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Methodological aspects of inflation management
by example of Kazakhstan

Abstract

Inflation is a well-known phenomenon of social and economic life, but so far it has not been sufficiently explained. This is explained
by the complexity and diversity of the problem, as well as the fact that the content of inflation evolves in time and space, depending
on specific economic and political conditions. Therefore, there have been attempts to reconsider the phenomenon of inflation
theoretically. Since inflation is a «subject» of the economy, after determining the object under study within a proper framework, we
have established the nature of the problem, as well as the ways and mechanisms for inflation management.

The social conflict over the redistribution of social wealth has been highlighted as one of the root causes of the existence of inflation.
At the same time there is a variety of factors determining the character of the flow of inflationary process that predetermines the
need to examine the contents of inflation at the country level. According to this, an analysis of inflationary processes for the
period of 1992-2014 was conducted in Kazakhstan, where a discrete model of the origin and development of inflation had been
studied. Based on this model, a formula was derived connecting inflation, the growth rate of money supply and economic growth
with regulatory aspects of the currency exchange rate. Inflation management involves the use of a set of measures helping to a
certain extent combine price increases with the stabilization of revenues. At the heart of the proposed mechanisms of inflation
management lies the factor-targeted approach which makes it possible to establish the relationship of anti-inflation, monetary and
credit, fiscal and currency policies, to make projection of the inflation rate for the coming years taking into account the cyclical
changes in prices by various factors.

Keywords: Money; Inflation; Monetary and Credit Policy; Inflation Management; Factor-targeted Approach

JEL Classification: A10; E31; E42; E61; C53

[xaHwanno P. E.

LOKTOp 9KOHOMMYECKUX HayK, Kadheapa ydeTa u ayauTa,

Kasaxckuin HaumoHanbHbIA yHnBepcuTeT nmernn Anb-dapabu, Anmatel, KasaxctaH

AHpabibaeBa LT

KaHauaaTt 9KOHOMUYEeCKMX HayK, kadeapa 6yxrantepckoro yveTa, ayauTa v OLEHKM,

HoBbIN 3KOHOMUYECKMiA yHUBEepcuTeT umeHn T. PeickynoBa, Anmarbl, KaszaxctaH

BenceHbaeBa A. K.

KaHaupaTt 9KOHOMUYECKMX HayK, AOLEHT, Kadyeapa ydeTa u ayauTa,

Kasaxckuin HaumoHasbHbIN yHUBepcuTeT umenn Anb-dapabu, Anmarbl, KasaxctaH

MeToagonoruyeckue acnekTbl ynpaBneHua nHgnauven Ha npumepe KasaxcrtaHa

AHHOTaumA

MHdnAumA — XxopoLuo N3BeCTHbIR, U A0 HACTOALLEro BPEMEHU HeAOCTaTOYHO N3Y4YeHHbIN heHOMEH coLmanbHO-3KOHOMUYECKON
XKN3HW. OTO CBA3AHO CO CMOXHOCTBIO M MHOTOrpaHHOCThLIO NPO6IEMbI, & TaKXe C TEM, YTO COAEP>KaHMNE MOHATMA «MHNALMA>»
3BOMOLUMOHNPYET BO BPEMEHN U MEHAETCA B NPOCTPAHCTBE, B 3aBUCUMOCTU OT KOHKPETHbBIX 3KOHOMUYECKUX Y MOANTUYECKMX
YCMOBWUIA, B CBA3WN C YeM NMpeanpyvHMMAlOTCA NOMbITKM TEOPETUYECKOro NepeocMbliciieHnA heHoMeHa MHMNAUMK. MOCKonNbKyY
UHNALUMA — 3TO «CYOBHEKT» IKOHOMUKM, TO, Kak 1 nNpu MobbIx uccnenoBaHnAx, onpegeneH o6bekT UCCneaoBaHua, a 3aTtem
B €ro paMkax ycTaHOBMEHbl npupoaa, npobnemMbl, NyTM U MexaHn3Mbl ynpasneHua nHdnAumen. B kadecTse nepBONpUYMHbI
CyLLeCTBOBaHMA MHNALMKN BbIAENAETCA coumasibHbIi KOH(PMNKT, B OCHOBY KOTOPOrO MOMOXEHO nepepacnpeneneHve obuye-
CTBeHHoOro 6oratctBa. B To e BpemMA AeMOHCTpupyeTcA MHoroobpasne hakTopoB, HEMOCPEACTBEHHO OnpeaenAlowmx
XapakTep npoTekaHuA WHANALUMOHHOIO npouecca, 4YTo npegonpenenaeT HeobXOAUMOCTb U3YYeHUA WHMNALMKM Ha YpOBHE
rocynapcrtea. OTo 06ycnoBWuio npoBedeHne aHanusa WHMNAUMOHHBLIX npoueccoB B KasaxctaHe 3a nepuog 1992-2014 rr.,
a Takxe uccrnefoBaHue AWCKPETHOW MOoAenv NOABMEHUA U pasBuTuA MHNAUMKU. Ha ocHoBaHWM 3TOW MoAenu BblBOAWTCA
dopmyna cBA3M MHPNAUUKM, TeMna pocTa AEHEXHON MacChbl U 3KOHOMUYECKOrO pocTa C YY4ETOM acnekToB PerynupoBaHusa
BastoTHOro Kypca. YnpasneHue nipnaumen npegnonaraeT UCNoNb3oBaHWe KOMMNeKca Mep, MOMOratoLmx co4eTarb pocT LieH Co
cTabunusaumen noxonos. B ocHOBe NpeaoXXeHHbIX MEXaHN3MOB YNpaBfieHna NHNAUMEn nexunT hakTOpHO-LeneBon noaxoa,
NO3BOMAIOLWMIA YCTAHOBUTbL B3aMMOCBA3b roCyAapCTBEHHON aHTUMHMNALMOHHON, AEHEXHO-KPEANTHON, 6104XKEeTHO-HanoroBon
1 BanoOTHOMN MOMWUTUKK, MPOBOANTbL MPOrHO3 TEMMNOB MHAMALUMK Ha Bnvxanwme rogbl C Y4eTOM LIMKIMYHOCTU M3MEHEHWA LieH
no pasnu4yHbIM hakTopam.

