A b. Kanazamosa, B.H. Cudopenxo, 51-57 / Dxonomura: cmpamezus u npakmuxa, Ne 4 (15), 2020 a.

Print ISSN 1997-9967 /online ISSN 2663-550X
MPHTH: 06.73.07
JEL 06.73.07

Monetary policy of the National bank of Kazakhstan:
chronological analysis and assessment

I B. Kanararosa!, B.H. Cugopenko?

Received: September 10,2020  Revised: November 05,2020  Accepted: November 15, 2020

Tyiiin

Makana/a aKia-KpeuT casicaTbIHbIH eJI/1iH 9KOHOMUKAIIBIK TaMYbIHIaFbl POJIi MEH OPHBIH aHBIKTay MaKcaThl
kapacteippitFad. AKIL monmapbiHa KaTBICTHI BalfoTa OaFaMBIHBIH ©3TepyiHe TUHAMUKAIBIK Oaranay >Kypri3iimi.
¥Yarreik BaHKTIH Jarmapbic SKarmalbIHAAFbl cascaThl JOUWCKTI TYPAC TajlaHbIl, OarajaHaibl. AKIIa-KPEIUT
casiCaThIHBIH KOJIaHBUIATHIH KYpPaJIAapblH HETi3/Iey YIIIH WHBECTHISUIBIK (DYHKIMSIHBI SKOHOMETPHSUIBIK Oarasay
KYprizinmi. Bamrora HapeIFBIHAA aNBITICATAPIBIK MIA0YBUIIAPIBIH TYBIHAAYBIHBIH KaXXETTI IIapTTaphl allbUIafbI.
Ka3aKCTaH YLHIH CCCHTCITICH MHBCCTULIMAIBIK MOACIIb I/IH(i)J'IHIII/IHHI)IK TapreTrey casdcarbl OPHBIKTBI 9KOHOMHUKAJIBIK
ecylli KaMTaMachl3 eTe aJMai/Ipl JereH KOPBITBIH/BI jKacayFa MYMKIHJIIK Oepemi.ABTOpiap BallloTa HapbIFbIHIA
aJIpIIIcaTapIblK malyblIIapAbIH Maija 00Ty bIHBIH KasKEeTTI APTTAPhIH amIThl. OChI 3aH/IBUIBIKTAPFa CYHEHE OTBIPHIII,
OpTaJIbIK OAHKTIH aJIbITICATAPIIBIK MIa0ybULIAPBIH aJIbIH-a)Ty OOMBIHIIA YIII HYCKACHI YCHIHBUIIBI. DKOHOMETPHSUIBIK,
ecemnreyiep Tikenel xoHe MopThenbaiK HHBECTUIMSIIAPBIH JHHAMHUKACH SKOHOMHKAHBIH JKETEKII calaJlapbIHbIH
pEeHTAa0eNpAIITT MEH BajioTa OaraMbBIHBIH e3repyiHe OaiaHbICTBI JeTeH TYKBIPBIMAAPABI pacTambl. ©O3apa
0ailJIaHBICTBIH aHBIKTAJIFAH ePEKIIEIIKTepl MHQIALMSIIBIK TAPTreTTey casicaTblH KOJIaHy MYMKIHZITIHE aiTapibIKTai
HIeKTeysIep KOs/IbI, O KbICKa Mep3iM/Ii Ke3eH e HHQISIUS ASHICHiH HpICaHaIbl KOPCETKIITepre IeHiH TOMEeHeTCe
7€, y3aK Mep3iMIl MepCleKTHBaa SKOHOMUKAIIBIK ©CYy MEH OaraHBbIH TYPaKTBUIBIFBIH KaMTaMachl3 €T€ aaMaiiibl.
ABTOpIIap MaKPOAKOHOMHUKAIIBIK PETTEY/Ie aKIIa-KpeIuT casicaTbl MaHbI3/bl POJI aTKapa/bl, ajaiijia SKOHOMHKAHBIH
IIMKI3aTKa OaFbITTATYBl aKIIa-KPEeIUT CasCaThIHBIH KJIACCHUKAIIBIK KypallIapblH NalaananyFa HIeKTey KOsIbl AereH
KOPBITBIH/IBIFA KEJII.

