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IMPACT OF THE OIL SECTOR ON THE FINANCIAL SECURITY
OF THE NATIONAL ECONOMY

This study examines aspects of the impact of the raw material orientation of the economy on main-
taining its financial security in the short and long term. Relevance of this topic is given by crisis phe-
nomena in the world and national economies, generated, first of all, by negative price conditions in the
world raw materials market. It is precisely in the conditions of the crisis that all the problems existing in
the state are most clearly manifested, the shortcomings of the system for ensuring the most important
area of national security — financial, are revealed. During such periods, authorities should attach par-
ticular importance to the security issues of the state, organizations and citizens, develop effective tools
to eliminate emerging threats or mitigate their consequences. The current state of the National Fund of
the Republic of Kazakhstan activity has been analyzed in detail, since the dynamics of changes in the
volumes of assets and the level of the fund’s profitability reflect how effectively the government’s work is
organized in generation and using the state’s raw materials income, that ensures financial security for the
country with a raw material focus. It is concluded that the solution to the problem of financial security
of the Republic of Kazakhstan can be achieved only by consistently pursuing a policy to diversify the
economy, which will lead to a reorientation of income derived from commaodity exports.

Key words: raw materials economy, commodity export orientation, financial security, diversification
of the economy.
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KapXKbIAbIK, KayirncisairiHe acepi

BbyA 3epTTey >KyMbICbIHAQ 3KOHOMMKAHbIH LLUMKI3aTTbIK, OaFbITbiHbIH MEMAEKETTIH Kap>KbIAbIK,
KAYinci3airiHe KbiCka Mep3iMAi >K8He Y3aK Mep3iMAI MnepcrekTmBasa oacep €Ty acnekTiAepi
KapacTtblpblAfaH. Kasipri TaHAQ TakbIpbINTbIH ©3EKTIAIN 9AEMAEri XXaHe YATTbIK, 3KOHOMUKAAAPAAFbI
AAFAAPBICTBIK, KYObIABICTAPAbIH KEH TapaAybl, €H aAAbIMEH BAEMAIK LIMKi3aT HapbIFbIHAAFbI XKaFbIMCbI3
6ara LwapTTapblHbiH KAAbINTACy >KarAanblHAQ Kylleie TyckeH. AaFAapbiC >KarAaniblHAQ MEMAEKETTEr|
6GapAbIK, NMpobAeMarap aMKbiH KOPIHEAl, YATTbIK KayincCi3AiKTiH eH MaHbI3Abl 6arbiTbl — Kap>KbIAbIK,
>KarblHaH KaMTamacbl3 eTyAiH KEeMLUIAIKTEpI ankbiHAAAaAbl. MyHAQM Ke3eHAEPAE BUAIK MEMAEKETTIH,
yMbIMAQP MEH a3amMaTTapAblH KAYiMCi3Aik MaceAeAepiHe epeklle Has3ap ayaapybl kepek, nanaa
6oAaTbIH KayinTepAi >KOOAbIH HEMECE OAapPAbIH CaAAAPbIH a3alTyAbIH THMIMAI KypPaAAapbiH Kacaybl
kepek. LLuKi3aTTbiK, ToayeAaiAiri 6ap MEMAEKeTTIH KapXKbIAbIK, KaYircCi3AiriH KamTamacbi3 eTyAe
KasakcTaH PecryGAnKacbiHbIH YATTbIK, KOPbIHbIH, aKTUBTEPIHIH ©3repy AMHaMMKachbl MEH TabbICTbIAbIK,
AEHreni yKiMeTTiH, WmMKi3aTTbiK, TabbICTapAbl KAAbINTACTbIPY >XOHE nanAaAaHy GOMbIHLLA >KYMbICbIHbIH
KAHLLIAABIKTbI TMIMAI >KYPTi3iAyiHiH Heri3ri kepceTkilli 60AbIN TabblAATbIHABIKTAH, 38PTTEY XKYMbICbIHAA
YATTbIK KOP KbI3METIHIH, Ka3ipri TaHAafbl >aFAanbl erkKen-Ter>kerAi 3epTTeAreH. MakaAaHbiH,
KOPbITbIHABICHI peTiHae KaszakctaH PecnybAmKacbiHbIH, KAP>KbIABIK, KayincCi3Airi MoceAeciH wetnyre
YATTbIK 3KOHOMMKaHbl 8pTapanTaHAbIPy casicaTblH ASMEKTI >KYPridy apKblAbl FaHa KOA >KeTKi3yre
6OAATbIHAbIFbI AMKbIHAAAFAH.
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Introduction