KnioyeBble cnoBa: AeHbrv; MHNALNA; AEHEXXHO-KpeaMTHaA NoNNTKKA; ynpasneHne nHpnAumen; hakTopHO-LieneBo noaxoa.
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DoxaHwaHno P. €.

[OKTOP EKOHOMIYHMX HayK, Kadheapa obniky Ta ayamTy,

Kasaxcbkuil HauioHanbHuiA yHiBepcuteT iMeHi Anb-Papabi, AnmaTtu, KasaxctaH

AHpu6baeBa L T.

KaHauaaTt eKoHOMIYHUX HayK, kadeapa ByxranTepcbkoro 06miky, ayauTy Ta OLiHKMK,

HoBwuii eKoHOMiIYHWI yHiIBepcuTeT imeHi T. Puckynosa, Anmatu, KasaxcrtaH

BeliceHb6aeBa A. K.

KaHOMaaT eKOHOMIYHMX HayK, AOUEeHT, kadbeapa obniky Ta ayauTy,

Kasaxcbkuin HauioHanbHWi yHiBepcuTeT imeHi Anb-dapabi, Anmatun, KazaxctaH

MeTogonoriyHi acnekTu ynpaBniHHA iHnAUielo Ha npuknaai KasaxcraHy

AHoTauina

IHdonAuiAa — nobpe BiAOMUIA | B TOM Xe Yac HeAOCTaTHbO AOCNIAXKEHWU (heHOMEH COoLjianbHO-eKOHOMIYHOro XUTTA. Lle nos’a-
3aHO 3i CKMaAHICTIO 1 6araTtorpaHHiCTIo NpobnemMn, a Takox i3 TUM, O 3MICT MOHATTA «iH(NIAUIA» eBOMIOLIOHYE B Yaci i
3MIHIOETLCA B MPOCTOPI 3aS1EXHO Bif KOHKPETHUX €KOHOMIYHUX i NONITUYHNX YMOB, Y 3B’A3KY 3 YMM pobnATbcA cnpobu cnpoby
TEOPEeTUYHOro nepeocMucneHHA eHomeHa iHnAdii. Ockinbky iHNAUIA — Ue «Cyb’eKT» EeKOHOMIKMW, TO, AK i B Oyab-AKMX
[OCNiAXKEHHAX, BU3HA4YeHO 06’eKT AOCMIAXEHHA, a NOTiM y NOro pamkax yCcTaHOBMEHi Npupoaa, Npobnemu, WRAxXu  MexaHiamm
ynpaeniHHA iHbnAdieto. AK nepwonpuynHa icHyBaHHA iHGNALUIT BUAINAETbCA couianbHU KOHMMIKT i3 npuBoay nepepos3noginy
cycninbHoro 6aratcTea. Y TOM Xe Yac AEMOHCTPYETLCA PiBHOMAHITTA (hakTopiB, WO H6e3nocepenHbO BM3HAYAKOTb XapakTep
NPOTiKaHHA IH(NALINHOIO Npouecy, WO BM3HA4Yae HeOobXiAHICTb BUBYEHHA 3MICTY iHNAUIT Ha piBHI Aepxxasu. 3 Ui€io MeToo
HaMu MpoBeAeHO aHanid iHnAuinHuX npoueciB y KasaxctaHi 3a nepioa 1992-2014 pp., OOCNIOKEHO AWUCKPETHY Moaesb
3apoaXKeHHA 1 po3BUTKY iHGNAUii. Ha niacTasi wiei moageni BuBeneHo hopmyny 3B8’A3KyY iHNALii, TeMNy pocTy rpoLwoBoi macu 1
€KOHOMIYHOro pOCTy B TICHOMY B32EMO3B’A3KY 3 acreKTaMu perynioBaHHA BaNOTHOMO Kypcy. YNpaBniHHA iHpAALiEo npyunyckae
BUKOPUCTaHHA KOMMMEKCY 3axoAiB, WO AonoMaraloTb Cloy4MTyM PIiCT UiH 3i cTabinisauieto oxoais. B ocHOBI 3anponoHoBaHUX
MEXaHi3MiB ynpaBniHHA iHhNALIED NeXUTb hakTOPHO-LINbOBMI NiaXia, WO A03BONAE BCTAHOBMTM B3aEMO3B A30K AepP>KaBHOI
aHTWIHNALINHOI, rPOLWOBO-KPEANTHOI, 610AXKETHO-NOAATKOBOI 1 BANIKOTHOI MOMITUKK, a TAKOX NPOrHo3yBaTy TeMnu iHdpnAuii Ha

