h r o u g h o u t  t h e  v a l u e  
c h a i n  m u s t  r i s e  t o  i n c e n t i v i z e  s u p p l y  a n d  
g e n e r a t e  f u n d s  f o r  a d d i t i o n a l  i n v e s t m e n t  
i n  g a s  t r a n s p o r t a t i o n  a n d  d i s t r i b u t i o n  
i n f r a s t r u c t u r e  b y  K TG .  Th e  r o l e  o f  
p r i c e s  i s  f u n d a m e n t a l  i n  a n  e c o n o m y  b y  
s h a p i n g  t h e  b e h a v i o r  o f  p r o d u c e r s  a n d  
c o n s u m e r s .  F o r  p r o d u c e r s ,  r i s i n g  p r i c e s  
s t i m u l a t e  p r o d u c t i o n ,  a n d  f o r  c o n s u m e r s ,  
h i g h e r  p r i c e s  c o m m u n i c a t e  t h e  p r o d u c t i o n  
c h a i n  c o s t s ,  a n d  i n c e n t i v i z e  e n e r g y  
rationalization and improved efficiency.  

G r a d u a l l y  i n c r e a s i n g  e n d - u s e r  p r i c e s  
w i l l  a l s o  e a s e  i m p e n d i n g  h a r m o n i z a t i o n  
c h a l l e n g e s  f o r  K a z a k h s t a n  w h e n  i t  
a c c e d e s  t o  t h e  EAEU  c o m m o n  g a s  
m a r k e t  i n  2 0 2 5  ( s e e  b e l o w ) .  Al t h o u g h  
t h e  p o t e n t i a l  n e g a t i v e  p u b l i c  r e s p o n s e  
t o  h i g h e r  p r i c e s  r e m a i n s  s a l i e n t  i n  t h e  
m i n d s  o f  p o l i t i c i a n s  a n d  r e g u l a t o r s  a l i k e ,  
w h o  a r e  s e e k i n g  t o  s h i e l d  t h e  p u b l i c  
f r o m  h i g h e r  r a t e s  o u t  o f  s o c i a l  c o n c e r n s ,  
w h a t   i s  n o t  a s  e v i d e n t  i s  t h a t  K a z a k h s t a n  
h a s  s o m e  o f  t h e  l o w e s t  u t i l i t y  r a t e s  ( f o r  
g a s  a n d  e l e c t r i c  p o w e r )  i n  t h e  w o r l d   
( 3 %  o f  a v e r a g e  h o u s e h o l d  i n c o m e  i n  
m o s t  o b l a s t s ) .  Th i s  i s  l o w  c o m p a r e d  t o  
d e v e l o p e d  c o u n t r y  m a r k e t s  ( 2 2 – 2 3 %  i n  
t h e  Eu r o p e a n  U n i o n )  a n d  s e v e r a l  l a r g e  
B RI C m a r k e t s  ( 5 – 8 %  f o r  Ru s s i a , a n d  1 0 –
1 2 %  f o r  I n d i a ) .  Th e  p o t e n t i a l  f o r  m o d e s t  
r a t e  h i k e s  i n  K a z a k h s t a n  i s  e v i d e n t  e v e n  
i n  c l o s e l y  a n a l o g o u s  m a r k e t s  ( Az e r b a i j a n  
a n d  Tu r k e y ,  b o t h  a t  8 – 1 0 % )  ( s e e  F i g u r e  
4 . 1 4 .  Co m p a r i s o n  o f  s p e n d i n g  o n  e n e r g y  
u t i l i t i e s  a s  s h a r e  o f  h o u s e h o l d  i n c o m e ,  
2 0 1 7 ) .  F o r  t h o s e  m o s t  s u s c e p t i b l e  t o  r i s i n g  
p r i c e s ,  i . e . ,  t h e  n e a r l y  2  m i l l i o n  r e s i d e n t s  
who are pensioners on fixed incomes, 
K a z a k h s t a n  s h o u l d  c o n s i d e r  d e v e l o p i n g  
a  s p e c i a l  s y s t e m  o f  r e b a t e s / s u b s i d i e s  
specifically targeting these users.
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Figure 4.13. Trends in domestic gas prices in Kazakhstan (reported at year-end)
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4.6. EAEU Single Gas Market and Harmonization Challenges
Th e  m e m b e r  s t a t e s  o f  t h e  Eu r a s i a n  

Ec o n o m i c  U n i o n  ( EAEU ) — Ar m e n i a ,  
B e l a r u s ,  K a z a k h s t a n ,  K y r g y z s t a n ,  
Ru s s i a — h a v e  a g r e e d  t o  e s t a b l i s h  c o m m o n  
m a r k e t s  f o r  ( a )  n a t u r a l  g a s ;  a n d  ( b )  o i l  
a n d  o i l  p r o d u c t s  b y  t h e  m i d - 2 0 2 0 s  ( 2 0 2 5 ) ,  
f o l l o w i n g  e l e c t r i c i t y  m a r k e t s  i n t e g r a t i o n .
Th i s  i s  a n  a m b i t i o u s  a n d  c h a l l e n g i n g  
o b j e c t i v e ,  a s  c u r r e n t l y  e n e r g y  t r a d e  
a m o n g  t h e s e  c o u n t r i e s  i s  g o v e r n e d  m o s t l y  
b y  s p e c i a l  b i l a t e r a l  t r a d e  a g r e e m e n t s  
t h a t  c o v e r  v o l u m e s  a n d  t e r m s ,  p r i c i n g ,  
a n d  o t h e r  i s s u e s ,  s u c h  a s  e x p o r t  d u t i e s .  

U n d e r  t h e  EAEU  Pr o g r a m  f o r  g a s  
( a p p r o v e d  i n  e a r l y  D e c e m b e r  2 0 1 8 ) ,  
m e m b e r  c o u n t r i e s  a r e  t o  a g r e e  o n  t h e  k e y  
p r i n c i p l e s  f o r  t h e  s i n g l e  m a r k e t — i n c l u d i n g  
m e c h a n i s m s  f o r  t r a d i n g — b y  1  J a n u a r y  
2 0 2 1 ,  a n d  t o  a m e n d  n a t i o n a l  l e g i s l a t i o n  
w h e r e  n e e d e d .  A d r a f t  i n t e r g o v e r n m e n t a l  
a g r e e m e n t  o n  t h e  c r e a t i o n  o f  t h e  s i n g l e  
m a r k e t  i s  p l a n n e d  t o  b e  r e a d y  a  y e a r  
l a t e r .  Th i s  i s  t o  b e  f o l l o w e d  i n  2 0 2 3 – 2 4  b y  
a c t i v e  m e a s u r e s  t o  f a c i l i t a t e  t h e  t r a d i n g  o f  
g a s ,  s u c h  a s  t h e  c r e a t i o n  o f  e x c h a n g e s . 1 8  
M a j o r  i s s u e s  r e m a i n  t o  b e  r e s o l v e d ,  s u c h  
a s  t h e  f o r m a t i o n  o f  a  m e c h a n i s m  f o r  p r i c e  
d e r e g u l a t i o n  i n  t h e  s i n g l e  m a r k e t :  i . e . ,  t h e  
p r i c e  w i l l  b e  d e t e r m i n e d  i n  d i r e c t  s u p p l y  

c o n t r a c t s  b e t w e e n  p a r t i c i p a n t s  i n  t h e  s i n g l e  
m a r k e t  o r  i n  e x c h a n g e  t r a d i n g ,  w i t h o u t  
p r i c e  r e g u l a t i o n  a n d  w i t h  r e - e x p o r t s  o f  
v o l u m e s  a c q u i r e d  i n  t h e  s i n g l e  m a r k e t  
p r o h i b i t e d  t o  t h i r d  c o u n t r i e s .  Ac c o r d i n g  t o  
t h e  Pr o g r a m ,  t h e  p r i c e  b e n c h m a r k  f o r  t h e  
s i n g l e  g a s  m a r k e t  w i l l  b e  a  c o m b i n a t i o n  
o f  t h e  S PI M EX  p r i c e  a n d  t h o s e  i n  t h e  
c o n t r a c t s  o f  i n d e p e n d e n t  g a s  p r o d u c e r s .  
Y e t  e a c h  c o u n t r y ,  i n c l u d i n g  Ru s s i a ,  h a s  
y e t  t o  d e c i d e  h o w  a n d  w h e r e  t o  r e g i s t e r  
i n d e p e n d e n t  g a s  p r o d u c e r s ’  p r i c e s . 1 9

4.6.1. Harmonization of gas 
pricing 

O v e r  t h e  l o n g e r  t e r m ,  e n d - u s e r  n a t u r a l  
g a s  p r i c e s  a r e  p l a n n e d  t o  b e  h a r m o n i z e d  
b e t w e e n  K a z a k h s t a n  a n d  t h e  Ru s s i a n  
F e d e r a t i o n  a s  p a r t  o f  a  g e n e r a l  m o v e m e n t  
t o w a r d  i n t e g r a t e d  o p e n  m a r k e t s .  G i v e n  
t h a t  g a s  p r o d u c t i o n ,  t r a d e ,  a n d  t h e  s i z e  o f  
t h e  d o m e s t i c  m a r k e t  i n  Ru s s i a  a r e  a l l  m u c h  
l a r g e r  t h a n  i n  K a z a k h s t a n  o r  a n y  o f  t h e  
o t h e r  EAEU  m e m b e r s ,  i t  s t a n d s  t o  r e a s o n  
t h a t  d o m e s t i c  p r i c e s  i n  K a z a k h s t a n  w i l l  
c o n v e r g e  w i t h  d o m e s t i c  p r i c e s  i n Ru s s i a  
r a t h e r  t h a n  v i c e  v e r s a .  Ho w e v e r ,  l i t t l e  h a s  
a c t u a l l y  h a p p e n e d  s o  f a r  o n  t h i s  i s s u e .

1 8  Pr e s e n t l y ,  t r a n s a c t i o n s  a r e  l i m i t e d  t o  t h e  S t .  Pe t e r s b u r g  I n t e r n a t i o n a l  M e r c a n t i l e  Ex c h a n g e  ( S PI M EX ) .
1 9  F o r  n o w ,  t h e  r e g u l a t e d  p r i c e  t h a t  t h e  F e d e r a l  An t i m o n o p o l y  S e r v i c e  ( F AS )  e s t a b l i s h e s  f o r  m a j o r i t y - s t a t e - o w n e d  G a z p r o m  e s s e n t i a l l y  s e r v e s  a s  a  
k e y  b e n c h m a r k  f o r  g a s  t r a d e d  o n  S PI M EX  a n d  f o r  g a s  s o l d  b y  i n d e p e n d e n t s  ( e . g . ,  N O V ATEK ,  Ro s n e f t ,  L U K O I L ,  S u r g u t n e f t e g a z )  u n d e r  l o n g - t e r m  
a g r e e m e n t s ;  s e e  I HS  M a r k i t  S t r a t e g i c  Re p o r t  G a s  Tr a d i n g  o n  t h e  S PI M EX  a n d  Ru s s i a ’ s  D o m e s t i c  G a s  Pr i c i n g  D i l e m m a ;  a n d  I HS  M a r k i t  S t r a t e g i c  
Report Russian Domestic Gas Prices: How high can they go?
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Ru s s i a n  ( a s  w e l l  a s  K a z a k h )  d o m e s t i c  
g a s  p r i c e s  v a r y  b y  r e g i o n .  A k e y  q u e s t i o n  
f o r  K a z a k h s t a n ’ s  p o l i c y m a k e r s i s  w i t h  w h i c h  
Ru s s i a n  p r i c i n g  z o n e  s h o u l d  K a z a k h s t a n ’ s  
d o m e s t i c  p r i c e s  b e  h a r m o n i z e d  ( e s p e c i a l l y  
in gas-producing western Kazakhstan)? At 
t h e  e n d  o f  2 0 1 8 ,  t h e  g a s  p r i c e  f o r  i n d u s t r i a l  
c o n s u m e r s  i n  t h e  k e y  Ru s s i a n  g a s -
p r o d u c i n g  r e g i o n  o f  W e s t  S i b e r i a  ( Y a m a l -
N e n e t s  O k r u g )  w a s  a b o u t  5 8 %  o f  t h e  p r i c e  
i n  a  g a s - c o n s u m i n g  p r o v i n c e  i n  Eu r o p e a n  
Ru s s i a  t h a t  n e i g h b o r s  K a z a k h s t a n  o n  t h e  
n o r t h w e s t  ( S a r a t o v  O b l a s t ) .  S u c h  r e g i o n a l  
d i s p a r i t i e s  a r o u n d  t h e  a v e r a g e  p r i c e  w i t h i n  
Ru s s i a  a r e  e x p e c t e d  t o  c o n t i n u e  g o i n g  
f o r w a r d .  I n  t h e  g a s - p r o d u c i n g  a r e a s  i n  
w e s t e r n  K a z a k h s t a n ,  d o m e s t i c  K a z a k h  
p r i c e s  p a i d  b y  i n d u s t r i a l  c o n s u m e r s  w e r e  
a p p r o x i m a t e l y  e q u i v a l e n t  t o  p r i c e s  p a i d  b y  
i n d u s t r i a l  c o n s u m e r s  i n  t h e  g a s - p r o d u c i n g  
Ru s s i a n  p r i c e  z o n e s  i n  2 0 1 4 ,  b u t  n o w  
a r e  a b o u t  3 0 %  l e s s  ( s e e  F i g u r e  4 . 1 5 .

Pr i c e  o u t l o o k  f o r  n a t u r a l  g a s  c o n s u m e d  
b y  i n d u s t r y  i n  w e s t e r n  K a z a k h s t a n  
( At y r a u  O b l a s t ) :  Ha r m o n i z e d  w i t h  
Ru s s i a ’ s  Y a m a l - N e n e t s  O k r u g  i n  2 0 2 5 )

K a z a k h s t a n  p l a n s  t o  h a r m o n i z e  i t s  
p r i c e s  w i t h  t h e  l o w e r  i n d u s t r i a l  p r i c e s  
f o u n d  i n  g a s - p r o d u c i n g  z o n e s  i n  W e s t  
S i b e r i a  a n d  n o t  w i t h  t h e  h i g h e r  p r i c e s  i n  
Eu r o p e a n  Ru s s i a ’ s  c o n s u m i n g  r e g i o n s .  
Th i s  w o u l d  a l l o w  i n d u s t r y  i n  w e s t e r n  
K a z a k h s t a n  t o  r e m a i n  c o m p e t i t i v e  w i t h i n  
t h e  b r o a d e r  e c o n o m i c  s p a c e  o f  t h e  EAEU  
a n d  w i l l  m a k e  f o r  a n  e a s i e r  a d j u s t m e n t  f o r  
c o n s u m e r s .  I n  t h i s  s c e n a r i o ,  t o  h a r m o n i z e  
w i t h  Y a m a l - N e n e t s  O k r u g  i n  Ru s s i a  b y  
2 0 2 5  ( a s  p l a n n e d  w i t h i n  t h e  EAEU ) ,  
p r i c e s  i n  w e s t e r n  K a z a k h s t a n  w o u l d  n e e d  
t o  r i s e  b y  1 3 %  a n n u a l l y  o n  a v e r a g e ,  
b e t w e e n  2 0 2 0  a n d  2 0 2 5 ,  w i t h  p r i c e s  t h e n  
m o v i n g  u p w a r d  b a s i c a l l y  a t  t h e  r a t e  o f  
domestic (Russian) inflation after 2026.

4.6.2. Similarities and 
differences in gas markets

I n  a s s e s s i n g  h a r m o n i z a t i o n  c h a l l e n g e s ,  
i t  i s  a l s o  w o r t h  r e v i e w i n g  t h e  g e n e r a l  
s i t u a t i o n  o f  t h e  g a s  m a r k e t s  i n  EAEU  
m e m b e r  c o u n t r i e s .  Ru s s i a  i s  t h e  l a r g e s t  
n a t u r a l  g a s  m a r k e t ,  p r o d u c i n g  7 2 5  B c m  
i n  2 0 1 8 ,  a c c o u n t i n g  f o r  9 3 %  o f  g a s  
p r o d u c t i o n  i n  t h e  EAEU  i n  2 0 1 8  ( s e e  Ta b l e  
4 . 2 .  N a t u r a l  g a s  b a l a n c e  o f  EAEU  m e m b e r  
c o u n t r i e s ) .  Ap p a r e n t  c o n s u m p t i o n  w a s  
4 7 6 . 5  B c m ,  o r  9 1 %  o f  EAEU  c o n s u m p t i o n  
a n d  3 1  t i m e s  t h a t  o f  K a z a k h s t a n ’ s  e n d -

o f - p i p e  c o n s u m p t i o n .  G a s  p r o d u c t i o n  i n  
K y r g y z s t a n  a n d  B e l a r u s  a r e  e a c h  l e s s  t h a n  
0 . 3  B c m / y ,  a n d  Ar m e n i a  d o e s  n o t  p r o d u c e  
g a s  a t  a l l .  Ru s s i a ’ s  n a t i o n a l  g a s  n e t w o r k  
o p e r a t o r  a n d  l a r g e s t  p r o d u c e r ,  G a z p r o m ,  
o w n s  t h e  g a s  t r a n s m i s s i o n  s y s t e m s  
i n  B e l a r u s ,  Ar m e n i a ,  a n d  K y r g y z s t a n ,  
a n d  p r o v i d e s  g a s  t o  t h e s e  c o u n t r i e s  o n  
r e l a t i v e l y  f a v o r a b l e  p r i c i n g  t e r m s  ( h i g h e r  
t h a n  d o m e s t i c  p r i c e s ,  b u t  l o w e r  t h a n  
w h a t  i t  r e c e i v e s  f r o m  Eu r o p e a n  e x p o r t s ) .  
In this respect, Russia’s, specifically 
G a z p r o m ’ s ,  i n t e r e s t s  w i l l  i n e v i t a b l y  
d o m i n a t e  EAEU  g a s  m a r k e t  p o l i c y .
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There are significant differences 
between gas operations in Russia and 
Kazakhstan, and both countries are 
confronted with the need for substantial 
reforms (see Table 4.3. Comparison of 
gas market regulations in Russia and 

Kazakhstan). The markets are similar in 
that both contain a national company 
overseeing gas transmission and 
distribution, and transportation tariffs 
are regulated by a state body. But the 
underlying operations are quite different.

Table 4.2
Natural gas balances for EAEU member countries

(Bcm)

2010 2011 2012 2013 2014 2015 2016 2017 2018
Total EAEU gas production (commercial)) 675.0 695.4 679.6 693.1 665.3 663.5 669.3 724.5 761.6 
Total EAEU gas consumption (commercial) 505.8 503.5 514.6 508.4 501.2 487.2 475.9 512.4 523.8 

Armenia

Production -  -  -  -  -  -  -  -   -   
Imports 1.9 2.0 2.5 2.4 2.5 2.3 2.3 2.4 2.4 
From Russia 1.4 1.6 2.0 2.0 2.1 1.9 1.9 2.0 2.0 
From Iran 0.4 0.4 0.5 0.4 0.4 0.4 0.4 0.4 0.4 
Exports         -         -         -         -         -         -         -    -         -   
Apparent consumption 1.9 2.0 2.5 2.4 2.5 2.3 2.3 2.4 2.4 

Kazakhstan

Production (gross) 37.1 39.5 40.1 42.4 43.2 45.3 46.4 52.9 55.5 
Production (commercial) 24.1 24.7 24.4 24.6 24.8 27.7 28.8 33.1 36.4 
Imports (trade statistics) 4.0 3.7 4.6 5.2 4.4 5.8 6.9 5.6 7.0 
Exports (operational statistics) 12.4 11.7 10.9 10.8 10.6 10.9 12.8 16.8 19.4 
Apparent consumption (commercial) 15.7 16.7 18.1 19.0 18.7 22.6 22.8 21.9 24.1 
Reported gas deliveries to consumers* 9.0 10.1 10.5 10.9 12.4 12.0 13.1 14.0 15.1 

Kyrgyzstan

Production 0.02 0.03 0.03 0.03 0.03 0.03 0.03 0.03 0.03 
Imports 0.27 0.31 0.40 0.27 0.24 0.24 0.26 0.28 0.28 
Exports - - - - - - - - -
Apparent consumption 0.29 0.33 0.42 0.31 0.27 0.28 0.29 0.30 0.30 

Russia

Production (gross)         
650.7 

      
670.5 

      
655.0 

       
668.2 

       
640.2 

       
635.5 

       
640.2 

       
691.1 

       
725.0 

Imports           
36.2 

        
33.7 

        
36.4 

        
31.7 

        
25.7 

        
19.2 

        
16.7 

        
18.9 

        
16.4 

Exports         
220.7 

      
240.0 

      
218.2 

      
233.6 

      
206.5 

      
211.7 

      
225.3 

      
241.5 

      
264.8 

Apparent consumption (commercial)         
466.2 

      
464.2 

      
473.2 

      
466.3 

      
459.5 

      
443.0 

      
431.7 

      
468.5 

      
476.5 

Belarus

Production (gross)             
0.2 

          
0.2 

          
0.2 

          
0.2 

          
0.2 

          
0.2 

          
0.2 

          
0.2 

          
0.2 

Imports 21.6 20.0 20.3 20.3 20.1 18.8 18.6 19.0 20.3
Net exports -21.4 -19.8 -20.0 -20.0 -19.8 -18.6 -18.4 -18.8 -20.1
Apparent consumption (commercial) 21.8 20.2 20.5 20.5 20.3 19.0 18.8 19.2 20.5

* Amount reported as consumption (end-of-pipe deliveries) by the Ministry of Gas/Gazprom or Kazakh statistical sources.
Source: National statistics for the individual countries; CIS Statistical Service
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Table 4.3
Comparison of gas market regulations in Russia and Kazakhstan

Russia Kazakhstan
National gas system 
operator PAO JSC Gazprom AO KazTransGaz

Government regulatory 
authorities Federal Antimonopoly Service (FAS) State Committee for Regulating Natural Monopolies 

and Competition Protection (KREMiZK) 
Gasified territory 85 provinces (of which 60 are in UGSS); 

172,600 km of trunk pipelines 10 oblasts; 48,000 km of trunk pipelnes

Number of gas 
consuming groups

Seven customer groups, distinguished by 
level of gas consumption and customer type, 

with regional variation
Six customer groups, distinguished by socio-economic 

activity, with regional variation 

Upstream

Mineral Resource 
Extraction Tax (MRET)

Three MRET formulas for fuel equivalent, 
condensate, and gas, respectively, with 
varying coefficients, while maintaining a 

linkage to international oil prices, and gas 
export netback value 

MRET for associated gas changes with international 
oil price, at conversion ratio of .857

MRET exemptions

MRET generally 0-8%, although changes 
yearly; exemptions and reductions granted 

by region for selected, strategic projects (for 
example, 0% MRET for gas production in 

Irkutsk and Yakutia to improve economics of 
Power of Siberia pipeline) 

MRET exemptions and reductions granted for offshore 
and deepwater fields, as well as fields that are high 

cost and contain hard to recover resources

Producer acquisition 
pricing

Not regulated, as Gazprom bilaterally 
negotiates prices with independent producers 

and with its upstream subsidiaries

Associated gas price determined by cost-plus price 
formula:                                               

 production cost (US$/Mcm) + processing cost (US$/
Mcm) + transmission tariff to point of sale to KTG 

(US$/Mcm) + profit margin (< 10%)

Policy towards flaring
Flaring threshold set at 5% of APG 

extraction, with fines levied at coefficient of 
1.04 if flaring exceeds 5%

Rigid penalties levied on all gas flaring, including 
safety flaring

Midstream

Transportation tariff 
formation along major 
trunklines 

Tarriff determined and regulated by FAS 
for independent producers, with regional 

variation and two-tier system that includes 
entry-exit and distance

Tarriff determined and regulated by KREMiZIK for ICA 
network, AGP and BBS 

Transportation tariff rates 
in 2018

For export markets:
82 rubles/Mcm/100 km ($1.30/Mcm/100 km)* 2212.7 tenge/Mcm ($5.98/Mcm)** along ICA system

For domestic market:
65 rubles/Mcm/100 km ($1.03/Mcm/100 km) 18,050 tenge/Mcm ($48.78/Mcm) along BBS BBS

Average  tariff:
65 rubles/Mcm/100 km ($1.03/Mcm/100 km) $3.58/Mcm/100 km along AGP

Application of 
transportation tariff

Applies to "independent" (non-Gazprom) 
producers

Applies to all subsoil users in Kazakhstan using KTG 
network

VAT rate 20% 12%

Downstream

Local transmission and 
distribution tariffs

Determined locally, based on volume of gas 
consumption by individual consumers, and 
are set to compensate local gas distributer 

for upkeep

Determined and set by KREMiZiK for KTG-Aimak, 
based on oblast-level investment program and set 

margins

Wholesale price formation
Regulated by FAS, distinguished by oblast 

and consumer type, although regulated 
prices apply only to gas produced and sold 

by Gazprom

Regulated by KREMiZik by oblast and consumer type, 
with regulations applying to all gas in KTG system

Prices generally correspond to the distance 
from main gas-producing region in Yamal-

Nenets Okrug in West Siberia

Regulated wholesale prices generally correspond 
to the distance from main gas-producing region in 
western Kazakhstan, but less so in recent years

Export duty Pipeline exports subject to 30% of gas 
customs value, while LNG exports exempt

0%; however IGA levies a tariff on transportation of 
natural gas exported of $5/Mcm/100 km

* Assumes 1 USD = 63 rubles
** Excludes VAT, assumes 1 USD = 370 KZT
Sources: IHS Markit, Gazprom, Intergas Central Asia
Source: Compiled by IHS Markit
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I n  p a r t i c u l a r ,  K REM i Z K  f a v o r s  t h e  
a d m i n i s t r a t i v e  s u p p r e s s i o n  o f  g a s  
p r i c e s ,  w h i l e  i n  Ru s s i a ,  t h e  F e d e r a l  An t i -
M o n o p o l y  S e r v i c e  ( F AS )  s e e k s  l o w e r  
g a s  p r i c e s  f o r  c o n s u m e r s  a s  w e l l ,  b u t  
t h r o u g h  l i b e r a l i z a t i o n  a n d  t r a n s i t i o n  
t o w a r d s  m a r k e t - b a s e d  p r i c e  f o r m a t i o n  
p r i n c i p l e s .  O v e r  t h e  p a s t  d e c a d e ,  Ru s s i a n  
gas prices were raised significantly, to 
s u p p o r t  a  n e w  g e n e r a t i o n  o f  s u p p l y  
d e v e l o p m e n t  a n d  t o  c u r b  e x c e s s i v e  
c o n s u m p t i o n  g r o w t h . 2 0  I n d u s t r i a l  u s e r s  d o  
h a v e  a c c e s s  t o  l o w e r  p r i c e d  g a s  t h r o u g h  
s e c u r i n g  s e p a r a t e  s u p p l y  c o n t r a c t s  w i t h  
i n d e p e n d e n t  p r o d u c e r s  t h a t  a r e  e a g e r  
t o  c u t  i n t o  G a z p r o m ’ s  m a r k e t  s h a r e  ( s e e  
F i g u r e  4 . 1 6 .  Av e r a g e  i n d u s t r i a l  c o n s u m e r s  
p r i c e s  f o r  n a t u r a l  g a s  i n  Ru s s i a  a n d  
K a z a k h s t a n ) .  F o r  r e s i d e n t i a l  c o n s u m e r s ,  
h o w e v e r ,  t h e  r e g u l a t e d  m i n i m u m  r a t e s ,  
w h i l e  r e g i o n a l l y  v a r i e d ,  a r e  c o n s i s t e n t l y  

h i g h e r  t h a n  t h o s e  i n  K a z a k h s t a n .
One of the core tenets of the EAEU 

approach to an integrated gas market 
includes unification of gas transportation 
tariffs. As of February 2019, EAEU 
members were debating three proposals 
on this important issue. 2 1  The first proposal 
stipulates that transit tariffs fall under 
the jurisdiction of national governments, 
and any gas transit requires bilateral 
agreements between respective states 
that specifies the applicable tariff. The 
second idea is to stipulate an EAEU-wide 
gas transit tariff rate, with the proviso that 
it cannot exceed the transportation tariff 
applicable for domestic shipments in each 
country. The third option is for a supra-
national methodology to be developed that 
will be used to determine gas transit tariff 
rates. Currently, none of these proposals 
appear to have secured full support.

4.6.3. Summary

As p i r a t i o n a l l y ,  t h e  EAEU  s i n g l e  m a r k e t  
f o r  g a s  i s  e x p e c t e d  t o  c r e a t e  c o n d i t i o n s  
for efficient, non-discriminatory trade; 
e n s u r e  s h a r i n g  o f  i n f o r m a t i o n  a b o u t  
c o n s u m p t i o n ,  p r o d u c t i o n ,  t r a n s p o r t a t i o n ,  
a n d  d e l i v e r y  o f  n a t u r a l  g a s ;  a n d  i n c r e a s e  
t r a n s p a r e n c y  i n  p r i c i n g .  Ad d i t i o n a l  g o a l s  
i n c l u d e :  e n s u r i n g  d u t y - f r e e  s h i p m e n t  o f  

g a s  a c q u i r e d  u n d e r  d i r e c t  c o n t r a c t s  o r  
t h r o u g h  a n  e x c h a n g e ;  m a i n t a i n i n g  m a r k e t  
prices that ensure commercial profitability 
o f  g a s  s a l e s  a c r o s s  t h e  c o m m o n  m a r k e t ;  
a n d  f o r  t h e  m e m b e r  c o u n t r i e s  t o  m a k e  
a  c o o r d i n a t e d  d e c i s i o n  o n  a  t r a n s i t i o n  t o  
n e t b a c k  p r i c e s  f o r  g a s  o n  t h e  t e r r i t o r y  
o f  m e m b e r  s t a t e s .  Es t a b l i s h i n g  c o m m o n  
EAEU  e n e r g y  m a r k e t s  w i l l  r e q u i r e :  ( a )  
h a r m o n i z a t i o n  o f  r e g u l a t i o n s ,  p r i c e s ,  

2 0  See IHS Markit Strategic Report Russian Domestic Gas Prices: How high can they go?
2 1  h t t p s : / / r i a . r u / 2 0 1 9 0 2 0 1 / 1 5 5 0 2 6 6 4 3 6 . h t m l
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t a r i f f s ,  a n d  d o w n s t r e a m  t a x e s  a m o n g  
m e m b e r  s t a t e s ;  a n d  ( b )  u n i f o r m ,  n o n -
d i s c r i m i n a t o r y  a c c e s s  t o  m a r k e t s  a n d  
i n f r a s t r u c t u r e  i n  m e m b e r  s t a t e s .  

Th e  r e a l i t y  i s  t h a t  c r e a t i n g  a  s i n g l e  g a s  
m a r k e t ,  s u c h  a s  h a s  b e e n  t h e  g o a l  f o r  m a n y  
y e a r s  i n  t h e  Eu r o p e a n  U n i o n ,  w i l l  r e q u i r e  
significant liberalization and alignment 
o f  p o l i c i e s .  Ha r m o n i z a t i o n  w i l l  t h u s  p o s e  
c o n s i d e r a b l e  c h a l l e n g e s  f o r  K a z a k h s t a n ,  
w h o s e  d o m e s t i c  g a s  p r i c e s  a n d  d o m e s t i c  

m a r k e t  a r e  h e a v i l y  r e g u l a t e d .  I HS  M a r k i t  
c o n t i n u e s  t o  r e c o m m e n d  t h a t  e n d - u s e r  
p r i c e s  i n  K a z a k h s t a n  b e  h a r m o n i z e d  w i t h  
t h o s e  i n  Ru s s i a ’ s  g a s - p r o d u c i n g  r e g i o n s  
i n  W e s t  S i b e r i a  ( e . g . ,  Y a m a l - N e n e t s  
O k r u g ) .  Th i s  w i l l  a l l o w  i n d u s t r y  i n  w e s t e r n  
K a z a k h s t a n  t o  r e m a i n  c o m p e t i t i v e  w i t h i n  
t h e  b r o a d e r  EAEU  e c o n o m i c  s p a c e ,  a s  w e l l  
a s  e a s e  t h e  o v e r a l l  a d j u s t m e n t  b y  K a z a k h  
c o n s u m e r s  t o  t h e  h i g h e r  l e v e l  o f  p r i c e s .
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4.7. Recommendations

•  I n  o r d e r  t o  s t i m u l a t e  n e w  g a s  
p r o d u c t i o n  a n d  i n c e n t i v i z e  p r o d u c e r s  
t o  s u p p l y  g a s  t o  t h e  d o m e s t i c  m a r k e t ,  
u p s t r e a m  p r o c u r e m e n t  p r i c e s  m u s t  a t  
l e a s t  b e  h i g h  e n o u g h  t o  f u l l y  c o v e r  t h e  
c o s t s  i n v o l v e d  i n  p r o d u c i n g ,  p r o c e s s i n g ,  
a n d  d e l i v e r i n g  c o m m e r c i a l  g a s  i n t o  t h e  
n a t i o n a l  g a s  n e t w o r k .  F o r  t h e  m o s t  p a r t ,  
t h e s e  h i g h e r  p r o d u c e r  p r i c e s  s h o u l d  b e  
p a s s e d  o n  t o  c o n s u m e r s  t h r o u g h  h i g h e r  
e n d - u s e r  p r i c e s .  Hi g h e r  e n d - u s e r  p r i c e s  
w i l l  m o t i v a t e  c o n s u m e r s  t o  u s e  n a t u r a l  g a s  
more efficiently and are in concert with 
t h e  o b j e c t i v e  o f  h a r m o n i z i n g  K a z a k h s t a n ’ s  
p r i c e s  w i t h  t h o s e  i n  Ru s s i a  a s  p a r t  o f  t h e  
g e n e r a l  m o v e m e n t  t o w a r d  t h e  c o m m o n  
g a s  m a r k e t  o f  t h e  EAEU .  S o m e  f o r m  o f  
s t a t e  s u p p o r t  f o r  h i g h e r  g a s  p r i c e s  m a y  
b e  n e c e s s a r y  o v e r  t h e  n e a r  t e r m ,  g i v e n  
c o m p e t i t i o n  i n  p o w e r  g e n e r a t i o n  f r o m  
m u c h  c h e a p e r  d o m e s t i c  c o a l  a n d  t h e  
g e n e r a l  r e s i s t a n c e  a m o n g  b o t h  p o l i t i c i a n s  
a n d  t h e  p u b l i c  t o  s i z a b l e  h i k e s  i n  g a s  ( a n d  
e l e c t r i c i t y )  p r i c e s .  Al r e a d y ,  c o n s u m e r s  i n  
EAEU  m e m b e r  s t a t e s  w i t h  l o w e r  G D P p e r  
c a p i t a  t h a n  K a z a k h s t a n  ( i . e . ,  Ar m e n i a ,  
K y r g y z s t a n )  a r e  p a y i n g  h i g h e r  g a s  p r i c e s  
t h a n  a r e  c o n s u m e r s  i n  K a z a k h s t a n .

•  K a z a k h s t a n  s h o u l d  e n c o u r a g e  
e x p l o r a t i o n  f o r  a d d i t i o n a l  g a s  r e s o u r c e s ,  
i n c l u d i n g  u n c o n v e n t i o n a l  g a s .

•  G i v e n  t h e  g o a l  o f  c r e a t i n g  a  c o m m o n  
g a s  m a r k e t  i n  t h e  EAEU  b y  2 0 2 5 ,  a n d  

g a s  p r i c i n g  d e v e l o p m e n t s  i n  Ru s s i a  
( h a r m o n i z a t i o n  o f  p r i c e s ) ,  p r i c e s  i n  w e s t e r n  
K a z a k h s t a n  s h o u l d  b e  s e t  o n  a  t r a j e c t o r y  
t h a t  w i l l  a p p r o a c h t h o s e  i n  Ru s s i a n  g a s -
p r o d u c i n g  r e g i o n s  ( e . g . ,  Y a m a l - N e n e t s  
O k r u g )  r a t h e r  t h a n  i n  t h a t  c o u n t r y ’ s  
n e i g h b o r i n g  g a s - c o n s u m i n g  r e g i o n s  
( S a r a t o v  O b l a s t ) ;  t h i s  w i l l  h e l p  e n s u r e  
t h e  c o m p e t i t i v e n e s s  o f  K a z a k h s t a n ’ s  
g a s  i n  t h e  c o m m o n  e c o n o m i c  s p a c e .

