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MONETARY AND EXCHANGE POLICY OF KAZAKHSTAN:
CURRENT PROBLEMS AND WAYS OF IMPROVEMENT

Abstract

The National Bank of Kazakhstan continues to pursue monetary policy in accordance with the principles of
inflation targeting. As part of the medium-term strategy, the National Bank has reduced the target inflation corridor
by one percentage point in 2020. Due to the global crisis of recent years, the National Bank has set a task to keep
the inflation rate in the 4-6% corridor to stabilize the economy. The inflation rate at the end of 2020 was 7.5%. The
National Bank has set a task to reduce this indicator to the level of the target corridor of 4-6% in 2021. Also, in
conducting monetary policy, the National Bank has made decisions that have an anti-inflationary effect for the medium
term, that is, the target level will decrease by 4% in 2021 and beyond. The preservation of monetary conditions by the
regulator at a neutral level was characterized by a decrease in short-term rates after slow inflation. In 2019, against
the background of a further decrease in inflation, it was decided to raise the base rate. At the same time, market
participants may regard monetary conditions as the beginning of tightening. In Kazakhstan, the financial regulator
sets the rate depending on the size of real and expected inflation in the country, external factors that determine the
state of the balance of payments, as well as taking into account the need to maintain economic development. The
article discusses the methods of conducting the monetary and monetary policy of Kazakhstan, as well as issues and
ways to improve it.

Key words: monetary and exchange rate policy, tenge, percentage point, inflation, devaluation, budget, base
rate.

Introduction

In Kazakhstan, the situation on the foreign exchange market remains volatile. From the second
quarter to the 3rd quarter of this year, the tenge exchange rate strengthened by 1.2%. The exchange
rate depends on the balance of payments of the country that is under the influence of the balance
of inflows and outflows of foreign currency to the country’s market. It allows to minimize external
shocks and to support indicators of competitiveness of our economy [1].

The policy of floating exchange rate of tenge allows to keep gold and currency reserves. The gold
and foreign exchange reserves of the National Bank as of July 1, 2021 amounted to $ 34.9 billion,
and the assets of the National Fund — $ 57.3 billion. The total volume of international reserves is $
92.5 billion (in June, the international reserves of the National Bank of the Republic of Kazakhstan
decreased by 3.9%). According to analysts the increase in spending due to the allocation of additional
funds on social support will not make considerable impact on acceleration of inflation processes. The
risks of increasing inflation in 2019 are based on the increase in excise taxes on fuel, the persistence of
high inflation expectations, and a slight increase in wage, primarily due to an increase in the minimum
wage.

In addition, the weakening of the tenge in 2020 has not yet fully transferred to prices, which
was reflected in its impact in the first half of 2021. Despite the fact that the state budget expenditures
are reduced, transfers of the National Fund are replaced by funds from extrabudgetary funds — the
National Bank, the Common National Pension Fund including the expenses of national holdings. As
a result, the inflation rate at the end of 2019 was 5.4%, and at the end of 2020, the inflation rate was
7.5%.
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Materials and methods

The planned hike in government spending creates great risks of a sharp rise of inflation. The
economy of Kazakhstan very strongly depends on the export of natural resources therefore one of the
key objectives of economic policy is to reduce the dependence of the state budget on the situation in
the world commodity markets to maintain long-term fiscal stability. According to the International
Monetary Fund and the World Bank it is very important for Kazakhstan to move to a stable level
of non-oil deficit of the country’s consolidated budget in the range of 5-6% of GDP. For saving the
financial resources of the National Fund through the forming of savings for the future generations and
reducing the dependence of the state budget of the situation in the world commodity markets at the
end of 2016 the Concept of the formation and the currency use of the National Fund (hereinafter the
Concept) was approved by the President’s decree.

In our opinion, this document contains very important budgetary rules which allow to support
the long-term fiscal stability of Kazakhstan, which strengthens the investment attractiveness of the
country and increases the trust to economic policy of the authorities. The concrete plans were set up
in the Concept for the years from 2017 to reduce the level of non- oil deficit to 7% of GDP in 2021
and to 6% of GDP in 2025. But these plans were not implemented during 2017-2019. Such significant
recessions from the previously approved policy to reduce the non-oil deficit demonstrate the low
discipline in the implementation of the plans and the inconsistency in economic policy [2].

