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METHODS AND CONDITIONS FOR ACHIEVING TRIPLE
EQUILIBRIUM IN THE ECONOMY

Abstract: In connection with the transition to market relations in the Republic of Kazakhstan, deep and
widespread changes have taken place in the country's economy, as well as in all sectors of the national economy as a
whole. Looking at our life, the new history of Kazakhstan, we can assure the relevance of the study of world
monetary policy. The monetary policy of Kazakhstan cannot be the same as in countries with a market economy,
which is a natural American, English or any other monetary policy, therefore this topic requires further study. The
theory of monetary policy is quite complete, but it is obvious that it needs to be adapted to the realities of the
Kazakhstan economy with which the relevance of this topic is related.

Triple equilibrium characterizes the degree of integration of the national economy for the free movement of
international capital, the regulation of which is carried out with the help of fiscal, monetary and foreign exchange
policy instruments.

Keywords: equilibrium, currency, economy, capital, national economy, triple equilibrium.

Introduction.Internationalization of economy and its globalization, deepening of integration
processes, growth of interrelation and interdependence of national economies are the most important
factor of development of world economy in the modern world. Most countries in the world have less open
economic policies. They, opening their systems for cooperation with other States, seeking to ensure
internal economic equilibrium governments these States, and also seck to achieve foreign economic
balance [1].

In the case of most developed countries conducting foreign economic activity, macroeconomic
equilibrium is based on the forecast not only of "full employment" in the conditions of the lowest possible
level of inflation, but also of a balanced system of external payments. The state of uncertainty of the
current account balance, large and long-term balance of payments deficit, increasing external debt can
negatively affect the internal state of the economy, cause economic downturn, financial and currency
crises. This may lead to a disturbance of the entire system of international economic relations in the
context of interdependence of growing national economigs.

Therefore, the objective of macroeconomic policy in an open economy will be to achieve both
internal and external equilibrium. At the same time achieving internal and external balance becomes a
serious problem of macroeconomic regulation of the modern economy [2,3].

Main part. As noted above, the domestic balance should reflect the balance of the situation of" full
employment " or aggregate demand and aggregate supply under the conditions of the maximum
permissible level of inflation.

Foreign trade as the main form of foreign economic activity is not carried out without connection with
its other forms. This primarily applies to foreign exchange transactions. Due to the exchange of currencies,
there is a differential of exchange rates and interest rates, which currently constitute one of the Central
criteria of monetary relations and are a link connecting internal and external economic processes [3].

As is known, the devaluation of the national currency creates favorable conditions for exporters to
obtain additional benefits. Exporters maintain favorable conditions to increase their competitiveness by
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reducing export prices for their goods. These products will become more attractive to foreign buyers,
which increase the demand for them. This will lead to the expansion of exports.

Import prices also do not remain independent of changes in market conditions. For foreign suppliers,
it is proposed to compensate for the costs caused by the depreciation of foreign currency and in the same
amount to make a profit in their national currency. The rise in the cost of imports will reduce demand for
it. As a result, the devaluation of the national currency will lead to an improvement in the country's trade
balance [4].

The obtained results (conclusions). Contradictory phenomena occur when the national currency is
revalued. First of all, it is the increase in prices for export products, which causes a decrease in export
revenues and a decrease in their competitiveness, respectively, a reduction in the volume of their supplies.
The depreciation of foreign currency leads to an increase in imports. Accordingly, the trade balance is
deteriorating.

Indeed, it aggravates the value of price elasticity of export and import demand, its change in the
conditions of devaluation of the national currency due to the improvement or deterioration of the trade
balance [3].

Thus, when imports are particularly important for the country, the demand for imports does not
decrease even in the case of rising prices for imported goods (price flexibility of demand is zero). In these
cases, there will be an increase in the total value of imports, which will contribute to the deterioration of
the trade balance.

In economic theory, the combination of these types of price flexibility as a factor in the formation of
the trade balance of the country was manifested in the Marshall-Lerner. Its essence is that the devaluation
of the national currency will lead to an improvement in the trade balance if the sum of the absolute value
of national import demand and the elasticity of foreign demand for national exports is higher at once [6]:

Re + Rim >1 (D

Here Re — export flexibility, Rim — import flexibility.

The modem nature of the world economy significantly changes the actions of the classical schemes of
functioning of the currency market and its relationships with other parties of the economic system.