•  Th e  e x p e r i e n c e  o f  a m e n d i n g  t h e  n e w  
Ecology Code exemplifies the insufficient 
l e g i s l a t i v e  r e v i e w  a n d  c o m m e n t a r y  p e r i o d  
f o r  m a n y  K a z a k h  l e g i s l a t i v e  i n i t i a t i v e s .  
Th e  p e r i o d  f o r  r e v i e w  a n d  c o m m e n t  
b y  e n t e r p r i s e s  o n  n e w  l a w s  s h o u l d  b e  
i n c r e a s e d  f r o m  t h e  e x i s t i n g  1 0  d a y s  t o  4 5 –
2 7 0  d a y s ,  t o  a l l o w  c o m p a n i e s  a n d  o t h e r  
stakeholders sufficient time to analyze 
t h e  e f f e c t s  o f  n e w  l e g i s l a t i v e  p r o p o s a l s .  

•  Th e  m e t h o d o l o g y  u s e d  t o  e s t a b l i s h  
b e n c h m a r k s  f o r  b e s t  a v a i l a b l e  p r a c t i c e  
u n d e r  t h e  Ec o l o g y  Co d e  n e e d s  t o  b e  
clarified, as well as the guidelines for 
distinguishing between routine flaring 
and safety flaring of gas. In order to 
r e a c h  K a z a k h s t a n ’ s  o b l i g a t i o n s  u n d e r  
t h e  Pa r i s  Ag r e e m e n t ,  t h e  g o v e r n m e n t  
s h o u l d  c o n s i d e r  r e d u c i n g  o r  e l i m i n a t i n g  
the disparities in the coefficients applied 
t o  p o w e r  p l a n t s  c o m p a r e d  t o  o i l  a n d  g a s  
p r o d u c e r s  f o r  a t m o s p h e r i c  e m i s s i o n s .
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5. Electric power industry
Th e  r i s e  i n  o i l  p r o d u c t i o n  t h a t  s t a r t e d  

i n  2 0 1 6 ,  a  r a m p  u p  i n  m i n i n g  a n d  
m e t a l l u r g i c a l  a c t i v i t y  a n d  i m p l e m e n t a t i o n  
o f  s e v e r a l  m a j o r  p o w e r  p r o j e c t s  i n c r e a s e d  
e l e c t r i c i t y  c o n s u m p t i o n  i n  K a z a k h s t a n  b y  
1 1 . 7 %  b e t w e e n  2 0 1 6  a n d  2 0 1 8 .  Th e  p o w e r  
c o n s u m p t i o n  h a s  e x c e e d e d  N ER 2 0 1 7  
f o r e c a s t  b y  a b o u t  5  b i l l i o n  k W h ,  o r  4 . 7 % .  
D e s p i t e  m o r e  r o b u s t  g r o w t h  i n  p o w e r  
c o n s u m p t i o n  i n  t h e  p a s t  t w o  y e a r s ,  I HS  
M a r k i t ’ s  o u t l o o k   i s  f o r  a  m o d e r a t e  a n n u a l  
c o n s u m p t i o n  g r o w t h  i n  t h e  y e a r s  t o  c o m e  
d r i v e n  b y  t h e  u n d e r l y i n g  a s s u m p t i o n  o f  
K a z a k h s t a n ’ s  a v e r a g e  a n n u a l  G D P g r o w t h  
o f  3 . 3 %  p e r  y e a r  t o  2 0 4 0  ( w h i c h  i s  s t i l l  
f a i r l y  r o b u s t  b y  i n t e r n a t i o n a l  s t a n d a r d s ,  
though less than the official government 
f o r e c a s t )  a n d  g l o b a l  m a r k e t s ’  o u t l o o k s .  
G i v e n  c u r r e n t  n e t w o r k  e x p a n s i o n  a n d  a  
r e g u l a r  i n c r e a s e  i n  t h e  a v a i l a b l e  c a p a c i t y  
o f  e x i s t i n g  p o w e r  p l a n t s ,  t h e r e  i s  n o  
u r g e n t  n e e d  f o r  n e w  g e n e r a t i n g  c a p a c i t y .  
Ho w e v e r ,  t h e  G o v e r n m e n t  o f  K a z a k h s t a n  
h a s  s e t  a m b i t i o u s  g o a l s  f o r  t r a n s i t i o n  t o  a  

g r e e n  e c o n o m y ,  w h e r e  t h e  m a i n  h i g h l i g h t  
i s  d e v e l o p m e n t  o f  r e n e w a b l e  e n e r g y  
s o u r c e s .

I n  a d d i t i o n  t o  r e n e w a b l e  e n e r g y  
d e v e l o p m e n t  p r o g r a m s ,  t h e  c o u n t r y  
i s  p l a n n i n g  t o  a d o p t  r e g u l a t i o n s  f o r  
t h e  i n t r o d u c t i o n  o f  t h e  b e s t  a v a i l a b l e  
technologies (BAT) at coal-fired power 
p l a n t s  a n d  l a r g e  b o i l e r  h o u s e s ,  a n d  a d o p t  
e m i s s i o n s  s t a n d a r d s  a n d  r e g u l a t i o n s  i n  l i n e  
w i t h  t h o s e  p r e s e n t  i n  O S CE m a r k e t s .  G i v e n  
that coal-fired power dominates electricity 
g e n e r a t i o n ,  a n d  m a n y  o f  t h e s e  p l a n t s  a r e  
t e c h n i c a l l y  o u t d a t e d  ( t u r b i n e  e q u i p m e n t  
d e p r e c i a t i o n  a t  t h e r m a l  p o w e r  p l a n t s  i s  
o v e r  7 0 % ) ,  u p g r a d i n g  s u c h  f a c i l i t i e s  b y  
i n t r o d u c i n g  n e w  t e c h n o l o g i e s  i s  e s s e n t i a l  
t o  u n d e r p i n  f u t u r e  p o w e r  g e n e r a t i o n  
a n d  m e e t  K a z a k h s t a n ’ s  e c o l o g i c a l  
g o a l s .  Re a l i z i n g  s u c h  t e c h n o l o g i c a l  
improvements requires efficient market 
m e c h a n i s m s  a n d  a n  i n v e s t m e n t - f r i e n d l y  
r e g u l a t o r y  s t r u c t u r e .

5.1. Key Points

I n  o r d e r  t o  i m p l e m e n t  i t s  e n e r g y  
s t r a t e g y ,  t h e  G o v e r n m e n t  o f  K a z a k h s t a n  
w i l l  h a v e  t o  a d o p t  a  m u l t i - p r o n g e d  
a p p r o a c h  t h a t  c o m b i n e s  a c h i e v i n g  “ g r e e n ”  
targets with the introduction of efficient 
m e c h a n i s m s .  I n  t h i s  r e s p e c t ,  t h e  f o l l o w i n g  
i s s u e s  r e q u i r e  p a r t i c u l a r  a t t e n t i o n :

•  Th e  s e g m e n t  l a c k s  a  s t r a t e g i c  
p l a n n i n g  d o c u m e n t  o u t l i n i n g  t h e  p o w e r  
s e c t o r ’ s  l o n g - t e r m  d e v e l o p m e n t  p a t h  
t h a t  w o u l d  a c c o u n t  f o r  K a z a k h s t a n ’ s  n e w  
s o c i o - e c o n o m i c  r e a l i t i e s ,  t h e  s i t u a t i o n  
a n d  i n t e r e s t s  o f  r e l a t e d  i n d u s t r i e s ,  t h e  
o p p o r t u n i t i e s  f o r  t e c h n o l o g i c a l  a n d  
i n n o v a t i v e  p o w e r  s e c t o r  d e v e l o p m e n t ,  a s  
w e l l  a s  e n v i r o n m e n t a l  p o l i c y  a n d  e n e r g y  
s e c u r i t y  g o a l s .  I t  i s  e s s e n t i a l  f o r  t h e  
p o l i c y m a k e r s  a n d  p o w e r  s e c t o r  r e g u l a t o r s  
t o  h a v e  a  r e a l i s t i c  a n d  s o u n d  m e d i u m  t o  
l o n g - t e r m  s e c t o r ’ s  d e v e l o p m e n t  p r o g r a m .  

•   Th e  c a p a c i t y  r e m u n e r a t i o n  m e c h a n i s m  

( c a p a c i t y  m a r k e t )  t a r g e t s  r e q u i r e  
h a r m o n i z a t i o n  w i t h  t h e  p r i n c i p a l s  o f  t h e  
e n e r g y  s t r a t e g y .  I n  a d d i t i o n  t o  i n s u r i n g  
the adequacy (sufficient availability) of 
g e n e r a t i n g  r e s o u r c e s  ( c o m m i s s i o n i n g  
n e w  a n d  m o d e r n i z i n g  e x i s t i n g  g e n e r a t i n g  
a s s e t s )  t h e  c a p a c i t y  m a r k e t  s h o u l d  a l s o  
play a role in improving efficiency of 
e x i t i n g  g e n e r a t i o n  a n d  i m p l e m e n t i n g  
t h e  e n v i r o n m e n t a l  p o l i c y  ( s t i m u l a t i n g  
t r a n s i t i o n  t o  n e w  e n v i r o n m e n t a l  
s t a n d a r d s ) .  Ca p a c i t y  m a r k e t  p r i c e s  m u s t  
be adequate and sufficient to cover power 
plants’ fixed costs.

•   El e c t r i c i t y  m a r k e t  l i b e r a l i z a t i o n  m u s t  
b e  a c c o m p a n i e d  b y  a n  e f f e c t i v e  p r i c i n g  
p o l i c y ;  t h e  m a r g i n a l  t a r i f f s  s e t  f o r  p o w e r  
p l a n t s  s h o u l d  n o t  m a k e  t h e i r  o p e r a t i o n  
unprofitable.

•   Th e  m a n d a t e  o f  t r a d i t i o n a l  g e n e r a t i o n  
to finance the development of renewable 



CHAPTER 5. ELECTRIC POWER INDUSTRY

1 1 5

e n e r g y  s o u r c e s  i n  t h e  c o n t e x t  o f  t h e  
p o l i c y  o f  “ f r o z e n ”  a n d  r e d u c e d  t a r i f f s ,  a s  
w e l l  a s  o t h e r  p r i c e  c a p s ,  f a i l s  t o  i n c r e a s e  
confidence in the ability to recoup 
i n v e s t m e n t s  i n  r e n e w a b l e s .  I n s t e a d  o f  
b u r d e n i n g  t r a d i t i o n a l  e n e r g y  s o u r c e s ,  t h e  
g o v e r n m e n t  a n d / o r  e n d - u s e r s  s h o u l d  p a y  
f o r  r e n e w a b l e  e n e r g y  i n v e s t m e n t s .

•  Th e  p o w e r  c o m p a n i e s ’  t r a n s i t i o n  t o  
a n  i n c e n t i v e  t a r i f f  r e g u l a t i o n  s h o u l d  b e  
a c c o m p a n i e d  b y  t h e  c l e a r  o b l i g a t i o n s  o f  
the latter to improve costs efficiency and 
e n h a n c e  t h e  q u a l i t y  o f  p o w e r  t r a n s m i s s i o n  
a n d  d i s t r i b u t i o n  s e r v i c e s .

•  Th e r e  i s  a n  u r g e n t  n e e d  t o  a d o p t  
t h e  h e a t  e n e r g y  s u p p l y  l a w ,  t h e  a b s e n c e  

o f  w h i c h  p r e v e n t s  t h i s  s e g m e n t  f r o m  
efficient operation and regulation. The 
h e a t  e n e r g y  m a r k e t  r e g u l a t o r ’ s  p r a c t i c e  
o f  a d m i n i s t r a t i v e l y  r e d u c i n g  h e a t  e n e r g y  
producers and suppliers’ profits negatively 
a f f e c t s  t h e  s e g m e n t ’ s  i n v e s t m e n t  
a t t r a c t i v e n e s s .  Th e  a b s e n c e  o f  i n c e n t i v e  
t a r i f f  r e g u l a t i o n  p r e v e n t s  t h e  h e a t  e n e r g y  
companies from improving their efficiency 
a n d  d o e s  n o t  i n c e n t i v i z e  r a t i o n a l  u s e  o f  
t h e  h e a t  e n e r g y  b y  c o n s u m e r s .      

•  L a c k  o f  o p e n  a c c e s s  t o  r e g u l a r  
i n f o r m a t i o n  a n d  s t a t i s t i c a l  d a t a  o n  a l l  
a s p e c t s  o f  t h e  p o w e r  m a r k e t  o p e r a t i o n  
a f f e c t s  i t s  i n v e s t m e n t  a t t r a c t i v e n e s s  a n d  
i n c r e a s e s  K a z a k h s t a n ’ s  i n v e s t m e n t  r i s k .

K a z a k h s t a n ’ s  e l e c t r i c  p o w e r  s e c t o r  
i s  t h e  t h i r d  l a r g e s t  i n  t h e  r e g i o n  ( a f t e r  
Ru s s i a  a n d  U k r a i n e )  w i t h  t h e  t o t a l  
i n s t a l l e d  g e n e r a t i n g  c a p a c i t y  r e a c h i n g  
2 1 . 9  G W  a n d  a v a i l a b l e  c a p a c i t y  
r e a c h i n g  1 8 . 9  G W  b y  t h e  e n d  o f  2 0 1 8 .

K a z a k h s t a n ’ s  p o w e r  s e c t o r  e n j o y s  
a number of benefits, notably the low 
c o s t  o f  g e n e r a t i o n  d u e  t o  t h e  a v a i l a b i l i t y ,  
p r o x i m i t y ,  a n d  c o s t  o f  f u e l  r e s o u r c e s .  
S u b s t a n t i a l  c o a l  r e s e r v e s  i n  Ek i b a s t u z  
a n d  K a r a g a n d a  h a v e  u n d e r p i n n e d  t h e  
p r e d o m i n a n c e  o f  c o a l  g e n e r a t i o n  i n  t h e  
N o r t h  a n d  i n  t h e  Ea s t  o f  t h e  c o u n t r y . 1  
M e a n w h i l e ,  a s s o c i a t e d  g a s  p r o d u c t i o n  
h a s  p r o m o t e d  t h e  d e v e l o p m e n t  o f  g a s -
fired generation in the West of the 
c o u n t r y .  Co a l ’ s  d o m i n a n c e  i n  t h e  p o w e r  
m i x  i n  e a s t e r n  a n d  n o r t h e r n  K a z a k h s t a n  
i s  f u r t h e r  b o l s t e r e d  b y  t h e  h i g h  
t r a n s p o r t a t i o n  c o s t s  r e q u i r e d  t o  d e l i v e r  
e n e r g y  r e s o u r c e s  ( p a r t i c u l a r l y  n a t u r a l  g a s )  
a c r o s s  t h e  c o u n t r y ’ s  v a s t  t e r r i t o r y .  Th e  
c o s t s  o f  d e l i v e r i n g  n a t u r a l  g a s  t o  e a s t e r n ,  
n o r t h e r n  a n d  e v e n  s o m e  p a r t s  o f  s o u t h e r n  
K a z a k h s t a n  ( p a r t i c u l a r l y  Al m a t y  o b l a s t )  
i s  p r o h i b i t i v e l y  h i g h  f o r  p o w e r  p r o d u c e r s  
a t  e x i s t i n g  t a r i f f  l e v e l s ,  a n d  u l t i m a t e l y  

m a k e s  g a s  u n c o m p e t i t i v e  w i t h  c o a l . 2
Th e  p o w e r  g r i d  i n f r a s t r u c t u r e  a n d  

t h e  p o w e r  p r o d u c t i o n  a n d  c o n s u m p t i o n  
d y n a m i c s  h a v e  p r e d e t e r m i n e d  t h e  
c o m p o s i t i o n  o f   K a z a k h s t a n ’ s  e n e r g y  s y s t e m  
w h i c h  i s  s p l i t  i n t o  t h r e e  e n e r g y  z o n e s :

- The North energy zone: 13.6 GW of 
available generation capacity, 14.8 billion 
kWh generation surplus, 9.6 GW peak load

- The South energy zone: 2.8 GW of 
available generation capacity, 11.1 billion 
kWh generation deficit, 3.6 GW peak load

- The West energy zone: 2.5 GW 
of a v a i l a b l e  g e n e r a t i o n  c a p a c i t y ,  
0.1 billion kWh generation deficit 
covered by the Urals Unified Power 
S y s t e m  ( U PS ) ,  1 . 9  G W  p e a k  l o a d

 The North and South energy zones are 
connected by two North-South transmission 
lines and a third North-East-South 500 
kV line with a total carrying capacity of 2 
GW. They often considered together and 
collectively referred to as the North-South 
energy zone. The West energy zone 
is not connected with the North-South 
and is balanced by the Urals Integrated 
Energy System (IES) of Russia’s UES.

The expansion of Kazakhstan’s own 

5.2. General Description of Kazakhstan’s Electric Power 
Industry 

1  Th e  c o s t  o f  Ek i b a s t u z  c o a l  i s  $ 5 . 9 / t o n ,  a m o n g  t h e  l o w e s t  i n  t h e  w o r l d
2  For example, transitioning Almaty available generation capacity, 0.1 billion kWh generation deficit covered by the Urals Unified Power System 
( U PS ) ,  1 . 9  G W  p e a k  l o a d  TETs - 2  ( 5 1 0  M W )  t o  n a t u r a l  g a s  w o u l d  r e s u l t  i n  a  2 . 4 - f o l d  i n c r e a s e  i n  t h e  c o s t  o f  e l e c t r i c i t y .
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F i g .  5 . 2 .  D e p r e c i a t i o n  o f  t u r b i n e  e q u i p m e n t  a t  t h e r m a l  p o w e r  p l a n t s  ( l e f t )  a n d  i n v e s t m e n t s  i n  
2 0 0 9 – 1 7  ( r i g h t ,  i n  m l n .  t e n g e ) .

F i g .  5 . 1 .  K a z a k h s t a n  s e r v i c e  a r e a s .

B e t w e e n  2 0 0 9  a n d  2 0 1 8 ,  t h e  i n s t a l l e d  
c a p a c i t y  o f  K a z a k h s t a n ’ s  p o w e r  p l a n t s  
i n c r e a s e d  b y  2 . 7  G W ,  h a v i n g  c l o s e d  t h e  
g a p  b e t w e e n  i n s t a l l e d  a n d  a v a i l a b l e  
c a p a c i t y  f r o m  4 . 3  t o  3  G W ,  p r i m a r i l y  d u e  
t o  a  r e d u c t i o n  i n  t e c h n i c a l  c o n s t r a i n t s .  

O v e r  t h e  s a m e  p e r i o d ,  t h e  s h a r e  o f  
h e a v i l y  w o r n  t u r b i n e  e q u i p m e n t  a t  
t h e r m a l  p o w e r  p l a n t s  f e l l  f r o m  6 0 %  t o  
3 6 % ,  w h i l e  t h e  s h a r e  o f  m o d e r a t e l y  w o r n  
t u r b i n e  e q u i p m e n t  i n c r e a s e d  f r o m  2 5 %  
t o  5 8 % .  M a r g i n a l  t a r i f f s  f a c i l i t a t e d  t h e  

generating capacity, as well as the extensive 
construction and modernization of its inter-
regional power network infrastructure 
enabled the country to overcome its 
dependence on electricity imports from 
Russia and Central Asia that in 1991 
amounted to 15 billion kWh per year (over 
15% of total consumption). At present, 
Kazakhstan is a net exporter of electricity.3

Since 2004, investments in the electric 
power industry have grown, especially 
between 2009—2015, when marginal 

tariffs were in place (a program coined as 
“tariff for investment”). During that time, 
fixed assets were substantially renovated, 
yet even these upgrades proved to be 
insufficient to keep pace with Kazakhstan’s 
burgeoning power demand. The 
depreciation rate exceeds 75% at nearly 
one-third (36%) of turbine equipment 
at existing thermal power plants, and 
ageing technology at these facilities 
limits available capacity (up to 1.2 GW).

3  I n  2 0 1 8 ,  n e t  e l e c t r i c i t y  e x p o r t s  f r o m  K a z a k h s t a n  a m o u n t e d  t o  3 . 6  b i l l i o n  k W h — 0 . 9  b i l l i o n  k W h  l e s s  t h a n  i n  2 0 1 7  ( d e c r e a s e  i n  e x p o r t s  t o  Ru s s i a ) .
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p a r t i a l  m o d e r n i z a t i o n  a n d  r e c o n s t r u c t i o n  
o f  t u r b i n e  a n d  b o i l e r - h o u s e  e q u i p m e n t  a t  
d i s t r i c t  TPPs  ( a b b r e v i a t e d  i n  Ru s s i a n  a s  
G RES )  a n d  CHPPs  ( a b b r e v i a t e d  i n  Ru s s i a n  
a s  TETs ) .  

F o r  i n d u s t r y ,  m o d e r n i z a t i o n  o f  p o w e r  
a s s e t s  d u r i n g  t h e  p e r i o d  o f  m a r g i n a l  
t a r i f f s  ( 2 0 0 9 – 1 5 )  e n a b l e d  a n  i n c r e a s e  
i n  e l e c t r i c i t y  p r o d u c t i o n  t h a t  c o v e r e d  
b u r g e o n i n g  c o n s u m p t i o n .

F i g .  5 . 3 .  El e c t r i c i t y  g e n e r a t i o n  a n d  p e a k  l o a d  ( G W ) ,  1 9 9 0 – 2 0 1 8 .

To  e n a b l e  t h e  c o n t i n u e d  u p g r a d e  o f  t h e  
e n e r g y  s y s t e m  a n d  c o m m i s s i o n i n g  o f  n e w  
g e n e r a t i n g  c a p a c i t y ,  t h e  g o v e r n m e n t  h a s  
a p p r o v e d  t h e  i n t r o d u c t i o n  o f  t h e  c a p a c i t y  
m a r k e t  t h a t  w a s  l a u n c h e d  i n  J a n u a r y  2 0 1 9 .  
N e v e r t h e l e s s ,  t h e  l i m i t e d  t a r g e t - s e t t i n g ,  
u n s u s t a i n a b l e  p r i c e  s e t t i n g  f o r  t h e  e x i s t i n g  
g e n e r a t i o n ,  a n d  n o n m a r k e t  m e c h a n i s m s  
f o r  t h e  i m p l e m e n t a t i o n  o f  i n v e s t m e n t  
p r o j e c t s  l i m i t  t h e  a b i l i t y  o f  t h e  c a p a c i t y  
m a r k e t  t o  a t t r a c t  n e w  t e c h n o l o g i e s  t o  
e n s u r e  s e c u r i t y  a n d  r e l i a b i l i t y  o f  p o w e r  
s u p p l y ,  t o  i m p l e m e n t  t h e  o b j e c t i v e s  o f  t h e  
Ec o l o g y  Co d e  a n d  c l i m a t e  p o l i c y ,  a s  w e l l  
a s   t o  i m p l e m e n t  t e c h n o l o g i c a l  u p d a t e s  o f  
the existing thermal generation fleet (see 
c h a p t e r  5 . 3 ) .

5.2.1. Production of electric power

Ac c o r d i n g  t o  t h e  s y s t e m  o p e r a t o r  
( « K EG O C» )  t h e  p o w e r  p r o d u c t i o n  i n  
K a z a k h s t a n  i n  2 0 1 8  r e a c h e d  1 0 6  7 9 7 . 1  
m l n .  k W h ,  a n  i n c r e a s e  o f  4 . 3 %  w h e n  
c o m p a r e d  t o  2 0 1 7 .  Th e  N o r t h  a n d  W e s t  
e n e r g y  z o n e s  h a v e  b e e n  t h e  m a i n  g r o w t h  
a r e a s  ( w i t h  5 %  a n d  8 %  r e s p e c t i v e l y ) ,  
w h i l e  t h e  p o w e r  p r o d u c t i o n  i n  t h e  S o u t h  
e n e r g y  z o n e  f e l l  b y  4 . 7 % .

Th e  c u r r e n t  s t r u c t u r e  o f  e l e c t r i c i t y  
production is dominated by coal-fired 
g e n e r a t i o n  ( 7 0 . 4 % ) ,  f o l l o w e d  b y  g a s -
fired plants (19.4%), hydropower plants 
( 9 . 7 % ) ,  a n d  w i n d  a n d  s o l a r  p l a n t s  ( 0 . 4 %  
a n d  0 . 1 % ,  r e s p e c t i v e l y ) .

F i g .  5 . 4  Th e  s t r u c t u r e  o f  p o w e r  p r o d u c t i o n .
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D e s p i t e  a  s m a l l  s h a r e  i n  e l e c t r i c i t y  
p r o d u c t i o n ,  i n s t a l l e d  c a p a c i t y  o f  r e n e w a b l e  
energy sources (RES) has signifi cantly 

increased over the past fi ve years due to 
a c t i v e  l e g i s l a t i v e  s u p p o r t  f o r  t h i s  s e g m e n t .

F i g .  5 . 5 .  Ch a n g e s  i n  t h e  p o w e r  p l a n t s ’  i n s t a l l e d  c a p a c i t y  b e t w e e n  2 0 1 4 – 1 8 ,  M W .

A handful of large companies dominate 
power generation in Kazakhstan. The 
state holding company Samruk-Energy 
generates 37% of total power, while 
mining and metallurgical heavyweight, 
Eurasian Resources Group (ERG), 
produces 17% of the country’s power 

on the power plants that make up 
the group. The TETs owned by the 
Central Asian Electric Power Corporation 
(CAEPCO) produce 7% of power, while 
Kazakhmys Energy and Kazakhstan 
Utility Systems account for 6%, each. 4

Is a special support mechanism needed for gas-fi red 
generation in Kazakhstan? (IHS Markit)

As discussed above, the expansion of gas-fi red generation in Kazakhstan 
is important for several reasons. One is that it has been identifi ed as a critical 
pathway for Kazakhstan to meet its international commitments to reduce GHG 
emissions by substituting for coal in thermal generation. Another is to meet 
the growing need for more fl exible generation, both because of underlying 
structural shifts in the load curve and the need for frequency support, 
but also because of the expansion of intermittent renewable generation.

But a key obstacle is that coal is very inexpensive in Kazakhstan, as the country is 
endowed with large reserves of coal that can be mined at very low cost. Gas is more 
expensive in Kazakhstan, but still quite low-cost in global perspective. But end-user 
electricity tariff s are largely geared to low-cost coal-fi red generation in much of the 
country, making it diffi  cult for generators to switch to gas and remain competitive. 
For example, in the discussions relating to regional gasifi cation of the capital city, 
Nur-Sultan, with the arrival of the SaryArka pipeline, it was deliberately decided not 
to convert the city’s power plants from coal to gas. The use of gas would require much 
higher electricity prices for the generators to cover the additional costs. Energy Minister 

4  Th i s  r e f e r s  t o  t h e  p o w e r  g e n e r a t i o n  p a r t  o f  t h e  K a z a k h m y s  Co r p o r a t i o n ,  t h e  m a j o r  c o p p e r  p r o d u c e r  i n  K a z a k h s t a n .
5   See the IHS Markit Insight Construction is about to begin on Kazakhstan’s SaryArka gas pipeline, but its promise of broad regional gasifi cation 
r e m a i n s  e l u s i v e ,  1 2  O c t o b e r  2 0 1 8 .
6  The calorifi c value for hard coal varies signifi cantly because of differences in coal quality mined at different deposits. The Ministry internally uses 
a conversion of 0.626 per ton of hard coal, representing an average calorifi c value of 4,382 kcal/kg. This seems reasonable, as Ekibastuz coal, a 
s u b - b i t u m i n o u s  c o a l ,  d o m i n a t e s  s t e a m  c o a l  d e l i v e r i e s  t o  p o w e r  p l a n t s  i n  K a z a k h s t a n .  I t  a v e r a g e s  a b o u t  4 , 0 0 0  k c a l / k g ,  w h i c h  w o u l d  r e p r e s e n t  a  
conversion coeffi cient to standard fuel of 0.600.
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Kanat Bozumbayev stated that switching Astana’s combined heat-and-power plants 
(TETs) from coal to gas would raise the cost of generating electricity by about 50%.5

For example, the average acquisition price paid by industrial users (such as power 
plants) in Kazakhstan for hard steam coal in December 2018 was only 6,819 tenge/
ton ($18.34/ton), whereas the average acquisition price paid by industrial users 
for natural gas  was  25,485  tenge/thousand cubic meters (Mcm) ($68.54/Mcm). 
Converted to tons of standard fuel equivalent (7,000 kcal/kg), this works out to 
about $29.3  per ton  of standard fuel (tsf) for a ton of hard coal versus $58.6/tsf for 
natural gas, a twofold diff erence. 6  As indicated in the gas chapter, the need for gas-
fi red generation is becoming more immediate in the southern part of Kazakhstan. 
Western Kazakhstan is 100% gas-fi red already, and the north-central part of the 
country (including Pavlodar and Karaganda oblasts) is predominantly coal-fi red 
(96.8% for utility stations in 2018) (See Table 5.1а: Fuel use by utility thermal 
electric power stations in Kazakhstan); it is in the southern part where the generation 
mix is less concentrated (60.6% coal, 36.9% gas, and 2.5% mazut in 2018). 

B u t  m a i n l y  f o r  e n v i r o n m e n t a l  r e a s o n s  ( t o  i m p r o v e  l o c a l  a i r  q u a l i t y ) ,  Al m a t y ’ s  
c o m b i n e d  h e a t - a n d - p o w e r  s t a t i o n s  ( TETs )  a r e  b e i n g  c o n v e r t e d  t o  g a s  f r o m  c o a l .  Th i s  
h a s  a l r e a d y  o c c u r r e d  f o r  t h e  m o s t  p a r t  a t  Al m a t y  TETs - 1  (  1 4 5  M W ) ,  w i t h  Al m a t y  TETs - 2  
i s  e x p e c t e d  t o  f o l l o w  l a t e r .  Pr e l i m i n a r y  c a l c u l a t i o n s  i n d i c a t e  t h a t  t h e  c o s t  o f  p r o d u c i n g  
e l e c t r i c i t y  a t  t h e  Al m a t y  TETs - 2  p l a n t  ( 5 1 0  M W )  w i l l  m o r e  t h a n  d o u b l e  a s  a  r e s u l t .

O f  c o u r s e ,  Al m a t y  h a s  t h e  h i g h e s t  e n d - u s e r  p r i c e s  f o r  g a s  i n  t h e  e n t i r e  c o u n t r y ,  a s  t h e  
g a s  m u s t  b e  e i t h e r  i m p o r t e d  ( m a i n l y  f r o m  U z b e k i s t a n )  o r  t r a n s p o r t e d  a  l o n g  d i s t a n c e  

Table 5.1а
Fuel use by U� lity Thermal Electric Power Sta� ons in Kazakhstan 

2018

Total Coal Mazut Gas

Total (u� lity plants)

  In percent: 100.0 86.1 0.8 13.1

  thousand tons of standard fuel 42230.7 36351.2 357.7 5521.8

  natural fuel used in u� lity plants* 58069.0 259.4 4719.5

Northern Zone (u� lity plants)

  In percent: 100.0 96.8 0.7 2.5

  thousand tons of standard fuel 35085.2 33954.6 259.0 871.7

  natural fuel used in u� lity plants 54240.5 187.8 745.0

Southern Zone (u� lity plants)

  In percent: 100.0 60.6 2.5 36.9

  thousand tons of standard fuel 3956.2 2396.6 98.7 1460.9

  natural fuel used in u� lity plants* 3828.5 71.6 1248.6

Western Zone (u� lity plants)

  In percent: 100.0 0.0 0.0 100.0

  thousand tons of standard fuel 3189.3 0.0 0.0 3189.3

  natural fuel used in u� lity plants* 0 0 2725.9

* thousand metric tons for coal and mazut, MMcm for gas.
Note: U� lity plants include those connected to the na� onal grid, and producing some merchant power. 
Excluded are power sta� ons used for own use.
Source:  KEGOC



N ATI O N AL  EN ERG Y  REPO RT

1 2 0

f r o m  t h e  m a i n  g a s - p r o d u c i n g  a r e a  i n  w e s t e r n  K a z a k h s t a n  ( s e e  t h e  g a s  c h a p t e r ) .  I n  
Al m a t y ,  t h e  a v e r a g e  i n d u s t r i a l  a c q u i s i t i o n  p r i c e  f o r  n a t u r a l  g a s  i n  D e c e m b e r  2 0 1 8  
w a s  3 3 , 4 5 5  t e n g e / M c m  ( $ 9 0 / M c m ) .  At  t h a t  t i m e ,  r e g i o n a l  i n d u s t r i a l  a c q u i s i t i o n  
p r i c e s  f o r  c o a l  i n  Al m a t y  w e r e  n e a r  t h e  n a t i o n a l  a v e r a g e .  S o  f u e l  a c q u i s i t i o n  c o s t s  
f o r  Al m a t y  TETS - 2  w o u l d  b e  2 . 6  t i m e s  h i g h e r  w i t h  g a s  t h a n  b e f o r e  t h e  s w i t c h :  
$ 7 6 . 9 / t s f  f o r  g a s  v e r s u s  a b o u t  $ 2 9 . 5 / t s f  f o r  c o a l .  G i v e n  t h e  p l a n t ’ s  a v e r a g e  h e a t  
r a t e  ( f u e l  u s e  p e r  k W h  g e n e r a t e d )  w h e n  o p e r a t i n g  o n  g a s  o f  a b o u t  4 1 4  g r a m s  o f  
s t a n d a r d  f u e l ,  t h e  f u e l  c o s t  p e r  k W h  w o u l d  b e  a b o u t  $ 0 . 0 3 1 8 / k W h  ( $ 3 1 . 8 / M W h ) .  
I n  c o m p a r i s o n ,  t h e  a v e r a g e  p r o d u c e r  p r i c e  f o r  e l e c t r i c i t y  ( r e c e i v e d  b y  e l e c t r i c i t y  
g e n e r a t o r s )  i n  K a z a k h s t a n ,  w h i c h  m u s t  c o v e r  a l l  o f  t h e  g e n e r a t o r ’ s  c o s t s ,  w a s  o n l y  
a b o u t  $ 2 2 . 4 / M W h  i n  D e c e m b e r  2 0 1 8 . 7  

Th e  o v e r a l l  s i t u a t i o n  s e e m s  t o  h a v e  p a r a l l e l s  w i t h  r e n e w a b l e  p o w e r  g e n e r a t i o n ,  
w h i c h  a l s o  f a c e d  p r o b l e m s  o f  c o m p e t i n g  w i t h  c o n v e n t i o n a l  g e n e r a t i o n  a n d  h a s  
b e e n  a n  o b j e c t  o f  s t a t e  s u p p o r t  f o r  s o m e  t i m e .  Ho w e v e r ,  m o r e  r e c e n t l y ,  i t  s h o u l d  
b e  r e c o g n i z e d  t h a t  g l o b a l l y  t h e  g e n e r a l  p o l i c y  t h r u s t  i s  t o  i n c r e a s i n g l y  “ m a i n s t r e a m ”  
r e n e w a b l e  g e n e r a t i o n  b y  r e d u c i n g  t h e  o v e r a l l  l e v e l  o f  p o l i c y  s u p p o r t  t h a t  i t  
r e c e i v e s  a n d  c u r t a i n i n g  i t s  p r i v i l e g e d  p o s i t i o n  i n  t e r m s  o f  d i s p a t c h ,  c o n n e c t i o n ,  a n d  
t r a n s m i s s i o n .

Shymkent power plant development
One mechanism moving forward in Kazakhstan to promote gas-fi red generation 

is to provide gas to particular power plants at special prices, based on a defi ned 
formula. This is designed specifi cally to support power sector development, 
e s p e c i a l l y  i n  t h e  s o u t h e r n  p a r t  o f  t h e  c o u n t r y .  Es s e n t i a l l y ,  t h i s  p r o p o s a l  r e q u i r e s  
K TG  t o  s e l l  g a s  a t  d i s c o u n t e d  ( o r  “ s u b s i d i z e d ” )  p r i c e s ,  a p p a r e n t l y  w h i l e  t r y i n g  t o  
m a k e  u p  t h e  d i f f e r e n c e  b y  c h a r g i n g  h i g h e r  p r i c e s  t o  o t h e r  g a s  c o n s u m e r s ,  f o r  
e x a m p l e  i n  f e e d s t o c k  u s e .

Th e  i n i t i a l  e x a m p l e  o f  t h i s  p a r t i c u l a r  a p p r o a c h  i s  t h e  s p e c i a l  p r i c i n g  c o n d i t i o n s  
t h a t  a r e  b e i n g  c r e a t e d  f o r  t h e  d e v e l o p m e n t  o f  a  n e w  p o w e r  p l a n t  i n  S h y m k e n t .  Th e  
Eurasian Resources Group (ERG), a diversifi ed mining and industrial company, is 
planning to develop a new gas-fi red plant at the site of its existing Shymkent TETs-
3  p l a n t  ( 1 6 0  M W )  t o  p r o v i d e  p o w e r  f o r  i t s  o n g o i n g  i n d u s t r i a l  a c t i v i t i e s .  Th e  p l a n  i s  
t o  i n s t a l l  a  c o m b i n e d - c y c l e  g a s  t u r b i n e  ( CCG T)  p l a n t  w i t h  a  c a p a c i t y  o f  u p  t o  5 5 0  
M W ,  t o  s t a r t  u p  i n  2 0 2 3 .

