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Introduction
The most dynamically developing sector of Kazakhstan’s financial system is banking sector. Any economics is based on objective economic laws, one of which is money circulation. Money cycle happens under the influence of financial institutes and first of all of banks which create the basis for money circulation and are linked with all the branches and sectors of the economic.
Banks provide sponsorship for different forms of entrepreneurships of producing and nonproducing spheres, managing sphere and supply budget with necessary funds. Either the banks carry a two-way traffic of money borrowed. Development of the State payment system, national currency stability, growth of economics and human wellbeing depend on condition and reliability of the banking system. It stipulates the necessity of qualification level quality improvement of the banking specialists.
This study guide consistently and intelligibly describes the basic questions of the course “Money. Credit. Banks” shows the basic theoretical and practical knowledges of banking, its organization, peculiarities and problems of development. In substantial plan this study guide satisfies the requirements of the State educational standard with a specialization in “Finance” and the program of the course “Money.Credit. Banks.”
The study guide reveals the meanings of money, money circulation, monetary system, the essence of credit functions, credit system, bank, banking, bank operations and the modern picture of Kazakhstan’s banking system, its structure and the basic directions of modernization and also the National Bank of Kazakhstan activity organization, its functions, essence and bank operations content are reviewed.
A special attention is paid to the questions of commercial banks’ activity organization, to the meanings of proprietary and borrowed resources.
The active operations of commercial banks are described in sufficient detail, as traditional (credit provision and transactions in securities) and far less the case in banking practice (leasing, forfeiting, factoring, trust and exchange operations). The meanings and classifications of banking risks, methods of their control are noticed.
Such approach allows to support the logic of the study guide exposition and to examine deeply the learned categories.
The application examples are exemplified from the banking activity experience. Illustrations (schemes, drawing, diagrams and tables) provide the easiest study of reviewed themes.
During this study guide publishing the National Bank of Kazakhstan’s law and regulations were used and the works of famous Kazakh and Russian economists Khamitov, G.S. Seitkassimov, Sh.R. Abdilmanova, S.Zh. Yntykbayeva, U.M. Iskakov, O.I. Lavrushina, Z.G. Shirinskaya, E.F. Zhukov, etc.
MONEY
SECTION 1. The essence and functions of money
1.1.1. The necessity and essence of money
Money is probably one of the greatest inventions of a human thought. It hasn’t any analogues in an animated nature. The whole structure of the modern economy is determined by the existence of money. The world economy has two basic theories of the money origin: rational and evolutional.
According to the rational theory money is the result of an agreement between people who invented them as a special instrument used for goods exchange.
The followers of this theory were such famous American economists as John Kenneth Galbraith, Campbell R. McConnell, Stanley L. Brue, Paul Anthony Samuelson, etc.
At present time when the modern types of money are in daily use (paper and electronic money) this theory looks quite reasonable and reliable. However it doesn’t discover any mystery in the money nature understanding. Though the rational theory followers themselves do not deny it.
The second theory was offered by Karl Marx. He affirmed that the money mystery will disappear if retrace their history “… from the simplest form of exchange to the brightest – monetary form”.
Karl Marx linked the evolutional theory of money origin with the labor theory of value whereof follows that the cost of good measures by the quantity of abstract labor (i.e. labor in common, not exact) spent on its production.
Nowadays the majority of native scientists hold the evolutional theory of the money origin. There are several stages of the money evolution history:
The first stage is simple or elementary form of value.
The money origin date to 7th–8th millenium B.C.E. when the primitive people recognized some surpluses of the products which could be changed on the other required products, i.e. the exchange occurred at random: one product valued by another opposite. Marx wrote that this form is not so simple as could seem because it has two poles of value expression.
On the first pole is the good which expresses its value, which plays the active role (relative form of value); and on the second pole is the good which is used as a material for the first good value expression, which plays the passive role and is in an equivalent form. Thus, the relative and the equivalent forms are the two poles of the value expression.
The equivalent form of value has Эквивалентная форма стоимости some features:
· The use value of the equivalent good serves as a form of the opposite good value expression;
· The concrete labor spent on the equivalent good production serves as a form of the opposite abstract labor expression;
· The private labor spent on the equivalent good production serves as a form of the opposite social labor expression.
The second stage is a total or expanded form of value.
The labor division with the human productive power development which expended the range of the got goods strongly resulted the requirement in the labor products exchange. Initially it was a simple exchange of one good on another which in small scale is still applied up to now and is known as “barter”.
With the pastoralist and agricultural tribes’ development the first big social division of labor: people began to exchange many different social labor items and goods of relative form of value. The substantial fault of this form of value that the value of each good doesn’t get reasonable expression because of a wide range of the equivalent goods exsistance.
The third stage is a general form of value.
With an increase of the exchange operations volume and the range of exchanged goods the natural exchange on the principle of “the good for the good” became more and more problematic, led to the time loses during the searches of companions or to direct damages if perishable goods staled.
It can be assumed that some nebbish sellers at a risk of the goods loss or in despair exchanged them not on needed but on fast-moving in order to exchange it again on required. Thus, the fast-moving goods appeared which played the role of the first “commodity” money. Multiple usage of the fast-moving goods as an intermediary made them common twice. That is why the ratios in which they were exchanged on the other goods became stable. It let us say about the birth of “the equivalent goods” which confirms their role and functions of the commodity money.
Thanks to such money the process of purchase and sale separates in space and time and the commodity money themselves become the payment units which formulate the scale of prices in terms of the money units’ quantity paid for the purchased goods.
This process happens spontaneously beyond the control and desire of the concrete goods producer simultaneously to the market and its divisions’ birth. The predictability of the other subjects’ behavior increases, the indefiniteness decreases and as a result the individual expenses (charges) diminish together with the common.
In case of such local equivalent good elimination a random quotient of the two individual commodity producers who on their own risk and peril determine the cost of the concrete good passes. It's becoming apparent that the cost of the good is not determined by the exchange but the cost itself (the specific type of labor put in the good production) and its volume determine the exchange relations in which the one good exchanged on the other.
Therefore we can see that the cost exists objectively and has a social character reflecting the social relations between the individual commodity producers. As a result the general form of value appears when one of the goods opposes the others as an equivalent.
The function of such common equivalent in different nations played different goods. As a rule they were the results of mass production playing the important role in their economics. The farmers had grains, the breeders had cattles, etc. The man who had such commodities could purchase the other products of labor to meet his own and his family needs.
Nevertheless we see that this common equivalent is local however because the other nations can deny the equivalent popular of the certain territory. With the goods production and exchange development the involvement of different nations into the common course of business happens. Thus the requirement for the common equivalent appears which could be popular among the farmers, breeders, hunters, etc.
The peculiarity of this form of the cost is that the role of the common equivalent of one good didn’t fix yet.
The fourth stage is the money form of value. The role of the common equivalent played gold (this stage was the most longstanding).
Further the search of the most convenient commodity money began which was accompanied by the refusal of nontransportable, wearing and variegated money. The money arena the ingots of copper, bronze then silver and gold enter. As such metal ingots lost the function of the good itself and became only the exchangeable equivalent it is allowable to argue that in their form the money appear in the sense that we used to understand this word today. Gradually the gold became the basic money stuff and was used for the different denomination coins strikes.
The way of the gold turning into the common equivalent – money was long and difficult. Actually we can suppose that eventually it happened to the middle of the XIXth century. Till this moment the money functions along with the gold performed the other precious metals, for example silver. The English monetary unit - pounds sterling – was the weighty pound of silver before.
How can we explain the fact that the gold precisely distinguished from the huge world of goods in the form of specific commodity – money? The gold has the range of unique features:
· homogeneous (the question is about the social value and social labor standard incorporated in the good, i.e. such equivalent should be absolutely homogeneous material);
· chemically inert (it doesn’t rust and remains unchanged almost forever in any environmental conditions);
· portable (there is a plenty large enough cost in relative little volume);
· divisible (any quantity of gold could be easily divided onto the smaller parts).
Strictly speaking theoretically we can distinguish some other materials and metals which also can satisfy the mentioned above conditions: silver, diamonds, platinum, etc.
However the objective process of the economic affairs development distinguished gold precisely. Silver couldn’t compete with gold because of its enough incidence in the earth crust, diamonds are unhomogeneous and couldn’t be divided, platinum found to be scorned by the Spaniards who called it “platina” and simply considered it the waste product of the gold mines.
With the gold usage situation the humanity faced the fact that this metal looses any other distinctive features except quantity. This particular relates this metal with the cost i.e. it looses all the differences between the heterogeneous types of labor. The gold represents itself in the form of “clot” that lacks substance of labor and quantity of socially needed time spent on the concrete good production.
But it should be noted that the gold in itself is not money but the money are gold. Thus we emphasize that the transformation of gold into money is not the natural but objectively social process which takes a lot of time.
With the money form of value appearance the goods receive a specific form of its cost existence in term of price (moreover it is a certain quantity of gold on which the good could be exchanged).
The transition from the subsistence to commercial farming and the exchange equivalence compliance determined the necessity of money appearance without which the mass exchange of goods based on the production specialization and the commodity producers’ material insulation is impossible.
The necessity of money appearance and usage is proved by the numerous and unsuccessful attempts to get away without them. This is borne out by Robert Owen’s idea bankruptcy in 1832 who tried to exchange the goods without money by means of goods evaluation on the basis of work time expenditures with usage of “labor bons”. The Russian experience was either unsuccessful when in 1918 and 1921 the attempt of product exchange on the basis of natural coefficients was applied.
In about the ХIIth century B.C.E. in China and in the VIIth century B.C.E. in the Mediterranean States – Lydia and Aegina – the metal coins appeared which were similar by weight, size and alloy composition.
The evolution of money didn’t stop on this. We can distinguish the next stages of the cost’s forms development: the stage of transition to paper and credit money and then their phasing-out from the turnover as a result of what the electronic money appear.
Besides the mentioned above points of view the other metal and nominal theories (nominalism) in economics regarding money and their nature were expressed.
The metal theory identifies money with precious metals. The theory proves that money should certainly have an inmost value in order to perform its functions. The most significant followers of this theory were the mercantilists who considered that gold and silver are the money by their nature and in virtue of their natural features. This approach reflected the situation truly in whole for the systems with the full-bodied (commodity) money.
The nominalism identifies money by the symbols of value (signs), conventional payment units. The most important is not the metal content of money but their symbolism (nominal). First of all money are considered as the product of state power and legal relations when their purchasing power is determined by the State. In whole the nominal theory of money reflects the true nature of money in the modern economic systems.
· There are a lot of approaches of money determination. For example they could be rendered as a special good which plays role of a universal equivalent. This description remains actual for the long term though in the modern economic literature we can meet the other descriptions which usually indicate the other separate functions or peculiarities of money.
· Money – metal and/or paper are the standards of value during the purchase and sale deal which play role of a universal equivalent, i.e. they express the value of all of the goods and are exchanged on any of them. (Shorter Economics Dictionary / under the editorship of A.N. Azriliyan – M., 2000).
· Paul A. Samuelson writes that the flow of money is the source of life power, money provide the measuring rod of value. Besides money act as a medium of exchange and as standard unit of value or account. (Paul A. Samuelson “Economics” – M., 1992 – T. 1., – p. 40, p. 47).
· According to the evolutional theory we can give the following description of money: Money are the historically developing economic category which expresses the definite economic relations between people in the process of production and distribution.
The essence of money consists of their features:
1. The universal immediate exchangeability – the possibility to exchange money onto any items of value.
2. The independent form of exchanged value which is not connected directly with realization of goods. The most significant cases of money usage in this form are credit accommodation, loan indebtedness redemption, financing of various manufacturing and nonmanufacturing costs, etc.
3. The materialization of the universal labor time is that labor spent on the goods production creates their value which could be changed by means of money.
1.1.2. The functions of money
The generation of money and their usage led to the great consequences. Money generation allowed to overcome the narrow bounds of mutual exchange of separate producers by means of goods and to create conditions for market generation in the operations of which many owners of different goods can take part. It provided the further development of production and improvement of its effectiveness.
The fact of money usage has a considerable importance because thanks to which appeared an opportunity to separate a nonrecurrent process of the goods’ mutual exchange (G-G) on two asynchronically implemented processes:
- the first consists of the good sale (G-M);
- the second consists of the required good purchase in another time and in another place (M-G).
Whereby the usage of money is not implied as a representative in the goods exchange processes. By contrast the money functioning obtains features of an independent process: the commodity producers can save money got from the realization of their goods till the moment of required good purchase. Hence the money savings appeared which could be used as for the goods purchasing and for money loaning and for debts repayment.
As a result of such processes the money flow acquired an independent meaning and separated from the goods flow.
The money functioning got more independence after the full-bodied money substitution which had their own cost onto the monetary units and after the following fixed gold content of the monetary units cancellation. After that the money appeared without their own intrinsic value what allowed to emit the monetary units according to the turnover necessities regardless the gold guarantee availability.
Thanks to cashless settlements generation including payments made on electronic devices the independence of money enhanced widely.
From the great antiquity we can follow the proofs that money performed three basic functions:
1. the standard of value;
2. the instrument of circulation;
3. the store of value.
The first money function is the function of value standard or in simple words of unified product worth measurer for sellers and buyers. In order to define the value of any good it should be compared with some quantity of money. However it must be borne in mind that money don’t make goods comparable because the last are the products of human labor and have homogeneous base of comparison – abstract labor.
The value of good expressed in money is the price of good. The price or monetary commodity form, ideal form with only an idea. Only the good with a relative form of value can have a price. Money do not have price, their cost couldn’t be defined by the money themselves. Instead of price money have a purchasing power expressed in an absolute quantity of goods which could be purchased on them.
After money invention people could find them usage only because they made one more great invention: all the goods could be compared to each other on the basis of their relative value and the value itself could be expressed by means of unified measurer – money. For the commodity-money operations different monetary units are used – tenge, dollars, marks, etc. These units measure and compare value of commodities. This function of accounting money is called standard of prices.
Money as a standard of value is homogeneous what is very important for counting and record keeping of implemented transactions. Expressing prices in dollars and cents people can compare and equalize the value of different goods immediately and freely.
If one good costs 20 tenge and the other 10 then the relative value of these goods is evident. Let’s say that our economy system doesn’t have a standard of value. In this case instead of definite price expression of each good in tenge we would form proportions of exchange of each good and service on each other good. For different goods and services the quantity of possible combinations is quite great and the good’s price determination becomes quite difficult.
Between money as a standard of value and money as a standard of prices the substantial differences exist. Money as a standard of value relates to all the other goods, it appears spontaneously, changes in accordance with the quantity of social labor spent on money commodity production. Money as a standard of prices is specified by the State and acts as fixed weighted quantity of metal changing with the cost of this metal.
Initially the weight content of the monetary unit coincided with the standard of prices what reflected in the names of some monetary units. Thus in past the English pounds sterling really and truly weighted one pound of silver. During the gold circulation the standard of prices supposed the monetary unit determination equal to the definite quantity of gold. In the USA in 1900 one dollar was equal to 1.50463 g. of pure gold but during the following devaluations of dollar the content of gold fell triply: in 1934 to 0.889 g., in December of 1971 to 0.818 g. and in February of 1973 to 0.737 g. In the course of historical development the standard of prices separated from the weight content of monetary unit.
The Jamaican currency system introduced in 1976 till 1978 canceled an official price on gold and the gold parities as a result of which the official standard of prices became irrelevant. Gold was drove out of circulation by inconvertible credit money. At present time the official standard of prices changed on actual which forms spontaneously in the process of market exchange.
During the inconvertible credit money circulation the price confirms in the goods directly but not in gold. That’s why the price is the form of appearance of exchange ratio of the good to all the goods but not to the yellow metal specifically.
At present time paper money performs the function of standard of value without any gold guarantee but not less successfully then precious metals.
Money as an instrument of circulation. Money was born by trade and appeared as a technical mean which facilitates the goods’ exchange. Because without money only the direct exchange could be done when each of partner has a required good for another partner. But even there will be three people they can fail the deal if won’t use money. In other words money facilitate greatly the transition (or, as economists say, “circulation”) of goods between the trade participants. Money serves as a universal language which helps sellers and buyers to come to agreement.
By the way that's exactly why gold and silver became the main money commodities which contained the basis of the World’s leading countries’ monetary systems till the middle of the last century. These precious metals were admitted by the majority of nations all over the World as the most recognized monetary language which facilitated greatly as internal and international trade.
During the direct commodity exchange (G-G – good for good) the purchase and sale happened simultaneously in one place without any gaps. The commodity circulation (G1-M-G2) consists of two independent actions separated in time and place. Money plays the role of representative which allows to overpass the temporal and spatial gaps and to provide continuous process flow.
To money peculiarities as a mean of circulation first of all we can include the real money appearance in circulation and its evanescence in exchange. In this connection the token money – paper and credit – can perform the velocity function. Here the parallel countermotion of money and goods happens when money is tied to the goods movement. Historically this function generated token (paper) money.
The function of means of hoarding and savings. Money being the universal equivalent i.e. providing its owner the receipt of any good becomes a creation of social wealth. People feel an aspiration to save and reserve money. During the metal circulation this money function played the role of spontaneous regulator of the money turnover – spare money went to treasures and money shortage was filling up by them.
In the conditions of widened commodity reproduction the accumulation (saving and storing) of temporarily disposable monetary resources is a necessary condition of the capital turnover. The creation of money reserves flattens the inequalities and peculiarities of economic life. On a nationwide scale the gold reserve stock creation was required. In accordance with a demonetization of gold the amount of gold hoard gives evidence of the State’s richness and provides trust of residents and nonresidents to the national monetary unit.
Money can perform this function because it has “a perfect liquidity” of a nominal value.
Of course there is no use to save money in the countries with growing inflation because it devalues too fast. In consequence it looses its force of attraction in spite of high liquidity. If every day we can buy the lesser quantity of goods on dollar, ruble or tenge people wouldn’t like to save the value too long in a monetary form. There are known cases when in the conditions of hyperinflation the workers claim not for the monthly wages but for daily in order to spend their money before the prices will grow on the next day.
In those countries where the hyperinflation exists the national currency could be almost denied as a mean of hoarding and as a standard of value. In such circumstances an interesting situation appears: the national monetary units perform the functions of circulation and standard of prices but as a mean of hoarding the more stable foreign currency is used bought by the monetary assets holders.
The representative function interweaves and interlinks directly with the function of money as a mean of payment – payment of taxes, receipt and reimbursement of credit, payment of salaries, allowances, payment for utility services. Whereby a money circulation is not accompanied by a simultaneous goods transfer.
Initially this function was performed by the gold money and then by paper and credit. Historically the function of a mean of payment generated the credit money – a kind of token money. Money as a mean of payment has a specific scheme of transfer (G-UPI-G) which is not linked with the goods’ countermotion, i.e. money – urgent proof of indebtedness – money.
According to this scheme in the conditions of developed goods production the goods’ owners are linked to each other and a payment link opening will cause a range of payment failures: one tenge of the State debt will result 5-6 tenge of the other nonpayments.
In the conditions of a legal basis imperfection and an inflation growth in the middle of 90th of the last century the crisis of nonpayments accrued. Thus in Kazakhstan in the beginning of 1995 the nonpayments amounted 368.2 billion tenge, in 1996 – 533.9 billion, in 1998 – 637.9 billion. From 1998 some decrease occurred – 518.9 billion tenge and on 01.12.2002 – 148.2 billion tenge what was the result of the economic situation stabilization.
The usage of money as a mean of payment was described in detail in “The Russian Truth” (the XIth century): “Kunas are needed for payment of viras (penalties), debts and rezas (percents), obrok and render (for plough – ral and yard – smoke)”. As the industrial society developed a mean of payment increasingly substituted a mean of circulation.
