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THE OBJECTIVES OF MONETARY POLICY AND  
THE CENTRAL BANKS’ ACTIVITY

This article deals with the revision of the main targets of monetary policy. Monetary instruments of 
regulation become main factors that influence on the economic entities and ensure conditions for their 
investment and economic activity. Central banks, being responsible for monetary policy, provide daily 
struggle against inflation, market volatility and financial system’s instability. Central banks in their activity 
choose main priorities of the monetary policy aiming to establish a price stability, an effective level of 
money supply and circulation, payment system development etc. 

High level of inflation in Kazakhstan; weakness of tenge; exchange rates’ unpredictable behavior; 
price volatility of financial instruments on the internal market; instability of local banking system; as well as 
business units and households suffering from “expensiveness” of money – evidence about deep problems 
in financial system and on money market. Stated problems specify the relevance of the research and de-
termines scientific interest to monetary policy in Kazakhstan and in foreign countries. Main purpose of the 
research is to clarify core principles of monetary policy and adopt them to the needs of national economy. 
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Ақша-несие саясатының нәтижелері және орталық банктердің қызметі

Мaқaлaдa aқшa-кредит сaясaтының негізгі мaқсaтты көрсеткіштері қaрaстырылaды. Мо
нетaрлық реттеу құрaлдaры экономикaлық субъектілердің қызметіне әсер ететін негізгі 
фaкторлaрдың бірі болып тaбылaды, олaрдың инвестициялық және экономикaлық қызметінің 
жaғдaйын aнықтaйды. Ақшa-кредит сaясaтын жүзеге aсыруғa уәкілетті ортaлық бaнктер ин- 
фляцияны бaсқaру бойыншa күнделікті жұмыстaрды жүргізеді, құбылмaлылық пен тұрaқсыздық 
жaғдaйындa қaржы нaрығының және қaржы жүйесінің тұрaқтылығын қaмтaмaсыз етеді. Ортaлық 
бaнктер өз қызметінде бaғaлaрдың тұрaқтылығын, aқшaны жеткізудің және aйнaлымның тиімді 
деңгейін белгілеуге, сондaй-aқ төлем жүйесін дaмытуғa бaғыттaлғaн aқшa-кредит сaясaтының 
негізгі бaсымдықтaрын aйқындaйды.

Қaзaқстaндa инфляцияның жоғaры деңгейі; теңгенің тұрaқсыз aйырбaс бaғaмы; ішкі 
нaрықтa қaржы құрaлдaрының бaғaсының құбылмaлылығы; отaндық бaнк жүйесіндегі тәуекел
дердің aртуы; сондaй-aқ несиелік ресурстaрғa жоғaры пaйыздық мөлшерлемелер мен теңгенің 



ISSN 1563-0358                              The Journal of Economic Research & Business Administration. №2 (124). 2018 25

Knyazeva E.G. et. al

девaльвaциясы, шaруaшылық жүргізуші субъектілер мен үй шaруaшылықтaры бойыншa туын
дaғaн шaмaдaн тыс борыштық жүктеме – осы бәрі қaржы жүйесіндегі және елдегі aқшa нaры
ғындaғы елеулі проблемaлaрды көрсетеді. Бұл зерттеулердің өзектілігін және Қaзaқстaндaғы 
және шетелдегі aқшa-кредит сaясaтының мәселелерін ғылыми тұрғыдaн зерттеу қaжеттілігін 
aнықтaйды. Зерттеудің негізгі мaқсaты отaндық тәжірибеге озық тәжірибені енгізу мaқсaтындa 
қaзіргі кезеңде aқшa-кредит сaясaтының негізгі принциптерін aнықтaу болып тaбылaды.

Түйін сөздер: aқшa-кредит сaясaты, ортaлық бaнк, вaлютaның бaғaмы, инфляция, пaйыздық 
мөлшерлеме.
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Целевые индикаторы денежно-кредитной политики и деятельность центральных банков

В стaтье рaссмaтривaются основные целевые индикaторы денежно-кредитной политики. 
Инструменты монетaрного регулировaния стaновятся одними из ключевых фaкторов, которые 
влияют нa деятельность экономических субъектов, определяя условия их инвестиционной и эко
номической aктивности. Центрaльные бaнки, уполномоченные зa реaлизaцию денежно-кредит
ной политики, осуществляют повседневную рaботу по упрaвлению темпaми инфляции, обеспе
чению устойчивости финaнсового рынкa и финaнсовой системы в условиях волaтильности и 
нестaбильности. Центрaльные бaнки в своей деятельности определяют основные приоритеты 
денежно-кредитной политики, нaпрaвленные нa устaновление стaбильности цен, эффективного 
уровня денежного предложения и обрaщения, a тaкже рaзвития плaтежной системы. 

Высокий уровень инфляции в Кaзaхстaне; неустойчивый обменный курс тенге; ценовaя 
волaтильность финaнсовых инструментов нa внутреннем рынке; повышенные риски в отечествен
ной бaнковской системе; a тaкже чрезмерное долговое бремя, вызвaнное высокими процентaми 
нa кредитные ресурсы и девaльвaцией тенге, субъектов бизнесa и домохозяйств – свидетельство 
о серьезных проблемaх в финaнсовой системе и нa денежном рынке стрaны. Укaзaнное опре
деляет aктуaльность исследовaния и необходимость в нaучном исследовaнии вопросов денеж
но-кредитной политики в Кaзaхстaне и зa рубежом. Основнaя цель исследовaния – выявить 
основные принципы денежно-кредитной политики нa современном этaпе с целью внедрения пе
редового опытa в отечественную прaктику. 