Tytuiin co30ep: SKOHOMHKAJIBIK OCY, aKllla-HeCHE casicaTbl, HHQISIIUSUIBIK TapreTTey, MHBECTHIUSIIAP, BaIOTa
Oarampbl.

AHHOTANUA

B crarbe npecnenyercs 1enb ONpeeNeHNsT PO U MECTA JICHEKHO-KPEAUTHON MOJTUTHKH B SKOHOMUIECKOM
pa3BuTuu cTpanbl. [Ipu mpoBeneHnH XpOHOJOTMUECKOrO aHajinu3a BHUMaHHUE aKIIEHTHPYETCS Ha MEepuojax pe3Koi
JIeBaJIbBAllMA HAIMOHANBHOW BamoThl. IlpoBeneHa nnHamMuueckas OLIEHKA W3MEHEHHUS BaJIOTHOIO Kypca IO
orHomernnto K moiutapy CIIA. TlocmemoBarenbHO aHAMU3UPYETCSs W OLEHUBACTCS IMONUTHKAa HannoHaIhHOTO
Oanka B ycinoBHsX kKpusuca. [IpoBeseHa s5KoHOMETpUUECKasi OlleHKa WHBECTHLIMOHHON (QYHKIMU JUIs 000CHOBaHUE
MIPUMEHSEMBIX UHCTPYMEHTOB JEHEKHO-KPEAUTHOU MONUTHKU. OCHOBOM AJI MOCTPOCHHS MOAETH MOCIYXKHIN
CTaTHCTHYECKHUE TaHHBIC B KBapTAJIbHOM pa3pe3e 3a MocienHue  Jecsrh jeT B KazaxcraHe. ABropamm ObuTH
PACKpPBITBL HCO6XO[[I/IMI)IC YyC10BUA BO3HUKHOBCHU S CIICKYJIATUBHBIX aTaK Ha BaJIIOTHOM PBIHKEC. OCHOBBIBAsSICh Ha ATUX
3aKOHOMEPHOCTSX, NMPEUIOKEHBI TP BapuaHTa AeicTBus LlenTpansHoro banka mo npeaoTBpalleHuIo CHEKYIATUB-
HBIX aTaK. OKOHOMETPHUYECKHE PacdeThl TAK)KE MOATBEPIAWIN BBIBOIBI, YTO AMHAMUKA HPSMBIX M HOPTQETBHBIX
WUHBECTHIIMI 00ycCllOBJIeHa PEHTA0ENBHOCTBIO JIMAMPYIONMX OTpaciell SKOHOMHUKH W  HM3MEHEHHEM BalllOTHOTO
Kypca. BbIsBiIeHHBIE 0COOEHHOCTH B3aMMOCBSI3M HAKJIABIBAIOT CYIIECTBEHHBIE OTPAHHYCHHS Ha BO3MOXKHOCTH
WCIIONIB30BaHMSl  TIOJUTUKH WHQIISIMOHHOTO TapreTHPOBAHMSA, KOTOpas XOTS W CHWXKAET YPOBEHb HWHQISINU
JI0 1IEJIEBBIX IOKa3aTejeld B KPaTKOCPOUHOM IIEPUO/IE, HO B JOJITOCPOYHOM MEPCHEKTUBE HE MOXKET 00eCHeYHTh
9KOHOMHUYECKUH POCT M CTAOMIBHOCTH II€H. ABTOPBI IIPUIIUIM K BBIBOAY, YTO B MAaKPOIKOHOMUYECKOM DEryJIHpoBa-
HUM JICHEKHO-KPEUTHAs TIOJIUTHKA 3aHIMAeT BaXKHYIO pojib. BMecTe ¢ TeM ChIpbeBasi OpHEHTHPOBAHHOCTD YKOHO-
MUKHU HAKJIIAABIBACT OIrPaHUYCHUC Ha UCITOJIB30BAHUEC KIIACCUUCCKUX NHCTPYMCHTOB MOHeTapHOﬁ TIOJIMTHUKH.

