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Problems and prospects of Kazakhstan's monetary policy

The article analyzes and evaluates the effectiveness of the current monetary policy of Kazakhstan.
The study is aimed at identifying the shortcomings that arise as a result of the application of the
current monetary policy of the National Bank. The proposed measures to adjust it in accordance
with the current requirements of the economy of the republic will contribute to a more efficient
functioning of the financial system of Kazakhstan and increase economic growth and stability in
the country. The way out of the stagflationary trap is to create a multi-channel system of lending
to the economy. The main thing in the scheme described by the authors is to ensure the repayment
and targeted use of the loans provided to expand the production of goods, which will link the
demand increasing with the growth of the money supply with a corresponding increase in the
supply of the commodity mass. To do this, the National Bank needs to rationally use its existing
tools and control capabilities to block speculative attacks by foreign speculators.
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Introduction

In the address of the Head of State to the people of Kazakhstan, the task is to ensure the stability of the
national currency and curb inflation [1]. To do this, the National Bank of the Republic of Kazakhstan is
pursuing an inflation targeting strategy — a kind of monetary policy with the main instrument in the form of a
percentage of the base rate, which should determine the value of money in the economy, the volume of money
supply and thereby affect inflation.

It is believed that through the regulation of inflation, it is possible to develop the economy, protecting the
population from shock price spikes. At the same time, the free-floating exchange rate of the national currency
is applied [2].

The mechanism of action of such a monetary policy is as follows: with an increase in the base rate, money
for the economy becomes more expensive, monetary spending and consumption fall, as a result of which
inflation decreases, but with it economic growth.

A reduction in the base rate, on the contrary, makes money cheaper, household spending increases, and
after that production and the economy increase.

However, pure theory is confronted with the realities of the Kazakh economy, which are not suitable for
this policy. The classical requirements of the inflation targeting policy are as follows [2]:

- independence of the Central Bank in its decisions from the government;

- free pricing without setting minimum prices for goods;

- limited state participation in the economy through non-market enterprises that create only jobs without
the goal of paying off;

- weak dependence of the economy on world prices for exported raw materials and a minimum level of
dollarization of the financial sector;

- full control of the Central Bank over the currency turnover within the country;

- developed financial markets with a stable banking system;

- stable exchange rate that can be predicted.
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Methods and materials

Data analysis methods, comparative analysis, statistical analysis and econometric models were used. To
assess the effectiveness of monetary policy, such indicators as the level of inflation, interest rates, the volume
of lending and money supply, economic growth and the unemployment rate were used.

The main part

According to domestic and foreign experts [2-4], the applied inflation targeting strategy does not meet
almost all of the above classical criteria:

1. The Government regularly intervenes in the activities of the National Bank to support the banking and
construction sectors, small and medium-sized businesses, protection of deposits of the population, etc.

2. The state constantly regulates the prices of essential goods, fuel in the sowing and harvesting seasons,
utility tariffs, etc.

3. A significant role in the country's economy is played by the so-called quasi-public sector represented
by national holdings (JSC NWF "Samruk-Kazyna", JSC NUH "Baiterek", JSC "KazAgro"), their
"subsidiaries" and "granddaughters" companies, whose market efficiency is relatively low, including due to
constant and significant expenditures on social projects in the country and regions.

4. Due to the structural imbalance in the economy over the past decades, there has been a trend of
increasing dependence on the export of raw materials, and it has not been possible to reverse it. At the same
time, the National Bank does not affect import inflation or cost inflation in any way. For Kazakhstan, where
there is a high correlation between the exchange rate and the price of oil, it is the fluctuations in the price of
oil that make it impossible to achieve the inflation target, since oil price jumps are reflected in the fluctuation
of the dollar exchange rate.

5. The sanctions policy of Western countries against Russia, which began in 2014, also plays an important
role in the import of inflation. Any depreciation of the Russian ruble leads to a proportional devaluation of the
tenge, since otherwise the export of Kazakhstani raw materials, mainly metals, becomes not competitive in
comparison with similar Russian exports, which replaces it in the traditional markets of China and Southeast
Asian countries.

6. Due to the structural problems of the economy, we still have not developed the currency and stock
markets, and the level of dollarization of the financial sector is significant. The absence of full currency control
over the internal market of the regulator does not prevent massive currency speculation by internal and external
players during periods of crises and instability in the global financial markets.

7. Kazakhstan's banking system has actually been destroyed due to the impact of the global mortgage
crisis of 2007, the ongoing sanctions war against Russia, and the financial market remains poorly developed
due to excessive regulation on the part of the National Bank related to the protection of deposits of the
population.

