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The two-decade-long reign of President Nursultan Nazarbayev of Kazakhstan has witnessed remarkable 

achievements.
1
 Where there at first was no real country, only a vast expanse inhabited by a majority of 

Slavic settlers, a minority of native Kazakhs (no more than 20% according to the 1959 census) and a large 

population of disparate nationalities exiled there by Stalin (Germans, Tatars, Koreans, Chechens, and 

many others), Nazarbayev supervised the formation an established state, with all the attributes of 

statehood including a viable economy and a national identity. Where there at first existed no Kazakhstani 

currency and where many key industries were lacking, he presided over the development of a market 

economy which is able to support his country’s yet again growing population. Indeed, President 

Nazarbayev has been the chief architect of his country, leading it through independence and transition 

into what some would call a unique haven of political stability in Central Asia. Whereas there at first was 

a concern that the northern parts of the country, then chiefly inhabited by Russians and other Slavs, would 

follow Alexander Solzhenitsyn’s advice and break off to re-join Russia, Nazarbayev retained the integrity 

of his territory, in part by moving the capital north to present Astana in 1997-1998. Whereas Kazakhstan 

had suffered the worst from Soviet practices with regard to nuclear tests and dumped toxic waste, 

Nazarbayev successfully let go and disposed of his inherited arsenal of 1,360 nuclear warheads and 

closed the testing sites. 

In addition, Nazarbayev presided over Kazakhstan developing into an important supplier of energy, to 

the West as well as to Russia and China, thus ensuring his country’s future economic independence. In 

many ways, the energy sector has been the key lever in international politics available to Kazakhstan. The 

United States has provided key support, primarily because of Kazakhstan’s energy reserves. Germany too 

has become an important trade partner and also the new home of a major share of Kazakhstan’s once 

large ethnic German population (according to the 2009 census, 1.1% of Kazakhstan’s population remains 

German, down from 5.8% in 1989). Nazarbayev’s achievements in Kazakhstan’s transition would have 

been far more difficult to push through without significant energy reserves and an existing energy 

industry able to produce and market the country’s oil and natural gas. It could thus be argued that 

Kazakhstan’s energy sector formed the prerequisite for President Nazarbayev’s success in leading his 

country through transition. It could just as easily be argued that the political legacy of President 

Nazarbayev will continue to determine Kazakhstan’s energy policy in the foreseeable future. 

 

Kazakhstan’s Energy Resources 
Kazakhstan has significant oil and natural gas reserves but few natural export routes. Yet Kazakhstan’s 

exports are in value terms increasingly dominated by raw materials.
2
 Many large gas fields in Kazakhstan 

(including Tengiz, Zhanazhol, and Uritau) do not yet have access to export pipelines with sufficient 

                                                           
1 See, e.g., Jonathan Aitken, Nazarbayev and the Making of Kazakhstan (London: Continuum, 2009). The upbeat 

style of the book should not detract from the achievements accomplished in Kazakhstan. 
2 See, e.g., Vladimir Babak, “The Oil and Gas Sector in Kazakhstan,” Central Asia and the Caucasus 40 (2006), 41-

55, on 45. 
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capacity.
3
 In addition, Kazakhstan until recently produced about as much natural gas as it consumed 

domestically. However, in 2009 Kazakhstan became a net exporter of natural gas.
4
 Even so, due to its size 

and patchy system of energy infrastructure, Kazakhstan cannot rely on its own energy resources. The 

southern part of the country depends on imports of gas from Uzbekistan.
5
 

In addition, Kazakhstan still must import oil products for its own needs, especially diesel. Two oil 

product pipelines from Russia support Kazakhstan, one from Travniki to Amankaragay, the other and 

arguably more important by way of Petropavlovsk to Kazakhstan’s capital Astana.
6
 The reason is that in 

striking contrast to the upstream sector, the refining sector has remained largely in the possession of the 

state and has not received as high levels of foreign direct investments (FDI) as other parts of the oil and 

gas sector. Domestic prices for refined products have remained low, offering little incentive to produce 

refined products for the domestic market. The total capacity of all three oil refineries in Kazakhstan (at 

Pavlodar for the northern region, Atyrau for the western region, and Shymkent for the southern region) 

remains limited and all indeed operate far below capacity. One explanation is that foreign oil companies 

prefer to export crude oil rather than to sell the oil within the country at low domestic prices.
7
 The 

Pavlodar refinery is supplied mainly by a crude oil pipeline from western Siberia. The Atyrau refinery is 

supplied solely by domestic crude from northwest Kazakhstan, while the Shymkent refinery despite being 

linked by pipeline to Russia is currently relying on oil from Kazakhstani fields at Kumkol’, Aktobe, and 

Makatinsk.
8
 The refineries are old. The Atyrau refinery, for instance, was built at the end of the Second 

