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A Wedge Between Two Output Measures: What Does It Tell Us

Net Factor Payments account for the difference between the two most commonly-used measures of
national output or income, the Gross Domestic Product and Gross National Income. Analysis of the
Kazakhstan’s National Accounts and Balance of Payments data shows that starting from early 2000s,
the wedge between these two measures (the GNI/GDP ratio) gets bigger. This indicates that a large,
and an increasing, amount of income produced within the country, accrues to non-residents.
International comparisons also point out that the recent Kazakhstan’s GNI/GDP ratios are among the
lowest in the world, and that the rates of return on FDI in Kazakhstan are among the highest in the
world.
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To assess the general performance of an economy, economists look at Gross Domestic
Product (GDP), defined as the total value of final goods and services produced in a particular
economy in a year. However, it is often argued that another measure of the economy’s
performance — a Gross National Product (GNP) defined as the total value of final goods and
services produced by the nationals of the country — is a better indicator of a nation’s well-
being. In relation to the Kazakhstan’s economy, while GDP includes the value of goods and
servicesmade in Kazakhstan (and hence income produced in the territory of Kazakhstan), the
GNP reflects the value of goods and serviaesle by the Kazakhstan’s citizens and their
legal entities (and thus income earned by them).

As official annual GNP or Gross National Income (GNI) data is produced and
published with significant delay and quarterly series of GNI are not available' &&URS
Center for Economic Analysis constructed quarterly GNI in current dollars on the basis of the
Agency on Statistics of the Republic of Kazakhstan’s (ASRK) National Accounts data and the
National Bank of Kazakhstan's (NBK) Balance of Payments data. A table in Appendix shows
the GDP and GNI for 2000-2008 period.

The difference between the GDP and GNI amounts to what is termee Astor
income payments. TO arrive at an estimate of the GNI, one needs to adjust the GDP figure by
() the net labor compensation, and (ii) net investment income. The former part takes into
account the salaries of the Kazakhstan’s citizens working abroad and those of the foreigners
working in Kazakhstan. The latter part accounts for the income earned on the Kazakh assets
and investments abroad and the income on foreign assets and investment earned in
Kazakhstan.

The first important observation from the sample data is that a significant amount of the
domestically produced value-added is being transferred to ‘non-residents’, eg., to foreign
corporations and citizens, hence creating a wedge between the GDP and GNI values. We
construct an GNI/GDP ratio, or a Ratio of Income Outflow (RIO), with the RIO equal to one
denoting an economy in which on a net basis, the value-added created in the country within a

! ASRK calculates the GNI as part of thiitional Accounts Series 1, Domestic Economy Accounts of the RK,
with the latest information available for 2007.
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year equals the income accrued to its residents. Table 1 below shows this ratio for Kazakhstan
from 2000 to 2008. It is evident that starting from about 2003, the GNI/GDP wedge grows
wider, with the amount of the transferred income reaching a maximum of $isobin, or

14.3% of GDP, last year.

Table 1. RIO or GNI/GDP Ratio for Kazakhstan, 2000-2008
Years 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008
GNI/GDP Ratio 093 ({0,949 (09 |094 |0,93 |0,90 |0,88 (0,88 |0,86
Source: ASRK; NBK; RAKURS estimates

Of interest to economists is to compare the Kazakhstan's RIOs, and hence the relative
amount of the transferred abroad income, across several developing countries which have a
sizable oil sector. To account for differences in methodologies and the dynamics of national
exchange rates and inflation, an international comparison requires a comparable data for the
GNI. We therefore use the GNI data based on the Atlas Conversion Factor from the World
Bank’s latestWorld Development Indicators.?> We note that calculated this way, the annual
RIOs for Kazakhstan are even smaller than the ones calculated above in current dollars.