Main provisions

According to the analysts at the last meeting of the ruling party of Nur Otan at the end of February
the new initiatives of the welfare gain and the living standards, the housing access of citizens with
low — income, the improvement of education and health care as well as regional development were
announced.To implement the announced measures it will be required 2,350 trillion tenge, which will
be shared for three years until 2022.

1.35 trillion tenge and 1 trillion tenge were allocated from the National Fund due to the economic
return of previously overdue expenses from additional state budget revenues and improvement of
customs administration. Th additional use of the National Fund in 2019 will lead to the fact that with
good oil prices the Fund will stop growing and even slightly decrease.

The concern is that the planned sharp increase of national spending may coincide with changes
in the monetary policy of the National Bank in connection with the change of its leadership. There
are high risks of sharp strengthening of inflation in response to stimulating nature of both fiscal and
monetary policies.

The decline in inflation rates in January and February of this year has artificial character due to
administrative decrease in utility tariffs. Without reduction of tariffs the monthly inflation would be
0.8% in January and 0.9% in February, 2020 that is higher than inflation in similar months of the last
year (in January of 2019 — 0.6% of m/m, in February — 0.7%). The expenses on the social sphere are
planned for this year in the volume of 4.7 trillion tenges that makes over 40% of the total amount of
expenses of the budget [3].

Results

The monetary policy regulator will continue to have a limited impact on inflation processes in the
country as they are not monetary in nature and the effect of the transmission on price inflation will be
limited within the interest rate channel. The impact of the regulator on inflation expectations is also
limited. In 2018 the exchange rate of the national currency to the US dollar depreciated from 430 tenge
to 424 tenge while the exchange rate of tenge to the Russian ruble remained at the level of 5,5-5,6 [4].

The sentiment of Kazakhstan’s foreign exchange market participants strongly depends on external
macroeconomic changes in particular on the Russian ruble and oil prices rate. For the dynamics of
tenge the world oil prices act as the major fundamental factors (since oil is the main export goods with
a share of about 60% in structure of export) and the rate of the Russian ruble (due to the large volume
of trade with Russia). At the same time, oil prices are the determining factor in the long-term forecast
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and the increase in the volatility of the Russian ruble serves as a trigger for changes in the exchange
rate of tenge in the short term. In Kazakhstan the low rate of inflation and the reduction of external
risks including the risks of the oil price downturn provides a short-term forecast of stabilization of
the exchange rate of tenge. Rather high level of hydrocarbon prices, stabilization of GDP growth, the
growing external surplus of Kazakhstan, the inflow of foreign direct investment have a positive impact
on the exchange rate of tenge in 2019. In 2020, the repayment of external debt was slightly higher than
in 2018, which also has a negative impact on the national currency of Kazakhstan.

We believe that the National Bank of Kazakhstan in 2021 will follow its silent policy of “weak”
tenge to the Russian currency which in turn will react very sensitively to the further expansion of anti-
Russian sanctions as well as the targeted weakening of the Russian ruble from the monetary authorities
of the Russian Federation within the budgetary rule. We believe that with the average annual cost of
Brent crude oil at $ 68 per barrel and the average annual exchange rate of the Russian ruble to the US
dollar at 67 rubles the national currency will be at the level of 375 tenge per US dollar on average for
the year. As well as last year in 2021 quotations on hydrocarbons will determine the long-term trend
by pair and the changes in USDRUB pair will determine the current values of the national currency.

Kazakhstan has a lot of supporters of the policy of maintaining a weak tenge against the ruble.
First of all, it is favorable to the government and the raw exporters as the combination of high
world oil prices and weak tenge gives the strong support to their income. The National Chamber of
Entrepreneurs “Atameken” also looks positively at the weak tenge to ruble in order to support the
growth of competitiveness of Kazakh producers in their fight against Russian import. In favour of the
artificial lowering of the national currency the competition disappears — this is a kind of a peculiar
price dumping. In the case of a weak tenge paired with the ruble artificially inflated the prices of goods
and services imported from Russia.