HaMbIMXKYi POKU 3 ypaxyBaHHAM LMKMIYHOCTI 3MiHW LiH 3a Pi3HMU (haKTopamu.
KntovoBi cnoBa: rpouui; iHhnAuiA; rpowoBo-KpeanTHa NoniTuKa; ynpaeniHHA iHnAuieto; (hak TOPHO-LiNboBUIA Niaxia,.

1. Introduction. The phenomenon of inflation to a greater
or lesser extent exists in modern economies of almost all coun-
tries. If we turn to the history of world economic development,
then we notice that there are a few countries that managed to
avoid inflation and did not experience the burden of struggle
against it (Frisch, 1983).

Inflation has a devastating impact on the economy. High
levels of inflation not only reduce the purchasing power of mo-
ney but also undermine the possibility of economic regulation,
nullify the efforts to implement structural reforms. Inflation is
the main obstacle to the inclusion of the national economy in-
to the system of international relations (Hahn, 1984; ljiri, 1975).

The problems of inflation and financial stability occupy an
important position in economic science because its indicators
and socio-economic consequences play a significant role in
assessing the economic security of the country and the world
economy. The relevance of these problems in the current con-
ditions is determined by the necessity to identify the essence,
the underlying causes and the mechanisms for the develop-
ment of inflation, the nature and characteristics of inflationary
process, as well as by the need to improve financial manage-
ment in the context of inflation and development of the main di-
rections of anti-inflation policy in the country through the use of
foreign experience.

2. Brief Literature Review. The following foreign scien-
tists have studied inflation: M. F. Van Bred, D. Middleton,
M. R. Mathews, G. Muller, M. A. Afanasiev, A. Belousov,
R. Dornbusch, R. N. Evstegneey, A. lllarionov, G. Kolodko,
Y. Kornai, M. U. Malkin, S. M. Nikitin, S. Pekur, Y. Rostowski,
J. Sachs, V. V. Usov, S. Fischer, V. N. Shenaev.

The studies conducted by R. A. Alshanov, T. A. Ashim-
baev, M. B. Kenzheguzin, K. A. Sagadiev, G. S. Seytkasimov,
A. K. Koshanoy, J. A. Kulekeev, N. K. Kuchukova, N. K. Ma-
myrova, V. D. Melnikova, N. A. Nurseit, A. D. Chelekbai can be
attributed to the works considering the inflation in Kazakhstan.

Despite the fact that there is a large volume of information
in scientific literature, dedicated to both inflation (its essence,
mechanisms of occurrence, relationships with other macro va-
riables of the monetary and real economy) and regulatory is-
sues, comprehensive and systematic researches on the nature
of inflation in the transitional system with regard to the objec-
tive features and the legitimacy of its evolution in the context
of globalization of the world economy are not found. In prac-
tice, there are no approaches to the consideration of inflatio-
nary processes as dynamic phenomena, and its possibility of
redistribution in time and space.

3. The purpose of this paper is to theoretically and me-
thodologically substantiate and develop a comprehensive sys-
tem of inflation management, contributing to financial stability
of the Kazakhstani economy in conditions of globalization.