In the modern economic literature these two functions of money are usually united. It is hard to overshoot the significance of money as a mean of circulation because it allows avoiding a barter form of trade. An exchange of barter on a money trade separates the act of sales from the act of purchase.
If money exists the seller should find somebody who’d like to buy his good and then after money receipt he will buy everything that he’d like. An exchange of barter trade mechanism on a mechanism which uses money as a mean of circulation leads to a circulation cost improvement.
A money exchange demands rather less forces and time then barter. Decreasing the circulation costs money stimulates the development of specialization and trade. Money which performs well the function of a mean of circulation is gladly admitted by everyone. Money gives its owner some purchasing power which is very important advantage.
Money allows making a flexible chose of types and quantity of the purchased goods and either of places and time of shopping and the dealing partners. If some mean of circulation is used for the quite long time period thus its usage becomes stable and depends on the readiness and desire of population to use it.
These are some examples of money unacceptability. In 1970 the U.S. Treasury for two years issued the two dollar banknotes which were suspended from 1966. The Americans didn’t admit these banknotes. One of the reasons was that a two dollar banknote could be easily misrecognized as a one dollar. People obviously preferred the banknotes with a bigger nominal difference, for example between 1 and 5 dollars, but not 1 and 2. Besides many people found the two dollar banknotes unlucky.
In 1979 the U.S. Treasury tried to decrease the emission costs again by a one dollar coin issuing with an image of Susan B. Anthony. A great saving was planed because the coin’s service life is equal to 15 years in average, but the paper notes serve not more than 18 months. Either the U.S. Treasury supposed that the usage of one big coin is much more convenient then of some little. And again this effort was neglected by the population: first of all because this coin was similar to a quarter of a dollar coin by size and they could be easily misrecognised; secondly paper money is more preferable than coins.
The function of world money. It is a function of money used on the world market for international relations support. The world money performs three functions:
· Of an international mean of purchase – money is used for the goods purchase and sale on the world money for cash;
· Of an international mean of payment – money covers the international debts;
· Of an international standby fund – money performs the role of an international mean of payment stock. The state gold reserve stock performs this function.
Historically the gold played role of the world money as an external account mean of control. The Paris agreement of 1867 declared only this metal. And such situation kept for quite a long time.
After the World War Ist some other national currencies of different countries joined the rank of world money – the US dollar, the British pound, the French franc. In 1922 it was formalized in legislation by the international agreement in Genoa when the British pound and the US dollar were announced as the equivalents of gold and introduced into the international circulation.
After the World War IInd the leaders of the biggest states tried to avoid the mistakes which lead to the World crisis of 30th. On July 1944 in Bretton Woods they created the system of stable exchange rates which was called a “Bretton Woods system”.
The member governments of the International Monetary Fund which was created on the same international conference along with the International Bank for Reconstruction and Development fixed their currencies rates in dollars and gold, and the dollar from its side was linked to gold (35 dollars for 1 ounce of gold).
Thanks to the fact when for long years USA purchased and sold gold, i.e. created or destroyed dollars the price of gold became stable on the level of 35 dollars and almost eliminate the inflation. Dollar’s credibility and American economic monetary policy stability were incredible moreover the foreign exchange banks at any time could change their dollars on gold.
During the “Bretton Woods system” action the World economy and World trade quicksteped to new peaks. Simultaneously the inflation index kept steady state (about 3%). Only slight deflections were observed in most of the countries. However this system was fraught with some danger. Because the industrial productivity in USA in 1969-1970 was lower than European and Japan, the American goods’ competiveness on the World market fell. The dollar exchange rate revaluation was unavoidable. To save the system of stable foreign exchange rates was impossible. The sharp floating because of instability in dollar led to the “flight of the dollar” and its following fall in exchange. The dollar stayed a leading currency. And on April, 1972 the “Common Market” Nations came to a decision to establish between themselves more narrow range limits of their currencies and for this purpose created a so called “monetary snake”.
In order to decide the problem of an international liquidity the International Monetary Fund constituted the special drawing rights (SDR). Initially in 1970 for one SDR a fixed gold content was hardly as for US dollar – 0.888671 g of pure gold. On Decenber, 1971 one more attempt was tried in order to stabilize the foreign exchange rates. The US dollar was devalued in relation to gold: from 35 U.S. dollar an ounce to 38 U.S. dollar an ounce.
On February, 1973 the US dollar was devalued for the second time and an exchange market should be closed for several weeks. In this regard most of the countries came to the system of floating rates. However after two devaluations of the US dollar and the “floating” foreign exchange rates introduction from July 1st 1974 the SDR unit value began to be determined on the basis of “currency basket:, i.e. the average weighted foreign exchange rate of the 16 leading capitalist countries the share of external trade of which constituted not less than 1% of the world trade quantum.
From January 1st, 1981 the quantity of currencies in the “currency basket” was decreased to five after what its content is subject to review every five years. However the countries of EES were not satisfied with the SDR system functioning and its close link with the US dollar.
From March 13th, 1979 the European Monetary System began to function which consisted of 8 countries of the “Common Market” (Germany, France, Benelux, Italy, Ireland, Denmark). For the European Monetary System member countries a European Currency Unit ECU was introduced.
ECU is a paperless monetary unit in a type of account record in the member countries’ central banks. The value of ECU is determined on the basis of the average weighted exchange rate of these 12 governments. In order to determine a share of this or those currency in ECU the GNP (gross national products) of the member countries were matched.
A new stage of the West European integration development was the program of the currency and economic union creation which was established by Jacques Delors’s committee in April, 1989. Delors’s plan stipulated the creation of the Common Market, the EU competition motivation, the coordination of economy, budget and tax policies in order to control the inflation, to stabilize the prices and economy growth, the general government deficit minimisation and the cover methods improvement. On the basis of Delors’s plan to December, 1991 the Maastricht Treaty about the European Union was worked out which stipulated a stagewise formation of a currency economic union.
The first stage actually began in July, 1990 simultaniously with the total currency restrictions abolition regarding the capital flow to EU. The second started in January, 1994 with the beginning of the European Monetary Institute in Frankfurt on the Main consisting of the Central banks managing member countries. The purpose of the European Monetary Institute creation was the preparation for the European System of Central Banks organization and ECU banknote issue. The European Council laid on December, 1995 in Madrid confirmed the decision of the Common European Currency introduction from January, 1999 what became the third concluding stage.
The Council participants decided to refuse the name of “ECU” admitting EURO instead. As envisioned by the Council euro shouldn’t be a parallel national currency like it was ECU but it should become a single and common currency precisely for all the EU members which finally will replace marks, pounds and francs.
The technical transfer stipulated four stages. Till May, 1998 the European Union should decide what countries will constitute the monetary union. Australia, Belgium, Finland, France, Germany, Ireland, Luxembourg, Netherlands, Italy, Portugal and Spain were included into the first list. The Great Britain and the rest Scandinavian countries joint at the later stage. This group of the 11 above mentioned countries forms the market with the GDP of 6.5 billion USD and with the population more than 280 million people. For comparison: The US GDP is 6.955 billion USD with the population of 263 million people.
On the second stage which began on January 1st, 1999 the fixed exchange rates were identified. The European Monetary Institute transformed into the European Central Bank. Beginning from the above date the monetary markets quote in euro which became the basic currency in the interbank payments. The correspondent banks chose their euro-clearing bank and set up the euro-accounts. The private individuals could hold euro for their bank accounts and make bank payments by means of this currency but still the banknotes and coins haven’t been issued for circulation.
On the third stage beginning from January 1st, 2002 the euronotes and coins were put in circulation. Euro became the second lawful currency after the national as on streets as in shopping centers.
On the last stage six months ago the national currencies lost their lawfulness as a mean of payment but for some time banks exchanged them on euro. To July, 2002 euro become the only currency unit in the European Union. The emission and control of cash euro circulation were entrusted on the European Central Bank.
The function of world money is performed by the modern money but at limits. First of all nowadays it is not performed by all the money. For the second even those currencies (for example US dollars, euro, yens) which are actively used today in the international relations are not universal either and they don’t cover all the system of the World money circulation.
All the listed functions were fully performed by money in the condition of the gold standard, i.e. when the role of the total equivalent was played by gold. The suspension of gold standard led to the fact that money stopped to perform their two traditional functions (treasures and world money) which couldn’t be performed without gold in the quality of money. That’s why in the modern conditions the economic literature often indicates only three functions of money: standard of value, instrument of circulation and mean of payment though this is a debatable opinion.
A consideration must be given to that actually in performing by the modern money its functions the fundamental changes took place but it doesn’t mean that two of five functions do not exist at all.
The function of treasures forming actually transforms into the function of value store when money is considered as a special liquid asset which saves after the good sale and provides its owner with a purchasing power in future.
Reviewing the initial analysis results of the money functions we can determine their interaction and also pay attention that the function of instrument of circulation and payment should determine the level of the total monetary stock in the country and the function of saving is directly linked with the State monetary policy.
The basic requirement of the money functions performing is the stability of the money circulation whole system.
The comprehension questions
1. Name two basic theories of money origin in the World Economy.
2. What are the basic history stages of money development according to the evolutional theory?
3. List the money functions and elaborate the concepts.
4. The essence of money consists of three features, name them.
Section 2. Money turnover, money circulation and money system
1.2.1. Metal full-bodied money
In the course of historical development initially the system of metal money circulation formed which was based on the metal money usage.
The money qualification which is based on the materially substantial features of the total equivalent allows classifying conventionally the metal money on full-bodied and token money.
The full-bodied (real) money is money the nominal (designated on it) value of which corresponds to its real value, i.e. to the value of metal of which it is produced (an obverse of a coin – adverse, a reverse of a coin – reverse, a ridge – edge).
The first coins appeared in about the ХIIth century B.C.E. in China and in the VIIth century B.C.E. in the ancient Lydian State (the Asia Minor). The oldest money which were discovered on the territory of Kazakhstan are the ancient coins found during the diggings of such towns as Otrar, Taraz, Turkestan, Balasagun, Suyab. The earliest are dated from the VIth century. Before the XXIInd century they were produced manually from copper, bronze, gold. As a rule the coins had the images of a family coat of arms – tamga and indicated the title of the main sovereign ruler – kagan. At that times each of them issued their own coins with their title that’s why they greatly differed from each other not only by the images but also by their thickness and form.
Later in the middle centuries in Kypchakiya the territory of which marched with the territory of modern Kazakhstan a silver tanga and a copper poul circulated. The copper coins usually were used for everyday buyings and silver for the foreign trade operations.
After Kazakhstan joint to Russia in the beginning of the XVIIIth century little by little the Russian coins and monetary units began to circulate in our country. In the pre-revolution Kazakhstan during the monetary reform of 1895-1897 the system of gold monometallism was established with the gold-coin circulation.
The gold, silver and copper coins were used in circulation. The basic type of the monetary units was the State Bank credit notes which on 92% were ensured by gold. The basic part of the monetary stock consisted of the nominal instruments of circulation which could be freely exchanged on the full-bodied money – gold coins and thus they had the population’s credibility.
Having an inmost value the full-bodied money depends on neither the other types of wealths nor the market conditions in which it circulates. All the types of commodity money belong to the full-bodied money – gold and silver coins.
The token money (the substitute of real money) is money the nominal value of which is higher than real, i.e. its purchasing power exceeds the intrinsic value of the commodity which plays role of the monetary relations bearer. The purchasing power of this money is determined by the market conditions exceptionally whereby the inmost value of token money doesn’t influence on it. The token money includes all the types of paper money, credit notes and metal symbols of value (billion coins – small coins manufactured from copper and aluminum).
In the course of historical development first of all the system of metal circulation formed which was based on the metal coins usage.
Initially (in particular in the XVIth-XVIIIth centuries) the system of bimetallism existed.
Bimetallism is the system where the role of the total equivalent is played by two metals – gold and silver. It means that these two metals circulated on equal basis and had a fixed correlation.
The unlimited circulation, free issue and two prices determination on one good are supposed. This system existed in the XVIth-XVIIIth centuries and in some countries of West Europe even in the XIXth century. However such system didn’t provide the stability of money circulation.
There are three systems of bimetallism:
1. Of the parallel currency where the correlation between the gold and silver coins is spontaneous.
2. Of the double currency where the government fixed the correlation between metals and the gold and silver coins issue and their popularity were made by this correlation.
3. Of the limping currency where the gold and silver coins were the legal means of payment but with unequal terms. For example if the silver coins issue was made privately thus practically they played role of the gold symbols.
In the result of silver production cheapening in the end of the XIXth century and its devaluation the gold coins began to go out of circulation to treasures, i.e. “bad money drives out good”.
In the XIXth century the system of bimetallism was replaced by monometallism which was based on only one metal, i.e. only one metal plays role of the total equivalent. The silver monometalism existed in Russia (1843-1852), in India (1852-1893) and in China (till 1935).
The gold coin standard most closely met the requirements of capitalism of the free competition period, promoted the development of production, credit system, world trade and capital export. Sometimes the age of gold coin standard is associated with the fast industrialization and economic prosperity.
Since the First World War little by little gold was drove out of circulation by paper money and credit notes; the process of gold demonetization began which subsequently captured the international circulation.
First of all gold stopped performing the function of the instrument of circulation and payment in the domestic circulation and then in 1976 the function of the world money. For the detailed information look through the chapter “The international currency and credit relations”.
As can be seen from the above the system of metal money circulation became a thing of the past. Nowadays the fractional coins are minted from different alloys and aluminum.
1.2.2. Paper money and their circulation consistency
Paper money is relatively new for the world of money. The paper monetary units are token money, only symbols. Usually they appeared in the periods of acute state needs during the wars and revolutions when the other sources of financing (taxes, lendings, etc.) ran out. One more reason of the paper money issue was a chronic deficit of an external state account, in order to avoid the gold drain abroad the government was forced to implement the inconvertible to gold money provided with a forced rate of exchange.
For the first time it was issued in the VIIth century in China in the form of large denominations in order to replace the inconvenient full-bodied copper coins. And while the notes could be freely exchanged onto the full-bodied they were popular in circulation. Later in the XIIIth century paper money was issued in Persia and in the XIVth century in Japan.
However in other countries the substitutes of “real money”, i.e. coins were widely spread. Their nominal was verified with the sovereign’s stamp or a sign and a personal stamp of a merchant or a banker. Initially in the form of complementary means of exchange the deposit receipts of stocked items, taxes payments, loans granting were used. Their circulation increased the trade opportunities but at the same time frequently complicated the exchange of these paper duplicates onto the metal coins.
Among the west countries the first who began to issue paper money were the North American States. In 1690 such monetary units were issued in Massachusetts State.
In Europe the first who decided to adopt the American practices was France: in 1716-1720 the famous economist and banker John Law (1671-1629) began to print the notes of the Royal Bank. Hereafter when the world economy followed the way paved by John Law and began to create the central banks he was granted with an exclusive right of the banknotes issue.
On the territory of Kazakhstan the paper monetary units appeared in the end of the XVIIIth century and mainly these were the Russian monetary units.
In Russia the emission of paper money – assignats for the first time began in 1769 г. It was supposed that like in other countries who risked implementing paper money they could be freely exchanged onto silver or gold on request. But all turned otherwise. To the end of the century already the excesses of assignats forced to freeze the exchange, in the nature of things the rate of assignated ruble began to fall and the prices of goods increase.
Money separated on “bad” and “good”. According to the law of Thomas Graham bad money drives out good: the money commercial value of which rises in respect to bad money and official exchange rate disappears from the circulation. It simply “put by” at homes and bank safes.
In the XXth century the performers of the “bad” money role were the banknotes which drove out of circulation gold. Since the First World War the tendency for the banknotes exchange on gold termination became a frequent practice. Whereupon the bank bills became almost undistinguishable from the treasury notes – the second type of paper money. The Central Bank faced the matter of the money circulation unfaltering watch. Actually paper money itself doesn’t have any useful value.
Paper money is a sign, symbol of value. How come the refusal of gold happened which became so widespread and settled subsequently? The simplest explanation is that paper money is convenient in circulation and easy for transportation. It is useful to remember the words of the famous Englishman – Adam Smith who said that paper money should be considered in the quality of the cheaper instrument of circulation.
Actually during the circulation the coins abrade and a part of precious metal disappears. Besides growths the demand of gold in industry, medicine and among supplies. And the main the goods circulation on a scale of trillions of US dollars, tenge, franks and other monetary units is impossible to cover by gold.
A transfer to a fiduciary circulation sharply widened the commodity exchange limits. Paper money – banknotes and treasury notes – are obligatory for acceptance in the quality of a payment mean on the territory of the State. Its value is determined only by the quantity of goods and services which could be purchased on it.
Thus the XXth century is marked by a transfer to a paper money circulation and gold and silver conversion into the commodity which could be purchased at a market price.
Paper money should be understood as a monetary unit which is issued directly or indirectly by the Treasury Department for the budget requirements and provided with a compulsory purchasing power. They include the treasure notes, different types of substitutes (government bills, government bonds, some kinds of consolidated stocks and token money).
Paper money is a monetary unit inconvertible on metal supplied with a compulsory nominal and issued by government to cover its expenses.
Modern money is a social phenomenon appointed by the governmental authorities. Its color, size and artistic features are not important for buyers and sellers. A trust to money is determined by a trust to a credibility of some or another governmental authority. The society represented by the government can easily appoint the other in form and images paper or plastic notes to perform the functions of money and the individuals will use them as money to cover their needs. That’s why nowadays money is called “fiat money”.
The government keeps control of the circulation emission of currency. If the money issue was unlimited or could be done by everyone thus the prices would grow sharply, money would devaluate and wouldn’t be used. The society would return to an exchange in kind.
Paper money is unstable in itself, i.e. as a rule it devaluates because it is issued for the budget deficit coverage. It is not exchanged on gold and does not have its own inmost value thus the mechanism of spare money withdrawal from circulation the “mechanism of treasure” does not work here. Consequently paper money issued above the norm is stuck in the channels of circulation and devaluates. The depreciation of money is an exchange of one paper monetary unit purchasing power (but not all the paper monetary stock).
There are two forms of the monetary depreciation:
· Internal is a depreciation in respect to the goods on domestic market, i.e. the increase of prices;
· External is a depreciation of money in respect to the foreign currency, i.e. an exchange fall (drop) of the national currency.
1.2.3. Credit money
Credit money is a collective term appeared on the basis of the private individuals’ or government’s real obligations substitution. It occurred due to the money function as a mean of payment where money acts as an obligation which should be redeemed by a real money according to a due date. Credit money includes bills, banknotes, cheque, electronic money.
Banknote is a perpetual debenture guaranteed by the Central Bank of the State. Initially the banknotes had a gold guarantee of exchange onto the gold. They are issued with a strictly defined denomination and in principle are concerned as a national money on all the State territory.
Till 1990 in the Soviet Union circulated as the treasury notes so the USSR banknotes. The first included the monetary units with small denominations of 1, 3 and 5 rubles issued by the Treasury and marked as the “treasury notes”. The notes with nominations more than 10 rubles were issued by the USSR State Bank, i.e. were the banknotes.
Nowadays the monetary units in Kazakhstan are issued only by the National Bank of the Republic of Kazakhstan (under the RK law dated from March 30, 1995 №2155 “About the National Bank of the Republic of Kazakhstan”).
According to this law the banknotes and coins issue, their circulation organization and withdrawal from the circulation on the territory of Kazakhstan are performed only by the National Bank of RK exceptionally. The banknotes and coins emission to the circulation is performed by the National Bank by means of their sale to private and legal individuals.
There are also the following statutes and regulations in respect to the banknotes issue, circulation and withdrawal: the management decree of the National Bank of the Republic of Kazakhstan from December 12, 2005 №163 “About the adoption of regulations of sale and purchase of national currency banknotes and coins by the National Bank of RK”; the management decree of NB RK from December 26, 2003 №477 “About the adoption of regulations of the national currency of RK banknotes and coins fitness for use determination”.
Bill of credit. The bills and cheques are the earliest forms of non-cash money invented by bankers. The archeologists discovered the evidences of the fact that the prototypes of such monetary documents were used by merchants and bankers of the Ancient Babylon, i.e. 20 centuries B.C.
However the true story of bill is linked with the capitalistic relations development. Thus the country of a transfer bill’s origin is considered Italy where in the ХII-ХIIIth centuries in the most prevailing conditions of the economical, political and geographical factors the capitalism and trade ties with other countries developed. It is a necessity of trade turnover and market trade development that brought into the world the bill of credit. 

