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REGIONAL TAX POTENTIAL IN KAZAKHSTAN AS A BASIS FOR
DETERMINING THE NEED FOR GENERAL-PURPOSE TRANSFERS

Abstract

This study examines the tax potential of the regions of the Republic of Kazakhstan as a basis for determining
regional needs for general-purpose transfers. The relevance of the study is significant interregional disparities in
economic activity and fiscal capacity, as well as the need to strengthen the evidence base for intergovernmental
fiscal equalization. The aim of the study is to identify the key socioeconomic factors associated with the formation
of regional tax revenues and to assess their potential use in developing a more comprehensive assessment of
regional tax potential. The study draws on official statistical and budgetary data from the Republic of Kazakhstan
for 2021-2025. For the quantitative assessment of the relevant factors, panel data covering 20 regions for
2022-2025 are used, with region-specific fixed-effects models estimated separately for each factor. The factors
examined include gross regional product, fixed capital investment, industrial production, the number of active
small and medium-sized enterprises (SMEs), SME gross value added, average monthly wages, and employment.
The results demonstrate sustained growth in local budget tax revenues alongside substantial interregional
disparities. Six of the seven factors examined exhibit statistically significant positive associations with tax
revenues. The highest coefficient is observed for the number of active SMEs (3.161; p<0.001), followed by GRP
(1.645), industrial production (1.363), and SME gross value added (1.209). The association between employment
and tax revenues is not statistically significant. The findings support a shift from assessing regional tax revenue
capacity exclusively on the basis of actual tax revenues toward a more comprehensive assessment of potential
regional revenue capacity. Such an approach can strengthen the evidence base for determining regional needs
for general-purpose transfers and contribute to improving intergovernmental fiscal equalization in Kazakhstan.

Keywords: tax potential; tax revenue capacity; regions of Kazakhstan; general-purpose transfers; fiscal
equalization; tax revenues; fiscal capacity; intergovernmental fiscal relations; regional finance; small and
medium-sized enterprises.

INTRODUCTION

The modern system of intergovernmental fiscal relations seeks to ensure a comparable level of fiscal capacity
across jurisdictions while preserving incentives to strengthen their own revenue bases. A key element of this
mechanism is the assessment of regional tax capacity, as differences in the economic potential of jurisdictions
translate into differences in their ability to generate own-source budget revenues and, consequently, in their need
for fiscal equalization (Shah, 2007; Boadway & Shah, 2007).

For the Republic of Kazakhstan, this issue is particularly relevant given the persistent disparities in regional
economic activity and fiscal capacity. Kazakhstan's regions differ substantially in the scale of their economies,
economic structure, industrial and investment activity, development of small and medium-sized enterprises
(SMEs), and household income levels. Consequently, an identical volume of intergovernmental support does not
necessarily provide regions with equal capacity to finance expenditure obligations and deliver public services.

In the current system of intergovernmental fiscal relations in the Republic of Kazakhstan, general-purpose
transfers serve as an instrument of fiscal equalization. In determining a region’s need for such support, the
relationship between its tax potential and its estimated expenditure needs is of particular importance. Accordingly,
the objectivity of determining the volume of transfers depends directly on how comprehensively the region’s
potential capacity to generate own-source revenues is assessed.

At the same time, actual tax revenues should not be regarded as a complete equivalent of tax potential. They
reflect the realized level of revenue mobilization, whereas tax potential characterizes a jurisdiction’s capacity to
generate tax revenues based on the scale and structure of its economic activity. Therefore, relying exclusively on
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actual tax revenues when assessing fiscal capacity may provide an incomplete picture of the financial capabilities
of regions.

The relevance of this issue is further underscored by the observed dynamics across regions. Between 2021
and 2025, tax revenues of local budgets in Kazakhstan increased from KZT 3,666.4 billion to KZT 8,725.1 billion,
while substantial interregional disparities persisted. At the same time, high levels of tax revenues in individual
regions do not necessarily imply an absence of need for fiscal equalization, as such needs are determined not only
by revenue capacity but also by the expenditure needs of jurisdictions.

The academic literature provides extensive coverage of fiscal equalization, intergovernmental transfers, and
the tax capacity of jurisdictions. International studies emphasize the need to account for differences in revenue
capacity and expenditure needs when designing fiscal equalization mechanisms (Bird & Smart, 2002; Blochliger,
2014; OECD, 2019). Recent studies further highlight the ability of jurisdictions to convert economic resources into
own-source tax revenues, as well as the institutional constraints affecting such revenue mobilization (Bergeron et
al., 2024; Gafarova, 2025).

However, the existing literature provides limited empirical evidence on the comprehensive assessment of
regional tax potential as a basis for determining the need for general-purpose transfers within Kazakhstan's
specific system of intergovernmental fiscal relations. In particular, further research is needed to identify which
socioeconomic characteristics of regions are most strongly associated with the formation of tax revenues and to
what extent their inclusion can contribute to a more objective assessment of regional fiscal capacity.

The aim of this study is to assess the tax potential of the regions of the Republic of Kazakhstan and identify its
key socioeconomic determinants in order to substantiate approaches to determining regional needs for general-
purpose transfers.

To achieve this aim, the study addresses the following objectives:

1. to assess the dynamics and interregional disparities in tax revenues in Kazakhstan over the period 2021-
2025;

2. to compare regional tax revenues with the amounts of budgetary subsidies and assess differences in the
level of tax revenue capacity;

3. to examine the relationship between tax revenues and key socioeconomic characteristics of the regions;

4. to quantitatively assess the association of gross regional product (GRP), investment, industrial production,
SME development, wages, and employment with tax revenues;

5. to determine the potential for using a comprehensive assessment of tax potential to improve the
mechanism for determining regional needs for general-purpose transfers.

The scientific novelty of the study lies in shifting the focus from assessing exclusively realized tax revenues to
examining the potential revenue capacity of regions. Unlike approaches based on a single tax-revenue indicator,
this study incorporates a set of socioeconomic characteristics reflecting the scale of the regional economy,
entrepreneurial, industrial, and investment activity, as well as household income levels. To quantitatively examine
their associations with tax revenues, panel-data models with region-specific fixed effects are estimated for the
period 2022-2025.