8. Against the background of the above problems in the financial sector and in the economy of the country
as a whole, it is not necessary to talk about a stable and even more predictable exchange rate of the national
currency.

Of course, all experts recognize the effectiveness of the inflation targeting strategy in countries that follow
the requirements of this policy, but there is no consensus on how to adapt it for countries dependent on
commodity exports like Kazakhstan.

Some experts [2-4] suggest that instead of inflation targeting, it is better to use nominal GDP growth
targeting, which consists of two components: inflation and real GDP growth. Such a strategy sets the monetary
regulator the task of finding the right balance between economic growth and inflation.

Thus, neither the current nor the previous monetary policy of the National Bank of the Republic of
Kazakhstan is able to solve the problem of controlling inflation and maintaining a stable exchange rate of the
national currency. And the entire experience of the development of independent Kazakhstan, since 1993 to the
present day, is a factual confirmation of this.

The fulfillment of the instruction of the Head of State on maintaining the national currency exchange rate
and low inflation cannot be solved with the existing monetary policy of the National Bank of the Republic of
Kazakhstan. The stability of the national currency implies not only maintaining a stable exchange rate of tenge
against other currencies, but also includes two more components [5-6]:

- stability of the purchasing power of income and savings denominated in the national currency;
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- creation of the most favorable macroeconomic conditions for the sustainable development of the national
economy, financial system, investments and industry.

The inflation targeting strategy does not provide for any measures to expand the money supply necessary
for the reproduction of the economy, to replace, after the global mortgage crisis of 2007, external sources of
financing with domestic credit. Its implementation aggravates the contraction of the money supply, which
entails a reduction in credit, the collapse of the investment banking system, a decline in production and an
increase in unemployment. These events have already largely come true, but the leadership of the financial
sector continues its previous course of maintaining inflated interest rates and free floating of the national
currency.

The conviction of the National Bank that it is possible to cope with inflation and fluctuations in the tenge
exchange rate by manipulating interest rates is unclear. In real practice, there is no strict relationship between
the dynamics of interest rates and the money supply, on the one hand, and the level of inflation, on the other.
At the same time, a direct relationship between the first two indicators and the dynamics of production and
investment is well traced. Always and everywhere, a reduction in the money supply and an increase in the
interest rate are accompanied by a drop in production and investment.

The reason for dragging the economy into a stagflationary trap was the erroneous policy of the monetary
authorities. To correct it, first you need to abandon the standard recommendations of international
organizations, primarily the IMF and the World Bank, in your policy. The latter work in the interests not of
the Kazakh economy, but of international, mainly American, capital. It does not require an increase in
production from Kazakhstan, but favorable conditions for extracting excess profits from the export of raw
materials and the import of products from its own processing industries.

In recent decades, almost all of their recommendations addressed to the National Bank and the
Government of Kazakhstan suggest continuing the course of tightening monetary policy and increasing interest
rates in order to reduce inflation, achievable within the framework of a fully flexible exchange rate formation.
And the result remains unchanged — inflation persists, and the exchange rate of the national currency is
constantly falling.

Raising interest rates to reduce inflation and increase the exchange rate of the national currency is a
standard recommendation of the IMF. It is based on a market equilibrium model that does not correspond to
economic reality, although it is quite simple and convincing. Monetary authorities are confident that an
increase in interest rates increases the attractiveness of bank deposits, which limits demand and leads to lower
prices, as well as binds free money and reduces its supply in the foreign exchange market, contributing to the
strengthening of the national currency.

However, this argument does not take into account that an increase in interest rates also leads to an
increase in costs for borrowers, which transfers them to the cost of production, as a result of which prices rise
and the national currency is devalued. A reduction in demand can also lead to a drop in production and an
increase in costs under the influence of the return effect on the scale of output, as a result, prices may not
decrease, but increase. Conversely, a decrease in interest rates and an increase in the supply of money can
transform into an expansion of production and investment and, accordingly, into a reduction in prices and
costs.

The monetary authorities do not take into account the obvious — the nonlinearity and disequilibrium of
the processes of economic dynamics, and in our case also the detrimental role of the demonetization of the
economy. In our conditions of low monetization of the economy, the expansion of the money supply has so
far been accompanied not by an increase, but by a decrease in inflation, due to the absorption of money by the
uncredited real sector of the economy. If the National Bank does not change the mechanism of refinancing
commercial banks, then an increase in credit for second-tier banks will cause a new wave of currency
speculation and another depreciation of the tenge, followed by an acceleration of inflation. Similarly, it can be
predicted that the continuation of the demonetization of the economy will worsen the decline in production
and investment.