I n  Tu r k e s t a n  ( f o r m e r l y  S h y m k e n t )  O b l a s t ,  t h e  a v e r a g e  i n d u s t r i a l  a c q u i s i t i o n  p r i c e  
f o r  g a s  i n  D e c e m b e r  2 0 1 8  w a s  2 8 , 9 2 0  t e n g e / M c m  ( $ 7 7 . 8 / M c m ) ,  s l i g h t l y  l o w e r  
t h a n  i n  Al m a t y ,  b u t  s t i l l  a m o n g  t h e  h i g h e s t  i n  K a z a k h s t a n .  Ac c o r d i n g  t o  ERG ’ s  
c a l c u l a t i o n s ,  t h e  a c q u i s i t i o n  p r i c e  o f  g a s  c a n  b e  n o  h i g h e r  t h a n  $ 6 0 / M c m  f o r  t h e  
n e w  p l a n t  t o  p r o d u c e  c o m p e t i t i v e l y  p r i c e d  e l e c t r i c i t y .  As  a  r e s u l t ,  t h e  p a r l i a m e n t  i s  
c o n s i d e r i n g  l e g i s l a t i o n  t h a t  w o u l d  a l l o w  K TG  t o  s e l l  g a s  t o  ERG  f o r  t h e  p l a n t  a t  a  
d i s c o u n t e d  p r i c e  o f  $ 6 0 / M c m .

W h i l e  t h e  i n t e n t  o f  t h e  p o l i c y  i s  l a u d a b l e ,  t h i s  t y p e  o f  m e a s u r e  i s  a d  h o c  a n d  
n o n - t r a n s p a r e n t ,  a n d  c a n n o t  b e  e m p l o y e d  w i t h  a n y  d e g r e e  o f  s c a l e  o n  a  s u s t a i n e d  
b a s i s .  A m o r e  d u r a b l e  a n d  t r a n s p a r e n t  m e c h a n i s m  n e e d s  t o  b e  e s t a b l i s h e d .

Reco  mmendations.
Develop a specifi c program to foster and expand fl exible generation. Policymakers 

should determine how much fl exible capacity is needed in Kazakhstan, where 
i t  i s  n e e d e d ,  a n d  w h a t  t y p e  o f  c h a r a c t e r i s t i c s  i t  m u s t  h a v e  ( i . e . ,  s p e e d  o f  l o a d  
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ramp-up and downturn). The competitive bidding for fl exible capacity construction 
p r o j e c t s  c o u l d  b e  w o r k e d  i n t o  t h e  c a p a c i t y  m a r k e t  m e c h a n i s m  l a u n c h e d  i n  2 0 1 9 .  O r ,  
policymakers  could conduct a tender for specifi c capacities similar to what is being 
done for renewables, including setting specifi c construction start and commissioning 
d a t e s .  Po t e n t i a l  i n v e s t o r s / p r o v i d e r s  ( w h o  m u s t  m e e t  c e r t a i n  t e c h n i c a l  t h r e s h o l d  
conditions to be included, such as fi nancial and technical capabilities) should then 
b e  i n v i t e d  t o  s u b m i t  b i d s .  Th e  w i n n e r s  o f  t h e  p r o j e c t s  w o u l d  b e  d e t e r m i n e d  b y  t h e  
l o w e s t  b i d  p r i c e .  B u t  f r o m  t h e  s t a r t ,  s u c h  a  m e c h a n i s m  s h o u l d  i n c l u d e  t h e  r e s u l t i n g  
h i g h e r - c o s t  e l e c t r i c i t y  ( a n d  c a p a c i t y )  t h a t  i s  m a d e  a v a i l a b l e  b y  t h i s  p r o c e s s  i n t o  
a blended price for end-users. The end-users are the ones who benefi t from the 
fl exible capacity, and they should be the ones who pay for it.

5.2.2. Power transmission
Th e  p o w e r  g r i d  i n f r a s t r u c t u r e  o f  

K a z a k h s t a n  i s  c o m p r i s e d  o f  a  5 0 0 - 2 2 0  
k V  g r i d  n e t w o r k  o p e r a t e d  b y  K EG O C,  t h e  
n a t i o n a l  p o w e r  g r i d  a n d  s y s t e m  o p e r a t o r ,  
a s  w e l l  a s  1 9 6  e n e r g y  t r a n s m i s s i o n  
o r g a n i z a t i o n s  ( ETO s ) ,  2 0  r e g i o n a l  

Ta b .  5 . 1 .  Th e  g r i d  i n f r a s t r u c t u r e  l e n g t h s  o f  K EG O C a n d  m a j o r  RECs ,  i n  k m .

e l e c t r i c i t y  g r i d  c o m p a n i e s  ( RECs ) ,  a n d  
3 0 1  e n e r g y  s u p p l y  o r g a n i z a t i o n s  ( ES O s ) .  8
El e c t r i c i t y  i s  t r a n s m i t t e d  f r o m  p r o d u c e r s  t o  
w h o l e s a l e  e n d - u s e r s  ( p o w e r  d i s t r i b u t i o n  
c o m p a n i e s  a n d  l a r g e  c o n s u m e r s )  
c o n n e c t e d  t o  t h e  n a t i o n a l  p o w e r  g r i d .

Voltage KEGOC REC
1,150 (in 500 kV mode) 1,421.2
500 kV 8,288.0
330 kV (in the mode of 220 kV) 1,864.1
220 kV 14,694.0 1,428.2
110 kV 352.8 17,062.8
35 kV 44 21,372.3
10 kV 92 51,315.9
6-0.4 kV 18.7 40,586.4

F i g .  5 . 6 .  N o r m a t i v e  l o s s e s  a m o n g  RECs  a n d  t h e  n a t i o n a l  p o w e r  g r i d ,  %

7   W i t h i n  K a z a k h s t a n ,  p r o d u c e r  p r i c e s  f o r  e l e c t r i c i t y  v a r y  m o r e  b y  t y p e  o f  p l a n t  t h a n  t h e y  d o  b y  r e g i o n  ( s e e  t h e  s e c t i o n  o n  e v o l u t i o n  o f  s u p p o r t  
m e c h a n i s m s  f o r  r e n e w a b l e s  a b o v e ) .
8  K EG O C c o m b i n e s  t h e  f u n c t i o n s  o f  t h e  n a t i o n a l  g r i d  a n d  s y s t e m  o p e r a t o r .  Th r o u g h  i t s  s u b s i d i a r y ,  a n d  F S C,  i t  a l s o  a c t s  a s  a  p u r c h a s e r  o f  p o w e r  
f r o m  t r a d i t i o n a l  p o w e r  p l a n t s  a n d  r e n e w a b l e  e n e r g y  f a c i l i t i e s ,  a n d  a s  t h e  w h o l e s a l e  p o w e r  m a r k e t  o p e r a t o r .
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Despite recent influx of investment 
a n d  d e v e l o p m e n t  o f  p o w e r  n e t w o r k  
i n f r a s t r u c t u r e ,  t h e  f o l l o w i n g  
c h a l l e n g e s  r e m a i n  u n r e s o l v e d :  

N o  d i r e c t  5 0 0  k V  c o n n e c t i o n  
b e t w e e n  a l l  t h r e e  o b l a s t s  i n  t h e  
S o u t h  e n e r g y  z o n e  ( K y z y l o r d a ,  
Tu r k e s t a n ,  Z h a m b y l )  a n d  t h e  U ES

N o  d i r e c t  c o n n e c t i o n  b e t w e e n  t h e  W e s t  
e n e r g y  z o n e  a n d  t h e  U ES ,  f o r c i n g  p a r a l l e l  
o p e r a t i o n  t h r o u g h  t h e  Ru s s i a n  p o w e r  g r i d

Hi g h  d e g r e e  o f  d e p r e c i a t i o n  
o f  b a s i c  e q u i p m e n t  a t  ETO s

A significant number of ownerless 
p o w e r  g r i d  a s s e t s  ( 1 , 3 0 0  k m  o f  p o w e r  
l i n e s  a n d  h u n d r e d s  o f  s u b s t a t i o n s )

Given the considerable deficit of 
generating capacity in the South 
energy zone along with the forecasts 
for growing power consumption there, 
the national power grid operator is 

considering new projects designed 
to increase the carrying capacity and 
reliability of North-South transit. 9

5.2.3. Power consumption

According to the system operator, 
electricity consumption in Kazakhstan in 
2018 amounted to 103 228.3 million kWh, 
which is 5% higher than consumption in 
2017. Consumption growth was recorded 
in all energy zone and it was 5% in North 
energy zone, 7% in South energy zone 
and 8% in Western energy zone, due to 
increase in industrial production by 4.1% 
in 14 regions of Kazakhstan. In 2014–18, 
the greatest increase in electric power 
consumption was registered in the North 
energy zone (6.99 billion kWh).

Fig. 5.7. Electricity consumption dynamics in 2014–18.

In recent years, industrial activity 
has been the largest driver of power 
demand; the industrial enterprises 
identified in figure 5.7 account for 
approximately one-third of the country’s 
total electricity consumption. Between 
2014 and 2018, power consumption 
decreased only in Kostanay Oblast, as 
the Sokolov-Sarbai Mining Production 
Organization (SSGPO) cut consumption 
by 541.1 million kWh on the back of 
depressed activity. SSGP experienced 
a 25–29% drop in the extraction and 

concentration of iron ore, along with the 
production of final products. 1 0  The decline 
in production and exports of iron ore, in 
turn, is due to a reduction in construction 
activities in Western China, which was 
a key market for SSGPO products.

The largest increase in power 
consumption occurred in Aktobe and 
Atyrau oblasts (2014 - 2018); Kazchrome’s 
Aktobe Ferroalloy Plant JSC increased 
power demand by 1558 million kWh, and 
NCOC’s power needs grew by 976 million 
kWh as Kashagan ramped up production. 
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The increase in the price and demand 
for chromium in the considered period, 
as well as the high quality of chromium 
ore mined in the country, led to an 
increase in the production of JSC AFP 
(Aktobe Ferroalloy plant) (Aktobe) “TNK 

Kazchrom”, and, as a consequence, 
doubled power consumption.1 1

Similarly, an uptick in the output 
of aluminum and other metallurgical 
products resulted in power consumption 
growth in Pavlodar and Karaganda oblasts.

Fig. 5.8. Dynamics of electricity consumption by major consumers in 2014–18, billion kWh

Fig. 5.9. Structure of Kazakhstan’s electricity consumption 2018, %
Industry’s predominance in 

Kazakhstan’s electricity balance suggests 
that projecting future electricity 
consumption is intimately correlated 
with developments in international 
commodity markets, particularly for 
metals and crude oil. In contrast, 
electricity demand in the residential 
sector (housing and utilities), is likely to 
grow at a slowing rate, despite population 

growth, as the market is fairly saturated. 
Furthermore, future improvements in 
energy-efficiency are expected to cancel 
out any increases in demand resulting 
from population growth. Electricity 
transmission losses can be minimized 
to a certain minimum technologically 
level (compatible to Kazakhstan’s 
conditions) through grid equipment 
optimization and modernization.1 2

9  Th e  n e e d  t o  c o n s t r u c t  a  N o r t h - S o u t h  D C t r a n s m i s s i o n  l i n e  w a s  d e c l a r e d  i n  2 0 1 8 .
1 0  Th e r e  a r e  t w o  i r o n  o r e  p r o d u c e r s  i n  K a z a k h s t a n :  S S G PO  a n d  Ar c e l o r M i t t a l .  S S G PO  i s  t h e  o n l y  e x p o r t e r ,  a s  a l l  o f  Ar c e l o r M i t t a l ’ s  p r o d u c t i o n  i s  
c o n s u m e d  d o m e s t i c a l l y  a t  t h e  Te m i r t a u  p l a n t .
1 1  9 5 %  o f  c h r o m i u m  v o l u m e s  a r e  u s e d  i n  s t a i n l e s s  s t e e l  p r o d u c t i o n .
1 2  I n  2 0 1 4 – 1 8 ,  t h e  a c t u a l  a v e r a g e  e n e r g y  l o s s e s  i n  REC g r i d s  d r o p p e d  f r o m  1 1 . 7 %  t o  1 0 . 3 % .
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Fig. 5.10. Electricity production and consumption outlook for 1990–2050, billion kWh.

Ac c o r d i n g  t o  t h e  I HS  M a r k i t  b a s e - c a s e  
e l e c t r i c i t y  c o n s u m p t i o n  o u t l o o k ,  t h e r e  w i l l  
be no need for any significant increase in 
b a s e l o a d  c a p a c i t y  u n t i l  2 0 3 0 .  Ho w e v e r ,  t h e  
p l a n n e d  c o m m i s s i o n i n g  o f  u p  t o  2 . 5  G W  o f  
w i n d  a n d  s o l a r  p o w e r  c a p a c i t y  n e c e s s i t a t e s  
additional flexible generation capacity.

5.2.4. Industry regulation

Re g u l a t i o n  o f  e l e c t r i c i t y  i n  K a z a k h s t a n  
i s  s i m u l t a n e o u s l y  c a r r i e d  o u t  b y  s e v e r a l  
a g e n c i e s  a n d  s t r u c t u r e s  r e s p o n s i b l e  
for specific aspects of the sector. The 
i l l u s t r a t i o n  b e l o w  o u t l i n e s  a u t h o r i t y  
a n d  r e s p o n s i b i l i t i e s  o f  k e y  e n t i t i e s :

Ministry of Energy Ministry of National 
Economy

Ministry of Industry and Infrastructure Development

Implementation of state 
policy in the field of:
-	 electric power industry
-	heat supply (TETs, 

distribution companies)
-	nuclear power utilization
-	Renewable energy source 

(RES) development
-	 environment protection
Approval of:
-	 electricity and EM forecast 

balances
marginal electricity and 
capacity tariffs

Committee on Regulation 
of Natural Monopolies and 
Protection of Competition 
(KREMiZK)

Committee on Construction, Housing and Utilities

Approval of tariffs
Natural monopoly entities:

electricity transmission,
heat generation, 
transmission, distribution 
and marketing
Public interest market 
entities:
electricity retail sales

Implementation of state 
policy in the field of:
-	 heat supply (boiler houses, 

heating networks);
-	water supply
Development of justification 
of investments in heat supply 
systems modernization and 
development
Financial operator of the 
“Nurly Zhol” program

Comprehensive extra-
departmental expert 
evaluation of projects

SWF Samruk-Kazyna JSC Akimats

KEGOC JSC KOREM JSC Market Council

Kazakhstan UPS operator Kazakhstan electricity and 
capacity market operator

Reviews modernization 
investment programs, 
controls construction and 
reconstruction of energy 
producers

Municipal energy and 
utility departments
In charge of energy, utilities, 
industrial safety in a city/
town

FSC for RES LLP

F i g .  5 . 1 1  -  Th e  s c h e m e  o f  r e g u l a t i o n  o f  t h e  i n d u s t r y .
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With seeming separation of functions 
and areas of responsibility, some of the 
agencies are simultaneously involved in 
regulating activities of the same market 
participants. For example, the regulation 
of electricity and capacity tariffs for 
thermal power plants (TETs), which are 
limited by maximum values is carried 
out by the Ministry of Energy, while the 
tariffs for heat supply are regulated by 
the Committee on Regulation of Natural 
Monopolies and Protection of Competition 
(KREMiZK) under the Ministry of national 
economy. In view of the social significance 

of ensuring heat supply, KREMiZK 
implements a policy of restraining tariff 
increases for end consumers, resulting 
in unreasonably suppressed tariffs for 
thermal energy.

5.2.5 Electricity and capacity 
markets in Kazakhstan Kazakhstan’s 
electric power market is divided into two 
segments – wholesale and retail – each 
of which is subject to its own regulatory 
nomenclature. The wholesale market 
structure is illustrated schematically in 
Figure 5.12.

Fig. 5.12. The wholesale electric power market structure.

Th e  e n t i t i e s  o f  t h e  w h o l e s a l e  
e l e c t r i c i t y  m a r k e t  a r e :

e n e r g y  p r o d u c i n g  c o m p a n i e s ,  
w h o  s u p p l y  t o  t h e  w h o l e s a l e  m a r k e t  
e l e c t r i c i t y  i n  t h e  a m o u n t  o f  n o  l e s s  
t h a n  1  M W  o f  d a i l y  a v e r a g e  p o w e r ;

e n e r g y - p r o d u c i n g  o r g a n i z a t i o n s  u s i n g  
RES ,  s u p p l y i n g  t h e  w h o l e s a l e  m a r k e t  
o f  e l e c t r i c i t y  i n  t h e  a m o u n t  o f  a t  l e a s t  
1  M W  o f  a v e r a g e  a n n u a l  c a p a c i t y ;

e l e c t r i c i t y  c o n s u m e r s ,  p u r c h a s i n g  
e l e c t r i c i t y  o n  t h e  w h o l e s a l e  
m a r k e t  i n  t h e  a m o u n t  o f  n o  l e s s  
t h a n  1  M W  o f  a v e r a g e  p o w e r ;

p o w e r  t r a n s m i s s i o n  o r g a n i z a t i o n s ;

s u p p l y  o r g a n i z a t i o n s ,  w h i c h  d o  n o t  
h a v e  t h e i r  o w n  e l e c t r i c a l  n e t w o r k s  a n d  
b u y  o n  t h e  w h o l e s a l e  m a r k e t  o f  e l e c t r i c i t y  
f o r  r e s a l e  i n  t h e  a m o u n t  o f  n o  l e s s  t h a n  
1  M W  o f  a v e r a g e  d a i l y  ( b a s i c )  p o w e r ;

t h e  s y s t e m  o p e r a t o r  ( J S C “ K EG O C” ) ;
t h e  o p e r a t o r  o f  c e n t r a l i z e d  

e l e c t r i c i t y  t r a d e  ( J S C “ K O REM ” )

O n  t h e  w h o l e s a l e  e l e c t r i c i t y  m a r k e t ,  
t h e  p o w e r  g e n e r a t i n g  o r g a n i z a t i o n s  
s e l l  e l e c t r i c i t y  t o  p o w e r  s u p p l y i n g  
o r g a n i z a t i o n s  a n d  w h o l e s a l e  c o n s u m e r s .  
S i n c e  2 0 1 9 ,  K a z a k h s t a n  h a s  a  c a p a c i t y  
m a r k e t ,  t h u s ,  e l e c t r i c i t y  a n d  c a p a c i t y  
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a r e  s o l d  i n  t h e  w h o l e s a l e  m a r k e t . 1 3  
I n  t h e  r e t a i l  e l e c t r i c i t y  m a r k e t ,  

e n e r g y  p r o d u c i n g  a n d  e n e r g y  s u p p l y i n g  
o r g a n i z a t i o n s  s e l l  e l e c t r i c i t y  t o  r e t a i l  
c o n s u m e r s ,  c a p a c i t y  i s  n o t  s o l d  
o n  r e t a i l  l e v e l  ( c a p a c i t y  c o s t s  a r e  
i n c l u d e d  i n  t h e  p r i c e  o f  e l e c t r i c i t y ) .

I n  a d d i t i o n  t o  e l e c t r i c  p o w e r ,  h e a t  e n e r g y  
i s  a l s o  s u p p l i e d  a n d  s o l d  i n  K a z a k h s t a n .  I n  
c o n t r a s t  t o  t h e  e l e c t r i c i t y  s e c t o r ,  t h e  h e a t  
i n d u s t r y  i n c l u d e s  t h r e e  s u b - s e c t o r s : 1 4

He a t  e n e r g y  g e n e r a t i o n  ( 3 8  TETs ,  6 3  l a r g e  
a n d  2 , 2 0 0  s m a l l  b o i l e r  h o u s e s ) ,  w h e r e b y  
6 2 %  o f  c e n t r a l  h e a t i n g  i s  s u p p l i e d  b y  TETs

He a t  e n e r g y  t r a n s m i s s i o n ,  d i s t r i b u t i o n ,  
a n d  m a r k e t i n g  a l o n g  t h e  m a i n  a n d  
d i s t r i c t  h e a t i n g  n e t w o r k s  (  > 1 2 , 0 0 0  k m )

He a t  e n e r g y  c o n s u m p t i o n  b y  
i n d u s t r i a l  c o n s u m e r s ,  p u b l i c  a n d  
p r i v a t e  e n t i t i e s  a n d  t h e  p o p u l a t i o n  

I n  c o n t r a s t  t o  t h e  e l e c t r i c i t y  m a r k e t ,  
t h e  h e a t  e n e r g y  m a r k e t  o p e r a t e s  o n l y  
a t  t h e  r e t a i l  l e v e l .  Re t a i l  c o n s u m e r s ,  f o r  
t h e i r  p a r t ,  a r e  n o t  a b l e  t o  s e l e c t  s u p p l i e r s .  

5.2.6. Volume of electricity 
and capacity markets

I n  K a z a k h s t a n  t h e  e l e c t r i c  p o w e r  i s  
t r a d e d  b o t h  c e n t r a l l y  ( w i t h  t h e  m a r k e t  
p r i c e  s e t t l i n g  a t  t h e  e n d  o f  t h e  t r a d i n g  
s e s s i o n )  a n d  t h r o u g h  t h e  b i l a t e r a l  
a g r e e m e n t s  ( s i g n e d  b e t w e e n  t h e  p o w e r  
p l a n t s  a n d  t h e  w h o l e s a l e  c o n s u m e r s )  a t  
p r i c e s  t h a t  c a n n o t  e x c e e d  t h e  p r i c e  c a p .  
Pr i o r  t o  t h e  l a u n c h  o f  c a p a c i t y  m a r k e t  i n  
2 0 1 9  b i l a t e r a l  a g r e e m e n t s  c o n s t i t u t e d  
7 0 - 8 0 %  o f  a l l  e l e c t r i c i t y  s a l e s .   F r o m  
2 0 1 9 ,  s i m i l a r  t o  t h e  e l e c t r i c i t y  m a r k e t ,  
t h e  c a p a c i t y  i s  s o l d  b o t h  c e n t r a l l y  
a n d  t h r o u g h  b i l a t e r a l  a g r e e m e n t s .

I n  2 0 1 8 ,  1 5 , 7 7 0  t r a n s a c t i o n s  w e r e  
c o n c l u d e d  a s  a  r e s u l t  o f  c e n t r a l i z e d  
e l e c t r i c i t y  t r a d i n g ,  t o t a l i n g  2 1 . 2 6  
b i l l i o n  k W h  ( 2 0 % )  w o r t h  1 5 1 . 4  b i l l i o n  
t e n g e e x c l u d i n g  V AT.  Th e  a v e r a g e  p r i c e  
o f  e l e c t r i c i t y  t r a d e d  a m o u n t e d  t o  7 . 1 2  
t e n g e  p e r  k W h  ( e x .  V AT) .  Th e  v o l u m e  o f  

t r a d e  t r a n s a c t i o n s  i n  2 0 1 8  d e c r e a s e d  b y  
2 7 %  ( 2 8 . 9 6  b i l l i o n  k W h ) .  Th e  r e m a i n i n g  
v o l u m e  ( 8 0 % )  o f  p r o d u c e d  e l e c t r i c i t y  
w a s  s u p p l i e d  u n d e r  b i l a t e r a l  a g r e e m e n t s ,  
details of which are confidential. A share 
o f  e l e c t r i c i t y  ( p a r t i c u l a r l y  w i t h i n  i n d u s t r i a l  
g r o u p s )  i s  s o l d  a t  p r i c e s  b e l o w  p r i c e  c a p s .

I n  g e n e r a l ,  t h e  e l e c t r i c i t y  m a r k e t  v a l u e  i n  
2 0 1 8  c a n  b e  e s t i m a t e d  a t  8 0 0  b i l l i o n  t e n g e .  
Th i s  a m o u n t  d o e s  n o t  i n c l u d e  e l e c t r i c i t y  
g e n e r a t e d  a t  i n - h o u s e  p o w e r  p l a n t s  a t  
oil and gas fields (Kashagan, Tengiz, 
K a r a c h a g a n a k ,  K u m k o l ,  e t c . ) ,  a l t h o u g h  
c h a r g e s  f o r  e l e c t r i c i t y  g e n e r a t e d  f r o m  
r e n e w a b l e  e n e r g y  s o u r c e s  a r e  i n c l u d e d  
i n  t h e  c o s t s  o f  t r a d i t i o n a l  p o w e r  p l a n t s .

B a s e d  o n  t h e  2 0 1 9  c a p a c i t y  m a r k e t  
t r a d i n g  r e s u l t s  w i t h  t h e  t o t a l  v o l u m e  
a m o u n t i n g  t o  K Z T3 5  b i l l i o n  ( o r  o n l y  
4 %  o f  t h e  e l e c t r i c i t y  m a r k e t  v o l u m e  
i n  2 0 1 8 ) ,  a n d  t a k i n g  i n t o  a c c o u n t  t h e  
m a r g i n a l  t a r i f f  r e d u c t i o n ,  w e  f o r e c a s t  
a n  o v e r a l l  d e c r e a s e  i n  t h e  e l e c t r i c i t y  
a n d  c a p a c i t y  m a r k e t  v o l u m e  o f  K Z T2 0 0  
b i l l i o n  ( o r  2 5 % )  a s  c o m p a r e d  t o  2 0 1 8 .

Th e r e  a r e  s p e c i a l  c o n d i t i o n s ,  c r e a t e d  
f o r  t h e  s a l e  o f  e l e c t r i c i t y ,  g e n e r a t e d  b y  
RES .  S a l e  a n d  p u r c h a s e  o f  r e n e w a b l e  
e n e r g y  i s  c a r r i e d  o u t  c e n t r a l l y  t h r o u g h  a  
S i n g l e  b u y e r  ( F i n a n c i a l  S e t t l e m e n t  Ce n t e r  
o f  RE [ F S C]  t o  s u p p o r t  r e n e w a b l e  e n e r g y ) .  
V o l u m e s  a n d  e x p e n s e s  o f  e l e c t r i c i t y  
p u r c h a s e  f r o m  RES  a r e  d i s t r i b u t e d  i n  
p r o p o r t i o n  t o  t h e  s h a r e  o f  e l e c t r i c i t y  
p r o d u c t i o n  o f  t r a d i t i o n a l  p o w e r  p l a n t s  i n  
t h e  t o t a l  o u t p u t .  Pa y m e n t  f o r  r e n e w a b l e  
e n e r g y  i s  i n c l u d e d  i n  t h e  m a r g i n a l  t a r i f f  
o f  t r a d i t i o n a l  p o w e r  p l a n t s  r e g a r d l e s s  o f  
t h e  e n e r g y  z o n e ,  l e s s  t h e  p r o d u c t i o n  o f  
i t s  o w n  r e n e w a b l e  e n e r g y  s o u r c e s .  As  
p e r  o u r  e s t i m a t e s  p o w e r  p l a n t s ’  c o s t s  
a s s o c i a t e d  w i t h  t h e  p u r c h a s e  o f  r e n e w a b l e  
o u t p u t  ( e x c l u d i n g  f u e l  c o s t  i n c r e a s e s )  
a r e  e x p e c t e d  t o  r i s e  b y  5 0  b i l l i o n  t e n g e  
r e l a t i v e  t o  2 0 1 8 .   As  a  r e s u l t ,  n o t  o n l y  w i l l  
power plant profits fall, but there will also 
b e  p r e s s u r e  t o  r e d u c e  c o s t s .  I n  p r a c t i c e ,  
t h e  s i m p l e s t  w a y  t o  c u t  c o s t s  o v e r  t h e  

1 3   As  f a r  a s  t h e  c a p a c i t y  m a r k e t  i s  c o n c e r n e d ,  a  n u m b e r  o f  l a r g e  i n d u s t r i a l  e n t e r p r i s e s  c o n t a i n  t h e i r  o w n  p o w e r  p l a n t s  a n d  c o n s u m e r s .
1 4  According to the definition given in the current legislation, the electric power industry includes electricity and heat generation, transmission, 
d i s t r i b u t i o n ,  a n d  c o n s u m p t i o n .
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s h o r t  t e r m  i s  t o  r e d u c e  p a y r o l l  ( p e r s o n n e l  
d o w n s i z i n g ,  e l i m i n a t i o n  o f  b o n u s e s ,  e t c . ) ,  
s i n c e  r e d u c i n g  r e p a i r  c o s t s  r e q u i r e s  a  
d e c r e a s e  i n  t h e  t a r i f f  b y  t h e  Re g u l a t o r .

Al l  o f  t h e s e  f a c t o r s  h a v e  p l a c e d  t h e  
p o w e r  i n d u s t r y  i n  a  t r i c k y  s i t u a t i o n .  O n  t h e  
o n e  h a n d ,  p o w e r  p r o d u c e r s  s h o u l d  s t r i v e  
t o  i n t r o d u c e  n e w  t e c h n o l o g i e s  t o  e n h a n c e  
energy efficiency and reduce emissions. 
O n  t h e  o t h e r  h a n d ,  t h e  i n c r e a s e  i n  
i n d i v i d u a l  p l a n t s ’  c o s t s  e f f e c t i v e l y  f o r c e s  
p l a n t s  t o  c o n t e m p l a t e  e x t r e m e  m e a s u r e s ,  
s u c h  a s  s c a l i n g  b a c k  p e r s o n n e l ,  t o  e n s u r e  
profitability. Given these dynamics, the 
g o v e r n m e n t  s h o u l d  a s s e s s  a n d  r e v i s e  t h e  
e l e c t r i c  p o w e r  i n d u s t r y  d e v e l o p m e n t  g o a l s ,  
m a r k e t  s t r u c t u r e  a n d  t a r i f f  p o l i c y  i n  o r d e r  
t o  c r e a t e  a  c o g e n t  r e g u l a t o r y  f r a m e w o r k  
c o n d u c i v e  t o  e c o n o m i c  a n d  s e c t o r a l  g r o w t h .  

5.2.7 Pricing for electricity, power 
and heat energy

 Th e  M i n i s t r y  o f  En e r g y  o f  t h e  Re p u b l i c  
o f  K a z a k h s t a n  s e t s  t h e  m a x i m u m  l e v e l  o f  
e l e c t r i c i t y  t a r i f f s  f o r  t h e  r e l e v a n t  g r o u p  o f  
e n e r g y - p r o d u c i n g  o r g a n i z a t i o n s .  I n  2 0 1 9 ,  
tariff limits were fixed for the period 
2 0 1 9 - 2 0 2 5 ,  a n d  t h e  n u m b e r  o f  g r o u p s  
f r o m  1 6  w a s  i n c r e a s e d  t o  4 3 ,  a c t u a l l y  

c o r r e s p o n d i n g  t o  t h e  n u m b e r  o f  l a r g e  
p o w e r  p l a n t s  i n  K a z a k h s t a n .  Th e  c r i t e r i a  f o r  
s e t t i n g  i n d i v i d u a l  m a r g i n a l  t a r i f f   f o r  p o w e r  
p l a n t s  a r e  t h e i r  t y p e ,  i n s t a l l e d  c a p a c i t y ,  
f u e l  t y p e  a n d  l o c a t i o n  ( e n e r g y  z o n e ) .  
Th e  p r i c e  o f  e l e c t r i c i t y  m a y  n o t  e x c e e d  
t h e  t a r i f f  c a p ,  e x c e p t  f o r  e l e c t r i c i t y  s o l d  
o n  a  c e n t r a l i z e d  p l a t f o r m .  Th u s ,  t h e  p r i c e  
o f  e l e c t r i c i t y  a t  a  c e n t r a l i z e d  a u c t i o n  m a y  
e x c e e d  t h e  l i m i t  s e t  f o r  t h e  p o w e r  p l a n t ,  
b u t  t h e  v o l u m e  o f  e l e c t r i c i t y  s o l d  a t  s u c h  a  
p r i c e  m a y  n o t  e x c e e d  1 0 %  o f  t h e  v o l u m e  
o f  e l e c t r i c i t y  g e n e r a t e d  b y  t h i s  s t a t i o n .

I n  s u p p o r t  o f  RES  d e v e l o p m e n t ,  
t h e  m a r g i n a l  t a r i f f  i s  r e d u c e d  b y  t h e  
c o s t  o f  e l e c t r i c i t y  p u r c h a s e d  f r o m  RES .

Th e  M i n i s t r y  o f  En e r g y  a l s o  r e g u l a t e s  
c a p a c i t y  t a r i f f s  f o r  e x i s t i n g  p o w e r  p l a n t s ,  
t h e  u p p e r  l i m i t  o f  w h i c h  i s  s e t  f o r  a  7 - y e a r  
p e r i o d .  Re a l i z a t i o n  o f  i n v e s t m e n t  p r o j e c t s  
w i t h i n  t h e  c a p a c i t y  m a r k e t  i s  c a r r i e d  o u t  
u n d e r  i n d i v i d u a l  c o n d i t i o n s  w i t h  t h e  a p p r o v a l  
o f  i n d i v i d u a l  t a r i f f s  o n  a  l o n g - t e r m  b a s i s .

As  m e n t i o n e d  a b o v e ,  i n  a d d i t i o n  t o  t h e  
M i n i s t r y  o f  e n e r g y ,  TETs  t a r i f f s  a r e  r e g u l a t e d  
b y  KREMiZK f o r  p r o d u c t i o n  o f  t h e r m a l  
e n e r g y  ( h e a t ) .  KREMiZK i s  a l s o  t h e  m a i n  
b o d y  t h a t  s e t s  t a r i f f s  f o r  t h e  t r a n s m i s s i o n  
a n d  d i s t r i b u t i o n  o f  e l e c t r i c i t y  a n d  h e a t .

5.3. Capacity Market Formation and Clean Generation 
Stimulation Opportunities

5.3.1. General information on 
capacity market and first trading 
results

K a z a k h s t a n ’ s  c a p a c i t y  m a r k e t  h a s  
b e e n  f u n c t i o n i n g  s i n c e  1  J a n u a r y  
2 0 1 9 .  Ac c o r d i n g  t o  t h e  L a w  o n  El e c t r i c  
Po w e r  I n d u s t r y ,  t h e  c a p a c i t y  m a r k e t  
w a s  i n t r o d u c e d  t o  “ a t t r a c t  i n v e s t m e n t s  
t o  s u p p o r t  t h e  o p e r a t i o n  o f  e x i s t i n g  
c a p a c i t i e s  a n d  c o m m i s s i o n i n g  o f  n e w  
g e n e r a t i o n  t o  m e e t  t h e  d e m a n d  f o r  e l e c t r i c  
p o w e r . ” 1 5  D e s p i t e  a  s l i g h t  c h a n g e  i n  t h e  
2 0 1 2  w o r d i n g  ( w h e n  t h e  c a p a c i t y  m a r k e t  
w a s  t o  p r e v e n t  t h e   g e n e r a t i n g  c a p a c i t y  
deficit), the main goal of its introduction 
r e m a i n e d  u n c h a n g e d ,  w h i c h  i s  t o  e n s u r e  

t h e  r e l i a b l e  o p e r a t i o n  o f  K a z a k h s t a n ’ s  U PS .
I n d e e d ,  t h e  u n d e r l y i n g  r a t i o n a l e  

f o r  v a r i o u s  c a p a c i t y  r e m u n e r a t i o n  
m e c h a n i s m s  a r o u n d  t h e  w o r l d  i s  t h e  
i n a b i l i t y  o f  e l e c t r i c i t y  m a r k e t s  t o  a t t r a c t  
a n d  c o v e r  t h e  c o s t  o f  n e w  i n v e s t m e n t s  
i n t o  g e n e r a t i n g   c a p a c i t y  t h u s  p r e s e n t i n g  
a  l o n g - t e r m  t h r e a t  t o  t h e  r e l i a b i l i t y  a n d  
s e c u r i t y  o f  p o w e r  s u p p l y . 1 6  Th e  a d v a n t a g e  
o f  s u c h  m e c h a n i s m s  f o r  i n v e s t o r s  i s  
t h a t  t h e  p o w e r  p l a n t s  s e l e c t e d  f o r  
t h e  c a p a c i t y  s u p p l y  r e c e i v e  i n c o m e  
f r o m  c a p a c i t y  p a y m e n t s  r e g a r d l e s s  o f  
d e m a n d  ( s u p p l y ) .  Th i s  i m p l i e s  l o n g - t e r m  
guarantees and a high level of financial 
s t a b i l i t y  f o r  t h e  p o w e r  p l a n t s ’  o p e r a t o r s .