This gives the competitive advantage to the domestic companies which make similar products.
Besides the price protection the artificial depreciation of the national currency it is regarded the lower
salaries in the country in terms of foreign currency which also gives a certain competitive advantage
in comparison with other countries. The artificial understatement creates the competitive advantages
due to the growth of inflation and decrease in welfare of the population. Especially strongly it affects
the import-dependent countries such as Kazakhstan. In other words there is an artificial redistribution
of income in the economy. Exporters (primarily of raw materials) as well as companies engaged in
the import substitution are actually “subsidized” by the population expense which will pay at higher
prices [5].

Discussion

The other negative side is that the price protection of exporters and producers due to the undervalued
rate of national currency does not lead to the growth of quality and production efficiency. There are
numerous international researches confirming it. The artificial protection against the competition from
the state does not encourage such enterprises to develop their competitiveness independently.

The weakening of the exchange rate increases the prices and reduces the demand for import
investment goods primarily equipment and components. Taking into account the fact that Kazakhstan
practically does not produce the complex equipment and the installation of the equipment is carried
out from the imported components the increase in prices for investment imports will primarily have a
negative impact on the investment plans of capital-intensive and high-tech productions.

There are numerous international researches that suggest that competitiveness of a weak national
currency is relevant only for the simple and labor-intensive companies and it limits the growth
of capital-intensive and high-tech companies. China is often cited as a positive example of the
understated national currency. There are suggestions from the recent researches that in this country
the weak yuan contributed to the growth of simple and labor-intensive industries in the period of
initial industrialization and urbanization. And after reaching a certain level of industrialization the
depreciation of the yuan has become an obstacle to economic growth and diversification [6].

Another negative side of the weak tenge is the growth of devaluation expectations. As a result of
the policy of the National Bank this figure in January 2019 was about 63.3% and in February it grew to
68%. Such large negative trends in the devaluation expectations of the population mean one thing — a
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decrease in trust to the monetary and exchange rate policy of the National Bank which ultimately will
have a bad impact on the entire economy.

First of all, the National Bank should move away from the policy of weak tenge to any currency.
It has to accustom the market that the tenge primarily depends on oil and quite a bit on ruble. For
example, when the ruble sharply weakens due to sanctions in Russia the National Bank should not
allow tenge to weaken following the ruble because it does not correspond to the economic realities in
Kazakhstan. As market prices of oil are volatile the rate of tenge to dollar will also be volatile until
we are able to diversify our economy. In such situation it is very important to develop the market of
instruments of hedging of currency risk (futures, forwards, swaps, options, etc.). Certain steps in this
direction were already taken but we are at very early stage of development of this market.

The expansion of extractive capacities on the large scale oil fields of Tengiz and Kashagan will
contribute to the economic growth both at the investment stage and subsequently through production
growth. The average cost of a barrel of Brent crude oil in 2018 was $70 per barrel increasing from $54
for barrel in 2017 though in December 2018 it reached $50 for barrel. Forecast prices for Brent crude
oil in 2021 based on the expectations of the international financial organizations are expected to be at
the level of 71 US dollars for barrel.

Monetary policy in Kazakhstan is important for the development of the economy, but it cannot
serve as a source of sustainable growth of economic potential. Factors that reflect the potential for
economic growth in the long term are labor productivity and capital changes, as well as the speed of
introduction of new technologies. The National Bank cannot influence the productivity of production
factors and the introduction of technologies by means of monetary policy. In order to maintain price
stability, the Central Bank influences the dynamics of domestic demand and, as a result, the state of the
use of production factors. Thus, monetary policy is not the economic potential itself, and, therefore,
affects the deviation of economic growth rates from the potential.

In our opinion, this situation develops as a result of the preservation of structural problems in the
economy, the dominance of the raw sector with the weakness of the medium-sized businesssegment,
the collected internal problems of the banking system, the significant predominance of the state in
the economy. Despite the good growth of economy there is a rather weak growth of deposits in the
banking sector. The main driver of the growth of deposits in 2020 was the growth of deposits of the
population, while the dynamics of growth of deposits of the corporate sector shows stagnation. In our
opinion, the lack of growth of corporate deposits is due to the significant withdrawal and placement of
foreign currency earnings of exporters on the foreign currency accounts in foreign banks.