The financial security of the country can be de-
fined as the state of the economy, which ensures the
formation of sufficient financial resources of the
state in the volumes necessary to carry out its tasks
and functions with appropriate control over their le-
gal formation and expenditure. The most important
element of the country’s economic security is pre-
cisely its financial security, which is a prerequisite
for the implementation of the state’s financial and
economic policy and the protection of the country’s
national interests. We believe that the stability of the
financial system is one of the components of finan-
cial security, since it reflects the state and readiness
of the state financial system to timely and reliable
financial support of economic needs in amounts suf-
ficient to maintain the necessary level of economic
security of the country (Phan, 2020). Such financial
support of economic needs in commodity countries
comes largely from export revenues of the state’s
main raw materials, so for the study we determined
the problem of the dependence of the national econ-
omy on the commodity sector, which poses a threat
to the financial security of the country and set the
goal to study aspects of the impact of export of raw
materials focus on financial security.

Many countries that mainly export oil have long
stated the need to diversify their economies from
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hydrocarbons, despite the fact that no industry could
compete with the ability of hydrocarbons to generate
large and, consequently, quick revenues. This deci-
sion was also influenced by the latest fundamental
changes that have covered energy markets around
the world, the global demand for hydrocarbons, due
to their exposure to price volatility. All this made
politicians seriously doubt the stability of oil depen-
dence and accelerate fiscal and structural reforms
(Shehabi, 2019).

Literature review

In turn, the stability of the financial system in
both commodity and non-commodity countries is
determined by the level of budget deficit, price sta-
bility, normalization of financial flows and settle-
ment relations, the stability of the banking system
and national currency, the degree of protection of
the interests of depositors, the securities market, and
a decrease in external and domestic debt and bal-
ance of payments deficit, providing financial condi-
tions for enhancing investment activity (Karatonov,
2006).

Alsharif and Bhattacharya (2019) assess the role
of oil in promoting or containing structural changes
and diversifying exports. They find evidence that
oil exports are not associated with exposure 8 years
after the next hard work, but do not affect the em-
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ployment structure in the resource and production
sectors. They argue that the quality of political insti-
tutions and policies affects the relationship between
oil wealth and structural change, with democratic
and inclusive political institutions moderating the
effect of oil discovery on exports, but not on the la-
bor market. Djimeu and Omgba (2019) study barri-
ers to export diversification in the oil economy using
a sample of 134 countries. They find out to what ex-
tent the unforeseen oil consequences affect the di-
versification process, determine and follow the same
pattern as the country’s export structure before the
oil boom. In the context of the MENA region, Javadi
and Ftiti (2019) believe that diversifying the econ-
omy through equity investments has a positive and
significant impact on the economy of Saudi Arabia,
including stimulating the beneficial effects of oil on
the real economy.

Matallah (2020) studies the effects of oil ren
on economic growth and the main symptoms of
the phenomenon of resource curse in the oil-rich
MENA countries, and on the other, the role of gov-
ernance in avoiding the resource curse and turning
oil ren into an economic diversification tool in 11 oil
exporting countries MENA (Algeria, Bahrain, Iran,
Iraq, Kuwait, Libya, Oman, Qatar, Saudi Arabia,
United Arab Emirates and Yemen) during the 1996
period. —2017, using combined OLS, fixed effects,
random effects and estimates of the generalized
method of moments (GMM). Oil and gas exporting
countries are regularly encouraged to diversify their
economies in order to protect themselves from the
volatility of commodity prices, create new jobs out-
side the resource sector, prepare for future resource
depletion and a wider “resource curse” (Auty, 2001;
Cherif et al, 2016).