World War.
9
 In February 2011, in conjunction with Nazarbayev’s visit to Beijing, China promised to 

assist in funding a new refinery in Atyrau.
10

 By January 2012, a range of international partners had agreed 

to participate in constructing the new processing facility.
11

 

Oil was first found in the Atyrau province in 1899 and has been produced since 1911.
12

 Oil has been 

spectacularly important to Kazakhstan, with oil exports so far being the foundation of the country’s 

economy. The petroleum industry accounts for about 30 per cent of Kazakhstan’s GDP and over half of 

its export revenues.
13

 Kazakhstan claims the northeast portion of the Caspian Sea and thus most of its 

biggest known oil fields. Kazakhstan’s main oil fields are Tengiz, Karachaganak, Kashagan, and 

Kurmangazy. The first two are under development. Other major oil fields in operation are located in 

Aktobe, Uzen’, Mangistau, and Kumkol’. Kazakhstan also has substantial deposits of natural gas, almost 

entirely consisting of ‘associated’ gas (a by-product of oil extraction) derived from the oil fields.
14

 

The supergiant Tengiz field, discovered in 1979 in the swamplands along the northeastern shores of the 

Caspian, is the largest source of oil production in Kazakhstan. The Tengiz field is also a substantial 

                                                           
3 Gulnur Rakhmatulina, “Some Solutions to the Central Asian Region’s Energy Cooperation Problems,” Central Asia 

and the Caucasus 46 (2007), 7-17, on 10. 
4 Energy Information Administration (EIA), Kazakhstan, November 2010 (www.eia.gov). 
5 Rakhmatulina, “Some Solutions,” 11. In 2006, Kazakhstan imported 1.8 billion cubic metres (bcm) of gas from 

Uzbekistan. Vladimir Paramonov and Aleksey Strokov, Russia-Central Asia: Existing and Potential Oil and Gas 

Trade (Advanced Research and Assessment Group, UK Defence Academy, Central Asian Series 08/03, February 

2008), 7. A similar situation applies with regard to electricity. Since 2002, Kazakhstan is a net exporter of electricity. 

However, a lack of sufficient transmission infrastructure means that Kazakhstan must import electricity to the 

southern part of the country, since the country’s northern generating units are connected to a separate transmission 

grid. Oppenheimer Technical Assistance Consultants, Kazakhstan’s Energy Sector Overview, Working Paper, 27 

January 2005. Peter Oppenheimer, economic advisor at Oxford University and expert at the British company 

Oppenheimer Technical Assistance Consultants, has researched the development of Kazakhstan’s energy strategy for 

several years. 
6 See, e.g., Oppenheimer, Kazakhstan’s Energy Sector; Centre for Global Energy Studies (CGES), Crude Oil 

Pipelines of the Former Soviet Union (London: CGES, 2007); CGES, Russia’s Oil Product Pipelines (London: 

CGES, 2007). A third oil product pipeline, from Uralsk in Kazakhstan to Samara in Russia, is no longer used for its 

original purpose, having been refurbished and expanded to carry Karachaganak condensate to Russia, in a deal with 

Russian pipeline operator Transneft. The pipeline is owned by the Kondensat group of companies. See their web site, 

www.condensat.kz; NEFTE Compass, 22 June 2000. 
7 Babak, “Oil and Gas Sector,” 50-51. The capacity of the Pavlodar, Atyrau, and Shymkent refineries was in 2005 

stated to be respectively 7.5, 4.5, and 6.5 million tonnes per year. There are also three gas processing plants, in 

Zhanazhol, Tengiz, and Aktau, with a capacity of 0.7, 3, and 1.5 bcm per year, respectively. Ministry of Energy and 

Mineral Resources of the Republic of Kazakhstan, presentation, The Hague, 30 August 2005. 
8 EIA, Kazakhstan, November 2010. 
9 APS Review Gas Market Trends, 24 July 2006 (http://goliath.ecnext.com). 
10 Roman Muzalevsky, “Nazarbayev’s Visit to China Reveals Kazakhstan’s Balancing Strategy,” Central Asia-

Caucasus Institute Analyst, 2 March 2011 (www.cacianalyst.org). 
11 Kazinform, 11 January 2012 (www.inform.kz). 
12 APS Review Gas Market Trends, 24 July 2006 (http://goliath.ecnext.com). 
13 EIA, Kazakhstan, February 2008. 
14 Babak, “Oil and Gas Sector,” 41; EIA, Kazakhstan, November 2010. 
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source of natural gas. Development began in 1993, when the Tengizneftegaz production association, after 

four years of negotiations, became the base for a joint venture on a parity basis with Chevron, known as 

the TengizChevroil (TCO) consortium. In 2007, the consortium was fined around $609 million for 

environmental violations. There have been other problems as well, including government restrictions on 

the flaring of associated natural gas, which have kept production down. Instead of flaring, a project to 

reinject the flared gas has been tested.
15

 