It should be noted that the significant mobility of deposits in 2020 grow up, primarily corporate
between banks caused by the withdrawal from the market of a number of banks, the emergence of
problems in Tsesnabank, the movement of deposits to large banks and banks with foreign participation.

Concerning exchange securities market it is possible to note that the National bank together with
the Kazakhstan Stock Exchange (KASE) also realized a number of initiatives such as the transition
of calculations of the official rate of tenge to US dollar since October 1, 2018 to the T+1 scheme, the
introduction of the Institute of the central counterparty on the currency market of KASE from October
1, 2018. The debut issue of eurobonds denominated in tenge international financial institution on the
platform of the Kazakhstan Stock Exchange with carrying out payments in tenge took place. This
placement was the first issue of securities of the Issuer with AAA credit rating on the KASE platform.

In 2019, the National Bank retained the current set of instruments as permanent access operations,
which includes direct and reverse REPO operations, currency swap on the Kazakhstan Stock Exchange,
deposits of second-tier banks with the National Bank. As operations of the open market it is planned
to use the auction of notes of National Bank, an auction for purchase of securities with the return sale
(a credit auction). In addition to the current operations of the open market it is planned to introduce a
deposit auction as an alternative to short-term notes with a circulation period of 7 days [7].

The credit portfolio of the banking system shows no significant growth. This result was influenced
by the withdrawal from the system of a number of banks and the redemption of problem loans
“Tsesnabank™ in the amount of 450 bn tenge. Also, the overall dynamics of the loan portfolio includes
the implementation of significant write-offs of previously hidden problem loans and their replacement
with new loans, mainly in the corporate lending segment. At the same time, the reduction in the
corporate loan portfolio was replaced by a significant increase in retail lending, which showed an
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increase of more than 15% since the beginning of the year. Such a high growth dynamics of the retail
sector both in lending and in attracting deposits reflects a significant increase in the focus of most
banks in the sector on servicing the population.

From 2019 to the current 2021, the trend of further deterioration of the financial situation of
second-tier banks continues. This process is happening, firstly, because of the financial downturn
caused by the global pandemic, and because of the inefficient business models of these banks and
increased competition for high-quality borrowers and depositors with large banks.

The transition to more active lending and the growth of the share of the banking sector in the
economy are possible only after the resolution of a number of structural problems in the economy and
the construction of a more effective market mechanism for the provision of financial services. Thus,
the total number of applications for mortgage loans under the 7-20-25 program in 2019 amounted
to 11,021 in the amount of 125.4 billion tenge. 75.2 billion 6450 applications were approved for the
amount of 60.4 billion tenge. 5,085 tenge-denominated loans were issued. And in 2020 — 10,207
(120.8 billion tenge). Retail crediting, as well as in general emphasis on service of the population (card
products, online banking) will continue to act as the main driver of development of a banking system
of Kazakhstan. The growth of large business deposits will be positively influenced by the restoration
of confidence in the banking system and fairly good economic growth expected in 2021-2022. As a
result of the recovery of income growth, deposits will continue to grow, which will be slightly higher
than the results of 2019. The growth of retail lending will continue to show high rates, continuing
the current dynamics with a gradual slowdown. The growth of corporate lending will remain rather
restrained and will be significantly lower than the nominal GDP growth. The increase in corporate
lending will mainly depend on the resolution of structural problems and the growth of the share of
small and medium-sized businesses in the economy [8].

In order to avoid a repetition of the situation with the policy of high-risk banks, as well as to
strengthen the mandate of the National Bank for regulation and supervision, a risk-oriented approach
has been introduced into the supervisory process since January 1, 2019. In addition, we are moving
to the regime of resolution and settlement of problem banks (Recovery and Resolution tools), which
provides for mechanisms of forced restructuring of the bank’s obligations. These innovations are
implemented in Kazakhstan’s practice, taking into account the international experience implemented
in the European Union, the United States, as well as in the Euroasian Economic Union, in particular,
following the example of Russia and Belarus. The reasoned judgment will be used in the part of
coordination of management and shareholders, assessment of adequacy of the created provisions,
determination of the persons connected with Bank by the special relations, and also an assessment of
systems of risk management and internal control. The purpose of the introduction of the Institute of
judgment is to prevent the risks of financial institutions at an early stage in order to protect the rights
and interests of investors, customers and other interested counterparties.