Kniouegvle cro6a: 5)KOHOMUUECKUH POCT, JEHEKHO-KPEIUTHAS TTOJUTHKA, HHOISIIMOHHOE TapreTHpOBaHue,
WHBECTHUIINH, CTIEKYIATHBHBIC aTaKH, BAJIOTHBIN KypcC.

Abstract

The article aims to determine the role and place of monetary policy in the economic development of the
country. When conducting a chronological analysis, attention is focused on the periods of sharp devaluation of the
national currency. A dynamic assessment of changes in the exchange rate against the us dollar was made. The policy
of the National Bank in the context of the crisis is consistently analyzed and evaluated. An econometric assessment
of the investment function is made to justify the monetary policy instruments used. The model is based on quarterly
statistics for the last ten years in Kazakhstan. The authors revealed the necessary conditions for the occurrence of
speculative attacks on the currency market. Based on these patterns, three options for the Central Bank’s actions to
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prevent speculative attacks are proposed. The resulting investment model of Kazakhstan allows concluding that the
inflation targeting policy cannot ensure sustainable economic growth. The authors concluded that monetary policy
plays an important role in macroeconomic regulation. At the same time, the raw material orientation of the economy
imposes restrictions on the use of classical monetary policy instruments.

Keywords: economic growth, monetary policy, inflation targeting, investments, speculative attacks, exchange

rate.

Introduction

The main goal of any state’s macroeconomic
policy is to stimulate sustainable economic growth.
The key condition for achieving this goal is an
effective monetary policy. The implementation of
this policy should be based on a serious analysis that
has an impact on economic growth. A significant
slowdown in economic growth in Kazakhstan, and
instability of the major macroeconomic indicators,
such as the exchange rate, determine the need for
this analysis.

The main objective of the National Bank’s
activities is to promote economic development by
stabilizing the level of inflation. For many years,
the policy of the National Bank has been limited
only to ensuring price stability, but the persistent
crisis in both Kazakhstan and abroad has shown
that low inflation is a necessary but not sufficient
condition for sustainable economic growth.
The Government of Kazakhstan is aware of the
complexity of the current money market situation,
in particular Kassym-Jomart Tokayev, the President
of the Republic of Kazakhstan, pointed the need
for changes in the monetary policy of the National
Bank.

To assess the current situation, it is necessary
to analyze monetary policy in retrospect. Over the
years of independence, Kazakhstan has built an
open economy integrated into the world economy
system. The main negative factor of such a system
is the high sensitivity of the national economy to
the world crisis processes. The country’s money
and foreign exchange market is one of the first to
respond to external shocks. Therefore, monetary
and financial relations are one of the most complex
areas as they reflect the problems of the national
and global economy.

Methodology

In this paper, we use the method of
econometric estimation of a system of simultaneous
equations based on quarterly data from 2005 to
2019 for Kazakhstan. All calculations were carried
out in the statistical package Gretl. For building of
the model we used the indicators given for the base
year and not the nominal ones.
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Alternant (Variables) referred to in this article

Designation
in model The name of the indicator
equations
Y real GDP, calculated by the method of
final use in Kazakhstan in 2005 prices,
billion tenge
I real Gross accumulation in Kazakhstan in
2005 prices, billion tenge
Ex real Exports of goods and services in
Kazakhstan in 2005 prices
Im_real Imports of goods services in
Kazakhstan in 2005 prices, billion
tenge,
NX real Net exports in Kazakhstan in 2005
prices, billion tenge
r_real The real interest rate of banks on loans
issued in the Republic of Kazakhstan

Results and discussion

In Kazakhstan, the national currency “tenge”
was put into circulation on November 15, 1993. At
the time of the issuance by the National Bank of the
Republic of Kazakhstan (NB RK), the exchange rate
was set at 1 USD - 4.7 KZT, subsequent changes in
the exchange rate are given below, which show that
the national currency has depreciated by 92 times
for 27 years. (Figure 1).