At the present stage of the historical develop-
ment of Kazakhstan, objectively there are real in-
ternal and external threats to the financial security
of the state, the prevention or overcoming of which
should become the most important element of the
strategy for ensuring financial security. The identi-
fication of possible threats to financial security and
the development of measures to prevent them or
minimize negative consequences are of paramount
importance in the system of ensuring the financial
security of the country. The threat to financial secu-
rity includes the potential for such a development of
a situation in which, under the influence of internal
or external factors (or their combination), there is a
danger of the collapse of the key links of the finan-
cial system, its management system, damage to na-
tional wealth, and the undermining of the financial
and credit and currency systems (Jalali-Nini, 2020).

Today, one of the main internal threats to the
financial security of Kazakhstan, as well as other
commodity countries, is the raw material orientation
of the economy. It is obvious that the exclusively
export-raw model of the economy faces serious risks
and problems, primarily the country’s dependence
on world prices for oil and other raw materials.

It should be noted that some researchers do not
see anything wrong with the commodity economy,
believing that this specialization is not always lead-
ing to the country’s technological backwardness:
“the raw material sector of the economy, its mineral
resource base and mineral resource potential is a na-
tional economic asset of long-term use, from which
it is impossible to get rid of. This is a long-term
source of income, including rental income” (Kimel-
man, 2010: 175).

In the modern world there are many examples
where states use the profit from the sale of resources
to diversify their economy (Norway, the UAE, etc.).
In this case, it is the state that assumes the responsi-
bility of planning and regulating revenues from the
primary sector of the economy, avoiding imbalances
in their distribution in other equally important non-
primary sectors.

Unfortunately, our country has chosen the
easiest way in its development — the sale of energy
resources, which was due to high oil prices. As a
result of this, a significant structural bias has occurred
in the country’s economic sphere, associated with
an underestimation of the development of the non-
resource sector of the economy. The following
development model has been formed in Kazakhstan:
export of raw materials and import of everything
necessary, from equipment and technologies to
food (Zeldner, 2016: 30). Such an economic model
jeopardizes the country’s financial security, since
the state’s state budget depends solely on world oil
prices.

In connection with the foregoing, we attempted
to consider the influence of the raw material
dependence of the national economy on the financial
security of the country in the short and long term.

Methodology

The research is conducted using a combination
of methods of scientific knowledge, such as analy-
sis, synthesis, induction, deduction, observation,
comparison, classification, generalization. The re-
search methods used are chosen in accordance with
the objective of the article. Methods of analysis and
synthesis allowed to reveal the essence, theoretical
aspects of financial safety of an economy and to
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determine the main characteristics of the financial
stability of commodity exporting countries. These
methods also contributed to the revealing the main
problems of the financial stability system. The prin-
ciple of classification and grouping helped to high-
light the different characteristics of extractive and
non-extractive countries in the process of analyzing
their exporting activities. Induction and deduction
methods are used to assess the effectiveness of the
state system of raw material income management.
The generalization method was useful in drawing
general conclusions based on the research done.
Comparative analysis of the reports of National
fund of RK makes it possible to assess the financial
condition taking into account critical changes in the
analyzed periods.

Assessment of the impact of the oil grid is as-
sociated with the identification and analysis of real
and potential threats to national financial security.
To form a monitoring system for such threats, tak-
ing into account both the nature of the functioning
of the economic mechanism of the national econo-
my and permanently changing external conditions,
a generally recognized methodological approach to
the study of financial security indicators is needed,
designed to reliably reflect existing and potential
threats. Existing research in the field of indicative
assessment of national financial security is often
subjective and eclectic. This article attempts to
comparatively analyze methodological approaches
to identifying and assessing indicators of national
financial security in order to determine the nature
of the achievements and the existing problem field.

Note that in this way two important method-
ological problems were solved: 1) it was substanti-
ated that it is possible to assess threats using the sig-
naling system of indicators; 2) certain criteria were
proposed for choosing among economic indicators
of economic and including financial security.