The practical significance of the study lies in the potential application of its findings to improve approaches
to assessing regional tax capacity and determining regional needs for general-purpose transfers. A more accurate
assessment of potential revenue capacity can contribute to a more evidence-based fiscal equalization system
while preserving incentives for regions to expand their own-source revenue bases.

LITERATURE REVIEW

Tax potential is a key concept in the study of regional public finance and intergovernmental fiscal relations.
In the academic literature, it is closely associated with the concepts of the tax base, tax capacity, and the fiscal
capacity of jurisdictions. Actual tax revenues represent the realized level of revenue mobilization, whereas tax
potential reflects a jurisdiction’s capacity to generate tax revenues given its existing economic base and the
conditions under which that base is utilized.

Theoretical approaches to assessing the revenue capacity of jurisdictions have developed within the broader
literature on fiscal decentralization and fiscal equalization. Shah (2007) identifies disparities in revenue capacity
across jurisdictions as one of the key sources of horizontal fiscal imbalances and, consequently, of the need
for intergovernmental transfers. Boadway and Shah (2007) emphasize that the design of fiscal equalization
mechanisms should account not only for actual revenues but also for differences in jurisdictions’ capacity to
generate revenues and in their expenditure needs. Accordingly, the assessment of fiscal capacity represents an
essential prerequisite for the equitable allocation of equalization transfers.

An important strand of the literature concerns the relationship between fiscal equalization and subnational
governments’ incentives to mobilize own-source revenues. Bird and Smart (2002) argue that intergovernmental
transfer systems should reduce disparities in fiscal capacity without creating adverse incentives for own-source
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revenue generation. This approach highlights the need to distinguish between objectively constrained revenue
capacity and insufficient mobilization of an existing tax base.

Blochliger (2014) examines fiscal equalization through the comparison of revenue capacity and expenditure
needs and demonstrates the diversity of equalization arrangements applied across countries. A similar approach
to the relationship between decentralization, own-source revenues, and intergovernmental equalization is
presented by the OECD (2019). Within this framework, the volume of transfer support should reflect differences
in the fiscal capacity of jurisdictions while preserving incentives to develop their own revenue sources.

Recent studies have extended the traditional understanding of tax capacity by focusing on the factors that
determine the ability of governments or jurisdictions to convert their existing economic base into tax revenues.
Gafarova (2025) examines priorities for strengthening the tax capacity of municipalities, emphasizing the
importance of expanding their own revenue bases. Bergeron et al. (2024), in examining constraints on state tax
capacity, demonstrate the importance of institutional capacity in realizing the potential to mobilize tax revenues.
These findings support an understanding of tax potential as a multidimensional concept determined not only by
the volume of available economic resources but also by the capacity to effectively convert those resources into
tax revenues.

Thus, the contemporary literature points to two interrelated levels of analysis. The first concerns the formation
of tax potential, which is determined by the economic base and the capacity to mobilize tax revenues. The second
concerns the use of differences in tax capacity within intergovernmental fiscal equalization. The relationship
between these two levels is critical for determining the appropriate level of financial support to jurisdictions: the
more accurately a region’s potential revenue capacity is assessed, the more evidence-based the determination of
its need for equalization transfers can be.

At the same time, the reviewed studies indicate that tax capacity and fiscal equalization are predominantly
examined either from the perspective of general principles of fiscal equalization or through individual factors
affecting tax revenue generation. The comprehensive assessment of regional tax potential as a basis for
determining the need for general-purpose transfers within a specific national system of intergovernmental fiscal
relations remains insufficiently explored.

This research question is particularly relevant for Kazakhstan, as the country's current system of
intergovernmental fiscal regulation incorporates an assessment of regional tax potential when determining the
need for general-purpose transfers. This creates a need for empirical examination of the extent to which actual
tax revenues reflect the potential revenue capacity of regions and which socioeconomic factors are most strongly
associated with its formation.

Accordingly, the research gap addressed by this study lies in the limited empirical evidence on the relationship
between the socioeconomic determinants of regional tax potential and regional needs for general-purpose
transfers in Kazakhstan. Addressing this gap makes it possible to move beyond an assessment based exclusively
on actual tax revenues toward a more comprehensive consideration of potential regional revenue capacity as a
basis for intergovernmental fiscal equalization.

METHODOLOGY AND METHODS

Data Sources

The study is based on official statistical and budgetary data from the Republic of Kazakhstan for the period
2021-2025. The analysis draws on data from the Ministry of Finance of the Republic of Kazakhstan, the Committee
of State Revenues of the Ministry of Finance of the Republic of Kazakhstan, and the Bureau of National Statistics
of the Agency for Strategic Planning and Reforms of the Republic of Kazakhstan.

The regulatory and methodological framework of the study comprises the provisions of the Budget Code
of the Republic of Kazakhstan and the applicable methodology for calculating general-purpose transfers. Of
particular importance is the established mechanism for comparing a region’s tax potential with its estimated
expenditure needs when determining the parameters of intergovernmental fiscal regulation.

The main analytical period covers 2021-2025, which makes it possible to assess the dynamics of tax revenues,
changes in the regional revenue base, and the relationship between tax revenue capacity and general-purpose
transfers. For the econometric assessment of the factors associated with the formation of regional tax potential,
a panel dataset covering 20 regions of the Republic of Kazakhstan for 2022-2025 is used.

In this study, tax potential is defined in terms of a region’s capacity to generate tax revenues based on
its existing economic and tax base. Actual tax revenues are treated as an observable measure of the realized
component of tax potential, while socioeconomic indicators are considered factors characterizing the conditions
under which this potential is formed.

