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. / Kazaxemanckuir onvim 1999 200a
Kazakhstan Experience in 1999

CHMXEHME LIEH Ha Hechb Kpu3nc B BocToYHOWM
A3 1 POCCUUCKUN KPU3UC, CBA3AHHbIN C
nageHueM Kypca pyons.

QOil price decline, East Asia crisis and Russian crisis with ruble devaluation.

O6Lee ykpensieHne HauMoHasIbHOW BaJlOThl.
HecMoTps Ha NaaeHne Kypca HaUMOHaNbHOW BastoTbl MO
OTHOLLEHMNIO K aMEPUKAHCKOMY AI0NNapy, ee peasnbHbIn
KypC MO OTHOLLEHUIO K pybsito 1 Ba/toTaM COCEAHUNX

rocyaapcts LleHTpanbHOM A3nn NOBLICUNCA.

Real appreciation overall, despite real depreciation against the US dollar, there was
real appreciation against the Ruble and currencies of Central Asian nelghbors



 IIpombllIeHHOE 1000U CTaIO0 JOOMBATHCS MPUHATHS
MMPOTEKIIMOHUCTCKUX MEP, YTO MPHUBENIO K BBeACHUIO 200%-HbIX
Tapu(oB HA UMIIOPT U3 Y30eKkucTaHa U KeIprel3cTaHa u 3anpeTry

HAa UMIOPT MPOAYKTOB IuTaHus u3 Poccun.

e Industrial lobbying for protection ensued and led to 200% tariffs on imports from
Uzbekistan and Kyrgyzstan, and bans on imports of food from Russia.

* MbI NOHAIM HEOOXOAUMOCTh HOATOTOBKH CTPAaTETHYECKU
OPUEHTHPOBAHHOI'O KPATKOIrO 0030pa JIMTEpaTyphl, YTOOLI
OOBSICHUTH Ka3axaM, UTO TakKas IMOJIUTHKA HE 0O0OCHOBaHA U
A0POro 00OMIETCI UM B KPAaTKOCPOYHOM M CPEIHECPOUHOM

IIEPCIICKTUBE.

e We saw the need for a policy-oriented summary of the literature to explain to the
Kazakhs why these policies would fail and would cost them dearly in the short to
medium term.



e CTpaHaM nepuoanYeCcKM NpuxoanTCS
NnpMHMMaTb OTBETHbIE Mepbl B C/lyvyae

BHELWHUX NOTPSACEHUMN.
. Countries periodically need to respond to adverse external shocks.
ﬂpMMep: PE3KUNE HeﬁﬂaFOI'IpMﬂTHble N3MeEHEHNA LEH HA
CbipbE UJIN COKpalleHne 3KCriopTa BC/eaACcTBmeE nageHnA
Crnpoca, OﬁYCJ‘IOBﬂeHHOFO KPU3NCOM B CTPpaHax-

NnapTHEpax.
E.g. adverse commodity price swings or decline in exports due to decreased
demand from partners’ crises.

¢ Ba)XHbIMM 3/1IeMEeHTaMU OTBETHbIX
3KOHOMMUUYECKNX Mep ABJNIAIOTCA KypCcoBas

U TOProead noJiMTUKa.

. Exchange rate policies and trade policies are a crucial part of the policy
response.



O6wume mogennm:

Broad patterns:

Knaccmyeckon OTBETHOM MEPOUN SABNSETCS 3aBbllLEHUE
0BbMEHHOro Kypca v BBeAeHNe NMpoTEKLMOHUCTCKOro
TOProBOro pexuMa, YTo MHOraa NoBopavmnBaeT

BCMSATb NPOLIECC AOTOCPOYHON NMbepanm3aumn.

Overvalued exchange rates and trade protection have been a classic
response, sometimes reversing longrun liberalization.

Knaccuyeckon anbTepHaTUBON SABNSIETCS
YCTaHOBJ/IEHME KOHKYPEeHTOCnocobHOro obMeHHOoro

KypCca M COKpallleHME NPOTEKLIMOHM3MA.

Competitive exchange rates and low protection are employed as a
classic alternative response.



