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THE IMPACT OF MONETARY POLICY ON CENTRAL BANK ASSETS:
THE CASE OF THE NATIONAL BANK OF KAZAKHSTAN

Abstract. Currently, central banks do not engage in direct lending to the government in most cases, and in
Kazakhstan there are legal restrictions on the National Bank's right to provide loans to the government to finance
budget deficits, to buy government securities at primary offering and to conduct banking operations with non-
banking institutions. The central bank's issuing activity is mainly determined by the objectives of monetary policy,
rather than profitability considerations. Central banks primarily perform the functions of the so-called financial agent
of the government, that is, they keep accounts of the treasury and manage special funds and public debt.
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Central banks in any country occupy a key place in the financial and credit system. The significance
of a Central bank is manifested in its responsibility for monetary policy and the stability of the banking
system as a whole. A monetary policy tool refers to operations and methods by which a Central bank can
alter bank reserves, money supply, and lending to the economy. In general, this set of tools includes: 1)
open market operations; 2) refinancing of banks and interest rates on Central bank operations; 3) reserve
requirements; 4) deposit operations; 5) direct quantitative restrictions.

Based on the above, the main objectives of the National Bank of Kazakhstan are maintaining price
stability, protecting and ensuring the stability of the national currency — Tenge, assisting the development
of national economy sectors and ensuring financial stability. These objectives of the National Bank are
determined by its task as a principal bank of minimizing the negative socio-economic consequences of
liquidity loss by banking and credit organizations. Fulfilling this task is about preventing a systemic
banking crisis. The solution of these problems depends not only on the procedures for regulating financial
and banking organizations, but also on the general economic conditions of their business activities, which
is especially important in the modern context. Historically, since its inception, central banks have raised
resources to lend tothe government for its expenditure. The government received seniorage revenue from
the central bank's monopolistic exclusive right to create money.

Currently, central banks do not engage in direct lending to the government in most cases, and in
Kazakhstan there are legal restrictions on the National Bank's right to provide loans to the government to
finance budget deficits, to buy government securities at primary offering and to conduct banking
operations with non-banking institutions. The central bank's issuing activity is mainly determined by the
objectives of monetary policy, rather than profitability considerations. Central banks primarily perform the
functions of the so-called financial agent of the government, that is, they keep accounts of the treasury and
manage special funds and public debt. One of the key questions is the extent to which responsibility for
the performance of all functions should lie with one institution. By and large, any operation of the central
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bank can be considered as an instrument of monetary policy, since it is endowed with such powers that
any of its actions can affect the situation in financial markets.

Therefore, monetary policy reference points may be different. It is a question of monetary theory as to
what fully meets the strategic policy objectives: money supply, interest rate or inflation targeting.
Therefore, for example, targeting an interbank interest rate refers to the central bank purchasing and
selling open market securities in amounts sufficient to maintain the interest rate on interbank loans at a
given level. Monetary policy instruments usually refer to operations and ways in which a central bank can
change the volume of bank reserves, money supply, and lending to the economy. Such instruments
include: 1) open market operations; 2) refinancing of banks and interest rates on central bank operations;
3) reserve requirements; 4) deposit operations; 5) direct quantitative restrictions. In practice, there are
some basic principles underlying the application of these tools. The main one is the principle of efficiency,
which refers to the ability to accurately and quickly obtain results that meet the intended goals. One could
also point out the principle of equal treatment of all financial market participants regardless of their size,
which is achieved by standardizing the rules and procedures for conducting transactions [1-3].

The principle of consistency refers to not changing the rules and procedures of monetary policy
frequently, and the principle of reliability requires minimizing financial and operating expenses. The cost
of operations should be minimal for both parties. Purchases on the open market are paid by the Central
bank by increasing the seller’s bank reserve account. The total reserves of the banking system are
increasing, which, in turn, leads to an increase in the money supply. Accordingly, selling by the central
bank of open market securities will have the opposite effect: the total reserves of banks decrease, and the
money supply decreases all other things being equal. Selling of securities on the open market in this case
is used to sterilize excess money supply. Since the Central bank is the largest player in the open market,
increasing the volume of operations for the purchase and sale will lead to a change in the price and yield
of securities.

