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PROBLEMS AND PROSPECTS OF STABILITY
OF THE NATIONAL CURRENCY OF KAZAKHSTAN

This article will consider the national currency of Kazakhstan for the last 5 years and what is the
situation at the moment.

The purpose of the study is to consider the currency policy of the National Bank of the Republic of
Kazakhstan; theoretical and methodological substantiate the stability of the currency, as well as to ana-
lyze the factors affecting the fluctuations of the national currency.

The methodological basis is the fundamental provisions of modern economic science. During the
research works of foreign and domestic scientists and experts were analyzed. The laws of the Republic
of Kazakhstan, resolutions of the National Bank of the Republic of Kazakhstan, official policy documents
on currency regulation were used as a methodological basis.

Originality / value-the Research findings are aimed at intensifying the search for new ways to further
improve the system of state regulation in the field of monetary policy.

Conclusions-the analysis of the current economic situation in the foreign exchange market, as fac-
tors affecting the exchange rate of the country, led to the conclusion of the study that the stability of the
currency, which is a sign of the essence of money, is an adequate expression of their social work, which
is expressed in value.

The policy of free-floating exchange rate of the National Bank of Kazakhstan added credibility eased
the pressure on tenge and allowed reducing interest rates. But the market process of identifying the
equilibrium price is still not efficient enough, and the market price is able to deviate from the equilibrium
price for a long time without any manifestation in the financial markets.

Key words: Exchange rate, the purchasing power of money, stability, inflation, market price, devalu-
ation, dollarization, a policy of the National Bank, the ratio of foreign exchange rates.
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K.a3akCTaHHbIH, YATTbIK, BAAIOTA TYPAKTbIAbIFbIHbIH,
MaceAeAepi MeH nepcrieKTMBaAapbl

byA Makarapa KasakcTaHHbIH YATTbIK BaAOTAChl COHFbl 5 XKbIAAQ >KOHE Kasipri Ke3Aeri >karaaibl
KapacTbipblAATbIH GOAAADI.

3epTTeyaid, Makcatbl — Kasakcrtan PecrnybAMKacbiHbiH YATTbIK, 6GaHKiHIH BaAlOTa CcasicCaTbiH
KapacTbipy, BaAlOTa TYPaKTbIAbIFbIH TEOPUSIABIK, >KOHE METOAOAOTUSIAbIK, Herizaey, COHbiMeH 6ipre
YATTbIK, BaAlOTa GaramblHbIH aybITKYblHa 9CEP €Tyl (hakTOpAapAbl TAAAQY.

OAicTeMe Heri3iH, 3aMaHayu 3KOHOMMKAAbIK, FbIAbIMHBIH ipreAi Ty>KblpbIMAAMaAapbl KyparAbl.
3epTTey 6apbICbIHAA LLETEA KOHE OTAHADIK, FAABIMAAD MEH capanTamallibIAapAblH eHOeKTePi TaAAAHADI.
oaicTemenik Herisi petiHae KasakcraHn PecnybamkacbiHbiH 3aHaapbl, KasakcTtad PecnyGAmnKacbIHbIH
YATTbIK, 6aHK KayAblAapbl, BaAKOTaAblK peTTey OoiblHILA pecMu  BGaraapAamanblk,  KyskaTrap
narAaAaHbIAADI.

TYMHYCKaAbIK/KYHABIAbIK, — 3epTTeYAIH FbIAbIMU HOTUXKEAEPI BAAIOTA CasficaThbl CaAacbiHAQ MEMAe-
KETTIK peTTey >XKYMeCiH apbl Kapait >KETIAAIPYAIH, )kaHa XKOAAAPbIH TabyAbl OeACeHAipyre 6arbITTaAFaH.
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KopbITblIHABIAQD — BaaloTa HapblFbliHbIH aFbIMAAFbl SKOHOMMKAABIK, >KafAaiblH YKOHE EeAIMI3AIH,
BaAlOTa KypCblHa 8cep eTyli hakTopAapFa TaAAQy KeAeCiAel 3epTTey TY>KbIPbIMbIH XKacayFa MYMKIHAIK
6epAil, akWaHbiH MaHi GeAriciHAeri BaAloTa TypaKTbIAbIFbl KYHABIK OEAriAeri KoFamAblK, eHOeKTiH,
Ganama berHeciH GirAipeai.