Over the past decade, the movement of international capital has often been of a loan nature. Financial
resources of different terms are traded on international capital markets. This may be the funds of
governments, Central banks, public institutions and international financial institutions, as well as private
corporations, non-Bank financial institutions, individuals.In the presence of a narrow basis for domestic
financing of the economy, the use of external sources becomes a very urgent task.

Foreign investment inflows are regulated by ensuring an export surplus or a foreign trade current
account surplus.

This is also the case with net capital inflows by achieving a capital account surplus.

If the export surplus (foreign trade current account Surplus) is equal to the net capital outflow (capital
account surplus) or if the import surplus (foreign trade current account surplus) is equal to the net capital
inflows ( capital account Surplus), the balance between the current account and the capital account is
achieved. The trade balance tends to increase imports depending on the exchange rate of the convertible
currency and the level of gross domestic product, in particular, with an increase in GDP, causing a
deterioration of the trade balance [7].

As for the international flow of capital, its intensity is influenced by many factors. The most
important of these is the income that provides various countries with their assets and is determined at a
special level by the value of the interest rate. The difference between national and world interest rates is
therefore an important determinant of capital outflows or inflows (other things being equal).

The external equilibrium may be exacerbated by the dynamics of the capital transition process as a
change in the internal interest rate to changes in comparison with the mobility of capital movements, i.c.
the world level of capital movements.

The problem of internal and external equilibrium refers to the work of commodity, money and
currency markets. Achieving internal and external equilibrium is an important problem of macroeconomic
regulation, which requires taking into account the mutual influence of internal and external converters, as
well as their negative impact on each other.

— 223 ——



Newsof theNational Academy of ciences of the Republic of Kazakhstan

IS — LM model - it is a basic model that combines the market of goods and services, the money
market and the market of financial assets into a single whole. This allows you to find the interest rate and
the level of income, while commodity and money markets simultaneously reach equilibrium.

In the economic model of IS — LM, the Economy is divided into two sectors (or market): the
production ("real") sector and the money sector, reflecting the state of Affairs in the integrated loan capital
market. The mutual cooperation of these two sectors determines the level of aggregate demand and the
level of credit interest in the economy.

In the manufacturing sector, the gross national product (GNP) will be created, which will reflect the
final output produced by the citizens of a given country per unit of time. If GNP is considered in terms of
the final components of demand, it shows, first, that part is spent on personal consumption, second, that
part is spent on private sector accumulation (private foreign exchange investment), third, that part is spent
on financing total public expenditure (public consumption and accumulation), and fourth, that part is an
amount equal to the trade balance (exports minus imports).

In the iz economy world interest rates are equal toi three-fold equilibrium is provided at the value of
the internal interest rate. In a graphical context it is £S5, LM and BP (balance of payments function curve)
the curves in figure 1 are like Y = Y*and i =7 can be shown as an intersection.

A

i

IS LM

v v

1-picture. Equilibrium in an open economy under conditions of capital mobility

The curve 1S intersects above the intersection point of the curve BP of the latter with M. This means
that the domestic rate of interest corresponding to wealth and the joint equilibrium of the money market
exceeds the world rate. Then begins the inflow of foreign capital into the economy with a higher yield of
domestic assets compared to the world.

Foreign investors are starting to buy its securitics because they are starting to be cheaper. At the same
time, residents of this country adhere to themselves from the acquisition of foreign assets and consider it
advisable to borrow from abroad at lower rates. The consequence will be an increase in capital inflows
into the country and a reduction in its return abroad. As a result, the capital account of the country's
balance of payments will improve [8].

The inflow of foreign capital causes an increase in demand for the domestic currency, resulting in an
increase in the exchange rate (national currency).

The appreciation of the national currency causes a decrease in net exports, as a result of which the
movement of the IS curve will continue until the alignment of the domestic interest rate with the world,
1.., until the cause that caused the inflow of foreign capital is eliminated.

If the internal interest rate below the world, you will see an increase in the outflow of capital from the
country abroad, causing an increase in demand for foreign currency, and, consequently, will lead to
growth of net exports and positive movement of the 7S curve and raise domestic interest rates.

When the domestic interest rate decreases, there is a transfer of domestic securities to foreigners,
corresponding to the deterioration of the capital account.