This way the national bank can also influence interest rates as well. Under certain conditions, the
central bank can change both short-term and medium to long-term interest rates and thereby affect the
level of economic activity. The effectiveness of this tool is somewhat reduced by the fact that the
expectations of market participants are not quite predictable. Inflationary expectations will lead to higher
interest rates and less business activity. Nevertheless, in our opinion, open market operations are the most
effective monetary policy tool. The main advantages are that: 1) the central bank can control the volume
of transactions; 2) through the transaction, it is possible to change bank reserves by an acceptable
predetermined amount; 3) the speed of transactions is very high due to market liquidity. On the open
market, central banks use two main types of transactions: direct transactions and repurchase agreements.
Direct transactions refer to the purchase and sale of securitics with immediate delivery. Such transactions
do not have a maturity date. Interest rates are set at auction. Repo transactions are based on a repurchase
agreement. Direct repo transactions mean the purchase of securities by the central bank with the obligation
to repurchase them back after a certain period of time. With reverse REPO transactions, the central bank
sells the securities and undertakes to repurchase them from the dealer after a certain period.

Open market operations are classified into two types: dynamic and defensive. Dynamic open market
operations are aimed at changing the level of bank reserves and the monetary base. They are permanent,
and they are used in direct transactions. Defensive operations are carried out mainly to adjust the reserves
in case of unexpected deviations from a given level, i.¢. aimed at maintaining the stability of the financial
market and bank reserves. For such operations, repo transactions are used. The mechanism of currency
intervention involves the purchase and sale of foreign currency in the domestic market to increase or
sterilize the money supply. The sale of currency reduces bank reserves, while the purchase increases them.
Foreign exchange intervention affects the national currency rate against the US dollar. The sale of dollars
by the National Bank will lead to an appreciation of the tenge, and the purchase will result in its decrease.
Therefore, the National Bank can adjust the short-term fluctuations of the tenge. If the Central Bank
conducts foreign exchange interventions only to correct short-term exchange rate fluctuations, it weakens
its control over bank reserves and money supply.

Therefore, in our opinion, the National Bank, in addition to currency interventions, should use
currency swaps, which allows adjusting the liquidity level of the currency market without creating
additional pressure on the tenge rate. By buying foreign currencies from banks in the form of a swap, the
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National Bank actually credits banks. Bank refinancing is another effective monetary policy tool. When
the Central Bank extends a loan to a bank, the correspondent account of this bank with the central bank is
credited. The liability part of the central bank’s balance sheet increases, as do the total reserves in the
banking system, while the central bank’s assets increase by the amount of the loan issued.

Thus, an increase in the volume of refinancing increases the volume of borrowed reserves in the
banking system, the monetary base and the money supply, while adecrease reduces those. In practice, the
National Bank can set one or several interest rates on various types of operations: the refinancing rate
which plays the role of the National Bank's base rate, the rate on repo transactions, the Lombard rate, and
overnight loan rates [4-8].

The consolidated statements of financial position of the National Bank of Kazakhstan for the period
2015-2017 clearly indicate the place and role of various monetary policy operations and instruments and
their impact on the assets and liabilities of the principal bank. The assets of the National Bank for 2017
increased by 6% (800 billion KZT), from 13.3 to 14, 1 trillion KZT. The main share of assets is accounted
for by financial assets available for sale - 36.8%, or 5.2 trillion KZT, followed by gold - 29.4%, or 4.2
trillion KZT. Despite a 17.9% reduction in accounts, loans and deposits in banks and other financial
institutions account for a significant 23.7%, or 3.4 trillion KZT. In total, the share of the three mentioned
assets accounted for 89.9%, or 12.7 trillion KZT.

The assets of the National Bank have grown annually over the last 4 years, from 9.1 to 14.1 trillion
KZT. The largest increase was accounted for by the gold item in 2017, due to the rise in prices for
precious metals. This resulted in an increase in the share of gold in the official foreign exchange reserves,
the volume of which already amounts to 12.8 billion dollars, or 12.8% of the reserves. This testifies to the
increasing monetary role of gold in the official foreign exchange reserves of leading countries. On the
other hand, as we see it, the rise in gold prices is not related to the factors of economic growth, but largely
to speculative reasons. Due to the absence of the official price of gold, its market price does not reflect the
real physical volumes of the gold itself, which is in government reserves. Hence the dilemma: without
gold, there can be no stability of the international monetary system, however, the monetary use of gold in
modern conditions is not possible. Thus, the world price for gold, according to the London assotiation of
the precious metals market, increased by 11.9% from 1159.1 US dollars per troy ounce on December 30,
2016, to 1296.5 US dollars per troy ounce on December 29, 2017. In this regard, the CIS countries are
actively increasing their gold reserves, which indicates that gold is capable of acting as world money, a
real and acceptable means of interstate payments. As of 01.01.2017, the assets of the National Bank under
the item “Accounts, loans and deposits in banks and other financial institutions” amounted to 3,353,700,0
million tenge and decreased by 17% compared to 2016 due to the reallocation of monetary resources to
other financial instruments.