In fact, as a result of the activities of the National Bank, a stagflationary trap is being created in the
economy. What is its essence: according to economic theory, the inflation rate is determined by the ratio of the
amount of money in circulation (money supply M3) to the amount of products produced in monetary form.

And the strategy of inflation targeting, i.e. the regulation of the base rate, is aimed at reducing the money
supply through an increase in the base rate. It is believed that with the constant denominator of the fraction
(the volume of production), the reduction of the numerator in the fraction (money supply) leads to a decrease
in the inflation rate. However, in the real economy, everything does not work like that, a decrease in the money
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supply and an increase in the loan rate are always accompanied by a subsequent contraction or reduction in
production, i.e. both the numerator and the denominator of this fraction are reduced simultaneously, and the
inflation rate as a whole is growing. Repeated reduction of the numerator (reduction of the money supply), re-
starts the cycle of reduction of the denominator (production volumes), which is expressed in the form of a
stagflationary trap, a constant annual increase in inflation and a fall in the national currency.

Conclusions

The way out of the stagflationary trap is to create a multi-channel system of lending to the economy,
including:

1. Creation of a specialized digital financial instrument only under the demand for investments for the
manufacturing industry with full control over the targeted use of the allocated money. At the same time, the
rates on such a loan should correspond to the level of profitability of the relevant sectors of the economy and
their inherent risks.

2. And secondly, for the purpose of liquidity support, refinancing of banks can be provided, as now, at
the base rate, with the condition that these loans will not be used for speculation against tenge.

The main thing in the described scheme is to ensure the repayment and targeted use of the loans provided
to expand the production of goods, which will link the demand that increases with the growth of the money
supply with a corresponding increase in the supply of the commodity mass. To do this, the National Bank has
the necessary tools and control capabilities, as well as to block speculative attacks by foreign speculators. It is
only necessary to learn how to apply them, as all successfully developing economies of the world do.

List of literature

1. The message of the Head of State Kassym-Jomart Tokayev to the people of Kazakhstan "New
Kazakhstan: the path of renewal and modernization" dated March 16, 2022 / Posted on the official website of
the President of the Republic of Kazakhstan at:

https://www.akorda.kz/ru/poslanie-glavy-gosudarstva-kasym-zhomarta-tokaeva-narodu-kazahstana-
1623953 2. Shamsutdinov E. What is inflation targeting and how does it affect the tenge exchange rate? // The
article is posted on the Internet at: https://informburo.kz/cards/chto-takoe-inflyacionnoe-targetirovanie-i-kak-
ono-vliyaet-na-kurs-tenge.html.

3. Does the National Bank of the Republic of Kazakhstan cope with inflation targeting? / Posted on the
Internet at:
https://forbes.kz/process/expertise/kak spravlyaetsya natsbank kazahstana_s_inflyatsionnyim_targetirovaniem.

4. The bet is made. Why does Kazakhstan need inflation targeting? / Posted on the Internet at:
https://cdb.kz/sistema/novosti/stavka-sdelana-dlya-chego-kazakhstanu-inflyatsionnoe-targetirovanie /.

5. Glazyev S. About inflation targeting// Economic issues. 2015. - No. 9. — pp.1-12.

6. The policy of the Central Bank is more harmful than sanctions / Interview with S. Glazyev / Posted on
the Internet at: https://glazev.ru/articles/165-interv-ju/66501-politika-tsentrobanka-vrednee-sanktsiy.