4. Results. Studies have shown that during the period from
1992 to 2014 the inflation rate was one of the defining elements
of that socio-economic background, on which changes in the
social structure of Kazakhstan occurred. A characteristic fea-
ture of 1992-1993 was the predominance of the impact of mo-
netary factors on the development of inflation. Since 1994, the
influence of such factors has reduced: there has been a signi-
ficant increase in the money supply on the background of the
deep slump in production, however, the inflation rate has dec-
lined slightly. Here, we can identify three specific periods. The
first period is from January 1992 to mid 1994, when the infla-
tion rate rose by almost 20 times and led to a decline in produc-
tion by 13 percent. The peak gap of economic ties could be ac-
counted for this period. In the second period (the second half of
1994) the stability of money supply was closely observed. The
new condition, the so-called «expensive» money, was proposed
to economic entities. The answer to this was the «evolutionary»
inflation as economic entities tried to use this money to reach
the former objectives — profitability and revenues. The third pe-
riod occurred in 1995. The deep slump in production significant-
ly narrowed the scope of business activities of each subject.

This forced the companies to keep a more restrained pri-
cing policy, which reduced the inflationary potential of the eco-
nomy. This trend can be traced up until 2015 (Table 1).

At the outbreak of the reform in Kazakhstan, few people
knew about the properties, causes and consequences of infla-
tion and how to fight it. Therefore, the debate on inflation and
monetary and credit policy was under the pressure of nume-
rous misconceptions. Some of them claimed that inflation in

Tab. 1: Changes in inflation rate in the Republic of Kazakhstan, %

Source: Developed by the authors according to data of the Agency of

the Republic of Kazakhstan for 1992-2014
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Kazakhstan was the result of the monopolization of the eco-
nomy. Others argued that inflation had resulted from the price
liberalization. Supporters of the monetary approach proceeded
from the fact that the Kazakhstani inflation initially represents a
typical, although in some ways a complicated case of demand
inflation. Here is the determined volume of demand by the mag-
nitude of the money supply. Mathematical methods seem to ful-
ly confirm this version, especially in the period from 1992 to
1994, when the inflation rate almost perfectly fit into the mo-
netarist model with its stable three-month lag between money
growth and price increases. However, there are ample reasons
for the existence of cost inflation in Kazakhstan’s economy.

To get a complete picture of inflation, we point to a num-
ber of circumstances that are purely of Kazakhstani specificity
and act as a factor of rising prices. Nowadays, some parts of
them are more relevant than the others. However, these factors
shaped or continue to shape the picture of inflation.

Modern inflation is influenced by many factors. The first
group includes the factors that cause the excess of money de-
mand over the commodity demand, resulting in violation of the
law of monetary circulation. The second group comprises the
factors that lead to the initial increase in the expenses and com-
modity prices, supported by the further rise of money supply to
their increased level. In reality, both groups of factors are inter-
twined and interact with each other, causing a rise in prices for
goods and services, or inflation (Epstein, 2007; Christiano &
Fitzgerald, 2003).

In addition, the factor of generating inflation is the current
system of currency liberalization and associated with it dolla-
rization of the economy of Kazakhstan. Foreign currency has
been firmly established in the national channels of monetary
circulation. It has entered and entrenched in the production, in
price formation and, finally, in the most dangerous thing —in the
domestic turnover. At present, the mass of dollars in cash cir-
culation exceeds the mass of cash tenge (the currency of Ka-
zakhstan) by 2.5 times.

The dollar exchange rate affects inflation, as well as other
products for which prices are rising. This factor refers to the
form of imported inflation. The dollars acquired in Kazakhstan
contribute to the rise in prices of goods and services in the
country and, therefore, require additional demand in tenge from
enterprises, banks and the public.

The mechanism for importing inflation, which occurs with
a decrease in the exchange rate of tenge is the main prob-
lem for Kazakhstan. The vulnerability of Kazakhstan’s econo-
my with respect to this mechanism is especially great because
of the fact that half of the goods in the consumer market of the
country are imported from abroad. The effect of this mecha-
nism was clearly revealed in April 1999, and the culmination of
that was the transition to a floating exchange rate.

On 11 February 2014 the National Bank of the Republic
of Kazakhstan arranged «Black Tuesday» for the inhabitants
of the country by having devalued
the tenge. From that day, the regu-
lator announced its intention to re-
fuse to maintain the exchange rate
of the currency at the former level,
to reduce the volume of foreign in-
terventions and reduce interferen-
ce in the formation process of the
exchange rate as a whole.

«In our country, imports grow
faster than exports. To avoid such
a rapid growth in imports, we have
developed an adjustment of the
exchange rate. We believe that the
change of exchange rate by 20%
and the achievement of the in-
dex of 185 tenge to one US dollar,
plus or minus 3 tenge, is the equi-
librium and competitive exchange
rate, which is necessary for the
Kazakh economy in the near fu-
ture», said the Head of the Natio-
nal Bank of Kazakhstan. The Ka-

zakh authority believes that as a result of the exchange rate
adjustment, there will be an improvement in competitive condi-
tions for domestic goods and for entrepreneurs working in ex-
port and import-substituting sectors of the economy of Kazakh-
stan. The new currency rate can allow our producers to com-
pete with representatives of the partner countries.