KasakcraH PecrybGAnkacbiHbIH YATTbIK, OaHKiHiH KAAKbIMaAbI ariblpOac KypCbl casicaTbl CEHIMAIAIKTI
apTTbIPbIN, TEHrere KbiCbiIMAbI a3aiTThl >KOHE ManbI3AbIK, CTaBKaAapAbl TOMEHAETYre MyYMKIHAIK GepAi
Aen aiiTyra 60Aaabl. Aece aAe Terne-TeH 6araHbl ankbIHAAYLIbI HAPBIKTbIK, YPAIC AT A€ XKETKIAIKTI TUIMA]
eMEeC >kaHe HapbIKTbIK, 6aFa Kap>Kbl HAPbIKTapbIHAAFbI KaHAAMAA Bip KOPIHICCi3 y3ak, yakbIT 60ibl Tene-
TeH GaraaaH aybITKyFa KabiAeTTi.

Ty¥iin ce3aep: BaaoTa Kypchl, aklaHblH, caTbin aAy KabiAeTi, TypakTbIAbIK, MHASALMS, HAPBIKTHIK,
6ara, AeBaAbBaLMS, AOAAAPU3ALIMS, YATTbIK 6aHK CasicaTbl, LIETEA BaAOTaAAPbl KYPCbIHbIH apakaTbiHAChI.
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Mpo6AemMbl 1 NepcrnekTuBbl CTabUAbHOCTH
HalMOHaAbHOM BaAloTbl KazaxcraHa

B aaHHOM cTaTbe OyAET pacCMOTpeHa HauMoHaAbHasi BaatoTa KasaxcraHa 3a nocaeaHue 5 AeT u
CUTYyauMs Ha AQHHbIA MOMEHT.

LleAb mMccAepOBaHMS — pacCMOTPETb BAAIOTHYIO MOAMTMKY HaumoHaabHoro 6anka Pecry6amku
KasaxcraH, TeopeTtMyeckm U METOAOAOrMYeckM 06OCHOBaTb YCTOMUMBOCTb BAAIOTbI, TakXe Mpo-
aHaAM3MpPOoBaTh (DAKTOPbI, BAUSIOLLIME HA KOAeBAHMS Kypca HALLMOHAABHOM BAAIOTbI.

MeToaoAOrMUECKO OCHOBOM SIBASIOTCS (DyHAQMEHTAAbHbIE MOAOXKEHUSI COBPEMEHHOM 3KOHOMM-
yeckon Hayku. B xoae nccaepoBaHms ObiAM MPOAHAAM3UPOBaHbI TPYAbI 3aPYOEXKHbBIX U OTEUECTBEHHbIX
YUeHbIX M 3KCNepToB. B kauecTBe METOAMYECKOM OCHOBbI MCMOAL30BaHbI 3akoHbI Pecny6Ankm KasaxcraH,
nocrtaHoBAeHus HaumoHaabHoro 6aHka Pecnyb6amnkm KasaxctaH, oguumasbHble NPoOrpammHbie AOKY-
MEHTBbI MO BOMPOCaM BaAIOTHOIO PEryAMpPOBaHUSI.

OpUrMHAAbHOCTB/LIEHHOCTb — HAy4Hble BbIBOAbI MCCAEAOBAHMSI HArpaBAEHbl Ha aKTVMBM3ALMIO
rMoucKa HOBBIX MyTel AAAbHENMLLEro COBEPLUEHCTBOBAHMS CMCTEMbl FOCYAQPCTBEHHOIO PEryAMPOBaHUS
B cchepe BaAIOTHOM MOAUTHUKM.

BbiBOABI — aHaAM3 TeKyLlen 3KOHOMMYECKOM CUTYyalMK Ha BAaAIOTHOM PbIHKE, a TakKe (hakTopoB,
BAMSIOLLMX HA BAAKOTHbBIN KYPC CTPaHbl, MO3BOAMA CAEAATH BbIBOA, UYTO YCTOMUMBOCTb BAAIOTbI, SBASIIO-
WAscs NMPU3HAKOM CYLLIHOCTM AEHEr, 3aKAIOYaeTCsl B aAE€KBATHOM BbIPaXeHUM UMUK OOLLECTBEHHOMO
TPYAQ, HaXOASLLEro CBOe BblpaXKeHWe B CTOUMOCTY.

[MoAnTMKA CBOGOAHO nMAaBawouero obmeHHoro Kypca HaumoHaabHoro 6GaHka Pecny6amku
KazaxcTaH A06aBnAa yOEAUTEALHOCTH, OCAAOMAQ AQBAEHME HA TEHT € 1 MO3BOAMAQ CHU3UTb MPOLIEHTHbIE
cTaBku. HO pbIHOUHBIN MPOLLECC BbISBAEHMS PAaBHOBECHOM LieHbl BCe elle OCTaeTCsl HeAOCTAaTOUHO
3 HEKTUBHBIM, U PbIHOUHAS LieHa CNOCOBHA AAUTEAbHO OTKAOHSITLCSI OT paBHOBECHOW 6e3 Kakoro-
AMBO0 NPOSIBAEHMSI HA (PUHAHCOBbIX PbIHKAX.