Research Indicators

To assess the factors associated with the formation of regional tax potential, a system of indicators was
developed to characterize the scale of regional economic activity and its main areas of economic performance.
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Table 1. Indicators used to assess regional tax potential

Unit of

Indicator Code Role in the study
measurement
Local budget tax Tax KZT billion Dependent variable representing the realized component of
revenues tax potential
Gross regional product ~ GRP KZT million Captures the overall scale of regional economic activity
Fixed capital investment INV KZT million Captures investment activity and the potential for expanding
the economic base
Industrial production IND KZT million Reflects the productive base and value-added generation
Number of active SMEs ~ SME Thousand entities ~ Captures the scale of entrepreneurial activity
Gross value added of SME_VA  KZT million Captures the economic contribution of SMEs and the value
SMEs added they generate
Average monthly wage ~ WAGE KZT Captures income levels and the potential tax base associated
with labor income
Employment EMP Thousand persons  Captures the scale of the labor market and economic activity

Note: complied by the authors

The selection of indicators is based on their potential relationship with the formation of the tax base. In
particular, GRP captures the overall scale of regional economic activity; industrial production reflects productive
activity; investment reflects the potential for future expansion of the economic base; and SME-related indicators
capture entrepreneurial activity and the value added generated by the SME sector. The study specifically
emphasizes the importance of considering not only the number of SMEs but also the gross value added they
generate, as the number of enterprises alone does not adequately reflect the economic performance of the
entrepreneurial sector.

Similarly, investment activity is considered with regard to the time lag in its effects on the tax base: investment
creates the conditions for expanding productive capacity, while its direct effect on tax revenues may materialize
later through increases in output, value added, and employment.

Assessment of the Relationship between Tax Revenues and General-Purpose Transfers
To assess the level of regions’ own-source tax revenue capacity relative to the budgetary subsidies received,
the tax revenue-to-budgetary subsidy ratio was calculated as follows:

TR
TR~ S

where:
K, - tax revenue-to-budgetary subsidy ratio;
TR - local budget tax revenues of the region;

S - amount of budgetary subsidies received by the region.

According to the interpretation of the indicator, its value allows the volume of a region’s own-source tax
revenues to be compared with the amount of budgetary support it receives. A value of K, >1 indicates that tax
revenues exceed the amount of budgetary subsidies, whereas K, <1 indicates that budgetary subsidies exceed
the region’s own-source tax revenues.

This indicator is used not to assess the efficiency of general-purpose transfer allocation, but to identify the
relationship between the level of regional tax revenue capacity and the region’s need for budgetary subsidies.
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Assessment of Transfer Dependence
Additionally, the local budget transfer dependence ratio was calculated as follows:

GPT
K= x 100
TR + NTR + PFC

where:

K, - transfer dependence ratio;

GPT - volume of general-purpose transfers;
TR - tax revenues;

NTR - non-tax revenues;

PFC - proceeds from the sale of fixed capital.

The indicator measures the scale of transfer support relative to the local budget's own revenue sources. An
increase in the ratio is interpreted as a greater dependence of the budget on general-purpose transfers, whereas
a decrease indicates a stronger role of own-source revenues in financing the local budget.

In this study, the indicator is used as an additional measure of fiscal autonomy, rather than as an independent
measure of tax potential.

Econometric Model for Assessing the Factors Associated with Regional Tax Potential

To quantitatively examine the relationship between tax revenues and the socioeconomic characteristics of
the regions, panel regression models were estimated.

The panel dataset covers 20 regions of the Republic of Kazakhstan over four years, from 2022 to 2025. This
structure makes it possible to account simultaneously for cross-regional differences and changes in the indicators
over time.

The natural logarithm of regional tax revenues is used as the dependent variable. The explanatory variables
are also specified in logarithmic form:

In (Taxit)= o + B In (X)) + €,

where:

Tax, - tax revenues of region i in period t;

X, - the corresponding socioeconomic factor,
a, - region-specific fixed effect;

B - estimated elasticity coefficient;

g, - error term.

The following variables were sequentially used as X.: gross regional product (GRP), fixed capital investment,
industrial production, the number of active SMEs, gross value added of SMEs, average monthly wage, and
employment.

Because the socioeconomic indicators included in the analysis are closely interrelated, each factor was
estimated separately in a single-factor panel model with region-specific fixed effects (Fixed Effects). This
specification makes it possible to assess the direction and strength of the association between each individual
factor and tax revenues without simultaneously including highly correlated explanatory variables in the same
regression and thereby exacerbating multicollinearity.

The choice of the fixed-effects specification was based on the results of model specification tests. Accordingly,
the subsequent interpretation of the econometric results is based on the Fixed Effects model.

Importantly, the econometric models do not directly estimate the unobserved level of tax potential. Rather,
they identify the socioeconomic factors statistically associated with tax revenues as an observable measure of
the realized component of regional tax potential. This distinction is important for interpreting the estimated
coefficients and for avoiding the conflation of actual tax revenues with the broader concept of tax potential.

Evaluation of the Econometric Results

Given the logarithmic specification, the coefficient B is interpreted as the elasticity of tax revenues with
respect to the corresponding socioeconomic factor.

The following statistical measures are used to evaluate the estimated models:

Fixed Effects coefficient (B) - indicates the direction and strength of the statistical association between the
factor and tax revenues;
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standard error - reflects the precision of the coefficient estimate;

p-value - indicates the statistical significance of the estimated coefficient;

R? - measures the proportion of the variation in the dependent variable explained by the model.

An association is considered statistically significant at p<0.05. In the log-log specification, a positive coefficient
indicates a positive association between changes in the corresponding factor and tax revenues, whereas a negative
coefficient indicates an inverse association.

Overall, the proposed methodology combines descriptive, comparative, and econometric approaches. First,
the dynamics and regional disparities in tax revenues are assessed. Second, tax revenues are compared with the
amounts of budgetary subsidies, and the degree of transfer dependence is evaluated. Third, panel-data models
are used to examine the statistical associations between tax revenues and key socioeconomic characteristics of
the regions. This approach makes it possible to move beyond an assessment of realized tax revenues toward
identifying the factors associated with the potential capacity of regions to generate own-source revenues.

RESULTS

Dynamics of Tax Revenues across the Regions of the Republic of Kazakhstan

The results of the study show a sustained increase in tax revenues to the local budgets of the Republic of
Kazakhstan over the period 2021-2025. Total tax revenues increased from KZT 3,666.4 billion in 2021 to KZT
8,725.1 billion in 2025, representing a 2.38-fold increase. The highest annual growth rate was recorded in 2022 at
31.4%, followed by growth rates of 24.6% in 2023, 20.5% in 2024, and 20.7% in 2025.