After analyzing the crisis periods of the
money and foreign exchange market of Kazakhstan,
it becomes clear that the Asian crisis of 1998 and the
Russian default were the first external shocks to the
national currency. The impact of the external crises
was reflected in the collapse of tenge devaluation,
as a result the value of 1 USD fell from 80 KZT to
120 KZT in April 1999, and continued to weaken
slightly, passing the mark of 138 KZT by the end of
1999. In 2000-2002, the Kazakh national currency
continued to weaken, and by the beginning of 2003,
1 USD was already worth more than 155 KZT.
Subsequently, the exchange rate was sustained by
increased incomes of exporters (primarily from oil
that had risen in price) and tenge revaluation began,
with the dollar depreciating by more than 35 KZT
and being pushed back to 120 KZT.
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Dynamics of the exchange rate of tenge to the US dollar
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Figure 1 - Change in the value of the national currency against the US dollar since 1993 by 2020

The high level of world prices for energy,
primary commodities, and the dynamics of external
borrowing by the banking sector have become
determining factors for the balance of payments
of Kazakhstan. In 2005, the current account had a
deficit of 450 million USD, whereas in 2006, the
current account had a deficit of 1,194.04 billion
USD, representing 2.3% of the GDP. Exports of
goods, which are one of the main sources of foreign
exchange earnings to the country, amounted to
48.3 billion USD in 2007, thereby, representing
an increase of 9.6 billion USD compared to 2006.
Export growth was provided both by increasing
prices for goods exported by Kazakhstan and by
increasing physical supplies.

In early 2007, the world economy showed
growth trends. Financial markets grew, banks
recorded good profits, corporations strengthened
through mergers and acquisitions, and financial
innovation increased, opening up new opportunities
for profit. During this period, the development of
the economy in Kazakhstan was mainly determined
by the positive trends of previous years, such as the
continuing rise in prices of domestic exports and
internal macroeconomic stability. Additionally,
industry, real estate market, construction, trade,
banking market developed rapidly in 2007. In
the first seven months of 2007, the efforts of the
National Bank were directed towards choosing
monetary policy instruments that would reduce
inflation as much as possible. Exports of goods in
2008 amounted to 72 billion USD and increased
by 49% compared to 2007. However, the mortgage
crisis that started in the United States turned into
a crisis in the world stock markets and in the

banking sector. Thus, Kazakhstan faced the first
wave of the financial crisis in the fall of 2007.
One of the significant factors contributing to the
global economic crisis was the dramatic change in
the price of oil in the world market in the second
half of 2008. The price of oil in the summer of
2008, which reached 145.7 USD per barrel, fell
to 37.9 USD in the last weeks of 2008, showing a
decrease of 110 USD over the summer price. The
determining factors that affected the balance of
payments in 2009 were the situation in world prices
for the export goods of Kazakhstan, the adjustment
of the exchange rate of the national currency, loan
operations of the non-banking corporate sector, and
servicing of external debt of banks. At the end of
February 2009, after the decision of the National
Bank, the weighted average tenge rate against
the US dollar at the Kazakhstan Stock Exchange
auctions fell to 143.98 KZT per 1 USD against
122.32 KZT per 1 USD on February 3, 2009.
Under these conditions, the economic
development of the Republic of Kazakhstan in
2008 was characterized by a slowdown in growth
rates. In 2008, the real GDP grew by only 3.3%.
On average, the world price of Brent oil for 2009
was 61.9 USD per barrel, which is 1.6 times lower
than it was in 2008, which was 97.6 USD per
barrel. A significant improvement in the current
account balance in 2010 compared to 2009 was
provided by an increase in the value of commodity
exports associated with a favorable environment
for the world energy prices. The average global
oil price in 2010 was 79.64 USD per barrel, which
is 28.7% higher compared to the average price in
2009, which was 61.86 USD per barrel. As a result,
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exports of goods increased by 38.5% compared to
2009 and amounted to 60.8 billion USD. Therefore,
from the second quarter of 2009 to the end of 2010,
the exchange rate ceased changing, fluctuating
between 147 KZT and 150 KZT per 1 USD, due
to currency intervention by the National Bank of
Kazakhstan. [2]

