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Kazakhstan: low impact for asset prices,
but a wakeup call for geopolitical risk

= Unrest in Kazakhstan and its geopolitical implications: On 2 January, protests began
in western Kazakhstan triggered by a sharp rise in fuel costs, but reflecting broader political
discontent. The almost immediate response from the Collective Security Treaty
Organization (CSTO, a Russian version of NATO) shows the close relationship between
the Russian and Kazakhstan governments. It is the first time that its protection clause has
been activated by the intergovernmental military alliance, disclosing potential geopolitical
consequences for the region, where Russia and China both take a leading role in
maintaining the stability of the region. The CSTO assistance, coupled with an absence of
clear leadership representing the protesters, have restored order in the central Asian
country.

= Economic and investment implications: Kazakhstan is a significant commodity exporter.
The country is a minerals-rich state (it is the world’s largest uranium miner). Despite the
high risk of supply-chain disruptions, so far mining operations have not been affected by
these events and which. had a quite muted impact on Kazakh asset prices. However, if the
protests continue, they could impact on the mines and production facilities, putting Kazakh
assets under pressure.
Kazakhstan has shown stability and relative openness to foreign investment in central Asia
following the dissolution of Soviet Union. The country presents a solid fiscal and external
balance sheet and, in this respect, rating agencies consider its sovereign bonds as
investment grade debt. Political unrest will be followed by increased government
expenditure, affordable for a country which has significant fiscal buffers.
On the equity side, investors are waiting to see what impact recent events will have on the
privatisation pipeline in the country. In particular, a couple of IPOs were due to come to the
market in the first quarter of this year and, given recent events, these are expected to be
delayed. Regardless of any delays, the expectation remains that the country will continue
its trajectory towards greater economic openness and the privatisation of assets.

Reason behind recent turmoil

Kazakhstan, a vast country of 18 million that shares borders with Russia and China, has been
in the news during the past week because of widespread protests and violence. A rise in fuel
prices seems to have triggered the demonstrations, although there may be other
reasons for discontent such as the desire for political change. This has led to the dismissal
of the cabinet and President Tokayev has removed the former President, Nursultan
Nazarbayev, from his position as the Head of the Security Council. Nazarbayev was president
of the country for almost thirty years before his resignation in 2019. Tokayev, a close ally of
Nazarbayev and former Prime Minister and Foreign Minister, was elected president in 2019.

The protests, which resulted in human and physical damage, seem to have calmed down
following the announcement of measures that include scrapping the contentious fuel price rise,
price controls on some essential food items and a reshuffling of the government. Thousands
have been arrested and the internet was cut which has since been resolved. Tokayev also
called for the help of the Collective Security Treaty Organization (CSTO)', which is
currently present in the country as a peacekeeping force in order to guard strategic
facilities and back up the country’s armed forces if necessary. The president proposed a
new government to Parliament on 11 January, and additional new economic measures could
also be announced. At the time of writing, Tokayev has confirmed a date for the troops to

1 Comprised of Russia, Belarus, Armenia, Tajikistan and Kazakhstan.
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“Political unrest will
likely subside and
be followed by
increased
government
expenditure, which
is affordable for the
country as it has
significant fiscal
buffers.”

“The overall impact
on Kazakh asset
prices has been
rather muted,
reflecting investors’
views that
fundamentals are
strong and the fact
that the country’s
strategic oil and gas
assets were not
affected by the
unrest.”

withdraw after talks with the other heads of CSTO states. Commencing the evacuation of these
military forces shows the situation has been restored and stabilised.

It is likely that the current political unrest will subside, as it did with previous protests
in Kazakhstan (also triggered by dissatisfaction about the unequal wealth distribution),
and will be followed by increased government expenditure.

Separating the economic from the political, following news that beyond Almaty (the country’s
largest city) the situation has calmed and appears to be coming under control within Almaty,
the expectation is that the economic situation will normalise with internet services being
restored, banks reopening and business operations normalising.

Impact on economic outlook and investment consequences

Kazakhstan is a country rich in mineral resources including uranium (40% of global output),
coal (9th globally), oil (17th globally) and natural gas (24th). While there has been some
volatility in the markets with uranium prices spiking and with some Kazakh assets
underperforming, we do not expect the impact to be long-lasting.

In terms of the fiscal measures to appease the public, they may lead to the budget deficit
increase, but this should be affordable for the sovereign which has significant fiscal
buffers. However, if the social and political instability were to last longer, there could be more
serious implications for GDP growth, foreign direct investment and capital flight by the locals.

The impact on Kazakh asset prices has been rather muted, reflecting investors’ views
on strong fundamentals underpinned by a favourable outlook for commodities and
relatively light positioning.

Kazakh fixed income assets moved in an orderly way flowing the political developments
in the country. External sovereign debt widened by 10-20 basis points (5yr CDS), whereas
the reaction of quasi-sovereign bonds was slightly larger, with these assets widening by around
30 basis points for the 10yr sector. The main reasons for this fairly muted market reaction
was the solid fundamentals of Kazakhstan and the fact that the country’s strategic oil
and gas assets were not affected by the unrest.