Table 2. Dynamics of Tax Revenues to Local Budgets of the Republic of Kazakhstan, 2021-2025

Year Tax revenues, KZT billion Growth rate compared with the previous year, %
2021 3,666.4 -
2022 4,816.5 1314
2023 6,000.0 124.6
2024 7,229.9 120.5
2025 8,725.1 120.7

Note: compiled by the author based on data from the Ministry of Finance of the Republic of Kazakhstan.

The observed dynamics indicate an expansion of the aggregate regional tax base. At the same time, the
growth in tax revenues was uneven across regions, indicating that substantial disparities in regional tax revenue
capacity persisted.

In 2025, the highest growth rates in tax revenues compared with 2024 were recorded in Ulytau Region
(29.1%), Turkistan Region (28.6%), Shymkent (25.0%), Almaty Region (21.3%), and Pavlodar Region (19.9%). In
most other regions, the increase ranged between 10% and 20%.

The dynamics across individual regions were heterogeneous. For example, tax revenues in Almaty Region
declined by 8.2% in 2023, while those in East Kazakhstan Region decreased by 6.2%. Growth resumed in both
regions in 2024.

In absolute terms, the largest volumes of tax revenues in 2025 were generated in regions with major economic
centers and substantial production capacity. Tax revenues amounted to KZT 891.8 billion in Atyrau Region and
KZT 596.2 billion in Almaty Region, whereas Abai Region recorded KZT 143.9 billion.
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Regional Tax Revenue in Kazakhstan, 2025
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Figure 1. Regional Differentiation of Tax Revenues in the Republic of Kazakhstan in 2025, KZT billion

Note: compiled by the authors based on data from the Ministry of Finance of the Republic of Kazakhstan; the geographic
visualization was generated using an Al-assisted tool.

The geographical distribution of tax revenues in 2025 confirms substantial interregional disparities in tax
revenue capacity. The largest volumes of tax revenues were concentrated in Almaty, Atyrau Region, Astana, and
several other regions characterized by a high concentration of economic and industrial activity. At the same time,
tax revenues in most regions were considerably lower, reflecting differences in the scale of regional economies
and the underlying tax base.

The observed spatial disparities indicate that relying solely on the absolute volume of tax revenues is
insufficient for a comprehensive assessment of regional tax potential. Higher tax revenues may primarily reflect
the scale of the regional economy, population size, and the concentration of specific types of economic activity.
Therefore, the subsequent analysis examines the relationship between tax revenues and key socioeconomic
factors characterizing the potential revenue capacity of regions.

Thus, an increase in aggregate tax revenues does not, in itself, eliminate disparities between regions. For a
more comprehensive assessment of tax potential, it is necessary to consider not only the absolute volume of tax
revenues but also the regions’ capacity to generate such revenues relative to the budgetary support they receive.

Comparison of Tax Revenues and Budgetary Subsidies

To assess the relationship between regional tax revenue capacity and the need for intergovernmental fiscal
equalization, tax revenues were compared with the amounts of budgetary subsidies received by the regions.

The calculated KTR ratio measures the relationship between tax revenues and budgetary subsidies. A value
of KTR >1 indicates that a region’s own-source tax revenues exceed the subsidies received, whereas KTR <1
indicates that budgetary subsidies exceed tax revenues. The indicator is not calculated for donor regions because
they do not receive budgetary subsidies.

The results demonstrate substantial differences across regions in terms of tax revenue capacity.

The highest values of the ratio were observed in Pavlodar, Almaty, and Mangystau regions, Ulytau Region,
and the city of Shymkent. In these regions, tax revenues exceeded the amount of budgetary subsidies received.
However, a ratio above one does not necessarily indicate an absence of need for intergovernmental transfers,
since the existing general-purpose transfer mechanism takes into account not only revenue capacity but also the
expenditure needs of jurisdictions.
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The dynamics of the ratio in individual regions are particularly noteworthy. In Almaty Region, the ratio
increased from 1.87 in 2021 to 2.93 in 2025; in Ulytau Region, from 1.78 in 2023 to 2.22 in 2025; and in Shymkent,
from 1.72 in 2022 to 1.84 in 2025. In Pavlodar Region, the ratio decreased from 3.17 to 2.91, while remaining at a
high level of tax revenue capacity.

At the same time, the ratio remained below one in Akmola, East Kazakhstan, Zhambyl, Kyzylorda, North
Kazakhstan, and Turkistan regions, as well as in Abai and Zhetysu regions. The highest need for fiscal equalization
persisted in Turkistan, Zhetysu, Kyzylorda, and Zhambyl regions.

Overall, the results show that an increase in tax revenues does not necessarily lead to a proportional
reduction in the need for general-purpose transfers. This is because the volume of transfers is determined jointly
by tax potential, estimated expenditure needs, the level of fiscal capacity, and the parameters of the existing
intergovernmental fiscal equalization mechanism..

Assessment of the Accuracy of Tax Revenue Forecasts

An additional aspect of the analysis involved comparing budgeted and actual tax revenues.

In 2025, planned tax revenues amounted to KZT 8,398.7 billion, while actual tax revenues reached KZT 8,725.1
billion, exceeding the plan by KZT 326.4 billion, or 3.9%. In previous years, actual tax revenues also exceeded
planned levels, by KZT 161.2 billion in 2022, KZT 174.6 billion in 2023, and KZT 84.4 billion in 2024.

The largest excesses over planned tax revenues in 2025 were recorded in Almaty (KZT 136.1 billion), Astana
(KZT 24.5 billion), Atyrau Region (KZT 24.1 billion), Karaganda Region (KZT 22.2 billion), Kostanay Region (KZT
18.2 billion), Turkistan Region (KZT 16.8 billion), Pavlodar Region (KZT 16.4 billion), and Aktobe Region (KZT 16.3
billion).

This finding is relevant to the assessment of tax potential. A systematic pattern of actual tax revenues
exceeding planned revenues may indicate the presence of additional revenue-generating capacity within the tax
base that is not fully captured in the initial revenue forecasts.