Because of the simultaneous devaluation
in 2009, Kazakh exporters had improved the
competitiveness of their products, and domestic
producers working on the internal market had
experienced a reduction in pressure from Customs
Union countries. However, the social impact of this
devaluation was very negative.

In January 2014, the exchange rate of tenge
to the US dollar varied in the range of 154.47-
155.54 KZT per 1 USD. However, in February, the
National Bank conducted a sharp devaluation of
tenge, which fell by almost 20 percent. The value
of 1 USD rose to 185 KZT, although the cost of
oil was very high and provided a large reserve of
currency strength. The devaluation of tenge on
11 February 2014 was recorded as “devaluation
without a reason”.

However, since August 2014, the oil prices
had sharply started to fall, amounting 103.69 USD
per barrel, 98.89 USD per barrel, 88.34 USD per
barrel, 80.21 USD per barrel, and 63.43 USD
per barrel in August, September, October, and
November, respectively. On Monday, December
15, ruble collapsed by more than 80%, the
exchange rates at the close of trading were 64.45
RUB per 1 USD and 78.87 RUB per 1 EUR. The
ruble’s exchange rate to tenge was 3.17 tenge, and
this decline was the most significant since January
1999. Despite the fall in world oil prices, the
depreciation of the Russian ruble, the increase in
the United States Federal Reserve’s basic interest
rate, the Government and the National Bank of
Kazakhstan continued to fix the exchange rate
at the same level by spending gold and foreign
exchange reserves and recourses of the National
Fund since tenge had been unreasonably devalued
a few months earlier. All these factors contributed
to the creation of conditions for speculative attacks
in the currency market.

The economic theory of speculative attacks is
based on the so-called first- and second-generation
models. First generation models are revealed in the
works of P. Krugman, R. P. Flood and Garber P.
M., Agenor P. R. These models combine elements
of the monetary balance of payments model with
monetary models with flexible prices. In these
models, the main reason for the currency crisis
is the accelerated growth of domestic credit, i.e.,
an increase in the supply of money, with constant
demand for money and a fixed rate, which leads
investors to buy foreign currency from the
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Central Bank. As domestic credit grows, gold
and foreign exchange reserves decrease since
agents use the extra money that the Central Bank
releases into circulation through the expansion of
domestic credit to purchase foreign assets, and,
consequently, empty the Central Bank’s gold and
foreign exchange reserves. Moreover, it is clear
that the rate of decline in foreign exchange reserves
increases with the growth of domestic credit. [3,4]

As gold and foreign exchange reserves
fall, the Central Bank’s ability to protect the fixed
exchange rate also decreases. The depletion of gold
and foreign exchange reserves is followed by a
speculative attack leading to the devaluation of the
national currency and the floating exchange rate.
These models help determine when a speculative
attack will occur. For this, it is important to know
the current amount of gold and foreign exchange
reserves, the dynamics of domestic credit (shadow
money), and the relation between the demand for
money and the interest rate. The bottom line can be
concluded in the following:

ethe more gold and foreign exchange
reserves the Central Bank currently holds, the later
the fixed exchange rate collapses;

e the faster domestic credit grows, i.e., more
reserves are sold, the faster speculative attacks
occur;

e the weaker the demand for money reacts to
the interest rate, the later the attack occurs.