Results and Discussion

Short-term impact of raw material dependence

In the short term, the export-commodity model
of the economy affects the stability of the financial
system through sharp, most often unexpected and
unplanned, positive or negative jumps in oil pric-
es. So, at present, we are witnessing the fact that a
drop in oil and gas prices on world markets led to a
significant deterioration of the situation in the so-
cial sphere of the country, associated with a budget
deficit, tenge devaluation, rising inflation and a sig-
nificant decrease in household incomes, which puts
questioned the financial security of the state. Obvi-
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ously, therefore, the need arose for recently taken
measures by the Government of the Republic of
Kazakhstan to clarify the forecast of the country’s
socio-economic development for 2020-2024 and the
republican budget for 2020-2022.

The main factors for updating the forecast are
the unstable foreign economic situation, the glob-
al recession that has been outlined due to the fact
that since the beginning of 2020, oil prices have
decreased by 65.7%, metals on average by 15.6%,
and world stock indexes have decreased by an aver-
age 0f 20,9%. According to the report of the Minis-
try of Finance of the Republic of Kazakhstan dated
April 2, 2020, as of April 1, 2020, oil quotes fell
to $ 22 per barrel. With this in mind, the average
oil price for April-December of the current year is
set at $ 20 per barrel. The estimated dollar rate in
Kazakhstan is taken at 440 tenge per dollar and an-
nual inflation in the range of 9-11%. It is planned
that exports will decrease by 16.3 billion dollars to
35.1 billion dollars. Imports will decline by $ 7.5
billion to $ 26.6 billion. The receipt of revenues
from the export of raw materials that are lower than
those planned by the government leads to a lack
of financial resources, which entails underfunding
of the most urgent needs in various sectors of the
economy and thereby causes threats to financial
security in these areas. Given the above factors, a
decline in GDP of 0.9% is expected. Nominal GDP
is estimated at 69.7 trillion tenge, which is 4.8 tril-
lion tenge below the approved forecast (Ministry
of Finance Report April 2, 2020).

Based on the adjusted macroeconomic forecast,
the forecast of the parameters of the republican bud-
get for 2020 has also been specified. According to
the adopted adjustments, the republican budget rev-
enues excluding transfers in 2020 are estimated at
6,414.1 billion tenge, which is 1,672.3 billion tenge
less than the plan previously approved. It should be
noted that the main decrease is expected with respect
to value added tax, export customs duty on crude oil
and revenues from the use of natural resources. To
cover the expected shortfalls in budget revenues and
financing the anti-crisis package of measures, it is
proposed to increase the guaranteed transfer from
the National Fund in 2020 by 2,070 billion tenge to
4,770 billion tenge, which is an extreme measure
of the Government of the Republic of Kazakhstan
in order to maintain financial stability in the coun-
try. The situation is aggravated by the fact that the
National Fund of the Republic of Kazakhstan in
recent years has not been distinguished by a high
level of assets and the profitability of its investment
activities.
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Thus, the state is currently experiencing diffi-
culties in neutralizing the effects of external price
factors: all the country’s macroeconomic indica-
tors have rapidly declined and the government is
forced to take extreme measures to use the sav-
ings of the National Fund of the Republic of Ka-
zakhstan.

Meanwhile, an analysis of the data on the as-
sets of the National Fund shows that according to
the results of January-February 2020, revenues to
the National Fund amounted to 363.2 billion tenge,

which is 37.8%, or 220.7 billion tenge, lower com-
pared to the same period last year. Including tax rev-
enues amounted to 358.0 billion tenge, decreasing
by 37.1% compared with January-February 2019
(Table 1).

While maintaining the current dynamics of reve-
nues, total tax payments in favor of the fund in 2020
may amount to 2,147.8 billion tenge. This amount
is much lower than the previous year, as in 2019 the
total tax revenue to the National Fund amounted to
2,837.2 billion tenge.