The supergiant Karachaganak oil and gas condensate field, onshore in northwestern Kazakhstan near 

the Russian border, was also discovered in 1979. Production began in 1984.
16

 The Karachaganak field is a 

major source of natural gas as well, being regarded as the largest source of natural gas in Kazakhstan. The 

field is operated by Karachaganak Petroleum Operating (KPO) consortium, which includes Chevron and 

Russia’s LUKoil, among others. At first, crude oil from Karachaganak was processed at Russian facilities 

across the border. Since 2003, the field is also connected by pipeline to the Caspian Pipeline Consortium 

(CPC) export infrastructure.
17

 

The Kashagan field, yet another supergiant, is located off the northern shore of the Caspian. It was 

discovered in 2000.
18

 The field also contains substantial resources of natural gas. Development has been 

repeatedly delayed, and full-scale commercial oil production is not expected to begin until 2013.
19

 

Problems at Kashagan are not limited to delays, there have also been government accusations of 

environmental violations.
20

 

The Kurmangazy field, on the maritime border between Russia and Kazakhstan, is the least developed 

of the Kazakhstani oil fields. The Russian and Kazakhstani state oil firms Rosneft and KazMunayGaz 

have co-operated in exploration on the field since 2005.
21

 

Then there is the large Amangeldy gas field in southern Kazakhstan. Preparatory work including some 

production began in 2003. The development of this field will eventually help Kazakhstan to cease 

importing gas from Uzbekistan.
22

 

Flaring of natural gas during oil production is a substantial problem in Kazakhstan. As noted, most of 

the country’s natural gas is associated gas. In August 1999, the government introduced legislation 

requiring subsoil users to include natural gas utilisation projects in their development plans.
23

 In May 

2005, the government ordered all oil producing firms to reduce oil production to levels that would avoid 

natural gas flaring. The government thus has the option to fine any firm that carries out unauthorised 

natural gas flaring. Flaring has since reduced slightly.
24

 

There is a high potential for exploration for oil in Kazakhstan, in particular in the pre-Caspian. This 

potential was shown, for instance, by the discovery of the supergiant Kashagan offshore oil field.
25

 

 

Legislation and Energy Policy 
Upon independence, Kazakhstan found itself with rather unfavourable initial conditions for developing as 

a sovereign state. Although having natural resources and an educated work force, the new country was 

characterised by significant regional and ethnic disparities that indeed were seen as a factor that 

potentially could lead to the secession, to Russia, of northern and eastern Kazakhstan. In addition, the 

country had no primary industry that was competitive on the world market. Even the geography proved a 

problem, since Kazakhstan is landlocked. For this reason, Nazarbayev’s government had little choice but 

to privatise the budding oil sector so as to attract foreign direct investment. One could indeed argue that 

the government prioritised the selling-off of the rights to exploit oil and gas reserves to bring in quick 

revenues rather than aiming for the long-term but not immediate profits of developing potential oil and 

                                                           
15 Oppenheimer, Kazakhstan’s Energy Sector; EIA, Kazakhstan, February 2008; Bloomberg, 25 August 2005. 
16 Robert M. Cutler, “Karachaganak Gas and the Future of Kazakhstan’s Pipeline System,” Central Asia Caucasus 

Analyst (www.cacianalyst.org), 8 September 2004. 
17 EIA, Kazakhstan, November 2010. On LUKoil, see the firm’s web site, www.lukoil.ru. LUKoil Overseas 

Karachaganak was funded through project financing with capital ultimately from the International Finance 

Corporation (IFC), part of the World Bank Group. On the IFC, see the firm’s web site, www.ifc.org. 
18 Babak, “Oil and Gas Sector,” 49. 
19 EIA, Kazakhstan, November 2010. 
20 EIA, Kazakhstan, February 2008. 
21 EIA, Kazakhstan, November 2010. 
22 Babak, “Oil and Gas Sector,” 50; KazTransGaz press release, 10 December 2007 (www.kaztransgas.kz); EIA, 

Kazakhstan, November 2010. 
23 Oppenheimer, Kazakhstan’s Energy Sector. 
24 EIA, Kazakhstan, February 2008. 
25 Francis G. Harper (Senior Executive, Exploration, BP), Seminar on Oil Reserves, Stockholm, 14 December 2004. 
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gas fields. Many foreign oil and gas companies in the early 1990s indeed switched their focus from 

Russia to Kazakhstan, where they perceived business conditions to be more favourable. This short-term-

oriented strategy was later regarded as a mistake that Nazarbayev would have to rectify.
26

 

However, the short-term-oriented strategy did result in substantial foreign investments. Kazakhstan’s 

oil industry has indeed seen far more foreign investments than the energy sectors of neighbouring 

Uzbekistan and Turkmenistan. International projects were formed around production sharing agreements 

(PSAs), exploration or field concessions, or in particular since 2008, as joint ventures with the national oil 

company KazMunayGaz.
27

 

Kazakhstan began inviting foreign oil companies immediately after independence. By 1993, the 

government, as noted, concluded an agreement with Chevron jointly to develop the Tengiz oil field as the 