Accordingly, improving the accuracy of revenue forecasting is an important condition for the objective
assessment of regional fiscal capacity when determining general-purpose transfers.

Econometric Assessment of the Factors Associated with Regional Tax Potential

To quantitatively examine the factors associated with the formation of regional tax potential, an econometric
analysis was conducted using panel data for 20 regions of the Republic of Kazakhstan over the period 2022-2025.
A separate Fixed Effects (FE) model with a logarithmic specification was estimated for each factor.

Table 3. Results of the Assessment of Factors Associated with Regional Tax Potential
in the Republic of Kazakhstan

Standard

Factor FE coefficient p-value R? Interpretation
error

Gross regional product 1.645 0.253 <0.001 0.957 Positive and statistically significant

(GRP) association

Employment 1.483 2.262 0.512 0.872  Association not statistically confirmed

Average monthly wage 1.000 0.361 0.0056 0.924  Positive and statistically significant
association

Fixed capital investment 0.991 0.205 <0.001 0.939 Positive and statistically significant
association

Industrial production 1.363 0.205 <0.001 0.938 Positive and statistically significant
association

Number of active SMEs 3.161 0.761 <0.001 0.929 Positive and statistically significant
association

Gross value added of 1.209 0.192 <0.001 0.945 Positive and statistically significant

SMEs association

Note: compiled by the authors based on the results of the panel-data analysis.

The econometric results indicate that six of the seven factors examined have statistically significant positive
associations with regional tax revenues. The strongest estimated coefficient is observed for the number of active
SMEs, with an elasticity coefficient of 3.161 (p<0.001). This suggests a particularly strong statistical association
between the scale of entrepreneurial activity and tax revenues.
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A statistically significant positive association is also observed for GRP, with a coefficient of 1.645 (p<0.001).
Given the log-log specification, this coefficient implies that a 1% increase in GRP is associated with an estimated
1.645% increase in tax revenues, holding the region-specific fixed effects constant.

Industrial production also demonstrates a strong positive association with tax revenues, with an estimated
coefficient of 1.363 (p<0.001). The coefficient for gross value added of SMEs is 1.209 (p<0.001), while the
coefficient for average monthly wages is 1.000 (p=0.0056). The coefficient for fixed capital investment amounts
to 0.991 (p<0.001).

The coefficient for employment is positive (1.483), but the relationship is not statistically significant (p=0.512).
Therefore, the hypothesis that changes in employment are systematically associated with changes in regional tax
revenues cannot be statistically confirmed within the estimated specification.

The R? values range from 0.872 to 0.957, indicating a high degree of explanatory power across the estimated
specifications. The highest R? is observed for the GRP model (0.957), followed by the SME value-added model
(0.945), the investment model (0.939), and the industrial production model (0.938).

Overall, the results indicate that the scale of regional economic activity, entrepreneurial activity, industrial
production, investment, SME value added, and wage levels are statistically associated with the realized component
of regional tax potential, whereas employment alone does not demonstrate a statistically significant association.
These findings provide an empirical basis for considering a broader set of socioeconomic indicators when
assessing regional tax potential for the purposes of intergovernmental fiscal equalization.

At the same time, the estimated coefficients should be interpreted as statistical associations rather than causal
effects. The models identify factors associated with observed tax revenues and therefore provide an empirical
basis for assessing the determinants of the realized component of tax potential, rather than directly estimating an
unobserved level of potential tax revenues.

DISCUSSION

The results confirm that the tax potential of the regions of the Republic of Kazakhstan is a multidimensional
characteristic that cannot be fully captured by the actual volume of tax revenues alone. Between 2021 and
2025, tax revenues to local budgets increased substantially, while significant interregional disparities persisted.
This finding is consistent with the broader fiscal equalization literature, which suggests that differences across
jurisdictions should be assessed not only in terms of actual revenues but also in terms of their potential capacity
to generate own-source revenues (Shah, 2007; Boadway & Shah, 2007).

A particularly important finding is the positive and statistically significant association between GRP and tax
revenues. The Fixed Effects coefficient for GRP is 1.645 (p<0.001), with an R? of 0.957. This indicates that changes
in the scale of regional economic activity are associated with substantial changes in tax revenues even after
controlling for time-invariant regional characteristics. The finding is consistent with the theoretical proposition that
a broader economic base creates greater opportunities for generating tax revenues. However, a high GRP should
not automatically be equated with high local fiscal capacity. In some regions, economic activity is concentrated
in sectors whose tax revenues may be distributed across different levels of the budget system in ways that are
not fully captured by a simple GRP-local tax revenue relationship. The study also indicates a concentration of
economic activity in Almaty, Astana, Atyrau Region, and Karaganda Region, alongside lower tax revenue capacity
in regions with a more limited production base.

A significant finding also concerns small and medium-sized enterprises (SMEs). The coefficient for the
number of active SMEs is 3.161 (p<0.001), representing the highest estimated coefficient among the factors
examined. In addition, the association between tax revenues and SME gross value added is statistically significant,
with a coefficient of 1.209 (p<0.001). This leads to an important substantive conclusion: both the scale of the
SME sector and the economic output it generates are relevant to regional tax potential. Accordingly, assessment
of the potential tax base should consider not only the number of registered or active enterprises but also the
value added generated by the SME sector. This finding is consistent with the recent literature on subnational tax
capacity, which increasingly emphasizes the expansion of own-source revenue bases rather than the assessment
of existing revenues alone (Gafarova, 2025).

A positive and statistically significant association is also observed between tax revenues and industrial
production. The coefficient is 1.363 (p<0.001), confirming the importance of the productive base for regional tax
revenue generation. This finding is particularly relevant for Kazakhstan given the high geographic concentration
of industrial and extractive activities. At the same time, it demonstrates the limitations of relying on a single
aggregate measure of economic scale: the same volume of industrial production may generate different fiscal
outcomes depending on the sectoral structure of the economy and the allocation of tax revenues across levels
of government.