1 5  L a w  o f  t h e  Re p u b l i c  o f  K a z a k h s t a n  o n  El e c t r i c  Po w e r  I n d u s t r y  N o .  5 8 8 - I I  d a t e d  J u l y  9 ,  2 0 0 4  ( a s  a m e n d e d  a n d  s u p p l e m e n t e d  o n  Ap r i l  1 9 ,  2 0 1 9 ) .
1 6  Th e  c a p a c i t y  m a r k e t  i s  o n l y  o n e  o f  t h e  c a p a c i t y  r e m u n e r a t i o n  m e c h a n i s m s .
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I n  2 0 0 9 – 1 5 ,  t h e  l o n g - t e r m  s e c u r i t y  o f  
p o w e r  s u p p l y  i n  K a z a k h s t a n  ( g i v e n  t h e  
high depreciation rate of fixed assets and 
p r o j e c t e d  r a p i d  g r o w t h  i n  c o n s u m p t i o n )  
w a s  a c h i e v e d  b y  t h e  e l e c t r i c i t y  m a r k e t .  
M a r g i n a l  t a r i f f s  s e t  f o r  t h e  p o w e r  p l a n t s  
i n  2 0 0 9  i n  a c c o r d a n c e  w i t h  t h e  “ Ta r i f f  
f o r  I n v e s t m e n t ”  p r o g r a m  i n c l u d e d  a n  
i n v e s t m e n t  p r e m i u m .  Th e y  e n a b l e d  t o  r a i s e  
a r o u n d  1  t r i l l i o n  t e n g e  o f  i n v e s t m e n t s  i n t o  
m o d e r n i z a t i o n  a n d  e x p a n s i o n  o f  e x i s t i n g  
g e n e r a t i n g  a s s e t s ,  a n d  i n c r e a s e d  t h e i r  
a v a i l a b l e  c a p a c i t y  b y  4 . 2  G W  b y  2 0 1 8 .  

N e v e r t h e l e s s ,  a c c o r d i n g  t o  t h e  
c a p a c i t y  b a l a n c e  f o r e c a s t  b y  t h e  M i n i s t r y  
o f  En e r g y  t h e  s u r p l u s  o f  g e n e r a t i n g  
c a p a c i t y  ( a c c o u n t i n g  f o r  t h e  r e q u i r e d  
r e s e r v e )  i n  2 0 1 9  w i l l  c o n s t i t u t e  3 3 2  M W  
o n l y  ( w i t h o u t  p l a n n e d  c o m m i s s i o n i n g ) . 1 7

The power reserve sufficiency 
s i t u a t i o n  v a r i e s  i n  d i f f e r e n t  s e r v i c e  a r e a s :

In the isolated West energy zone, a deficit 
o f  4 3  M W  i s  a l r e a d y  r e g i s t e r e d  i n  2 0 1 9 .  
I t s  p r o j e c t e d  g r o w t h  b y  2 0 2 5  ( a c c o u n t i n g  

f o r  t h e  r e q u i r e d  r e s e r v e )  i s  9 2 0  M W .
In the South energy zone (the deficit 

o f  w h i c h  i s  t r a d i t i o n a l l y  m e t  b y  t r a n s f e r  
from the North energy zone) the deficit is 
e x p e c t e d  a t  1 , 4 5 6  M W  i n  2 0 1 9  ( a c c o u n t i n g  
f o r  t h e  n e c e s s a r y  r e s e r v e ) .  B y  2 0 2 5 ,  
i t  i s  e x p e c t e d  t o  i n c r e a s e  t o  2 , 2 9 7  M W .

D e s p i t e  c a p a c i t y  s u r p l u s  i n  t h e  
N o r t h  e n e r g y  z o n e  t h r o u g h  t o  2 0 2 3  
( a c c o u n t i n g  f o r  t h e  r e s e r v e  r e q u i r e m e n t  
f o r  t h e  S o u t h  e n e r g y  z o n e )  t h e  s y s t e m  
o p e r a t o r  a n t i c i p a t e s  i t s  g r a d u a l  d e c l i n e  
f r o m  1 , 8 3 1  M W  i n  2 0 1 9  t o  1 5 8  M W  i n  
2 0 2 5 .  B y  2 0 2 5  t h e  N o r t h  e n e r g y  z o n e  i s  
expected to register a deficit of 726 MW 
( a c c o u n t i n g  f o r  t h e  r e q u i r e d  r e s e r v e ) .

Ensuring sufficiency of generating 
c a p a c i t y  i s  o n e  o f  t h e  w a y s  t o  s e c u r e  t h e  
p o w e r  s u p p l y  a n d  t h e  a p p r o a c h  p u r s u e d  
b y  K a z a k h s t a n . 1 8   Ac c o r d i n g  t o  t h e  M i n i s t r y  
o f  En e r g y  b e t w e e n  2 0 1 9 – 2 5  K a z a k h s t a n  
p l a n s  t o  c o m m i s s i o n  u p  t o  7 . 3  G W  o f  n e w  
c a p a c i t y ,  1 . 7  G W  o f  w h i c h  i n  2 0 1 9  ( s e e  
t a b l e  b e l o w ) .

Tab. 5.2.  Planned commissioning of new capacity, MW.

Service area 2 0 1 9 2 0 2 0 2 0 2 1 2 0 2 2 2 0 2 3 2 0 2 4 2 0 2 5
North 9 4 6 1 1 9 3 1 9 1 1 2 2 1 3 2 2 7 8 3 3 6 3 4 0 3 4
South 52 3 1 1 0 6 1 2 57 1 3 4 1 1 3 6 8 1 3 6 9 1 4 9 5
West 2 6 0 6 8 8 9 7 4 1 7 0 2 1 7 1 2 1 7 7 3 1 7 9 6
Total 1 7 2 9 2 9 8 7 4 1 4 1 52 55 53 58 6 50 5 7 3 2 5

Source: Electric capacity forecast balance for Kazakhstan UPS for 2019–25, Ministry of Energy of the 
Republic of Kazakhstan.

N e v e r t h e l e s s  b y  t h e  e n d  o f  2 0 1 8  t h r e e  
y e a r s  a f t e r  “ Ta r i f f  f o r  I n v e s t m e n t ”  p r o g r a m  
t e r m i n a t i o n  t h e  e l e c t r i c  p o w e r  m a r k e t  
w a s  i n c a p a b l e  o f  c r e a t i n g  a d e q u a t e  
e c o n o m i c  i n c e n t i v e s  f o r  i n v e s t m e n t  i n t o  
e i t h e r  o v e r h a u l  o f  g e n e r a t i n g  a s s e t s  
( t h a t  h a v e  b e e n  p u t  i n t o  o p e r a t i o n  3 0 – 4 0  
y e a r s  p r i o r ) ,  o r  l e t  a l o n e  c o n s t r u c t i o n  o f  

n e w  p o w e r  p l a n t s  ( d e s p i t e  t h e  s h o r t a g e  
of flexible generating capacity). Namely:

Th e  Ta r i f f  f o r  I n v e s t m e n t ”  p r o g r a m  
w a s  r e p l a c e d  b y  n e w  p r i c e  c a p s  a n d  
a c c o m p a n i e d  b y  t h e  c a n c e l l a t i o n  o f  
p l a n t s ’  i n v e s t m e n t  c o m m i t m e n t s .

Insufficient liberalization of the 
w h o l e s a l e  e l e c t r i c i t y  m a r k e t — a b o u t  

1 7  “Forecast Balance of Electric Power Capacity per Hour of Coincident Maximum of Electric Loads in the Unified Power System of Kazakhstan for 
2 0 1 9 – 2 5 , ”  O r d e r  N o .  1 0  o f  t h e  M i n i s t e r  o f  En e r g y  d a t e d  J a n u a r y  1 4 ,  2 0 1 9 .
1 8  D e c i s i o n s  o n  m e a s u r e s  d e s i g n e d  t o  e l i m i n a t e  t h e  t h r e a t  t o  s e c u r i t y  o f  e l e c t r i c i t y  s u p p l y  d e p e n d  o n  i t s  n a t u r e .  Th e  t h r e a t  t o  t h e  s e c u r i t y  o f  
power supply can be related to fuel shortage (limited access to a specific type of fuel), generation-related (insufficient generating capacities due 
to disposal and obsolescence),or associated with insufficiency of balancing capacities and resources (generation, demand side management, 
e n e r g y  s t o r a g e  s y s t e m s )  a n d  g r i d  c o n s t r a i n t s  ( h i g h  g r i d  d e p r e c i a t i o n  r a t e  a n d  l i m i t e d  c a p a b i l i t y  t o  i n t e g r a t e  n e w  t e c h n o l o g i e s ) .  Th e  a p p r o a c h  t o  
a d d r e s s i n g  t h e  t h r e a t  t o  p o w e r  s u p p l y  r e l i a b i l i t y  i s  s e l e c t e d  u p o n  a n a l y s i s  o f  t e c h n i c a l  a n d  e c o n o m i c  c a u s e s  o f  t h e  t h r e a t  a n d  a n y  f a c t o r s  t h a t  c a n  
i m p r o v e  t h e  s i t u a t i o n  w i t h  p o w e r  s u p p l y .
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7 5 %  o f  e l e c t r i c i t y  w a s  s o l d  u n d e r  
d i r e c t  c o n t r a c t s  b e t w e e n  e n e r g y  
p r o d u c e r s  a n d  w h o l e s a l e  c o n s u m e r s .

U n d e r  t h e  p r e v a i l i n g  p r i c i n g  p o l i c y ,  
t h e  p o w e r  p l a n t s ’  t a r i f f  c o v e r e d  
o n l y  c u r r e n t  r e p a i r s  a n d  l i m i t e d  
m o d e r n i z a t i o n ,  r e c o n s t r u c t i o n ,  a n d  
e x p a n s i o n  f o r  s h o r t - t e r m  o p e r a t i o n .

Th e  e l e c t r i c i t y  p r i c e  m a d e  i t  i m p o s s i b l e  t o  
a t t r a c t  i n v e s t m e n t  i n t o  o v e r h a u l  o f  e x i s t i n g  
p o w e r  p l a n t s  a n d / o r  c o n s t r u c t i o n  o f  n e w  
g e n e r a t i o n  a s  i t  c o u l d  n o t  c o v e r  t h e  c o s t  o f  
n e w  c o n s t r u c t i o n  m a k i n g  n e w  c o n s t r u c t i o n  
u n c o m p e t i t i v e  w h e n  c o m p a r e d  t o  t h e  
c o s t s  o f  r u n n i n g  t h e  e x i s t i n g  p o w e r  p l a n t s

N e v e r t h e l e s s ,  n o  a t t e m p t s  h a v e  b e e n  
m a d e  t o  c o m p l e t e  t h e  e l e c t r i c  p o w e r  m a r k e t  
r e f o r m s  a n d  i m p r o v e  t h e  p r i c e  s e t t i n g  a n d  
t h e  e l e c t r i c i t y  t r a d i n g  m e c h a n i s m s . 1 9  Th e  
e x p e r t s ’  a r g u m e n t s  t h a t  t h e  i n t r o d u c t i o n  
o f  a  c a p a c i t y  r e m u n e r a t i o n  m e c h a n i s m  
w o u l d  n o t  h e l p  t o  s o l v e  t h e  e l e c t r i c  p o w e r  
m a r k e t  i s s u e  a c c u m u l a t e d  o v e r  t h e  y e a r s  
w e r e  d i s r e g a r d e d ,  a n d  t h e  d e c i s i o n  t o  
i n t r o d u c e  t h e  c a p a c i t y  m a r k e t ,  p o s t p o n e d  
since 2017, was finally made in 2018 with 
t h e  l a u n c h  o f  c a p a c i t y  m a r k e t  i n  2 0 1 9 . 2 0

5.3.2. Kazakhstan’s capacity 
market model

Th e  c a p a c i t y  m a r k e t  i n  K a z a k h s t a n  
i s  a  s e r v i c e  m a r k e t  w h e r e  t h e  S i n g l e  
B u y e r  r e p r e s e n t e d  b y  t h e  K EG O C 
F i n a n c i a l  S e t t l e m e n t  Ce n t e r  ( F S C)  s e l e c t s  
g e n e r a t i n g  c a p a c i t y , 2 1  i n c l u d i n g  t h o s e  
s e l e c t e d  t h r o u g h  t h e  a u c t i o n ,  a n d  s e l l s  
t h e  s e l e c t e d  c a p a c i t y  ( i n c l u s i v e  o f  t h e  
c o s t  o f  i t s  s e r v i c e s )  a t  a  s i n g l e  p r i c e  t o  t h e  
w h o l e s a l e  b u y e r s — l a r g e  c o n s u m e r s  a n d  
e l e c t r i c  g r i d  c o m p a n i e s .  Ac c o r d i n g  t o  t h e  
p r o c e d u r e ,  t h e  F S C s e l e c t s  i n  t h e  o r d e r  
o f  p r i o r i t y ,  t h e r m a l  ( TETs )  p o w e r  p l a n t s ,  
t h e n  m o d e r n i z e d  a n d  n e w  p o w e r  p l a n t s ,  
a n d  o n l y  a f t e r  t h a t  t h e  e x i s t i n g  p o w e r  
p l a n t s .  N o t a b l y ,  t h e  p r i c e  c o m p e t i t i o n  
i s  e n v i s a g e d  o n l y  f o r  t h e  p r i c e  o f f e r s  o f  
e x i s t i n g  p o w e r  p l a n t s .

Th u s ,  t h e  c a p a c i t y  p r i c e  f o r  t h e  
w h o l e s a l e  b u y e r s  i s  m a d e  u p  o f  t h e  c o s t  
o f :

New power plants’ capacity 
Modernized and expanded power 

plants’ capacity
TETs capacity in the volume meeting 

the heat energy output 
Capacity selected during annual 

centralized auction

1 9   K a z a k h s t a n  l a c k s  a  f u l l y  f u n c t i o n i n g  w h o l e s a l e  p o w e r  m a r k e t ,  a  b a l a n c i n g  m a r k e t ,  a n d  a  s y s t e m  s e r v i c e s  m a r k e t .
2 0  Ac c o r d i n g  t o  t h e  p r o p o s a l  o f  t h e  Eu r o p e a n  U n i o n  o f  M a y  2 0 1 9  o n  e l e c t r i c  p o w e r  m a r k e t s  r e g u l a t i o n  [ CO M  ( 2 0 1 6 )  8 6 1 ] ,  i n t r o d u c t i o n  o f  c a p a c i t y  
m e c h a n i s m s  ( m a r k e t s )  s h o u l d  b e  c o n s i d e r e d  a s  a  l a s t  r e s o r t ,  p r o v i d e d  t h e i r  r e a s o n s  a n d  g o a l s  a r e  c l e a r l y  s u b s t a n t i a t e d .
2 1  Th e  s e r v i c e  o f  e n s u r i n g  t h e  a v a i l a b i l i t y  o f  e l e c t r i c  c a p a c i t y ,  t h e  c a p a c i t y  t a r i f f ,  i s  m e a s u r e d  i n  t e n g e  p e r  M W  p e r  m o n t h ,  h e r e i n a f t e r  s i m p l y  
“ c a p a c i t y ”  a s  a  m a t t e r  o f  c o n v e n i e n c e .

F i g .  5 . 1 3 .  V o l u m e s  o f  c a p a c i t y  p u r c h a s e  b y  t h e  S i n g l e  B u y e r ,  M W .
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As  a  r e s u l t ,  t h e  c o s t  o f  n e w  
g e n e r a t i o n ,  e x p a n s i o n ,  a n d  
m o d e r n i z a t i o n  o f  p o w e r  p l a n t s  a r e  
e v e n l y  d i s t r i b u t e d  a m o n g  a l l  c o n s u m e r s .

N o t a b l y ,  t h e r e  a r e  n o  m a r k e t  m e c h a n i s m s  
f o r  t h e  s e l e c t i o n  o f  c a p a c i t y  o r  s e t t i n g  
t h e  p r i c e  f o r  p o w e r  p l a n t s  u n d e r g o i n g  
m o d e r n i z a t i o n  o r  e x p a n s i o n .  F o r  e x a m p l e ,  
d u r i n g  m o d e r n i z a t i o n  o f  t h e  S e v k a z e n e r g o  
TETs ,  t h e  p r i c e  f o r  c a p a c i t y  a m o u n t e d  
t o  1 , 3 7 6 , 0 0 0  t e n g e / M W  p e r  m o n t h ,  a n d  
i n  c a s e  o f  K a r a g a n d a  En e r g y  Ce n t e r  
TETs — 5 , 2 3 3 , 0 0 0  t e n g e / M W  p e r  m o n t h .

S h o r t c o m i n g s  o f  t h e  a d o p t e d  f o r m  o f  
c a p a c i t y  m a r k e t

Ta r g e t - s e t t i n g
I n t e r n a t i o n a l  e x p e r i e n c e  s h o w s  

t h a t  t h e  d i f f e r e n c e  b e t w e e n  t h e  i n i t i a l  
c a p a c i t y  r e m u n e r a t i o n  m e c h a n i s m s  
o f  n e a r l y  2 0  y e a r s  a g o  a n d  m o d e r n  
o n e s  i s  t h e  d i v e r s i t y  o f  g o a l s  t h e y  a r e  
c h a r g e d  w i t h .  I n  a d d i t i o n  t o  e n s u r i n g  
s e c u r i t y  o f  p o w e r  s u p p l y  t h e  p o w e r  
m a r k e t  m e c h a n i s m s  a r e  e m p l o y e d  t o :

 Ad v a n c e  t e c h n i c a l  a n d  t e c h n o l o g i c a l  
efficiency, facilitate climate policy, 
and promote economic efficiency

At t r a c t  n e w  t e c h n o l o g i e s  a n d  r e s o u r c e s  
f o r  m e e t i n g  t h e  c a p a c i t y  d e m a n d ,  s u c h  a s  
d e m a n d  r e s p o n s e ,  d i s t r i b u t e d  g e n e r a t i o n ,  
r e n e w a b l e s  ( w i t h i n  t h e  “ r e l i a b l e ”  l o a d ,  s e e  
b e l o w ) ,  a n d  b a t t e r y  s t o r a g e .  Ac c o u n t i n g  
f o r  n e w  t e c h n o l o g i e s  i n  t h e  c a p a c i t y  
b a l a n c e  r e d u c e s  t h e  n e e d  i n   n e w  l a u n c h e s  
a n d / o r  d e l a y s  t h e i r  c o m m i s s i o n i n g .

Th u s ,  t h e  c a p a c i t y  r e m u n e r a t i o n  
mechanisms have undergone significant 
c h a n g e s  w h e n  i t  c o m e s  t o  d e t a i l i n g  t h e i r  
g o a l s  a n d  o b j e c t i v e s .  S i n c e  t h e  s t a r t  o f  
d i s c u s s i o n s  o n  c a p a c i t y  m e c h a n i s m  i n  
K a z a k h s t a n  t h e  v i s i o n  o f  t h e  c o u n t r y ’ s  
s u s t a i n a b l e  d e v e l o p m e n t  h a s  c h a n g e d ,  
a n d  m o r e  a m b i t i o u s  g o a l s  h a v e  b e e n  
s e t  f o r  e c o n o m i c ,  i n d u s t r i a l ,  a n d  s o c i a l  
d e v e l o p m e n t .  Th e  l e g a l  f r a m e w o r k  
o f  t h e  c o u n t r y ’ s  p o w e r  s e c t o r  h a s  

b e e n  s u p p l e m e n t e d  w i t h  p o l i c i e s  a n d  
c o m m i t m e n t s  c o n c e r n i n g  t r a n s i t i o n  t o  
a  “ g r e e n ”  e c o n o m y ,  d i g i t a l i z a t i o n ,  a n d  
a c h i e v e m e n t  o f  t e c h n o l o g i c a l ,  e c o n o m i c ,  
a n d  o p e r a t i n g  p e r f o r m a n c e  t a r g e t s  i n  i t s  
i n d u s t r i a l  d e v e l o p m e n t .  Ho w e v e r ,  n o n e  
of these changes have been reflected in 
t h e  g o a l s  a n d  m e c h a n i s m s  o f  t h e  c a p a c i t y  
m a r k e t  l a u n c h e d  i n  K a z a k h s t a n  i n  2 0 1 9 .

Th i s  p a r t l y  e x p l a i n s  w h y  t h e  c a p a c i t y  
m a r k e t  m e c h a n i s m  i n  K a z a k h s t a n  d o e s  
n o t  e n v i s a g e  t h e  l a r g e  p o w e r  c o n s u m e r s  
( w i t h  a  c a p a c i t y  e s t i m a t e d  a t  2 0 0  M W )  
m e e t i n g  c a p a c i t y  d e m a n d  b y  p r o v i d i n g  
p r i c e  s e n s i t i v e  d e m a n d  r e s p o n s e  
s e r v i c e s .   D e m a n d  r e s p o n s e  w o u l d  h a v e  
e n a b l e d  t o  r e d u c e  e n e r g y  c o n s u m p t i o n ,  
g r e e n h o u s e  g a s  e m i s s i o n s ,  a n d  p o s t p o n e  
c o m m i s s i o n i n g  o f  n e w  g e n e r a t i n g  c a p a c i t y .

Ch a n g e s  t o  c a p a c i t y  m a r k e t  t a r g e t -
s e t t i n g  a n d  d e t a i l i n g  o f  i t s  g o a l s  w o u l d  
m a k e  i t  p o s s i b l e  t o  l i n k  t h e  g o a l s  o f  t h e  
c a p a c i t y  m a r k e t  w i t h  t h o s e  o f  t h e  p o w e r  
s e c t o r ’ s ,  t a s k s  o u t l i n e  i n  t h e  En v i r o n m e n t a l  
Co d e  ( i n c l u s i v e  o f  B AT g o a l s ) , _ e n a b l e  
m a x i m u m  u t i l i z a t i o n  o f  a v a i l a b l e  
r e s o u r c e s ,  c r e a t e  c o n d i t i o n s  f o r  n e w  
p a r t i c i p a n t s  a n d  t e c h n o l o g i e s ,  a s  w e l l  a s  
i m p l e m e n t  a  g r a d u a l  t r a n s f o r m a t i o n  o f  t h e  
c u r r e n t  r i g i d  s e c t o r  a r c h i t e c t u r e . 2 1  I f  t h e  
c u r r e n t  g o a l s  a n d  a s s o c i a t e d  m e c h a n i s m s  
o f  K a z a k h s t a n ’ s  c a p a c i t y  m a r k e t  r e m a i n  
u n c h a n g e d ,  K a z a k h s t a n  r i s k s  e n t r e n c h i n g  
t h e  c u r r e n t  s t r u c t u r e  o f  t h e  s e c t o r  a n d  
t h e  p a r a d i g m  o f  r e l a t i o n s  t h u s  i m p e d i n g  
p r o g r e s s i v e  ( i n n o v a t i v e )  d e v e l o p m e n t  
o f  t h e  c o u n t r y ’ s  e l e c t r i c  p o w e r  i n d u s t r y .

Te c h n o l o g i e s  a p p r o v e d  f o r  t h e  c a p a c i t y  
m a r k e t  s e l e c t i o n

I n  a c c o r d a n c e  w i t h  t h e  Ru l e s  o f  c a p a c i t y  
m a r k e t  o r g a n i z a t i o n  a n d  f u n c t i o n i n g  i n  
K a z a k h s t a n ,  e x i s t i n g  p o w e r - p r o d u c i n g  
c o m p a n i e s  w h o s e  g e n e r a t i n g  u n i t  e l e c t r i c a l  
capacity has been certified by the system 
o p e r a t o r  c a n  p a r t i c i p a t e  i n  t h e  m a r k e t . 2 2  

2 1  The current wording “attract investments in maintenance of existing capacities and introduction of new electrical capacities to meet the 
demand for electric power” could be changed to a more specific “ensure long-term reliability of power supply through the Unified Power System 
of Kazakhstan with the use of all available technologies (both for electricity consumption and generation, and storage and digital solutions), and 
higher technical and technological efficiency, environmental friendliness and flexibility of the power system, while respecting the quality-to-price 
ratio for final consumers.”
2 2  See the Rules of capacity market organization and functioning, Annex to Order No. 439 of the Minister of Energy of the Republic of Kazakhstan 
dated November 7, 2018. Approved by Order No. 152 of the Minister of Energy of the Republic of Kazakhstan dated February 27, 2015.
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Es s e n t i a l l y ,  t h i s  m e a n s  i d e n t i f y i n g  c a p a c i t y  
available for delivery, through verification 
o f  e l e c t r i c a l  l o a d  r a t e s  a n d  c o m p l i a n c e  o f  
d e c l a r e d  g e n e r a t i n g  u n i t  p a r a m e t e r s  w i t h  
a c t u a l  v a l u e s .  Th i s  a p p r o a c h  i s  i n  l i n e  w i t h  
t h e  c u r r e n t  c a p a c i t y  m a r k e t  g o a l - s e t t i n g  
p r o c e s s  a n d  e n s u r e s  a c c e s s  o f  a  m a x i m u m  
n u m b e r  o f  e x i s t i n g  p o w e r  p l a n t s  t o  t h e  
c a p a c i t y  m a r k e t .

B y  a p p l y i n g  n o  t e c h n i c a l  r e q u i r e m e n t s  
t o w a r d s  t h e  e x i s t i n g  p o w e r  p l a n t s ’  ( f o r  
e x a m p l e ,  s t e a m  p r e s s u r e  l e v e l ,  t h e  
y e a r  o f  m a i n  e q u i p m e n t  p r o d u c t i o n ,  
flexibility and speed of load increase 
a n d  d e c r e a s e ,  t y p e  o f  f u e l ,  t u r b i n e  
t e c h n o l o g i e s ,  p e r f o r m a n c e  i n d i c a t o r s ,  a n d  
a d h e r e n c e  w i t h  e n v i r o n m e n t a l  c r i t e r i a )  
t h e  s y s t e m  o p e r a t o r  f a i l s  t o  l e v e r a g e  t h e  
c a p a c i t y  m a r k e t  m e c h a n i s m  f o r  s y s t e m i c  
improvement of the sector’s efficiency, 
flexibility, accelerated modernization, 
a n d  d e c a r b o n i z a t i o n . 2 3  Th e  f a c t  t h a t  s u c h  
r e q u i r e m e n t s  a r e  s e t  o n l y  f o r  i n v e s t m e n t  
p r o j e c t s  f o r  r e c o n s t r u c t i o n ,  e x p a n s i o n ,  o r  
m o d e r n i z a t i o n  o f  e x i s t i n g  p o w e r  p l a n t s  
d e c e l e r a t e s  t e c h n o l o g i c a l  u p g r a d i n g  a n d  
i n n o v a t i v e  d e v e l o p m e n t  o f  t h e  s e c t o r . 2 4

F o r  r e f e r e n c e ,  a c c o r d i n g  t o  t h e  Eu r o p e a n  
Pa r l i a m e n t  r e s o l u t i o n  o f  Ap r i l  2 0 1 9  a n d  
u p d a t e s  t o  p r e v i o u s l y  a d o p t e d  d o c u m e n t s  
r e g a r d i n g  El e c t r i c i t y  a n d  Ca p a c i t y  M a r k e t s  
f u n c t i o n i n g  i n  t h e  Eu r o p e a n  U n i o n  ( EU )  
( b e t w e e n  2 0 0 9  a n d  2 0 1 6 ) ,  s t a r t i n g  
f r o m  1  J a n u a r y  2 0 2 0 ,  c a p a c i t y  m a r k e t  
m e c h a n i s m s  w i l l  b e  i n t r o d u c e d  a s  a  l a s t  
resort, subject to clear justification for the 
p u r p o s e  o f  i t s  i m p l e m e n t a t i o n .

Th o s e  r e g u l a t o r y  a n d  p r o c e d u r a l  
c h a n g e s  w e r e  a d o p t e d  i n  o r d e r  t o  
c r e a t e  t h e  e l e c t r i c i t y  m a r k e t  s i g n a l s  

that could stimulate greater flexibility, 
d e c a r b o n i z a t i o n  a n d  i n n o v a t i o n  o f  p o w e r  
p l a n t s  i n  s u p p o r t  o f  EU  c l i m a t e  a n d  e n e r g y  
p o l i c y  t a r g e t s .  I n  p a r t i c u l a r ,  i n  t h e  EU  
c o u n t r i e s  w h e r e  c a p a c i t y  r e m u n e r a t i o n  
m e c h a n i s m s  a r e  p r e s e n t  ( w h e t h e r  
i n d i v i d u a l  m e c h a n i s m s  o r  c a p a c i t y  
m a r k e t s )  t h e  p o w e r  p l a n t s  t h a t  h a v e  
n o t  p r e v i o u s l y  p a r t i c i p a t e d  i n  c a p a c i t y  
s e l e c t i o n  ( w i t h  e m i s s i o n s  o f  o v e r  5 5 0  g  
o f  CO 2 / k W h )  w i l l  n o t  b e  e l i g i b l e  t o  t a k e  
p a r t  i n  t h e  s e l e c t i o n  o r  r e c e i v e  c a p a c i t y  
r e m u n e r a t i o n  f r o m  1  J a n u a r y  2 0 2 0 .  Th e  
p o w e r  p l a n t s  t h a t  h a v e  a l r e a d y  b e e n  
s e l e c t e d  f o r  c a p a c i t y  d e l i v e r y  f o r  t h e  n e x t  
f o u r  y e a r s ,  a n d  e m i t t i n g  o v e r  5 5 0  g  o f  CO 2 /
k W h ,  w i l l  b e  b a n n e d  f r o m  p a r t i c i p a t i o n  i n  
c a p a c i t y  r e m u n e r a t i o n  s c h e m e s  s t a r t i n g  
f r o m  2 0 2 5 . 2 5  Eq u a l  c o n d i t i o n s  o f  a c c e s s  
t o  c a p a c i t y  s e l e c t i o n  a r e  r e c o m m e n d e d  
f o r  a l l  t y p e s  o f  t e c h n o l o g i e s ,  b o t h  o n  
c o n s u m p t i o n  a n d  p r o d u c t i o n  s i d e s .

Thus, Kazakhstan offers certified 
generating companies no other incentives 
(besides compliance with system-wide 
technical parameters of generating 
equipment) to participate in the capacity 
market. All that is required is successful 
submission of a price offer within the 
established limit.

In Kazakhstan the power plants’ 
capacity selection only represents the 
risk of excessive capacity selection 
and a greater than necessary financial 
burden on consumers. At the same 
time, Kazakhstan still has an unused 
resource of industrial groups’ capacity 
in terms of price-responsive load 
management (demand response), 
which could be taken into account when 
electrical capacity demand is projected.

2 3  For reference, in Russia, generating facilities featuring generating equipment with fresh steam pressure of 9 MPa or less, consisting of a turbine 
unit with a steam turbine (turbines) and its main parts produced before 1967, are not allowed to participate in competitive capacity outtake, 
except when the utilization rate of installed capacity of such turbine unit was more than 8% in the year preceding the outtake year.
2 4  “Investment agreements for modernization, expansion, reconstruction and/or upgrading set the following target indicators for each year: 
specific reference fuel consumption in electric and/or thermal energy supply; available electrical capacity; service life of capital generating 
equipment; degree of depreciation of capital generating equipment; environmental performance.” See the Law of the Republic of Kazakhstan on 
Electric Power Industry No. 588-II dated July 9, 2004 (as amended and supplemented on April 19, 2019), Article 15-4, paragraph 6.
2 5  See EU Directive on Common Rules for the Internal Market in Electricity [COM(2016)864], Proposal for a Regulation on the Internal 
Market for Electricity [COM(2016)861], Proposal for a Revised Regulation on the European Agency for the Cooperation of Energy Regulators 
[COM(2016)863], Proposal for a New Regulation on Risk Preparedness in the Electricity Sector [COM(2016)862], Proposal for a Revised 
Renewable Energy Directive [COM(2016)767], Evaluation of the Electricity Market Design and Security of Supply [SWD(2016)413], Report on 
the Sector Inquiry on Capacity Mechanisms [COM(2016)752], and Report on Energy Prices and Costs in Europe [COM(2016)769]; The European 
Commission’s sector inquiry on capacity mechanisms analyzes capacity mechanisms in the EU and offers conclusions about the design principles to 
ensure their effectiveness.
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Demand-side management is the 
mechanism most frequently used 
globally in capacity remuneration, due to 
consumers’ ability to quickly reduce peak 
consumption for a long period of time, with 
the lowest cost for the system. Demand-
side management delays the need for 
investment in new generating assets.

The US PJM market is an example 
of active development of demand-side 
management within the capacity market 
mechanism, where controlled-load 
consumers participate in the capacity 
market along with generation. Of the 
total capacity selected on the market, the 
share of controlled-load (demand side) is 
10% (peak demand in PJM is about 160 

GW)—it significantly reduces the financial 
burden on end users and eliminates the 
need for investment in generation that 
would only be loaded intermittently.2 6

The UK system operator is already using 
demand-side management to balance the 
system. Peak demand in the UK is about 60 
GW, with half of it coming from industrial 
consumers and commercial centers. The 
system operator has a goal—to balance 
the system with the help of controlled-
load consumers by 30% before 2020.

In the next seven years Kazakhstan 
has planned to commission 2.6 GW of 
renewable capacity within the framework 
of Kazakhstan’s renewables support and 
development program (see table below).

Tab. 5.3. RES-based capacities planned for Kazakhstan, 2019–25, MW.

2 0 1 9 2 0 2 0 2 0 2 1 2 0 2 2 2 0 2 3 2 0 2 4 2 0 2 5
Area 1 (North-South)

H PPs 9 0 .9 1 1 6 .7 1 52 .1 1 9 3 .8 2 1 9 .8 2 1 9 .8 2 1 9 .8
WPPs 3 7 1 .5 58 2 .0 9 6 6 .9 1 1 4 8 .7 1 1 4 8 .7 1 1 4 8 .7 1 1 4 8 .7
SPPs 4 3 9 .9 8 7 2 .1 1 1 1 9 .1 1 1 1 9 .1 1 1 1 9 .1 1 1 1 9 .1 1 1 1 9 .1
Biofuel power 
plants 1 .1 6 .1 1 5.8 1 5.8 1 5.8 1 5.8 1 5.8
Total 903.3 1576.9 2253.9 2477.4 2503.4 2503.4 2503.4

Area 2 (Western service area)
WPPs 9 5.8 9 5.8 1 1 0 .8 1 1 0 .8 1 1 0 .8 1 1 0 .8 1 1 0 .8
SPPs 2 2 2 2 2 2 2
Total 97.8 97.8 112.8 112.8 112.8 112.8 112.8

Total in 
Kazakhstan 1001.1 1674.7 2366.7 2590.2 2616.2 2616.2 2616.2

Note: HPPs = small hydro power plants; WPPs = wind power plants; SPPs = solar power plants; 
BioCPPs = Biogas heat and power plants.

Source: KEGOC FSC

Of the planned 2.6 GW, over 90% comes 
from solar (SPPs) and wind (WPPs), 
whose capacity, according to the accepted 
methodology of electrical capacity balance 
forecasting is assumed to be 0. Indeed, 
due to the nature of their generation, WPPs 
and SPPs cannot guarantee availability of 
power during the hours of maximum load. 
However, if renewable energy sources do 

not participate in the capacity selection 
but supply power to meet the demand, the 
capacity of pre-selected thermal power 
plants will be reduced by the amount 
delivered by renewable energy facilities. 
In countries where capacity remuneration 
is paid upon physical delivery, the revenue 
from thermal generation will be reduced. 
In countries where selected traditional 

2 6  The second most important demand-side response market of the capacity remuneration mechanism in the United States is ISO New England 
(ISO-NE). Selected efficiency improvement programs can also participate in the capacity market, but only within a fixed timeframe during a 
capacity supply year.
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capacity remuneration is paid for 
operational readiness, as it is expected to 
be in Kazakhstan, capacity of such plants 
will be paid as if delivered, maintaining 
the financial burden on consumers.

In order to balance the privileged 
position of renewable energy sources 
and with due regard to consumers’ 
interests, Kazakhstan may consider taking 
renewable capacity into account in the 
capacity demand projections within its 
“reliable” output, which would be a more 
systemic approach to capacity planning 
and market outlook.2 7

Capacity selection principles and capacity 
market pricing 

Existing plants with no plans for 
modernization, expansion, or 
reconstruction. 
New and old capacity are often 
selected separately, and in that respect 
Kazakhstan’s approach does not contrast 
much with models adopted around the 
world and in neighboring Russia. Indeed, 
on the one hand, in auctions with a 
single price for all participants, the price 
quoted by new facilities can create higher 
incomes for existing (old) generation. 
This applies especially to Kazakhstan, 
where no requirements for technological 
efficiency and innovation are specified 
in the rules on access to selection of 
existing generation, that would have 
otherwise stimulated displacement of 
technologically outdated capacities. 
However, different capacity price-setting 
terms for existing, modernized or newly 
commissioned generation, make it 
impossible for the existing power plants 
to execute meaningful upgrade of their 
fixed assets.
According to the rules, the existing power 
plants are selected within a short-term 

capacity market one year before the 
capacity supply. If selected, during the first 
seven years, power plants receive a single 
rate per MW per month, administratively 
approved for all participants (calculated 
as the ratio of total net profit of existing 
power plants as of 2015 to their maximum 
possible electrical power output).