The model of risk-based supervision allows to identify risks and shortcomings in the activities of
banks in advance in order to take effective measures to eliminate and subsequently prevent such risks.
The National Bank took the methodology of SREP (Supervisory Review and Evaluation Process)
which is recognized as the European Central Bank and is applied in the countries of the European
Union as a basis and also corresponds to the last recommendations of the Basel Committee on banking
supervision.

Conclusion

The coordination of monetary, budgetary and monetary policy is a necessary condition for
sustainable development of Kazakhstan’s economy. Taking into account the economic characteristics
of Kazakhstan we can reduce the real interest rate thereby improving the effectiveness of the above
mentioned policies, subject to several mandatory conditions:

¢ The efficiency and independence of monetary policy of the National Bank is necessary.

¢ The transparency, predictability and stability of fiscal policy is necessary.

¢ There is a need for clear coordination and close coordination of monetary and fiscal policies.

¢ The rate of tenge should not be artificially weakened.
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KA3AKCTAHHBIH AKIHA-HECHUE KOHE BAJIIOTAJIBIK CASCATDI:
KA3IPI'T 3AMAHYBI MOCEJIEJIEP )KOHE OHBIH KETIJIAIPY KOJIJAPBI

Angarmna

Kazakcran ¥ATThIK OaHKI HHOIAISITBIK TAPTETTEY KaFUAaTTapblHa COUKEC aKIIa-KPeIuT cascaThlH JKYPri3yi
xanracTeipyga. Opta Mep3imai crparerus menoepinne ¥urTelk bank 2020 x. MHQISMIUAHBIH HBICAHAIBI TOTI31H
0ip maibI3ABIK TapMakka TeMeHneTTi. COHFbI KbULIAPIArbl QJEMIIK Jaraapbicka OalaHbICThl YJITTHIK OaHK
9KOHOMUKAHBI TYPAKTAHABIPY YIIIH UHQISAIUS qeHreiiH 4-6% nomi3inie cakray MiHAeTiH Koiapl. 2020 K. COHBIHIA
uHQIAMS aeHredi 7,5% xypaabl. YATTHIK 0aHk Oyi1 kepceTkimTi 2021 x. 4-6% HbICAaHAIBI TOJTi3 ICHTeHiHe NeiiH
TOMEHJETY MiHZICTiH Koiael. CoHMai-aK, aKIia-HeCcHe CasiCaThIH XKYPrizyne YJITTHIK OaHK opTa Mep3iMIi Ke3eHre
WHOIAIISIFA Kapehl ocep eTETiH IenrimMaep KaObuiaaasl, SFHA HeIcaHanbl aeHrei 2021 k. 4%-ra jxoHEe omaH opi
TeMeHzeH Oepeni. PeTTeymIiHig akma-KpeauT MIapTTapblH OedTapan aeHreiiie cakTaybl 0asy MHGIIIUIIaH KeHiH
KbICKa MEp3iMIi MeJiepieMenepain TeMeHaeyiMen cunartainasl. 2019 k. uHQISMUSHBIH OJaH Opi TOMEHCYI
asiChIHa 0OasaiblK MeJIIepiieMeHl KeTepy Typaibl Imemim KaOburmazbl. Ockl peTTe, HapbIK KaThICYIIBLIAPHI
aKIa-HeCHe IMIAPTTapbIH KaTaHIATyAbIH OacTaysl peTiHme Oaranaybl MyMKiH. KazakcTanma KapKbUIBIK PETTEYIIL
eNJIeri HAaKThI JKOHE KYTUIETiH WHQISIIUSHBIH MOIIIEPiHe, TOJeM OaNaHCHIHBIH JKAaFIalblH aHBIKTAUTBIH CHIPTKbBI
(hakToprapra, COHIai-aK YKOHOMHUKAIBIK JaMyIbl KOJNaay KaKETTUTITiH ecKepe OTHIPHIN MeJIepiIeMe Oenriaen .
Maxkamaga KasakcTaHHBIH akIIa-HECHE >KOHE BajIOTa CasCaThbIH JKYPTi3y OIICTepi, COHIAH-aK OHBI JKETUIAIpY
MoceJiesepl MeH XKoJIapbl KapacThIPbUIAJIbL.