Fixed capital investment and average wages also exhibit statistically significant positive associations with
tax revenues. Their coefficients are 0.991 and 1.000, respectively, with p<0.001 for investment and p=0.006 for
wages. The relationship between investment and tax revenues is particularly relevant because investment activity
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creates conditions for expanding productive capacity, establishing new enterprises, and generating employment
and, consequently, may contribute to the expansion of the tax base over time. However, this result should be
interpreted as a statistical association rather than evidence of an immediate causal effect of investment on tax
revenues.

An interesting finding is the absence of a statistically significant association between employment and tax
revenues after controlling for region-specific fixed effects (p=0.512). This suggests that the scale of employment
alone may be insufficient to characterize regional tax potential. Tax revenue capacity depends not only on the
number of employed persons but also on their income levels, employment structure, and the productivity of
economic activity. In this respect, the statistically significant association between average wages and tax revenues
provides a more informative indication of the relationship between labor income and regional tax revenue
capacity.

Taken together, the econometric findings provide a more precise interpretation of the concept of tax potential.
It should not be regarded as a simple equivalent of actual tax revenues, but rather as a region’s potential capacity
to generate tax revenues based on the scale of its economy, entrepreneurial and industrial activity, investment,
and income levels. This interpretation is consistent with the broader understanding of fiscal capacity, according
to which revenue mobilization depends both on the underlying economic base and on the capacity to convert
available resources into fiscal revenues (Bergeron et al., 2024).

The findings also have direct implications for assessing regional needs for general-purpose transfers. The
international fiscal equalization literature emphasizes the need to consider both revenue capacity and expenditure
needs when designing equalization mechanisms (Boadway & Shah, 2007; Blochliger, 2014). In Kazakhstan's
system of general-purpose transfers, this principle is reflected in the comparison of a region’s tax potential with
its estimated expenditure needs. Consequently, inaccuracies in assessing tax potential may directly affect the
amount of intergovernmental support required.

The comparison of tax revenues and budgetary subsidies demonstrates that an increase in tax revenues
does not automatically result in a proportional reduction in the need for transfers. This is an important finding. A
region’s fiscal needs are determined jointly by its revenue capacity and expenditure obligations; therefore, a high
level of tax revenues does not, by itself, imply that the region has no need for fiscal equalization. This conclusion
is consistent with the approach of Boadway and Shah (2007), who emphasize the simultaneous consideration of
revenue capacity and expenditure needs in fiscal equalization.

At the same time, the findings highlight the importance of maintaining a balance between the equalization
function of general-purpose transfers and incentives to strengthen own-source revenue capacity. Bird and Smart
(2002) emphasize that transfer systems should not create incentives to reduce efforts to mobilize own-source
revenues. In the context of Kazakhstan, this implies that general-purpose transfers should compensate for
objectively determined differences in regional tax capacity while preserving incentives for regions to expand their
own revenue bases.

From this perspective, one of the most important findings of the study is the distinction between realized and
potential tax capacity. If the determination of regional needs for general-purpose transfers relies predominantly
on actual tax revenues, there is a risk of overlooking the economic capacity of regions to generate additional
revenues in the future. By contrast, incorporating indicators of economic scale, entrepreneurial activity, industrial
production, investment, and income levels provides a more comprehensive assessment of potential regional
revenue capacity.

The econometric estimates should nevertheless be interpreted with caution. The models identify statistical
associations rather than causal relationships between individual factors and tax revenues. Moreover, each factor
was estimated in a separate Fixed Effects model because of the close interrelationships among the socioeconomic
indicators. This approach reduces the risk of multicollinearity but does not allow the joint contribution of all
factors to be estimated within a single multivariate specification. Therefore, the findings should primarily be
viewed as an empirical basis for improving the assessment of regional tax potential, rather than as a definitive
structural model of its formation.

Overall, the findings support the theoretical proposition that regional tax potential should be assessed more
broadly than through actual tax revenues alone, since actual revenues represent only the realized component of
a region’s revenue capacity. For determining the need for general-purpose transfers, a more robust approach is
one that considers both actual tax revenues and the socioeconomic factors underlying the potential tax base.

From a practical perspective, improving Kazakhstan's mechanism for determining general-purpose transfers
may therefore depend less on increasing the volume of transfer support and more on improving the accuracy
of regional tax-capacity assessment. This would make it possible to better distinguish between regions with
objectively limited tax bases and those with substantial economic potential that is realized to varying degrees in
actual tax revenues.
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CONCLUSIONS

The study establishes that the tax potential of the regions of the Republic of Kazakhstan is a multidimensional
characteristic that reflects not only actual tax revenues mobilized but also the economic capacity of a jurisdiction
to generate own-source revenues. The findings confirm the need to incorporate this broader concept into the
assessment of regional needs for general-purpose transfers.

Between 2021 and 2025, tax revenues to the local budgets of the Republic of Kazakhstan demonstrated
sustained positive growth. At the same time, the increase in aggregate tax revenues was accompanied by
persistent substantial interregional disparities. This indicates considerable differences in the ability of regions to
generate own-source revenues and supports the need for more comprehensive approaches to assessing regional
tax revenue capacity.

The comparison of tax revenues with budgetary subsidies revealed substantial differences across regions
in their degree of dependence on intergovernmental fiscal equalization. At the same time, an increase in actual
tax revenues does not necessarily result in a proportional reduction in the need for transfers, since the need for
fiscal equalization is determined not only by revenue capacity but also by regional expenditure needs and the
parameters of the existing intergovernmental fiscal framework.

The econometric assessment based on panel data for 20 regions of Kazakhstan over 2022-2025 confirmed
statistically significant positive associations between tax revenues and most of the socioeconomic factors
examined. The strongest associations were identified for the number of active SMEs, GRP, industrial production,
and SME gross value added. Statistically significant associations were also found for fixed capital investment and
average monthly wages. By contrast, the association between employment and tax revenues was not statistically
significant.

One of the most important findings is the strong statistical association between tax revenues and
entrepreneurial activity. The coefficient for the number of active SMEs was 3.161 (p<0.001), while the coefficient
for SME gross value added was 1.209 (p<0.001). This finding highlights the importance of considering not only
the number of business entities but also the economic outcomes generated by the SME sector when assessing
regional tax potential.