KAtoueBble CAOBa: BaAOTHbBIN KypcC, MOKYMNaTeAbHasi COCOBHOCTb AEHEr, YCTOMUYMBOCTb, MHAS-
UM, PbIHOYHAS LIeHa, AeBaAbBALLMS, AOAAAPM3ALMS, MOAMTMKA HaumoHaAbHOro 6aHka, COOTHOLLEHME
KYPCOB MHOCTPaHHbIX BAAIOT.

Introduction

Currently, money is the main binding element
of market relations, the stability, and sufficiency
of which largely depends on the efficiency of the
reproduction process in the economy. Therefore,
in all countries, the state is actively influencing the
exchange rate of the national currency, trying to
maintain it at a level that meets the objectives of
economic policy.

The broad liberalization of the currency
sector, of course, has its advantages. However, in
order to move to full convertibility of the national

currency, a reliable stabilization of the economy,
Finance, monetary circulation, credit system, a
sufficient amount of gold and foreign exchange
reserves and political stabilization of the country
are necessary

Acquiring more scientific and practical, General
economic and sociopolitical importance, the
problem of the functioning of the national currency
for the first time seriously faced the country with the
acquisition of its state independence and has not yet
been subjected to systematic research. According to
its content, it is new, complex and requires urgent
scientific development to justify effective ways
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of development of Kazakhstan in the context of
globalization.

The higher the levels of integration of a country
into the world economy, the more open its economy,
the more important it is to maintain the stability of
the exchange rate of the national currency for anti-
inflationary purposes. Undoubtedly, ensuring the
stability of the currency in the modern economy is
a global problem. The stability of the currency can
be judged by its functioning in an ever-changing
environment.

The study formulated conclusions and
recommendations, the most significant of which
can be considered as the following: identified
trends in the depreciation of the national currency,
analyzed the changes and changes in the foreign
exchange market over the past five years; disclosed
the impact of fixed and floating exchange rate on
the main macroeconomic indicators; studied the
impact of monetary policy on the development of
the economy in the formation of a fixed and floating
exchange rate.

Literature Review

Our paper is directly related to the literature on
international trade and national currency, including
Martin and Rey (2004), Rey (1999), (Flandreau et
al., 2009) and (Geromichalos et al., 2014; Zhang,
2014).

In particular, our paper is more closely related
to contributing the exchange rate literature by
investigating Cornett et al. (1995), Ranaldo (2009),
Breedon and Ranaldo (2013) and Harvey and Huang
(1991).

A great contribution to the development of the
problems of the foreign exchange market, exchange
rate, and monetary policy was made by the works
of such Russian scientists as E.F. Zhukov (2008),
N.P. Belotelova and Zh.S. Belotelova (2013), and
M.V. Romanovsky (2007).

N.P. Belotelova (2013) among the main
exchange rate factors include the rate of economic
growth (growth of gross domestic product, industrial
production), inflation and inflation expectations, the
state of the balance of payments of the country, the
level of interest rates and profitability of securities,
the degree of use of the currency in the world market.
And according to L.P. Naumova (2017) «under any
circumstances, the most significant factors are the
dynamics of GDP, inflation, money supply and
balance of payments»

In this work, the materials of the Law «on the
National Bank of the Republic of Kazakhstan», The
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Agency of the Republic of Kazakhstan on statistics
and the Committee on statistics of the Ministry
of the national economy for different years were
used for comparative analysis. Also, analyze the
official policy documents on currency regulation.
Regarding information on internal macroeconomic
indicators for the article were used data from the
reports of the National Bank of Kazakhstan, the
Ministry of the national economy. Assessing the
degree of development of the problem as a whole,
it should be noted that, despite the research, the
problems of ensuring the stability of the national
currency are insufficiently studied, there are no
theoretical generalizations and objective assessment
of practical achievements of recent years. The
issues of formation of a stable exchange rate of the
national currency with increasing openness of the
economy are insufficiently investigated. The degree
of state participation in the regulation of the foreign
exchange market has not been determined. All of the
above has determined the choice of topic, goal, and
objectives of the study.

The object of the study is the national currency
of the Republic of Kazakhstan. The study used
the principles of a systematic approach, methods
of statistical and comparative economic analysis,
expert evaluation.