Since in these cases the trade balance is a direct function of gross domestic product and the net capital
inflow (capital account balance) is a direct function of the interest rate, the level of GDP and the interest
rate have external equilibria (balance of payments equilibrium) provided that the net capital inflow
corresponds to the trade balance.
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The impact of monetary and fiscal policy on national income under the Mundell-Fleming model
depends on the exchange rate regime. When the exchange rate fluctuates, only monetary policy affects
income, and the effect of stimulating fiscal policy is averaged by the growth of the exchange rate. At a
fixed exchange rate, income is only affected by fiscal policy, as the money supply is subject to the
obligation to maintain the exchange rate [9].

The value of net exports abroad at a given income depends on the exchange rate and income in a
given country, which in turn depends on the exchange rate and the level of government spending. The
government holds in its asset two tools how to eliminate the current account deficit.

These are, first of all, budget policy measures aimed at reducing costs in the economy, respectively,
reducing production and increasing net exports. Second, the measures of currency devaluation that
promote export promotion, as well as the transfer of domestic goods and services from imports to the
homeland.

Shifting spending to domestic goods and services in the short term may also be the result of foreign
trade restrictions, but protectionist policies reduce trade and the welfare of the country, so devaluation is
seen as the most effective tool for improving the current account balance.

For example, the government has set a goal to stimulate aggregate demand through increased public
spending. As a result, the 1S curve moves to the right, as shown in figure 2 (IS; — IS,).

it s, Is,
LM, LM,
2
e
g
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i=i BP
Y 1 Y2 }:

2-picture — Fiscal policy in terms of approved exchange rates

The shift of IGI IS upsets the three-fold equilibrium, as the domestic rate of I1 percent is higher than
the world rate.

As we know, an increase in the domestic interest rate will attract foreign capital to the country, which
will lead to an increase in demand for the domestic currency. To ensure the stability of the exchange rate,
the Central Bank will be forced to increase the money supply, as a result of which LM zigzag moves to the
right as LM2. Thus, a new three-fold equilibrium will be established in the conditions of a higher national
value of income Y2 and the interest rate 1 = iz.

It should be noted that the effect of crowding out private investment will not change because the
interest rate is not changed, and the actions of the multiplier effect of public spending growth compared to
closed economies will be in full.

Thus, under the conditions of the approved exchange rate, Fiscal policy becomes effective, since only
a triple equilibrium is maintained, which will lead to an increase in aggregate demand and real national
income. In addition, similar results can be achieved through protectionist measures restricting imports.

In contrast, Fiscal policy remains ineffective in a floating exchange rate environment. This is due to
the fact that the increase in the domestic interest rate, which received a positive promotion IS, will lead to
the inflow of foreign capital into the country and increases the demand for domestic currency. The
increase in demand for domestic currency will affect the growth of the exchange rate, which will lead to a
reduction in net exports. The decline in net exports excludes the initial increase in aggregate demand and
returns Irina to its original state. That is, Fiscal policy in this case becomes ineffective. However, this has
a positive side: a floating exchange rate, maintaining the level of national income of the economy, protects
against the influence of sharp fluctuations in Autonomous demand[10].
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In a floating exchange rate environment, monetary policy is, on the contrary, effective. The results of
monetary stimulus measures are shown in figure 3.
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3-picture - Stimulating monetary policy in a floating exchange rate environment

Suppose that the Central Bank has increased the money supply, which is reflected in the LM moving
towards LM,. The increase in the money supply affects the reduction of the domestic interest rate,
stimulating the outflow of capital from the country. As a result of the demand for foreign currency, the
exchange rate will decline, which will lead to an increase in net exports, and consequently to an increase
in aggregate demand (IS; — IS;). A new three-fold equilibrium will be established in the context of a
higher level of national income Y and the world interest rate.

Consider the conditions of equilibrium in the commodity and money markets separately, taking into
account their relationship and mutual agreements. The model characterizing the conditions of
simultaneous equilibrium in these markets (IS-LM model) is shown in figure 4 [11].

A

Interest rate

v

1%
Income, output
6-picture. Equilibrium in the IS-LAf model

A single point of economic equilibrium determines iy interest rate and Yy income level, satisfying
both commodity market conditions as well as money market conditions. In other words, the real costs of
the economic system at point E are equal to the planned, and the demand for real money is equal to the
supply of'it.

At any point in the diagram shown in figure 4, at least one of the conditions presented in figure 4 is
not fulfilled, so market forces push the economy to a General equilibrium corresponding to point E.