As of December 31, 2017, the National Bank had accounts and deposits in one counterparty bank,
which exceeded 10% of the capital. The total amount of this account is 1,071,828 million tenge. As of
December 31, 2017, the nostro accounts in the amount of 2,818 million tenge opened with banks belong to
the subsidiaries of the National Bank of Kazakhstan. As of December 31, 2017, there are no overdue loans
or deposits at banks. As of that date, loans issued to second-tier banks include loans, the terms of which
had been changed and which otherwise would have been overdue or lost value, in the amount of 35,000
million tenge. The purpose of these changes was to manage relationships with banks, and maximize the
amount of returned debt. Taking into account the credit risk on loans issued to banks, the National Bank of
Kazakhstan regularly assesses these loans for signs of impairment.

Provisions for impairment of such loans are made at the rate of the difference between the carrying
amount of the loan and the present value of expected future cash flows discounted at the original effective
interest rate of the loan. During 2017, a reserve of 40.118.0 million tenge was created for loans provided
to banks, and the asset was written off later on in connection with the decision to suspend the licenses of
certain banks to conduct banking and other operations. Within the item “Financial assets available for
sale”, as of December 31, 2017, the Ministry of Finance bonds with a market value of KZT 296876
million (31.2016; 34947 million tenge) acted as collateral for repos. Principally, financial resources are
invested in securities of foreign issuers, in particular: Treasury obligations of the US Government -
2560168 million tenge, Great Britain - 119299 million tenge, Australia - 86533 million tenge and others,
overall in government bonds of 11 countries and debt securities of international financial organizations
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with a high credit rating. In general, within this line-item in 2017 there was an increase of 16.2% from
2016. The “Other assets” line-item shows an increase of 35.2% from 2016, as a result of the growth
mainly in other receivables.

Given the quality of assets of the National Bank of Kazakhstan, the net loss for 2017 amounted to 1.2
trillion tenge, while the net interest loss amounted to 169.2 billion tenge, 33.3% up from the loss of 2016 -
127 billion tenge. Net commission income amounted to 25.7 billion tenge, which is 69.4% up from 2016.
The main expense items that affected the loss are expenses for the recuperation of banks amounting to
585.6 billion tenge and the cost of disposal of a subsidiary — 507.5 billion tenge (uncompensated transfer
of common shares of the Distressed Loans Fund) [9-11].

Thus, to summarize the above, it can be stated that the monetary policy pursued by Central banks
directly affects their consolidated financial statements and the quality of their assets, which requires a
careful study and analysis of each operation associated with an offer of liquidity and removal thereof from
the banking system.

N MazuTtos', JI. Moagamoaena', K. Jxpayosa,
I'.K. Toxcantaesa’, B.JK. Kopnamesa®, F.Kepimoex

71 H I'ymunes ar. EBpasus ynrTeik yHuBepcnTeti, Hyp-Cyaran K.
*KopkpIT ATa ar. KeI3bL1opaa MEMIICKETTiK yHHBEPCHTET, KbI3bU10paA K.
? AHMAKTBIK 0JIey METTiK- HHHOBAIMATBIK YHHBEPCHTET, IIEIMKEHT K.