B smom mamepuane moi:

In this paper we:

e JaeM KpaTKOe OnmncaHue nosib3bl pexuMa
OTKPbITON TOProBnu;

e briefly summarize the value of an open trade regime;

e O0OBLACHSEM TEOpeTHUYECKHU, NOYEMY 3aBbllLeHNE
0OMeHHOro Kypca co3faeT npobnemsbi;

o explain the theory of why overvalued exchange rates cause problems;

e 0606LLaEM 3KOHOMETPUYECKNE AaHHblIe Pa3HbIX
CTpaH, NOATBEPXKAAIOLLNE, YTO 3aBbllLIEHNE
0BMEeHHOro Kypca BefleT K COKpaLLEHUIO poCTa;

e summarize the cross-country econometric evidence that overvalued exchange rates
reduce growth;



e MpnBOoAUM MNMpPpUMEPLI U3 OlblTad

NTAaTUHOAMEPUKAHCKUX, aPPUKAHCKUX U
BOCTOYHOA3MaTCKMX CTpaH, a Takxe Typuuu,
NoKa3blBaloLLMe, YTO X KypcoBas NMoanuTuKa
MMena pellatollee 3HadyeHne ansg pocra; U

provide country examples from Latin America, Africa, East Asia and Turkey of how
their exchange rate policies were crucial to growth; and

06BbSACHAEM, MOYEMY PA3/INYHbIE CTUMYI/IbI,
ONUPAKOLMECH Ha UHTEPBEHLIMOHUCTCKYHO
MPOMBbILLIEHHYIO MOSIMTUKY, HOCAT

KOHTPNPOAYKTUBHbIM XapaKTep.

explain why diverse incentives based on industrial policy intervention is
counterproductive.



. Kpamrkoe onucanuweearcreiiuiux
/ pe3yibmamos

Summary of Key Results

Kak noka3biBaeT OnbIT:

Experience shows:

e [loaaeprkaHme 3aBblLUEHHOrO OOMEHHOIro Kypca CEPbE3HO
YXYALIAEeT KPaTKOCPOYHbIE U CPEAHECPOYHbIE NEPCMEKTUBBI
POCTa CTPaHbl U 3aMeA/IET NPOLIeCcC ee NHTerpaLum B MMPOBOE
Toprosoe coobLecTBo. Ha caMoM aene, 3aBbllLEeHHbIN OOMEHHbIN
KypC HEPEAKO SABNSETCA NEPBONPUYMHOM NPOTEKLMOHM3MA, U
CTpPaHa He CMOXET BEpHYTbCH K bonee nmbepanbHON TOProBow
nonuTuke, obecneymBaroLLien pocT U MHTErpaLMiO B MMPOBOE
TOprooe coobLecTBo, 6e3 n3MeHeHnss CBOen KypCcoBOU
NOINTUKN.

Defending an overvalued exchange rate will significantly retard the short to medium run growth
prospects of the country and delay integration into the world trading community. In fact, an
overvalued exchange rate is often the root cause of protection, and the country will be unable to
return to the more liberal trade policies that allow growth and integration into the world trading
community without exchange rate adjustment.



e [IPOTEKLMOHNCTCKAsA KypCcoBas NOMTUKA HE
NAET HUKAKUX BbIro4 B CpeAHECPOYHOM
NepCcneKTUBE, NOCKOJIbKY COKpaLLEHNE
pe3epBOB, B KOHEYHOM UTOre, NPUBOAUT K
BbIHY>XEHHOM A€BanbBaLMK; NPU 3TOM TaKas
NONIMTMKA COMPOBOXAAETCA NOTEPEN PE3EPBOB
N CHMXKEHUEM MPOU3BOAUTENIbHOCTU BCIEACTBUE
DErympoBaHus MMMNopTa.

e Defending the exchange rate has no medium-run benefits, since falling reserves will
force devaluation eventually, but results in losses in reserves and lost productivity
due to import controls.