It should be noted that following the devaluation in 1999 the
competitiveness of national manufacturers did not increase;
the volume of imports has not changed: it remains as it has
been before. This is due to the fact that the competitiveness
of products depends both on the exchange rate and on other,
more important factors. According to the logics of the authori-
ties, Kazakhstan can join not only the Top 50 most competi-
tive countries of the world, but also the Top 5 most competitive
countries just by reducing the rate of tenge in relation to con-
vertible currencies.

It should also be noted that in Kazakhstan the exchange
rate of the US dollar has been increasing since January 2011.
So, if in 2010 the National Bank of Kazakhstan bought $2 billion
on the Kazakhstan Stock Exchange (KASE) in order to prevent
excessive strengthening of tenge, then just in January and ear-
ly February 2011 it bought $3 billion (one and a half times more
than the annual volume in 2010).

Especially the US dollar began to rise from the beginning of
2012 and the trend continued until 5 February 2014. The same
patterns of change in the dollar rate by the National Bank and
the Stock Exchange (KASE) were almost the same (Fig. 1).
It means that increase in dollar’s exchange rate was due to
currency intervention of the National Bank, connected with the
purchase of US dollars.

This conclusion, of course, contradicts the statement is-
sued by the National Bank, from which it follows that in order
to maintain the tenge exchange rate in June-August 2013, the
Bank sold $ 2.7 billion of the national reserve, and $ 2.2 bil-
lion in January 2014. However, there was a reason for such
an action.

The trend of rising the world prices for oil and other Ka-
zakhstan’s export products has been observed for quite a long
time. Accordingly, the inflow of dollars into the domestic mar-
ket has been increasing too. This, in turn, has led to the fact
that Kazakh tenge began to strengthen. However, the National
Bank not only gave it a go, but also did more. By using the cur-
rency intervention, purchasing US dollars at the «KASE» stock
exchange, it did not stabilize the falling exchange rate of dollar,
but raised it up to 155.5 tenge.

The fact remains that the National Bank did not conduct
currency operations to strengthen the tenge. In January 2014,
the National Bank could not sell $ 2.2 billion to maintain national
currency, because according to the «News-Kazakhstan» infor-
mation agency, that month gold and foreign exchange reserves
of the National Bank fell by 0.65% or 0.16 billion dollars and as-
sets of the National Fund rose by 0.85% or 0.61 billion dollars.

Fig. 1: Dynamics of change in dollar’s exchange rate
Source: Developed by the authors according to the results of research
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We should consider certain theoretical aspects of the cur-
rency exchange rate that prove the irrationality of the national
currency devaluation. Many economists point out that the de-
valuation of the national currency has more negative effects
than positive ones. In the short term, the artificial weakening of
the currency is possible, but in the medium and long term the
negative effects of such interference will dominate. The main
negative effect is a long-term impact on the diversion of re-
sources to the non-competitive sectors, which leads to a drop
in value of investments and inefficient allocation of resources in
the economy. Any kind of state support for business, expressed
in the form of subsidizing, weakening of the national currency
can create incentives for the development of inefficient enter-
prises or the postponement of their closure (Dornbusch, 1997;
Mishkin, 1995).

To obtain the appropriate amount of foreign currency which
is becoming «more expensive» in the context of the fall of the
national currency rate, it is necessary to purchase another
batch of imported goods, thus importers raise domestic prices.
While maintaining the former rate of world prices for purchasing
the required amount of dollars or Euros, it is necessary to gain
(from the sale of previously purchased merchandise import) a
greater amount of the national currency. As a result, domestic
prices of imported goods increase (Hall, 2009).

If the trend towards devaluation of Kazakh tenge had a long-
term nature, it would lead to the acceleration of inflation, which
would affect the prices and hit the most vulnerable population
groups. Residents of large cities, where developed network of
large supermarkets mainly selling imported products are loca-
ted, are the first to feel the «charm» of the growth of the dol-
lar rate and the devaluation of tenge. The analysis of the do-
mestic food market showed that the share of imported poul-
try products accounted for 49.1%; condensed and concentra-
ted milk — 98.0%; butter — 65.5%; sausage products — 50.0%;
sugar confectionery — 38.0%; flour confectionery products —
64.5%; canned vegetables — 88.4%. Moreover, more than 50%
of imported products in Kazakhstan are brought from Russia
(Smirnov, 2003).

Thus, there exist direct and revert links between the ex-
change rate of the national currency and fluctuations of domes-
tic prices. The fall of the exchange rate of tenge pushes the
price up, and the increased price, in turn, inevitably leads to the
decline of purchasing power of the national currency and, ac-
cordingly, to the change in its exchange rate.