TengizChevroil (TCO) consortium. In 1993, British Gas and the Italian oil company Agip likewise won 

exclusive negotiation rights to develop the Karachaganak oil and gas fields.
28

 

The bulk of foreign acquisitions in the oil and gas industry occurred between July 1996 and July 1997, 

during Akezhan Kazhegeldin’s term as prime minister. Although expressly appointed to privatise the oil 

and gas industry, many believed that the prices he realised were too small, accusations that led to his 

resignation.
29

 Kazhegeldin was prime minister from October 1994 to October 1997, when he was ousted 

in a power struggle with President Nazarbayev. He became a prominent opposition leader in exile in 

Europe after having been convicted, wrongly some say, in absentia of tax fraud and corruption.
30

 

When oil and gas assets were sold off to foreign companies, the latter were expressly expected to fulfil 

social obligations in the region in which they would be operating. Such terms were written into the 

contracts. This involved the provision of social services such as guaranteeing full employment, the 

payment of back wages, and building and maintaining schools and hospitals.
31

 

In March 1997, Nazarbayev and his administration had become sufficiently strong to increase control 

over the expanding oil extraction. Foreign firms noted that despite their contract being negotiated and 

signed at the national level, they then needed to negotiate with the regional governor (akim) as well, on an 

ongoing basis as new social and economic needs arose. If they failed to do so, the governor could send 

over tax inspectors to cause problems for the company.
32

 In addition, Nazarbayev in March 1997 signed a 

decree on the establishment of the state company NNK Kazakhoil. The creation of Kazakhoil provided a 

legal means for the government to set aside a position of the revenues acquired through oil exports for its 

own uses. Kazakhoil, for instance, spent a major portion of its export revenues, an estimated $25-30 

million, on the construction of the new capital, Astana.
33

 In 1998, the government transferred its public 

shares in production and refining capacity to Kazakhoil. Although initially considered for privatisation, 

Kazakhoil was later transformed into a closed joint-stock company, wholly owned by the state.
34

 On 20 

February 2002, Kazakhoil and the state company NK Transport Nefti i Gaza (Oil and Gas Transportation) 

were merged into a new vertically integrated company named KazMunayGaz.
35

 The new company, a 

state owned natural monopoly, assumed control over the government’s shares in 52 enterprises and 

acquired the status of national operator in the oil and gas industry.
36

 KazMunayGaz also plays a key role 

in the offerings of tenders and in agreements with foreign oil companies.
37

 

The consolidation of a state-owned vertically integrated oil and gas company was not enough, though. 

The government of Kazakhstan has also issued several laws that allow it control over the hydrocarbon 

resources within the country. 

A decree valid as a Law on Oil (No. 2350) was adopted already on 28 June 1995, in anticipation of the 

forthcoming mass privatisation. Its articles give the state the right to priority purchases of oil from a 

foreign or non-state resource user at world market prices, when so is needed due to war, natural disaster, 

or other emergencies. In addition, and more significantly, this law gives the state the right to order a 

                                                           
26 Pauline Jones Luong and Erika Weinthal, Prelude to the Resource Curse: Oil and Gas Development Strategies in 

Central Asia and Beyond (New Haven: Yale University, August 1999), 11, 15-21, 24-7. 
27 EIA, Kazakhstan, November 2010. 
28 Oppenheimer Technical Assistance Consultants, Changing Policies in the Oil & Gas Sector: a Move to 

‘Nationalisation’?, Working Paper, 27 January 2005; Luong and Weinthal, Prelude, 21; based on World Bank, 

Kazakhstan: The Transition to a Market Economy (Washington, DC: World Bank, 1993), 111. 
29 Oppenheimer, Changing Policies; Luong and Weinthal, Prelude, 20-21. 
30 Bloomberg, 25 August 2005, reprinted by CorpWatch. 
31 Luong and Weinthal, Prelude, 26-7. 
32 Luong and Weinthal, Prelude, 26. 
33 Luong and Weinthal, Prelude, 27; citing Kazakhstanskaya pravda, 3 December 1997, p. 1. 
34 Oppenheimer, Kazakhstan’s Energy Sector. 
35 Aktsionernoye Obshchestvo Natsional’naya Kompaniya KazMunayGaz, i.e, National Stock Company 

KazMunayGaz. See the firm’s web site, www.kmg.kz. The firm was established by Decree of the President No. 811. 
36 Oppenheimer, Changing Policies; Oppenheimer, Kazakhstan’s Energy Sector. 
37 APS Review Gas Market Trends, 24 July 2006 (http://goliath.ecnext.com). 
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contractor to increase levels of oil production, for instance, if the contractor fails to begin production or 

produces oil at a level incommensurate with the capacity of the field.
38

 

While the legal framework developed in the 1990s was designed to attract foreign investors and 

accordingly guaranteed investors against adverse changes for the first ten years, or until the expiry of the 

contract in case of long-term contracts, the guarantees were significantly weakened when the new Tax 