Kakue-6bi200bl Oaentjiuodepanuiaviis

mop2086.iu
Benefits of Trade Liberalization

[ANns OTKPbITON SKOHOMMUKM XapaKTEpPHb
6o51ee BbICOKME TeMMbl POCTa

Open economies grow faster

e Cakc n YopHep (1995): Temnbl pocTa Bbllle Ha OAWNH
NPOLEHT, @ B pa3BMBAIOLLMXCA CTpaHax 3Ta pa3HuULUa elle
6onbwe — 2aBapac (1993), Aonnap (1992).

e Sachs and Warner (1995)— one percent faster — and among developing countries
the difference is greater Edwards (1993) Dollar (1992).

o OpaHken n Poymep (1999): nonpaBka Ha CMeLLieHne,
Bbi3BaHHOE 3(PPEeKTOM OIHOBPEMEHHOCTN, HE CHUXAaET

OLIEHKM BbIroa oT nnbepanu3aumm TOprosu.

e Frankel and Romer (1999) — correcting for simultaneity bias does not lower the
estimates of the gains from trade liberalization.




e bykBanbHO BCe U3BECTHbIE C/ly4Yaun YCneLwHoro
PAa3BUTUSA — 3TO NMPUMEPBLI OTKPbITON SKOHOMUKM
(Hanpumep, Ynnmn, MaBpuKuUn, TOHKOHT,
CuHranyp) wam oTkasa oT NpoTekLUMOoHNU3Ma
(IOxxHas Kopest u TanBaHb (Kutan)).

Virtually all development success stories are based on openness, e.g., Chile,
Mauritius, Hong Kong, Singapore; or declining protection, Korea and Taiwan (China).

B KauecTBe Mep 3aWmnTbl CrieayeT UCnosib30BaTh
Tapudbl, @ He HTB; nocnegHne BeayT K
KOppynuuu 1 MOHOMOMM3aLnMU U MOTYT CTaTb
NPUYMHON nepeBoaa NpubbIIN Ha pybex.

Use tariffs to protect; not NTBs —the latter lead to rent seeking, monopoly power
and may transfer profits abroad.
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1.

HpOﬁJleMbl, CBA3AHHBIEC 3A6bIUICHUCM OOMCHHO020

_ / Kypcas: meopusi

Problems of Overvalued Exchange Rates --Theory

Cozpatotca HebnaronpusTHbie YC/10BUA AN
3KCNOPTA, a B OTCYTCTBME BaNOTHbLIX JOXOA0B
3aBblLIEHHbIM OOMEHHbIWM KYPC COKpaLlaeT BO3MOXKHOCTU

MMMOopTa.

Discriminates against exports—then without foreign exchange earnings, overvaluation
damages ability to import.

HaunHaeTca nobbmnpoBaHme NpoTEKLIMOHUCTCKUX Mep, YTO
NpMBOANT K (DOPMUPOBAHUIO 3aKPbITOM 3KOHOMUKU U
OrpaHMYEHMIO AOCTYNa K BaXKHENULINUM NCXOAHBIM
pecypcam.

Induces lobbying for protection which results in closed economies and reduced access
to key inputs.

O6bIYHO pbIHOYHbIE CEKTOPA OT/INMYaAtOTCA bonee
BbICOKMMWN TeMnaMmn TexHun4deckoro nporpecca (KoTtraHu,
KaBenbo 1 XaH, 1990), oaHaKo 3aBbllleHne 06MeHHOro

KYPCa OKa3bIBa€T HA HUX OTPULATEJIbHOE BO3JENCTBUE.

Tradeable sectors tend to have greater technological advances (cottani, cavello and
khan. 1990) * but thev are hurt bv overvaluation.



4, Bo3HuKaeT 6ercTeo Kanutana (B oXXnaaHuu aesanbBauumn),
a 3TO O3HA4YaeT CoKpalleHne obbeMa NMEIOLLIENCS
MHOCTPAHHOW BastoTbl, HEOOX0AMMOWN AN

(PMHAHCMPOBaHNS UMIMOPTA.