The findings support a shift from an assessment of regional tax revenue capacity based predominantly on
actual tax revenues toward a more comprehensive assessment of potential regional revenue capacity. Its key
dimensions may include the scale of the regional economy, industrial and investment activity, SME development,
value added generated by economic activity, and household income levels.

From a practical perspective, the study suggests the following directions for improving approaches to
determining regional needs for general-purpose transfers:

1. Expand the information base for assessing tax potential by incorporating key socioeconomic indicators
alongside actual tax revenues.

2. Strengthen the role of SME-related indicators, including not only the number of active enterprises but also
the gross value added they generate.

3. Account for the structural characteristics of regional economies, since the same volume of GRP or industrial
production may generate different levels of local budget revenues depending on the economic structure of a
region.

4. Improve tax revenue forecasting, as the accuracy of estimates of future revenue capacity directly affects
the assessment of regional fiscal capacity.

5. Distinguish between tax capacity and expenditure needs when determining the volume of intergovernmental
support, since a high tax base does not, by itself, imply the absence of an objectively determined need for
equalization transfers.

6. Preserve the incentive function of the fiscal equalization system, ensuring that transfers compensate for
objectively determined differences in revenue capacity without weakening regions’ incentives to expand their
own tax bases.

Thus, regional tax potential can be regarded as a key element in the objective determination of regional
needs for general-purpose transfers in the Republic of Kazakhstan. Its comprehensive assessment can provide
a more accurate understanding of differences in regional revenue capacity, improve the evidence base for fiscal
equalization, and create conditions for strengthening regional fiscal autonomy.

At the same time, the study has several limitations. The econometric analysis is based on a relatively short
observation period of 2022-2025, and individual factors were estimated in separate Fixed Effects models because
of the close interrelationships among the socioeconomic indicators. Therefore, the estimated coefficients should
be interpreted as measures of statistical association rather than evidence of direct causal effects. Future research
could focus on developing a comprehensive regional tax potential index, extending the observation period, and
estimating a multivariate model that jointly accounts for both revenue capacity and expenditure needs.

Ultimately, improving the general-purpose transfer system should be based not only on the question of “how
much tax revenue a region has actually collected,” but also on "how much tax revenue the region is objectively
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capable of generating given its economic base.” Such a shift from an assessment of realized revenues to a more
comprehensive assessment of potential revenue capacity could improve the evidence base for intergovernmental
fiscal equalization in Kazakhstan.
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AHHOTauuA

WccnepoBaHre NocBALLEHO OLLEeHKE HaNoroBOro noteHumana pernoHos Pecnybamkm KasaxcTaH Kak OCHOBbI
onpegeneHns notpebHocTn B TpaHchepTax obliero xapakrepa. AKTyasbHOCTb UCCaefOBaHUA obycnoBneHa
CYLLECTBEHHON MeXPernoHanbHoOW AnddepeHumaLmen 3KOHOMUYECKON akTUBHOCTM U HasoroBon obecrie-
YEHHOCTW, a TakKe HeoHXOANMMOCTbHO MOBbIWEHNA 06OCHOBAHHOCTM MeX6HOAXKETHOrO BbipaBHMBaHUA. Llesb
NCCNefOBaHNA 3aK/IOYaeTC B BbIABNEHUM OCHOBHbIX COLMANbHO-3KOHOMMYECKMX PakTOpPOB, CBA3aHHbIX C
bopMNpPOBaHMEM HaNOrOBbIX MOCTYM/JEHWUI PErMOHOB, U ONPeAeNeHUNn BO3MOXHOCTEN WX WCMOJb30BaHMUA
AN151 KOMMJIEKCHOW OLIEeHKM MOTEeHUMaNbHOM AOXOAHOW CMOCOBHOCTM TeppuTopui. MIHPopMaumnoHHyro 6asy
nccneAoBaHNA coCTaBuan obuumanbHble cTaTucTuyeckne u BrogxeTHble gaHHble Pecnybankmn KasaxctaH 3a
2021-2025 rogpl. [1ns KONMYECTBEHHOW OLEHKM GaKTOPOB MCMOJ/Ib30BaHbI NaHebHble JaHHble No 20 pernoHam
3a 2022-2025 roabl 1 Mmogenn ¢ GUKCUPOBAHHBLIMU perMoHanbHbiMU 3QdeKTamu, OLEHEHHbIE OTAENbHO ANA
Kaxgoro daktopa. B kauectBe 06bACHAKOLMX NEPEMEHHBIX PaCCMOTPEHbI BaJlOBON PErvoHasbHbIA NPOAYKT,
WHBECTALMM B OCHOBHOW KanwuTa/, MPOMBbILLIEHHOE MPOWU3BOACTBO, KONNUECTBO JEUCTBYHOLLMX CyOBEKTOB
Manoro v cpeAHero npeanpuvHMMaTenbCTBa, BanoBasa fobasneHHas ctommoctb MCII, cpeaHsas 3apaboTHas
nnata U YNCAEHHOCTb 3aHATbIX. Pe3ynbTaTbl MCCNEAOBaHMSA MOKa3anun yCTOMUMBBIN POCT HaJAOrOBbIX NOCTYMJle-
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HUA B MeCTHble BHOAXETbI MPU COXPAHEHMM CYLLECTBEHHOW MeXpPernoHaabHon anddepeHumaunm. LLectb ns
CEMW NCCNefOoBaHHbIX GaKTOPOB MMEIOT CTaTUCTUYECKM 3HAYMMYHO MOJIOXUTENBHYIO CBA3b C HANOTOBbIMU MO-
cTynaeHusmn. Hanbonee BbICOKMIA KOIDDULIMEHT BbISIBAEH AJs KOJMYECTBA AeNCTBYOWMX cybbekToB MCII
(3,161; p<0,001), panee cnepyroT BanoBOM permoHasbHbIA NpoayKkT (1,645), NpoMbILLAEHHOE NPOU3BOACTBO
(1,363) n BanoBas gobasneHHas ctommoctb MCIT (1,209). CBA3b YUNCAEHHOCTU 3aHATbIX C HAJIOTOBLIMUW MOCTY-
NAEHUAMU CTaTUCTUYECKUN HE NMOATBEPXKAeHA. [TonyyeHHble pe3yibTaTbl CBUAETENLCTBYIOT O LieNecoobpasHoCTH
nepexofa OT OLEHKN Ha/JoroBoM 0b6ecneyeHHOCTU UCKAKUNTENIBHO Ha OCHOBE (GaKTUUECKUX HANOroBbIX MO-
CTynieHui K 6onee KOMMAEKCHOM OLIeHKe NMOTEHLMANbHON AOXOAHOW CMOCOBHOCTN PErMOHOB. Takolr NOAXOA,
MOXET NMOBbICUTb 0HOCHOBAHHOCTbL OnpeaeneHns NoTpebHOCTM B TpaHchepTax obLLero xapakrepa 1 cnocob-
CTBOBaTb COBEPLUEHCTBOBaHMIO MEXaHN3Ma MeXXOHAXXETHOroO BblpaBHMBaHWA B Ka3zaxcTaHe.
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obLero xapaktepa; MexXO6HAXETHOE BblpaBHMBaHWeE; Ha/NOroBble MOCTYMAEHWUs; duckaibHas CNOCOBHOCT;
MeXO0KeTHbIe OTHOLLEHWS; PpermoHabHble GUHaHChI; Manoe 1 CpeiHee NpeAnpPUHUMATENbCTBO.
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AHpartna