Ключевые словa: денежно-кредитнaя политикa, центрaльный бaнк, обменный курс, инфля
ция, процентнaя стaвкa.

Introduction

Monetary policy is one of the key priorities in 
implementation of effective state strategy. Monetary 
instruments of regulation become main factors 
that influence on the economic entities and ensure 
conditions for their investment and economic 
activity. It assumes a complex of measures targeting 
on a money and credit market as well as on a money 
circulation in economy.

Core postulates of monetary policy and 
regulation are considered in works of Keynes Jh. 
M., Friedman M., Fisher I., Mundel R., and other 
outstanding scientists and economists. 

Modern views are presented in the researches of such 
scholars and practitioners as Woodford M., Drechsler I., 
Savov A., and Schnabl P., Issakahu H., Harvey S., Abor 
J., Österholm P., Carney M., McCafferty I., Miron J., 
Barroux Y., Su M., Hildreth W. etc. 

Theory and practice of monetary regulation has a 
long history; scientists, economist and policymakers 
have developed a system elaboration applicable 
almost for any predictable and unpredictable 
conditions. 

Nevertheless, prompt behavior of money and 
stock markets; critical movements of the economic 
environments in the conditions of uncertainty and 
instability make some taken efforts unreasonable 
and nonproductive. Simple samples are financial 
crises in national and regional economies arising 
spontaneously on different continents and random 
resulting like a global collapse. 

In most cases, central banks, being responsible 
for monetary policy, provide daily struggle against 
inflation, market volatility and financial system’s 
instability. At the same time, price stability remains 
a central issue for the activity of central banks 
and, thus, it is a main purpose of monetary policy 
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(European Central Bank, Bank of England, Bank of 
Russia, National Bank of Kazakhstan, etc.). 

Currently problems of monetary policy 
continuously concern every developed and 
developing country or integration union. 

High level of inflation in Kazakhstan; weakness of 
tenge; exchange rates’ unpredictable behavior; price 
volatility of financial instruments on the internal market; 
instability of local banking system; as well as business 
units and households suffering from “expensiveness” 
of money evidence about deep problems in financial 
system and on the money market. 

Stated above specify the relevance of the 
research and determines scientific interest to the 
problems of monetary policy. 

Main purpose of the research is to clarify core 
principles of monetary policy. The subject of the 
study considers theory and practice, methodology and 
methods of monetary instruments’ usage. The object 
of the research touch experience and achievements in 
the implementation of the monetary policy. 

Materials and Methods
The analysis of monetary environment and main 

approaches of monetary policy was carried out using 
basic methods. 

The methodological basis includes scientific 
methods and methods of scientific knowledge. 

There was used observation of the main information 
sources and journals in Finance and Economics – 
Wiley publishing content, Scopus Indexed Journals, 
Springer publishing issues and others. 

The empirical data was collected from official 
statistics established by central banks, international 
organizations, analytical reviewers, stock exchanges. 

Stages of study and research are following 
– 1) references review; 2) scientific theories and 
methodology study; 3) collecting statistic data; 4) 
data analysis; 5) overview of key recommendations 
established by foreign and Kazakhstani economists 
and practitioners; 6) making content analysis; 7) 
resuming main issues of the research. 

Research topics touch main problems of the 
Kazakhstani economy and money market stated above.

The novelty represents research analysis of the 
foreign scientific results in the sphere of monetary 
policy making them applicably to the problems 
of the national economy. Existing reviews and 
designed recommendations have in most analytical 
and practically oriented basis for the decision of 
main items, connected to devaluation and inflation. 

Research hypothesis bases on existing problems 
and global threats that lead to distress on the money 
and credit markets; many economies suffer from price 
instability, – thus, there is a critical need for reforming 
of views on monetary policy in national economy.

Research results include scientific approach in the 
investigation of the problems emerging on the global and 
local money and credit market, in order to observe and 
to issue recommendation basing on foreign advanced 
experience that can be used for the local market needs.

References review
Development of monetary policy historically 

connected to the evolution of thoughts on money 
and credit. Various theories and views on money 
and credit (mostly in a form of usury) as a part 
of Economics were designed from ancient times 
till now. Shortcuts of some theories and views on 
money are presented in Table 1.

Table 1 – Evolution of economic thoughts on money and credit

Civilization/ school Shortcuts on money and credit/usury (Resource /thinker, period/year, place)

I. Ancient East

Prevention the uncontrolled growth of loan operations and debt slavery (Ipuwer Papyrus, around 1250 
BC, Ancient Egypt)

For untimely payment of debts do not deprive of land plots
The term of debt is not more than three years

The limit of a monetary loan can not exceed 20%, in real subject – 33% of its original amount (Hamu-
rabi’s Code, about 1754 BC, Vavilone)

Gold as a measure of the calculation of state resources
State regulation of bread prices

Components of wealth are gold, pearls and other material goods, because they have commodity essence 
(Treatises «Guan Tzu», IV-III centuries BC, Ancient China)

Money was invented by people so with their help commodity circulation and accumulation of wealth 
could be effected, but not for enrichment (Xenophon, 431-354 BC, Ancient Greece)

Functions of money in display the measure of value and means of circulation are related to the sphere 
of the economy, and the use of money as usurious capital – to the sphere of chrematistics (Aristotle, 

384-332 BC, Ancient Greece)
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II. Middle Ages