Neither in theory nor in practice, should there be a plan
of devaluation of the national currency, i.e. an administrative
schedule of decreeing prices in tenge for such goods as dol-
lars and euros in a market economy (Weise & Charles, 2003;
Pashkus, 1990). But the whole course of events confirms the
authenticity of official intentions of the National Bank of Ka-
zakhstan to plan the achievement of a unique record on the de-
liberate devaluation of money. This is a planned financial desta-
bilization, besides the destruction of the economy of the state
according to the schedule. However, in the current circumstan-
ces it turns out to be a reality. Moreover, the National Bank (the
creator of the planned approach to the depreciation of the na-
tional currency) is contradicting the basic principles of modern
market economy by trying to «scientifically» justify their «inno-
vative» approach to the regulation of the currency market.

Firstly, there are unfounded declarations claiming that a
strong tenge is killing the economy of the state. We empha-
sise that, there are no strong and weak currencies; from the
perspective of political and economic science, there exist only
more stable and less stable ones (Haslam & Lamberti, 2015).
In this regard, there is another relevant question concer-
ning the economy of dozens of countries such as Switzer-
land, Canada, South Africa, England where progressive
development is inconceivable without maintaining relative
stability of national currencies, namely without ensuring
the stability in the monetary and financial sphere. Why are
the economies of those countries not dead?

Secondly, those who determine the policy in the mone-
tary and financial sector in times of crisis and only in times
of crisis are not tired to prove a thesis, alleging the deva-
luation of the national currency is beneficial for exporters.

ECONOMICS AND MANAGEMENT OF NATIONAL ECONOMY

In such a situation, exports become more competitive with an
increase in production and realization, the number of jobs and
budget revenues, which recovers the economy. But if this is
true for large, self-sufficient, diversified economies, then in the
context of Kazakhstan, such assumption is impermissible. Af-
ter all, in the structure of Kazakhstani export goods, a signifi-
cant proportion is made up from imported components and raw
materials. As a result, the momentary benefits of exporters will
immediately be spent in connection with the increasing cost of
production in the next production cycle, as there is being es-
tablished a worse standard of price for production. In Kazakh-
stan, absolutely all producers of goods and services are both
exporters and importers, who benefit from exports and inevita-
bly lose from imports. Along with the assurances of the govern-
ment that they are seeking to overcome the crisis, the econo-
my of Kazakhstan is now at the stage of recovery, thus, we can
assume that the devaluation of tenge may not be need.

There are non-monetary factors of inflation. The non-mo-
netary nature of inflation could be explained with two reasons.
Firstly, a sharp decline in the efficiency of using industrial po-
tential, labour, and energy. Secondly, the incommensurability
of price ratios formed under the influence of world and mono-
polistic prices, which leads to higher operating and capital ex-
penses.

Methodology. The objective of targeted macroeconomic
management is to achieve internal and external balance. Re-
gulatory objectives are stated in Table 2.

The most important social objectives are to achieve full em-
ployment, reduction of unemployment, maintaining price stabi-
lity by reducing the inflation rate on the basis of the compara-
ble to the world average rate of economic growth. This could be
seen as an element of the internal balance. The external side
means maintaining such a balance of payments which may be
financed by foreign capital inflows, ensuring exchange rate sta-
bility, which need not to be artificially maintained through fo-
reign exchange intervention or currency restrictions.

There are two groups of economic policy instruments avai-
lable for the state in order to achieve those objectives within
the framework of an open economy. They are the demand ma-
nagement tools and the supply management tools. Demand
management is considered to be the most effective macroe-
conomic policies and can be divided into policy changes and
switching costs (Kireev, 1999) [12].

Also, there is a different approach to solving this problem
originating from a different classification of inflation control
tools. It shows that the government can use three basic types
of policies to regulate the demand, which are monetary, fiscal
and exchange rate policies. Foreign economic policy tools are
particularly important for regulation under an open economy;,
so each of them can be regarded as an independent branch of
economic policy (monetary policy, tariff policy, etc.) (Pashkus,
1990; Drucker, 2004).

Under the new conditions of increased vigilance on the
part of the state, its readiness to respond quickly to the si-
tuation on the world markets in order to maintain macroeco-
nomic equilibrium is required. In that regard, the role of fiscal,
monetary and foreign exchange instruments of state regula-
tion increases significantly. This regulation becomes a more
complex art. It should be subtle and balanced to careless ac-
tions in any area which do not harm the economy. we recom-
mend the following tools with regard to the fight against infla-
tion (Fig. 2).

Based on the foregoing, the goals set by the Government,
starting with macroeconomic regulation, can be described by

Tab. 2: The objectives of macroeconomic regulation

Source: Developed by the authors based on [18; 20; 21]
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Fig. 2: Methods of inflation influencing through macroeconomic indicators
Source: Developed by the authors

the model IS-LM-BP (Mundell-Fleming). The model IS-LM-BP
is based on ideas expressed in the 30s and 40s of the twen-
tieth century by J. Hicks and E. Hansen and subsequently de-
veloped by J. Fleming and Robert Mundell in relation to the in-
ternational economy (Gerdesmeier, 2009) [7].