OPTAJIBIK BAHKTEP/IH AKIIA-KPEJUT CASICATEIHEIH OJIAPJEIH AKTHBTEPTHE JQCEPT:
KA3AKCTAH PECIIYBJHMKACHI YJITTBIK BAHKTHIH MBICAJIBIH/TA

Annoramust. Kazipri yakeITTa Oprambslk OaHKTEp YKIMETKE TIKEICH KpeauT OcpyMEH aifHANBICHIAWIBI JKOHCE
Kazakcranna ¥arTeIK baHKTIH OFOKETTIK TAIIIBIIBIKTEL KAPKbUIAHABIPY YINIH Y KIMETKE KpeauTTep Oepy, 0napasl
6acTanKkel OPHATIACTHIPY KE3iHAEC MEMICKETTIK Oarambl Kara3aapabl CaThI aly, COHAANH-aK OaHK YHBIMAAPHI OOJbII
TaOBITMAHTHIH MEKEMEICPMEH OAaHK OICPALIUIAPBIH KYPTi3y KYKBIFBIHA 3aHHAMAJIBIK OICKTEyaep Oap. Opraibik
OaHKTIH 3SMHCCHSUIBIK KbBI3METI HETi3iHEH TAOBICTBUIBIK YFBHIMBIMEH CANBICTBIPFAHIA AKMIA-KPEIWUT CAsSCATHIHBIH
MaKcarTapeIMeH alKplHmanaapl. Opranplk OaHKTEp HETI3IHEH VKIMETTIH KapyKbl AareHTi JCN  aTanarbhiH
(YHKIMAIApABl OPBIHAAWABL, SFHH Ka3bIHAINBUIBIK MIOTTAPBIH KYPTi3eadl >KOHE apHAHWbBl KOPIAp MEH MEMIICKETTIK
G0 phImTH OaCKAPAIBL.

Tyiiin ce3aep: TCHIES, BAMOTA, KAPKbL, aKIIa, Cayaa, Tayap, ansipoac, Hecue, OaHK, OarajIbl Karas.

J.Maxnros', J.Mosiaméaesa’, K.JLkpayosa’,
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'EBpaasuckuii HanuoHaTbHbIH yEHBepcuTeT mM.JLH.['yMunesa, r. Hyp-Cynrag;
KBI3BITOPIMHCKHIA TOCY JAPCTBEHHBIH yHIBEpCHTET HM. KOpKeIT ATa, r.Ks3sutopaa;
’PerHOHATBHBIH CONMATLHO-HHHOBAIHOHHBIH YHHBEPCHTET, T. IIIbIMKEHT

BJIUAHUE JEHEXHO-KPEAUTHONM MOJTUTUKHU IEHTPAJIBHBIX FAHKOB HA NX AKTHUBBI:
HA TIPUMEPE HAITHOHAJBHOT'O BAHKA PECIIYBJIIUKH KA3AXCTAH

Annotamusa., B HacTosmee BpeMA HCHTPANbHBIC OAHKH TOYTH HEC 3aHUMAKOTCSA MPAMBIM KPESAHTOBAHHCM
MPABHTCIBCTBA, W B KaszaxCTaHe CYIICCTBYIOT 3aKOHOJATCIBHBIC OTPAHHMCHHA mpaBa HanmoHAaTsHOTO OaHKa
MPSIOCTABIATh KPCAUTHI MPABUTCIBCTBY IS (DPHHAHCHPOBAHHA OOMKCTHOTO Ae(HIMTA, MOKYHATh TOCYIAPCT-
BCHHBIC IICHHBIC OyMATH MPH WX NCPBHYHOM PA3MCIICHHH, 4 TAKKS MPOBOANTE OAHKOBCKHUC OTICPALHH C YUPCHKIC-
HHUSAMH, HC SABJBTIOIINMCS OAHKOBCKUMH OPTAHH3ANUAMH. JMHACCHOHHAA ACATCIBHOCTD IICHTPATHLHOTO OAHKA B OCHOB-
HOM OTPCACTACTCA HETAMH JCHCKHO-KPCIUTHOHW TOTHTHKH, HCKCITH COOOPAKCHUAMH JOXOAHOCTH. LICHTpaTbHBIC
OAHKH BBINOJHSIIOT B OCHOBHOM (DYHKIHH TAK HA3HIBACMOTO (DHHAHCOBOTO ATCHTA MPABHTCIBCTBA, TO SCTh BEAYT
cyeTa Ka3HAYCHCTBA H YIIPABISAIOT CICIMATBHBIME (DOHIAME H TOCY AAPCTBCHHBIM IOJITOM.

KmoueBnie cj10Ba; TCHTC, BAOTA, (PHHAHCHI, ACHBTH, TOPTOBJIA, TOBAP, OOMCH, KPSAHT, OAHK, ICHHBIC OyMarm.
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