Table 1 — Comparison of revenues to the National Fund of the Republic of Kazakhstan for January-February 2019-2020 (Reports on
revenues of the National Fund of RK for January-February 2019 and 2020)

- 01.03. | 01.03. o o 2 months
billion tenge 2019 2020 % Abs. 2019 2020f* % Abs. 2020/19
Tax revenues
CIT from legal entities-organiza- | 2y ¢ | 1219 | 453 |-1009 | 12432 | 7316 | 41,1 | -5115 | 98
tions of the oil sector
Exces‘s income tax from oil sector 0.0 0.0 109.6 0.1 00,1 | -109.8 0.0
organizations
Bonuses from oil sector organiza- 0.1 0.0 72 0.0 99,4 oy 0.1
tions
Mining tax from the oil sector 63,2 52,7 -16,7 | -10,6 | 339,5 315,9 -7,0 -23,6 15,5
Rental tax on export of erude oil | 9y 9 | 644 | o4 | 75 | 4312 | 3864 | -104 | 447 | 149
and gas. condensate
RK share on the division of prod-
ucts under the concluded contracts 211,4 119,0 -43,7 -92.4 706,6 713,9 1,0 7,4 16,8
from organizations in the oil sector
TOTAL on taxes 569,2 | 3580 | -37,1 | -211,2 | 28372 | 2147,8 | -243 | -689,4 12,6
Others excluding invest. income 148 | 53 | -643 | 95 | 462 | 316 | 316 | -146 | 114
(fines, penalties, etc.)
TOTAL for all receipts 5840 | 3632 | -37,8 | -220,7 | 28834 | 21794 | -244 | -704,0 12,6
Note — compiled by authors

It must be emphasized that a decrease is noted in
all types of tax payments. Thus, the volume of cor-
porate income tax revenues for two months of the
current year amounted to 121.9 billion tenge, which
is 100.9 billion tenge, or 45.3%, lower compared to
the same period last year. Revenues from the pro-
duction division of organizations in the oil sector
decreased by 43.7%, or 92.4 billion tenge, to 119.0
billion tenge. The mineral extraction tax this year
is lower by 16.7%, and rental tax revenues are less
by 10.4%. It should be noted that a significant de-
crease in oil exports in the reporting period was not
observed. This means that the revenue side of the
National Fund is suffering from a significant drop
in oil prices.

Thus, the state of assets of the National Fund
of the Republic of Kazakhstan, which has not yet
recovered after the oil crisis in 2014-2015 (Figure
1), is again subjected to a sharp decline against the
background of the established situation in the world
oil market through their active use to maintain the
country’s financial stability.

As can be seen from the graph, since the
formation of the fund’s assets have been growing
steadily, only once, during the global financial crisis
of 2008-2009, there was a short-term reduction in
connection with the massive allocation of funds for
anti-crisis measures. However, starting in 2015,
the volume of assets of the National Fund began to
decline, and this decline took on the character of a
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stable trend, which lasted until 2018. Asset results for
2019 are also not positive, since taking into account
inflationary processes, they have not changed. Since
the main goal of the National Fund of the Republic
of Kazakhstan is to reduce the dependence of the
republican budget on world prices — the stabilization
function, and also the National Fund of the Republic

of Kazakhstan performs a savings function by
creating savings for future generations, its activity
reflects the financial security of the country. Given
the reduction in the volume of the National Fund,
the task of increasing the efficiency of managing the
funds accumulated in it, which currently amounts to
almost 60 billion dollars, is even more urgent.

80,0

70,0

60,0

50,0

40,0

30,0

20,0

10,0

0,0

Figure 1 — Dynamics of changes in the assets of the National Fund
of the Republic of Kazakhstan, 2001-2019, billion US dollars
Note — compiled by authors based on Report of the National Bank of RK for 2019

Long-term impact of raw material dependence

Regarding the nature of the impact of the
raw material orientation of the economy on the
stability of the financial system in the long term,
at the moment the main problem of oil exporting
countries is that oil importers such as Sweden,
Finland, Denmark and Germany are systematically
working to reduce their dependence on oil, thereby
reducing demand for it. Imports from countries such
as France, Italy and Spain are declining as a result
of the global recession. The only regular consumer
of hydrocarbons remains China, which is trying to
control its growth rate and maintain its position as a
key consumer of raw materials.