4.  Induces capital flight (in anticipation of devaluation)—implies less foreign exchange is
available for imports.

5. BO3MOXHO BBeAeHue OI'paHVI‘-IeHVIﬁ Ha NCIMOoJib30BaHUE
VIHOCTpaHHOIZ BaAJ/1lOTbl, YTO O3HA4YAE€T HN3KYIO

3(PPEKTUBHOCTb ee pacnpeaeneHus.
5. Foreign exchange may be rationed, which implies inefficient allocation.

6. BO3MOXHO y>XecToueHne KpeanTHO-AEHEXHOW NONMUTUKY,

YTO CBA3aHO C PUCKOM CEPbE3HOINO0 3KOHOMMNYECKOIoO Crnaaa.
6. May lead to tight money policy which risks deep recession.



peenmuna, Yunu u Ypyzeair 1979-1982

Argentina, Chile, and Uruguay 1979-1982

Bce 3TK CTpaHbl UCMOJIb30Banun HOMWHANbHbIN

0BbMeHHbIN KypC KaK sikopb B 6opbbe ¢ nHpnsaumnen
All three countries used the nomimal exchange rate as an anchor against inflation

Pe3ynbTaToM 6b1710 6ercTBo Kanutanos (B Ynnu nyTem
3aKYMKN MMMOPTHbIX TOBAPOB A/INTENBbHOMO

NoJsib30BaHUs)
Capital flight ensued (in Chile through purchasing imported durables)

OcobeHHO nocTpaaann pbIHOYHbIE OTPACc/n, B

YaCTHOCTW 3KCNOpPTEPHLI ApFEHTVIHbI
Tradeable goods sectors were severely hurt, especially exporters in Argentina



=y
Yunu — nocieocmaeust
Chile—the Aftermath

e B 1979-1982 Yunu nepexmna Xyawnn 3KOHOMUYECKUM cnaj C

1930-x — BBIT Yunun cokpaTtunca Ha 15%

In 1979-1982, Chile experienced its worst recession since the 1930s- Chile’s real GDP fell 15%
B 1984 Yunn npnHMMaeT s3KCNOPTHO-OPUEHTUPOBAHHYIO
CTpaTeruo pocta, OCHOBAHHYIO Ha KOHKYPEHTOCNOCOOHOM
peasibHOM 06MEHHOM Kypce 1 eauHOM Tapude

In 1984, Chile adopted an export oriented growth strategy based on a competitive
real exchange rate and a uniform tariff.

EanHbiv Tapud 6bin cHkeH ¢ 35% B 1984 0o 11% B 1991 1 6%
B 2003
Its uniform tariff fell from 35% in 1984 to 11% in 1991 to 6% in 2003

TeMnbl pocTa 3KOHOMUKK Ynnn — oaHN N3 CaMbIX BbICOKUX B MUPE
c 1984

Chile’s growth rate has been among the highest in the world since 1984



.

Kzakhstan 1999

e April 4, the Kazakh Government and the National Bank announced
a free float of the tenge's exchange rate. They also announced an
end to the highly protective trade measures introduced against
Russia, Uzbekistan and Kyrgyzstan. The float was intended to
boost Kazakh exports and to allow the National Bank to cease its
costly efforts to support the tenge.

e 4 anpensa npaBuTenbCTBO KasaxcTaHa U HaumoHanbHbIN 6aHK
06bsBUIN 0 cBOH6OAHOM KOnebaHnn obMeHHoro Kypca TeHre. OHuM
Takxke 06BbABUIN O npeKkpaLleHnn NPOTEKLMOHNCTCKNX TOProBbIX
Mep, BBeAEHHbIX B OTHOLWEeHUU Poccumn, Y36ekncraHa u
Kblprbi3cTaHa. NnaBatowmm Kypc 6bis1 Nnpu3BaH NoaAep)KaTb U
YBEMNUYNUTb Ka3axCKNN 3KCMOPT, @ TaKXXe NO3BOSINTb
HaunoHanbHOMY 6aHKy NpekpaTUTb AOPOrocTosime ycunms no
noAnepP>XaHUIKo Kypca TeHre.



.