Code, approved by Parliament in June 2001, came into force on 1 January 2002. Among its provisions 

was a statement that taxation conditions should restore the original economic interests of Kazakhstan. In 

addition, a number of tax exemptions were abolished.
39

 

In June 2002, the government adopted Regulations for the Purchasing of Goods (Works, Services) 

Required for Petroleum Operations which forced subsoil users to buy goods, works, and services 

manufactured by Kazakhstani entities within Kazakhstan provided that such goods met certain 

requirements, and to give preference to the employment of local personnel. The regulations also 

confirmed the leading role of KazMunayGaz in such operations.
40

 

On 16 May 2003, Kazakhstan adopted, by decree of the president (No. 1095), a State Programme for 

the Development of the Kazakhstan Sector of the Caspian Sea, for the purpose of making this 

geographical area the main zone of hydrocarbon extraction in Kazakhstan and supporting the 

development of supporting infrastructure there for the oil and gas sector. On 13 July 2006, a government 

decree (No. 673) launched a second phase of the programme, encompassing the years 2006-2010.
41

 

On 17 May 2003, Kazakhstan adopted, again by decree of the president (No. 1096), a Strategy for 

Innovative Industrial Development of Kazakhstan for 2003-2015. Its purpose was to express the overall 

strategic aims and goals of the Kazakhstani government for the development of the national economy.
42

 

The Kazakhstani state was by then gaining an increasingly dominant role within the oil sector. Yet 

another new tax and regulatory regime was adopted from 2004. The amendment in the system of taxation, 

in effect from 1 January 2004, raised the government’s share of oil income to a range of 65 to 85 per cent 

and brought in an excess profit tax.
43

 In response, the 47 energy companies that made up the Kazakhstan 

Petroleum Association, a lobbying bloc representing multinational corporations, in May 2004 sent the 

government a letter in which they objected to potential laws that would give the state favourable terms on 

subsoil exploration.
44

 This changed nothing. Production costs remain relatively high and Kazakhstan’s tax 

and legal regimes are, in the opinion of many, turning increasingly unfavourable for the investor.
45

 

Moreover, the national company KazMunayGaz was granted the exclusive right to a stake of at least 50 

per cent in any new oil project implemented in Kazakhstan from 1 January 2004 onwards. Then, in 

November 2004, the laws On Oil and On the Use of Mineral Resources were amended in favour of the 

state. The Kazakhstani parliament approved amendments to the laws regulating the use of mining and oil 

operations so that the state henceforth assumed the right to priority purchase of shares in existing and 

future oil projects, indeed the option to buy out mineral rights if it so desires. These changes have since 

acted as a deterrent to new projects.
46

  

The subsoil use law was then amended by President Nazarbayev in October 2005, allowing the 

government priority rights on all strategic resources and assets in the country, thus preempting the sale of 

such assets. The government now has a pre-emptive right over stakes being released in any extractive 

industry contract. Furthermore, Kazakhstan’s energy and mineral resources minister, Baktykozha 

Ismukhambetov, stated that all deals on oil fields, including the sale of shares in any extractive industry 

                                                           
38 Oppenheimer, Kazakhstan’s Energy Sector. The law is published on Ministry of Energy and Mineral Resources 

web site, www.memr.gov.kz; and the KazMunayGaz web site, www.kmg.kz. 
39 Oppenheimer, Kazakhstan’s Energy Sector; Asian Development Bank web site, www.adb org. 
40 Oppenheimer, Kazakhstan’s Energy Sector. See, e.g., government decree No. 708 of 29 June 2002, published on 

the KazMunayGaz web site, www.kmg.kz. 
41 Oppenheimer Technical Assistance Consultants, Kazakhstan’s Energy Policy: Developing a Strategy, Working 

Paper, 27 January 2005. The programme is published on the Government of the Republic of Kazakhstan web site, 

www.government.kz; and the KazMunayGaz web site, www.kmg.kz. 
42 Oppenheimer, Kazakhstan’s Energy Policy. The strategy is published on the Government of the Republic of 

Kazakhstan web site, www.government.kz. 
43 EIA, Kazakhstan, February 2008. 
44 Oppenheimer, Kazakhstan’s Energy Sector. The Kazakhstan Petroleum Assocation maintains a web site, 

www.kpa.kz. 
45 Oppenheimer, Kazakhstan’s Energy Sector. 
46 Oppenheimer, Kazakhstan’s Energy Policy; Rudiger Ahrend and William Tompson, “The Oil Supply Potential of 

the CIS,” Beyond Transition 17: 2 (April-June 2006), 7-8; Babak, “Oil and Gas Sector,” 54; Sergey Smirnov, 

“Transnational Corporations in Kazakhstan,” Central Asia and the Caucasus 40 (2006), 55-61, on 58. 
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contract, had to go through the ministry and the minister personally. Any acquisition that was not filed 

with the ministry in this way had not occurred, he concluded.
47

 