The capacity price covers fixed costs and net 
profit. Notably, net profit and depreciation 
deductions are the most common sources 
of investment in Kazakhstan. The main 
source of investments into existing 
generating assets is net profit (notably, 
short-term capacity selection and terms 
of implementation of investments, as 
well as restrictions on tariff growth make 
borrowing difficult). Limiting investment 
to one year shifts the power plants’ focus 
to ongoing repair. Capacity tariff policy 
for the existing power plants limits costs 
optimization opportunities, and could 
result in staff and related development 
programs reductions mainly.

The rules provide for the possibility of 
upgrading existing power plants (subject 
to approval of a respective investment 
project), but omit competitive conditions 
for displacing technologically outdated 
facilities based on price (provided that 
their heat and power generation could 
be replaced by other sources). Thus, 
Kazakhstan has created conditions that 
preserve the existing technological 
structure of the market.

Power plants planning modernization, 
reconstruction, or expansion.
As of 2019, the depreciation rate of 36% 
of the turbine equipment at Kazakhstan’s 
TETs exceeds 75%. During the period 
of marginal tariffs application (2009–
17), the share of heavy-wear turbine 
equipment at TETs decreased from 60% 

2 7  A “reliable generation” assessment shall be based on historical data on generation at SPPs and WPPs, and represent an average value to be 
accounted for in capacity balances and during capacity selection (this methodology is used in the PJM and NI markets in the United States). Even 
if generation at WPPs and SPPs is taken into account in the balance and during selection, it is still possible to reliably predict the capacity available 
for delivery only one day ahead. As RES installed capacity and generation (WPPs and SPPs) are growing, such an approach is being tested in 
Europe.
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to 36%, but in case of moderate wear 
it increased from 25% to 58%. This 
means that, in combination with the 
pricing model adopted on the short-term 
capacity market for existing capacity, fixed 
assets can be upgraded only through 
implementation of investment projects 
for asset modernization, where capacity 
prices and terms are agreed on a case by 
case basis.

According to the capacity market rules 
modernization, reconstruction, or 
expansion projects as well as projects 
for the commissioning of the new are 
selected within the framework of a long-
term capacity market on individually 
agreed price and payment terms.
Simultaneously, the Law on Electric Power 
Industry (the Law) makes provision 
for the capacity that has completed 
modernization in 2009–15. Payment 
for such capacity also shall be made at 
individual rates for an individual payback 
period.2 8  These include:
•	Power plants that implemented large-

scale investment programs in 2009—
2015 during the marginal tariffs 
period, whose costs, in addition to the 
investment component of the marginal 
tariff, also included significant additional 
external financing, as well as the funds 
received for refinancing and repayment 
of the principal debt under earlier project 
obligations

•	Power plants commissioned in 2009—
2015, where debt financing was attracted 
for construction before 2015, including 
for refinancing and repayment of the 
principal debt under earlier obligations, 
and the financing target was the power 
plant construction

The Law and the rules, however, set no 
limitations to the number of modernization 
projects selected each year that would 
be necessary to constrain the end users’ 

power price growth. Taking into account 
the current capacity surplus, the priority 
selection of modernized projects (in 
compliance with the Law and the rules) 
implies non-selection of existing power 
plants within the short-term market, and 
an increase in the average end users’ 
capacity price.
 
Commissioning of new plants. 
According to the Law, commissioning of 
new capacity shall be envisaged if the 
electricity and capacity balance forecast 
approved for a seven-year period projects 
a capacity shortage of over 100 MW in 
the Kazakhstan’s UES or in one of its 
energy zones during the first five years of 
forecast. 2 9  Such an approach is in line with 
the current capacity market target-setting 
making no allowances for any changes 
in the capacity structure or taking into 
account the shortage of flexible capacity.

Projects designed to cover this deficit will 
be selected through individual tenders; the 
relevant parameters will be approved by 
decision of an authorized body; and after 
that an individual tariff will be established 
for an individual payback period with the 
project’s capacity to be selected on a 
priority basis.

Given the actual shortage of flexible 
capacity and the need to balance 
increasing WPP and SPP generation, 
the current capacity market mechanism 
fails to stimulate construction of flexible 
sources due to lack of a projected capacity 
shortage.

Capacity market pricing 

According to the results of the first 
capacity selection for 2019, the average 
capacity sale price is 613,410 tenge/MW 
per month.

2 8  Law of the Republic of Kazakhstan on Electric Power Industry No. 588-II dated July 9, 2004 (as amended and supplemented on April 19, 2019), 
Articles 9 and 9-1.
2 9  Law of the Republic of Kazakhstan on Electric Power Industry No. 588-II dated July 9, 2004 (as amended and supplemented on April 19, 2019).
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Fig. 5.14. Structure of a single capacity price in 2019 following the trading results.

The capacity tariff—intended to cover 
fixed costs, including wages, repairs, 
depreciation, and investment—was set at 
the marginal level of 700,000 tenge/MW 
per month.

However, already in late November 2018, 
before the capacity purchase took place, 
the marginal tariff was decreased by 15.7% 
in a statutory procedure, and in December 
of the same year the marginal tariffs 

for electricity were reduced. Taking into 
account the separate pricing procedure 
for power plants under modernization 
(expansion) and new power plants, the first 
competitive capacity trading resulted in a 
relatively insignificant price reduction—by 
an average of 7.4%. The capacity tariff 
reduction resulted in a decrease in power 
plants’ income by 10 billion tenge (under 
comparable trading conditions).

Fig. 5.15. Share of fixed costs covered by the capacity market.

A cost analysis of power plants proves 
that the currently established marginal 
capacity tariff does not cover the plants’ 
fixed costs let alone create opportunities 
for sustainable development of the power 
sector.

5.3.4. Recommendations 

Goal-setting. The lack of specific 
technological, technical, and climatic 
requirements applied to the capacity 

selection and to the resources ensuring 
its operation risks freezing the established 
sector architecture that hinders its 
innovative development. Kazakhstan 
needs to harmonize capacity market goals 
with the country’s long-term development 
programs, e.g., transition to new 
environmental standards. The capacity 
market has to cover the costs associated 
with introduction of environmentally 
friendly and best available technologies 
during the power plants’ modernization.
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Technologically neutral selection 
and capacity demand forecast. 
Technologically neutral selection in 
Kazakhstan implies not only selection of 
fossil-fuel power plants, as it is formalized 
now, but also involvement of industrial 
consumers in price-responsive demand-
side management. Later, conditions 
have to be created for the participation 
of demand aggregators in the provision 
of similar services on the retail market. 3 0  
The number of resources available for 
participation in the capacity market 
may be expanded in the future to 
include renewables. With due regard to 
Kazakhstan’s plans to increase the share 
of renewable energy (dominated by WPPs 
and SPPs) up to 30% by 2050, the statistics 
accumulated by that time and further 
technological improvements will enable 
a more accurate estimation of  “reliable” 
output for WPPs and SPPs, so that they can 
be accounted for in the capacity balance.
Capacity pricing. Kazakhstan has 
chosen administrative capacity pricing 
for upgrades and commissioning of new 
capacities. This means that investment 
projects that will have the right to 
participate in the market in the future are 
selected outside a competitive process, and 
their capacity price is set by the authorized 
body through bilateral negotiations. 
Project approval and tariff setting on 
a case-by-case basis is subjective. 

Competitive selection of modernization 
and new construction projects should 
be more transparent and objective.

Selection of operating power plants. 
The capacity market has no mechanism 
for displacing technologically outdated 
capacities or assets whose operation does 
not comply with the policy of transition 
to a “green” economy. It is recommended 
to set capacity market access criteria 
for existing generation (load factor, 
equipment operation parameters, 
environmental performance indicators) 
and participation conditions (reliability of 
power supply, penalties for non-delivery 
(short delivery), decommissioning terms 
and conditions, conditions for must-
run participation (implying terms of 
short term operation with subsequent 
replacement by other heat energy and 
electric power generating sources).
Pricing. The current marginal capacity 
tariff does not cover the actual fixed 
costs and profits of existing power 
plants. Reductions in marginal tariffs 
for electricity and an increase in power 
plants’ costs, including support for 
renewable energy, pose a significant 
risk to financial stability of the sector.
In addition to the above, there is not 
market mechanism for the capacity 
price-setting for the power plants 
planning modernization or expansion.

A shift in the global energy development 
paradigm towards renewable energy 
sources (RES; mainly wind and solar 
generation) has been led, above all, 
by the international climate agenda. 
Countries experiencing no shortage 
of fuel resources still pursue active 
development of renewable energy 
primarily to replace coal generation, which 
is the greatest source of greenhouse 
gas emissions. For example, wind and 
solar power plants accounted for 88% 

5.4. Evolution of RES Support Mechanisms in Kazakhstan

of total new electric generation capacity 
commissioned in the EU-28 in 2018.3 0

Over the past 10 years, the total 
installed capacity of solar power plants 
(SPPs) operating around the world has 
increased more than 24-fold, and of 
wind power plants (WPPs)—3.7-fold. 
The total installed capacity of wind and 
solar power plants exceeded 1,000 GW 
in 2018, which is approximately 15.5% 
of the total installed capacity of all power 
plants operating around the world.
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Fig. 5.16. Increase in the total installed capacity of wind and solar power plants around the 
world, GW.
While renewable energy generation was 
growing, the relative capital investment 
rates for wind and solar power plants have 
fallen by 15% and 20%, respectively, 
pointing the way toward a decrease in 
the cost of electricity generation from 
renewable energy sources. According to 
the forecasts made by the International 
Renewable Energy Agency (IRENA), 
capital and operating expenditures will 
continue to move along this trendline, 
decreasing by 12% for WPPs and by 57% 

for SPPs by 2025.
Kazakhstan’s contribution to global 
greenhouse gas (GHG) emissions does 
not exceed 1%, allthough it is one of the 
top 10 nations with the highest carbon 
intensity of GDP. In order to comply with 
the country’s international commitments 
and achieve its own targets in terms of 
transitioning to green economy, renewable 
energy development was chosen to be the 
main instrument of the country’s climate 
policy.

Figure 5.17. Electricity generation and installed capacity of renewable energy facilities delivering 
electricity through the FSC, 2014-18
Over the last five years, Kazakhstan’s re-
newable energy has been developing at 
an impressive pace. Electricity generation 
at new solar, wind and small hydropower 
plants has increased by 155 times (from a 
small base), while their total installed ca-
pacity (without large HPPs) has reached 
632 MW,3 2  or about 2.4% of the total in-

stalled capacity of all power plants oper-
ating in the country.

As elsewhere in the world, wind and so-
lar energy development has largely been 
supported by the state, since without any 
government support mechanisms such 
power plants are uncompetitive com-

3 0  In Russia, price-responsive demand management on the wholesale capacity market has been in place since 2016. The concept of demand-side 
response (DSR) aggregators on the retail market was developed by the Russian System Operator in 2018 and approved by the government in Q1 
2019. Results of the pilot program of participation of DSR aggregators (consumer groups, distributed generation, and electricity storage facilities) 
in the retail electricity market should be evaluated by 1 September 2020.
3 1  Wind Energy in Europe in 2018. Trends and Statistics. 
3 2  All power plants using RES are accounted for, not just those included in the FSC’s list.
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pared to the conventional generation. In 
Kazakhstan too, renewable energy has 
benefited from a high level of government 
support. The Law on Support for the Use 
of Renewable Energy Sources 3 3  was ad-
opted in 2009. Later, in 2013, the govern-
ment support mechanism for the renew-
able energy sector was launched.

It is based on centralized guaranteed pur-
chase of all electric energy produced from 
renewable energy sources at fixed tariffs 
through the Financial Settlement Center 
of Renewable Energy (FSC). However, in 
contrast to the traditional approach where 
end users directly pay for generation from 
RES, in Kazakhstan, responsibility for suc-
cessful implementation and support of 
renewable energy is placed on traditional 
power plants. In other words, conditional 
consumers that include traditional power 
plants and electricity importers are now 
obliged by law to buy electricity from the 
FSC pro rata their share in total electricity 
generation.

The legal framework established in Ka-
zakhstan to support renewable energy 

provides for a most favorable level of reg-
ulated stability and predictability for in-
vestors.

The main renewable energy support 
mechanisms are:

•	Tariff stability guarantees—tariffs are 
approved for a period of 15 years and 
are subject to annual indexation de-
pending on inflation. Tariff indexation 
with regard to difference in exchange 
rates is possible in projects financed 
with foreign currency loans.

•	Guaranteed purchase of the whole gen-
erated electricity volume

•	Guaranteed connection and access to 
the network: grid operators are obliged 
to connect renewable energy facilities 
on a priority basis.

•	Exemption from service fees for electric-
ity transmission

Relatively high tariffs were fixed in Ka-
zakhstan, several times higher than the 
threshold set for traditional power plants, 
to attract investors’ attention.

Figure 5.18. Marginal and fixed tariffs, 2018 Source

As a result of the above measures, as 
of 2015, applications had been filed 
for construction of renewable energy 
facilities with a total capacity of about 7 
GW, while the total installed capacity of 

Kazakhstan’s power system is 21 GW. 
Since it is impossible to integrate so much 
renewable energy capacity into the power 
grid, and due to the unstable nature of 

3 3  According to current Kazakhstan legislation, renewable energy includes energy produced by wind power plants (WPPs), solar power plants 
(SPPs), small hydropower plants (HPPs) with a capacity up to 35 MW, and biogas power plants.
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energy generation at solar and wind power 
plants and lack of balancing capacities, 
the need soon arose to limit introduction 
of renewable energy sources. In 2016, 

legislation was amended to provide for 
gradual commissioning of renewable 
energy capacities and approved targets.

Table 5.4. Renewable energy sector development targets until 2020, MW.

Renewable energy facilities 2020 (approved) 2025 (projected)
Wind power plants 9 3 3 1,200
Photovoltaic power plants 4 6 7 1,100
Small hydropower plants 2 9 0 2 1 9
Biogas units 1 0 1 5
Total capacity 1,700 2,615

Approval of the targets implied that given 
intense interest in implementation of 
renewable energy projects and a significant 
number of construction applications, 
transparent selection criteria must be 
set. Taking into account proposals of the 
KAZENERGY Association, the auction was 
designated as the preferred mechanism for 
project selection. In 2017, amendments 
were introduced in the Law on Support 
for the Use of Renewable Energy Sources, 
providing for the organization of reverse 

auctions for new renewable energy 
projects (this mechanism does not apply 
to existing facilities or projects under 
construction already using fixed tariffs).
The first auction held in 2018 proved to 
be an efficient and transparent selection 
mechanism, and resulted in a significant 
reduction in the cost of renewables 
support. The average reduction in the 
cost of a kWh of electricity at solar power 
plants was 34%, and about 13% at WPPs 
and small HPPs.

Fig. 5.19. Tariff reduction as a result of auctions held in 2018.

A total of 113 companies from 9 countries participated in the auctions; 36 projects with 
a total capacity of 857.9 MW were selected. The greatest demand was registered in 
construction of solar power plants.
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Fig.5.20. Targets and commissioned renewable energy capacities, 
2018 auction results.t

Ho l d i n g  a u c t i o n s  t o  s e l e c t  r e n e w a b l e  
e n e r g y  p r o j e c t s  i s  a  g l o b a l  t r e n d .  
Ac c o r d i n g  t o  I REN A,  o v e r  6 7  c o u n t r i e s  
h a v e  a l r e a d y  i n t r o d u c e d  t h e  a u c t i o n /
t e n d e r  m e c h a n i s m  f o r  s e l e c t i o n  o f  
r e n e w a b l e  e n e r g y  p r o j e c t s .  Ho w e v e r ,  
t h e  p r i n c i p l e s  f o r  p r o j e c t  s e l e c t i o n  v a r y .

Th e  e s s e n c e  o f  t h e  m e c h a n i s m  
i n t r o d u c e d  i n  K a z a k h s t a n  i s  h o l d i n g  
a n  e l e c t r o n i c  r e v e r s e  a u c t i o n  a m o n g  
i n v e s t o r s .  Th e  i n v e s t o r  w h o  o f f e r s  
t h e  l o w e s t  c o s t  o f  e l e c t r i c i t y  w i n s  t h e  
a u c t i o n .  Th e  w i n n e r  a n d  t h e  F S C e n t e r  

i n t o  a n  a g r e e m e n t  f o r  p u r c h a s e  o f  a l l  
e l e c t r i c i t y  p r o d u c e d  a f t e r  a  p o w e r  p l a n t  
i s  c o m m i s s i o n e d  a t  a  p r i c e  s e t  d u r i n g  
t h e  a u c t i o n .  I n v e s t o r s  u n d e r t a k e  t o  s t a r t  
c o n s t r u c t i o n  a n d  c o m m i s s i o n  t h e  f a c i l i t i e s  
w i t h i n  t h e  t i m e f r a m e  e s t a b l i s h e d  b y  l a w .  
Au c t i o n  w i n n e r s  p r o v i d e  c o l l a t e r a l  i n  t h e  
a m o u n t  o f  1 0 , 0 0 0  t e n g e  ( 2 6  $ U S  )  p e r  k W  
o f  t h e i r  p r o j e c t  c a p a c i t y .  F a i l u r e  t o  m e e t  t h e  
d e a d l i n e s  f o r  c o n s t r u c t i o n  c o m m e n c e m e n t  
o r  p l a n t  c o m m i s s i o n i n g  e n t a i l s  a  p e n a l t y  
o f  3 0 %  o r  7 0 %  o f  t h e  c o l l a t e r a l v

Ch a n g e s  i n  t h e  RES  s u p p o r t  p o l i c y  o f  t h e  O ECD
Pr i v i l e g e s  a n d  n o n - m a r k e t  s u p p o r t  u s e d  t o  b e  a  s t a n d a r d  p r a c t i c e  o f  r e n e w a b l e  

e n e r g y  p r o m o t i o n  i n  O ECD  c o u n t r i e s .  G r o w t h  i n  g e n e r a t i o n  f r o m  r e n e w a b l e  e n e r g y  
s o u r c e s  i n  c o m b i n a t i o n  w i t h  a  c o n t i n u e d  l o s s  o f  m o n e y  w h e n  t h e  w h o l e s a l e  p r i c e  
o f  e l e c t r i c i t y  d o e s  n o t  c o v e r  a l l  t h e  p r o d u c t i o n  c o s t s  l e d  t o  p r i c e  d e c r e a s e s  f o r  
p r o d u c e r s  a n d  t h e  n e e d  f o r  e a r l y  d e c o m m i s s i o n i n g  o f  c o m b i n e d  h e a t  a n d  p o w e r  
p l a n t s .  At  t h e  s a m e  t i m e ,  t h e   n e e d  f o r  t h e r m a l  g e n e r a t i o n  r e m a i n e d ,  i n  o r d e r  t o  
b a l a n c e  t h e  v o l a t i l e  g e n e r a t i o n  f r o m  r e n e w a b l e  e n e r g y  s o u r c e s ,  w h i c h  i s  d e p e n d e n t  
o n  w e a t h e r  c o n d i t i o n s .
• Th i s  l e d  m a n y  c o u n t r i e s  a n d  t h e  Eu r o p e a n  F e d e r a t i o n  o f  En e r g y  Tr a d e r s  t o  c a l l  f o r  
t h e  c a n c e l l a t i o n  o r  r e d u c t i o n  i n  s u p p o r t  f o r  r e n e w a b l e s .  Th e  m a j o r  c h a n g e s  i n  t h e  
s u p p o r t  m e c h a n i s m  a n d  n e w  r e q u i r e m e n t s  f o r  r e n e w a b l e s  i n c l u d e  t h e  f o l l o w i n g :
• Re s p o n s i b i l i t y  f o r  b a l a n c i n g  h a s  t o  b e  b o r n e  b y  a l l  t y p e s  o f  g e n e r a t i o n ,  i n c l u d i n g  
r e n e w a b l e s .
• Th e  p r a c t i c e  o f  p r i o r i t y  d i s p a t c h i n g  a n d  g r i d  a c c e s s  s h o u l d  b e  d i s c o n t i n u e d .
• D i s p a t c h i n g  h a s  t o  b e  b a s e d  o n  t h e  c o s t  o f  e l e c t r i c i t y ,  r a t h e r  t h a n  o n  o b l i g a t i o n s  t o  
pay preferential fi xed tariffs.
• Th e  p r o c e d u r e  a n d  c o s t  o f  g r i d  c o n n e c t i o n  h a s  t o  b e  t h e  s a m e  f o r  r e n e w a b l e s  a n d  
t r a d i t i o n a l  p o w e r  p l a n t s .
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amount, respectively, and agreement termination.

Despite a signifi cant increase in the 
capacity of renewable energy sources 
and an eff ective reduction in the cost of 
their support in Kazakhstan, there are 
long-term development risks associated 
with the increased fi nancial burden on 
traditional power plants.
Revenues of conventional power plants, 
which are obliged to buy the entire amount 
of electricity generated from RES through 
the FSC, are limited by marginal tariff s for 
electricity and capacity. According to the 
latest changes in legislation, the marginal 

tariff s for electricity and capacity were 
reduced by an average of 20–25% for 
traditional power plants and will remain 
unchanged until 2025 (see the section on 
electricity and capacity markets).
Generation from RES in turn could increase 
by as much as 5.6 billion kWh by 2021, 
and become seven times higher than as 
in 2018. Thus, expenditures of traditional 
power plants on the purchase of electricity 
from RES will increase signifi cantly, while 
their incomes will remain the same.v

Fig. 5.21. Projections of installed capacity and electricity generation from RES supplied through 
the FSC, 2019–21.

Fig. 5.22. Expenditures on purchase of electricity from RES, 2019–21.
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• F i n a l  p r i c e s  f o r  r e n e w a b l e s  m u s t  i n c l u d e  e l e c t r i c i t y  t r a n s m i s s i o n  c o s t s .
•Preferential fi xed tariffs have to be phased out.
•The wholesale price of electricity has to be cleared of any infl uence of renewables 

s u p p o r t  m e c h a n i s m s  a n d  c l i m a t e  p o l i c i e s ,  e n v i r o n m e n t a l  t a x e s ,  a n d  c h a r g e s  t h a t  
have to fl ow into the national budget.

As the share of generation from RES (especially at WPPs and SPPs) is growing, 
the wholesale electricity price is becoming increasingly capable of responding to 
changes in the supply and demand balance and to the need for investment (in energy 
storage systems, demand management, balancing generation). The United States, 
Canada, and Europe have faced an urgent need to revoke operational privileges and 
preferential connection of renewable energy facilities to the grid.
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At present, expenditures by traditional 
power plants on the purchase of electricity 
generated from renewable energy sources 
(through the FSC) do not exceed 2–4.5% 
of the overall cost structure. By 2021, 
however, they will rise to 15–30% of total 
expenditures, provided RES generation 
targets are achieved. Yet, as was already 
noted above, the marginal tariffs for 
electricity and capacity will remain at the 
same level until 20253 4 . This, combined 
with rising fuel costs and other expenses, 
could put the traditional energy sector in 
a critical financial situation. Increasing 
payment arrears from the purchase of 
electricity from RES will affect the overall 
financial stability of the electric power 
sector.
Thus, the current model of renewable 
energy implementation and financing 
in Kazakhstan and the tariff policy for 
traditional power plants pose a significant 
risk to sustainable development of 
both renewable energy and traditional 
generation.
5.4.1. Recommendations:
•	Taking into account the decrease in the 

cost of construction of wind and solar 
power plants projected by IRENA that 
will be possible after 2025, Kazakhstan 
should delay some renewable energy 
development (e.g., as specified in the 

targets in Table 5.4) until after that 
date.

•	The current renewable energy support 
mechanism (which penalizes traditional 
generation) should be replaced 
with internationally recognized non-
discriminatory mechanisms. If the 
present mechanism remains in use, a 
surcharge must be introduced to the 
marginal tariffs for traditional power 
plants (in place until 2025) that will 
take into account their increasing 
expenditures on renewable energy 
purchases.

•	Changes in the tariff regulation of electric 
grid companies that stimulate grid and 
service development (which are needed 
to accommodate an increasing share 
of RES-generated electricity) must be 
planned and introduced.

•	After 2025, a transition to market-based 
mechanisms of payment for electricity 
generated from renewable energy 
sources should be completed, and such 
generation has to be transferred to the 
wholesale market at a price reflecting 
the true costs of production.

•	By 2025, payment for electricity 
transmission service has to be 
introduced for power plants using 
renewable energy sources.

5.5.1. Incentive regulation in 
international practice
For electricity transmission and 
distribution companies, ensuring the 
power sector’s sustainable development 
has meant creating conditions that would 
minimize the power sector’s impact on 
the environment, including incentivizing 
and integrating distributed generation 
(renewable energy sources, storage 

5.5. Transition to Incentive Tariff Regulation in the Electric 
Power Industry

systems) and consumer participation 
(demand response, electric vehicles, 
prosumers, battery storage ). Given the 
high degree of assets’ depreciation, the 
challenge for the electric grid companies 
has been in keeping end-consumer tariffs 
at a level set by regulators while at the 
same time making capital investments 
and funding technological upgrades.
Limitations of the cost-plus tariff 

3 4  O r d e r  o f  t h e  M i n i s t e r  o f  En e r g y  o f  t h e  Re p u b l i c  o f  K a z a k h s t a n  d a t e d  D e c e m b e r  1 4 ,  2 0 1 8  N o .  5 1 4  “  O n  a p p r o v a l  o f  m a r g i n a l  t a r i f f s  f o r  e l e c t r i c  
e n e r g y ”
3 5  In Kazakhstan, according to the Law on Natural Monopolies, electric grid companies can use only 50% of their savings at their own discretion. 
They are obliged “to allocate at least fifty percent of underutilized tariff funds (accumulated as a result of cost savings) to energy-saving and 
energy efficiency measures, creation of new, expansion, rehabilitation, maintenance, reconstruction, and technical re-equipment of existing 
assets.”
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methodology (either targeting profit or 
revenue control)—namely the short-term 
nature of the price-control period; lack of 
incentives stimulating efficient planning and 
spending, optimization of expenses, and 
remunerating efficient operation—led to 
its gradual rejection. Since the mid-1990s, 
it has been replaced by tariff regulation 
based on long-term cost planning, the 
possibility of long-term investments, long-
term price-control periods, and financial 
incentives to outperform the price-control 
period targets. The latter has translated 
into setting qualitative and quantitative 
performance indicators for the companies, 
as well as requirements improving the 
overall power market and the sector’s 
efficiency, realization of climate policy 
as well as power-sector research and 
development activity.
The major incentives for the electric 
grid companies are the long-term tariff 
regulation, return on capital investments, 
and the right to use cost savings (as a rule 
operational) at their own discretion until 
the end of the long-term price-control 
period (five to eight years, depending on 
the country). Priorities for the Regulator 
are the reliability of power supply and 
the control over the end-consumer price 
growth, which is managed by setting the 
allowed revenue, and its likely subsequent 
downward revision with a start of a new 
price-control period. In addition, the 
companies’ performance is measured 
and remunerated by linking performance 
targets (on reliability of supply and quality 
of customer service) to the companies’ 
allowed revenue.
Efficiency incentives and targets therefore 
mimic “pseudo-competitive” market 
mechanisms that are not usually present 
in the electric grid segment. As of 2019, 
incentive tariff regulation for the electric 
grid companies is practiced in 19 out of 
25 European countries, as well as in the 
United States (New York, California, New 
England, etc.), Canada, Australia, New 

Zealand, Russia, and Ukraine. Kazakhstan 
too has made several attempts to introduce 
incentive regulation for the electric grid 
companies.
 Regulated asset base (RAB) tariff 
regulation Regulated asset base tariff 
regulation was first introduced in the 
United Kingdom in 1995, and later spread 
around the world. It has been popular for 
the following reasons:
•	 Better predictability of electric grid 
companies’ operation due to long-term 
tariff-setting
•	 Cheaper financing of capital-intensive 
projects compared to project financing
•	 Transparency of tariff calculation process 
and methodology
•	 Stimulation of investments (through 
identification of a realistic rate of return 
and subsequent inclusion of invested 
capital in the asset base, thus accruing 
to the company’s profits)
•	 Incentives to reduce operating 
expenditures by allowing companies to 
retain savings for the entire price-control 
period and thus gaining additional 
profit 3 5  Stimulation of more effective cost 
planning and control over end-user tariff 
growth by shifting to a non-discriminatory 
principle of total (operating and capital) 
cost assessment (TOTEX)
•	 Ability to control end-user tariff growth 
by setting limits to either price or revenue 
growth, or an acceptable level of the rate 
of return
•	Correlation between revenue and the 
quality and efficiency of provided services 
as well as achievement of companies’ 
targets, inclusive of fines for the failure 
to achieve targets

The core principle of RAB methodology 
is the Regulator’s ex-ante approach to 
tariff-setting based on the valuation of 
assets committed to service provision, 
gross revenues covering the companies’ 
operation and assets’ renewal, and 
companies’ remuneration. Thus, the 
method estimates the value of realized 
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investments (capital base), operational 
expenditures related to maintenance and 
development, as well as a profit from asset 
management and on new investments (in 
the form of a regulated profit).
Revenue = operating expenditures 

(controlled and uncontrolled) + 
depreciation + profit + taxes

Profit = committed assets * rate of 
return

The structure of individual components 
included in the asset base committed 
to service provision may vary from 
country to country, and include, in 
addition to fixed assets (transmission 
lines, buildings, structures, land, office 
furniture, machinery, equipment, vehicles, 
etc.), working capital and assets under 
construction. 3 6

Valuation of the asset base also depends 
on the country, and various valuation 
methods can be used (historical cost, 
indexed historical cost, replacement cost, 
market value [when assets are sold or 
privatized], or a combination of historical 
and replacement cost).
The fundamental feature of RAB 
methodology is a correlation between 
the company’s profit and the value of 
committed assets, with due allowance 
for operational quality and effectiveness 
(regardless of the volume of services 
provided). This stimulates investments 
(i.e., increase in the asset base) and 
ensures their stable return. 
As a rule, the following categories are 
subject to negotiation between the 
company and a Regulator when itemizing 
the allowed gross revenue:
•	New (capital) investments (leading to an 

increase in the value of the asset base)
•	Depreciation (leading to a decline in the 

value of the asset base)
•	Production expenses (maintenance and 

operation of assets committed to service 
provision)

•	Financial expenses (cost of borrowed 
capital, cost of equity financing, allowed 
profit)

•	Taxes
At the same time, the Regulator 
needs to have a clear idea about the 
necessity (priority), quality, and most 
importantly, efficiency of expenses. 
Electric grid companies tend to prioritize 
capital expenditures (over operational 
expenditures), since the former increase 
the asset base value and, subsequently, 
the companies’ profits, while operating 
expenditures simply get refunded through 
the tariff.
With a view toward stimulating alternative 
ways of achieving the grid companies’ 
targets, first in the UK, then in Italy, and 
now in Australia, the methodology’s focus 
has shifted from incentivizing capital 
expenditure toward stimulation of total 
expenditure (called TOTEX), i.e., choosing 
the best combination of operating and 
capital expenditures and applying the 
efficiency factor to TOTEX.3 7  This enables 
the Regulator to control spending and 
its efficiency (reduction in unnecessary 
capital investments), control the asset 
base value growth, and as a consequence 
the company’s profit.
Growing decentralization of power 
production, the need to integrate new 
sources of electricity generation and 
consumption, digitization of the sector, 
climate policy, and the growing role of 
consumers have forced regulators not 
only to revise the targets and develop 
new incentives for the grid companies’ 
operation and investment, but also to 
shift to a new interpretation of the RAB 
formula. As a result, a part of operating 
expenditures on equipment repair can be 

3 6  In 60% of the cases, rented assets (involved in direct service provision) are included in operating expenditures, while connection fees and any 
benefits (subsidies, grants, and payments) are excluded from the base, since they are not directly funded by the grid company.
3 7  According to the TOTEX method, the regulator does not approve operating (OPEX, e.g., grid maintenance and repair) and capital expenditures 
(CAPEX, e.g., replacement, expansion, construction, and commissioning of new power grid assets) separately. The regulator approves a single 
authorized volume of expenditures with a predetermined capitalization rate (i.e., what amount of total expenditures will be included in the 
regulated asset base). Such an approach makes it possible to move away from approval of specific operating and capital project expenditures and 
shift the focus to innovation and efficiency (i.e., obtaining the best benefits in terms of both the life cycle of an asset and consumers’ expectations, 
including future ones).
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included, in line with the TOTEX method, 
in the committed assets base. Such an 
approach motivates companies to choose 
between repair and new equipment.  
Such an interpretation of the revenue 
formula is driven by the long-term 
objective to create a more intelligent 
(smart), change-resistant grid 
infrastructure ensuring reliable power 
supply, achievement of low-carbon policy 
targets, and long-term material benefits 
for the power consumers.
Based on the segment objectives above 
and the anticipated outputs, the Regulator 
defines (prior to the start of a price-
control period) the anticipated results 
of companies’ activities, identifies terms 
and incentives that would contribute to 
their achievement, and measures the 
effectiveness of their achievement at the 
end of the price-control period. The outputs 
include such parameters as customer 
satisfaction, reliability and quality of 
power supply, information availability 
and publicity, safety, terms and speed of 
grid connection, environmental impact 
of electric grid companies’ operation and 
services, and ways of supporting the low-
income population.
Responsibility that is thus imposed on a 
regulator—when it comes to coordinating 
the segment objectives with those of the 
sector and the economy, setting the outputs 
and incentives for the grid companies, 
and deeply understanding the nature 
and efficiency of expenditure (inclusive of 
capital)—calls for the establishment of a 
completely independent regulator, funded 
by the sector, and operating exclusively in 
the interests of sustainable development 
of the power industry.

5.5.2. Transition to incentive 
regulation for the electric grid 
companies in Kazakhstan

Between 1 January 2013 and extending 
through 2015, Kazakhstan had been in 
transition from the “cost-plus” to the 
“benchmarking” methodology of tariff 
calculation, where the regional electric 
grid companies’ (RECs) performance 
parameters were set individually on the 
basis of their comparison to each other. 
To stimulate efficient spending, the 
efficiency factor (X factor) was applied to 
expenditures. 3 8

Nevertheless, after a trial period of using 
the benchmarking methodology, the tariff 
regulation for distribution companies and 
the National Operator (KEGOC) has been 
amended and shifted to an “incentive” 
methodology, where the profit, similar to 
the RAB methodology, depends on the 
asset base value and the relevant rate of 
return, 3 9  while tariffs are set for a five-year 
period. However, no connection between 
revenues and the quality of service or 
losses reduction have been made.
Upon adoption of a new Law on Natural 
Monopolies 4 0  in 2018, incentive tariff 
regulation has been approved for a 
number of electric grid companies, while 
the majority of them still use the cost-plus 
methodology for tariff calculation.
When the Regulator sets the rate of return 
(as a rule calculated as a weighted average 
cost of capital [WACC]) that is applied to 
estimate the companies’ profits (the rate 
of return multiplied by the asset base 
value) it is essential that it is set correctly, 
because if understated it could result in 
lower profits and underinvestment. At 
that, the level of the rate of return is 
usually a subject of negotiation between 
a grid company and the Regulator. In 
Kazakhstan, according to the Instruction 
on the profit rate calculation, a two-
level method of the weighted average 
cost of capital is used, where capital 
(investments) is divided into equity and 
borrowed funds.4 1

3 8  Order No. 152-ОD of the Chairman of the Agency of the Republic of Kazakhstan on Regulation of Natural Monopolies dated June 27, 2012.
3 9  Order No. 17-ОD of the Chairman of the Agency of the Republic of Kazakhstan on Regulation of Natural Monopolies and Competition Protection 
dated January 27, 2003.
4 0  Law of the Republic of Kazakhstan on Natural Monopolies No. 204-VI dated December 27, 2018.
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The profit rate equals the sum of the rate 
of return on equity and the interest rate 
on borrowed funds, and the total amount 
depends on the leverage (debt-equity 
ratio). It is important to note that the rate 
of return on equity in Kazakhstan depends 
on the industry-specific Beta ratio equal 
to either 0.89 or 1.3 (the latter only for 
companies participating in the People’s 
IPO program). In this way, the rate of 
return on the committed asset base 
depends more on a company’s leverage 
than on any parameters related to actual 
risk of investment.
According to the Instruction on profit 
rate calculation, the allowed profit for 
Kazakhstan’s electric grid companies 
should “reflect effective functioning and 
improvement of service quality.” However, 
the profit rate calculation methodology 
lacks parameters linking the profit rate 
with electric grid companies’ performance.
The Law on Natural Monopolies refers 
to introduction of service quality and 
reliability indicators as well as performance 
indicators that the electric grid companies 
have to comply with for the duration of 
the tariff (five years or more). At the 
same time, the Law provides for tariff 
reduction only in case of failure to fulfil 
the investment program or deviation from 
approved expenditures.
Based on the power sector and the 
segment objectives the Regulator and 
network companies should agree on 
specific quantitative or qualitative outputs 
that the companies should achieve by the 
end of the price control period (on average 
five years). The subsequent evaluation of 
companies’ performance should be based 

on achievement of every target (efficient 
use of funds for the outputs, and the 
effective transformation of the companies’ 
activities to meet the changing sector 
environment).
In 2017, Kazakhstan adopted the natural 
monopolies’ quality of service assessment 
methodology, which introduces a number 
of parameters that measure the electricity 
transmission and distribution companies’ 
service quality. Namely,
•	The time it takes to process consumers’ 

requests
•	Duration of off-schedule interruptions in 

power transmission
•	Time it takes to reply to consumers’ 

complaints about late issuance of 
connection requirements

•	System Average Interruption Duration 
Index (SAIDI)

•	System Average Interruption Frequency 
Index (SAIFI)

Despite the requirement to account for 
the service quality ratio in the tariff, this 
procedure is defined neither in the tariff-
setting methodology, nor in calculation 
of the profit rate on the committed asset 
base. At the same time, poor service 
quality is not a reason for tariff reduction.
Although there has been a gradual 
improvement in the electric grid 
companies’ activities over the last five 
years (see Figures 5.24 and 5.25 below), 
the lack of clear principles of energy 
efficiency stimulation and service quality 
improvement in the tariff calculation 
methodology makes Kazakhstan’s 
incentive tariff regulation significantly 
different from the RAB methodology and 
global practices.vvt

4 1   Order No. 17-OD of the Chairman of the Agency of the Republic of Kazakhstan on Regulation of Natural Monopolies and Competition Protection 

dated January 27, 2003.
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F i g . 5.2 3 . Reduction in actual electricity losses during transmission through REC grids

In 2014–18, the average electricity losses in the selected RECs decreased from 
11.5% to 10.2%.