Typuus — mpu 3nu300a

Turkey—Three Episodes

onn3oa nepBbin 1953-1958

First episode 1953-1958

Typums BBena GUKCMpoBaHHbIM 0OMEHHbIN KypC Npu
BbICOKOU MHMNSALNK

Turkey employed a fixed exchange rate but had high inflation
KOHKYpeHTOCrnocobHOCTb 3KCNopTa 6biia yTpaydeHa u B
1954 661510 BBEAEHO NTNLEH3NPOBaHNE nMNopTa Ass

KOHTPO/S HaA MHOCTPAHHOW BantoTOM

Export competitiveness was lost and import licensing was imposed in 1954 to
ration foreign exchange

K 1958 cchopmmpoBancs ocTpbi AEPULNT XKNU3HEHHO

Ba)XHbIX TOBAPOB U SKOHOMUYECKUA POCT NMPeKpaTUICS

By 1958 severe import shortages of essential commodities appeared and
growth stopped



.

sem 1ypuuu

Turkey'’s response

e B KauyecTBe OTBeTHbIX Mep Typuuda npoBena
neBanbBauuio, nmbepanusaumio MMNopTa 1 BBena

6}OLI,)KeTHbIe N AEHEXHO-KPpEAUTHbIE OrPpaHUYEHNSA
e Inresponse, Turkey devalued, liberalized imports, and imposed fiscal and
monetary restraint.

e PeanbHbi BBIT HEMeANEHHO Ha4yan pacTu B OTBET Ha
6onee noctynHbi MMNOPT. NUHDASUKNSA cHM3MNach, a
SKCMOPTHaA Bbipy4ka Bo3pocia. B 1960-e TeMnbl
3KOHOMMYECKOoro pocrta Typumsa 6biam ogHN 13 CaMbiX
BbICOKMX Cpean pa3BUBalOLLMXCA CTpaH

e Real GDP started growing immediately in response to the availability of
imports. Inflation fell and export earnings rose. Turkey was among the

most rapidly growing developing countries of the 1960s.



s 1.cCoB0e coODUIeCmBo CMpaH
3anaonou A¢puxu

CFA Zone of West Africa
e CtpaHbl-yneHbl ®CA npuB4a3anm CBOU BankoThl K

(ppaHLy3CcKOMY (dpaHKy no ctaBke 50 K oagHOMY.

e Countries of the CFA zone had their currencies pegged to the French franc—at 50
to one.

e Kypc dppaHka OCA cTan 3aBblleHHbIM B 60/bLUNHCTBE
CTpaH 30Hbl B 1986-1994

e The CFA franc became overvalued for most of the countries of the zone in the
1986-1994 period

e [1pobnembl — OTCYTCTBME SKOHOMUYECKOIO POCTa, POCT
6eqHOCTN, COKpalLleHMe 3KcrnopTa n 6aHKpPOTCTBO

6aHKOB.
e Problems--No growth, poverty increase, export contraction and bank failures were
common.



CFA

Cnaa Npov3BOACTBAa B HEKOTOPbIX CTPaHax bbis

COMNOCTaBUM €O BpeMeHaMu Bennkoun aenpeccuun B CLUA
B 1930-e

Output declines were comparable in some countries to the Great Depression in the
United States of the 1930s

B 1994 nocnepoBana pe3kasa aesanbBaunsg o 100 k
OZIHOMY

1994—massive devaluation to 100 to one.

[leBanbBauUna okasania BeCbMa CUJ1bHOe
NOSIOXUTENTbHOE B/IMAHNE Ha SKOHOMUYECKUU POCT B

cpeaHecpo4YHON nepcnekTnBee
Excellent intermediate impact on growth followed the devaluation



Ypoku

Lessons

OnbIT NOKa3bIBaeT, YTO BBeAeHMe NPOTEKLMOHUCTCKOro peXxuma
B LensxX noaaep)XaHus 3aBbllUeHHOro 06 MeHHOro Kypca
Cepbe3HO YXYyAlLUaeT KPaTKOCPOUHble U cpeaHeCpoUHbie
nepcrneKTuBbl POCTa CTPaHbl U 3aMeaAnseT npouecc ee
WHTerpauum B MMpOBOe Toprosoe coobuiecrso. Ha camom pene,
3aBblLEeHHbIA 06MEeHHbIN KYPC Hepeako ABnserca
nepBonNpuYNHON NPOTEKLIMOHU3MA, U CTPaHa He cMoXeT  ...../
BEepHYTbCA K 60nee nnbepanbHOU TOProBov NOJIMTUKE,
obecneunBaroLier poCcT U MHTErpaumio B MUpOBOE TOProBoe
coobLiecTBo, 6€3 N3MeHeHnsi CBOeN KypCOBOM MOJIMTUKM.