The bill of credit is a debitor’s written absolute commitment to pay a definite sum when and where due. An absoluteness of the bill differences it fundamentally from an ordinary receipt where usually the reasons and terms of the future payment are denoted. But the bill doesn’t denote the factors according to which a person who draws out a bill (a bill drawer) is obliged to pay the denoted sum to the bill holder.
Moreover unlike the bill of debt the law allows the bill holder not to wait for maturity in order to use it as a mean of payment to a third person, i.e. as one of a money kind.
The standards harmonization of an international drawing right happened only in 1930 in Geneva where the uniform Bills of Exchange Act (BEA) was adopted. Enshrined in the BEA main features and types of the bills and the mechanism of their circulation are currently remain basic for the modern world bills of credit market.
In the USSR the bills were used in the domestic circulation till 1917, later from 1922 till 1930. From 1930 till 1990 the bills of credit were not used in the domestic circulation of the whole USSR territory. From 1991 the usage of bills became possible in Kazakhstan because of the first national law adoption “About the paper holdings circulation and stock-markets in the Kazakh SSR” №650-XII where a bill of credit was classified as a paper holding.
On February 27, 1992 the National Bank management adopted a temporary provision about the bills of exchange accounting system in the Republic of Kazakhstan.
One of the important points in the bills circulation development in Kazakhstan became the adoption by the President of Kazakhstan Nursultan Nazarbayev in April 28, 1997 of the law “About the bills of exchange circulation in the Republic of Kazakhstan” where was mentioned that the bills circulation in the state includes the issue and circulation of the ordinary and transfer commercial bills. The banks are not obliged to issue their own bills, they just play the role of the discount houses. Either it is forbidden by legislation to issue the accommodation, tanned and financial bills of exchange.
According to the law “About the bills of exchange circulation in the Republic of Kazakhstan” a promissory bill (one name paper) is a bill which contains an unconditional obligation of a bill drawer to pay on demand at a certain term in future a denoted in the bill sum to the bill holder. And a bill of exchange (transfer note) is a bill which contains an unconditional offer (order) of the bill drawer (trassans) to his debitor (trassatus) to be payable to a third person (remittee) or to his order at a determinable future time or upon the denoted in the bill sum presentation.
The bill of exchange in itself has no force of a lawful currency that’s why in practice it is used that the debitor (trassatus) is obliged to record in writing his agreement to make payment according to the bill at maturity, i.e. to make a draft acceptance.
According to the article of the law 24 “About the bills of exchange circulation in the Republic of Kazakhstan” the acceptance is determined by the word “accepted” or the other synonymous word. A simple payer’s signature put on an obverse has a right of an acceptance.
Practically there are also:
· commercial bill which is based on the real purchase and sale deals on credit;
· banking bill issued by bank to its client in order to accumulate the funds;
· treasure bill issued by government in order to pay budget deficit and cover budgetary gap.
To the obvious advantages of both classic and modern bills could be related in particular a facilitated mean of the rights transmission accordingly by means of a special handover note on the bill’s reverse – endorsement. Under the Article 12 of the Law “About the circulation of bills in the Republic of Kazakhstan” the endorsement should be put on the bill itself only or on a special additional page – allonge (it is attached to the bill in case of the lack of space on it for the new handover notes).
There are several examples of the handover notes : “the order of” (a name of a new bill holder follows with the date and signature of an endorser) or “pay instead of me”.
The bill’s credibility could be enforced by an aval – a guarantee of an exchange bill. A party which issued it – avalist (as a rule a bank) accepts responsibility for the bill’s commitments execution from a bill drawer’s (endorser’s) side. An aval could be drawn in a kind of a note on a bill or on an additional page (allonge).
Under the article 83 of the Law “About the circulation of bills in the Republic of Kazakhstan” dated from April 28, 1997 the discount houses (banks) can perform the following kinds of operations with the bills of exchange:
· the bills for collection acceptance;
· the bills discounting and avalization;
· the bills settlement by a payer services rendering and the domiciled bills settlement;
· the bills acceptance in the order of mediation.
All the above listed operations are executed by the commercial banks under a licence issued by the Сommittee for the control and supervision of financial market and financial organizations of the national bank of Republic of Kazakhstan.
The transition toward a market economy of Kazakhstan conditioned the return to an economic turnover of many financial instruments which were not in demand in the period of planned economy but are widely used in the modern economically developed countries. One of these instruments is a bill of exchange.
If compare the development of bank operations with the bills of exchange in the beginning of 90th of the last century and their today’s station it could be noted that nowadays the volume of these operations widely increased though it leaves much to be desired.
If in the beginning and middle of 90th of the XXth century the banks almost did not use the bills but in the end of 90th and the beginning of 2000th there were some activity in this sector of banking services. The most widespread bills’ operations today are discount, rediscount, avalizing of bills. The main reason of the bills of exchange market activation of the country was the development and implementation of the row of legislative acts concerning the bills of exchange turnover:
1. The second-tier banks rules for conducting of transactions with bills of exchange and promissory bills approved by a decision of the board of directors of the National Bank of the Republic of Kazakhstan dated from November 15, 1999 №397.
2. The bills of exchange accounting rules of the second-tier banks of the Republic of Kazakhstan approved by a decision of the board of directors of the National Bank of the Republic of Kazakhstan dated from November 15, 1999 №396.
3. The rules of rediscount of bills by the National Bank approved by a decision of the board of directors of the National Bank of the Republic of Kazakhstan dated from November 15, 1999 №395.
4. The policy and procedure for rediscount of bills of the National Bank of Kazakhstan approved by a decision of the board of directors of the National Bank of the Republic of Kazakhstan dated from March 21, 2000 №111.
5. The instruction on the financial analysis the bills’ emitters and the limits determination of the bills rediscount approved by a decision of the board of directors of the National Bank of the Republic of Kazakhstan dated from March 16, 2000 №96.
6. The Law “About the cost of stamping in regard to the bills of exchange and promissory bills in the Republic of Kazakhstan” dated from December 15, 2000 №122-II (repealed).
Cheque is a due form financial document containing an ultimate order of an account owner in a loan institution about a payment to a cheque holder a definit sum of money. Initially the cheques appered in the XVI-XVII centyries in the Great Britain and Holland.
There are three different types of cheques: an order check which is untransferable issued to a person by name; a bearer cheque not indexed by name; an order cheque issued to a certain person but with the right of disposal by endorsement.
In Kazakhstan the cheques issue, circulation and payment is performed on the basis of the following normative legal documents: the Law of the Republic of Kazakhstan dated from July 29, 1998 №237-I “About the payments and money transfers”; “The rules of cheques application on the territory of the Republic of Kazakhstan” dated from December 5, 1998 №266; and the National Bank of the Republic of Kazakhstan board of directors decision dated from April 25, 2000 №179 “About the regulations adoption of the financial instruments application, the wire transfers execution and remissions on the territory of the Republic of Kazakhstan”.
According to these laws and regulations in Kazakhstan could be issued the following types of cheques:
· A covered check supplied with a deposit preliminary placed by a cheque drawer to an account;
· An uncovered cheque without sufficient funds. The cheques can contain a bank guarantee to their payment including according to the uncovered cheques.
A cheque drawing is a mean of payment which is performed by means of a payment document issue by a cheque drawer to a cheque holder. A cheque issue is not a monetary obligation fulfilment by a cheque drawer for which such cheque was drawn.
The fulfilment of such obligation happens in the moment of a cheque money receipt. The rights and obligations of a cheque drawer and bank in regard to a cheque application are based on an agreement about the cheques application between the cheque drawer and bank. The right of a cheque holder appears in the moment of a cheque receipt from a cheque drawer.
A cheque holder receives a right of a cash claim to the bank of a cheque drawer in amount indicated in cheque. The bank of a cheque drawer pays a cheque presented by a cheque holder or reasonably dishonors it in the terms prescribed by the laws and regulations of the National Bank of the Republic of Kazakhstan.
By means of electronic money, i.e. on the basis of paperless carriers in the form of electronic signals a vast majority of interbank transactions is exercised. The advanced technologies transition created the conditions for the paper cheques and cheque books change on the credit cards with the electronic microcircuits. The credit cards are widely used in the sphere of different trades and services.
The study about the electronic money as a type of credit money is necessary to carry over by a separate matter because this theme is quite new and wide thus requires the more detailed consideration.
1.2.4. Electronic money
The banking system computerization in the beginning of 60s of the last century gave an opportunity to begin the usage of plastic cards. Electronic money is the monetary units electronically kept on the facilities (plastic cards) which are at the disposal of owners.
The basic elements of the electronic money system are the automated clearing houses (ACH), the systems of automated cashiers (electronic booking offices and cash machines) and terminals set in the points of purchase. The electronic money emission is carried out by the bank which serves the plastic card owner. In one case the emission is provided by the monetary means which are kept on the owner’s account of the bank and the cost of a commodity immediately debits. And in the other the bank emits electronic money by client’s crediting and allows a plastic card holder to postpone payment of goods and services purchase.
Notwithstanding that plastic cards were widely used in the World beginning from 60s of the XXth century in Kazakhstan the market of plastic cards began to develop only in 1993 from the National interbank system of electronic cards foundation with the usage of microprocessing debit and credit cards on the basis of electronic wallets conception.
The realization of electronic wallet conception is not provided in its “pure” form, i.e. before the payments settlement but as follows money discounted on the clients’ microprocessing cards actually stays in bank on the clients’ current accounts consequently allowing accumulating it in the banking system. The population receives an opportunity to make payments for goods and services in any place of the Republic of Kazakhstan and regardless of what bank serves the card holder.
The following laws and regulations make a legal framework of plastic cards functioning on the territory of Kazakhstan:
1. The National Bank of the Republic of Kazakhstan board of directors’ decision dated from August 24, 2000 №331 “About the regulations adoption of payment cards issue and application in the Republic of Kazakhstan”.
2. The National Bank of the Republic of Kazakhstan board of directors’ decision dated from July 2, 2002 №713 “About the programme establishment of the National interbank system of payment cards on the basis of microprocessing cards development”.
3. The National Bank of the Republic of Kazakhstan board of directors’ decision dated from December 23, 2002 №510 “About the regulations adoption of the National interbank system of payment cards on the basis of microprocessing cards functioning”.
For the first time the cash machines were implemented by several commercial banks in 1997. In the end of 2002 in Kazakhstan 702 cash machines functioned whereby their quantity grew on 30% against 2001. To the beginning of 2010 6956 cash machines functioned already.
As on July 1, 2009 there are 19 banks and Kazpost JSC which perform plastic cards issue indeed. And the second-tier banks issue plastic cards of local systems: Altyn Card (Halyk Bank of Kazakhstan, JSC and ATF Bank, JSC); SmartAlemCard (BTA Bank, JSC); the local card of Citibank Kazakhstan (Citibank Kazakhstan, JSC) and TemirCard (BTA Bank, JSC, Temirbank, JSC).
Besides Kazakh banks issue and distribute payment cards of international systems: VISA International, Europay International, American Express International, China Union Pay and Diners Club International.
For the last five years the development of plastic cards in Kazakhstan became one of the most dynamically developing financial instruments of cashless settlement and credit money forms.
The 1st table shows that beginning from 2004 till July of 2009 all the other indexes of plastic cards market development in our Republic grew. Thus the circulated cards quantity for the analyzed period increased on more than 5 million items or by 4 times and ran at 7039.7 thousand items, consequently the average monthly balance on the cards’ accounts against the beginning of 2006 on 63124.4 million tenge.
1. The plastic cards market development indexes in Kazakhstan
	Index
	01.01.04
	01.01.05
	01.01.06
	01.01.07
	01.01.08
	01.01.09
	1.01.10