F i g . 5.2 4 . Reduction in the number of failures and undersupply of electricity. [Data being 
processed]

5.5.3. Recommendations:
•	Establishment of an independent 

segment regulator. Independence of the 
Regulator can be ensured if a special 
mark-up for its financing is included in 
the tariffs.

•	The Regulator should set clear mid- and 
long-term goals for the development of 
the power transmission and distribution 
sector in Kazakhstan and harmonize 
these goals with those of the power 
sector, economic and technological 
development programs, as well as the 
climate policy.

•	The incentive tariff regulation and profit 
rate calculation methodology must 
account for efficiency requirements and 
service quality improvements set by the 
Regulator.

•	Incentive tariff regulation has to be 
expanded to include all RECs.

•	The TOTEX methodology should be 
introduced by 2025 to stimulate and 
optimize capital (investment) and 
operating expenditures.
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F i g . 5.2 5. Comparison of cogeneration and separate generation efficiency Source
Note: GRU = gas reciprocating unit 

with exhaust gas heat recovery cycle 
(GRU efficiency is higher than that of gas 
turbine units); EF = efficiency factor.

In general, fuel savings in cogeneration 
versus separate generation of electricity 
and heat amount to 25–30% depending 
on cogeneration type and separate 
generation options. TETs’ efficiency in 

terms of reduction in fuel consumption 
and emissions is widely discussed 
and encouraged in the energy sector 
development programs of the European 
Union (EU) and Nordic countries. The 
future structure of heat supply systems is 
considered in the context of climate policy 
implementation and the role the electricity 
sector should play in the long-term and 

Kazakhstan’s heat supply systems are 
a combination of heat sources (boilers 
and CHP), that provide hot water or 
water vapor heating to a necessary 
temperature and pressure, as well as 
heat networks, that ensure hot water/
vapor transportation and distribution in 
accordance with customer demand.
In the structure of heat energy supply TETs 
account for over 62% , although the share 
of TETs during 2014—2018 has declined by 
4%. In the structure of heat consumption, 
over 50% is by the population and only 
27% is industrial consumption; this is 
reflected in both the social significance 
ascribed to heat production and nature of 
industry regulation. 
The country’s heating networks are 11,500 
km long, and the share of trunk heating 
networks is 16%. High transmission losses 
amounting to 30% (17%, according to 

5.6. Heat Energy Market Regulation
official statistics) and the low efficiency of 
heat sources are typical of the heat supply 
sector. The most problematic issue is the 
deterioration of the heating networks: 
although the share of heating networks in 
need of replacement has decreased from 
68% to 59% over the past five years, 
the volumes of their replacement remain 
insufficient.4 2  
Centralized heat energy supply systems 
in cities of Kazakhstan supply heat to 
70% of the country’s population. Despite 
significant transmission losses, central 
heating with a high proportion of TETs is 
much more efficient from an energy point 
of view than non-centralized municipal 
heating systems. First and foremost, 
the efficiency of TETs is based on the 
cogeneration cycle—generation of both 
electricity and heat (see the figure below).

4 2   According to the statistics, around 1,700 km of heat distribution lines were replaced in 2014–18.



CHAPTER 5. ELECTRIC POWER INDUSTRY

1 4 9

reliable supply of clean electricity and heat 
energy at the most affordable consumer 
prices. The latter is the key factor for 
consumers who prefer the lowest price 
as they choose their heat energy supplier. 
This implies their capability of substituting 
a central heating source (for example, 
a TETs) with an alternative one. The 
substitution principle adopted in the 
Nordic countries, Scotland, Germany, and 
Russia is the basis for price competition 
between distributed and centralized heat 
energy supply sources, between TETs, 
boiler houses, heat pumps, and electric 
heating appliances.

Generic requirements for TETs and 
decentralized heat energy supply sources 
in terms of heat energy supply quality 
and compliance with low-carbon policy 
standards (against the backdrop of price 
competition) necessitate improvement of 
business processes by the heat energy 
supply companies, market models, 
introduction of new operating standards 
and solutions (e.g., lower return 
temperature), and adjustment of price 
regulation for heat supply systems.

Kazakhstan’s strategy of transitioning to 
a “green” economy does not clearly define 
the role of TETs. Moreover, according to the 
capacity forecast balance of the Ministry 
of Energy, the composition of capacities 
and the share of TETs, accordingly, will 
remain virtually unchanged until 2025. 
According to the new capacity market 
rules, TETs shall be given priority in 
capacity offtake. However, out of 38 TETs, 
25 are coal-fired power plants producing 
high emissions of greenhouse gases and 
other pollutants. The transition of some 
coal-fired TETs (especially the Astana 
TETs) to natural gas is very unlikely; 
therefore, given an unchanged share of 
coal in the fuel balance and a goal of 
promoting Kazakhstan’s transition to a 
“green” economy, TETs and boiler houses 
will be forced to implement modernization 
programs including introduction of 

flue gas cleaning and ash recovery 
technologies. Taking into account the 
future requirements of the Environmental 
Code regarding implementation of the best 
available technologies (BAT), achievement 
of the set targets will depend on the 
availability of incentives through effective 
tariff regulation of the industry to improve 
efficiency, flexibility, eco-friendliness, and 
quality of heat energy supply services, on 
the one hand, and rational heat energy 
use and repair of living quarters by 
consumers, on the other.

5.6.1. Tariff regulation of heat 
supply

International practice offers two major 
approaches to tariff-setting in district 
(centralized) heat energy supply: the 
cost method (tariff coverage of costs plus 
allowed profit) and the marginal cost 
method.

Despite simplicity of the “cost-plus-
profit” method in terms of accrual 
and regulatory administration, lack of 
incentives for competition between heat 
energy supply organizations limits its use 
to regulated markets.

The marginal cost method, which 
involves covering variable costs associated 
with production of an incremental unit of 
heat energy, is more typical of markets that 
have been reformed to a certain extent. 
However, when tariffs are set on the basis of 
a generated heat energy unit, heat supply 
companies run the risk of not covering 
fixed costs associated with equipment 
and network maintenance, repairs, and 
investments. Thus, inclusion of fixed 
costs in the tariff—for example, the cost 
of maintaining a consumer’s connection 
to the heating networks, keeping heating 
networks in working condition, and their 
readiness to cover heat energy loads in 
the agreed volume—is more important 
for companies, as it ensures a constant 
cash flow and covers investment costs 
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and repairs. For comparison, neither 
households nor industrial enterprises 
pay for the service of being connected 
to the heat energy network. More over, 
a number of large heat consumers have 
their own heat supply sources and are 
connected to heating networks to ensure 
security of heat energy supply, while 
hardly consuming any heat energy from 
centralized heat supply systems. This 
means that their payment for centralized 
heat energy consumption is minimal, 
whereas heating networks and sources 
incur significant costs due to losses and 
the need to keep the heating capacities 
ready to cover maximum anticipated load.

For Kazakhstan’s consumers (as it is for 
any heat energy consumers globally) the 
variable costs are of greater importance, 
as they are associated with the consumer’s 
ability to lower the tariff through the 
rational use of heat energy and price 
competition under the substitution 
principle. Additional incentives only 
increase the value of variable costs for 
consumers. For example, when the tariff 
is differentiated by season (the highest 
tariff for the four coldest months of the 
year, the lowest for the four warmest 
months of the year, and the average for 
the remaining four months), consumers 
reduce heat consumption during the most 
expensive season.

Thus, the ratio of variable to fixed 
costs becomes essential for creation 
of conditions whereby a consumer is 
motivated to consume heat energy in a 
rational manner and make reasonable 
investments in housing repair to save 
heat, while a heat energy supply company 
is stimulated to manage the system more 
efficiently, plan investments, and improve 
the quality of service.4 3

In Kazakhstan, heat energy supply 
is still regulated by the Law on Electric 
Power Industry. Lack of a legal framework 

for heat energy supply not only implies 
inconsistency in law enforcement 
practices, but also inhibits attraction of 
investments in the industry and impedes 
development in heat energy supply 
systems development and their upgrade 
rate. A separate draft Law on the Heat 
Energy Supply is being developed at 
the moment, which, according to draft 
specifications, will be aimed at “creation 
of an integrated system of legal regulation 
of relations in the field of heat energy 
supply.”

Prices in the industry are regulated by 
the Law on Natural Monopolies. According 
to the law, marginal tariffs are set for a 
five-year period for heat energy generation 
and the combined service of heat energy 
transmission, distribution, and marketing.

Marginal tariffs for heat energy 
generation and supply are calculated 
according to a methodology whereby 
costs are regulated, and the profit rate 
depends on the asset base committed to 
service provision.

Income = Costs + Asset base 
* Rate of return => Tariff = 

Income/Q
where Q is the volume of heat 

generation or transmission.
The approach to the profit rate 

calculation is regulated by the same 
methodology as is used by electric grid 
companies.4 4  The rate calculation with the 
use of this method is unambiguous and 
depends on the rate of return on equity 
and borrowed funds, while the size of the 
debt risk premium can be determined in 
various ways.

Valuation of assets committed to heat 
energy generation and supply is a rather 
controversial aspect of the methodology. 
Thus, in case of heating networks, due 
to high depreciation of fixed assets, it is 
not clear how the cost of heating network 
equipment should be assessed if the 

43 For fully depreciated grid companies, the level of long-term marginal costs is usually set above the average cost level, but lower than the cost of an alternative 
source (with full coverage of variable costs). The level of fixed costs in the tariff is about 30% of all costs and can be set either on the basis of the area of 
residence, or on the basis of annual consumption by a consumer (differentiated by the size of the consumer).
4 4  Order No. 17-ОD of the Chairman of the Agency of the Republic of Kazakhstan on Regulation of Natural Monopolies and Competition Protection dated 
January 27, 2003.
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depreciation period has expired, but the 
equipment is still in operation. Besides, 
for a number of private companies 
owning heating networks it is diffi  cult to 
value assets, because part of the heating 
system is on the balance sheets of city 
authorities.

Despite the approved marginal tariff -
setting methodologies, the social factor 
has the greatest infl uence on heating 
tariff  regulation in Kazakhstan. The 
Regulator (KREMiZK) seeks to reduce 
the tariff  and the fi nal cost for the 
consumer and reserves the right to lower 
the rate of return essentially reverting 
the methodology back to cost plus. This 
aff ects the capability of the entities to 
repair and replace equipment of boiler 
houses, TETs, and heating networks.

While in the case of heating networks 
the asset base valuation is complicated by 
the need to assess the value of heavily 
worn objects and issues associated with 
the balance inventory, in case of TETs it 
is impossible to determine precisely what 
assets of a power plant are involved in the 
heat energy production. Therefore, the 
value of the TETs asset base is specifi ed 
in full, but only a certain percentage of it 

is accounted for when the heating tariff  
is calculated, according to the approved 
methodology.4 5

The TETs tariff  calculation is associated 
with a complicated process of correct 
distribution of costs (variable and fi xed) 
between heat and electricity generation. 
Other sectors enjoy the freedom to 
distribute their costs between the types 
of fi nal products, depending on market 
conditions, but this is limited in the heat 
and power industry. Due to the sector’s 
monopolistic nature, prices are directly 
regulated by the state. Heat supply 
regulation and marginal electricity and 
capacity tariff  setting by the Ministry 
of Energy prevent TETs from freely 
distributing costs between heat and 
electricity generation.

A number of methodologies have been 
developed around the world to separate 
variable (mainly fuel) and fi xed (wages, 
depreciation, etc.) costs at TETs:

•	 thermodynamic methods (energy 
method and exergy method)

•	 alternative electricity supply 
methods

•	 alternative heat supply method
•	 benefi t distribution method

Weighted average cost of capital (WACC)
Th e  r a t e  o f  r e t u r n  o n  a  r e g u l a t e d  a s s e t  b a s e  i s  t h e  w e i g h t e d  a v e r a g e  c o s t  o f  

c a p i t a l  ( W ACC) .  W ACC c a l c u l a t i o n  i s  b a s e d  o n  d e t e r m i n a t i o n  o f  s h a r e s  o f  b o r r o w e d  
and equity capital and calculation of profi t rates/cost of equity and borrowed 
c a p i t a l .  Th e r e  a r e  m a n y  w a y s  t o  c a l c u l a t e  t h o s e  r a t e s .

Table 5.5. Profi t rates for WACC calculation in various regulated sectors in 
K a z a k h s t a n

Profi t rate/cost En e r g y  s e c t o r G a s  s u p p l y O i l  t r a n s p o r t a t i o n  
( e x p o r t )

D e p e n d s  o n :

B o r r o w e d  c a p i t a l -Refi nancing rate
- D e b t  r i s k  p r e m i u m  
f o r  t h e  c o m p a n y

W e i g h t e d  a v e r a g e  
r a t e  o n  b o r r o w e d  
c a p i t a l

- Ra t e  o n  b o r r o w e d  
f u n d s

Eq u i t y  c a p i t a l -Refi nancing rate
-β industry coeffi cient

-Profi tability of shares 
o f  p r o x y  g r o u p  
c o m p a n i e s

- Ri s k - f r e e  r a t e
- Co u n t r y  r i s k  
-β industry coeffi cient

-Specifi c risks

4 5 No effi  ciency or quality improvement incentives have been developed in regulation, while depreciation charges and profi ts cover TETs 
expenditures on equipment repair and replacement.
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N o t e :  
Proxy group – a selected group of pipeline companies Risk-free rate – profi tability 

o f  t h e  2 0 - y e a r  U S  Tr e a s u r y  B o n d
Co u n t r y  r i s k  i s  d e t e r m i n e d  b a s e d  o n  t h e  c o u n t r y ’ s  c r e d i t  r a t i n g .
Within the framework of the CAMP (capital asset pricing model), the β industry 

coeffi cient is defi ned as the ratio of covariance between sector returns and 
s t o c k  m a r k e t  r e t u r n s  t o  s q u a r e d  s t a n d a r d  d e v i a t i o n  o f  s t o c k  m a r k e t  r e t u r n s .  I n  
Kazakhstan’s methodology of profi t rate calculation for the energy sector, the β 
industry coeffi cient can be one of the two values: generic 0.89 or 1.3 for companies 
p a r t i c i p a t i n g  i n  t h e  Pe o p l e ’ s  I PO  p r o g r a m  ( t h e s e  v a l u e s    a r e  n o t  c a l c u l a t e d ) .

I n  t h e  g a s  s e c t o r ,  t h e  e q u i t y  c o s t  a n d  t h e  r a t e  o f  r e t u r n  d e p e n d  o n  t h e  s e l e c t i o n  
of companies in the proxy group. The profi t rate can be increased if this or that 
c o m p a n y  i s  s e l e c t e d .

Source:
Only thermodynamic methods—physical 
and exergy—are used for heat generation 
cost distribution in Kazakhstan. The 
physical method distributes costs pro rata 
to electricity and heat generation. This 
is a simple method used by most TETs 
in Kazakhstan. However, it is associated 
with a higher cost of heat. Compared with 
high-effi  ciency boiler houses, TETs turn 
out to have higher heat generation costs. 
This facilitates replacement of TETs with 
boiler houses on the market.
The exergy method considers cost 
distribution from the point of view of 
distribution of exergy fl uxes 4 6  between 
generation of heat and electricity. 
The method’s practical application is 
complicated by the need to take many 
parameters into account (it was used only 
at the Almaty and Astana TETs); however, 

this method is deemed to most fairly 
distribute cogeneration benefi ts between 
electricity and heat from the point of view 
of thermodynamics. Utilization of the 
exergy method results in a lower cost of 
heat generation compared to the most 
effi  cient boiler houses.
Use of the physical method at the majority 
of TETs in Kazakhstan does not imply 
cross-subsidization of heat by electricity. 
However, the heat cost restrictions 
imposed by the Regulator, and electricity 
and capacity tariff s reduction by the 
Ministry of Energy result in signifi cant 
underfunding of TETs.

End-user heating tariff s are diff erentiated 
by consumer groups (population, budget 
organizations, and others), and depend 
on availability of a heat meter. Taking 
into account the social orientation of 

F i g . 5.2 6 . Benefi ts distribution in various methodologies of TETs cost distribution
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the heat energy tariff policy, Kazakhstan 
might consider increasing the heat 
production and heating networks tariffs 
by the means of a more pronounced price 
differentiation.4 7  In practice this approach 
will mean that the major financial burden 
will be borne by industrial consumers 
and state and municipal enterprises, with 
no significant effect on the population. 
Nevertheless, such approach will create 
a precedent for cross-subsidy between 
the consumer groups and decrease price 
transparency. In its turn, an increased 
financial burden on industrial consumers, 
that will be taking on higher environmental 
costs in accordance with the new 
Ecology Code in addition to supporting 
renewable generation (in the absence of 
own renewable sources of energy) could 
result in an negative multiplier effect, 
and impede competitiveness, particularly 
noticeable forexport-oriented industries. 

5.6.2. Recommendations on industry 
regulation
•	Lack of a program document setting 

out the heat energy supply operation 
and regulation guidelines creates 
obstacles to the effective functioning 
of the segment. When the draft Law 
on the Heat Energy Supply is finalized, 
heat energy supply sector priorities will 
need to be harmonized with the long-
term plans of the electric power sector, 
the functioning of the capacity market 
(when it comes to the nature of TETs 
investment projects), and Kazakhstan’s 
“green” economy targets.

•	Policymakers should formulate their 
position toward cogeneration from the 
perspective of creating and maintaining 
the most efficient sources of heat energy 
supply. 

•	In order to develop a more dynamic 
tariff-setting methodology for the heat 
energy producers and heat energy 
supply companies, it is recommended to

o analyze the total costs of heat energy 
production and delivery in Kazakhstan 
(taking into account capital costs, 
the cost of maintaining equipment 
and heating network, cost of heat 
production and transmission)

o determine the correct ratio of fixed and 
variable costs in the tariff, stimulating 
both heat energy consumers and 
suppliers to increase efficiency of heat 
energy production, transmission, and 
consumption.

•	In order to create incentives for 
economically viable investments in 
the segment and use the already 
implemented tariff regulation method 
based on the regulated asset base, it is 
necessary to 
-provide for transition to incentive 
regulation based on service efficiency 
and quality targets and coefficients
-provide for regulated companies’ right to 
retain the economic benefits generated 
from more efficient planning of operating 
expenditures for the regulatory period.

•	There should be direct interaction 
between the Regulator and the 
Ministry of Energy,4 9  so that they could 
implement a better coordinated policy 
towards cogeneration and marginal 
tariffs’ setting at such a level that both 
products could be cost-effective and 
remain competitive in their respective 
markets.

•	Allow for other cost distribution 
methodologies for TETs owners to 
increase flexibility in the costs distribution 
between heat and electricity generation.

•	Ensure open access and regular 
publication of information, data, and 
statistics on the heat energy sector 
activities available on the Kazakhstan 
Energy Association website (kea.kz) 
and /or on the website of a professional 
heat energy association, when it is 
established in Kazakhstan.

4 6  The thermodynamic process exergy is a function of enthalpy and entropy.
4 7  This approach is called third-degree price discrimination.
4 8  The best option would be to transfer the marginal tariffs approval function from the Ministry of Energy to KREMiZK.
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6. ENVIRONMENT AND CLIMATE PROTECTION
The concept for Kazakhstan’s transition 
to a “green” economy sets very ambitious 
targets, and their achievement now de-
pends on whether the country can suc-
ceed in creating conditions for attraction 

and return on investments needed to im-
prove overall environment performance 
(such as reducing greenhouse gas emis-
sions) without compromising economic 
growth.

6.1 Key Points

•	O n e  o f  t h e  m o s t  c o n s e q u e n t i a l  e v e n t s  
f o r  t h e  e n e r g y  s e c t o r  s i n c e  t h e  p u b l i c a -
t i o n  o f  N ER 2 0 1 7  i s  d e v e l o p m e n t  o f  t h e  
n e w  Ec o l o g y  Co d e .  Th e  p r o j e c t  i s  b e i n g  
i m p l e m e n t e d  b y  t h e  M i n i s t r y  o f  Ec o l o g y ,  
G e o l o g y ,  a n d  N a t u r a l  Re s o u r c e s  ( e s t a b -
lished in 2019) and involves significant 
c h a n g e s  i n  t e r m s  o f  b o t h  a n  i n c r e a s e  
in the financial burden on the industrial 
s e c t o r  a s  a  w h o l e  ( c o n t i n u i n g  t h e  e x i s t -
i n g  c o n c e p t  o f  “ p o l l u t e r s  p a y  f o r  p o l l u -
t i o n ” ) ,  a n d  g e n e r a l  p r i n c i p l e s  a n d  a p -
p r o a c h e s  t o  e n v i r o n m e n t a l  p r o t e c t i o n .  
Th e  O ECD  e n v i r o n m e n t a l  l e g i s l a t i o n  
p r i n c i p l e s  t h a t  s e r v e d  a s  t h e  b a s i s  f o r  
t h e  n e w  c o d e  a r e  p l a n n e d  t o  b e  i m p l e -
m e n t e d  b e f o r e  2 0 3 0 .  At  t h e  s a m e  t i m e ,  
t h e  s o u r c e s  o f  c o s t  r e c o v e r y  f o r  t h e  i n -
t r o d u c t i o n  o f  “ g r e e n ”  t e c h n o l o g i e s 1  h a v e  
n o t  y e t  b e e n  d e t e r m i n e d .

•	Th e  c l i m a t e  p o l i c y  s e t  o u t  i n  t h e  d r a f t  
Ec o l o g y  Co d e  h a s  n o t  b e e n  c h a n g e d  i n  
a n y  c o n s i d e r a b l e  w a y  f r o m  t h e  p r e v i o u s  
a p p r o a c h .  I t  w i l l  s t i l l  b e  b a s e d  o n  a n  
a l l o w a n c e  a l l o c a t i o n  a n d  t h e  d o m e s t i c  
carbon market, whose efficiency as an 
i n c r e m e n t a l  m e c h a n i s m  f o r  s t i m u l a t i n g  
i n v e s t m e n t  i n  l o w - c a r b o n  p r o j e c t s  i s  
l a r g e l y  u n d e r m i n e d  b y  t h e  v o l a t i l i t y  o f  
c a r b o n  p r i c e s  a n d  l a c k  o f  t h e i r  r e g u l a -

t i o n .
•	I n  o u r  o p i n i o n ,  t h e  e n e r g y - s a v i n g  a n d  

energy efficiency aspects of legislation 
d o  n o t  i m p l y  a n y  i m p o r t a n t  c h a n g e s  e i -
t h e r .  F i r s t  a n d  f o r e m o s t ,  t h e  l e g i s l a t i o n  i s  
s u p p o s e d  t o  s t i m u l a t e  e n e r g y - s a v i n g  b y  
c o m p a n i e s 2  i n v o l v e d  i n  e l e c t r i c i t y ,  h e a t ,  
a n d  g a s  t r a n s m i s s i o n  ( a s  t h e y  a c c o u n t  
f o r  t h e  l a r g e s t  s h a r e  o f  l o s s e s )  t h r o u g h  
i n c l u s i o n  o f  e n e r g y - s a v i n g  p r o j e c t  c o s t s  
i n  t h e i r  i n v e s t m e n t  p r o g r a m s .

•	I n  g e n e r a l ,  t h e  c o u n t r y ’ s  p r i o r i t y  t o  r e -
d u c e  e n v i r o n m e n t a l  i m p a c t s  a n d  i m -
p r o v e  e n v i r o n m e n t a l  q u a l i t y  h a s  t o  b e  
l i n k e d  a n d  c o o r d i n a t e d  w i t h  s t a t e  s o -
c i a l  a n d  e c o n o m i c  p o l i c y .  Ad d i n g  m o r e  
financial pressure on specific industrial 
s e c t o r s  ( e . g . ,  e l e c t r i c  p o w e r  g e n e r a t i o n ,  
g a s  e x t r a c t i o n )  w i t h  n o  c h a n g e  i n  o v e r a l l  
e n e r g y  p r i c i n g  p o l i c y  m a y  a c t u a l l y  r e s u l t  
i n  a  n e g a t i v e  m u l t i p l i e r  e f f e c t .  Th e r e -
f o r e ,  t h e  a c t i o n s  a n d  p l a n s  o f  g o v e r n -
m e n t  b o d i e s  i n  t h e  e n v i r o n m e n t a l ,  s o -
c i a l ,  a n d  e c o n o m i c  d o m a i n s  h a v e  t o  b e  
c o m b i n e d  a n d  c o o r d i n a t e d .

•	W e  r e c o m m e n d  d e v e l o p m e n t  o f  a  K a -
z a k h s t a n  S u s t a i n a b l e  D e v e l o p m e n t  
S t r a t e g y 3  t h a t  w o u l d  f o r m a l i z e  i n t e r -
l i n k e d  a n d  c o o r d i n a t e d  g o a l s  a n d  o b -
j e c t i v e s  o f  t h e  c o u n t r y ’ s  e n v i r o n m e n t a l ,  
s o c i a l ,  a n d  e c o n o m i c  d e v e l o p m e n t .   

1  Ac c o r d i n g  t o  a  p r e l i m i n a r y ,  “ b o t t o m - u p ”  a s s e s s m e n t ,  b e s t - a v a i l a b l e - t e c h n o l o g y  ( B AT)  i n t r o d u c t i o n  c o s t s  w i l l  a m o u n t  t o  4  b l n  t e n g e  o r  6 , 7  %  o f  
K a z a k h s t a n ’ s  G D P;  h o w e v e r ,  t h e y  m o s t  l i k e l y  w i l l  e n d  u p  b e i n g  e v e n  h i g h e r .
2  Th e s e  c o m p a n i e s  a r e  r e g u l a t e d  n a t u r a l  m o n o p o l y  e n t i t i e s .
3  S u s t a i n a b l e  d e v e l o p m e n t  s h o u l d  m e a n  
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M a n y  o f  K a z a k h s t a n ’ s  e n v i r o n m e n t a l  
p r o b l e m s  a r e  d i r e c t l y  c o n n e c t e d  w i t h  t h e  
h i s t o r y  o f  t h e  c o u n t r y ’ s  e c o n o m i c  d e v e l -
o p m e n t ,  i n  p a r t i c u l a r ,  o f  t h e  U S S R’ s  m i l i -
t a r y - i n d u s t r i a l  c o m p l e x .  D u e  t o  i t s  e x t e n -
s i v e  t e r r i t o r y  a n d  l o w  p o p u l a t i o n  d e n s i t y ,  
i n  S o v i e t  t i m e s  K a z a k h s t a n  w a s  t h e  s i t e  o f  
n u m e r o u s  n u c l e a r  t e s t s  a n d  t h e  l o c a t i o n  
o f  c o u n t l e s s  r a d i o a c t i v e  a n d  h a z a r d o u s  
w a s t e  s t o r a g e  f a c i l i t i e s .  I n t e n s i v e  w a t e r  
w i t h d r a w a l  f r o m  t h e  Am u  D a r y a  a n d  t h e  
S y r  D a r y a  r i v e r s  f o r  i r r i g a t i o n  p u r p o s e s  
a n d  w a t e r  s u p p l y  t o  t h e  S o v i e t  r e p u b l i c s  
i n  Ce n t r a l  As i a  e s p e c i a l l y  f o r  c o t t o n  p r o -
d u c t i o n ,  r e s u l t e d  i n  t h e  m a s s i v e  s h r i n k a g e  
o f  t h e  Ar a l  S e a ,  a n d  p r o b l e m s  s t e m m i n g  
f r o m  t h i s ,  s u c h  a s  l a n d  d e s i c c a t i o n  a n d  
s a n d  s t o r m s  o n  t h e  f o r m e r  s e a  b o t t o m ,  
c o n c e n t r a t i o n  o f  p o l l u t i o n  a n d  i r r i g a t i o n  
run-off in the remaining water flow, and 
death of the local fisheries industry.

I n  f a c t ,  t h e  m o s t  i m p o r t a n t  d e v e l -
o p m e n t  f o r  t h e  c o u n t r y ’ s  e n v i r o n m e n t  
w o u l d  b e  t h e  e l i m i n a t i o n  o f  h i s t o r i c  w a s t e  
d u m p s ,  a l t h o u g h  i n t e n s i v e  m i n i n g  d e v e l -
o p m e n t  s i n c e  1 9 9 1  h a s  a l s o  c r e a t e d  c o n -
s i d e r a b l e  e n v i r o n m e n t a l  p r o b l e m s .

In 2015, Kazakhstan ratified the so-
c a l l e d  2 0 3 0  Ag e n d a , 4  a i m e d  a t  a c h i e v i n g  
1 7  s u s t a i n a b l e  d e v e l o p m e n t  g o a l s ,  5  o f  
w h i c h  r e f e r  t o  e n v i r o n m e n t a l  p r o t e c t i o n :

•	Cl e a n  w a t e r  a n d  s a n i t a t i o n  ( G o a l  

6.2 Environmental Protection
6 )

•	Re s p o n s i b l e  c o n s u m p t i o n  a n d  p r o -
d u c t i o n  ( G o a l  1 2 )

•	Cl i m a t e  a c t i o n  ( G o a l  1 3 )
•	L i f e  b e l o w  w a t e r  ( G o a l  1 4 )
•	L i f e  o n  l a n d  ( G o a l  1 5 )

D e s p i t e  t h e  v o l u n t a r y  n a t u r e  o f  c o m -
m i t m e n t s  i n v o l v i n g  t h e  s u s t a i n a b l e  d e v e l -
o p m e n t  g o a l s ,  K a z a k h s t a n  s h o u l d  a d o p t  
specific quantitative targets to be achieved 
in the field of sustainable development.

6 . 2 . 1  Ai r  q u a l i t y
K a z a k h s t a n  h a s  a d o p t e d  a i r  q u a l i t y  

s t a n d a r d s  f o r  a l l  m a j o r  a t m o s p h e r i c  p o l -
lutants. According to official statistics, en-
v i r o n m e n t a l  i n d i c a t o r s  a r e  s i m u l t a n e o u s l y  
i m p r o v i n g  a r o u n d  t h e  c o u n t r y  i n  s e v e r a l  
r e s p e c t s .

Em i s s i o n s  o f  m a j o r  p o l l u t a n t s  a r e  c u r -
r e n t l y  b e l o w  t h e  l e v e l s  r e c o r d e d  i n  2 0 0 0 ,  
w i t h  t h e  e x c e p t i o n  o f  n i t r o g e n  o x i d e s  
a n d  c a r b o n  m o n o x i d e  e m i s s i o n s ,  w h i c h  
h a v e  r i s e n  b y  6 4 %  a n d  2 6 % ,  r e s p e c t i v e -
l y .  Th i s  i s  d e s p i t e  t h e  t w o f o l d  i n c r e a s e  i n  
t h e  v o l u m e  o f  e l e c t r i c i t y  g e n e r a t i o n  a n d  
a g g r e g a t e  e n e r g y  p r o d u c t i o n  d u r i n g  t h i s  
p e r i o d .  M o r e  r e c e n t l y ,  b e t w e e n  2 0 1 4  a n d  
2 0 1 8  e m i s s i o n s  ( o f  a l l  m a j o r  t y p e s )  a l s o  
g r e w  i n  a b s o l u t e  t e r m s ,  w h i l e  e m i s s i o n s  
p e r  u n i t  o f  G D P d e c l i n e d .

4  Resolution of the United Nations General Assembly on Sustainable Development until 2030.
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Fig. 6.1.  Ai r  e m i s s i o n s  o f  
h a r m f u l  s u b s t a n c e s  i n  2 0 1 4 – 1 8

I t  i s  i m p o r t a n t  t o  n o t e  t h a t  i n  K a z a k h s t a n  
s t a t i o n a r y  s o u r c e s  a c c o u n t  f o r  o v e r  8 7 %  
o f  a i r  e m i s s i o n s .  Th e r e f o r e ,  t h e y  a r e  t h e  
p r i m a r y  t a r g e t  f o r  a i r  e m i s s i o n s  r e g u l a t i o n s .

O f  a l l  s t a t i o n a r y  s o u r c e s ,  t h e r m a l  
p o w e r  p l a n t s  m a k e  t h e  l a r g e s t  
c o n t r i b u t i o n ,  a c c o u n t i n g  f o r  a r o u n d  4 0 %  

o f  m a j o r  e m i s s i o n s .  D e s p i t e  c o m p l i a n c e  
w i t h  a p p l i c a b l e  e m i s s i o n  s t a n d a r d s  
b y  m o s t  p o w e r  p l a n t s  i n  K a z a k h s t a n ,  
t h e  t o t a l  a n n u a l  e m i s s i o n s  a m o u n t  t o :

s o l i d  p a r t i c l e s  ( p a r t i c u l a t e s )  
–  o v e r  1 1 9  t h o u s a n d  t o n s ;

n i t r o g e n  o x i d e s  –  1 2 0  t h o u s a n d  t o n s ;
s u l f u r  o x i d e s  –  3 1 9  t h o u s a n d  t o n s .