R.P. Flood and Marion concluded in
their works that second-generation models are
distinguished by the fact that the Central Bank
policy itself can provoke an attack. In other
words, the first-generation models state that the
uncoordinated policy of the Central Bank leads
to an attack; meanwhile the second-generation
models state that even if the Central Bank policy
is coordinated, the measures taken by the Central
Bank during an attack may lead the economy to a
currency crisis. [5,6]

The first measure that can trigger an
attack is sterilization of the money supply during
a speculative attack. During the sterilization of a
speculative attack, the shadow money supply will
be equal to the current value of the money supply,
since the Central Bank compensates the loss of gold
and foreign exchange reserves during the attack by
increasing the domestic credit by the same amount. It
is known from practice that with the loss of reserves
at the time of a speculative attack, some countries
tried to smooth out the negative consequences of
a decrease in the money supply for the economy
by sterilization. This means that in the event of a
collapse in gold and foreign exchange reserves, the
Central Bank will sharply increase domestic credit
during the attack in such a way that the total money
supply remains unchanged. Sterilization itself has
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a positive goal, but under a fixed exchange rate
system, these measures can aggravate the attack as
soon as speculators find out about them. Therefore,
in order for the sterilization of the exchange rate to
bring the proper effect, speculators should not be
aware of the taken measures.

Additionally, if market participants are not
sure that the attack will be successful, if there is
no leader who will take the first step, and if there
is no collusion between second-tier banks, then the
economy can long be in the segment of domestic
credit without attack.

Thus, the possibility of a speculative attack
depends on the composition of the participants, and
if the number of speculators includes a major player
such as George Soros, then the economy is more
likely to encounter a speculative attack. If market
participants are disunited and small in volume,
then the economy can be in equilibrium for a long
period without a speculative attack.

Another more extensive Dornbusch model
explains the reasons for the fall in gold and
foreign exchange reserves in terms of a model
with regression expectations and incomplete
capital mobility. Incomplete capital mobility is
used because most developing countries that had
been speculatively attacked had restrictions on
the movement of capital from and to the country.
Moreover, the Dornbusch model takes into account
the fact that developing countries are usually less
attractive to investors because of a possible external
default. Additionally, the Dornbusch model has
other limitations and properties under the fixed
exchange rate system than under the free-floating
exchange rate system.[7,8]

According to the models mentioned above
for a speculative attack by market entities, the
Central Bank must simultaneously adhere to a
policy which supports a fixed exchange rate,
allows free export of capital from the country, and
pursues a stimulating monetary policy. However, if
the Central Bank does not use at least one of these
tools, then a speculative attack will not occur.

Based on these patterns, three options
are proposed for the Central Bank to prevent
speculative attack:

Transition to a floating exchange rate
system. An independent transition to a floating
exchange rate will save monetary authorities from
the possibility of a speculative attack. If the free
floating exchange rate system is not acceptable
for the country due to the high volatility of the
exchange rate, the country can choose either
managed exchange rate system or softer regimes of
the currency corridor, which require less gold and
foreign exchange reserves to maintain rather than
rigid fixed exchange rate system. This option will
have a very high alternative implementation cost if

the Central Bank’s strategy to fight high inflation
was built on a fixed-rate system. For example, such
a situation was in 1991 in Argentina. This option of
protection against a possible speculative attack is
impossible in such countries, and one of the other
two options has to be chosen.

The de-liberalization (control) of the
capital market. At the time of the threat of a
speculative attack, the movement of capital from
and to the country can be limited. This path was
taken in Malaysia in 1997, restricting short-term
(speculative) capital flows. Chile introduced a
tax on short-term transactions for the purchase of
Chilean assets by foreigners to reduce the possible
volume of speculative portfolios in the market. The
capital flows should be restricted if a country can do
without foreign borrowing. This requires matching
savings and investment flows in the country, which
is not always feasible.