Tipek ce3mep: akia-HECHE JKOHC BAJIOTAJBIK Cascar, TCHre, MAWBI3NBIK TapMaK, WHQISAIM, ICBaIbBAIINS,
OromKeT, 0a3aIBIK MOIIIepIeME.
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JAEHEKHO-KPEJJUTHASA U BAJIIOTHASA INOJIMTHUKA KA3AXCTAHA:
COBPEMEHHBIE INPOBJIEMBI U IIYTU COBEPIIEHCTBOBAHMUSA

AHHOTANUA

HannonaneHslit 6ank Kazaxcrana nponomkaeT NpoBOJUTE JCHEKHO-KPEANTHYIO TIOJIUTUKY B COOTBETCTBHU C
MIPUHIUTIAMA WHQIIAIIHOHHOTO TapreTUPOBaHMA. B paMkax cpemHecpodHOU cTpaTerumu HarbOaHK CHH3WI IeIeBOM
KOpHI0p HHMISINN Ha OOUH MPOIeHTHBIN MyHKT B 2020 1. B CBSI3M ¢ MHPOBBIM KPHU3UCOM MOCTeTHIX JIeT Harbank
MOCTaBUII 3374y COXPAHUTh YPOBCHb MHQIIAMK B KOpuaope 4—6% i cTabMIn3aiiui SKOHOMUKH. YPOBCHb HH-
(st Ha koHert 2020 1. coctaBui 7,5%. Harndank nmocraBuil 3a1au4y CHU3UTh 3TOT IOKa3arellb /10 YPOBHS LIEJIEBOTO
xopugopa 4-6% B 2021 1. Takke B IpoBeIeHUN AEHEKHO-KPEIUTHON NONMNTHKN HanmoHansHbpIM OaHKOM TIPHHSTHI
pelIeHNS], OKa3bIBAIOLINE aHTUMH(ISIIIMOHHBIN 3((EeKT Ha CPEAHECPOUHBIN IEPHO, TO €CTh LENIeBOI YPOBEHb CHU-
3utcst Ha 4% B 2021 1. u nanee. CoxpaHeHne IEHEKHO-KPEIUTHBIX YCIOBHI PEryIsITOPOM HA HEHTPAILHOM yPOBHE
XapaKTepH30BaJIOCh CHIKCHNEM KPAaTKOCPOYHBIX CTaBOK mocie MemienHon nHdsmuu. B 2019 . Ha hoHe mampHEN-
IIEro CHWKEHUSI MHQIISALIUK ObLJIO NPUHATO PELICHUE O MOBBIIICHUH 0a30Boi cTaBKH. [Ipy ATOM y4aCTHUKH phIHKA
MOTYT PaclleHHBaTh KPEIUTHO-ICHEKHbBIE YCIOBUS KaK Havyajo yxkecroueHus. B Kazaxcrane ¢punHaHCOBBIH peryss-
TOp yCTaHABJIMBAET pa3Mep CTABKH B 3aBUCUMOCTHU OT pa3Mepa peajbHON U 0KugaeMol HHQIISIIUY B CTpaHe, BHEII-
HUX (HaKTOPOB, OTMPEEIIAIONINX COCTOSHHUE [UIATEKHOT0 OaaHca, a TAaKKe C y4eTOM HEOOXOIUMOCTH TTOIEPKaHUS
SKOHOMHYECKOTO Pa3BUTHA. B cTaThe paccMaTpuBaroTCs METOIBI IIPOBEICHUS ICHEKHO-KPEAUTHOHN 1 BaIIOTHOI MO~
mutuky Kazaxcrana, a Takke BOIPOCHI U ITyTH €€ COBEPIICHCTBOBAHMUSL.

KiroueBblie cjioBa: ICHEKHO-KPEIUTHAS M BAJIIOTHAS MOJUTHKA, TCHIE, MPOICHTHBIN MYHKT, UHQISAINS, Jc-
BaJbBaIlus, OIO/DKET, 0a30Bast CTaBKa.
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