The role of money must be fulfilled by full-fledged coins from the two metals created by God – gold 
and silver (Ibn-Khaldun, 1132-1406, North Africa)

The reason for the emergence of money was the expression of the peoples’ will to possess the surest 
measure in trade and turnover (Aquinas F., 1225-1274, Italy)

III. Mercantilism

Only money (gold, silver) and treasures personify the wealth of a nation and a state

A fixed ratio is established for the circulation of gold and silver coins (the system of bimetalism)
The government, as a rule, is engaged in spoiling the national coins, reducing their value and weight 

(Nominalistic theory of money – Early mercantilism, XV-early XVI centuries)

The value of money is inversely proportional to their number; the price level is directly proportional 
to the amount of money; the growth in the supply of money increase demand on them, facilitates 
trade(The Quantitative theory of money – Late mercantilism, 2nd half of the 16th-17th centuries)

IV. Classical school

Money – spontaneously released in the commodity world of goods; money is a technical tool, a thing 
that exaggerates the process of exchange

Gold and silver vary in price not only in comparison with all other goods, but also in relation to each 
other, depending on their greater or lesser abundance (Turgot A., 1727-1821, France)

Money is a great wheel of circulation (Smith A., 1723-1790, Scotland)

The value of the money itself «varies inversely with the amount of money: any increase in quantity 
lowers their value, and any decrease increases it in exactly the same proportion (Mill J.S., 1806-1873, 

England)

V. Economic  
Romanticism

Liquidation of money and introduction instead of them of circulation bans; destruction of interest 
through the organization of a free (interest-free) loan (Proudhon P., 1809-1865, France)

VI. Marginalism

Recognition of the main functions of money – means of circulation, measures of value or units of ac-
count, savings, savings or means of preservation of value (from 70-s of XIX century)

Exchange is not only a benefit, but an economic sacrifice caused by an exchange transaction that takes 
away «a part of the economic benefits that can be extracted from the existing exchange relationship 

(Menger K., 1840-1921, Austria)

VII. Neoclassicism

The exchange equation MV=PQ 
Money as what is generally acceptable in exchange for goods 

The purchasing power of money is indicated by the quantities of other goods which a given quantity of 
money will buy (Fisher I., 1867-1947, USA)

To the extent that the liquidity of money will take place, there will be an adequate price adjustment 
(Pigou A., 1877-1959, England)

VIII. Keynesianism

The system of market relations is by no means perfect and self-regulating, the maximum possible em-
ployment and economic growth can provide only active state intervention into the economy 

The state will have to exert its guiding influence on the propensity to consume in part by the appropriate 
system of taxes, partly by fixing the rate of interest and, possibly, in other ways (Keynes J.M., 1883-

1946, Great Britain)

IX. Neo-Keynesianism

The concept of the dependence of character and dynamics on economic processes on the proportions 
between investments and savings, namely: the outstripping growth of the former – the reason for the in-
crease in price growth, and the second – the reason for under-loading of enterprises, part-time employ-

ment (Harrod R., Kaldor N., Robinson J., Domar E., 50’s of the XX century)

X. Monetarism
The re-emergence of the priority value of money, money supply and money circulation in economic 

processes
Inflation is not always and everywhere is a phenomenon of money (Friedman M., 1912-2006, USA)

Composed basing on (Yadgarov J.S., 2009: 48-363), (Fisher I., 1911: 25), (Keynes J., 1936: 10)

Development of the theories and views on 
money and credit provided forming of existing 
understanding the necessity of monetary 

regulation through legal framework, open market 
operations, influence on interest rates and money 
circulation. 
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Monetary policy becomes one of the basic 
components of the governmental policy to insure 
economic stability (Friedman M., 1962: 39). 

Currency issue is provided by a central bank that 
maintains payment system and affects on supply 
(Mundell R., 1961: 658). 

Interest rates and cash correspond between 
each other; moreover, interest rates correspond 
to employment (Keynes J., 1936: 128-130). 
Interest rates consider as an instrument to provide 
achievement of monetary targets, however in some 
cases their adjustment can be ineffective (Woodford 
M., 2011: 1).

Unpredictable behavior or outcome in realization 
of monetary measures usually caused by uncertainty. 
The last leads to fail in realization of the proper 
policy (Keynes J., 1936: 129) and ineffectiveness of 
used measures (Sauter O., 2014: 6).

It is very important to clarify main purposes of 
monetary policy and the central banks’ activity that 
presented below.

The Governor of the Bank of England in one of 
his speech provided definition – “monetary policy 
is the ultimate limit on money creation because it 
directly influences the price of money and other 
financial assets and therefore the demand for the 
money created by the private sector” (Carney M., 
2018: 5).

US Federal Reserve presents following 
definition: monetary policy is a part of the central 
bank activity to provide availability and cost of 
money and credit for achievement of national 
economic purposes.

According to the Bank of England, the main 
purpose of the monetary policy is a price stability 
providing a low level of inflation, therefore, 
supporting economic purposes of the Government 
including economic growth and employment. EU 
Central Bank offers the same definition. 

Islamic finance has some differences in running 
financial principles, however using sample of Qatar 
Central Bank there are similar views and tools that 
are used for running monetary policy. Qatar Central 
Bank provides monetary strategy of targeting the 
exchange rate.

National Bank of Kazakhstan defines monetary 
policy as is a part of state economic policy, running 
by the central bank to affect on the money quantity 
and money cost in circulation. Basing on legal issue 
main purpose of the National Bank is to provide 
price stability. 