Experience shows that protection to defend an overvalued exchange rate will significantly
retard the short to medium run growth prospects of the country and delay integration into
the world trading community. In fact, an overvalued exchange rate is often the root cause
of protection, and the country will be unable to return to the more liberal trade policies that
allow growth and integration into the world trading community without exchange rate
adjustment.



IHoraa BNacTy onacaroTcs TOro, YTo JeBaibBaLms
NpuBEAET K HEYCTONUYMBOMY Cnnpaneobpa3HOMy MaAeHUIo
obMeHHoro kypca. OHaKo, Kak noka3biBaeT MUPOBOM
OMbIT, NoAAEPXXaHMe NPOTEKLIMOHUCTCKOro 06MEHHOIO
Kypca He AaeT HUKaKMX BbirO4 B CPEAHECPOYHON -/
NepCneKTMBE, MOCKObKY COKpALLIEHWE PE3EPBOB, B
KOHEYHOM UTOre, NPUBOAUT K BbIHY>XXAEHHOM
NeBanbBaLmn,

Authorities sometimes fear that devaluation would lead to an unstable downward spiral
of the exchange rate. But, the world-wide experience has shown that defending the
exchange rate has no medium-run benefits, since falling reserves will force devaluation
eventually.



Jlyywle npoBecTn AeBanbBaLMIO, HE A0XUAAACH
ANaNbHENLLErO NCTOLWUTENBbHOIO COKPALLEHUS pe3epBOB U
CHMXKEHUS! MPON3BOAUTENBHOCTU BCNEACTBUE
perynnmpoBaHus nMmnopta. MmpoBon onbIT NpoBeAeHUS
NEeBaNbBaLMN CKOPEE rOBOPUT O TOM, YTO Mocne
neBanbBaLMn 0OMEHHbIN KypC AOCTUTAET HOBOrO
DAaBHOBECHOIO YPOBHS, KOTOPbIN B 3HAYNTENTbHOU CTEMNEHM
3aBUCUT OT NONUTUKM LiEeHTpasnibHOro 6anHka u
NpaBUTENbCTBA.

It is better that the devaluation be accomplished without further debilitating losses in
reserves and lost productivity due to import controls. Rather, the world-wide experience
with devaluations shows that, post-devaluation, the exchange rate will reach a new
equilibrium and that the equilibrium is strongly influenced by the policies of the central
bank and the government.



Figure 1. Shortage of foreign exchange from fixed overvalued exchange rate

D s
Real Exchange
Rate
Rubles/$ fixed RER
P P ¢
RUSSIA"" USA | Y |
: shortage :
I I
I I
I I
| |
I I
L L
FE, FE,

Foreign Exchange (Quantity)

@ Prussia = Price index of traded goods in Russia. P ¢, = price index of traded goods in the USA.



Figure 2. Overvalued Exchange Rate supported by Quotas on Imports
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@ Prussia = Price index of traded goods in Russia. P ¢, = price index of traded goods in the USA.



Figure 3. Overvalued Exchange Rate supported by Foreign Exchange Licensing
and Surrender Requirements
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@ Prussia = Price index of traded goods in Russia. P ¢, = price index of traded goods in the USA.



Figure 4. Overvalued Exchange Rate Supported by Increased Tariffs
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@ Prussia = Price index of traded goods in Russia. P ¢, = price index of traded goods in the USA.



Figure 5. Undervalued Fixed Exchange Rate Creates Surplus of Foreign Exchange
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@ Prussia = Price index of traded goods in Russia. P ¢, = price index of traded goods in the USA.