Inflation and the corresponding price changes lead to
changes in the balance of payments. Inflation differentials
across countries affect the competitive position of the goods
and services involved in commercial transactions. In the coun-
tries with excessive inflation, there exists a trend towards in-
creasing imports and decreasing exports. We can identify the
changes in the balance of payments which occur because of
the differences in levels of inflation as the components of the
mechanism that affects the price level (MacDonald & White-
stone, 2012) [16].

There are two economic policy instruments that can be
used to achieve the internal and external balance by simulta-
neously changing costs (budget increase or cut) and switching
costs (devaluation or revaluation). To some extent, the use of
certain instruments of economic policy depends on the order

in which a country is placed within segments of the Mundell-
Fleming chart (Table. 2).

To a certain extent, target macroeconomic regulation must
always be associated with the management of inflation. Infla-
tion control is a type of management, in which there are cer-
tain ways to foresee dangers of inflation, analyse its symptoms
and negative consequences and develop measures to reduce
the rate of inflation.

The term «inflation management» is relatively new. It is be-
lieved that the reason for its occurrence is in the reform of the
command economy and the gradual entry of the CIS countries
into the zone of deflationary development. Only few expected
that the reforms would cause inflation accompanying this pro-
cess. Now many people realize that only a new type of control
is able to pull the economy out of the state of inflation. After all,
inflation, no matter how high it is, will pass someday. The histo-
ry and experience of economic development of many countries
proves this prediction. Does this mean that this type of control
is temporary or is it based entirely on its pragmatic value? Why
should we study it to create a scientific concept?
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The practice of other countries
shows that such problems are not
solved separately. They need to be
managed holistically.

Trends in the development of
management science lead us to
the need to develop the concept
of inflation management. lts pre-
conditions are the concepts of cy-
clic development of control, moti-
vation and others. Their complex is
an evidence of a real danger of in-
flation in any, even the most suc-
cessful, type of management.

Inflation, as noted previously,
is an objective process in the so-
cio-economic system. This view is
consistent with the understanding
that the functioning and develop-
ment of the socio-economic sys-
tem is driven by human activities.
The desire to manage inflation ef-
fectively stems from a desire to ex-
pand its activities in the monetary
sphere of humanity, and to some
extent it is possible. We can assu-
me that in the future people will
generally exclude inflation from
the development of socio-econo-
mic systems, and the current in-
flation characterizes only the current level of human develop-
ment, lack of knowledge and inadequate control. This assump-
tion seems to be logical. But the evolution of society and the
economy in all periods of human history suggests otherwise.
Despite the «<human nature» of inflation, it cannot be avoided.
Moreover, in many cases it is the human nature of inflation that
causes its origin.

As the socio-economic system is developed, the increa-
sing role of the human factor in its non-inflationary develop-
ment is observed. This means that inflation is neither excluded,
nor fought against, but being held steady, timely and, where
possible, with painless solution to the problem.

Non-inflationary growth is not an absolute absence of in-
flation, but the presence of such an inflation rate, which is the
pulse of successful development (according to the interests
of humans). Only a human may have purposes and interests.
They are the basis for the recognition of inflation and elabora-
tion of control methods to reduce it. They are the basis for the
recognition of inflation and managing its reduction.

The problems of inflation management are vast and diverse.
The whole set of problems can be divided into three groups.

The first group includes problems of recognition of inflatio-
nary situations. To timely see the occurrence of high inflation,
detect its first signs, and understand its character is not a sim-
ple matter. Reduction of inflation depends on that, as well as
on other factors. It is necessary to create and launch a me-
chanism for reducing inflation. And this is also the issue of go-
vernance.

However, not every type of inflation can be prevented, ma-
ny of them have to be gone through and overcome. This is
achieved by controlling. It solves the problems of life in the pe-
riod of inflationary economy, promotes the release of the infla-
tion situation and the elimination of its consequences.

The second group of problems of inflation control is related
to the key areas of the economy. These are primarily metho-
dological problems. In the course of solving them, the mission
and the purpose of management are formed; the ways, the
means and the methods of management in terms of the infla-
tionary situation are identified. This group includes a range of
issues of financial and economic nature.

Problems of inflation management can be represented
with regard to the differentiation of control technologies. This
is the third group of problems. It includes the most general
form of the problem of inflation forecasting and possible be-
haviours of the socioeconomic system in an inflationary state,

ECONOMICS AND MANAGEMENT OF NATIONAL ECONOMY

Fig. 3: Block-diagram of inflation management technology

Source: Developed by the authors

the problem of finding the necessary information and the de-
velopment of management decisions. Therefore, the problem
of analysis and assessment of inflationary situations are also
important in the construction of the conclusions of any group
of factors.