The informational and analytical source Erewise 
determines that monetary policy is realized by a 
central bank for money supply regulation. The main 

tasks are to reach specific purposes such as decrease 
of inflation, an exchange rate support, improvement 
of employment and economic growth.

Thus, the term «monetary policy» is a monetary 
mechanism, developed to establish macroeconomic 
results and stable monetary system, which respects 
the level of economic development. By managing 
of money supply and market participants’ activity 
central banks provide sustainability of the money 
market and the financial system.

Considering purposes and tasks of the monetary 
and credit policy, in most is price stability, using 
measures to regulate inflation. Currently, it is the 
hot point that critically discourage Kazakhstani 
economic development. In further part of the article, 
offered analysis of scientific views on modern 
problems of the monetary policy.

Results and discussions 
From one hand, monetary policy is run by central 

banks to provide a stable and competitive financial 
market. On other hand, to fulfill main activity with 
regulation of a monetary circulation. Globalization 
and integration encourage bank of banks to take 
measures, taking into account situation in partner 
countries or arising globally. 

Not always using instruments have good 
influence on economic entities. Nevertheless, main 
purpose of the central bank is to support economic 
growth and employment. Thus, there is a need in 
equilibrium to stay against aggressive competitive 
environment and to follow interests of economic 
entities and households. 

When signals appear various tools, which can 
have short-term, medium-term and long-term 
effects, are possible to establish monetary regulation 
of direct or indirect impact. In severe conditions, 
deeper reforms are required.

Determination of priorities for monetary 
regulation and the use of appropriate instruments 
are the exclusive competence of central banks that 
perform functions and tasks in the field of ensuring 
price stability, regulating the money supply and 
money circulation, the formation and development 
of the payment system, in some cases, the financial 
system, and other directions.

The implementation of effective monetary 
policy interconnects with risks that arise globally or 
regionally – on capital, goods, raw materials, labor 
markets. It has influence and depends upon key 
economic issues like the level of national income 
and output, unemployment, oil and commodities 
prices, economic expectations of citizens, exchange 
trade volume, investment activity, etc.
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In most cases, level of inflation becomes the 
main indicators for assessing the situation and 
macroeconomic issues. According to the World 
Economic Outlook, issued in October 2016 

by the IMF, the inflation rate has significantly 
decreased in many economies in recent years, 
reaching record values from the 1990s to 2016 
(table 2). 

Table 2 – Level of consumer prices, %

Country/ group 
of countries

1998-
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 fore-

cast
2017

forecast

USA 2,6 3,8 -0,3 1,6 3,1 2,1 1,5 1,5 0,1 1,2 2,3

Euro-zone 2,0 3,3 0,3 1,6 2,7 2,5 1,3 0,4 0 0,3 1,1

Japan -0,2 1,4 -1,4 -0,7 -0,3 -0,1 0,3 2,8 0,8 -0,2 0,5

CIS 19,7 15,4 11,1 7,2 9,7 6,2 6,4 8,1 15,5 8,4 6,3

Russia 21,2 14,1 11,7 6,9 8,4 5,1 6,8 7,8 15,5 7,2 5,0

Kazakhstan 8,3 17,1 7,3 7,1 8,3 5,1 5,8 6,7 6,5 13,1 9,3

Kirgizstan 9,7 24,5 6,8 7,8 16,6 2,8 6,6 7,5 6,5 1,1 7,4

Source: «World Economic Outlook. October 2016» issued by IMF

For Kazakhstan, situation with inflation rate is 
contrary to the global one – 2015-2016 are the most 
cruel years, estimating from the beginning of 2000-
s. In November 2015 rate of inflation reached 13.6 
%, in July of 2016 – 17.7 %.

Following to the research made by Woodford M. 
the economist gives comments of some economist 
(DeGrauwe P., Leijonhufvud A., Giavazzi F. and 
Giovannini A.) that have serious doubts regarding 
the usage of the inflation targeting as a key point 
of central banks’ activities. Nevertheless, Woodford 
M. believes “that it is appropriate for a “flexible 
inflation targeting” central bank to endeavor to 
balance financial stability objectives against both 
its price stability objective and its concern for 
output-gap stabilization, when choosing among 
alternative short-run paths for the economy at a 
given conjuncture” (Woodford M., 2011: 1-8).

Sharp change of monetary policy’s regime in our 
country – from exchange rate targeting to inflation 

targeting led to decline in business activity and price 
grow. 

According to Monetary Policy of the Republic 
of Kazakhstan to 2020 – in 2000-s about 20 per 
cent of the industrialized countries use inflation 
targeting regime. The amount of the considered 
states decreased the usage of the exchange rate 
targeting from 70 % at the beginning of 1990-s till 
10 % at the beginning of 2010-s. More than 50% of 
the countries from in 2000-s and early 2010-s aimed 
to have other targets of their monetary policy based 
on “long-term goals (stable growth of the economy, 
high employment, low inflation)”. In mid 2010-s 
National Bank of Kazakhstan started introduction 
of inflation targeting regime. Unfortunately, this 
transition have been holding in critical period for 
Kazahstani financial sector and whole economy. 

Analyzing the key money and foreign currency 
exchange market, we can follow extra short-term 
liquidity (table 3).