To understand how this happens, let's consider what happens if the economic situation is
characterized by point A. Despite the fact that at point A the commodity market is in equilibrium
(aggregate demand equals aggregate supply), the interest rate goes above equilibrium, resulting in the
demand for money becomes lower than supply. And because people have extra money, they try to "get
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rid" of it (money) by buying bonds. As a result, bond prices will rise, which in turn will lead to an increase
in both planned investment costs and net exports. Total demand begins to grow and the point
characterizing the current state of the economy moves through the IS network before interest rates fall to
the level of iE, and total production before the growth of Yg, that is, until the economy reaches a balance
with the point E.

Despite the fact that monetary demand is equal to its supply, at point B national income goes above
the equilibrium level, i.e. aggregate demand. Firms are unable to sell all their products and accumulate
unplanned inventory, forcing them to reduce their production as well as reduce production. Lower output
means lower demand for money, which leads to lower interest rates. As a result, the point characterizing
the current state of the economy moves down the LM curve until it reaches the point of General
equilibrium.

In the event of a fall in the domestic interest rate, there will be a reverse process of exchange of
domestic securities for foreigners, in accordance with which the capital account deteriorates.

Thus, the state's choice of methods of influence on the economy in an open system depends on the
national currency regime [12].

In particular, it is necessary to repay the balance of payments debt by the Central Bank by selling the
country's foreign exchange reserves. The decrease in the Central Bank's foreign exchange reserve in this
case is accompanied by an increase in the supply of foreign currency instead of the national currency
"received" by the Central Bank from the country's economic system in the domestic market. Thus, the
balance of payments deficit will tend to decrease the money supply in the country, and the surplus will
tend to increase. If the monetary government does not pay attention (this situation will be very rare), these
processes can take place. The money supply is generally under very tight control of the monectary
government, which tries to actively sterilize the paychecks, i.¢. to prevent the paycheck from influencing
the money supply.

To sterilize the balance of payments deficit, they must purchase government bonds on the open
market, reduce settlement rates or reduce reserve requirements. To sterilize the surplus of the balance of
payments, they should do the opposite, that is, sell government securities, raise the settlement rate, raise
reserve requirements. Obviously, there are limitations to the ability of a monetary government to sterilize
the payment jaw. For example, a monetary government cannot indefinitely sterilize long-term chronic (or
fundamental) deficits because its international reserve holdings will be exhausted before then. In addition,
mongetary government cannot infinitely sterilized and chronic excess of international reserve holdings will
be international money supply, and further lead to excess growth in the money supply on a unilateral
basis.

Conclusion.So we can sum up the above as such:

1. The IS-LM model defines the fundamental relationship between production and consumption and
is a condition of equilibrium in the field of final product sales.

2. Expansion of the IS-LM model with indicators reflecting exchange rate changes will provide a
three-fold balance achieved by adjusting the current value of the exchange rate of the national currency in
the economy. Three-fold equilibrium characterizes the degree of integration of the national economy into
the world economy and the degree of openness of the economy to the free movement of international
capital (its regulation is carried out through the use of monetary, fiscal and monetary policy instruments).

H.A.AbMeperoB

3.F.1., mpodeccop, «IKOHOMHUK» Kadenpachl, AObUIAH XaH aTBIHAAFBI
Kazak xanpIkapaibIK KaTbIHACTAP KOHS 9JICM Tiaacp YHUBEpcuTeTi, (AmMars K., Kazakctan Pecmy Omikacsr)

IKOHOMMHMKAJA YII ECEJEHT'EH TENE-TEHAIKKE
KOJ XETKI3YAIH /KOJIAPBI ’)KOHE INAPTTAPbBI

Annoramus: Kasakcran PecmyOmmkachlHOA HAPBIKTHIK — KATBIHACTAPFA OTYIC OAHIAHBICTHI  CIIIH
SKOHOMHKACHIHIA, COHTAH-aK TYTaCTaW aJFaHAA XaNblK [MAPyaIIbUIBIFBIHBIH OapiblK CamajiapelHAA TCPeH opi
ayKeIMABI ©3repicTep kepiHic TanTel. bizain emipimisre, Ka3akcTaHHBIH >KaHA TApHXBIHA Kapam Oi3 dJIeMIIK aKmia-
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HCCHC CAsACATHIH 3CPTTCYMIH O3CKTLNIrHE KO3IMIi3al MKETKi3e amaMbl3. KasakCTAaHHBIH aKMA-HCCHE CasACaThl, TAOWFH
AMCPHKAJBIK, AFBLIMIBIH HEMECe KaHJad OoiMachlH 0acka Ja MOHETAPIBIK CAsCATBHIH JKYPTI3YII HAPBIKTHIK
SKOHOMHKACH! JAMBIFAH CIACPACTIACH OOyl MYMKIH €MEC, ICMCK OYJI TAKBIPHIN TAFBI Y¥3aK 3CPTTCYIl Talaml CTel.
Axmma-Hecwe CasfCATBIHBIH TEOPHSCHI O KCTKUIIKTI TONBIK OHACNTCH, OIpaKk 0N Ka3aKCTAHABIK SKOHOMHKA
peanmsIapeiHa OCHIMACTYTE MYKTaK CKCHI aHBIK, OCBI 83CKTLIIK CCOCITCH, 013 OCHI TAKBIPHINTH TAHIAIBIK,