Material and methods

What grounds can affect the national currency
and the reason for such a situation, as well as their
consequences?

In this section, we present a two-country model
to guide our empirical study. This model builds
on Martin and Rey (2004), and we make two
modifications to determine the pattern of currency
exchange. First, we introduce a cash-in-advance
constraint and transaction cost to necessitate the use
of money, following Rey (1999). Second, we add
searching friction to capture the degree of economic
integration between countries: agents in each
country have a probability of traveling abroad for
investment. This is a popular assumption in recent
literature (Geromichalos et al., 2014; Zhang, 2014)
and has considerable support from empirical studies
(Flandreau et al., 2009). The searching friction also
helps separate each agent’s choice on investment
and currency holding

There are two periods and two countries (A
and B) in the world, which are populated with
nA and nB units of risk-averse agents, who are
respectively endowed with wA and wB units of a
numeraire good for consumption or investment.

The Journal of Economic Research & Business Administration. Nel (127). 2019 143



Problems and prospects of stability of the national currency of Kazakhstan

Country i [ {A, B} has a set of risky projects
that pay dividend di if a certain state occurs, and
0 otherwise. Dividend returns are the only source
of consumption in the second period. Agents can
make direct investments or buy shares of a risky
project. Investment in a risky project must be
financed by the host country’s home currency. At
the beginning of the first period, each country’s
government issues its own currency, and agents
have access to an internationally integrated
Foreign Exchange (FX) market. The shock is then
realized regarding whether an agent would stay at
home to invest in the home asset or travel abroad
to purchase a foreign asset. Afterward, a regional
over-the-counter (OTC) market opens for agents
willing to pay a transaction cost and readjust their
currency holdings. Everyone then constructs their
portfolios and receives a dividend in the second
period. The timing of our model is shown.

Home: ¢AmA + ¢BmB(1 - tBA) +

We adopt the linear utility function in Martin and
Rey (2004) so that agents maximize the expected utility

1-1/o

EU=C, + BE2——

HRETT G

where Ct is the consumption level at period t and

¢ > 1 captures the degree of risk aversion. Here,

we consider a country A agent’s optimal decision,

and the case for a country B agent would be similar.

The agent’s budget constraint in the wholesale FX

market is

C1 + ¢AmA + ¢BmB W,

where ¢i is the value of country i currency in terms of

the numeraire good and mi is the currency holding.

After the shock is realized, agents readjust currency

holding and make investment decision, so the cash-
in-advance constraint becomes the following.

> pkak = f(z) + ) phs

kezy €S

Home: ¢p,my(1 —tgs) + ppmp + Z pEag = f(zg) + Z Phsh

So, we contribute to the exchange rate literature
by investigating the following three hypotheses:

Hypothesis 1 (H1). Currencies tend to depreciate/
appreciate within local/foreign trading hours.

Cornett et al. (1995), Ranaldo (2009) and
Breedon and Ranaldo (2013), as far as we are aware,
are the only studies in the literature that investigate
currencies’ behaviour during local and foreign
trading times. Based on these studies, it is expected
that currencies depreciate/appreciate during local/
foreign trading hours because market participants
tend to be net purchasers of foreign currencies
during the trading hours of their own market and
vice versa. Cornett et al. (1995) find that foreign
currencies tend to appreciate only within the first
hour and the last two hours of the US market trading
time. Moreover, Ranaldo (2009) studies the same
currencies as Cornett et al. (1995) during the period
from 1993 to 2005 and finds a significant tendency
for the currencies to appreciate (depreciate) during
foreign (local) trading hours. In addition, Breedon
and Ranaldo (2013) study these patterns for six

kezpg iESB

cross currencies and find that the currencies tend
to depreciate only during local trading hours; they
find no significant pattern during foreign trading
hours. Therefore, there are conflicting views in the
literature and a lack of conclusive empirical evidence
regarding time-of-the-day effects with respect
to currency returns. Moreover, this strand of the
literature focuses on statistical analysis and provides
no practical implications. Thus, we investigate
these effects from a different perspective; that is,
we provide evidence on the possible beneficial
implications for the participants of the currency
market.

Hypothesis 2 (H2). The opening, closing, and
trading hours of the major global markets affect the
behavior of currency returns.