In 2007, Kazakhstan announced that it would review all energy and mineral resources contracts, with 

the aim to generate more revenue and diversify the sources of investment. In October 2007, President 

Nazarbayev signed an amendment of the law of subsoil resources into a new law, effective from the 

following month, that allowed the government unilaterally to break contracts with energy companies. The 

law gives the Kazakhstani government two ways to terminate contracts, either by forcing the company 

into negotiations with the government, or by allowing for the repudiation of the contract with a notice 

period of, in certain cases, only two months. It also became clear that the Kazakhstani government 

considered weakening the PSA regimes, to make their terms more favourable to the state.
48

 Indeed, it has 

been suggested that the strengthening of state involvement in the oil and gas sector was to at least some 

extent a populist response with the aim to make the state appear strong. Since the present leadership 

following several years of power concentration no longer needed to fear internal contestation of power, 

the desire to accrue more revenues from energy exports and trivial populism played key roles in 

intensifying the “etatist” claims, some have suggested.
49

 Whether this apparent lack of security among 

private foreign investors will deter further investments remains to be seen. Although the legal rules of the 

game appear unstable and changing, there are still large profits to be made. 

Another worry for foreign investors is corruption. The long-lasting court case of James Giffen almost 

became symbolic of Kazakhstani corruption. Giffen, a New York investment banker, from at least 1995 

worked as an adviser to President Nazarbayev, who in this period agreed to a series of large oil contracts 

with American firms. Giffen reportedly gave some $84 million to senior officials in Kazakhstan, for 

which he in 2003 was indicted in the United States on federal bribery charges. Giffen has since claimed 

that he acted on behalf of the Central Intelligence Agency (CIA), White House, and State Department to 

help ensure that Kazakhstan’s oil and gas reserves would be controlled by American rather than Russian 

or Chinese interests.
50

 Foreign oil companies have duly noted that the Kazakhstani government is usually 

keen on the signature bonus, a vital source of upfront cash. It is commonly believed in the industry that 

the company that pays the highest bonus will get any block or field on offer.
51

 

The increasingly dominant role claimed by the Kazakhstani government in the energy sector to some 

extent mirrors developments in Russia. However, in Russia the state only began to acquire a similarly 

dominant role along these lines in 2003, while in Kazakhstan the situation began to change already in 

2002 when, as noted, the new Tax Code came into force. In Kazakhstan, KazMunayGaz, as noted, from 1 

January 2004 was granted the exclusive right to have a stake of at least 50 per cent in any new oil project 

implemented in Kazakhstan. In Russia, a similar move was seen only from 2005 onwards.
52

 It can thus be 

argued that it was Russia that followed in the footsteps of Kazakhstan rather than vice versa. However, 

Kazakhstan has been able to avoid the negative effects in the form of bad press in the foreign media that 

these changes brought with regard to Russia. 

So did, for instance, Kazakhstan on 15 January 2008 announce that KazMunayGaz henceforth would 

assume a leading role in developing the Kashagan field. Until then, Eni, Exxon Mobil, Royal Dutch Shell, 

Total, ConocoPhillips, and Japan’s Inpex owned most of the equity, with KazMunayGaz only holding an 

8.33 per cent stake. Under the new deal, KazMunayGaz acquired a 16.81 stake while the shares of the 

other firms were decreased correspondingly. President Nazarbayev called the deal a “restoration of 

justice” since Kazakhstan had lost its share of anticipated profits.
53

 

Kazakhstan’s Strategy for Innovative Industrial Development of Kazakhstan for 2003-2015 includes 

and subsumes several other strategies and programmes. In the Strategy for Development of the Energy 

Sector of Kazakhstan to 2015, the government set several priority goals in the development of the oil and 

gas industry. Among them was the need to develop a transportation infrastructure, something that is 

further elaborated in the Transport Strategy of the Republic of Kazakhstan to 2015, adopted by 

presidential decree (No. 86) on 11 April 2006, with a first stage of implementation from 2006 to 2011. 

Another priority goal was to formulate a state strategy on how to use fuel resources to raise Kazakhstan’s 

                                                           
47 Emerging Europe Oil and Gas Insight 6 (Business Monitor International, October 2006), 9. 
48 Interfax Oil & Gas Report, 27 September – 3 October 2007; EIA, Kazakhstan, February 2008. 
49 Oppenheimer, Changing Policies. 
50 New York Times, 23 December 2007; Bloomberg, 25 August 2005, reprinted by CorpWatch. If Giffen’s claims are 

correct, his might technically be a case of foreign power projection through patronage rather than mere commercial 

corruption. 
51 APS Review Gas Market Trends, 24 July 2006 (http://goliath.ecnext.com). 
52 Michael Fredholm, The Russian Energy Strategy & Energy Policy: Pipeline Diplomacy or Mutual Dependence? 