	The quantity of cards in circulation (thousands of items) incl.:
	1928,9
	2359,3
	3215,1
	4100,8
	56,016
	7173,0
	7614,6

	- local systems
	343,0
	298,6
	416,0
	191,8
	202,1
	181,3
	158,0

	- international systems incl.:
	1585,9
	2060,7
	2799,1
	3909,0
	5413,9
	6991,7
	7456,5

	Visa International
	1317,7
	1639,1
	2230,2
	3139,0
	4172,5
	5612,6
	6046,0

	Europay International
	267,8
	421,2
	568,4
	769,5
	1239,7
	1372,8
	1402,5

	The quantity of cards holders (thousands of items) incl.:
	1896,1
	2274,5
	3075,3
	3932,5
	5334,7
	6642,6
	7135,7

	- local systems
	336,4
	267,0
	388,0
	182,5
	191,5
	150,9
	150,2

	- international systems incl.:
	1559,6
	2007,5
	2687,3
	3750,0
	5143,2
	6419,8
	6985,5

	Visa International
	1297,1
	1598,9
	2126,9
	2998,2
	3939,9
	5185,4
	5627,8

	Europay International
	262,2
	408,3
	560,1
	751,5
	1201,8
	1300,3
	1349,9

	The quantity of used cards (thousands of items) incl.:
	1352,5
	1437,7
	1931,4
	2420,6
	2971,1
	3218,7
	3694,4

	- local systems
	200,9
	147,1
	182,9
	106,6
	107,8
	54,9
	91,0

	- international systems incl.:
	1151,6
	1290,6
	1748,5
	2313,9
	2863,3
	3163,8
	3603,4

	Visa International
	969,2
	1027,5
	1402,6
	1894,0
	2191,3
	2476,3
	2835,9

	Europay International
	182,2
	263,0
	345,8
	419,7
	671,2
	684,4
	763,1

	The quantity of POS machines (items) incl.:
	4215
	4211
	7050
	10833
	16412
	20442
	22913

	- in trade enterprises
	2639
	2708
	5312
	8606
	13143
	16325
	18445

	- in banks
	1576
	1503
	1738
	2227
	3269
	4117
	4468

	The quality of imprinters (items) incl.:
	1993
	1611
	143
	1317
	1033
	883
	831

	- in trade enterprises
	-
	761
	707
	638
	592
	480
	441

	- in banks
	-
	850
	728
	679
	441
	403
	390

	The quantity of cash machines (items)
	875
	1124
	1692
	2267
	4364
	6234
	6956

	The quantity of trade enterprises (items)
	2183
	2354
	3426
	5338
	7391
	9030
	10089

	The average monthly balances on the cards’ accounts (millions of tenge)
	-
	-
	47607,0
	59933,1
	81135,8
	111724,2
	120381,8