According to the transaction hypothesis (Cornett
et al., 1995), firms in all countries around the world
prefer to conduct foreign exchange transactions
during their local trading hours, which lead to
excess demand for US dollar in those regions and
excess demand for foreign currencies in the US.
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This affects the intraday movements in exchange
rates. Consequently, it is expected that the US
dollar will appreciate during periods when the US
market is closed and other markets are actively
trading. This motivates our second hypothesis that
intraday patterns can be explained by the activities
(i.e., opening, closing, and trading hours) of the
major global markets. This hypothesis allows us
to uncover whether these patterns (i.e., opening,
closing, and trading hours) can be taken as evidence
of the presence of time-of-the-day effects in the
currency market.

Hypothesis 3 (H3). The overlapping trading
times between the major markets affect the behaviour
of currency returns.

Harvey and Huang (1991) note distinctive
features of the currency market which may cause
different intraday patterns than those documented
for other markets, such as the equity market. In

Table 1 — The official exchange rates of foreign currencies in 2009

particular, they argue that availability of electronic
trading during the overlapping business hours of
different markets has resulted in high volume of
transactions (demand for currencies) within these
specific times of the day. This inspires us to explore
a new factor, namely, the overlapping trading times
between the major markets, which can potentially
affect the intraday patterns of exchange rate returns.
Therefore, we hypothesize that the overlapping
trading times between the major global markets
influence the behavior of currency returns.

Consider the situation of fluctuations in the
national currency of Kazakhstan over the past 5
years. As we know, in 2007-2008 there was a global
economic crisis and it definitely affected the tenge.
In early February 2009, there was devaluation and
the value of the dollar in the exchange offices was
from 120 to 150 tenges, and the Euro from 161 to
223tg per roll.

2009 1 quarter 2 quarter 3 quarter 4 quarter

usd/eur 138,97/180,88 150,46/204,75 150,76/215,52 149,8/221,55
month 1 2 3 4 5 7 8 9 10 11 12
USD 121,27 | 1449 | 150,73 | 150,71 | 150,34 | 150,34 | 150,62 | 150,78 | 150,87 | 150,79 | 149,92 | 148,69
EUR 161 185,47 | 196,15 | 198,81 | 204,7 | 210,73 [ 212,266 | 214,83 | 219,49 | 215,52 | 223,35 | 223,57
Source: official Internet resource of the NBK

The reasons for the devaluation of the national
Bank pointed to the decline in world oil prices
and the devaluation of national currencies against
the dollar in the trading partner countries of
Kazakhstan. At the end of December 2003, the
price of one barrel in the world markets was
$30.72, on July 7, 2008; it reached a peak of
$143.19. Since that day, oil prices began to fall
sharply, and on February 16, 2009, fell to$41.61.
We know that foreign exchange reserves of the
National Bank were used to maintain the exchange
rate at that time. However, in the same February
2009, oil prices again crept up, and by the end
of 2009, the barrel began to cost $77.34. Along
with Kazakhstan to other post-Soviet States, for
example, in Russia from the beginning of 2008
to January 2009, the devaluation was 44%, in
Belarus 28%, in Ukraine 53%, in the Eurozone
13%. As another reason for the devaluation of the
tenge, the national Bank explained the need to
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preserve the gold and foreign exchange reserves
of the regulator.

In February 2014, Kazakhstan announced the
third devaluation of the tenge in the history of the
country. The dollar against tenge rose from 154.9 to
183.5 tenge.

Here, among the main reasons are the poor
economic situation in the BRICS countries, the
inflow of capital from developing countries and the
free formation of the exchange rate of the Russian
ruble. In the first quarter of 2014, there was a sharp
acceleration in quarterly inflation, mainly as a result
of the exchange rate adjustment in February 2014.
Inflation for this period was 3.3% (1.9% in Q1
2013). The formation of inflation in January-March
2014 was influenced equally by all major groups
of the consumer price index. And food prices have
increased by 3.3% (1.1% in QI 2013). Non-food
products and paid services rose in price by 3.2%
(0.6% and 4.0%, respectively).
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Table 2 — The official exchange rates of foreign currencies in 2014

Foreign exchange rates in 2014
500
400 —
300
200 — e ———— a8
100
0
1 2 3 4 5 6 7 8 9 10 11 12
EUR |211,17(236,69|251,95|251,38/250,39|249,41|248,77(242.67(235,19|230,08 | 225.65(223,92
=l=USD|154,96|/173,36|182,31|182,04| 182,42/ 183,51|183,52(182,07(181,96(181,47|180,87|181,81

Source: official Internet resource of the NBK

The deep deterioration of the terms of trade
and the weakening of the ruble in 2014 reduced the
dollar revenues of the economy and the budget by
almost half, worsened the balance of payments, led
to a loss of competitiveness of domestic producers.
The tenge, whose exchange rate remained fixed,
strengthened in real terms. Resulting imbalances
required a rapid and fundamental reorientation of
monetary policy, and in particular, the abandonment
of the fixed exchange rate regime, which prevented
the most rapid adjustment of the economy to
external shocks, amplified their negative effects on
the real sector and thus made the protection of the
exchange rate at an overvalued level unconvincing.
The loss of confidence in the national currency led
to demonetization, dollarization, and deterioration
of credit conditions and increased the threat of using
non-market instruments to maintain demand for
tenge, including regulatory instruments (Voloshin,
2015).