Inflation management, like any means of control, is charac-
terized by a certain technological scheme. The specificity of in-
flationary pressure control reflects the specificity of its techno-
logy. This may have a significant impact on factors such as time
pressure, weakening of manageability, conflicts of interest, a
high degree of uncertainty and risk, complex interlacing prob-
lems, the pressure of the external environment.

Technological scheme of inflation management consists of
eight blocks (Fig. 3). They characterize the reciprocating se-
quence of the various operations and their teams in developing
and implementing management decisions and thus the best
option to reduce the rate of inflation.

The essence of factor-oriented management is, firstly, to
identify the key factors determining the essential parameters
of the inflation flow, and, secondly, to address the determined
factors to successfully achieve the goal. Hence, the nature of
the effects can vary from a wide range of focused target short-
term impacts on the «hot spots» to the application of a variety
of complex, economic, organizational and other regulators to
achieve financial stability, which are long flowing in time.

Unlike traditional approaches, factor-purpose management
has a potential to more a realistic reflection of the inflation pro-
cess, providing a thorough analysis of external and internal fac-
tors and their overall impact on the inflation process. An impor-
tant advantage of the factor-target approach is to focus on stra-
tegic objectives, as well as on the desire to forestall adverse
events or to weaken their effects on the initial stages of the
emergence of inflation (Kenzheguzina, 2002) [14].

As one of the most promising approaches to the manage-
ment of inflation we can use the methodology of factor-target
regulation of the economy, developed by the Institute of Eco-
nomics of the Ministry of Education and Science of Kazakh-
stan (Sachs & Larry, 1999; Fergusson, 2010) [19].

The system factor-target inflation management has a num-
ber of specific aspects of functioning. In this regard, it is use-
ful to consider the basic concept of the methodology for deve-
loping approaches to the use of this system and its features.

The conceptual idea of the system of factor-target infla-
tion management may be presented as a generalized scheme
(Fig. 4), which reflects its main features such as the presence
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Fig. 4: Diagram of factor-target inflation management
Source: Developed by authors of the study

at the management stages of analysis, planning and imple-
mentation of measures on the basis of the factors determining
its state, systematization (on a hierarchical basis) of the objec-
tives of management and their close relationship with econo-
mic factors, on the one hand, and with measures of influence
relevant to these factors, on the other.

A conceptual idea of the factor-target inflation manage-
ment can be represented as a generalized scheme (Fig. 4)
which reflects its main features — the presence of analysis at
the stages of management, planning and implementation of
measures on the basis of factors which determine its condi-
tion, based on a hierarchical structure of the objective control
and its close relationship with economic factors, on the one
hand, and the effects of these measures, on the other (Kenz-
heguzina, 2002) [13].

The factor-targeted approach has a great potential in the
management of inflation and can be used in different coun-
tries. Due to its basis, we can forecast the inflation rate for the
coming years by using the proposed multi-factor correlation
and regression model:

T0=40,837 GDP'25. [M086. [:0929. | 0170, \[)0113. ) 0205 IRFIO,468
’ p STB g
(R =0,997; €= 0,031< 11,570),
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where:

IM - Import (million US dol-

lars);

E - the nominal exchange

rate (KZT / USD);

E, - budget expenditures

(billion tenge);

MO- ready money in circu-

lation (billion tenge);

D, - deposits in second-

tier banks (billion tenge);

I, — the average refinan-

cing rate (%).

5. Conclusions

One of the major metho-
dological foundations of the
factor-target management is
to ensure the integrity and
consistency of the internal
logic of inflation control in the
framework of this approach.
Other basic postulates rela-
ted to the use of the metho-
dology of factor-oriented management include:

* the proactive management based on preventive identifying
factors that may affect inflation in the future;

¢ the development of management measures based on the
need to affect the causes of inflation, rather than on the ef-
fects of these processes;

e structuring of factors of inflationary processes and the objec-
tives of management focused on the allocation of priorities
of economic policy and based on the principle of maximizing
the impact of managerial actions;

o foreseeing of side effects of managerial measures with re-
gard to other sectors of the economy and taking into account
the effects of data in planning managerial activities;

e the complexity of the implementation of mechanisms allo-
wing for the coordination and unity of action of different func-
tional areas of management.

The anti-inflationary management cannot be considered
as a goal itself. It is merely a tool to achieve a more important
social goal — macroeconomic stabilization. Accordingly, macro-
economic stabilization itself means that the system generates
its internal anti-inflationary immunity, the ability to dampen in-
ternal shocks and adapt minor structural changes without sig-
nificant inflationary consequences.
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