As on January 1, 2010 banks issued 7.6 millions of payment cards and the quantity of these cards holders reached 7.1 million people (against the analogue period of 2009 – growth on 6.5 and 7,0% consequently). The most widely-spread payment cards are cards of international systems, their share reached 97.1%, local systems – 2.1%.
In December, 2009 the transaction volumes with payment cards usage of the Kazakhstans emitters composed 300.6 billion tenge (the growth in compare with December, 2008 composed 18.4%). The transactions’ quantity for December, 2009 reached 12.6 million and increased against December, 2008 to 14.1%. Whereby the growth of wire transfers quantity reached 23.8% (2.2 million transactions) and the quantity of cash withdrawal operations – 12.2% (10.3 million transactions).
Plastic cards are manufactured from a special plastic and basically have a standard size: 2.125"x3.375" (about 53.9х85.6 mm.) and width – 0.039 (~ 0.76 mm.).
Plastic cards can be classified according to a variety of parameters. One of the main is an intended purpose. Cards can be devided on banking (sometimes they are called payment) and nonbanking (identification, club and discount).
Banking cards are supposed to be issued and used for performing of banking operations: opening of the accounts, settlement and cash services, currency trading, etc. Such card is a long service result of banking system of payment mechanism improvement and an integral feature of a modern human.
This card contains the following information: on the front the name of holder, number, term of validity, emitting bank logotype and payment system logotype are recorded. Some cards have a hologram either as one of protective means from forgery and on the back side of card there are a place for holder’s signature, magnetic stripe, sometimes holder’s photo and logotypes of cash machines’ net where a card could be cashed.
Card’s number consists of 16 figures: the first six figures are an emitting bank code (Issuing Bank), the following nine figures are a banking card number (a number of card-account) and the last figure is confirming.
Payment card is a personalized payment instrument which offers its holder a possibility of cashless payment for goods and/or services and of encashment in the bank’s divisions (branches) and in the banking cash machines. The trade/service enterprises and bank divisions which accept the cards form a net of servicing points (or receiving network).
As electronic data storage device payment cards are divided on cards with magnetic stripes and cards with chips (microcircuits). The first are called magstripes and the second – smart cards or chip cards.
Cards with magnetic stripes have magnetic stripes on the back side which keep data including card’s number (banking current account), name of a holder, date of expiry (VISA, EUROCARD, MASTERCARD). Magnetic stripe doesn’t contain an information about the holder’s account status.
When card “passes through” a point-of-sale terminal it reads out a number of holder’s banking account from a magnetic stripe after that the terminal connects to a banking processing center in order to receive a confirmation about the required sum availability. Otherwise speaking the bank’s permission of an emitter is requested to perform an operation using this card.
Bank’s permission to perform an operation by means of banking card which constitutes bank’s obligation to transfer money according to settlement document drawn with its help is called authorisation. Upon the bank’s permission receipt a point-of-sale terminal prints a slip (a special trade check) in three copies: one for buyer, second stays in trade enterprise and third should be sent to bank for payment. On the basis of presented slip the bank debits the card’s holder account and transfers money to the trade enterprise account.
Integrated circuit card (smart card) – memory card. Instead of magnetic stripe it has a built in microcircuit (microprocessor) which itself keeps an information about holder’s banking account current status and confirms availability (or absence) of required sum. As a result the speed of such cards authorization in passing through a terminal station is much higher – 5-10 seconds. Their information capacity is much bigger than the cards with magnetic stripes have but they are more expensive.
One of modifications of smart cards is “an electronic wallet”. The conception of its creation is quite new and only high-powered card systems make its issue. Unlike the common plastic cards the electronic wallets are not linked to the client’s current banking account absolutely. It is “charged” on a definite sum of money thus the settlements made with its help do not require any authorization.
During an electronic wallet purchase in bank in the form of a definite type of card it is “empty”. It could be purchased by a some money place to a common account which wouldn’t be refilled before the full write-off this sum. This sum is an amount of an electronic wallet’s “charge”, i.e. this sum is at holder’s disposal during the purchases of goods and services. When the sum will be exhausted an electronic wallet could be “charged” again.
As can be seen from the above it plays role of a sort of a money vault electronically. Due to its limited capacity its loss doesn’t result any heavy losses thus it doesn’t require any costly systems of protection and holder identification, i.e. it is anonymous.
Nowadays magnetic cards are most popular. But experts say that smart cards are future. Recently a substantial increase of exactly this type of cards usage as a mean of payment is observed.
Cards could be separated according to identification information spread method (card holder name, number, term of validity, etc.). These data could be inserted by an embossed print (pressed) by a special machine (embosser) and this card is called embossed.
On non-embossed cards this information is burned out and as a rule such cards are intended only for an electronic usage.
According to the functional characteristics banking cards are separated on credit cards and debit cards. Credit card allows its holder to receive a definite credit during the payments for goods or services the cost of which is higher than a bank account balance pegged to the card (card account).
The debit card owner can make payments for the purchased goods and services and to cash it in the cash machines only up to the amount available on the card account. In the USA the credit cards prevail, in Kazakhstan – debit cards which consist the bigger part of all payment cards.
Both credit and debit cards can be individual and corporate. The individual cards (Customer cards) are issued only to private persons and corporate – only to companies (enterprises).
Corporate card is linked to a companies’ account and can be issued only on a companies’ employee for payment of expenses coming from his business activity and official trips.
In a frame of cards classification on individual and corporate to a separate type the family cards could be divided. They are issued as individual only to private persons but also as corporate could be issued separately for every family member of a card account owner. Family cards in some specified sense are analogue to corporate – the right of making payments under the fixed limits is allowed to the card’s holder family members. Whereby the additional users are supplied with separate personalized cards.
Banking cards could be either separated according to payment systems or Card Associations in frames of which services are rendered. The most widely spread in the world are the cards of the following systems: VISA, EuroCard/MasterCard and American Express (AMEX). One card could be supported and served only by one payment system.
One more type of cards issued in the frame of payment systems is electronic cards. Many payment systems have them. In VISA for example it is VISA Electron, in MasterCard – Maestro. As was mentioned before such cards are non-embossed and intended only for electronic application. They could be cashed in cash machines and used for making payments for the goods and services purchased in the points of sale equipped with special electronic terminals. There are electronic cards which are intended only for getting cash money in cash machines, for example in MasterCard system the card Cirrus.
Virtual money is a special type of electronic money and its appearance is linked to the Internet opportunities. Nowadays there are a vast number of different services rendered in the Internet and paid by cybercash.
Thus it is possible to make shopping in the cybershops, to visit a cyber casino, to take up the shares, to use the analytical information, to get the consulting services, etc. For the goods and services payments via Internet there are some cyber payments systems intended for quick and secure settlements between the numerous of users. Money in these systems are represented by digits, thus it is called digital money.
Digital money could be kept on a computer hard drive or on a memory of smart cards (microprocessing plastic cards). The emission of digital money is also performed by bank which serves the cyber payment system. The issued digital money are provided by the means kept on the client’s banking account. Special security measures and tariff policy make the usage of these cards cost effective and reliable.
Nowadays throughout the entire world the co-branded plastic cards are very popular. Recently they are actively implementing into the CIS countries. Co-branded credit and depositary cards are the cards issued by banks and some companies collaboratively. They allow not only making payments of the goods and services but either give an opportunity to receive discounts and bonuses form a company-partner of the bank.
Abroad the co-brands constitute the best part of all plastic cards. Thus in Europe every fifth card is co-branded and in USA – every second.
The most successful and numerous cards are the cards which are issued in cooperation with the gross trade networks and supermarkets, they consist about 60% of all the co-brands in the world. On the second place are the projects with the airline companies (about 10%), then the projects with the petrol station chains and cellular service providers follow (5% of each).
The most attractive in such cards for consumers is “cashback” – bonuses calculation for each purchase, usually it is 1-2% from the goods cost. The amount accrues gradually and in the end of the year the client can get it.
As to the co-brands with the airline companies here the client gets not only a money interest but the bonus miles either which in following can allow to get a free of charge ticket, to upgrade a service class or to book a hotel room.
Such projects require a heavy spending, large marketing work and motivation of both sides. It is not enough only to issue the card, it is necessary to implement it into the market actively. Herein it should be noted that the usage of co-branded plastic cards is very profitable form of sales. According to the statistics the turnover of these cards in the sales and service networks is on 30% higher than of common.
The most perspective sphere in Kazakhstan is telecommunications because nowadays the cellular service providers have one of the most numerous clients base, because today the mobile phones are available for almost all.
The comprehension questions
1. List the types of metal money circulation.
2. What three kinds of bimetallism do you know?
3. Explore the meaning and name the types of gold monometallism.
4. Explain the meaning of paper money and tell about their evolution.
5. What kinds of credit money do you know?
Section 3. Money circulation
1.3.1. The meaning of money circulation
Money plays an exclusively important role in the market economy. Market is impossible without money and money circulation. Money circulation is a monetary movement in an internal business volume in cash or non-cash basis which serves to the goods realization and also to non commodity payments in business.
Money circulation mediates the gross national product turnover including the incomings of different classes. Money circulation maintains the movement not only of the goods but of loan and fictitious capital.
In the conditions of commodity-money relations in the processes of trading in a commodity, rendering of services and also execution of various commitments in monetary form the payments and settlements appear. The whole complex of all the money payments forms a money turnover the bigger part of which the wire transfers of enterprises for the realized goods and services consist. Such payments also mediate a part of money incomes and expenses of population.
Money turnover represents a complex of cash-in-hand flow and cash wire movements. There is a tight fit between them both: money constantly transfers from a cash form into a cashless and otherwise. The correlation of these two constituents changes as settlement relations develop and improve.
With the commodity circulation and settlement relations development the structure of monetary stock and correlation between the cash and cashless spheres of money turnover changes. If to the end of ХIХth century the cash settlements prevailed in a money turnover of any country but nowadays in the developed countries the vast majority settlements are made in cashless order.
The cashless money circulation prevails which is served by cheques, credit cards by means of transfer of sums against the invoices of banks and savings banks, electronic translations. Thanks to the settlements computerization drawn on the accounts money easily transfers from cashless into cash money circulation. Besides the money turnover is completed by the treasure bills, obligations, certificates which confirm bank inpayments of a definite sum or gold.
The different instruments of the bank current accounts and deposits usage appeared. Among them are credit cards of “now” accounts for payments against the orders of writing off of amounts from saving accounts, of accounts for money transfers to third persons, etc.
1.3.2. Cash-in-hand flow and its organization
Cash-in-hand flow is a cash money movement in the sphere of turnover and its performance of two functions: of the mean of payment and of the mean of circulation. Cash money is used for payments of goods, services and works; for settlements which are not connected with movement of goods and services (payment settlements of salaries, bonuses, allowances, stipends, pensions, their revenues, social payments, for housekeeping needs, for business trips, for representational expenses, for agricultural products purchases, etc.).
The cash money movement is performed by means of different types of money: banknotes, metal coins, other credit instruments (bills of exchange, cheques, credit cards). The emission of cash money is performed by the Central (as a rule State) Bank.
As was mentioned before in Kazakhstan it is the National Bank which issues cash money and withdraws it in case of its worn-out state and changes money onto the new samples of notes and coins either. There are the following normative legal documents which take a control of a cash money circulation in our country:
· The board of directors of the National Bank of the Republic of Kazakhstan decision dated from March 3, 2001 №58 “The regulation of cash and safe deposit transactions conducting in regard to an encashment of banknotes, coins and real values in the second-tier banks and enterprises which perform the separate types of bank transactions of the Republic of Kazakhstan”.
· The board of directors of the National Bank of the Republic of Kazakhstan decision dated from October 10, 2002 №401 “The rule of licensing and regulation of activities of an encashment of banknotes, coins and real values of the juridical entities excluding banks”.
· The board of directors of the National Bank of the Republic of Kazakhstan decision dated from May 28, 2007 №56 “About the confirmation of an instruction on security and rooms arrangements of the second-tier banks”.
The division of cash money onto paper and metal is determined by practical considerations of the money circulation convenience. For example in USA about 10% of money is considered reasonable to keep in small coins. Consequently bypassing a simplification of settlement mechanism and a tendency to electronic money development the commodity production cannot avoid the cash money usage.
It keeps meaning:
1) for disadvantaged population;
2) in the conditions of crisis when a quest of cash money increases;
3) for an illegal economic activity, evasion of property taxes, because cheques, credit cards, transactions are used by judicial authorities in evidence of different offenses.
Nowadays a retail trading in Kazakhstan basically consists of cash-in-hand flow. The majority of population is not served in banks and paid in cash. The clients who have banking accounts prefer to withdraw cash and use it for all their expenses.
For tax authorities it is almost impossible to trace and control the taxpayers revenues on the markets with cash-in-hand flow domination. The main part of cash money is spent on small purchases. Just according to these small payments on retail trading market the different types of production and import supporters can distribute a considerable volume of an unaccounted goods and the State at that faces a problem of tax collection
Many people nowadays work without an appropriate registration and as a salary is paid in cash it is quite difficult to collect the taxes between an employer and an employee. Today the state doesn’t have any mechanisms allowing to register a real volume of consumption of the population and estimate a business situation in the sphere of indirect taxation.
The money owner needs a transparency and is forced to count constantly the available sums of money. Thus he prefers to keep it in a wallet. If he could see the rest of sum every time he wants and his money in some manner would secured from inflation thus surely he wouldn’t refuse to keep money in bank and to have an access to it by means of payment cards usage.
The National Bank of Kazakhstan specifies the requirements of cash services organization for banks and their clients and also of cash money holding, shipment and accounting. Under the law of RK dated from June 29, 1998 №237 (“Ведомости парламента РК”, 1998 №11-12, article 177) the settlements between the juridical entities on a sum exceeding 4 000 monthly calculation indexes are made only by bank transfers.
2. The structure of monetary stock in the Republic of Kazakhstan *
	Year
	Monetary stock (М3)

	
	Total
	Including:

	
	
	Cash money in circulation (МО)
	Cashless monetary means

	
	
	
	

	
	Billion tenge
	%
	Billion tenge
	%
	Billion tenge
	%

	1
	2
	3
	4
	5
	6
	7

	1993
	8,2
	100
	2,3
	28
	5,9
	72

	1994
	55,4
	100
	20,3
	36,6
	35,1
	63,4

	1995
	115,8
	100
	47,9
	41,4
	67,9
	58,6

	1996
	134,9
	100
	62,8
	46,9
	71,1
	53,1

	1997
	172,9
	100
	92,8
	54
	79,2
	46

	1998
	148,7
	100
	68,8
	46,2
	79,9
	53,7

	1999
	273,8
	100
	103,5
	37,8
	170,3
	62,2

	2000
	397,1
	100
	106,5
	26,8
	290,6
	73,2

	2001
	569,1
	100
	131,2
	23,1
	437,9
	76,9

	2002
	764,9
	100
	161,7
	21,1
	603,2
	78,9

	2003
	970,5
	100
	231,1
	23,8
	739,4
	76,2

	2004
	1564,9
	100
	345,7
	22,1
	1219,2
	77,9

	2005
	1999,2
	100
	385,7
	19,2
	1613,5
	80,7

	2006
	3608,0
	100
	599,3
	16,6
	3008,7
	83,4

	2007
	4596,1
	100
	677,4
	14,7
	3918,7
	85,3

	2008
	5970,4
	100
	714,1
	12,0
	5256,3
	88,0

	2009
	7386,5
	100
	913,5
	12,4
	2130,2
	87,6


The data of Table 2 shows that in Kazakhstan the dynamic fluctuation of the monetary stock volume is observed. In the monetary stock total volume the cash money took more than 20% till 2005. It was related to the economic situation changes in the country while in modern conditions the share of cash money in the total monetary stock volume is not big especially in the industrially developed countries (for example in USA it amounts about 8%).
Beginning from 2005 the share of cash money in circulation decreases and on 2009 it came to 12,4% what is very good rate. It improves the structure of monetary turnover, widens the payment cycle and thus the circulation expenses decrease.
There is a tight fit between the cash and noncash circulations: money constantly transfers from one sphere of circulation into the other, it forms a total monetary turnover where the unified money acts.
In the national economic the cashless settlements prevail performed through the banks.
1.3.3. Cashless money turnover and its forms
Cash wire movements is a value transaction without cash money participation. The share of cashless settlements in Kazakhstan on January 1, 2009 takes 88% of monetary stock. A high level of cashless settlements in any country shows a right and proper organization of the whole money turnover.
A noncash money turnover is performed by means of cashless settlements which are made without the usage of cash money by means of money medium transfers against the invoices in the loan institutions and by means of mutual claims offsets. Such settlements have an important economic value in the turnover acceleration, cash money decrease required for circulation, cost improvement on cash money issue and transportation.
Settlement relations include the following elements:
· the settlements’ members – supplier and consignee, buyer and recipient;
· the objects of settlement transaction (operation) – commodity and material valuables, rendered services, performed works, financial requirements and liabilities and also money and currency resources;
· the authorities which execute the settlements – banking system (commercial banks and cash settlement centres and also clearing agencies);
· the settlement intermediary agents – factoring companies and firms and guarantors either.
In accordance with the banks pattern of participation the settlements are divided onto the extrabank which are made by cosignatories passing the bank, onto the intrabank – between the cosignatories which have their accounts in one bank and onto the interbank which involve the money movement between different commercial banks.
For money medium holding and settlement transaction conducting each business entity opens a settlement / current / credit / deposit or any other account in the commercial bank depending on the enterprise’s status, kind of activity and source of financing.
The principles of cashless settlements were based in the period of credit reform in 1930-1932. The system of cashless settlements which existed in our country from the 30s till 1993 was suited for the cost-intensive mechanism of economic management and conformed to the administrative command methods of economic management.
Cashless settlements are organized according to a definite system under which the body of principles organization of cashless settlements, demands placed to their organization, determined by the concrete conditions of management and also forms and means of settlements and the involved documents flow are understood.
The first principle of cashless settlements in the market economy environment implies in their performance according to bank accounts opened for clients who’d like to hold and transfer money.
In a competitive business environment a settlements performance via banks should be determined by an economic efficiency, go with economic independence of the market participants and with their activity financial responsibility.
The second principle is that the accounts’ settlements should be conducted by banks to the order of their owners in accordance with determined subordination of payments and within the account balance. This principle includes the market participants’ right of their own determination of payments’ subordination from their accounts. It provides a significant move on the way toward the real economic independence of economic executives’ confirmation.
The main demand placed in this case by bank to market practitioner as a settlement participant is to make payment within the outstanding balance of funds deposited in accounts.
The third principle is a principle of market participants’ free choice of cashless settlements forms and their consolidation in commercial agreements under the banks’ noninterference into the contractual relations. This principle is also directed onto the economic independence confirmation of all the market participants (irrespective of the form of ownership) in the organization of contractual and settlement relations and on their financial responsibility raising for the efficiency of these relations. Bank plays role of a representative in payments.
Recently a tendency of a payer’s transformation into the main subject of payment transaction is observed because in all the forms of cashless settlement the payment initiative is taken by payer. This fact corresponds to the market relations of our country’s economics.
In order to make a cashless settlement and money transfer it is necessary to use a payment instrument by means of which the payment initiates and on the basis of which money transfers.
Settlements are made with consent of a buyer or by order of a payer; the basis for transfer of sums is financial payment documents (payment orders, clearing house cheques, agreements). Under the violation of the agreement’s clauses there is a possibility of full or partial denial of payment in accordance with “The rules of payment documents usage and cashless settlements and money transfers performance on the territory of the Republic of Kazakhstan” dated from April 25, 2000 №179.
In Kazakhstan in accordance with mentioned before rules determined that the settlements enterprises under their commitments and also between the entities and persons for the commodity and material valuables are performed in cashless form via banking institutions.
There is a quite wide legal basis developed in our country which regulates the terms, organization and conducting of cashless settlements:
1. The Law of the Republic of Kazakhstan dated from June 29, 1998 №237-I “About the payments and money transfers”.
2. The board of directors decision of the National Bank of RK dated from April 25, 2000 №179 “About the regulations adoption of payment documents usage and cashless settlements and money transfers performing on the territory of the Republic of Kazakhstan”.
3. The board of directors decision of the National Bank of RK dated from October 13, 2000 №395 “About the regulations adoption of cashless settlements and money transfers performing on the territory of the Republic of Kazakhstan without the bank account opening”.
4. The board of directors decision of the National Bank of RK dated from August 24, 2000 №331 “About the regulations adoption of payments performing by means of direct debiting of bank account”.
5. The board of directors decision of the National Bank of RK dated from December 5, 1998 №266 “About the regulations adoption of cheques application on the territory of the Republic of Kazakhstan”.
6. The board of directors decision of the National Bank of RK dated from April 25, 2000 №178 “About the regulations adoption of operations with the documentary letters of credit conducting of the Republic of Kazkhstan”.
7. The board of directors decision of the National Bank of RK dated from August 24, 2000 №331 “About the regulations adoption of plastic cards issue and usage in the Republic of Kazakhstan”.
8. The board of directors decision of the National Bank of RK dated from November 25, 2000 №433 “About the regulations adoption of cashless settlements performing between the client and serving him bank”. Registered by the ministry of justice of the Republic of Kazakhstan dated from January 5, 2001 №1352.
9. The rules for conducting of the operations with bills of exchange and promissory bills by the second-tier banks approved by the National Bank of the Republic of Kazakhstan board of directors decision dated from November 15, 1999 № 397.
10. The rules of bills discounting by the second-tier banks of the republic of Kazakhstan approved by the National Bank of the Republic of Kazakhstan board of directors decision dated from November 15, 1999 № 396.
On the territory of our state the cashless settlements are performed by means of the following payment documents:
· bank transfer order;
· collection order;
· payment request-order;
· payment card;
· cheque;
· bill of credit.
While the concrete form is stated in the agreement between supplier and buyer and determined by mean and place of payment, document flow character and types of documents.
Payment documents should contain the following requisite details:
1. name;
2. number, date (day, month, year) of issue;
3. full name including legal entity form or surname, first name, patronymic of private person – money sender, his individual identification code;
4. full name including legal organizational form of the bank – money sender, its bank identification code (near the name could be stated its brand-name);
5. full name including legal entity form or surname, first name, patronymic of private person – beneficiary, his individual identification code;
6. full name including legal organizational form of a beneficiary bank, its bank identification code (near the name could be stated its brand-name);
7. purpose of payment and also its coded name stated by the laws and regulations of the National Bank;
8. sum of payment denoted by figures and letters;
9. surname, first name, patronymic and signatures of the persons entitled of payment and/or money transfer initiator and (if available) its seal impression (for documents drawn up on paper);
10. taxpayer registration number of a beneficiary and money sender (hereafter – TRN).
Payment documents could be rendered as in electronic form and in hard copy. Electronic payment instruments are formed in accordance with set formats for electronic payment messages transfers and sent to bank by electronic communication and telecommunication channels.
Payment document of a sender in hard copy should contain signatures of the sender’s entitled persons and his seal impression in accordance with signature and seal impression forms. Whereby if the signature and seal impression forms contain the persons who have a right of first and second signatures as the persons who are authorized to manage a bank account their signatures presence on this document is obligatory.
All the payment instruments could be divided on two groups:
· credit;
· debit.
To the credit group belong the transfers performed by means of payment order.
The performed analysis of the settlements usage made by different types of payment documents showed that in the IVth quarter of 2009 the second-tier banks and Kazpost JSC with the usage of shown in Table 3 payment instruments conducted the transactions in amount of 44 514.0 thousand of documents for the value of 26 073.3 billion tenge. Compared with the same period of the previous year the quantity increased on 12.9% and the sum of payments decreased on 6.9%.
The total amount growth of the represented payment instruments basically was caused by the operations quantity growth by means of payment cards on 4 387.5 thousand transactions.
The volume of payments decrease basically was caused by the fall of payments volume made with the usage of payment orders on 1 937.7 billion tenge.
Still the most widely spread on the territory of Kazakhstan payment instruments are payment orders and payment cards. Whereby the average sum of one payment order for the IVth quarter of 2009 amounted 2.2 million tenge and decreased in comparison with the analogue period of 2008 on 17.9%. At the same time the high relative share of payment cards according to the quantity and low according to the volume of payments is characterized by the usage of this payment instrument basically for low sums encashment (the average sum of one transaction of the IVth quarter of 2009 amounted 22.9 thousand tenge).
In the IVth quarter of 2009 the less used payment instruments became the payment request-orders and collection orders. The inconspicuous part of these instruments usage in the whole quantity and amount is related to their specification.
The rest payment instruments include the cheques for the purchased commodities and services settlements, direct debiting of bank account and honored letters of credit.
3. Payment data in view of payment instruments for the IInd quarter of 2009