Table 3 – Volume and structure of the Kazakhstan stock Exchange’s market, 2016-2017, USD mln

1-12, 2017 1-12, 2016 Trend

Volume % Volume % Volume %

Stock market 10,575.7 2.3 3,843.4 1.4 6,732.3 175.2

Shares 828.9 0.2 744.1 0.3 84.8 11.4
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– primary market 23.8 <0.1 2.3 <0.1 21.4 918.0

– secondary market 805.1 0.2 741.8 0.3 63.4 8.5

Corporate bonds 3,482.5 0.7 1,489.8 0.5 1,992.6 133.7

– primary market 2,611.8 0.6 1,246.7 0.5 1,365.1 109.5

– secondary market 870.6 0.2 243.2 0.1 627.5 258.0

Kazakhstan GS* 6,137.2 1.3 1,607.8 0.6 4,529.3 281.7

– primary market 5,368.2 1.1 603.2 0.2 4,765.0 790.0

– secondary market 768.9 0.2 1,004.6 0.4 Ї Ї

IFO** bonds 124.0 <0.1 0 0 124.0 -

Investment funds securities 3.2 <0.1 1.6 <0.1 1.6 101.5

Foreign currency market 37,726.3 8.1 30,622.6 11.1 7,103.7 23.2

Money market 419,318.3 89.7 241,804.3 87.5 177,514.0 73.4

Repo operations 226,545.8 48.4 167,563.9 60.7 58,981.9 35.2

– «nego» repo on GS 0 0 0 0 0 -

– autorepo on GS 209,945.0 44.9 166,517.1 60.3 43,427.9 26.1

– «nego» repo on CS*** 678.0 0.1 45.0 <0.1 633.0 1,405.1

– autorepo on CS 15,741.2 3.4 1,001.7 0.4 14,739.5 1,471.5

– repo with netting 181.6 <0.1 <0.1 <0.1 181.5 369,176.9

Currency swap transactions 192,772.5 41.2 74,240.4 26.9 118,532.1 159.7

– USD 192,772.5 41.2 74,240.4 26.9 118,532.1 159.7

– euro 0 0 0 0 0 -

Derivatives market 66.2 <0.1 <0.1 <0.1 66.2 1,219,425.3

Futures 66.2 <0.1 <0.1 <0.1 66.2 1,219,425.3

TOTAL trade volume 467,686.5 100.0 276,270.3 100.0 191,416.2 69.3

* GS – government securities
**IFO – междунaродные финaнсовые оргaнизaции

*** CS – corporate securities 

Source: Kazakhstan Stock Exchange

According to the table, volume of trades 
increased up till 175 % in 2017 in comparison with 
2016. Up going trend mostly was caused by 1) jump 
on currency swap transactions’ market on 159 % – 
1-2 days swaps USD-tenge; 2) repo operations grow 
up on 35 %. 

Short-term money market presented by repo 
reached 57 trln tenge in 2016 and exceeded 3.7 times 
the total volume of the credit portfolio of Kazahstani 
second-tier banks and 43 times volume of money, 
held in stocks – corporate and government securities. 
Moreover, interest rates for credit resources for 
business and households exceed 15-20 % per year 

(excluding those offered by state programs). All 
these cause additional risks providing defaults in 
return payments.

Presented results can lead to assumption of over 
liquidity in financial sector that does not provide mid- 
or long-term investments for national economy and 
potentially causes inflation threats to money market. 
Financial crises are spread, first of all, through the 
capital markets – monetary sectors are most exposed 
to shocks. The short-term money market is very 
sensitive to external influences, including changes 
in the interest rate, the exchange rate of the national 
currency and the corresponding changes in the volume 
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of supply and demand. The presence of speculative 
and arbitrage transactions on the one hand increase 
the liquidity of the markets, on the other hand, they 
contribute to the growth of risks.

Despite the changing monetary targets local 
central bank continue its interventions into internal 
foreign exchange market. Spot deals with USD were 
converted into currency swaps running between 
the central bank and financial organizations. The 
achieved advantage is that national reserves are kept 
more safety comparing to previous periods.

According to current foreign researches, some 
economists offer theories of existence additional 

currency risk factors that influence on local markets 
and, therefore, need to be considered by the central 
banks in realization of monetary policy. These 
factors correspond to interaction between interest 
rates and exchange rates – “country-specific interest 
rate difference” and to interaction “between the U.S. 
dollar and all other currencies” (Verdelhan A., 2018: 
375). 

Considering activity of the central bank in 
our country, it is very important to analyze used 
instruments. The great interest have open positions 
in different financial instruments that it holds to 
support local market (picture 1).

Source: National Bank of Kazakhstan

Picture 1 – Open position of the National Bank of Kazakhstan’s operations, February-March 2018, bln tenge

According to the picture at about 1 trln tenge is a 
debit position held by the central bank as a currency 
interest rate swap with banks in each month. More 
than 4 trln tenge were carried out as extra liquidity 
by issuing notes – as a monthly credit position in 
treasury notes. Some of the used measures have aim 
to decrease the volume of money in circulation or 
money supply. However, some economists consider 
that such monetary instruments, issued to manage 
inflation, not always truly can help to solve these 
financial problems (Gridko N., 2013: 39) 

Interest rates on short-term market are almost 
equal or even higher to the long-term ones used by 
financial organizations in transactions and funding 
operations (table 4). 

As short-term instruments are more liquid and 
low risky comparing to long-term ones, there is no 
sense for the market players to take higher risks in 
long-term period. However, long-term instruments 
play a valuable role in providing real investments 
for economic entities and economy in whole. 