Table 3 — The official exchange rates of foreign currencies in 2015

Results and discussions

Summing up the review of indicators, we note
that the transition to the regime of inflation targeting
and the revision of exchange rate policy laid the
potential for the restoration of competitiveness and
increased the adaptability of the economy to external
shocks. Against the background of the slowdown in
the global economy, as well as the uncertainty in
the financial and commodity markets, there are still
risks associated with the negative impact of external
factors on the Kazakh economy.

On February 11, 2015, the National Bank
announced the prevention of one-time devaluation;
the currency adjustment was carried out smoothly.
Due to the aggravation of devaluation expectations
in Kazakhstan, on July 15, 2015, the National Bank
decided to expand the corridor of fluctuations of the
exchange rate of tenge against the dollar. Thus, the
corridor became 180-270 tenge for one dollar.

2015 lquarter 2quarter 3quarter 4quarter
usd/eur 184,64/208,32 185,86/205,25 216,20/240,90 300,22/328,73
month 1 2 3 4 5 6 7 8 9 10 11 12
USD | 183,70 | 187,92 | 185,31 | 185,73 | 185,8 | 186,04 | 186,8 | 203,62 | 258,17 | 275,54 | 302,27 | 322,84
EUR | 213,89 | 210,16 | 200,92 | 199,9 | 207,32 | 208,44 | 205,72 | 226,72 | 290,26 | 309,89 | 325,16 | 351,13
Source: official Internet resource of the NBK

The last devaluation occurred in August 2015
after the National Bank announced the introduction
of the free exchange rate of tenge. At that time,
the reform was faced with several main tasks: to
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stabilize inflation and switch to market exchange
rate formation, which will be determined by supply
and demand. After adjusting the exchange rate in
August 2015, prices of imported goods jumped
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sharply. This led to an increase in domestic inflation,
as well as an expected decrease in purchasing power
and real incomes of the population. For industrial
production, 2015 was a difficult year, as the
cheapening of production in the first half of the year
was accompanied by a rise in labor costs compared
to competitors. The loss of competitiveness was
manifested in the fact that in the 1st quarter of 2015
industrial production decreased by 38.7% in value
terms, the debt of industrial enterprises increased.
2016 was a difficult year for the economy of
Kazakhstan. In January 2016, the price of oil fell
to multi-year lows Brent oil reached $27 per barrel.
Started escape from tenge into foreign assets.
As a result, the tenge rate fell to a record level of
385 tenge per us dollar. The market has a liquidity
deficit in the national currency; the cost of financing
in tenge has increased significantly. KazPrime-3M
indicator reached the level of 22%. The National
Bank had to raise the base rate to 17%, and the
maximum recommended interest rate on deposits of
individuals in tenge up to 14% (14.9% of the GES)

to reduce the pressure on tenge. Towards the end of
the first quarter, the situation began to stabilize along
with a 52% increase in oil prices. And the range of
motion tenge was 327-385 tenge per U.S. dollar. In
2016, tenge strengthened against the dollar by 2%,
weakened against the ruble by 18%. The price of
oil for 2016 reached $57 per barrel. This is due to
the agreement of the OPEC and non-OPEC member
States on the reduction of oil production, starting
from January 2017. OPEC’s countries agreed to
reduce production by 1.2 million barrels per day up
to 32.5 million, and non-OPEC countries by 600
thousand barrels per day.

Starting from 2016, the national Bank finally
switched to the policy of interest rate management
and refused to control the exchange rate.

In 2017, the average price of Brent crude oil was
61.5 us dollars per barrel (figure 1). In comparison
with the previous quarter, the price increased by
18% and compared to the corresponding quarter of
2016 by more than 25%. (official online resource of
the national Bank of Kazakhstan)
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Figure 1 — The price of Brent crude oil, US dollars per barrel on average per month
Source: US energy information Administration (EIA)

The formation of oil prices was influenced
by a prolonged shortage of oil, accompanied by
high demand and low supply from the producing
countries.