Table 2. RIO or GNI/GDP Ratios for selected countries (at Atlas Conversion Factor)

Countries 2000 2001 2002 2003 2004 2005 2006 2007
Angola 0.65 0.74 0.80 0.77 0.74 0.72 0.72 0.75
Algeria 0.89 0.94 0.96 0.91 0.87 0.87 0.89 0.91
Azerbaijan 0.93 0.94 0.94 0.93 0.91 0.80 0.76 0.70
Indonesia 0.74 0.96 0.88 0.84 0.94 0.96 0.87 0.86
Nigeria 0.73 0.84 0.77 0.82 0.84 0.79 0.78 0.83
Iran 1.05 0.96 0.98 0.97 0.92 0.92 0.93 0.91
Venezuela 0.85 0.92 1.08 1.07 0.95 0.90 0.90 0.88
Kazakhstan 1.03 0.91 0.91 0.87 0.80 0.78 0.73 0.75
Russia 0.96 0.85 0.89 0.87 0.83 0.84 0.83 0.83

Source: World Bank. WDI 2008.

It can be seen that starting from approximately 2003, the relative amounts of net factor
payments or income outflows in Kazakhstan are among the largest for these selected countries
(and in the last few years they are similar to that of Angola).

A closer look at the data shows that a major part of the net factor payments comprises
investment income, with a much smaller part, net labor compensation. That being said, the
amount of salaries paid out to the foreign citizens working in Kazakhstan has risen
dramatically (from about $47 min in 2000 to about $1.5 bin in 2008). Although some portion
of those salaries are being spent domestically on goods and services (and thus being counted as
Exports item in the GDP), it is fair to assume that a larger part of these salaries is being
repatriated from Kazakhstan.

The largest share of the total net factor income payments falls on the net investment
income, specifically on the payments to foreigners from direct investment in Kazakhstan.

2 World Bank.World Development Indicators 2008. The Atlas Conversion Factor is computed as a three year
average of the exchange rate of local currency to USD, adjusted for relative inflation. While calculating the Atlas
Conversion Factor, first the exchange rates are adjusted for inflation, using a GDP-deflator and an SDR-deflator
which measures international inflation. Then GNI in current prices are adjusted by the Atlas Conversion Factor to
arrive at the GNI at Atlas Conversion Factor.
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Given the spectacular rise of the world prices of oil and minerals until 2Q200&hand
specific nature of the Kazakhstan’s major oil and gas contracts with the foreign
companies, it is not surprising that the item ‘income payments from FDI’ has been increasing
steadily, and in 2008 amounted to $16.6 bin, or about 47% more than in 2007. Most of these
payments ($14.3 bin) are dividends to foreign investors (they increased sharply as compared to
$7.8 bln in 2007). Other net income payments (eg., besides the FDI) have also been negative
and increasing in value, reaching $4.4 bin in 2008.

A quick calculation othe rate of return on FDI in Kazakhstan also shows a striking
dynamics’ The rates of return on FDI are increasing rapidly from the early 2000s, reaching the
maximum of about 33% last year. Again, the international comparison shows that such
returns on FDI in Kazakhstan are among the highest in the world, if not the highest (see Figure
1 below).

Table 3. Rates of return on FDI in Kazakhstan, 2000-2008
Years 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008
Rates of return on FDI, %11.59| 9.93 | 7.10 | 8.66 |11.74|19.31|26.40| 29.72| 32.59
Note: Stocks of FDI for 1999-2007 are from the UNCTADrid Investment Report 2008, and for 2007-2008 are from the
NBK data on foreign investments.

Figure 1. Rates of return on inward FDI, 1995-2007 (%)
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Source: UNCTAD World Investment Report 2008; RAKURS estimates.

Among the largest items that are income-earning from the kazakh assets abroad are the
interest payments from loans issued by Kazakhstan's residents to non-residents, and the
income from the public savings invested abroad (eg., those of NBK reserves and National
Fund of the Republic of Kazakhstan (NFK)). Due to the deteriorated global financial
environment, these funds generated less income in 2008 as compared to the previous years. It
is also of interest to note that the Kazakh FDI abroad do not yet generate a stable positive flow
of income (in fact those have been negative for all years in the sample with the exception of
2007).