Some economist consider a Model of 
Monetary Policy and Risk Premia assuming 
that “a low nominal rate leads to a low liquidity 
premium, a relationship that has strong empirical 
support. In turn, a low liquidity premium 
decreases the cost of taking leverage and hence 
increases risk-taking, which reduces risk premia 
and the cost of capital in the economy” (Drechsler 
I., 2018: 317). 
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Table 4 – Interest rates of some financial instruments traded on Kazakhstan Stock Exchange, March 2018

Instrument/ indicator Interest rate, % annual Maturity

Government securities MEUKAM 7.68 15 years

KazAgro Holding corporate bonds 8 10 years

National Bank’s discount notes 7.45 364 days

Currency swap USD-KZT 8.47-8.65 1-2 days

TONIA (repo) 8.51 1 day

TWINA (repo) 8.57 7 days

Source: Kazakhstan Stock Exchange

Another indicator is exchange rate. Volatility 
of tenge’s exchange rate remains unpredictable 
last years (picture 2). In one-year period exchange 
rate fluctuated between minimum level at 310 

tenge per one USD and maximum level at 345 
tenge per one USD – more than 10 %. In two 
years, it is at about 17 % from 383 in Jan. 2016 
till 320 in March 2018.

Another indicator is Balance of Payments that 
resulted negatively in 2015-2017 in Kazakhstan – 
mostly due to negative outcomes of the financial and 
current accounts.

Not all measures have a favorable effect on the 
activities of entities, the social sphere or contribute 
to economic growth. Therefore, tools can have both 
positive and negative effects. Taking into account 
local samples, economy experience follows next 
results: when managing inflation – prices remain 

Source: Kazakhstan Stock Exchange

Picture 2 – Tenge/USD exchange rate, April 2015 – March 2018

stable, but economic activity slows down; devaluing 
national currency – the gold and currency reserves 
are kept, export of domestic products increases, 
but leads to distrust of the national currency; rising 
interest rates up – reduce inflation, but increase 
capital cost and decrease money availability in 
economy.

Despite the overall stabilization of consumer 
prices, there is certain evidence about deep problems 
on the money and foreign currency markets. All 
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these needs to overview existing monetary policy in 
order to strengthen national economy and financial 
system. 

Inflation targeting, that have been chosen as the 
priority of monetary policy, need to be reforming 
from short-term to long-term effects aiming to solve 
main difficulties in Kazakhstani economy. 

Russian strategy in realization of monetary 
policy is also very important for Kazakhstan, 
because both countries are valuable partners and 
core members of Eurasian Economic integration. 
Inflation targeting strategy is implemented by 
Russia and fits current needs. Employing this 
approach, the central bank seeks to ensure domestic 
economic stability, primarily, price stability and 
predictability of interest rate movements. This 
model of the monetary policy is largely consistent 
with the task of creating favorable internal 
conditions conducive for economic development. 
Exchange rate of two countries’ national currencies 
correspond to trade turnover and payments 
provided by counterparties. International processes 
touch economic and financial spheres of Russia 
and Kazakhstan, including mutual efforts run by 
central banks. 

Conclusion

This paper shows that state monetary policy 
needs reforming following basic needs of national 
economy. There are some serious problems that 
can not be solved by daily transactions used for 
implementation current monetary strategy. 

Sharp change of monetary policy’s regime in our 
country – from exchange rate targeting to inflation 
targeting led to decline in business activity and price 
grow. 

Analysis of the local money and foreign 
currency exchange market provided assumption 
of over short-term liquidity in financial sector. 
These moneys do not provide mid- or long-term 
investments for national economy and potentially 
cause inflation threats for money market. On of 
the reasons are interest rates – interest rates on 
short-term market are almost equal or even higher 
comparing with long-term ones. As short-term 
instruments are more liquid and low risky, financial 
organizations in transactions and funding operations 
do not take higher risks connected with long-term 
investments. Leading to disproportions in funding 
of the economic units. 

Volatility of exchange rates, instability in interest 
rates level on financial resources, weakness of national 
currency create additional risks in financial system. 

Foreign experience shows variety of approaches 
and instruments that are to be used in crises and post 
crises periods to improve negative movements on 
the money market. Models issued by outstanding 
economists and modern views on the problems of 
monetary policy need to be taken into account when 
running monetary regulation and using instruments. 

Monetary regimes that central banks choose 
as a strategic direction in many cases provide a 
comprehension of monetary policy’s contribution 
to economic growth and employment as a main 
purpose for central banks’ activity. 

References

Araujo A., Schommer S., Woodford M. (2013) Conventional and Unconventional Monetary Policy with Endogenous Collateral 
Constraints. – p. 88 url: http://www.columbia.edu/~mw2230/ASW_WP.pdf

Bank of England (2017) Monetary policy. – url: http://www.bankofengland.co.uk/monetarypolicy/Pages/framework/frame-
work.aspx

Carney M. (2018) Governor of the Bank of England’s speech. The Future of Money. – p. 15 url: https://www.bankofengland.
co.uk/-/media/boe/files/speech/2018/the-future-of-money-speech-by-mark-carney.pdf?la=en&hash=A51E1C8E90BDD3D071A8D
6B4F8C1566E7AC91418

Curdia V., Woodford M. (2010) The Central-Bank Balance Sheet as an Instrument of Monetary Policy. – p. 83 url: http://www.
columbia.edu/~mw2230/CR2010.pdf

Central Bank of Russian Federation (2017) Monetary policy. – url: http://cbr.ru/eng/DKP/
Drechsler I., Savov A., Schnabl P. (2018) A Model of Monetary Policy and Risk Premia. The Journal of Finance of American 