	(Q – quantity in thousands; A – amount in billios of tenge)

	Payment instrument
	The IVth quarter of 2008
	The IVth quarter of 2009
	Difference

	
	Absolute
	% of the total volume
	Absolute
	% of the total volume
	

	Payment orders
	Q
	9 643,0
	24,5
	10 878,1
	24,4
	12,8%

	
	A
	26 247,0
	93,7
	24 309,3
	93,2
	-7,4%

	Payment request-orders
	Q
	96,2
	0,2
	62,0
	0,1
	-35,6%

	
	A
	54,3
	0,2
	95,1
	0,4
	75,1%

	Collection orders
	Q
	205,8
	0,5
	94,3
	0,2
	-54,2%

	
	A
	46,6
	0,2
	60,4
	0,2
	29,4%

	Payment cards
	Q
	27 763,7
	70,4
	32 151,2
	72,2
	15,8%

	
	A
	657,0
	2,3
	735,6
	2,8
	12,0%

	Other instruments
	Q
	1 728,9
	4,4
	1 328,4
	3,0
	-23,2%

	
	A
	1 014,9
	3,6
	872,9
	3,3
	-14,0%

	Grand total
	Q
	39 437,6
	100,0
	44 514,0
	100,0
	12,9%

	
	A
	28 019,7
	100,0
	26 073,3
	100,0
	-6,9%


Payment order is an order of money sender to his serving bank to withdraw a defined sum of money from his bank account for the following transfer in favor of beneficiary. Payment orders as was mentioned before are the most widely used payment instruments in the Republic of Kazakhstan. They take the biggest share of all cashless settlements in the payment system and constitute 23.8% according to the quantity and 90.2% according to the volume of payment documents to July 1, 2009.
Money sender presents to a serving receiving bank a payment order on a pre-printed set form.
By means of payment orders the following money transfers could be done:
· for the goods delivered, works performed, services rendered;
· for purposes of advanced payment for the goods (works, services);
· to the budgets of all levels and non-budget funds;
· for credits reimbursement and their interests payment;
· in favor of private persons (including without the account opening);
· other payments as provided for in the legislation or agreement.
By means of payment orders the settlements in order of billing payments could be conducted. Such settlements are applied in case of regular supplies of goods (for example the supplies of bred or milk factories to the trade enterprises, etc.) when payment of each separate dispatch is more convenient to change on periodical funds transfers from the buyer’s account to the supplier’s account in specified terms and sum.
Under these settlements the supplier and the buyer approximately determine the total cost of the all planned (in specified terms) goods dispatches and divide it on several billing payments running a check against the actually dispatched goods cost with transferred money sums. In case of deviations disclosure the next billing payment increases or decreases accordingly.
Bank accepts payment order for performance only if correspond value is available in the buyer’s account. The receiving bank accepts a payment order for money transfer within ten calendar days with stated there date of issue. Beside a payment order or a transfer order the money sender is obliged to present the documents which prove payment’s reasonability upon a receiving bank demand in accordance with legislation of the Republic of Kazakhstan.
A payment order acceptance by a paying bank means that it is obliged to perform a payment order of a sender and that a bank’s right to withdraw the sum of money from bank’s account in amount of accepted payment order and costs for its performance appeared. Before the bank’s acceptance of a payment order his sender should provide his bank account with a required sum of money for the payment order realization after its acceptance by the bank.
The provision of a required sum of money could be done by means of a paying bank loan granted to a sender or by means of a day loan by a sender’s bank account if it is covered by an agreement between them.
Payment order is considered accepted by a paying bank if one of the following conditions is provided:
1. bank sent to a sender a notification of acceptance or a notification of cash money acceptance as a payment of a payment order;
2. bank withdrawn money (debited an account) of a sender on the basis of his payment order;
3. sender didn’t receive a bank notification of acceptance or non-acceptance within three working days of the day of receipt of a payment order by bank (automatically);
4. in other cases as provided for in the legislation of RK or in an agreement between receiving bank and paying bank.
Debit transfers in Kazakhstan are parformed by means of the following payment documents:
1. cheque;
2. payment request-order;
3. collection order (including a collection order of the Department of Revenue Services and the Customs bodies);
4. direct debiting of a bank account;
5. bill of credit.
Payments and transfers of the debit transfers are performed on the basis of a payment document presented by a beneficiary for payment. Application of bills of credit and cheques as the means of payment on the territory of the Republic of Kazakhstan are governed by the correspondent laws, statutes and regulations of the National Bank about the circulation of bills and cheques application.
In order to receive payment on the basis of payment request-order or collection order an initiator have a right to present them to a beneficiary bank or to the bank of money sender.
Initiator including a beneficiary sending a payment request-order or a collection order to the beneficiary bank entrusts this bank to receive money according to this payment document and perform all the operations connected in accordance with an agreement between them.
Beneficiary bank accepting a payment request-order or a collection order takes the obligations of a collecting banker which in connection with acceptance of a payment request-order or a collection order for collection can appear only on the basis of an agreement concluded with a beneficiary or of all applicable laws.
Whereby a collecting banker undertakes the commitments of:
1. the following presenting of a payment request-order or a collection order to payment or acceptance;
2. the transfer to an initiator including a beneficiary a notification of payment or acceptance refusal, a payment request-order or a collection order return to its sender;
3. the initiator notification including beneficiary of a payment request-order or a collection order loss.
Undertaking the obligations according to the clause 95 of the mentioned before regulations a collecting banker performs the correspondent actions not later than the next transaction day after a payment request-order or a collection order receipt from an initiator. A payment request-order or a collection order receipt by a collecting banker from an initiator for collection is made within a transaction day of a collecting banker.
In case of a collecting banker receipt of the mentioned before payment documents for collection all the copies of the documents are stamped with the date and time of their receipt. Either a paying bank stamps a payment request-order or a collection order with the date and time of their receipt.
Payment request-order is a beneficiary’s claim to a money sender to pay the delivered goods, performed works, rendered services presented on the basis of the documents which confirm the aforementioned requirements.
On July 1, 2009 the payment request-orders constituted 0.1% from the total amount of cashless transactions and 0.6% according to the sum, i.e. the one of the smallest value from the all forms of cashless payments.
Beneficiary has a right to present the payment request-orders to a beneficiary bank or to the sender’s bank directly on a pre-printed set form. In case of several payment request-orders presentation by a beneficiary to a beneficiary bank they are completed with the attached payment request-orders list-register on a pre-printed set form.
In a column “purpose of payment” of a payment request-order a beneficiary is obliged to enter the requisite details of the documents on the basis of which a payment request-order is presented. It along with the list-register is presented to a beneficiary bank which verifies the correctness of all the requisites filling and sends it to a money sender’s bank.
Payment request-order and attached list-register could be presented by a beneficiary to a beneficiary bank or to a money sender’s bank within 30 calendar days from the date of their issue. Whereby the dates of payment request-order and list-register should be same.
A money sender’s bank will perform a payment request-order only if an acceptance of money sender presents excluding a payment request-order to which an acceptance is not required. In case of lack of space on the front of a form for the mark of acceptance of a money sender this record is drawn on the back.
Acceptance of a payment request-order by a money sender means his agreement to pay it according to the requested requirements.
Not later than three working days from the moment of receipt should take for the following payment request-order’s acceptance or refusal of acceptance by a money sender.
A money sender accepts a payment request-order and sends a copy of a payment request-order with a mark of acceptance to the bank.
A money sender has a right to refuse to accept a payment request-order on the grounds provided for in the legislation of the Republic of Kazakhstan and in an agreement between him and beneficiary. Whereby a money sender sends a notice of rejection to the bank which should obligatory contain reference to a relevant clause of an agreement stipulating a money sender’s right to refuse to accept a payment request-order specifying a refusal motive or any other legally justified reason. Banks do not adjudicate disputes in principle of nonacceptance.
A money sender’s bank accepts a payment request-order only on the basis of a money sender’s acceptance by means of debiting his account. And either performs an accepted payment request-order by a beneficiary’s account or beneficiary bank’s correspondent account crediting for the following money transfer in his favor.
Upon a payment request-order receipt a money sender’s bank marks each copy of this payment document with the date of receipt. Either the bank registers all the received payment request-orders in a registration log. The form, methods of log keeping and requisites of the payment request-order which are indicated in the log are determined by the bank itself.
Not later than a working day which follows the day of a payment request-order receipt a bank transfers a copy to a money sender in hard copy or in electronic form.
In case of non-receipt from a sender of a non-acceptance or of an accepted payment request-order upon the expiry of thirty calendar days from the date of the document receipt by the sender’s bank the last has a right to return a payment request-order to the sender with a notification of the return reasons.
A money sender’s bank pays an accepted by a money sender payment request-order according to the terms of an agreement between them.
In case of payment of a payment request-order which doesn’t require an acceptance a money sender’s bank has a right to withdraw money from his bank account without acceptance.
In the absence of or lack of required for a payment request-order or a collection order performance sum a money sender’s bank is obliged to maintain records of the accepted by it documents and to keep them till the moment of money receipt on his correspondent account for the following payment or money transfer. Whereby the bank is obliged to pay to a sender a penalty and/or a delay interest in amount stipulated in an agreement between them.
Collection order is a settlement document applied for money withdrawal from the sender’s bank accounts without his agreement in cases stipulated by the legislative acts which is presented on a pre-printed set form and either is a collection order of the Department of Revenue Services and the Customs bodies.
On July 1, 2009 the volume of operations performed by means of collection orders in Kazakhstan constituted 0.3% from the total amount of cashless transactions and 0.5% by the total volume of payments.