In turn, with the help of various economic
programs, many countries of the Organization for
Economic Commonwealth and Development have
given green light to the development of technologies
using renewable energy sources. Thus, over time,
oil-exporting countries run the risk of remaining
outside their main source of economic development
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under the influence of technological progress and the
development of environmental programs. This risk
is proved by the tendency observed in many non-
oil-producing countries to decrease dependence on
energy imports (Figure 2). Judging by the performance
of these countries, the share of modern renewable
energy in the total global energy supply is growing.
This means that most developed non-oil countries
make their choice in favor of alternative energy and
abandon fossil fuels, especially oil, which negatively
affects the financial security of raw countries, whose
main exported commodity is oil.

However, in a number of non-oil-producing
countries, Japan and South Korea are exceptions. The
reasonisthatafter the strongestearthquake and tsunami
in the history of Japan in 2011 and the subsequent
accident at a nuclear power plant, the production of
nuclear electricity decreased sharply and the import
of fossil fuel to replace nuclear increased. Japan has
faced problems such as declining self-sufficiency in
energy and increasing energy costs.
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Figure 2 — Dynamics of energy imports and alternative energy consumption in non-oil countries: Finland, Estonia, Latvia

Note — compiled by authors based on data of The World Bank

As for the Republic of Korea, in this country  entirely working on imported oil. These are
the oil refining industry is represented by six oil  modern enterprises with well-developed oil refining
refineries with a total capacity of 130 million processes. Two of them are among the five largest in
tons per year (occupying 5Sth place in the world),  the world. One of them in Ulsan with a capacity of
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42 million tons per year is owned by SK Innovative
(Wang, 2020). Among the refined products, jet fuel
is distinguished, a significant part of which, like
other petroleum products, is exported by South
Korea (Figure 3). Meanwhile, due to the fact that
South Korea processes crude oil into a finished
product and exports it, it is in a preferential position
compared to the commodity countries that export oil
in the form of raw materials. Its priority position is
explained by the following:

According to the theory of diminishing returns
of E. Reinert, the investment of funds and labor
in production associated with raw materials of
natural origin will eventually lead to the production
of an ever smaller number of products per unit of

expended capital or labor (Reinert, 2007). Thus, in a
country specializing in the supply of raw materials,
as production increases, the costs of producing each
new unit of production will inevitably increase.

Moreover, according to another theory of
competitive advantages of M. Porter, a country’s
competitiveness depends on its ability to develop
non-resource exports, which is one of the most
competitive group of goods (Porter, 1997: 15). At
the same time, the country’s competitiveness in
this industry depends on the ability of a particular
sector of the economy to constantly modernize and
innovate in production, carry out deep processing of
raw materials and build production chains with high
added value.
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Figure 3 — Dynamics of energy imports and alternative energy consumption in non-oil countries: Japan, South Korea
Note — compiled by authors based on data of The World Bank
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These theories confirm the conclusion that the
role of public administration and regulation should,
first of all, ensure the creation and modernization
of non-primary production capacities, investing
in their development revenues from raw materials
exports, which will ensure the country’s economic
growth for the long term and a gradual transition to
non-primary export-oriented the economy.

A high level of diversification of the economies
of non-primary countries implies the provision of
state budget revenues from diverse sources. This
significantly reduces the risk of budget deficits, since
with a decrease in income from one industry, other
sectors of the economy are able to compensate for
the existing shortage. That is, the diversification of
the economy makes it more resistant to inflationary
processes.

Thus, non-oil-producing countries in the short
term minimize the risks associated with financial
instability due to the strong diversification of the
economy and increased exports of refining and
innovative sectors, while in the long run they
reduce their dependence on oil imports, switching to
alternative energy sources.

If we talk about the practice of economic
development of the Republic of Kazakhstan at this
stage, we can state that it is precisely the lack of
diversification of the economy in the face of lower
world energy prices that is a serious threat to the
economic and financial security of the country.