(Conflict Studies Research Centre, UK Defence Academy, Russian Series 05/41, September 2005), 9. 
53 RIA-Novosti, 14 January 2008; Kazakhstan News Bulletin 1, 18 January 2008; 2, 23 January 2008 

(www.kazakhembus.com); Petroleum Economist, February 2008. 
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status as a fuel supplier in the eyes of the great powers. The Kazakhstani government on 18 June 2004 

also adopted a Programme for Development of the Gas sector of the Republic of Kazakhstan for 2004-

2010 (No. 669), following the Concept of Gas Sector Development to 2015 (No. 25), adopted by the 

government on 11 January 2002.
54

 

Kazakhstan has not forgotten to plan for its oil and gas revenues. On 23 August 2000, Kazakhstan set 

up a National Fund that began functioning in June 2001. It was patterned on Norway’s State Petroleum 

Fund and serves to stabilise the country’s development through the use of hydrocarbons export earnings.
55

 

There is no doubt that Kazakhstan’s production of oil and gas for export is increasing. The question is 

how much would seem feasible, in particular in the light of increasing domestic demand. In 2010, 

Kazakhstan produced 81.6 million tonnes of oil. This corresponded favourably to the forecast presented 

in October 2007 by Kazakhstan’s Minister of Energy and Natural Resources, Sauat Mynbayev, that in 

2010, oil production would amount to 75 to 80 million tonnes per year. According to the same forecast, 

Kazakhstan’s oil production would in 2015 have increased to 120 to 130 million tonnes. Domestic 

consumption would be no more than 16 million tonnes per year until 2015, according to the forecast. In 

2010, domestic oil consumption reached 12.5 million tonnes.
56

 

In fact, two days after the forecast presented above, Kazakhstan’s president Nazarbayev was even more 

upbeat on production. He announced that by 2010, forecasted oil production in Kazakhstan would be over 

80 million tonnes (which as noted above has been found to correspond well to actual production), by 

2015 it would reach 130 million tonnes with domestic consumption of no more than 25 million tonnes. 

However, Nazarbayev’s forecast was still a decrease from the figure mentioned by Kazakhstan for 2015 

in previous strategies and estimates, which was 150-170 million tonnes of oil per year - henceforth 

apparently regarded as unrealistic. In the previous forecasts, Kazakhstani oil production in 2015 was 

estimated to be 90-120 million tonnes in a low-case scenario or 125-180 million tonnes in a high-case 

scenario.
57

 Most was intended for export, with the export potential estimated to stand at between 81.4 and 

111.5 million tonnes in 2015.
58

 

Gas production was in the earlier estimates again regarded in a very optimistic light, estimated to reach 

61.4 billion cubic metres (bcm) by 2010. Actual production in 2010 was 33.6 bcm. By 2015, gas 

production was at first estimated to reach 106.1 bcm, a figure then adjusted to about 80 bcm. However, 

most of the gas would be re-injected into the ground. Domestic gas consumption was expected to amount 

to 12.4 bcm in 2005 (although actual consumption was then considerably higher, 26.8 bcm), 25.9 bcm in 

2010 (actual consumption then being 25.3 bcm), and 31.2 bcm in 2015. The export potential for gas was 

estimated at approximately 13-16 bcm in 2015. Since then, forecasts about the Kashagan field has swung 

widely, often resulting in more optimistic export estimates, including with regard to exports to China.
59

 

As a further point, it needs to be emphasised that the Strategy for Innovative Industrial Development of 

Kazakhstan for 2003-2015 indicates that although Kazakhstan should aim for an eventual shift from 

extraction to processing of mineral resources, oil and gas production, ferrous and non-ferrous metallurgy, 

and chemical and petrochemical industries are to remain the core sectors of the economy. This implies 

preservation and indeed enhancement of the country’s current energy-intensive structure. There is thus no 

reason to expect energy intensity to decrease. Energy efficiency is likely to remain an elusive target for 

Kazakhstan.
60
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Production and Export Potential 
Oil and natural gas exports from Kazakhstan are growing rapidly. Export routes cross Russia and the 

Black Sea, the Persian Gulf (as swap deals with Iran; with Kazakhstani oil delivered in tankers to 

refineries in northern Iran in exchange for similar volumes of crude oil at Kharg Island in the Persian 

Gulf), and China.
61

 

Moreover, Kazakhstan is developing an internal Kazakhstan Caspian Transportation System (KCTS) to 

move future oil exports from Kashagan to international markets. This entails the construction of an oil 

pipeline from Eskene in western Kazakhstan to a new oil terminal at the port of Kuryk on the Caspian, 

just south of the present port of Aktau.
62

 Capacity has been estimated at 25 million tonnes per year.
63

 

Kazakhstan wants to develop the ports Aktau, Bautino, and Kuryk for transshipment of large tonnage 

cargoes.
64

 Oil may then be shipped across the Caspian by barge to Baku and the BTC pipeline bound for 