Maxkanaza v ecemik Teme-TCHIIK (HCKATIABIK, MOHETApPJbIK >XOHE BAIIOTAIBIK CAjACAT KYPaTAAPBIHBIH
KOMETIMEH PETTEINyl >KY3€Te aChIPhLIATHIH XaJIbIKAPAIBIK KAITUTAIIbI CPKIH aYBICTHIPY VINIH YIITTHIK IKOHOMHKAHBIH
MIOFBIPIAHY ACHTCHIH CHITATTANIbL

Tyiiinai ce3aep: Tene-TeHIIK, BATIOTA, SKOHOMHUKA, KATIMTAJ, YITTHIK YKOHOMHKA, YII ECECTICHICH TEIlC-TCHIIK.

H.A. AnbmepexoB

JIOKTOp 3KOHOMHYCCKHX HAYK, podeccop kapeapsr « IKOHOMAKA» Ka3aXCKkoro YHHBEPCHTETA
ME>KIy HAPOTHBIX OTHOIICHHH M MHPOBBIX A3BIKOB MM. AObLIai XaHa (AnMartsl, Pecybimka Kazaxcran)

CHOCOBBI U YCJIOBUSA TOCTHKEHHUA TPOMHOIO PABHOBECHSA B S)KOHOMHUKE

AnHotamusi: B cBs3m ¢ mepexomoM K PHIHOYHBIM OTHOIICHWSM B PecmyOmike Kazaxcran mpowmsormm
TIIyOOKHE M MOBCEMECTHBIC M3MCHEHMSI B 9KOHOMHKE CTPAHBI, 4 TAK)KEC BO BCEX OTPACILIX HAPOJHOTO XO3SHCTBA B
nenoM. I'maag Ha Hamly JKHM3HB, HOBYIO HcTOpHIO Kasaxcrana, MbI MOJKEM 3aBEPUTH AKTYATbHOCTh HMCCICAOBAHUA
MHPOBOI BANIOTHOM NMOJWTHKH. [IeHE:KHO-KpeawTHAs moiuThka KazaxcraHa He MOXET OBITh TakOH e, KAk B
CTpaHax C PBIHOYHOHM SKOHOMHKOH, KOTOPAs SABILIETCS ECTECTBCHHON AMEPHKAHCKOH, AHTIHMHCKON WM JTHOOOH
JPYTOH JACHEKHO-KPEAUTHOM ITOJMTHKOH, MO3TOMY 3Ta TeMa TpeOyeT AambHEHINEeTo m3ydeHHsI. TeopHs NCHEXHO-
KPEIUTHON TIOJUTHKY SIBIBIETCS JOCTATOYHO IOJHOM, HO OUEBHIHO, UTO €€ HEOOXOJMMO alalTHPOBATh K PEaHAM
KA3aXCTAHCKOU SKOHOMUKH C YEM CBA3aHA AKTYAIbHOCTh JAHHOM TEMBI

TpollHOE PAaBHOBECHE XAPAKTEPHU3YET CTCICHb MHTCTPHPOBAHHOCTH HALMOHATBHONM OSKOHOMHMKH A
CBOOOJHOrO IEPEMELICHHA MEXKIyHAPOJHOIO KalMTajla, PEryIMPOBAHHE KOTOPBIX OCYLICCTBICICA C NMOMOIIBIO
HHCTPYMEHTOB (PHCKAIBHOM, MOHETAPHOH ¥ BATFOTHOW TOTUTHKY.

KiroueBble cj10Ba: pAaBHOBECHE, BANMIOTA, HJKOHOMHUKA, KAIMTANL, HALMOHAIBbHAA OSKOHOMHKA, TPOHHOE
PABHOBECHE
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