3eptTey KasakctaH Pecnybivkachk! eHipaepiHiH CanbiKTblK 1eyeTiH Xannbl CMNaTTafbl TpaHcdepTTepre KaxeT-
TiNIKTI alKbIHAAYAbIH, HEri3i peTiHae baFanayfa apHanfaH. 3epTTeYAiH ©3eKTi/ir 3KOHOMUKaNblK 6enceHainik nex
BHOAXKETTIK KaMTaMachI3 eTiNy AeHreriHAeri eHipapanblk eneyni anbipMallblabiKTapAblH 60aybIMeH, COHAal-aK,
brogxkeTapanblk TEHECTIPYAIH, HETI3AININH apTTbipy KaXeTTiiriMeH ankbiHAanaabl. 3epTTeyAiH, MaKcaTbl eHip-
NepaiH canblk TYCIMAEPIH KanbinTacTblpyMeH 6alnaHbICTbl HET3r 9N1eyMeTTiK-3KOHOMUKaNbIK dakTopaapabl
aHbIKTay XXOHe ON1apAbl CaNbIKTbIK 9/1€YeTTi HeFypJ/ibIM KelleHai 6afanaysa nanganaHy MyMKiHAIKTEPIH alkbiHAAY
6onbin Tabblnagbl. 3epTTeyaiH, aknapattblk 6a3acbiH KasakctaH PecnybavkacbiHbiH 2021-2025 Xbiigapfa
apHanfaH pecMu CTaTUCTUKaNbIK >XaHe BHAXKETTIK aepekTepi Kypaabl. PakToprapabl caHablk, Hafanay yLliH
2022-2025 xbingap apanbiFbiHaafbl 20 eHip OoMbiHWA NaHenbdik gepekTep nanganaHblibin, apbip dakTop
YLWiH eHipaik TypakTbl acepaepi bap Fixed Effects mogenbaepi xeke 6aranaHabl. 3epTreyae >annbl eHipik
©HIM, Herisri Kanutanfa caiblHFaH WHBECTULMANAP, OHEPKACINTIK OHAIPIC, WaFblH XaHEe opTa KaCiNKepiKTiH,
(LUOK) >kymbic icTen TypfaH cybbekTinepiHiH, caHbl, LUOK-TbIH, Xannbl KOCbIFaH KyHbl, OpTaLla aiblk >anakbl
>KOHE XXYMbICNEH KaMTblIfaHAap CaHbl KapacTblpblagbl. HaTuxenep >eprinikti Or0AXeTTepaiH, canblk TyCiM-
JEPiHIH TypakTbl ©cyiMeH KaTap eHipiep apacbiHAa efieyni anblpMallblIbIKTapAblH, CaKTasfaHblH KOPCETTi.
3epTTenreH XeTi dakTopAblH, anTaybl canblk TYCIMAEPIMEH CTaTUCTUKAbIK TypPFblaaH MOHAI OH 6alinaHbiC
kepceTTi. EH >ofapbl K03pduLmMeHT xymbic icTen TypFaH LLOK cybbekTinepiHiH caHbl GOMbIHLIA aHbIKTaAAbI
(3,161; p<0,001), ogaH KeWiH >annbl eHipaik eHiM (1,645), eHepkacinTik eHaipic (1,363) xaHe LLUOK-TbIH Xannbl
KocblaFaH KyHbl (1,209) kengi. XyMbicreH KamTblafaHAap CaHbl MEH CafblK TyCiMAepi apacbiHAafbl HainaHbIC
CTaTUCTUKaNbIK TypFblAaH pacTtanmagbl. ANbIHFaH HITUXKeNep OHIpAEePAiH CanblKTblK KamTaMachli3 eTilyiH Tek
HaKTbl CanblK TyciMaepi HerisiHae HaranayaaH onapAblH aneyeTTi Kipic KabineTiH HeFypabIM KelleHai 6aranayfa
KOLWYAiH OPbIHABUIbIFBIH KepceTei. MyHAal Tacin Xannbl cunatrafsbl TpaHCPepTTepre eHipAepAiH, KaXkeTTiiriH
alikbIHAQYAbIH HeTi3AiniriH apTTbipbin, KasakcTaHaafbl 6roaxeTapasblk, TEHECTIPY TETIrH XeTiagipyre biknan eTyi
MYMKIH.

TyiiH ce3aep: canbIKTbIK dNEYET; CaNbIKTbIK, KaMTamachi3 eTiny; KasakcraH eHipaepi; Xannbl cunaTtasbl TPaHC-
bepTTep; brogxkeTapanblk TEHECTIPY; canblk TyciMAepi; PUckangblk aneyeT; brogkeTapanblk KaTbiHaCTap; eHipaiK
Kap>Kbl; LIAFbIH XXaHe opTa KacCinKepikK.

148 Ne 3 (72) 2026


mailto:zzhanybayeva@gmail.com
mailto:d.kerimkulova08@gmail.com