Moreover, in fairness, it must be emphasized
that the importance of developing and implementing
a competent policy on export diversification in
countries that supply gas and oil to the foreign market
and are completely dependent on the sale of another
type of raw material has been discussed for the past
50 years. The key challenges for such countries are
the development of the manufacturing industry,
the reorientation of revenues from commodity
exports, the creation of competitive products, and
the stabilization of export revenues (Ross, 2019:
793). For example, already in the 1950s. UNCTAD
Secretary-General Raul Prebisch put forward a
hypothesis based on empirical evidence that in the
long run, export prices for commodities fall relative
to import prices for imported finished industrial
products. The ratio of export prices for raw materials
and import prices for finished goods changes in favor
of finished goods and there is a stable deterioration
in the terms of trade in raw materials (Mikhailova,
2016). Because of this, the economic situation
of countries exporting raw materials, especially
those that do not have well-organized macro- and
microeconomic policies, is gradually deteriorating,

and in the period of price collapse in the world
market it is on the verge of survival.

Moreover, a commodity export orientation
closes the country’s ability to develop in other sectors
and concentrates resources on the extractive sector.
Due to the high volatility of raw material prices
and the instability of export earnings, countries
end up suffering losses. Macroeconomic instability
negatively affects the country’s investment image
and the number of ongoing investment projects with
foreign investors.

If we look at the economic situation in
Kazakhstan and pursuing a diversification policy,
the prospects for this process remain unclear. The
issue of the dependence of the country’s economy
on oil has been widely discussed for a long time,
various state programs are being developed aimed
at improving the manufacturing industry, attracting
knowledge and technologies, improving the
competitiveness of domestic production (Bayramov,
2017: 152). However, in a period of high oil prices,
the Government continues to rely on the profitability
of'the oil sector, while the situation is becoming more
complicated and oil prices are rapidly declining, the
problem of diversification is turning into a strategic
task of ensuring the functioning of the economy.
Meanwhile, export diversification is a very long
and laborious process that requires fundamental,
systemic and consistent reforms (Djimeu, 2019:
506).

First of all, in the Republic of Kazakhstan it is
necessary to solve the problems of underfunding
of manufacturing industries, the absence or
insignificant amount of investment in human capital.
A very important component of the diversification
process is the development of high-tech production,
starting with the import of capital-intensive products
and the transition to its gradual replacement with
domestic counterparts that are not inferior in quality
to foreign originals. However, we are not talking
about the application of any protectionist measures
of trade policy, which, as international experience
shows, have been ineffective. The emphasis is on
creating favorable conditions for the development
of the export potential of small and medium-sized
enterprises, on stimulating investment activity not
only from foreign investors, but also from national
ones.

Conclusion
Thus, despite the fact that the export-raw

material orientation of the economy of Kazakhstan
for many years supported the financial security of
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the country, making it possible to ensure a positive
trend of economic growth through financing the
expenditures of the state budget, today in the
conditions of high volatility of world resource
markets, it becomes obvious that a similar model
has exhausted itself. A commodity economy cannot
provide either high growth rates of the people’s
well-being, exchange rate stability, international
competitiveness, or the country’s financial security.
Moreover, the energy and raw material structure
of reproduction of the economy of Kazakhstan is
compounded by the inefficient use of fixed assets
(which increases the already high production costs),
large-scale capital outflows from the country (which
affects the investment potential of the republic).
Under these conditions, the national economy is
forced to operate in a mode of deficit of investment
resources and “consumption” of fixed capital in the
form of accumulated assets of the National Fund.

Given the characteristic raw material dependence
of the economy of Kazakhstan, the problem of the
country’s financial security will be smoothed out due
to the possibility of using the savings of the National
Fund of the Republic of Kazakhstan during periods
of economic crisis. But if we refer to the current
situation, which portends the beginning of the
economic recession, both nationally and globally, it
becomes obvious that maintaining national financial
security by using the assets of the National Fund
puts the economy at even greater risk.

Thus, the solution to the financial security of
the Republic of Kazakhstan can only be achieved
by consistently pursuing a policy of diversifying
the economy, which will lead to the development
of the manufacturing industry and high-tech sectors,
the reorientation of revenues from commodity
exports, the creation of competitive products and the
stabilization of export revenues.
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