A money claimant presents to a money sender’s bank a collection order with an attachment of the originals of the enforcement orders or decrees issued by the decisions, resolutions, rulings and acts of courts or by the judicatory civil order of money recovery which confirm its reasonability or with an attachment of their copies certified by the court’s seal.
Collection order has a purpose of payment nota bene with a reference to a legislative act stipulating the right of withdrawal (recovery) of money (its date and number) from a sender’s bank account without his agreement.
Collection orders are presented to the sender’s bank in quantity not less than three copies and to the beneficiary bank – not less than four copies.
The sender’s bank accepts the collection orders by means of money sender’s bank account debiting. Whereby the bank transfers money in favor of beneficiary and sends a collection order marked with paid stamp.
The enforcement documents of money withdrawal from the sender’s bank account without his allowance are presented to the sender’s bank within the legislated limitation period. Expiry of this term is the basis for bank refusal to accept a collection order.
Money withdrawal stoppage or stay is performed only:
1. by the decision of the authorized government body or public individual who delivered a judgement of money withdrawal;
2. on the basis of a corresponding court decision;
3. by the law enforcement agencies’ decision on grounds of initiation of criminal case;
4. on the basis of the beneficiary’s written direction;
5. in other cases as provided for by the legislative acts of the Republic of Kazakhstan.
Listed decisions, regulations, orders or statements are accepted by banks to performance only in case of the date, number, seal impression and public individual’s signature presence.
In the absence or deficiency of enough sum required for collection order performance the receiving bank is obliged to accept and keep received documents in a tickler file till the moment of money proceeds to the bank account.
Accepting the collection orders the receiving bank is obliged not later than the next working day to send a notification to the beneficiary bank of these payment documents receiving in the tickler file excepting the cases when the receiving bank is also a beneficiary bank.
If in the bank accounts of a taxpayer the required sum in tenge is absent the debts recovery of taxes, penalties, fines and delay interests is performed from the bank accounts of foreign currencies on the basis of the tax authorities’ collection orders to these accounts with the usage of set by the National Bank currency exchange rates on the date of payment.
In case of deficiency of the sum required for the Department of Revenue Services’ collecting orders performance the receiving bank is obliged to perform a partial money withdrawal according to the money proceeding by the receiving bank in favor of money sender.
An acceptance of the partially performed collection orders of the Department of Revenue Services is made by stamping “partial payment” on its front. On the back side of all the copies the record of date, sum of partial payment and remaining amount is made. The record is certified by the signatures of the entitled persons of the bank.
The receiving bank performs an accepted collection order of the Department of Revenue Services by means of a payment order issue of the partial payment sum. In the column “purpose of payment” the receiving bank should indicate the requisites of the collection order for the performance of which this payment order is issued.
Under the partial payment of the collection orders the receiving bank makes payment of money proceeding to the sender’s bank account within the transaction day of the receiving bank. The partially paid collection orders are kept in a tickler file till their full payment.
Collection order of the Department of Revenue Services of the creation of tax charges which proceed to the accounts of an outstanding debtor according to their demand to the debtors is sent in four copies to the bank which serves an outstanding debtor.
Such order is registered in a separate book of complaints to the outstanding debtors. In the book the date of collection order receipt, name of issued it tax administration, number of the document, date of issue, sum of debt and the name of outstanding debtor are indicated.
After the full payment of a collection order by an outstanding debtor the second copy is marked with a record under the bank's officer signature: “The proceeded sum in tenge __________________ “___” _______________ _____ transferred to the budget to the order of the Department of Revenue Services dated from “___” _______________ _____ No_____.
The copies of a collection order after the payment are distributed by the following way:
1. the first copy is placed to the day documents;
2. the second copy is sent to a receivable of an outstanding debtor along with his account statement;
3. the third copy is sent to the Department of Revenue Services;
4. the fourth copy to an outstanding debtor.
Direct debiting of the bank account. Payment by means of direct debiting of the bank account is made on the basis of an agreement between the money sender and his bank according to which the sender agrees with money withdrawal from its bank account on the basis of a beneficiary’s demand for the delivered goods, performed works or rendered services with an attachment of the relevant documents to the mentioned before agreement.
The rights and obligations of the money sender and his bank during the payment under the direct debiting of the bank account appear from the moment of the relevant agreement conclusion.
According to this agreement the bank is obliged to perform the demands of the third persons which are specified to the client’s bank account up to the amount of money and (or) term period, mentioned in the agreement.
Cheques, bills of exchange and plastic cards are not only the instruments of cashless settlements, but also the representatives of credit money (they were already discussed in detail in the theme “Credit money”).
Settlements between the commercial banks are performed only by opening of the correspondent accounts in each of the bank or through the Kazakhstan’s Center of the interbank payments of the National Bank of the Republic of Kazakhstan (KCIP NB RK).
Settlement transactions of the commercial banks of the correspondent accounts (passing KCIP) are based on the correspondent relations establishment appearing between the banks for the mutual performance of the transactions. Banks which establish such relations are called correspondent banks.
Correspondent relations usually are accompanied by the account opening (relations with the account) on the mutual basis (in the each bank) or on an ex parte basis (only in one of the partners as a rule in the big bank). Correspondent account is an account of one bank opened in the other bank where the payments are reflected which were made by the last by means of order and at the expense of the first bank on the basis of concluded between them correspondent agreement.
Either the relations between the correspondents without any account are possible when the mutual settlements are performed via the accounts opened by them in the third loan institution (usually in the big center of the interbank payments).
One more type of correspondent relations is established via the clearing centers where the clearing accounts are opened. Whereby the equal financial claims and liabilities are discharged and the balance is written off (debit) or charged (credit) to the main correspondent account.
1.3.4. The payment service of Kazakhstan
The required elements of the business entities activity are the payments and money transfers. Payments excluding their cash forms are made by the second-tier bans. The banks in their turn are connected by the monetary relations with the National Bank. Thus the complicated monetary relations appear between the business entities, second-tier banks and National Bank. The mechanism which allows realizing these relations and includes the complex of hardware and software is called payment service.
The efficiency and fast operation of the payment transactions and payment service are the first-order conditions of the commodity and financial markets functioning success. From the speed of money transfer depends the stability of the financial condition of each business process participant, treasury revenues and accordingly economic and political stability of the State in whole.
The works on automatic paying systems creation in Kazakhstan began from July of 1993 from the KUBAZH system implementation in the National Bank which was intended for the bank information processing automation covering all the National Bank activities and supporting settlements between them. From 1993 till 2003 four versions of this system were developed and implemented.
In 1995 the first in Kazakhstan clearing organization (the Almaty clearing housing) was established in the National Bank which worked on the method of multifeature mutual settlement. The banks made final settlements once in the end of a transaction day by net position of each participant. That time there were no “electronic documents” and the clearing member banks had to make an exchange of payment orders in hard copies in the end of the day.
Gradually in the National Bank regional branches the clearing houses were established which performed the interbank clearing of the intraregional payments.
In 1996 the meaning of “electronic payment order” was normatively fixed and the formats of electronic messages were developed and implemented for the information exchange about the payments between the payment service participants which were oriented on SWIFT.
This predetermined the single payment service establishment in the Republic. As a result the Almaty clearing housing was reorganized into the Kazakhstan center of interbank settlements (KCIS) which was provided with all the outlying from the central bank functions of settlements organization throughout the country.
One of the most important events in the payment service of Kazakhstan development became in August of 1996 the creation of the gross settlement system (GSS) on the basis of KCIS processing the electronic payment orders and performing the settlements on gross basis.
For money transfers GSS used the correspondent accounts of the participants. From December of 2000 the system was reorganized into the interbank system of money transfers (ISMT).
Nowadays the Kazakhstan center of interbank settlements (KCIS) is the operator of payment services the system of which includes the interbank system of money transfers (ISMT) and the automated system of retail payments (SRP). These systems provide the urgent and faultless performance of the interbank settlements in electronic format, lead the correspondent accounts of the second-tier banks and all the financial organizations rendering the separate types of bank servicing.
In whole via the payment service of Kazakhstan (the interbank system of money transfers and the system of interbank clearing) in 2008 24.4 billion transactions in amount of 141 853.3 billion tenge (or 1 179.2 billion US dollars) were held. Against 2007 the quantity of payments in the payment service increased on 3.6% (on 844.2 thousand transactions) under the amount of payments decrease on 1.1% (on 1 601.1 billion tenge).
Interbank system of money transfers (ISMT) is the gross settlement system in real-time mode which performs the money transfers on the accounts of ISMT users in the National Bank of Kazakhstan. The gross settlement system implies the money transfers of the each individually processed payment document. Whereby the transfer passes in the limits of available sender’s means.
In case of money lack the payment messages are placed into the queue till the moment of receipt of monetary funds. The conclusion of payment happens on the same day. By means of ISMT the gross and high-priority settlements are made. The gross settlements system provides banks with an irrevocable and final execution of settlements. The sum of one payment in ISMT is not limited.
System functioning. Using the specialized terminals the participants directly send the payment orders to the system. The sent to the ISMT payment orders should be only electronic. Using SWIFT the ISMT provides the payment service participants with all the types of communication channels: communal, dedicated lines, Internet, Х.25, DialNet and the user is free to choose the channel himself.
Here happens the division of responsibility between the NB RK, the ISMT and the rest users of the system. Whereby the NB guarantees that net settlements of the users in the ISMT will be reflected in the account books of the NB RK in the end of transaction day.
ISMT is responsible for the settlements processing received from the system’s users and for the money transfer from one user to another. The users are responsible for the electronic payment documents correctness and truthfulness.
In case of money lack in the bank for the settlements performance the possibility of overdraft (credit) receipt from the National bank in the ISMT is provided. The basic terms of overdraft are the following: the credit is provided to the bank within the set limit; term of payment – within the transaction day but not later than 18.00.
In case the overdraft stays uncovered till 18.00 its cost is reorganized to credit overnight on the respective conditions which should be paid till 15.00 of the next day.
If the liability to the National Bank stays uncovered thus it has a right to block a bank account and recover the required sum for the overnignt credit and interests payment.
Transaction day in the ISMT begins at 08.00 and finishes at 20.00. In the transaction day closure the payment orders which stayed in a queue by the reason of strain on liquidity on the ISMT user’s account are canceled and in this case the user receives a notification.
From this point of view the ISMT could be characterized as a prepaid system. Unlike the correspondent accounts the funds deposited in the ISMT accounts couldn’t be blocked by the National Bank.
The cost of services in the ISMT changes depending on the time of payment performance and applied as a stimulating mechanism for the effective process of the payments performance.
As was mentioned before the ISMT makes settlements in real-time mode (RTGS). For any country the RTGS system has a highest priority in the financial sphere. This system presence characterizes the stable functioning of the state bank system.
In 2008 via the ISMT 9.6 million transactions on amount of 139 558.5 billion tenge (1 160.1 billion US dollars) were conducted. Against 2007 the quantity of payments increased on 12.8% (on 1 087.2 thousand transactions) and the amount of payments decreased on 1.1% (on 1 590.0 billion tenge).
In average for the day via the ISMT in 2008 38.5 thousand transactions passed on amount of 560.5 billion tenge that is higher the level of 2007 in quantity on 4.5 thousand transactions (on 13.2%) and lower in amount on 4.1 billion tenge (on 0.7%). Whereby the average sum of one payment document in the ISMT in 2008 was 14.5 million tenge and decreased against 2007 on 12.3% (on 2.0 million tenge).
According to the main intension the ISMT users send to the system basically gross and urgent payments of the financial sector transactions. Thus in 2008 usually via the ISMT the settlements of operations with foreign currencies and precious metals performed (21.5% from the total volume of payments of the ISMT) with the paper holdings of the Kazakhstan residents (29.4%) and also with the interbank deposits and transfers of the own banks’ and their clients’ funds (24.7%).
Whereby via this system-relevant payment service of the country in 2008 98.4% were processed from the total volume of wire transfers in the country and 39.3% from the total volume of all the payments what shows the ISMT’s important role of the gross and urgent payments.
The quantity of ISMT users on January 1, 2009 amounted 51 including 36 second-tier banks and the Development Bank of Kazakhstan JSC, the Treasury Committee of the Ministry of Finance of RK, six organizations which perform the separate types of bank operations (Kazpost JSC, the Kazakhstani Mortgage Company JSC, the Central Securities Depository JSC, the Kazakhstan Stock Exchange JSC, the Financial Industrial Company TIMEY LLP, the clearing organization of the KCIS); three accounts for the State Center for Pension Payment; the Interstate Bank and the Eurasian Development Bank; the National Bank of RK and the custodian bank of the State Pension Savings Fund (UUMO NBCH).
System of retail payments (SRP). The mechanism of work of the SRP is based on the clearing settlement system. In Kazakhstan the functions of clearing organization performs the Kazakhstan’s Center for Interbank Settlements licensed by the National Bank of RK. This is so called net settlement system which doesn’t require the advance money reservation.
Money is required on the moment of final settlement in amount of formed net cash debit balance. The payment system based on net settlements under the banks’ payments and transfers performance allows accepting the received payment messages by the system 24 hours a day.
The payment documents acceptance finishes in the end of transaction day and the banks’ offsetting of counter-claims and obligations is performed and the net position settlement of each user thereafter following the results of settlements the money transfer to the ISMT occurs.
In the quality of clearing system the SRP needs the funds required only for the net position coverage in the end of transaction day. The net positions calculation of the SRP participants is lead by KCIS after 15.00. After that the net positions are sent and settled via the ISMT.
After the money transfer conclusion according to the results of clearing the KCIS sends to a participant a notification of the money transfer conclusion according to the net position of this participant.
If the ISMT basically performs the settlements on large amounts but the SRP has a limitation on a maximum sum of one payment of three million tenge. The SRP uses only credit transfers. All the payments submitted to the system are not final and could be recalled by the money sender within the transaction day.
For this system users the services are cheaper (9-22 tenge for one payment order) unlike the ISMT services. The positive moment of the clearing system is the possibility to work with the date of valuation (the payments formation with the date of settlement on three days ahead). The electronic clearing system serves all the regions and financial institutes of Kazakhstan.
In the modern conditions the banks, business entities and population are provided with a wide range of payment means (payment instruments) in compliance with the terms of obligations fulfillment, bank services costs, and regional and industry characteristics. For this purpose the laws and regulations of the National Bank of RK are developed and constantly improve which regulates issue and circulation of the cheques, bills of exchange, payment cards, documentary letters of credit, direct debiting order of the bank account, payments performance without the bank account opening.
In the sphere of retail payments the payment orders are the most widely spread mean of payment in Kazakhstan. The debit payment instruments such as cheques and direct debiting are not very popular. The sphere of payment cards including credit and debit cards conquers a market progressively.
As on January 1, 2009 in the system of interbank clearing the quantity of participants amounted 36, where 29 were the second-tier banks, the Treasury Committee of the Ministry of Finance of RK, the National Bank, the custodian bank of the SNPF (UUMO NBCH Custodian), three accounts for the State Center for Pension Payment, Kazpost JSC.
In 2008 the retail payment flows constituted 14.8 million documents on amount of 2 294.8 billion tenge (19.1 billion US dollars). Against 2007 the quantity of documents in the clearing system decreased on 1.6% (on 243.0 thousand documents), whereby the sum of payments decreased on 0.5% (on 11.1 billion tenge).
In average for the day through the clearing system in 2008 passed 59.6 thousand documents in amount of 9.2 billion tenge what is less the level of 2007 in quantity of payments on 0.7 thousand transactions (on 1.2%) and in amount of payments on 7.5 million tenge (on 0.1%). Whereby the average sum of one payment in the interbank clearing system constituted 154.6 thousand tenge what in comparison with 2007 is more on 1.1% (1.8 thousand tenge).
In the clearing system the biggest share of payments in 2008 fell on the payments in favor of budget (payment of taxes and other obligatory payments) and the payments at the expense of budget (share in the total volume of payments in the system constituted 27.9%) and the payments of business entities as per settlements for the commodities and non-inventory properties (share – 29.0%) and for the rendered services (25.8%).
At the same time in the system of interbank clearing intended for making payments which are not of high-priority and not exceeding 5 million tenge 60.7% from the total quantity of cashless settlements were made and 1.6% from their total amount that also shows the clearing system’s intension of a considerable quantity of small payments making.
In the Republic of Kazakhstan the main organ which regulates the payment service is the National Bank of the country the role of which is determined in the Law “About the National Bank of the Republic of Kazakhstan”.
The National Bank in the quality of the Central Bank determines the order, system and form of making payments and money transfers in Kazakhstan, organizes the payment service functioning. The Law “About the banks and bank activity” and other legal acts regulate the second-tier banks’ work which participate in the payment service and the securities settlement system.
The main legal act regulating the relations under the payments and money transfers making in RK is the Law “About the payments and money transfers” dated from June 29, 1998.
The types, handling and operating procedures of the payment documents under the cashless payments and money transfers, rights, obligations and responsibilities of the payments’ and money transfers’ participants determine “The rules of payment documents application and cashless payments and money transfers making on the territory of the Republic of Kazakhstan”.
The services of cashless money transfers rendered by the Kazakhstan’s Center for Interbank Settlements are regulated by “The rule of money transfers in the interbank system of money transfers” and “The rules of clearing making in the Republic of Kazakhstan”.
The comprehension questions
1. Explore the meaning of cash turnover.
2. What is money circulation?
3. What payments are made via the system of the ISMT (interbank system of money transfers)?
4. Describe the mechanism of work of the SRP (system of retail payments).
5. What main types of cashless settlements are used in the economic relations in the country, why?
Section 4. Monetary system
1.4.1. The meaning of monetary system and its elements
The evolution of national monetary systems is determined by the manufacturing requirements. Under the influence of these factors the modern requirements to the monetary system form.
First of all as the commodity-money relations developed the necessity of single and integral monetary system appeared which was created in some measure by means of money issue state regulatory activity by one central market. Secondly a stable monetary system is required.
Finally the monetary system formed in the XVI-XVIIth centuries though its separate elements appeared well in advance. The first attempts to regulate the monetary circulation were made by rich money changers who certified standard and weight of the gold ingots. Gradually the right to brand ingots and to stamp coins passed to the state. So the first state monetary systems appeared.
In the process of its development the monetary system passed two stages connected with the evolution of money itself. The first is directly connected with the monetary metal circulation which plays role of a universal equivalent and performs all the functions of money (this period was quite longstanding and last went on till the XIXth century). The second stage is determined by the fall of gold role as a monetary commodity and its change onto the credit money which consequently became the universal equivalent as in the sphere of internal and external circulation.
For the modern monetary system not only the connection with gold weakening and the inconvertible to gold credit money coming to paper dominancy are indicative but also money issue in the manner of business crediting by the state under the gold and foreign exchange reserves runup.
Credit money presence led to the wide cashless circulation distribution and cash decrease which covered in different countries only sphere of “backsheesh”, small snackbars payments, tourist costs.
In Kazakhstan the sphere of cash circulation is still quite big. The possibility of money issue in order of crediting apart from commodity collateral carried into one more peculiarity of the second stage – chronic inflation (monetary depreciation) which is indicative more or less for all countries. Beginning from the first stage already of monetary system development the state “takes care” about the money circulation. On the second stage its role grows and is not limited by money emission but appears in state regulation.
After the declaration of independence Kazakhstan began the extensive systemic changes of economy and implementation of national currency – tenge (on November 15, 1993). It marked an autonomy getting of our republic in the financial and credit sphere.
On the moment of the national currency implementation its exchange rate was 4.68 tenge for one US dollar. The National Bank carries out a policy of unified exchange rate of tenge reflecting the relations between demand and supply on an exchange mark under the limited interference.
The monetary unit (national currency) of the Republic of Kazakhstan is a Kazakhstani tenge which consists of 100 tiyn.
The Kazakhstani monetary units in circulation are represented by banknotes and coins. The structure of their nominal is determined by the National Bank of Kazakhstan. The legal payment mean is a Kazakhstani tenge.
The banknotes and coins issue into the circulation is made by the NB RK by means of their sale to natural and legal persons. The banknotes and coins act as absolute commitments of the National Bank and are provided by its all assets.
The National Bank determines the demand of the required quantity of banknotes and coins, provides their production, and establishes a procedure of their keeping, removal and cash logistics.
There are the following types of coins:
· investment – the coins manufactured from precious metals which are the objects of investment and saving;
· collectors' – commemorative and other coins of special coinage issued in limited edition as from precious and non-precious metals (collectible and saving objects);
· circulatory – coins from non-precious metals intended for cash money circulation.
Banknotes and coins issued in the Republic of Kazakhstan should have a nominal content, form and ornamental graphic arts. The noted characteristics are published in mass media.
All the banknotes and coins are obligatory for admittance according to their nominal value throughout the whole territory of Kazakhstan under all the types of payments and also for bank accounts placing and for transfers, freely changed and exchanged in all the banks.
No one but the National Bank of Kazakhstan cannot announce circulating banknotes and coins invalid. Worn out and damaged banknotes which saved not less than on 70% are changed freely by the National Bank and any other Kazakhstani bank. Banknotes saved on not less than 50% are accepted by the National bank of RK and changed in accordance with prescribed rules.
The only one who has a right to change a monetary unit is the President of the Republic of Kazakhstan. He determines the procedure, terms and conditions of the RK monetary unit functioning.
1.4.2. The law of money circulation
An answer to a question about the required money quantity for the circulation gives a quantity theory of money. It appeared in the XVIth century when under the influence of a great flow of gold and silver from the New World the commodity prices sharply increased in Europe for a short term of time on 2.5-4 times in average. Since then the prices dependence from money quantity in circulation became an object of an intense study of economics.
To a required quantity of money the economists came close in the first half of the XIXth century when became clear that a gold coin standard leads to a money crunch for the macroeconomic links servicing because a monetary stock was limited by an actual gold hoard and a commodity weight sharply increased with a big machine production development.
The idea which underlies in the quantity theory of money is simple: an external change of a circulating money quantity leads to a proportional change of an absolute level of the commodity and services prices and consequently to a change of purchasing capacity of money.
It should be noted that the quantity theory of money doesn’t represent a single conception. It is just a line of research in which there are a wide range of opinions and approaches in the limits of basic idea.
Analyzing the possible ways of money circulation development Karl Marx derived a formula which determines a money quantity required for the economics – the law of money circulation.
On the basis of maximum money demand as a mean of circulation Karl Marx determined that it should be as much as required for a possibility to purchase all the goods and services which should be realized according to set prices. This formula looks as follows:
QM = SP/V,
where QM is a quantity of money required as a mean of circulation (in a given time);
SP is a sum of prices for the goods and services which should be realized (in a given time);
V is a velocity of money circulation (determined as an average number of turns of the similar monetary units in a given time).
According to the reduced formula it appears that a monetary stock should correspond to a commodity weight. From this follows that:
· the growth of commodity weight should cause a cross money growth in circulation;
· if a monetary stock will begin to run ahead a commodity weight it causes a price increase (i.e. inflation);
· in case of monetary stock underrun from a commodity weight under the permanent velocity of money it is impossible to realize all the goods, i.e. an artificial overstock appears which leads to a production drop and economic depression.
Under the coin circulation the circulating money quantity and monetary circulation stability were provided spontaneously via the money function as a mean of hoarding and store of value. In the conditions of fiduciary circulation the role of monetary circulation regulator plays a government.
Taking into account a credit development and consequently increasing money usage as a mean of payment the formula which expresses the law of money circulation was expanded:
QM = (SP – C + P – MRP)/V,
where C is a sum of prices for the commodities and services which were sold on credit the term of payment of which won’t expire in a given time;
P is a sum of bond-debt prices;
MRP is a sum of mutually redeemed payments.
The law of money circulation determines a quantity of money required for performance of functions as a mean of circulation and payment.
The required money quantity is determined either by an equation of exchange which was derived by Irving Fisher and looks as follows:
MV= PQ,