To conclude, the above analysis shows that starting from early 2000s the two measures
of output or income in Kazakhstan started to diverge, with the RIO rapidly declining and

% The rate of return is calculated as income for the current year, as measured by BoP data on outflows of direct
investment income divided by the average of the FDI stocks as of the end of the previous and the current years.
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hitting the minimum of 0.86 in 2008. The total net factor payments abroad in current dollars
during the 2000-2008 amounted to $55.4 bin. International comparisons also pointed out that
the Kazakhstan’'s RIO is one of the lowest in the world, and that the rates of return on the FDI
in Kazakhstan are among the highest in the world.

The divergence between the two national product or income measures is common to
many resource-rich developing countries, where the development of the natural resources
sector is being assisted by the FDI. To assess the overall role of the FDI, in addition to the
undisputable benefits that they usually bring (such as provision of significant stable long-term
funding, technology transfer, learning-by-doing, and others), economists also need to consider
the relative volumes of the investment income payments, and foreign vis-a-vis domestic rates
of return on investments.
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Appendix: Table Al. GNI and GDP for Kazakhstan
(USD min unless indicated otherwise)

2000 |

ITEM 2001 2002 2003 2004 2005 2006 2007 2008
GDP (KZT min) 2,599,901.60 3,250,593.30 3,776,277.30 4,611,975.30 5,870,134.30 7,590,593.50 10,213,731.20 12,849,794.0 15,909,404.90
GDP 18,292.42 22,152.06 24,636.46 30,832.83 43,150.06 57,123.67 81,003.50 104,853.48 132,247.75
Net Labor Compensation -43.56 -56.28 -74.79 -225.91 -409.83 -728.40 -948.39 -1,203.24 -1,452.04
Receipts (compensation to exported labor 3.60 3.60 3.88 3.88 3.88 6.27 10.59 11.13 5.42
Payments (compensation to imported laboy) -47.16 -59.88 -78.67 -229.79 -413.71 -734.67 -958.98 -1,214.37 -1,457.46
Net Income Payments -1,210.49 -1,180.68 -1,052.58 -1,520.64 -2,453.28 -4,968.52 -8,543.05 -11,882.75 -17,488.34
Receipts 135.04 221.16 229.90 251.43 418.66 674.06 1,419.95 3,452.43 3,5641.48
Interest on reserves and assets of NFRK 103.73 193.59 200.28 191.76 258.47 409.99 822.35 1,461.12 1,189.10
Income from foreign direct investments
abroad (net) 0.00 -5.60 -7.60 -16.72 -29.75 -162.42 -193.56 59.36 -57.02
Other investment income 31.31 33.18 37.22 76.39 189.94 426.49 791.17 1,931.94 2,409.40
Payments -1,345.54 -1,401.84 -1,282.48 -1,772.08 -2,871.94 -5,642.57 -9,963.00 -15,335.18 -21,029.82
Income of foreign direct investments in
Kazakhstan (net) -1,045.90 -1,141.63 -1,007.20 -1,431.56 -2,346.62 -4,633.06 -7,693.70 -11,304.44 -16,566.83
Income repatriation (dividends,
distributed and undistributed
profits, reinvested income of
foreign subsidiaries) -647.85 -743.81 -658.75 -1,057.69 -1,885.25 -3,807.37 -6,468.39 -9,807.27 -15,110.46
Other income repatriation (interegt
on debt) -398.05 -397.82 -348.45 -373.88 -461.37 -825.69 -1,225.31 -1,497.17 -1,456.36
Other income payments (interest on
debt and interest on other investments) -299.25 -254.52 -264.76 -335.33 -513.86 -984.47 -2,152.99 -3,930.34 -4,436.80
Dividends on portfolio investments -0.39 -5.70 -10.51 -5.18 -11.46 -25.05 -116.31 -100.40 -26.20
Net Factor Payments (NLC and NIP) -1,254.05 -1,236.96 -1,127.37 -1,746.56 -2 863.11 -5,696.92 -9,491.44 -13,085.99 -18,940.38
GNI 17,038.37 20,915.10 23,509.10 29,086.28 40,286.96 51,426.75 71,512.06 91,767.49 113,307.37
GNI/GDP Coefficient 0.93 0.94 0.95 0.94 0.93 0.90 0.88 0.88 0.86

Source: ASRK; NBK; RAKURS estimates