Turkey. The plan also entailed the build-up of a Caspian tanker fleet. The first three Kazakhstani oil 

tankers (the Astana, Almaty, and Aktau, constructed in St. Petersburg) were built in 2004-2006. They 

operate in the Caspian, from Aktau to Baku and Makhachkala.
65

 

However, there is still plenty of Russian involvement in the Kazakhstani energy sector. On 28 

November 2001, Kazakhstan and Russia signed an intergovernmental agreement on energy sector co-

operation.
66

 On 7 June 2002, Gazprom and KazMunayGaz created a joint venture on what would become 

a parity basis, TOO KazRosGaz, with the purpose to extract raw gas from the Karachaganak field (in 

which Gazprom had been involved from 10 February 1995
67

) and process it at Russia’s Orenburg gas 

processing plant. KazRosGaz became the operator of Kazakhstani export gas to Russia, Georgia, and 

Azerbaijan.
68

 

In addition, Gazprom has expressed a desire to buy shares of Kazakhstan’s state-owned gas pipeline 

operator company, AO KazTransGaz (established in 2000 and wholly owned by KazMunayGaz), and 

work to expand and modernise Kazakhstan’s gas pipeline system.
69

 

Natural gas exports from Kazakhstan’s Karachaganak field are thus moved northwards to Russia’s 

Orenburg processing plant. In the summer of 2006, Gazprom signed a 15-year agreement according to 

which it would pay $140 for Kazakhstani gas imports, up from $47-50. Kazakhstan would also get a 50-

per cent stake in a new unit of the Orenburg gas processing plant.
70

 Some observers concluded that 

Kazakhstan had used its potential support for the non-Russian Trans-Caspian gas pipeline project as a 

means to persuade Russia to agree to raise the purchase price for Kazakhstani gas.
71

 By the end of 2007, 

the price for Kazakhstan’s gas had increased to $165,
72

 and in late 2007, Kazakhstan announced its wish 

to raise the price to $190.
73

 Kazakhstan in December 2007 also announced an intention to raise the tariffs 

for the transit of Turkmenistani and Uzbekistani gas via Kazakhstan from $1.1 to $1.5-1.85 per thousand 
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cubic metres.
74

 On 11 March 2008, the heads of the gas export monopolies of Russia, Kazakhstan, 

Uzbekistan, and Turkmenistan jointly declared that from 2009, they would all sell gas at European market 

prices.
75

 While this decision for reasons of the global financial crisis did not result in immediate price 

increases, the price of gas is expected to increase in the future. 

 

Conclusion 
Kazakhstan has acquired a reputation for political stability and its energy sector forms a valued 

component of the global energy market. President Nazarbayev’s achievements are real. Yet, this paper is 

not intended as a panegyric. While Nazarbayev truly can be said to have almost single-handedly created 

modern Kazakhstan, the use of the word single-handed implies that he did so by placing himself above 

modern niceties such as parliamentary politics and the country’s often deliberately ambiguous 

constitutions. Nazarbayev has been accused of autocracy, and there have been times when his person 

indeed constituted the single executive system in the country. While the 1993 constitution provided some 

checks and balances on the presidential powers, the 1995 constitution made the president accountable to 

no other institution. Indeed, further legal developments have seen the president’s powers increase yet 

further. New legislation in 2002 on political party registration, in which the needed number of signatories 

to registration was raised from three thousand to fifty thousand, eliminated many small opposition parties. 

A restrictive media law was introduced in 2006. Yet another constitutional amendment, in 2007, enabled 

Nazarbayev to be re-elected president as long as he lives. In 2010, the new Leader of the Nation law 

increased his authority further, granting Nazarbayev the right to shape policy after retirement as well as 

immunity from prosecution.
76

 And these were only a few of the changes that over the years have 

strengthened Nazarbayev’s presidential powers. 

The constitutional and political changes that Nazarbayev has presided over have emasculated most of 

the political opposition. In addition, Nazarbayev’s restrictive media legislation has made it more difficult 

for independent media to investigate and criticize political developments. The Organization for Security 

and Co-operation in Europe (OSCE), of which Kazakhstan in January 2010 gained the rotating 

chairmanship, has repeatedly deemed Kazakhstani elections flawed and raised concerns over the 

country’s media restrictions. In the short term, such concerns are unlikely to affect Kazakhstan’s buoyant 

energy sector. However, considering that the various acts of legislation since 2002 have resulted in what 

might be called a partial re-nationalisation of the energy sector, the long-term effects are harder to assess. 

With the strong presidential powers now in place, the future prospects of Kazakhstan’s energy sector will, 

to a considerable extent, depend on the personal character of Nazarbayev’s eventual successor. 

Kazakhstan has become an important oil and gas producer. Yet it remains a landlocked state located 

between strong regional powers such as Russia and China. For Kazakhstan, the adoption of energy 

policies that allow the country to remain competitive on the global energy market must remain a key 

objective. 
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