Despite the fact that the currency market
experienced high volatility at the beginning of
the quarter of 2017, further improvement of the
situation in foreign commodity markets and gradual
stabilization of devaluation expectations created
conditions for reducing the amplitude of fluctuations
in the exchange rate of tenge and strengthening the
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tenge against foreign currencies. Tenge against us
dollar changed in the range of 330, 00 — 345, 00.
At the end of the quarter, the exchange rate of tenge
against us dollar strengthened to 332.33 or 2.6%.
Against the background of a gradual decrease in
the devaluation expectations of the population and
professional participants of the foreign exchange
market, there was a decrease in demand for foreign
currency. Dollarization of deposits decreased from
a peak of 72% in 2016 to 48% at the end of 2017
due to the transition to a floating exchange rate.
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The transition helped to increase the credibility
of the tenge and reduce devaluation expectations.
The main factor of further de-dollarization is to

increase confidence in the national currency in the
framework of the implementation of the policy of
inflation targeting.
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Figure 2 — Supply and demand in the world oil market, million barrels per day
Source: US energy information Administration (EIA)

At the end of 2017, inflation was at 7.1%,
corresponding to the middle of the target corridor of
6%. The reduction of external inflationary pressure,
stabilization of the situation in the foreign exchange
market and the trend to strengthen the tenge during
2017 against the background of positive dynamics
of the situation in the world commodity markets, the
stability of prices for the main commodity positions
in foreign agricultural markets contributed to the
slowdown of inflationary processes. Continue of the
price shock in the energy market, the impact of which
weakened only by the end of the quarter prevented a
greater decline in inflation. Core inflation continued
to show a steadier decline.

Monetary conditions remained neutral. The
situation in the monetary and credit markets was
influenced by the implementation of the program
to improve financial stability, which led to a limited
expansion of lending to the economy. The base rate
in October and November 2017 remained unchanged
at 10.25%. In January 2018, the rate was reduced
to 9.75%, in March to 9.50%. The exchange rate of
tenge against us dollar varied in the range of 330, 00
— 345, 00 tenge per us dollar, against the Euro-in the
range of 385, 00 — 405, 75 tenge per Euro, against
the Russian ruble-in the range of 5, 52 — 6, 00 tenge
per ruble.

In February 2018, inflation was 0.7%, from the
beginning of this year 1.3% (in January-February
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2015 -1.8%). Annual inflation was 6.5% and is
within the target corridor of the National Bank at
the end of 2018, 5-7%. In the structure of inflation,
prices in annual terms for food products increased
by 5.3%, for non-food products and paid services
by 8.4% and 6.2%, respectively. In December 2018,
the exchange rate of tenge changed in the range of
369.35-384.20 tenge per us dollar. The exchange
rate of tenge to us dollar amounted to 384.2 tenge
per us dollar, weakening by 3.4 for the month.

On figure 3 you can see the exchange rate of
the US dollar — tenge from 2014 to January 2019.
The above chart data confirms the level of annual
inflation in 2017-2018. Annual inflation at the end
of 2018 was at the level of 5.3% (for 2017 -7.1%),
remaining closer to the lower limit of the target
corridor of 5-7%. The slowdown in price growth
was observed for all components of inflation. The
increase in food prices amounted to 5.1% (in 2017
-6.5%). Prices for non-food products increased by
6.4% (in 2017 -8.9%), for paid services by 4.5% (in
2017 -5.9%).

Submitted by the Committee on statistics of the
Ministry of the national economy of the Republic
of Kazakhstan, in January 2019, inflation was 0.5%
(in January 2018 -0.6%). Annual inflation has
developed at 5.2% and is within the target corridor
of the National Bank at the end of 2019 4-6%. In
the structure of inflation, prices in annual terms
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increased for food products by 5.8%, for non-food
products and paid services by 6.4% and 3.4%,
respectively.

Basically, the dynamics of quotations in the
foreign exchange market was formed by the
influence of the following factors. The significant
strengthening of US dollar in global markets,
associated with us policy to support economic
growth and US Federal Reserve policy to raise

key interest rates, has significantly affected the
pricing of financial instruments in the world. On 26
September, the basic interest rate, the fed was once
again raised by 0.25 percentage points up to 2-2.25%
per annual. This led to an outflow of capital from
developing countries and a significant weakening of
their national currencies, including the main trading
partners of Kazakhstan. In this regard, the exchange
rate of tenge showed high volatility.