Rejection of an independent monetary policy.
Rejection of an independent stimulating monetary
policy can prevent a country from losing foreign
exchange reserves and reduce the likelihood of a
speculative attack. The consequence of this will
inevitably be an increase in the interest rate in the
economy and the containment of aggregate demand
through a fall in investment. In addition, authorities
are losing an additional way of financing the budget
deficit. Therefore, this option to solve the problem
of speculative attack is often not acceptable for
developing countries, for which inflation tax makes
up a significant part of tax revenues.

Projecting all the theoretical conclusions
on the situation in Kazakhstan, the following
conclusions can be drawn. First, the Government
and the National Bank of Kazakhstan overexposed
the fixed exchange rate of tenge in 2015, although
the reasons for the depreciation were obvious.
Having missed time, significantly reducing its
gold and currency reserves on August 20, 2015,
the National Bank announced the implementation
of a new monetary policy based on the inflation-
targeting regime, the abolition of the currency
corridor, and the transition to a freely floating
exchange rate. The base rate was used as a tool for
implementing the inflation-targeting regime.

It should be noted that since the 2000s,
the monetary policy of the National Bank of
Kazakhstan consisted in the application of the
monetary targeting regime. Despite the great
effectiveness of the monetary policy under this
regime, there was no direct relationship between
changes in the monetary base and inflation. The
transition of the National Bank of Kazakhstan to
the inflation-targeting regime was at the same time
anecessary measure, but not sufficiently effective in
terms of its impact on long-term economic growth.
[9, pp. 1-12] In particular, the use of the one-day
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REPO rate as an instrument did not bring the
expected results in restraining the exchange rate.
The adopted base rate remained within the range of
17% from September 2 to November 6, 2015, and
was canceled until early next year. A corridor was
set relative to the base rate. Along the lower border
of the corridor, the National Bank paid banks for
deposits placed with it, and along the upper border
of the base rate, it gave money to banks in the
amount of collateral in the form of securities. In
other words, if a bank had securities suitable for
collateral, a bank could always borrow money from
the National Bank at the upper limit of the base rate.
There was a favorable situation for speculation in
the foreign exchange market, and on September 16,
2015, such operations of foreign exchange market
participants caused an increase in the exchange rate
up to 350 KZT per 1 USD. This led to the fact that
a month after the introduction of the free exchange
rate, the National Bank was forced to intervene
in the course of trading and conduct currency
interventions in order to stabilize the situation
on the domestic currency market. The volume of
foreign exchange interventions amounted to 144
million US dollars. High deflationary expectations
of the population allowed speculators to receive
large dividends.

During this period, the rate of decline in
exports of goods outpaced the rate of decline in
commodity imports, as a result, net exports of
goods in 2015 decreased by almost 3 times in
comparison with 2014 (by 24 billion USD). The
openness indicator of the economy, calculated as
the ratio of trade to GDP, decreased by 14.5% to
41% with a decrease in the share of exports in GDP
by 11.8% and imports by 2.7%. Over the following
years, the National Bank of Kazakhstan adhered to
the inflation-targeting regime, which helped reduce
the country’s inflation rate from 17% in 2015 to
5% by the beginning of 2019. At the same time, the
base rate as the main tool of this policy did not have
a significant impact on the economic growth. It is
generally assumed that a reduction in the interest
rate leads to an increase in investment spending,
which in turn has a positive effect on the country’s
GDP. However, the authors did not find such a
connection. Based on statistical data the authors
have obtained the following investment function
for Kazakhstan:

1 real =994,657 - 1085,84r
R’=0,020039

The resulting low coefficient of risk
determination (2%) characterizes the absence of
a functional relationship between the investment
and the interest rate [10, pp. 27-40]
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In Kazakhstan, investments in fixed assets
in the direction of use and by sources of financing
do not depend on the interest rate. The main factor
affecting the level of investment is the indicator of
profitability of production. The lack of correlation
between the interest rate and the amount of
investment is also explained by comparing the
structure of investments by sources of financing: the
share of borrowed funds has remained unchanged
over the past 5 years and does not exceed 5% for
Kazakhstan. The main source of investment in
Kazakhstan is own funds (60%). It follows that the
base rate as a transmission channel of monetary
policy in Kazakhstan is not effective.[11]

The current crisis associated with the
COVID -19 coronavirus pandemic is much more
severe than all previous crises. In Kazakhstan, a
sharp drop in the oil prices aggravated the situation
on the foreign exchange market. The supply of
currency in the market was reduced because
of the decline in foreign exchange earnings of
oil companies, and the demand was constantly
increased fueled by speculative expectations. At
the same time, oil exporters are large taxpayers,
as a result, the revenue part of the state budget
is reduced, and the expenditure part is growing
related to the quarantine. As a result, the budget
deficit continues to increase.

In connection with the difficult economic
situation prevailing in all countries of the Eurasian
Economic Union a meeting was held, where the
Minister for Integration and Macroeconomics
Sergey Glazyev made a report and proposed
specific measures to protect the financial market
and neutralize speculative attacks. He expressed
the need to fix the currency positions of commercial
banks by introducing a time lag between the
purchase request and the delivery of a currency. It
was also proposed to introduce a tax on currency
speculation at a rate of 0.01% of the volume of
exchange trading in a foreign currency. [12]

It was against this background that the
National Bank of Kazakhstan adopted a number
of resolutions on March 19, 2020, allowing to
stabilize the exchange rate.

In particular, the Rules for monitoring
sources of supply and demand in the domestic
currency market of the Republic of Kazakhstan
state that “when making an application for the
purchase of non-cash foreign currency for the
national currency in an amount exceeding fifty
thousand U.S. dollars in equivalent, a resident legal
entity (with the exception of an authorized bank)
specifies the purpose of the purchase, and attaches
a copy of the currency agreement and an invoice
or other payment document for which the foreign
currency is purchased. Additionally, a statement
on the purchase of non-cash foreign currency for
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the national currency by a resident legal entity
(with the exception of an authorized bank) should
be accompanied by instructions to the authorized
bank, if it is not used within ten business days, to
sell this currency for the national currency within
three days, except for foreign currency purchased
for the purpose of paying net income or part of
it distributed by this resident legal entity among
its shareholders, founders, participants. It is not
allowed to exceed the total amount of purchases of
non-cash foreign currency for the national currency
under one currency agreement, calculated on the
basis of applications of a resident legal entity, over
the amount of the currency agreement”. [13]. Thus,
the monetary authorities resorted to measures of
de-liberalizing the capital market. By limiting
the purchase of currency and the free movement
of capital, the threat of speculative attacks on the
financial market was reduced.

Conclusion

Summarizing the above, it can be stated
that in Kazakhstan since the 2000s, a model of
economic growth has been formed, focused on the
transformation of oil and gas windfall revenues into
domestic demand, which is primarily reflected in
the foreign exchange market. This model ensured
rapid production growth, provided an increase
in income and social transfers, and maintained
macroeconomic stability. However, this model
has a weak side - a high dependence on the world
oil market. During periods of sharp decline in oil
prices, speculative attacks on the exchange rate
occur. Under these conditions, the currency channel
is the only effective transmission mechanism of
the monetary policy, while the interest and credit
channels do not have a significant effect. At the
same time, the monetary policy of the National
Bank aimed at controlling inflation allows only to
stabilize the price level, but does not have a positive
impact on investment and, therefore, on economic
growth. In this regard, there is an urgent need to
change the monetary policy, since the current policy
of the National Bank solves short-term problems at
the expense of long-term stability.
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