Finance Association. Vol. LXXIII, No. 1 (February) – pp. 317-373
Eggertsson G. , Woodford M. (2003) The Zero Bound on Interest Rates and Optimal Monetary Policy. – p. 77 url: http://www.

columbia.edu/~mw2230/BPEA.pdf
Erewise (2017) Monetary and Credit Policy. – url: http://www.erewise.com/current-affairs/monetary-and-credit-policy_

art533417c97575d.html#.WML24fnyiUk
European Central Bank (2017) Monetary policy. – url: https://www.ecb.europa.eu/mopo/intro/html/index.en.html
Federal Reserve System (2017) Federal Open Market Committee. – url: https://www.federalreserve.gov/monetarypolicy/fomc.

htm



ҚазҰУ Хабаршысы. Экономика сериясы. №2 (124). 201834

The Objectives of Monetary Policy and the Central Banks’ Activity

Fisher I. (1911) The Purchasing Power of Money, its Determination and Relation to Credit, Interest and Crises. Liberty Fund. 
– p. 330

Friedman M. (1962) Capitalism and Freedom. The University of Chicago. – p. 166
Gridko N., Nizhegorodcev R. (2013) Modeli zavisimosti tempov inflyacei ot obyema denejnoi massy: regressivnii analyz neli-

neinoi dinamiki [Dependence model of inflation rates on the volume of money supply: regression analysis of nonlinear dynamics] 
Economic science of modern Russia. 1 (60) – pp. 39-46

International Monetary Fund. (2016) Report “World Economic Outlook. October 2016” – url: https://www.imf.org/external/
pubs/ft/weo/2016/02/pdf/text.pdf 

Issakahu H., Harvey S., Abor J. (2016) Does development finance pose additional risks to monetary policy. Review of Develop-
ment Finance. 6 – pp. 91-104

Kazakhstan Stock Exchange (2018) – url: http://www.kase.kz
Keynes J. (1935) The General Theory of Employment, Interest, and Money. The University of Adelaide Library. – p. 263
Law of the Republic of Kazakhstan «On the National Bank of Kazakhstan» (actualized 2017)
McCafferty I. (2018) Twenty years of Bank of England independence: the evolution of monetary policy. – p. 17 url: https://

www.bankofengland.co.uk/-/media/boe/files/speech/2017/twenty-years-of-boe-independence-the-evolution-of-monetary-policy.pdf
?la=en&hash=7747923DECF2B2AD91998FB1E0447EF94DD7855F

 Mundell R. (1961) A Theory of Optimum Currency Areas. The American Economic Review, Vol. 51, No. 4 – pp. 657-665
National Bank of Kazakhstan (2017) – url: http://www.nationalbank.kz
National Bank of Kazakhstan (2017) Annual report of the National Bank of Kazakhstan for 2016
National Bank of Kazakhstan (2015) Monetary policy of the Republic of Kazakhstan to 2020 
National Bank of Kazakhstan (2016) The main directions of monetary policy of the Republic of Kazakhstan for 2017 
Österholm P. (2018) The relation between treasury yields and corporate bond yield spreads in Australia: Evidence from VARs. 

Finance Research Letters 24 – pp. 186–192
Qatar Central Bank (2018) Monetary Policy Goals. – url: http://www.qcb.gov.qa/English/PolicyFrameWork/MonetaryPolicy/

Pages/MonetaryPolicyGoals.aspx
Sauter O. (2014) Monetary Policy under Uncertainty: Historical Origins, Theoretical Foundations, and Empirical Evidence. 

Springer. – p. 221 
Su M., Hildreth W. (2018) Does Financial Slack Reduce Municipal Short-Term Borrowing? Public Financial Publications. 

February – pp. 95-113
United Nations Organization (2016) Report “World Economic Situation and Prospects 2015”
Verdelhan A. (2018) The Share of Systematic Variation in Bilateral Exchange Rates. The Journal of Finance of American Fi-

nance Association. Vol. LXXIII, No. 1 – February – pp. 375-418
Woodford M. (2011) Inflation Targeting and Financial Stability. – p. 34 url: http://www.columbia.edu/~mw2230/ITFinStab.pdf
Yadgarov J.S. (2009) Istoriya economicheskih uchenii [History of economic doctrines] – 4th ed., – Moscow: Infra-M. – 480 p.

Литература

Арaуджо А., Шоммер С., Вудфорд М. (2013) Трaдиционнaя и нетрaдиционнaя денежно-кредитнaя политикa с эндоген
ными сдерживaющими огрaничениями. – С. 88 – url: http://www.columbia.edu/~mw2230/ASW_WP.pdf

Бaнк Англии (2017) Денежно-кредитнaя политикa. – url: http://www.bankofengland.co.uk/monetarypolicy/Pages/frame-
work/framework.aspx

Кaрней М. (2018) Речь Председaтеля Бaнкa Англии. Будущее денег. – с. 15 url: https://www.bankofengland.co.uk/-/media/
boe/files/speech/2018/the-future-of-money-speech-by-mark-carney.pdf?la=en&hash=A51E1C8E90BDD3D071A8D6B4F8C1566
E7AC91418

Курдия В., Вудфорд М. (2010) Бaлaнс центрaльного бaнкa кaк инструмент денежно-кредитной политики. – С. 83 url: 
http://www.columbia.edu/~mw2230/CR2010.pdf