400
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100
50
0 2014 2015 2016 2017 2018 2019
B January 155,17 183.8 365,23 333,15 328.41 378,29
B August 182 237,66 343,73 3327 361,66
December 182,05 337.66 334,88 33533 371,31
Figure 3 — The exchange rate of the US dollar to tenge
Note — compiled by authors on the basis of the statistics Committee
of the Ministry of National economy of the Republic of Kazakhstan, GfK Kazakhstan
Conclusion not from Russia. The reason is the fall of the ruble

The results of the study showed that among
modern economists there was no consensus about
the importance of certain factors affecting the
exchange rate of the national currency. Among the
most significant course-forming factors, the authors
indicate a variety. So, D.P. Udalichev names the
following factors: demand and supply of currency,
inflation, interest rate levels and securities, the
balance of payments.

The likelihood of deterioration in external
monetary conditions has also not changed
significantly. However, the US Federal reserve’s
tougher rhetoric about the prospects for raising
the key rate, as well as the preservation and
development of trade tensions between the world’s
leading economies (the US, China, the EU) can lead
to an outflow of financial capital from developing
countries, devaluation of their national currencies
and acceleration of inflation (Mankiw, 2013).

If we talk about import inflation, the prices rise
for all imports from Europe and the United States,
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to the dollar, and our economy is tied to the dollar
no less than to the ruble, if not more since almost
half is still dollarized. The objective need is to
change the priorities of the economic policy, which
should be aimed at the radical modernization of
the Kazakh economy. From our point of view, the
post Keynesian flow of economic thought is able to
indicate ways to solve the problems that Kazakhstan
faces on the way to creating a new type of economy.
It can become a theoretical basis for the economic
policy of active impact on economic growth, the
priority of which is the real sector of the economy.
According to the National Committee (2019),
there is a risk of import of external inflation in the
conditions of acceleration of Russian inflation due
to the weakening of the ruble against the possible
introduction of sanctions and an increase in the VAT
rate in 2019. As well as due to the increased risks
related to the oil market, it becomes more realistic
to develop a pessimistic scenario involving a drop
in the price of oil to $40 US per barrel. In case of
implementation of this scenario, devaluation and
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inflation expectations will significantly increase,
and inflation may exceed its target values in 2019-
2020, and the GDP growth rate will fall to 2.1% in
2019.

The reaction of the National Bank may be a
tightening of monetary policy, and the conditions
of monetary policy will change from neutral too
restrictive. In the future, when assessing the risk
balance, the National Bank will take into account
not only the external and internal factors described
above but also the success of the structural reforms
of the Government to diversify the economy, which
can have a significant impact on economic growth
and inflation processes in Kazakhstan.

In 2016-2017, the annual inflation corridor of
6-8% was the target of the National Bank. 2017-2018
are 5-7%. Starting in 2018, the target parameters
are reduced as part of the strategy to achieve the
medium-term inflation target.

Inflation targets for the end of 2019 are set at the
following level: 4-6 % lower, but close to 4% at the
end of 2020 and subsequent years.

The stability of the currency allows increasing the
efficiency of production in the changing economic
conditions while maintaining the purchasing power
of banknotes. From the point of view of expanded
reproduction, the stability of the currency is a
prerequisite and a result of sustainable and dynamic
economic development. Therefore, first of all, the
stability of the national currency depends on the
economic growth of the country. Based on the above,
we can conclude that the main factor affecting the
stability of the national currency is the state’s own
potential, which is able to meet the needs of the
national economy in hard currency without external

assistance, that is a fundamental factor. Speculative
and monetary factors are derivatives caused by
the weakness of the national economy, unable to
solve the problem of the stability of the national
currency. To improve the stability of the currency,
the following can be identified: changing the vector
of financial and monetary policy in order to form
an innovative economy, raising the living standards
of the population; improving the efficiency of
production; implementation of national interests in
foreign economic activity.

However, without structural changes in the
economy, changes in the relative competitiveness and
productivity of industries and optimal fiscal policy
decisions, raising interest rates to contain inflation
in the long term is ineffective. The main Bank of the
country should soften the directly proportional drop
oftenge to the dollar after the ruble, as far as possible,
so as not to cause devaluation expectations. In an
import-dependent economy, devaluation inevitably
leads to inflation sooner or later.

In our paper’s purpose of the study was to
consider the currency policy of the National Bank
of the Republic of Kazakhstan; theoretical and
methodological substantiate the stability of the
currency, as well as to analyze the factors affecting
the fluctuations of the national currency.

In conclusion, want to mention that the currency
is usually depreciated or appreciated during local
and foreign trading hours. Second, the opening,
closing and trading hours of major global markets
affect the behavior of foreign exchange earnings.
And third, Overlapping trading periods between
major markets affect the behavior of foreign
exchange earnings.
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