K. K. Pomazanos, O.B. CunaeBa
Ka3akcTaHHBIH aKIIA-KPeAUT casicaThIHBIH Maceie/iepi MeH NnepcrneKTHBaIapbl

Maxkanmana Kazakcranueiy arsiMuarbl AKIIA-kpemuT cascaThIHBIH THIMIUITIH Taagay >KOHE
Oarayiay OpBIHIANBL. 3epTTey ¥ITTHIK BaHKTIH KOJNIaHBICTAFbl MOHETAPIIBIK CAsICATHIH KOJIJIAHY
HOTWDKECIHAE  TYBIHAAWTBIH  KEMIIUTIKTEpJl  aHbIKTayFa  OarbITTanFad.  PecmyOnmka
SKOHOMHWKACBHIHBIH ©3€KT1 TallanTapblHa COHKEC OHBI TY3eTy OOWBIHINA YCHIHBUIFAH INapaniap
KazakcTaHHBIH KapXKbl JKYWECIHIH HEFYPIBIM THIMII JKYMBIC ICTE€yiHE JKOHE eJJeri
HSKOHOMHUKAJBIK 6CYy MEH TYPaKTBUIBIKTBI apTTHIPYFa BIKNAT eTeTiH Oonajpl. CTardIsiusiibik
TY3aKTaH MIBIFYJBIH JKOJNBI-DKOHOMUKAHBI HECHUCNCHMIPYAIH KOI apHallbl JKYHECiH Kypy.
ABTOpIIap cHIaTTaFraH CXeMaJarbl €H 0aCTHICHI-aKIla YCHIHBICHIHBIH 6CYIMEH OCII Kelle KaTKaH
CYPaHBICTHI Tayap MacCaChIH YCHIHY/IBIH THICTI ©CiMIMEH OalIaHBICTHIPATHIH Tayapiap OHIIPiCiH
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KeHeWTyre OepiireH HecHenepAiH KaWTapbIMIBUIBIFBIH >KOHE MaKCaTTbl MaliJaJaHbUTybIH
KaMmTamacel3 ery. On yimiH ¥ATTBIK OaHK IIETeNJIK albllcaTapiapblH —ablicaTapibK
malybU1iapblH OyFaTTay yuIiH Kosija Oap Oakpuiay Kypajjapbl MEH MYMKIHAIKTEPiH YTHIMIIbI
nanagaHybl Kaxer.

Tyuin co30ep: KapXbl KyHeci, aKIa-KpeanuT CascaThl, aKa-KPeAUT CasiCaThl, WHQISIUSIIBIK
TapreTTey CTPaTeTHsChl, aKlla YChIHBICH, HHQIIALUS, allbIIICaTapIbK MA0YbUI, YITTHIK BaJIIOTa
OaraMbl, 0a3aJIbIK MOJIIIIEpIIeME.

K K. Pomazanos, O.B. Cunaesa

HpOﬁJ’IeMLI U MEPCHEKTUBDLI HeHe)KHO-erIlHTHOﬁ noauTuku Ka3zaxcrana

B crathe BBINIONHEH aHaNM3 W OLEHKAa 3(PQPEKTUBHOCTH TEKYIIEH IEHEXHO-KPETUTHOW MOJUTHKH
Kazaxcrana. MccinenoBanne HaripaBiieHO Ha BBISIBJICHHE HEIOCTATKOB, KOTOPBIE BO3ZHUKAIOT B PE3YJIbTaTe
MPUMEHEHUs JISUCTBYIONIEH MOHeTapHOH monuTrku HanmonansHoro 6anka. IlpemiokeHHbIe MepHI 10
ee KOPPEKTHPOBKE B COOTBETCTBHM C aKTYyallbHBIMH TPEOOBAHUSIMH SKOHOMHUKU PECHyOIUKH OymyT
crioco0cTBOBaTh OoJice 3P heKTUBHOMY (YHKIIMOHUPOBAHUIO (MHAHCOBOM cucTeMbl Ka3axcraHa u
MOBBIIICHNIO0 YKOHOMUYECKOTO POCTa U CTAOMIILHOCTH B CTpaHe. BrIxoa U3 cTarduisiMOHHON JIOBYIIKH
3aKJIFOYAETCS B CO3JJaHMM MHOTOKaHAIbHOM CUCTEMBI KPEAUTOBAHUS SKOHOMUKHU. [ TaBHOE B OMMCAHHON
aBTOpaMH cxeMe — o0ecriedeHre BO3BPATHOCTH U IIETIEBOT0 UCTIONIb30BAHUS ITPEIOCTABISIEMBIX KPEAUTOB
Ha pacUIMpeHHe MPOM3BOJCTBA TOBAPOB, KOTOPHIE CBSXKYT YBEITHMYMBAIOIIMNCSA C POCTOM JEHEKHOIO
MPEUIOKEHUS CIIPOC COOTBETCTBYIOIIUM TIPHUPOCTOM TMPEVIOKEHUSI TOBapHOM Macchl. [lng asToro
HanmonanbHoMy 0aHKY HEOOXOJMMO PAIMOHAIBHO MPUMEHITH MMEIOIIUECS] Y HEro WHCTPYMEHTHI U
BO3MOKHOCTH KOHTPOJIS /17151 OJIOKHPOBAHUA CIIEKYISTUBHBIX aTak 3apyOeKHBIX CIEK YIISHTOB.

Kniouesvie cnosa: ¢uHaHCcOBas cHcTeMa, JICHEKHO-KPEAWTHAS IOJUTHKA, MOHETapHas IOJUTHKH,
cTpateruss MHQJSIMOHHOTO TapreTUPOBAHHMS, JCHEKHOE MPEUIOKCHNUE, WHQIISMNS, CIEKYISITHBHAS
aTaka, Kypc HaI[MOHAJbHOM BaJIIOThI, 0a30Bas CTaBKa.
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