Центрaльный бaнк Российской Федерaции (2017) Денежно-кредитнaя политикa. – url: http://cbr.ru/eng/DKP/
Дрешлер И., Сaвов А., Шнaбл П. (2018) Модель денежно-кредитной политики и риск-премия // Журнaл Финaнсов Аме

рикaнской финaнсовой aссоциaции. Vol. LXXIII, No. 1 (феврaль) – с. 317-373
Егертсон Г., Вудфорд М. (2003) Облигaции с нулевым купоном и оптимaльнaя денежно-кредитнaя политикa. – С. 77 url: 

http://www.columbia.edu/~mw2230/BPEA.pdf
Ереуaйз (2017) Денежно-кредитнaя политикa. – url: http://www.erewise.com/current-affairs/monetary-and-credit-policy_

art533417c97575d.html#.WML24fnyiUk
Европейский Центрaльный Бaек (2017) Денежно-кредитнaя политикa. – url: https://www.ecb.europa.eu/mopo/intro/html/

index.en.html
Федерaльнaя резервнaя системa (2017) Федерaльный Комитет по оперaциям нa открытом рынке. – url: https://www.

federalreserve.gov/monetarypolicy/fomc.htm
Фишер И. (1911) Покупaтельнaя способность денег, их определение и связь с кредитом, процентной стaвкой и кризи

сом. Фонд свободы. – С. 330.
Фридмен M. (1962) Кaпитaлизм и свободa. Университет Чикaго. – С. 166
Горидько Н., Нижегородцев Р. (2013) Mодели зaвисимости темпов инфляции от объемa денежной мaссы: регрессион

ный aнaлиз нелинейной динaмики // Экономическaя нaукa современной России. – 1 (60) – С. 39-46.



ISSN 1563-0358                              The Journal of Economic Research & Business Administration. №2 (124). 2018 35

Knyazeva E.G. et. al

Междунaродный Вaлютный Фонд. (2016) Отчет “Мировой экономический обзор. Октябрь 2016” – url: https://www.imf.
org/external/pubs/ft/weo/2016/02/pdf/text.pdf 

Иссaку Х, Хaрвей С., Абор Дж. (2016) Окaзывaет ли рaзвитие финaнсов дополнительные риски нa денежно-кредитную 
политику // Обзор рaзвития финaнсов. 6 – С. 91-104

Кaзaхстaнскaя фондовaя биржa (2018) – url: http://www.kase.kz
Кейнс Дж. (1935) Общaя теория зaнятости, процентa и денег. Библиотекa Университетa Аделaиды. – С. 263.
Зaкон Республики Кaзaхстaн «О Нaционaльном Бaнке Республики Кaзaхстaн» (по состоянию нa 2017).
МaкКaфри И. (2018) 20 лет незaвисимости Бaнкa Англии: эволюция денежно-кредитной политики. – С. 17 url: https://

www.bankofengland.co.uk/-/media/boe/files/speech/2017/twenty-years-of-boe-independence-the-evolution-of-monetary-policy.pdf
?la=en&hash=7747923DECF2B2AD91998FB1E0447EF94DD7855F

 Мундел Р. (1961) Теория оптимaльных вaлютных зон // Америкaнское экономическое обозрение. – Vol. 51. – No. 4 – С. 
657-665

Нaционaльный Бaнк Республики Кaзaхстaн (2017) – url: http://www.nationalbank.kz
Нaционaльный Бaнк Республики Кaзaхстaн (2017) Годовой отчет Нaционaльного Бaнкa Республики Кaзaхстaн зa 2016 год.
Нaционaльный Бaнк Республики Кaзaхстaн (2015) Денежно-кредитнaя политикa Республики Кaзaхстaн до 2020. 
Нaционaльный Бaнк Республики Кaзaхстaн (2016) Основные нaпрaвления денежно-кредитной политии Республики 

Кaзaхстaн нa 2017 год.
Остерхолм П. (2018) Взaимосвязь между доходностью кaзнaчейских и корпорaтивных облигaций в Австрaлии: VAR-

докaзaтельство // Финaнсовые исследовaтельские зaписки. – 24 – С. 186–192.
Центрaльный Бaнк Кaтaрa (2018) Цели денежно-кредитной политики. – url: http://www.qcb.gov.qa/English/PolicyFrame-

Work/MonetaryPolicy/Pages/MonetaryPolicyGoals.aspx
Сaутер O. (2014) Денежно-кредитнaя политикa в условиях неопределенности: исторические предпосылки, теоретичес

кие основы, эмпирическое докaзaтельство. Шпрингер. – С. 221. 
Су М., Хилдрет В. (2018) Уменьшaет ли финaнсовый спaд крaткосрочные муниципaльные зaимствовaния? Обществен

ные финaнсовые публикaции. Феврaль. – С. 95-113.
Оргaнизaция Объединенных Нaций (2016) Отчет “Всемирнaя экономическaя ситуaция и прогнозы 2015”.
Вердельхaн A. (2018) Доля системaтической вaриaции в двухсторонних обменных курсaх // Журнaл Финaнсов Аме

рикaнской финaнсовой aссоциaции. Vol. LXXIII, No. 1 – феврaль – С. 375-418.
Вудфорд M. (2011) Инфляционное тaргетировaние и финaнсовaя стaбильность. – С. 34 url: http://www.columbia.

edu/~mw2230/ITFinStab.pdf
Ядгaров Я.С. (2009) История экономических учений. – 4-е изд. – М.: ИНФРА-М. – 480 с.