F i g .  6 . 2 .  S t r u c t u r e  o f  h a r m f u l  s u b s t a n c e  e m i s s i o n s  f r o m  s t a t i o n a r y  s o u r c e s

Th e  s t r u c t u r e  o f  e m i s s i o n s  f r o m  s t a t i o n -
a r y  s o u r c e s  h i g h l i g h t s  p r i o r i t y  a r e a s  f o r  
f u r t h e r  r e d u c t i o n  o f  a i r  e m i s s i o n s :
•	I n t r o d u c t i o n  o f  h i g h - p e r f o r m a n c e  d o u -

ble-flow electrostatic precipitators col-
lecting up to 99.6% of fly ash and re-
d u c i n g  a s h  c o n c e n t r a t i o n  i n  p r o c e s s e d  
g a s  t o  l e s s  t h a n  1 0 0  m g / n m 3

•	I n t r o d u c t i o n  o f  c o m b u s t i o n  o p t i m i z a -
t i o n  s y s t e m s  w i t h  f u e l - a i r  r a t i o  c o n t r o l , 5  
w h i c h  d e c r e a s e s  Q 2  losses (i.e., with flue 
g a s  h e a t )  a n d  r e d u c e s  n i t r o g e n  o x i d e s  

a n d  c a r b o n  m o n o x i d e  e m i s s i o n s
•	I n t r o d u c t i o n  o f  s u l f u r  o x i d e  c o n t r o l  s y s -

tems, e.g. lime scrubbing of flue gases 
t o  p r o d u c e  p l a s t e r  ( Ca S O 4  ·  2 H2 O )

Kazakhstan’s enterprises do not signifi-
c a n t l y  e x c e e d  t h e  c o u n t r y ’  c u r r e n t  e m i s -
s i o n  s t a n d a r d s ,  w h i c h ,  h o w e v e r ,  a r e  l e s s  
s t r i n g e n t  t h a n  t h o s e  o f  O ECD  c o u n t r i e s  
a n d  Ch i n a .  F o r  e x a m p l e ,  p e r m i s s i b l e  e m i s -
sions of solid particles by coal-fired pow-
e r  p l a n t s  i n  K a z a k h s t a n  a r e  s e v e r a l  t i m e s  
h i g h e r  t h a n  t h e  l i m i t s  s e t  i n  t h e  EU . v

Tab. 6.1. Emission standards for coal-fired power plants, mg/m3

K a z a k h s t a n  
( c u r r e n t )

Ch i n a
( n e w ) U S A EU

N i t r o g e n  o x i d e s 4 5 0 1 0 0 1 3 5 2 0 0
S u l f u r  o x i d e s 7 8 0 2 0 0 1 8 5 2 0 0
S o l i d  p a r t i c l e s 2 0 0 3 0 1 9 2 0

5 Higher fuel-air ratios raise nitrogen oxide emissions.
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G r a d u a l  t r a n s i t i o n  t o  t i g h t e r  r e q u i r e m e n t s  
f o r  a i r  p o l l u t i o n  e m i s s i o n s  i s  i n e v i t a b l e .  To  
t h a t  e n d ,  i t  i s  n e c e s s a r y  t o  d e t e r m i n e  n o t  
o n l y  t e c h n o l o g i e s  t h a t  w i l l  e n a b l e  s u c h  
t r a n s i t i o n  o f  e n t e r p r i s e s  t o  n e w  s t a n d a r d s  
o v e r  t i m e ,  b u t  a l s o  t h e  p o t e n t i a l  t o  l o c a t e  
m a n u f a c t u r i n g  f a c i l i t i e s  p r o d u c i n g  e l e -
m e n t s  o f  t h e s e  t e c h n o l o g i e s  i n  K a z a k h -
s t a n . 6

I n  i n t e r n a t i o n a l  p r a c t i c e ,  c a p a c i t y  p a y -
m e n t  m e c h a n i s m s  c o v e r  t h e  c o s t  o f  m o d -
e r n i z a t i o n  a s s o c i a t e d  w i t h  t h e  t r a n s i t i o n  t o  
n e w  e n v i r o n m e n t a l  s t a n d a r d s .  Ho w e v e r ,  
i n  K a z a k h s t a n  t h e  n e w  c a p a c i t y  m a r k e t ’ s  
m a i n  p u r p o s e  i s  t o  o n l y  f a c i l i t a t e  t h e  r e -
p l a c e m e n t  o f  o u t d a t e d  p o w e r  e q u i p m e n t  
a s  p a r t  o f  g e n e r a l  m o d e r n i z a t i o n . .

6 . 2 . 2  W a t e r  r e s o u r c e s
K a z a k h s t a n  w i t h  i t s  c o n t i n e n t a l  c l i m a t e  
has sharp seasonal temperature fl uctua-
t i o n s  ( f r o m  - 5 0 °C t o  + 4 9 °C) a n d  g e n e r a l  
a r i d i t y ,  m a k i n g  a v a i l a b i l i t y  o f  w a t e r  ( b o t h  
i n  t e r m s  o f  q u a l i t y  a n d  q u a n t i t y )  a  m a j o r  
e n v i r o n m e n t a l  p r o b l e m .
D e s p i t e  i t s  l a r g e  t e r r i t o r y ,  K a z a k h s t a n ’ s  
w a t e r  r e s o u r c e s  d e p e n d  h e a v i l y  o n  t r a n s -
b o u n d a r y  r i v e r s .  Th e  b i g g e s t  c h a l l e n g e  i s  
n o w  a s s o c i a t e d  w i t h  l a c k  o f  p r o p e r  r e g u -

l a t i o n  o f  w a t e r  w i t h d r a w a l  b y  Ch i n a  f r o m  
t h e  u p p e r  I r t y s h  a n d  t h e  I l i .  I n t e n s i v e  
d e v e l o p m e n t  o f  t h e  a r i d  X i n j i a n g  U y g h u r  
Au t o n o m o u s  Re g i o n  a n d  t h e  c o u n t r y ’ s  
p l a n s  f o r  a  1 . 5 – 2 . 0  f o l d  i n c r e a s e  i n  w a t e r  
w i t h d r a w a l  f r o m  t h e s e  b a s i n s  c a n  c r e a t e  
d o w n s t r e a m  i s s u e s  f o r  K a z a k h s t a n ,  b o t h  
f o r  t h e  o v e r a l l  e n v i r o n m e n t a l  a s p e c t  f o r  
t h e s e  w a t e r s h e d s ,  b u t  a l s o  f o r  h y d r o p o w -
e r  g e n e r a t i o n .  Ch i n a  i s  n o t  a  p a r t y  t o  t h e  
Co n v e n t i o n  o n  t h e  L a w  o f  t h e  N o n - N a v i g a -

6  For example, combustion optimization systems of domestic origin have been installed at a number of enterprises and power plants.

Reduction of emissions from coal-fi red power plants in China
In the 1990s, China increased its electric power capacity from 17 GW to 227 GW, 

mainly with the help of new small coal-fi red power units of simple design (“subcritical” 
steam cycle, effi  ciency factor 32–33%). Air emissions were not controlled; this 
resulted in massive air pollution, smog in cities, and acid rain.

In late 1990s, the escalation of air pollution prompted the Chinese government to 
issue a regulation banning construction of power units with a capacity of less than 
25 MW and forcing the shutdown of ineffi  cient coal-fi red power plants up to 50 MW.

In 2004, new requirements for the planning and construction of coal-fi red power 
plants were introduced—all new coal-fi red generating facilities with a capacity of over 
600 MW have to be equipped with installations for dust removal (solid particles) and 
fl ue gas desulfurization.

In 2007, fl ue gas desulfurization became mandatory for all power plants with a 
capacity of more than 135 MW. In 2012, emission standards were tightened even more, 
leading to installation of electrostatic precipitators and selective catalytic reduction 
(SCR) in over 80% of facilities. All these stringent measures forced decommissioning 
of small coal generation facilities with a total capacity of 95 GW in the period from 
2005 to 2014. In 2014, China adopted technical standards for new and existing coal-
fi red power plants, which will enter into full force in 2020 (in 2017 – in eastern China 
and in 2018 – in central China). The new standards are even more stringent than 
those of the European Union and the United States.

With the targeted policy of the Chinese leadership to tighten emission standards 
in coal-fi red generation, as well as promotion and support for more general high-
performance technologies, today China operates at least 69 power plants with ultra 
supercritical pressure technology, vis-à-vis one such power plant in the United States.
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t i o n a l  U s e s  o f  I n t e r n a t i o n a l  W a t e r c o u r s e s  
( 1 9 9 7 )  o r  t h e  Co n v e n t i o n  o n  t h e  Pr o t e c t i o n  
a n d  U s e  o f  Tr a n s b o u n d a r y  W a t e r c o u r s e s  
a n d  I n t e r n a t i o n a l  L a k e s  ( 1 9 9 2 ) .  Th e r e -
f o r e ,  a n y  r e s o l u t i o n  w i t h  Ch i n a  o n  t h e  u s e  
o f  s h a r e d  t r a n s b o u n d a r y  r i v e r  r e s o u r c e s  
f o r  K a z a k h s t a n  h a s  b e e n  s l o w  i n  c o m i n g .  
Ho w e v e r ,  u n l i k e  o t h e r  c o u n t r i e s  b o r d e r -
i n g  Ch i n a , 7  w h i c h  h a v e  s i m i l a r  p r o b l e m s  
w i t h  t r a n s b o u n d a r y  r i v e r s ,  K a z a k h s t a n  i s  
t h e  m a i n  l a n d  r o u t e  f o r  Ch i n e s e  e n e r g y  
s u p p l i e s .  Pa r t l y  f o r  t h a t  r e a s o n ,  Ch i n a  h a s  
m a d e  s o m e  c o n c e s s i o n s  i n  n e g o t i a t i o n s  
o n  s h a r i n g  t r a n s b o u n d a r y  r i v e r  r e s o u r c e s  
w i t h  K a z a k h s t a n .
An o t h e r  p r o b l e m  a s s o c i a t e d  w i t h  t h e  u s e  
o f  w a t e r  r e s o u r c e s  i s  w a s t e w a t e r  t r e a t -
m e n t  a n d  p r e v e n t i o n  o f  w a t e r  p o l l u t i o n .  
F o r  e x a m p l e ,  w h e n  t h e  N u r a  Ri v e r  w a s  
t r e a t e d  f o r  m e r c u r y  p o l l u t i o n 8  a n d  t h e  
c o n t a m i n a t e d  t e r r i t o r y  r e c l a i m e d ,  t h e  
wastewater effluent of the Temirtau Elec-
t r o m e t a l l u r g i c a l  Pl a n t  w e r e  n o t  c l e a n e d  
a n d  r e m a i n  a  c o n t i n u i n g  s o u r c e  o f  p o l l u -
t i o n  o f  t h e  r i v e r  w i t h  m e r c u r y - c o n t a i n i n g  
s u b s t a n c e s .
Th i s  p o i n t s  t o  t h e  f a c t  t h a t  w a s t e w a -
t e r  t r e a t m e n t  r e m a i n s  a n  u n r e s o l v e d  i s -

s u e  a c r o s s  m u c h  o f  K a z a k h s t a n .  Th u s ,  
t h e  p r o p o r t i o n  o f  w a s t e w a t e r  d i s c h a r g e d  
w i t h o u t  t r e a t m e n t ,  d e s p i t e  t h e  d o w n w a r d  
trend, remains significant, at 27–30%.
F o r  t h e  o i l  a n d  g a s  i n d u s t r y ,  t h e  p r o b l e m  
o f  w a s t e w a t e r  i s  c o n n e c t e d  w i t h  t h e  n e e d  
t o  t r e a t  a n d  d i s p o s e  o f  h i g h  v o l u m e s  o f  
w a s t e w a t e r .  As  t h e  w a t e r  u s e d  a t  t h e  
fields often has a high salt concentration 
e x c e e d i n g  t h e  s e t  r e q u i r e m e n t s ,  w a s t e -
w a t e r  d i s p o s a l ,  e v e n  i t s  r e i n j e c t i o n ,  i s  a s -
s o c i a t e d  w i t h  h i g h  d e s a l i n a t i o n  c o s t s .
6 . 2 . 3  S o l i d  w a s t e  m a n a g e m e n t
S i n c e  N ER 2 0 1 7  w a s  p u b l i s h e d ,  p r o g r e s s  
h a s  b e e n  m a d e  i n  t h e  c o u n t r y  i n  t e r m s  
o f  s o l i d  w a s t e  m a n a g e m e n t .  Th e  s h a r e  o f  
s o l i d  m u n i c i p a l  w a s t e  t h a t  i s  t r e a t e d  h a s  
i n c r e a s e d  f r o m  3 %  t o  1 4 . 8 % ,  a n d  o f  i n -
d u s t r i a l  w a s t e  –  f r o m  2 4 %  t o  3 2 % .  Th e  
Co n c e p t  f o r  Tr a n s i t i o n  t o  a  G r e e n  Ec o n o -
m y  h a s  s e t  t a r g e t s  t o  i n c r e a s e  i n d u s t r i a l  
w a s t e  t r e a t m e n t  f u r t h e r ,  t o  4 0 %  b y  2 0 3 0 ,  
a n d  t o  5 0 %  b y  2 0 5 0 .
Th e  m i n i n g  i n d u s t r y  d o m i n a t e s  i n  t h e  
w a s t e  s t r u c t u r e  ( i . e . ,  i n c l u d i n g  e x t r a c t i o n  
o f  a l l  n a t u r a l  r e s o u r c e s ) ,  a c c o u n t i n g  f o r  
o v e r  t w o - t h i r d s  o f  t h e  t o t a l .

F i g .  6 . 3 .  An n u a l  w a s t e  s t r u c t u r e
D e s p i t e  t h e  f a c t  t h a t  w a s t e  v o l u m e s  a r e  g r o w i n g  i n  a b s o l u t e  t e r m s ,  t h e y  a r e  d e c r e a s i n g  p e r  
u n i t  o f  G D P.

7  China shares over 40 transboundary rivers with its neighbors, and half of Chinese river systems are transboundary. 
8  The project of the Nura purification and cleanup of contaminated territories from mercury cost a total of $104 million.
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Fig. 6.4. Decrease in specific waste indicator to GDP

The share of municipal waste processing has grown significantly since 2010—from 
1 . 9 %  t o  1 4 . 8 %  i n  2 0 1 7 ,  b u t  r e m a i n s  r a t h e r  s m a l l  c o m p a r e d  t o  t h e  l e v e l  o f  p r o c e s s i n g  
i n  EU  c o u n t r i e s ,  f o r  e x a m p l e .

F i g . 6 . 5 .  – M u n i c i p a l  s o l i d  w a s t e  p r o c e s s i n g  i n  t h e  EU  a n d  K a z a k h s t a n

Issues connected with solid waste landfills 
include the inadequate state of landfills 
and a significant number of unauthorized 
landfills; in 2018 alone, 9,600 waste dis-
posal facilities were identified, of which 
9 0 %  w e r e  i l l e g a l .
An  i n t e g r a t e d  a p p r o a c h  n e e d s  t o  b e  d e -
v e l o p e d  t o  i n c r e a s e  t h e  s h a r e  o f  p r o c e s s -
i n g  a n d  d i s p o s a l  o f  m u n i c i p a l  a n d  i n d u s t r i -
a l  w a s t e ,  s u p p o r t e d  a t  a  l e g i s l a t i v e  l e v e l .  
Po l i c y m a k e r s  s h o u l d  c o n s i d e r  c r e a t i n g  
w a s t e  i n c i n e r a t i o n  p l a n t s  p r o d u c i n g  h e a t  
w i t h  a  s p e c i a l  t a r i f f ,  s i m i l a r  i n  f u n c t i o n  t o  
t h e  s p e c i a l  t a r i f f s  a v a i l a b l e  f o r  r e n e w a b l e  
e n e r g y  s o u r c e s .
M i n i n g - i n d u s t r y  w a s t e  i n c l u d e s  “ m a n -

m a d e ”  d e p o s i t s 9  w h e r e  c e r t a i n  t y p e s  o f  
r e s o u r c e s  c a n  s t i l l  b e  e x t r a c t e d .  Ac c o r d -
i n g  t o  t h e  G e o l o g y  Co m m i t t e e ,  1 , 4 0 6  
m a n - m a d e  m i n e r a l  f o r m a t i o n s  w i t h  a  t o t a l  
v o l u m e  o f  4 7 . 4  b i l l i o n  t o n s  a r e  r e g i s t e r e d  
i n  t h e  c o u n t r y ,  a b o u t  2 5 0  o f  w h i c h  a r e  
s t a t e - o w n e d .  Th e r e  a r e  h i s t o r i c a l  r e a s o n s  
f o r  t h e  e x i s t e n c e  o f  w a s t e  r o c k  a n d  t a i l i n g  
d u m p s ,  m o s t l y  d u e  t o  t h e  f a c t  t h a t  w a s t e  
p r o c e s s i n g  i n  e a r l i e r  y e a r s  w a s  a n  u n p r o f -
i t a b l e  u n d e r t a k i n g  i n  c o m p a r i s o n  w i t h  o r e  
m i n i n g  a n d  p r o c e s s i n g .
M a n - m a d e  m i n e r a l  f o r m a t i o n s  a l s o  i n -
clude ash and slag waste from coal-fired 
p o w e r  p l a n t s ;  i t s  a c c u m u l a t e d  v o l u m e  e x -
c e e d s  5 8 0  m i l l i o n  t o n s ,  w h i l e  p r o c e s s i n g  

9  Man-made mineral formations include overburden, stored oxidized rock, mined raw ore, tailings, and slag dumps.
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i s  l i m i t e d — a b o u t  8 %  a n n u a l l y .  Ac c o r d i n g  
t o  t h e  G e o l o g y  Co m m i t t e e ,  h i g h - a s h  c o a l  
o f  t h e  Ek i b a s t u z  B a s i n  c o n t a i n s  e l e v a t e d  
c o n c e n t r a t i o n s  o f  Ti ,  Z r ,  G e ,  Co ,  N i ,  a n d  
r a r e - e a r t h  e l e m e n t s .  Th e r e f o r e ,  a s h  a n d  
s l a g  w a s t e  o f  t h i s  c o a l  c a n  b e  a  v a l u a b l e  
s o u r c e  f o r  r a r e  a n d  r a r e - e a r t h  m e t a l s  e x -
t r a c t i o n .
I n  a d d i t i o n  t o  r i s i n g  p r i c e s  a n d  d e m a n d  
f o r  m e t a l s  ( e s p e c i a l l y  r a r e - e a r t h  m e t a l s ) ,  
p r o c e s s i n g  o f  m a n - m a d e  m i n e r a l  f o r m a -
t i o n s  i s  d r i v e n  b y  t e c h n o l o g i c a l  d e v e l o p -
m e n t  i n  s u c h  a r e a s  a s  g r i n d i n g ,  r e a g e n t s ,  

a n d  t e c h n o l o g i c a l  e q u i p m e n t ,  m a k i n g  i t  
p o s s i b l e  t o  i n c r e a s e  t h e  r e c o v e r y  r a t i o  
i n  c o m p a r i s o n  w i t h  o p e r a t i o n s  2 0  y e a r s  
a g o .  Ho w e v e r ,  m o d e r n  t e c h n o l o g i e s  a n d  
e q u i p m e n t  e n a b l i n g  p r o c e s s i n g  o f  m a n -
made mineral formations require signifi-
c a n t  i n v e s t m e n t s .  Th e r e f o r e ,  p r e f e r e n c e s  
f o r  t h e i r  i m p l e m e n t a t i o n  h a v e  t o  b e  g r a n t -
e d  t o  c o m p a n i e s  i n v o l v e d  i n  s u c h  p r o c e s s -
i n g  ( s u c h  a s  t h e  a b o l i t i o n  o f  t h e  m i n e r a l  
e x t r a c t i o n  t a x  o n  m i n i n g  f r o m  m a n - m a d e  
m i n e r a l  f o r m a t i o n s ,  e t c . ) .

F i g .  6 . 6 .  Ec o n o m i e s  r a n k e d  b y  c a r b o n  i n t e n s i t y  o f  G D P.
K a z a k h s t a n  i s  a  p a r t y  t o  a  n u m b e r  o f  i n t e r n a t i o n a l  t r e a t i e s  o n  c l i m a t e .  I n  2 0 0 9 ,  i t  r a t -
ified the Kyoto Protocol to the UNFCCC, and in 2016—the Paris Agreement providing 
f o r  q u a n t i t a t i v e  c o m m i t m e n t s  t o  r e d u c e  g r e e n h o u s e  g a s  e m i s s i o n s  b y  2 0 3 0  b y  1 5 %  
c o m p a r e d  t o  t h e  1 9 9 0  l e v e l .

F i g .  6 . 7 .  K a z a k h s t a n ’ s  g r e e n h o u s e  g a s  e m i s s i o n s  ( a c t u a l  a n d  f o r e c a s t )  a n d  c o m m i t m e n t s  u n d e r  
t h e  Pa r i s  Ag r e e m e n t

D e s p i t e  t h e  f a c t  t h a t  K a z a k h s t a n ’ s  c o n -
t r i b u t i o n  t o  g l o b a l  g r e e n h o u s e  g a s  e m i s -
s i o n s 1 0  d o e s  n o t  e x c e e d  1 % ,  t h e  c o u n t r y  

6.3. Climate Policy
i s  i n  t h e  t o p  1 0  e c o n o m i e s  w i t h  t h e  h i g h -
e s t  c a r b o n  i n t e n s i t y  o f  G D P.

1 0  Greenhouse gases (GHGs) include carbon dioxide (CO2 ), methane (CH4 ), nitrogen oxide (N2 O), hydrofluorocarbons (HFCs), perfluorocarbons 
(PFCs), and sulfur hexafluoride (SF6 ). The measurement unit is a ton of CO2  equivalent. Greenhouse gas emissions are converted into the given 
unit with the relevant factors.
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Th e  f o r e c a s t  o u t  t o  2 0 3 0  s h o w s  t h a t  e v e n  
i f  p o l i c y  m e a s u r e s  a r e  t a k e n  t o  r e d u c e  
g r e e n h o u s e  g a s  e m i s s i o n s ,  i n  o r d e r  t o  
a c h i e v e  i t s  t a r g e t  s e t  i n  t h e  Pa r i s  Ag r e e -
m e n t ,  K a z a k h s t a n  w i l l  h a v e  t o  i n v e s t  a d -
d i t i o n a l  e f f o r t s  t o  r e d u c e  G HG  e m i s s i o n s  
b y  3 0 - 4 0  m i l l i o n  t o n s  o f  CO 2  e q u i v a l e n t  
p e r  y e a r .
Ta k i n g  i n t o  a c c o u n t  K a z a k h s t a n ’ s  c u r r e n t  
state of industrial development, an effi -
c i e n t  m a r k e t - b a s e d  e m i s s i o n s  r e g u l a t i o n  

m e c h a n i s m  c r e a t e s  a d d i t i o n a l  i n c e n t i v e s  
t o  i n v e s t  i n  e n v i r o n m e n t a l  p r o j e c t s  a n d  
d o m e s t i c  m a n u f a c t u r i n g .  Th e  v o l u m e  o f  
d o m e s t i c  l o w - c a r b o n  p r o j e c t s  ( e x c l u d -
i n g   d e v e l o p m e n t  o f  r e n e w a b l e  e n e r g y  
s o u r c e s )  i s  e s t i m a t e d  a t  1 7  m i l l i o n  t o n s  
o f  CO 2  ( a n n u a l  G HG  e m i s s i o n s  r e d u c t i o n ) .  
Ho w e v e r ,  t h e i r  i m p l e m e n t a t i o n  r e q u i r e s  
i n t r o d u c t i o n  o f  a d d i t i o n a l  i n c e n t i v e  m e c h -
a n i s m s .

F i g .  6 . 8 .  Po t e n t i a l  G HG  e m i s s i o n s  r e d u c t i o n  u p o n  i m p l e m e n t a t i o n  o f  g r e e n  p r o j e c t s

In 2013, Kazakhstan became the first country in Asia to introduce a national green-
h o u s e  g a s  r e g u l a t i o n  s y s t e m ,  a n d  i n  2 0 1 4  i t  l a u n c h e d  a n  e m i s s i o n  t r a d i n g  s y s t e m .  I n  
2 0 1 4 – 1 5 ,  e m i s s i o n s  t r a d i n g  w a s  d o n e  o n  t h e  “ Ca s p i a n ”  Co m m o d i t y  Ex c h a n g e ,  b u t  w a s  
suspended in 2016. Emission trading revealed a number of flaws with the scheme, with 
high price volatility (10-fold or higher fluctuations) and confirmation that the allowanc-
e s  b e i n g  s o l d  r e s u l t e d  f r o m  a  r e a l  r e d u c t i o n  i n  e m i s s i o n s ,  a n d  n o t  f r o m  a  d e c r e a s e  i n  
p r o d u c t i o n  v o l u m e s .

F i g .  6 . 9 .  Ca r b o n  p r i c e s  a r o u n d  t h e  w o r l d ,  $ U S  p e r  t o n  o f  CO 2

Th e  e m i s s i o n  t r a d i n g  s y s t e m  ( p e r m i t s  f o r  CO 2  e m i s s i o n s )  e n a b l e s  e n t e r p r i s e s  o p e r a t -
i n g  i n  r e g u l a t e d  s e c t o r s  t o  s e l l  “ s p a r e ”  a l l o w a n c e s  r e s u l t i n g  f r o m  G HG  e m i s s i o n s  r e -
d u c t i o n s ,  o r  t h e y  c a n  b u y  t h e m  i n  t h e  c a s e  t h e i r  e m i s s i o n s  i n c r e a s e  a n d  t h e y  f a c e  a n  
allowance deficit. They can also convert low-carbon project results into carbon units 
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f o r  t r a d i n g .
Re g u l a t i o n  c o v e r s  e n t e r p r i s e s  w i t h  G HG  e m i s s i o n s  o f  o v e r  2 0 , 0 0 0   t o n s  o f  CO 2  p e r  y e a r  
i n  t h e  a p p r o v e d  e c o n o m i c  s e c t o r s .  Th e y  a r e  g r a n t e d  e m i s s i o n  a l l o w a n c e s  f o r  a  c e r t a i n  
p e r i o d  o f  t i m e , 1 1  a n d  i f  t h e y  e x c e e d  t h e  g r a n t e d  v o l u m e ,  t h e  d i f f e r e n c e  m u s t  b e  b o u g h t  
o n  t h e  m a r k e t .

Th e  n e w  d r a f t  Ec o l o g y  Co d e  i n c o r p o -
r a t e s  s o m e  m e a s u r e s  t h a t  a d d r e s s  t h e  
shortcomings of the first trading period 
( 2 0 1 4 - 1 6 ) ,  i n c l u d i n g  p a r t i c i p a t i o n  o f  t h e  
s t a t e  i n  s a l e  o f  a d d i t i o n a l  a l l o w a n c e s  a t  
s p e c i a l  a u c t i o n s  o u t s i d e  e x c h a n g e  t r a d -
i n g .  Ho w e v e r ,  t h e  p r i c e  l e v e l  a c h i e v e d  o n  
t h e  d o m e s t i c  c a r b o n  m a r k e t  ( i n  2 0 1 5 )  i s  
insufficient for any substantial investment 
s u p p o r t  f o r  l o w - c a r b o n  p r o j e c t s .  Cu r r e n t -

l y ,  t h e  i s s u e  o f  p r i c i n g  i n  t h e  d o m e s t i c  c a r -
b o n  m a r k e t  r e m a i n s  u n r e s o l v e d .
Th e  l e v e l  a n d  s t a b i l i t y  o f  a l l o w a n c e  p r i c e s  
( p e r  t o n  o f  CO 2 )  i s  e x t r e m e l y  i m p o r t a n t  f o r  
b o t h  e n t e r p r i s e s  e x p e r i e n c i n g  a n  a l l o w -
ance deficit and investors in low-carbon 
projects. High carbon prices significantly 
increase the financial burden on operating 
e n t e r p r i s e s ,  e s p e c i a l l y  p o w e r  p l a n t s ,  b u t  
l o w  p r i c e s  f a i l  t o  s t i m u l a t e  i n v e s t m e n t .

Th e  m a i n  i n n o v a t i o n s  o f  t h e  d r a f t  Ec o l o g y  
Co d e  a r e  s e t  o u t  i n  i t s  Co n c e p t :
1.	Environmental standards –  p h a s e d  

t r a n s i t i o n  f r o m  s i m p l e  s a n i t a r y  s p e c i -
fications to broader environmental 
standards a d o p t e d  a n d  a p p l i e d  i n  t h e  
EU  a n d  O ECD ,  b a s e d  o n  a  b a l a n c e  b e -
t w e e n  w h a t  i s  d e s i r a b l e  f r o m  a n  e n v i -
r o n m e n t a l  p o i n t  o f  v i e w  a n d  w h a t  i s  
f e a s i b l e  f r o m  a  t e c h n i c a l  a n d  e c o n o m i c  
p o i n t  o f  v i e w .

2.	Integrated environmental permits 
(IEP) and best available technol-
ogies (BAT) –  e m i s s i o n  s t a n d a r d s  
a r e  s e t  o n  t h e  b a s i s  o f  B AT t o  b e  i m -
p l e m e n t e d  ( f o r  s o m e  o f  t h e  o p e r a t i n g  

6.4. Planned Changes in Environmental Legislation
c a t e g o r y  1  f a c i l i t i e s ) ,  s u b j e c t  t o  f o r m u -
l a t i o n  o f  c l e a r  i n d i v i d u a l  e n v i r o n m e n t a l  
r e q u i r e m e n t s ,  b y  a  p r o d u c t i o n  f a c i l i t y  
d u r i n g  i t s  l i f e  c y c l e  a n d  w i t h  d u e  r e g a r d  
t o  En v i r o n m e n t a l  I m p a c t  As s e s s m e n t  
( EI A)  r e s u l t s .

3.	Integrated approach to EIA, w h e r e  
i t  i s  s e e n  a s  a n  i n t e g r a t e d  p r o c e d u r e  
( r a t h e r  t h a n  a  d o c u m e n t ) .  S i m u l t a n e o u s  
i n t r o d u c t i o n  o f  s c r e e n i n g  p r o c e d u r e s  
( p r e l i m i n a r y  r e v i e w  o f  d e s i g n  s o l u t i o n s  
w i t h  r i s k  a s s e s s m e n t ) .  A f u l l - s c a l e  EI A 
w i l l  b e  m a n d a t o r y  o n l y  f o r  l a r g e  e n -
v i r o n m e n t a l l y  h a z a r d o u s  e n t e r p r i s e s  
(category 1 facilities), while a simplified 
EI A w i l l  b e  c a r r i e d  o u t  f o r  m e d i u m - s i z e d  

1 1  The National Allowance Allocation Plan.

F i g .  6 . 1 0 .   Al l o w a n c e  a l l o c a t i o n  t o  r e g u l a t e d  i n d u s t r i e s  f o r  2 0 1 8 – 2 0 ,  m i l l i o n  t o n s  o f  CO 2
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p r o j e c t s .
4.	Tr a n s i t i o n  t o  targeted collection of 

environmental payments1 2  a n d  t h e i r  
c o l l e c t i o n  o n l y  w h e n  i t  i s  a p p r o p r i a t e  i n  
a f f e c t i n g  t h e  b e h a v i o r  o f  p o l l u t e r s  t o -
w a r d s  t h e  e n v i r o n m e n t ,  a s  w e l l  a s  e l i m -
i n a t i o n  o f  a  d i f f e r e n t i a t e d  a p p r o a c h  t o  
e m i s s i o n  f e e  r a t e s  b y  r e g i o n .

5.	Tr a n s i t i o n  t o  mandatory automated 
emission monitoring f o r  c a t e g o r y  
1  f a c i l i t i e s ,  w i t h  p o t e n t i a l  d e d u c t i o n s  
o f  a n  e n t e r p r i s e ’ s  c a p i t a l  e x p e n d i t u r e s  
o n  t h e  i n s t a l l a t i o n  o f  a u t o m a t e d  m o n i -
t o r i n g  s y s t e m s  f r o m  a n y  e m i s s i o n  f e e s  
t h a t  a r e  o w e d .

6.	Environmental damage prevention 
and elimination –  p r i o r i t y  o f  i n - k i n d  
d a m a g e  c o m p e n s a t i o n ,  a n d  o n l y  f o r  d i -
r e c t  d a m a g e  t h a t  r e q u i r e s  e v i d e n c e  o f  
t h e  f a c t  a n d  e x t e n t  o f  e n v i r o n m e n t a l  
d a m a g e .

7.	Transition to basic waste manage-
ment principles based on EU legis-
lation,  w i t h  i n t r o d u c t i o n  o f :
•  Th e  “ c i r c u l a r  e c o n o m y ”  p r i n c i p l e :  a  

h i e r a r c h i c a l  a p p r o a c h  t o  r e d u c t i o n ,  
r e u s e ,  r e c y c l i n g ,  p r o c e s s i n g ,  a n d  d i s -
p o s a l  o f  w a s t e

•  Ec o n o m i c  i n c e n t i v e s  a n d  g o v e r n m e n t  
s u p p o r t  f o r  a c t i v i t i e s  a i m e d  a t  w a s t e  
p r e v e n t i o n ,  r e d u c t i o n ,  a n d  m a n a g e -
m e n t

•  Waste classification based on the 
same classifier adopted in the EU 
s t a t e s

•  Th e  s t a t u s  o f  s e c o n d a r y  r a w  m a t e -

r i a l s ,  b y - p r o d u c t s ,  w i t h  c r i t e r i a  a n d  
procedures for their classification ei-
t h e r  a s  w a s t e  o r  n o n - w a s t e

8.	I m p l e m e n t a t i o n  o f  a  Strategic Envi-
ronmental Assessment ( S EA)  a t  t h e  
s t a g e  o f  p l a n n i n g  a n d  s t a t e  d o c u m e n t s  
d e v e l o p m e n t  a n d  a  system of envi-
ronmental quality targets f o r  l o c a l  
e x e c u t i v e  b o d i e s .

Th e  p l a n n e d  c h a n g e s  i n  e n v i r o n m e n t a l  
l e g i s l a t i o n  w i l l  b e  m o s t  t a n g i b l e  f o r  c a t e -
g o r y  1  e n t e r p r i s e s  i n  t e r m s  o f  o b l i g a t i o n s  
t o  i n t r o d u c e  B AT a n d  a u t o m a t e d  e m i s s i o n  
m o n i t o r i n g  s y s t e m s  ( AM S ) .
I t  s h o u l d  b e  n o t e d  t h a t  a c c o r d i n g  t o  p r e -
l i m i n a r y  a s s e s s m e n t s  o n l y ,  B AT i n t r o d u c -
t i o n  w i l l  r e q u i r e  $ 1 0 – 4 0  b i l l i o n  o f  i n v e s t -
m e n t ,  a n d  t h e  r e q u i r e m e n t  t o  i n t r o d u c e  
AMS will increase the financial burden on 
e n t e r p r i s e s  e v e n  m o r e .  F u r t h e r ,  n o t  a l l  
e m i s s i o n  d a t a  c a n  b e  c o l l e c t e d  i n  a n  a u t o -
m a t e d  m o d e .
As the financial burden on enterprises in-
c r e a s e s ,  s o c i a l  f a c t o r s  m u s t  a l s o  b e  t a k e n  
i n t o  a c c o u n t .  F o r  e x a m p l e ,  s o m e  o f  t h e  o i l  
fields in western Kazakhstan 1 3  a r e  u n p r o f -
i t a b l e  a n d  a r e  d e v e l o p e d  a n d  w o r k e d  o u t  
o f  a  n e e d  t o  m a i n t a i n  e m p l o y m e n t  l e v e l s  
a n d  s o c i a l  s t a b i l i t y  i n  t h e  r e g i o n .  An y  d i s -
proportionate financial burden from new 
e n v i r o n m e n t a l  l e g i s l a t i o n  o n  s o c i a l l y  s i g -
nificant enterprises (low-margin deposits, 
c o m b i n e d  h e a t - a n d - p o w e r  p l a n t s ,  e t c . )  
m a y  h a v e  s t r o n g  n e g a t i v e  s o c i a l  a n d  e c o -
n o m i c  c o n s e q u e n c e s .

1 2   In Kazakhstan, collection of emission fees and recovery of damage to the environment are not specifically targeted and spent on addressing 
environmental problems. Further, there are no clear criteria for decisions to increase the rate of environmental payments, or single emission fee 
rates.
1 3  Old fields under development for over 50 years and water cut above 80%.  
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As  f o r  g r e e n h o u s e  g a s  r e g u l a t i o n ,  t h e  m a j o r  c h a n g e s  a r e  s h o w n  i n  F i g u r e  6 . 1 1 .
2 0 1 4 - 2 0 1 5 2 0 1 8 - 2 0 2 0

Pr e v i o u s  Ec o l o g y  Co d e Cu r r e n t  Ec o l o g y  Co d e N e w  Ec o l o g y  Co d e  
( d r a f t )

Re g u l a t e d  i n d u s t r i e s
El e c t r i c  p o w e r  i n d u s t r y ,  o i l  
a n d  g a s ,  m i n i n g ,  m e t a l l u r -

g y ,  c h e m i c a l  i n d u s t r y

Th e  s a m e  +  m a n u f a c t u r -
i n g  ( c o n s t r u c t i o n  m a t e -

r i a l s )

Th e  s a m e  +  m a n u f a c -
t u r i n g  ( c o n s t r u c t i o n  

m a t e r i a l s )
F r e e  a l l o w a n c e  a l l o c a -
t i o n F r o m  t h e  b a s e  y e a r  l e v e l

F r o m  t h e  b a s e  y e a r  l e v e l
On the basis of specific 

coefficients
On the basis of specific 

coefficients

Re g u l a t e d  e n t i t i e s 1 6 6 1 2 9 > 1 2 9  

Ca r b o n  m a r k e t Co m m o d i t y  e x c h a n g e Co m m o d i t y  e x c h a n g e
Au c t i o n :  s a l e  b y  t h e  

o p e r a t o r
Co m m o d i t y  e x c h a n g e

Th e  s t a t e  c r e a t e s D e m a n d D e m a n d  a n d  s u p p l y D e m a n d  a n d  s u p p l y

Tr a d i n g
Al l o w a n c e s ,  c a r b o n  u n i t s  
o f  d o m e s t i c  p r o j e c t s  a n d  

i n t e r n a t i o n a l

Al l o w a n c e s ,  c a r b o n  u n i t s  
o f  d o m e s t i c  p r o j e c t s  

Al l o w a n c e s ,  c a r b o n  o f f -
s e t s  i n t e r n a t i o n a l  c a r b o n  

u n i t s
B a n  o n  s a l e  o f  a l l o w a n c -
e s  a p p e a r i n g  f r o m  p r o -
d u c t i o n  c u t b a c k

+ - +

M e c h a n i s m  o f  a l l o w a n c e  
origin verification - - +

O p e r a t o r  i n v o l v e m e n t  i n  
t r a d i n g - + +

Pr i c e  r e g u l a t i o n - - -

F i g .  6 . 1 1 .  Ev o l u t i o n  o f  G HG  r e g u l a t i o n  i n  K a z a k h s t a n

As  n o t e d  e a r l i e r ,  t h e  d o m e s t i c  c a r b o n  
market needs confidence in allowance 
u n i t  p r i c i n g  t h a t  w i l l  e n a b l e  e n t e r p r i s e s  t o  
p l a n  e m i s s i o n  r e d u c t i o n  a c t i o n s  a n d  g i v e  
p r i c e  s i g n a l s  t o  i n v e s t o r s  f o r  p r o j e c t  i m -
p l e m e n t a t i o n . 1 4  L o w  p r i c e  v o l a t i l i t y  i n  t h e  

c a r b o n  m a r k e t  c a n n o t  b e  a c h i e v e d  w i t h -
o u t  i n v o l v e m e n t  o f  t h e  Re g u l a t o r  ( Z h a s y l  
D a m u )  d u e  t o  t h e  l i m i t e d  n u m b e r  o f  p a r -
t i c i p a n t s  a n d  t h e  s p e c u l a t i v e  n a t u r e  o f  e x -
c h a n g e  t r a d i n g .