On the local currency side, the market was closed during the unrest and FX trading only
resumed on 12 January. However, within offshore FX trading, the Kazakh Tenge weakened by
about 1.5-2%. We expect the Central Bank of Kazakhstan to support the FX market and
smooth any volatility in the short term.

However, if political risks linger Kazakh assets may come under pressure. We will continue
monitor these political risks and the impact of any new measures on the economy to assess
the potential investment implications.

Equity investors are also waiting to see the impact of recent events on the privatisation
pipeline in the country. In particular, a couple of IPOs were expected to come to the market
in the first quarter of this year, and given recent events it is anticipated that these will be
delayed.

Regardless of any delays, the expectation remains that the country will continue on its
trajectory towards greater economic openness and the privatisation of assets.

Amundi

ASSET MANAGEMENT




Kazakhstan | January 2022

AMUNDI INVESTMENT INSIGHTS UNIT

The Amundi Investment Insights Unit (AllU) aims to transform our CIO expertise, and Amundi’'s overall investment
knowledge, into actionable insights and tools tailored around investor needs. In a world where investors are exposed
to information from multiple sources we aim to become the partner of choice for the provision of regular, clear, timely,
engaging and relevant insights that can help our clients make informed investment decisions.

Discover Amundi Investment Insights at www.amundi.com @@

Definitions

= Balance of payments (BoP): A statement/record that summarises all transactions that a country's individuals, companies, and government
bodies complete with individuals, companies, and government bodies outside the country.

= Credit Default Swap (CDS): A credit default swap (CDS) is a financial swap agreement that the seller of the CDS will compensate the buyer
in the event of a loan default or other credit event.

= FDI: Foreign direct investments.

= EX: FX markets refer to the foreign exchange markets where participants are able to buy and sell currencies.

®= |nvestment grade: Refers to securities issued by an issuer of negotiable debt securities (Treasury bonds...) or bonds for which the Standard
& Poor’s rating is greater than or equal to BBB-. 'Investment grade' bonds are considered by the various rating agencies as having a low risk
of non-repayment.

= Quasi sovereign: companies wholly or partially owned by the government.

Important information

The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not be used as a basis
for or a component of any financial instruments or products or indices. None of the MSCI information is intended to constitute investment advice or
a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such. Historical data and analysis
should not be taken as an indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on
an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of its affiliates and each
other person involved in or related to compiling, computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly disclaims
all warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and
fitness for a particular purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI Party have any
liability for any direct, indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) or any other damages.
(www.mscibarra.com). In the European Union, this document is only for the attention of “Professional” investors as defined in Directive 2014/65/EU
dated 15 May 2014 on markets in financial instruments (“MIFID”), to investment services providers and any other professional of the financial industry,
and as the case may be in each local regulations and, as far as the offering in Switzerland is concerned, a “Qualified Investor” within the meaning of
the provisions of the Swiss Collective Investment Schemes Act of 23 June 2006 (CISA), the Swiss Collective Investment Schemes Ordinance of 22
November 2006 (CISO) and the FINMA’s Circular 08/8 on Public Advertising under the Collective Investment Schemes legislation of 20 November
2008. In no event may this material be distributed in the European Union to non “Professional” investors as defined in the MIFID or in each local
regulation, or in Switzerland to investors who do not comply with the definition of “qualified investors” as defined in the applicable legislation and
regulation.

This document is solely for informational purposes. This document does not constitute an offer to sell, a solicitation of an offer to buy, or a
recommendation of any security or any other product or service. Any securities, products, or services referenced may not be registered for sale with
the relevant authority in your jurisdiction and may not be regulated or supervised by any governmental or similar authority in your jurisdiction. Any
information contained in this document may only be used for your internal use, may not be reproduced or redisseminated in any form and may not
be used as a basis for or a component of any financial instruments or products or indices. Furthermore, nothing in this document is intended to
provide tax, legal, or investment advice. Unless otherwise stated, all information contained in this document is from Amundi Asset Management
S.A.S. and is as of 10 January 2022. Diversification does not guarantee a profit or protect against a loss. This document is provided on an “as is”
basis and the user of this information assumes the entire risk of any use made of this information. Historical data and analysis should not be taken
as an indication or guarantee of any future performance analysis, forecast or prediction. The views expressed regarding market and economic trends
are those of the author and not necessarily Amundi Asset Management S.A.S. and are subject to change at any time based on market and other
conditions, and there can be no assurance that countries, markets or sectors will perform as expected. These views should not be relied upon as
investment advice, a security recommendation, or as an indication of trading for any Amundi product. Investment involves risks, including market,
political, liquidity and currency risks. Furthermore, in no event shall Amundi have any liability for any direct, indirect, special, incidental, punitive,
consequential (including, without limitation, lost profits) or any other damages due to its use.

Date of first use: 13 January 2022.
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by the AMF under number GP04000036 — Head office: 90 boulevard Pasteur — 75015 Paris — France — 437 574 452 RCS Paris — www.amundi.com.
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