I.	I n  t h e  c o u r s e  o f  t r a n s i t i o n  t o  i n t e g r a t e d  
e n v i r o n m e n t a l  p e r m i t s  (I EP) ,  c a t e g o r y  1  
( l a r g e  e n v i r o n m e n t a l l y  h a z a r d o u s )  e n -
t e r p r i s e s  m u s t  b e  g r a n t e d :
• Th e  o p p o r t u n i t y  t o  d e l a y  I EP i n t r o d u c -

tion at low-income, socially significant 
e n t e r p r i s e s

• S u b s i d i e s  f o r  t h e  c o s t  o f  B AT i n t r o d u c -
t i o n ,  w h i c h  s h o u l d  b e  a c c o u n t e d  f o r  i n  
t a r i f f s  f o r  n a t u r a l  m o n o p o l y  e n t i t i e s

• Ta x  p r e f e r e n c e s  f o r  t h e  B AT p a y b a c k  
p e r i o d  ( u p  t o  1 0  y e a r s ) ,  s u c h  a s :  e x -
e m p t i o n  f r o m  e m i s s i o n  f e e s ,  l a n d  t a x ,  
c u s t o m s  d u t i e s  o n  e q u i p m e n t  i m p o r t s ,  
a c c e l e r a t e d  d e p r e c i a t i o n  o r  1 0 0 %  d e -

6.5 General recommendations on the draft Ecology Code
d u c t i o n  f o r  B AT w i t h  a d j u s t m e n t  o f  t a x -
a b l e  i n c o m e  i n  t h e  a m o u n t  o f  5 0 %  o f  
B AT,  e t c .

• Th e  o p p o r t u n i t y  t o  d i r e c t l y  p u r c h a s e  
t e c h n o l o g i e s  w i t h o u t  h e a v i l y  b u r e a u -
c r a t i z e d  p r o c u r e m e n t  p r o c e d u r e s

II.	I m p l e m e n t a t i o n  o f  a u t o m a t e d  m o n i t o r -
i n g  s y s t e m s :
• D e t e r m i n e  c l e a r  c r i t e r i a  f o r  t h e  n e e d  

t o  i n s t a l l  m o n i t o r i n g  s y s t e m s  o n  s t a -
t i o n a r y  e m i s s i o n  s o u r c e s .

• F o r m u l a t e  t e r m s  a n d  c o n d i t i o n s  o f  
m o n i t o r i n g  s y s t e m s  i m p l e m e n t a t i o n .

1 4  The EU General Court confirmed that “the inability to predict how the exchange market is developing is an element inalienable and inseparable 
f r o m  t h e  e c o n o m i c  m e c h a n i s m  o f  e m i s s i o n  t r a d i n g  s c h e m e ”  ( EU  En v i r o n m e n t a l  L a w  a n d  t h e  I n t e r n a l  M a r k e t ,  O x f o r d  2 0 1 4 ) .
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Ac c o r d i n g  t o  t h e  I EA’ s  d a t a b a s e  f o r  2 0 1 6 ,  K a z a k h s t a n  r a n k s  1 1 9 t h  o f  1 4 3  c o u n t r i e s  i n  
t e r m s  o f  e n e r g y  i n t e n s i t y  o f  G D P.  At  t h e  s a m e  t i m e ,  t h e  Co n c e p t  o n  Tr a n s i t i o n  t o w a r d s  
a  G r e e n  Ec o n o m y  a i m s  t o  r e d u c e  t h e  e n e r g y  i n t e n s i t y  o f  G D P ( f r o m  t h e  2 0 0 8  l e v e l )  b y  
2 5 %  b e f o r e  2 0 2 0  a n d  b y  3 0 %  b e f o r e  2 0 3 0 .  D e s p i t e  a  r e d u c t i o n  i n  e n e r g y  i n t e n s i t y  o f  
a b o u t  2 7 %  b e t w e e n  2 0 0 8  a n d  2 0 1 8 ,  t h e  e c o n o m y  o f  K a z a k h s t a n  i s  s t i l l  q u i t e  e n e r g y  
i n t e n s i v e .

F i g .  6 . 1 3  -  D y n a m i c s  o f  e n e r g y  i n t e n s i t y  o f  G D P 2 0 1 4 – 1 8

III.	I n  o r d e r  t o  i n c r e a s e  t h e  l e v e l  o f  p r o -
c e s s i n g  o f  s o l i d  w a s t e  a n d  m a n - m a d e  
m i n e r a l  d e p o s i t s ,  i t  i s  n e c e s s a r y  t o  
p r o v i d e :

• Ta x  p r e f e r e n c e s :  Th i s  c o u l d  i n c l u d e  
c o m p l e t e  e x e m p t i o n  f r o m  t h e  m i n e r a l  
r e s o u r c e  e x t r a c t i o n  t a x  f o r  m a n - m a d e  
( s e c o n d a r y )  m i n e r a l  d e p o s i t s

• I n c e n t i v e s  f o r  e s t a b l i s h m e n t  o f  i n c i n -
e r a t i o n  p l a n t s  ( m u n i c i p a l  w a s t e )  v i a  
s p e c i a l  t a r i f f s  f o r  t h e  h e a t  t h e y  g e n -
e r a t e

I n  a d d i t i o n ,  t h e  f o l l o w i n g  i s s u e s  h a v e  t o  
b e  r e s o l v e d :
• W a s t e w a t e r  t r e a t m e n t :  t h e  c o n c e n t r a -

t i o n  o f  p o l l u t a n t s  i n  w a s t e w a t e r  p u m p e d  

i n t o  u n d e r g r o u n d  a q u i f e r s  a n d  n o t  i n -
t e n d e d  f o r  f u r t h e r  u s e  m u s t  n o t  e x c e e d  
t h e  e x i s t i n g  l e v e l  o f  p o l l u t a n t s  i n  t h o s e  
s a m e  a q u i f e r s .

• Ca r b o n  m a r k e t :  i t  i s  n e c e s s a r y  t o  p r o -
v i d e  f o r  t h e  Re g u l a t o r ’ s  i n v o l v e m e n t  i n  
o p e r a t i o n  o f  t h e  d o m e s t i c  c a r b o n  m a r -
k e t  a s  a  m a r k e t  m a k e r ,  i n  o r d e r  t o  m a i n -
t a i n  a  c e r t a i n  p r i c e  r a n g e  f o r  c a r b o n  t h a t  
w o u l d  b e  o p t i m a l  i n  t e r m s  o f  b a l a n c i n g  
t h e  g o a l s  o f  i n v e s t m e n t  s t i m u l a t i o n  a n d  
k e e p i n g  e n t e r p r i s e  e x p e n s e s  o n  t h e  
p u r c h a s e  o f  a d d i t i o n a l  a l l o w a n c e s  a t  a n  
e c o n o m i c a l l y  s u s t a i n a b l e  l e v e l .

Energy savings and energy efficiency are key elements of climate policy and improving 
t h e  c o m p e t i t i v e n e s s  o f  t h e  e c o n o m y .  D e s p i t e  t h e  f a c t  t h a t  K a z a k h s t a n ’ s  e c o n o m y  h a s  
one of the highest energy intensities of GDP in the world, the country has a significant 
p o t e n t i a l  t o  r e d u c e  e n e r g y  c o n s u m p t i o n .

6.6 Energy savings and energy efficiency

F i g .  6 . 1 2  -  En e r g y  i n t e n s i t y  o f  c o u n t r i e s .
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To  a c h i e v e  t h e  g o a l s  o f  r e d u c i n g  e n e r -
g y  i n t e n s i t y ,  i n  2 0 1 2  K a z a k h s t a n  a d o p t e d  
t h e  l a w  “ O n  En e r g y  S a v i n g  a n d  En e r g y  Ef -
ficiency,” which implemented a number of 
m a n d a t o r y  r e q u i r e m e n t s :

•	 five-year moratorium on produc-
t i o n  a n d  s a l e  o f  i n c a n d e s c e n t  l a m p s  ( f o r  
l i g h t i n g  p u r p o s e s ) 1 5

•	mandatory energy audits every five 
y e a r s  f o r  e n t e r p r i s e s  c o n s u m i n g  m o r e  
t h a n  1 . 5  t h o u s a n d  t o n s  o f  s t a n d a r d  f u e l  
( t s f )  p e r  y e a r

•	 c o m p l i a n c e  w i t h  e n e r g y  c o n s u m p -
t i o n  s t a n d a r d s  a n d  n o r m a t i v e  v a l u e s  o f  
capacity coefficients in power grid net-
w o r k s ;

•	 r e v i e w  o f  n e w  c o n s t r u c t i o n  p r o j -
ects for energy efficiency and energy 
s a v i n g s .
As  a  r e s u l t  o f  t h e  L a w  t h e r e  w a s  a  

n o t i c e a b l e  d e c r e a s e  i n  t h e  u s e  o f  i n c a n -
d e s c e n t  l a m p s ,  a n d  e n e r g y  a u d i t s  w e r e  
c o n d u c t e d  a t  l a r g e  e n t e r p r i s e s .   B a s e d  o n  
t h e  r e s u l t s  o f  t h e  a u d i t s ,  l a r g e  e n t e r p r i s -
e s  w e r e  r e q u i r e d  t o  e s t a b l i s h  e n e r g y  s a v -
i n g s  a c t i o n  p l a n s ,  t h e  e x e c u t i o n  o f  w h i c h  
i s  o v e r s e e n  b y  t h e  o p e r a t o r  o f  t h e  S t a t e  
e n e r g y  r e g i s t e r .

Ho w e v e r ,  t h e  p r o c e d u r e s  f o r  c o n d u c t -
i n g  e n e r g y  a u d i t s  a n d  m o n i t o r i n g  t h e i r  r e -
s u l t s  h a v e  n o t  b e e n  f u l l y  d e v e l o p e d .  F o r e -
most, fines or other penalties for failure to 
e x e c u t e  e n e r g y  s a v i n g  p r o g r a m s  w e r e  n o t  
e s t a b l i s h e d ,  a s  r e q u i r e d  b y  l a w ,  l i m i t i n g  
t h e  s c o p e  o f  t h e i r  e x e c u t i o n .

6.6.1 Energy savings potential
Ac c o r d i n g  t o  K a z a k h s t a n ’ s  El e c t r i c  Po w -

e r  a n d  En e r g y  S a v i n g  D e v e l o p m e n t  I n s t i -
t u t e ,  t h e  c o u n t r y ’ s  t o t a l  e n e r g y  s a v i n g s  
p o t e n t i a l  r e s u l t i n g  f r o m  t h e  e n e r g y  a u d i t s  
o f  l a r g e  e n t e r p r i s e s  i s  a b o u t  4 . 9  m i l l i o n  
t s f   ( t o t a l  p o t e n t i a l  f o r  t h e  c o u n t r y  i s  e s t i -
m a t e d  a t  a p p r o x i m a t e l y  1 7 . 2  m i l l i o n  t s f ) .  
At  t h e  s a m e  t i m e ,  t h e  e s t i m a t e d  s a v i n g s  
p o t e n t i a l  f o r  e l e c t r i c  p o w e r  i s  m o r e  t h a n  5  
b i l l i o n  k W h .

Reduction of losses and consump-
tion of electricity

I n  t e r m s  o f  i t s  e n e r g y  r e s o u r c e s ,  K a -
z a k h s t a n  h a s  t h e  m o s t  d e v e l o p e d  c o m -
m e r c i a l  a n d  t e c h n i c a l  a c c o u n t i n g  f o r  t h e  
c o n s u m p t i o n  o f  e l e c t r i c i t y :  t h u s ,  t h e  i m -
p l e m e n t a t i o n  o f  m e a s u r e s  t o  s a v e  i t  c o u l d  
b e  m o r e  f o r m a l i z e d  w i t h  m o r e  a c c u r a t e  
m e a s u r e m e n t s  o f  t h e  e f f e c t .

F o r  a  n u m b e r  o f  i n d u s t r i a l  g r o u p s  o f  
c o m p a n i e s ,  t h e  e l e c t r i c i t y  s a v i n g  p o t e n -
t i a l ,  a c c o r d i n g  t o  t h e  r e s u l t s  o f  e n e r g y  a u -
d i t s ,  h a s  b e e n  e s t i m a t e d :

●	a m o n g  t h e  e n t e r p r i s e s  o f  t h e  Eu r -
a s i a n  Re s o u r c e s  G r o u p  –  3 2 3 . 3  m i l l i o n  
k W h  /  y  ( 2 . 5  %  o f  t o t a l  c o n s u m p t i o n ) ;
●	K a z a k h m y s  Co r p o r a t i o n  L L P –  

1 0 3 . 7  m i l l i o n  k W h  /  y ;
●	« K a z z i n c »  –  5 8 . 8  m i l l i o n  k W h / y ;
●	f o r  t h e  e n t e r p r i s e s  o f  J S C K a z M u -

n a y G a s  –  1 3 4 . 4  m i l l i o n  k W h / y .
Am o n g  t h e  l a r g e  i n d u s t r i a l  e l e c t r i c i t y  

c o n s u m e r s  o v e r a l l ,  t h e  e l e c t r i c i t y  s a v i n g  
p o t e n t i a l  i s  n o  l e s s  t h a n  1 . 5  b i l l i o n  k W h .

Th e  e n e r g y  s a v i n g  p o t e n t i a l  i n  t h e  
h o u s i n g  a n d  r e s i d e n t i a l  s e c t o r ,  i n  t h e  
s c o p e  o f  w a t e r  a n d  t h e r m a l  e n e r g y  
t r a n s p o r t a t i o n  s y s t e m s ,  c o u l d  b e  
a c h i e v e d  t h r o u g h  t h e  m o d e r n i z a t i o n  a n d  
r e p l a c e m e n t  o f  p u m p i n g  a n d  c o m p r e s s o r  
e q u i p m e n t .  I t  i s  e s t i m a t e d  a t  1  b i l l i o n  k W h  
–  b y  i m p l e m e n t a t i o n  o f  s o f t - s t a r t  d e v i c e s  
a n d  f r e q u e n c y  c o n t r o l s ,  w h i c h  a l l o w  f o r  
significant energy savings (20–30%).

I t  i s  a l s o  n e c e s s a r y  t o  n o t e  t h e  
transition to energy-efficient lighting. 
Ac c o r d i n g  t o  t h e  U n i t e d  N a t i o n s  
D e v e l o p m e n t  Pr o g r a m m e  ( U N D P) ,  f r o m  
2 0 1 2  t o  2 0 1 6 ,  t h e  s h a r e  o f  i n c a n d e s c e n t  
l a m p s  i n  K a z a k h s t a n  d e c r e a s e d  f r o m  7 4 %  
t o  1 8 %  o f  t h e  m a r k e t ,  w h i l e  t h e  s h a r e  o f  
L ED  l a m p s  i n c r e a s e d  f r o m  9 %  t o  6 1 % .  
Th e  r e s u l t i n g  r e d u c t i o n  i n  e l e c t r i c i t y  
c o n s u m p t i o n  i s  e s t i m a t e d  a t  3  b i l l i o n  k W h  

, due to the transition to energy-efficient 
l i g h t i n g  d u r i n g  t h i s  p e r i o d  .  W i t h  a  c e r t a i n  
degree of confidence, it can be said that 

1 5  D e s p i t e  t h e  c u r r e n t  p r o h i b i t i o n ,  i t  i s  s t i l l  p o s s i b l e  t o  i m p o r t  a n d  s e l l  t h e m  u n d e r  t h e  n a m e  o f  r a d i a n t  t h e r m a l  d e v i c e s .
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t h e  p i c t u r e  c o n c e r n i n g  t h e  r e d u c t i o n  i n  
t h e  s h a r e  o f  i n c a n d e s c e n t  l a m p s  i s  o v e r l y  
o p t i m i s t i c . 1 6  F o r  e x a m p l e ,  a c c o r d i n g  t o  
t h e  S t a t e  S t a t i s t i c s  Co m m i t t e e ,  t h e  s h a r e  
o f  i n c a n d e s c e n t  l a m p s  i n  h o u s e h o l d s  
r e m a i n s  a t  6 0 %  ( 2 7  m i l l i o n  i n c a n d e s c e n t  
l a m p s ) .  As  a  r e s u l t ,  i t  i s  t o o  e a r l y  t o  t a l k  
a b o u t  t h e  c o m p l e t e  a b a n d o n m e n t  o f  
incandescent lamps, despite the five-
y e a r  t e r m  o f  t h e  l e g i s l a t i v e  b a n  ( a b o v e ) .  
Th e r e f o r e ,  i n  t e r m s  o f  l i g h t i n g  t h e r e  i s  a  
significant reserve for reducing electricity 
c o n s u m p t i o n ,  w h i c h ,  t a k i n g  h o u s e h o l d s  
i n t o  a c c o u n t ,  c a n  b e  e s t i m a t e d  a t  2 
billion kWh.

Significant energy savings potential is 
a l s o  e v i d e n t  i n  t h e  e l e c t r i c i t y  t r a n s m i s s i o n  
s e c t o r .  Ac t u a l  l o s s e s  o f  e l e c t r i c i t y  i n  t h e  
n e t w o r k  o f  t h e  n a t i o n a l  p o w e r  o p e r a t o r  
( K EG O C)  i n  2 0 1 8  a m o u n t e d  t o  2 . 9  
b i l l i o n  k W h ,  o r  6 . 5 %  o f  t h e  e l e c t r i c i t y  
s u p p l y  t o  t h e  n e t w o r k .  Av e r a g e  l o s s e s  
i n  t h e  n e t w o r k s  o f  t h e  r e g i o n a l  e l e c t r i c  
c o m p a n i e s  ( RECs )  i n  2 0 1 8  a r e  e s t i m a t e d  

a t  1 4 % .  A t e c h n i c a l l y  a n d  e c o n o m i c a l l y  
a c h i e v a b l e  l e v e l  o f  r e d u c t i o n  o f  t h e  t o t a l  
s t a n d a r d  l o s s e s  i n  p o w e r  g r i d s  c a n  b e  
e s t i m a t e d  a t  1 0 %  ( o f  t h e  t o t a l  l o s s e s ) ,  
i . e . ,  u p  t o  1 billion kWh.

As  a  r e s u l t ,  d u e  t o  t h e  i m p l e m e n t a t i o n  
o f  e n e r g y  s a v i n g  m e a s u r e s ,  t h e  p o s s i b i l i t y  
o f  r e d u c i n g  e l e c t r i c i t y  c o n s u m p t i o n  c a n  b e  
g e n e r a l l y  e s t i m a t e d  a t  m o r e  t h a n  5  b i l l i o n  
k W h  p e r  y e a r .

Reduction of fuel consumption in 
power plants

The energy efficiency of large coal-fired 
p o w e r  p l a n t s  d i r e c t l y  d e p e n d s  o n  t h e  l o a d  
a n d  o n  o p e r a t i o n  w i t h i n  t h e  p a r a m e t e r s  
o f  t h e  t h e r m o d y n a m i c  c y c l e ,  w h i c h  a r e  
l a r g e l y  d e t e r m i n e d  b y  t h e  t e c h n i c a l  
c o n d i t i o n  o f  t h e  e q u i p m e n t .  O p e r a t i o n  
a t  a  r e d u c e d  l o a d ,  d e v i a t i o n s  f r o m  t h e  
d e s i g n  s c h e m e ,  a n d  r e d u c t i o n  o f  s t e a m  
parameters lead to a significant increase 
i n  p e r  u n i t  c o n s u m p t i o n  o f  s t a n d a r d  f u e l  
i n  r e l a t i o n  t o  n o r m a t i v e  v a l u e s .

As can be seen from the figure, when the 
l o a d  f a l l s  t o  t h e  l e v e l  o f  3 5 0  M W ,  p e r  u n i t  
c o n s u m p t i o n  o f  f u e l  i n c r e a s e s  b y  m o r e  
t h a n  2 0  g . t . / k W h ,  c o m p a r e d  t o  t h e  n o m -
i n a l  l o a d .

B r i n g i n g  s t e a m  a n d  w a t e r  p a r a m e t e r s  t o  
d e s i g n e d  l e v e l s  a l s o  m a k e s  i t  p o s s i b l e  t o  
increase the efficiency of power genera-
t i o n  a t  t h e r m a l  p o w e r  p l a n t s .  Th e  t a b l e  
b e l o w  p r e s e n t s  c a l c u l a t e d  e f f e c t s  o f  s t e a m  
and water parameters on the efficiency of 
s t e a m  t u r b i n e  p l a n t s .

1 6   L i g h t i n g  M a r k e t  Re s e a r c h  Re p o r t  i n  t h e  Re p u b l i c  o f  K a z a k h s t a n ,  U N D P,  As t a n a  2 0 1 7

F i g .  6 . 1 4  –  Re l a t i o n s h i p  b e t w e e n  p e r  u n i t  f u e l  c o n s u m p t i o n  a n d  t h e  l o a d  o f  a  5 0 0  M W  c o a l  
p o w e r  p l a n t .



N ATI O N AL  EN ERG Y  REPO RT

1 7 0

Tab 6.2 - Influence of steam and water parameters on efficiency.

Ac t i o n Re l a t i v e  i n c r e a s e  i n  
efficiency

I n c r e a s e  i n  t e m p e r a t u r e  o f  t h e  f r e s h  s t e a m 0.02 % /1 °С
I n c r e a s e d  p r e s s u r e  o f  f r e s h  s t e a m 0.1 %/1 МПа
I n c r e a s e  i n  t e m p e r a t u r e  o f  t h e  r e h e a t e d  s t e a m 0.015 %/1 °С
U s e  o f  s e c o n d  i n t e r m e d i a t e  s t e a m  o v e r h e a t i n g 1 . 2  %
Re d u c i n g  t h e  p r e s s u r e  i n  t h e  c o n d e n s e r 1 % /1 кПа
I n c r e a s i n g  t h e  t e m p e r a t u r e  o f  f e e d  w a t e r 0.02 % /1 °С

As  c a n  b e  s e e n  f r o m  t h e  a b o v e ,  t h e  
m o d e r n i z a t i o n  o f  e n e r g y  b l o c k s  a n d  t h e i r  
optimal loading can reduce specific fuel 
c o n s u m p t i o n  b y  a s  m u c h  a s  1 0 % ;  i . e . ,  f o r  
coal-fired condensing power plants (KES) 
t h e  f u e l  s a v i n g s  w i l l  b e  a b o u t  2 . 7  m i l l i o n  
t o n s  ( M M t )  o f  c o a l .

In terms of coal-fired TETs, the efficiency 
o f  w h i c h  i s  l a r g e l y  d e t e r m i n e d  b y  t h e r m a l  
l o a d s ,  i t  i s  n o t  q u i t e  c o r r e c t  t o  c o m p a r e  
directly the specific fuel consumption for 
K ES  a n d  TETs .

TETs  r e m a i n  a  k e y  s o u r c e  o f  h e a t  
supply and are physically more efficient, 
t a k i n g  i n t o  a c c o u n t  t h a t  t h e  f u e l  u t i l i z a t i o n  
r a t e s  a t  TETs  a r e  h i g h e r  t h a n  a t  K ES  
a n d  b o i l e r  h o u s e s .  Ho w e v e r ,  i n  p r a c t i c e ,  
d u e  t o  a  n u m b e r  o f  f a c t o r s  ( s e e  s e c t i o n  
5 . 6 ) ,  TETs  m a y  b e  i n f e r i o r  i n  t e r m s  o f  
profitability to KES plants and boilers. As a 
r e s u l t  o f  t h e  g e n e r a l  e c o n o m i c  d o w n t u r n ,  
w h i c h  b e g a n  i n  t h e  e a r l y  1 9 9 0 s  f o l l o w i n g  
t h e  d i s i n t e g r a t i o n  o f  t h e  U S S R,  t h e  
c o n s u m p t i o n  o f  h e a t  ( s t e a m )  b y  i n d u s t r y  
h a s  s h a r p l y  d e c r e a s e d .  S u b s e q u e n t l y ,  
t h e  m a i n  c o n s u m e r s  o f  h e a t  g e n e r a t e d  
b y  TETs  b e c a m e  t h e  e n t e r p r i s e s  o f  t h e  
g o v e r n m e n t  ( a l l  l e v e l s )  s p h e r e  a n d  t h e  
housing stock, which led to a significant 
r e d u c t i o n  i n  t h e  h e a t  l o a d  a n d ,  a s  a  
consequence, in the efficiency of the 
TETs .  At  t h e  s a m e  t i m e  t h o s e  TETs  t h a t  
s u p p l y  i n d u s t r i a l  c o n s u m e r s  d e m o n s t r a t e  
a c c e p t a b l e  e c o n o m i c  i n d i c a t o r s .

D u e  t o  t h e  d e c r e a s e  i n  t h e r m a l  
l o a d s ,  d u r i n g  t h e  h e a t i n g  p e r i o d  TETs  
a l s o  g e n e r a t e  e l e c t r i c i t y  w o r k i n g  i n  t h e  
c o n d e n s a t i o n  m o d e ,  w h i c h  l e a d s  t o  a n  
i n c r e a s e  i n   p e r  u n i t  f u e l  c o n s u m p t i o n  
f o r  e l e c t r i c i t y  s u p p l y .  I f  o v e r p r o d u c t i o n  

o f  e l e c t r i c i t y  i n  t h e  c o n d e n s a t i o n  c y c l e  
i s  n o t  m o r e  t h a n  2 5 – 3 0 % ,  p e r  u n i t  f u e l  
c o n s u m p t i o n  i s  b e l o w  3 0 0  g  a t . t . / k W h .  
Ho w e v e r ,  i f  o v e r p r o d u c t i o n  o f  e l e c t r i c i t y  i n  
c o n d e n s i n g  m o d e  r i s e s  t o  6 0 % ,  p e r  u n i t  
f u e l  c o n s u m p t i o n  i s  i n  t h e  r a n g e  o f  3 0 0 –
400 g at.t./kWh. Of course, the efficiency 
o f  t u r b i n e  a n d  b o i l e r  e q u i p m e n t  h a s  a n  
impact on the efficiency of a TETs, but to 
a  l e s s e r  e x t e n t  t h a n  a  K ES .

As  a  r e s u l t ,  o p t i m i z a t i o n  o f  t h e  t h e r m a l  
l o a d  o f  a  TETs  a l l o w s  a  r e d u c t i o n  i n  f u e l  
c o n s u m p t i o n  o f  u p  t o  1 5 %  a n d  a  r e d u c t i o n  
i n  c o a l  c o n s u m p t i o n  b y  2 . 9  M M t .  F o r  
gas-fired power plants, fuel savings can 
a m o u n t  t o  u p  t o  5 %  o f  t o t a l  c o n s u m p t i o n ,  
i . e .  2 3 0  m i l l i o n  m 3  ( M M c m ) .  

A s y s t e m i c  a p p r o a c h  t o  i m p l e m e n t a t i o n  
o f  t h e  a b o v e  m e a s u r e s  a i m e d  a t  e n e r g y  
saving and energy efficiency improvement 
w i l l  a l l o w  r e d u c i n g  t h e  n a t i o n a l  
g r e e n h o u s e  g a s  e m i s s i o n s  b y  7  M M t  o f  
c a r b o n  [ CO 2 ]  e q u i v a l e n t .  Th e  a c t i o n s  t h a t  
w o u l d  f a c i l i t a t e  t h i s  r e d u c t i o n  i n c l u d e  t h e  
f o l l o w i n g :

•	 t r a n s i t i o n  t o  i n c e n t i v e  t a r i f f  r e g u l a -
t i o n  i n c l u d i n g  t a r g e t  s e t t i n g  f o r  r e d u c -
i n g  g r i d  l o s s e s

•	 m o d e r n i z a t i o n  o f  t h e r m a l  p o w e r  
plants in order to increase energy effi -
c i e n c y  w i t h i n  t h e  c a p a c i t y  m a r k e t

•	 f o r  n a t u r a l  m o n o p o l i e s ,  i n  t e r m s  o f  
h e a t  [ t h e r m a l  p o w e r ]  t r a n s m i s s i o n  a n d  
w a t e r  s u p p l y :  i n c l u s i o n  o f  e n e r g y  s a v -
i n g  m e a s u r e s  ( m o d e r n i z a t i o n  o f  p u m p -
i n g  u n i t s ,  i n t r o d u c t i o n  o f  f r e q u e n c y  
c o n t r o l s  a n d  s o f t - s t a r t  s y s t e m s )  i n  t h e  
i n v e s t m e n t  p r o g r a m s

•	 f o r  a l l  n a t u r a l  m o n o p o l i e s :  m a i n -
t a i n i n g  t h e  c o s t  c u t t i n g  b y  m e a n s  o f  e n -
e r g y  s a v i n g  w i t h o u t  t a r i f f  r e d u c t i o n
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6.6.2 Energy service contracts

En e r g y  s a v i n g  m e a s u r e s  p r o v i d e  e n e r -
g y  s a v i n g s  a n d  c o s t  c u t t i n g ,  b u t  t h e  i n -
v e s t m e n t  p a y b a c k  p e r i o d  i s  u s u a l l y  o v e r  
t h r e e  y e a r s .  O v e r a l l ,  t h e  t r a n s i t i o n  t o  e n -
e r g y - s a v i n g  t e c h n o l o g i e s  i s  g r a d u a l l y  t a k -
i n g  p l a c e  w i t h i n  m o d e r n i z a t i o n  i n i t i a t i v e s ,  
a l t h o u g h  i n  o r d e r  t o  a c c e l e r a t e  t h i s  p r o -
c e s s ,  s o m e  i n c e n t i v e s  a r e  r e q u i r e d .

I n  o r d e r  t o  b o o s t  e n e r g y  s a v i n g s  a t  
e n t e r p r i s e s ,  t w o  f a c t o r s  a r e  n e c e s s a r y :  
qualified companies implementing ener-
g y - s a v i n g  t e c h n o l o g i e s  a n d  p r e f e r e n t i a l  
l o a n  s c h e m e s  f o r  e n e r g y  s a v i n g  a n d  e n e r -
gy efficiency projects.

The qualified companies may be both 
e n e r g y - s a v i n g  e q u i p m e n t  m a n u f a c t u r e r s  
a n d  e n e r g y  s e r v i c e  c o m p a n i e s  o p e r a t i n g  
u n d e r  a n  a r r a n g e m e n t  w h e r e b y  t h e y  r e -
c e i v e  i n c o m e  f r o m  e n e r g y  s a v i n g s  a t  t h e  
c u s t o m e r ’ s  f a c i l i t y . 1 7

I n t r o d u c t i o n  o f  t h e  e n e r g y  s e r v i c e  c o n -
t r a c t  i s  a  p r i o r i t y  f o r  K a z a k h s t a n ,  w h i c h  
h a s  b e e n  p o i n t e d  o u t  i n  t h e  Ad d r e s s  o f  t h e  
F i r s t  Pr e s i d e n t  ( K a z a k h s t a n  2 0 5 0  s t r a t e g y ,  
S t e p  5 9 ) .  D e s p i t e  l e g i s l a t i v e  a m e n d m e n t s  
d e s i g n e d  t o  i m p r o v e  e n e r g y  s e r v i c e  c o n -
t r a c t s ,  t h e i r  i m p l e m e n t a t i o n  r e m a i n s  v e r y  
l i m i t e d :  f o r  e x a m p l e ,  d u r i n g  t h e  p e r i o d  
2 0 1 5 – 1 8  o n l y  e i g h t  e n e r g y  s e r v i c e  c o n -
t r a c t s  w e r e  c o n c l u d e d .  B y  w a y  o f  c o m p a r -
i s o n ,  i n  Ru s s i a  m o r e  t h a n  7 0 0  e n e r g y  s e r -

v i c e  c o n t r a c t s  w e r e  i m p l e m e n t e d  i n  2 0 1 6  
a l o n e .  Th e  r e a s o n  f o r  s u c h  l i m i t e d  u s e  o f  
e n e r g y  s e r v i c e  s c h e m e s  i s  t h e  c o m p l i c a t e d  
r e t u r n - o n - i n v e s t m e n t  p r o c e d u r e  f o r  e n e r -
g y  s e r v i c e  c o m p a n i e s  ( ES CO s ) ,  w h i c h  o f -
t e n  r e l y  o n  l o a n s  f o r  i n i t i a l  c a p i t a l  b u t  a r e  
r e p a i d  a c c o r d i n g  t o  s o m e t i m e s  i m p r e c i s e  
e n e r g y  s a v i n g  m o n e t i z a t i o n  f o r m u l a e . 1 8

Cu r r e n t l y ,  t h e  d r a f t  l a w  “ O n  Am e n d -
m e n t s  t o  Ce r t a i n  L e g i s l a t i v e  Ac t s  o f  t h e  
Re p u b l i c  o f  K a z a k h s t a n  Re l a t i n g  t o  En e r -
gy Saving and Energy Efficiency” includes 
p r o v i s i o n s  s t i p u l a t i n g :

•	 r e i m b u r s e m e n t  o f  p a r t  o f  t h e  ES -
CO ’ s  c o s t s  i n c u r r e d  a s  a  r e s u l t  o f  i m p l e -
m e n t a t i o n  o f  e n e r g y  s a v i n g  a n d  e n e r g y  
efficiency projects;

•	 p r e f e r e n t i a l  l o a n s  w i t h  a  g o v e r n -
m e n t  g u a r a n t e e  p r o v i s i o n  f o r  s o m e  p a r t  
o f  t h e  l o a n ;

•	 t a x  p r e f e r e n c e s :  e x e m p t i o n  f r o m  
V AT o n  i m p o r t i n g  e q u i p m e n t  a n d  s p a r e  
p a r t s ,  r e d u c t i o n  o f  t h e  t o t a l  a n n u a l  i n -
c o m e  f o r  c o r p o r a t e  i n c o m e  t a x  c a l c u l a -
t i o n  p u r p o s e s  b y  t h e  a m o u n t  o f  a c t u a l  
s a v i n g s .

I t  s h o u l d  b e  r e i t e r a t e d  t h a t  t h e  o w n -
e r s  o f  t h e  s a v e d  e n e r g y  a m o u n t s  u n d e r  
e n e r g y  s e r v i c e  c o n t r a c t s  a r e  t h e  e n e r g y  
s e r v i c e  c o m p a n i e s ,  w h i c h  a l l o w s  t h e m  t o  
r e c e i v e  o f f s e t s  o f  c a r b o n  u n i t s ,  w h i c h  t h e y  
c a n  t h e n  s e l l  i n  t h e  c a r b o n  t r a d i n g  m a r k e t .

1 7   An energy service company invests in implementation of energy-saving technologies at a customer’s facility, and receives income in the amount 
of the difference between the facility’s energy costs (payments for energy) before and after the launch of the energy-saving technology. In 
Kazakhstan, both the form of the energy service contracts and the procedure for inclusion into the register of energy service companies have now 
been approved.
1 8  Instead of generating income from the sale of products, energy service companies obtain their income from energy savings, which may not 
always be determined precisely.