where M is a quantity of money in circulation;
V is a velocity of money in a given time;
P is a level of commodity prices;
Q is a commodity weight which should be realized in a given time.
The right part (PQ) – “commodity” – shows the quantity of realized commodities on a market. The left part (MV) – “monetary” – shows the volume of money paid for the purchased goods in various dealings.
As money plays role of a representative in the processes of purchase and sale the volume of paid money always will be equal to the sum of realized goods and services prices, i.e. the formula of exchange represents an identical equation.
Irving Fisher supposed that the velocity of money circulation and the quantity of realized goods on a market within a particular period of time are constant. Whereupon the equation shows that the level of prices is directly proportional to the volume of circulating money and velocity of money and inversely proportional to the quantity of commodity transactions:
P = (M*V)/Q
The equation of exchange is useful for showing up some empirical dependences what gives an opportunity to make forecast. However Fisher’s variant considers money and commodities in circulation (flows of money and commodities) but doesn’t take into account the goods in storage and money in function of means of hoarding (commodity and monetary stocks). Besides thesis about the velocity of money circulation constancy and the volume of realizing goods on a market under the growth of their production is disputable.
The noted weaknesses of the first variant of a quantitative theory are partially eliminated in the Cambridge variant or in the theory of cash balances. The group of economists from Cambridge (England) among participants of which were Alfred Marshall, Arthur Cecil Pigou researched the quantitative theory of money demand which subsequently was regarded with favour by John Maynard Keynes.
In their version the initials are monetary means (cash balances) which are held by the direct participants of the course of business – firms and private persons. It is one of the differences of this approach from the equation of exchange where the monetary stock and other aggregates are considered so to speak from above.
The Cambridge version of the quantitative theory is expressed by the following formula:
M = k*P*Y,
where M is a money stock;
k is a coefficient which shows what share of a nominal yield the business entities prefer to hold in the form of cash money (cash balances);
P is a general price level;
Y is a effective yield of a society for a particular period of time, i.e. the quantity of goods and services which could be purchased on a market;
P*Y is a perfunctory yield.
The new in this formula (it is often named Pigou’s formula) what differs it from the equation of exchange is an introduction of savings coefficient.
The left part of the formula expresses an offer of money defined outside by the existing monetary and credit system. The right part of the formula represents the demand on money which is determined by a common nominal yield of the society members taking into account that a part of this yield is kept in the form of cash balances and are withdrawn from circulation temporarily.
If compare two variants and consider that PQ is nearly equal PY thus the coefficient k represents the other mode of expression of the money circulation velocity (k is nearly equal to the amount of 1/V).
Notwithstanding the two approaches connection the Cambridge version has an essential feature. Here the analysis is replaced into the economic decisions acceptance zone by all the subjects of economics. Under the economic policy adopting not only the government actions of a currency emission should be considered but also the entrepreneurs’, bankers’, population’ decisions of money keeping in the form of cash balances.
1.4.3. Monetary stock and monetary base
Monetary stock is a whole complex of purchase, payment and saving means which serves to the economic relations and belongs to the natural and legal persons and to the state either.
Monetary stock as a whole consists of all types of money (cash, cashless, credit).
The monetary stock volume and its money growth rate changes influence on the important economic variables and on the main objectives achievement of the national economy development. The high employment of the population, price stability (situation which features by a slow inflation and deflation rate), economic growth, external account equation – all these questions expressly or implicitly are linked to the aggregate money supply and money growth rate changes.
The money circulation organization offers a definite structure of a monetary stock. The differences between the elements (components) of the monetary stock which represents a stock of cash and non-cash resources serving an economic turnover are linked to the amount and nature of their liquidity. Proper allowance must be made for the fact that nowadays to money are also considered so called quasimoney (money medium on different bank accounts, various debentures, etc.) which has a different degree of liquidity.
The liquidity shall mean:
· money capability to be exchanged onto the goods and services;
· debenture’s posibility to be converted into cash;
· investment cash expenditures (increase of production).
The distinction by the liquidity criterion provided the basis for the whole monetary stock division onto the linked to each other monetary aggregates.
Monetary aggregates are the parts (components) of monetary stock which combine the definite types of money and monetary assets (documents) distinguishing from each other by a liquidity degree, i.e. a quick turning into cash money. Monetary aggregates reflect the structure of monetary stock where the compound of such aggregates is different for each country because depends on the level of monetary market and credit relations development.
Most commonly the following aggregates are used:
M0 – the volume of cash in circulation (paper and metal money);
М1 – the volume of cash money, cheques, call deposits (for example in USA the aggregate М 1 is a monetary stock index which includes cash in circulation, call deposits in the commercial and mutual savings banks, NOW accounts – the type of accounts mediating between saving and current accounts, nonbank traveller's cheques, etc.);
М2 – the volume of cash money, cheques, call deposits and small time deposits (for example in USA it is the aggregate М 1 plus saving accounts, time deposit accounts to 100 thousand US dollars, one-day euro dollar deposits, mutual funds shares of a monetary market, etc.);
М3 – the volume of cash money, cheques, deposits (in USA it is the aggregate М 2 plus time deposit accounts to 100 thousand US dollars and time contracts of sale and following purchase of paper holdings);
L – the volume of cash money, cheques, deposits and paper holdings either.
In such a manner the monetary aggregates are built under the principle of nested doll where the each following includes a previous aggregate and some additional (less liquid) components. The monetary stock dimension by means of aggregates allows determining exactly its structure what is used for the money circulation state regulation.
In the financial statistics in Kazakhstan for the happening changes the monetary aggregates M0, M1, M2, M3 are used:
M0 is a cash money in circulation;
M1 is the aggregate M0 plus transferable deposits in national currency of non-bank legal entities and population;
M2 is the aggregate М1 plus the other deposits in national currency and transferrable deposits in foreign currencies of non-bank legal entities and population;
M3 (monetary stock) is the aggregate М2 the other deposits in foreign currencies of non-bank legal entities and population.
The monetary aggregates’ indexes and their changes from 2000 are shown in Table 4:
Table 4. The monetary aggregates indexes
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The money transfer from a cashless circulation into a cash causes a cash money lack in the country, leads to a shadow economy appearance, faciliates an evasion of taxes by the enterprises, gives evidence of the state capability fall to influence on the actual business activity.
The monetary stock depends on two factors: the quantity of money in circulation and their velocity. The quantity of money in circulation is determined by the state according to the merchandise turnover requirements and budget deficit. The velocity of money circulation is conditioned by the duration of operating procedures (heavy or light industry), the structure of payment cycle (correlation of cash and noncash money), the level of credit operations and reciprocal payments development and the rates of interest on credit either, the usage of electronic technologies in banking.
The money velocity in circulation of social product cost is determined as an attitude of a gross national product or national income to a monetary stock (GDP/М3).
The velocity of money in payment cycle is determined by an attitude of an amount of money on bank accounts to a circulating monetary stock annual average.
The monetary base (reserve money) corresponds to a cash money amount outside the National Bank and second-tier banks’ deposits and other organizations in the National Bank. The narrow monetary base is a monetary base excluding the time deposits of the second-tier banks in the National Bank.
The reserve money indexes and narrow monetary base in Kazakhstan for the period from 2000 are shown in Table 4 “The monetary aggregates indexes”.
1.4.4. The essence and mechanism of banking multiplier
The emission of cashless money is performed by the commercial banks. Hereunder not a monetary stock growth by means of a part of cash money transfer into cashless is understood but a cashless money growth which happens itself in a result of a banking multiplier mechanism action.
Banking multiplier could be credit, credit-depositary or depositary. Multiplier is a process of a multiple increase (multiplication) of the lines of deposits in the commercial banks under their transfer from one bank into another.
Thanks to banking multiplier the deposits widening happens via a multiple increase of any new reserves got by the bank system, i.e. it determines a dependence between the sum of reserves which should be saved by banks on an account in the National Bank (obligatory reserves) and free reserves of their credit operations and bank deposits.
One commercial bank cannot increase the cashless monetary stock; it is done by the system of commercial banks. Let’s see how the mechanism of banking multiplier works.
The resources of commercial bank consist not only of its own capital but mostly of attracted funds: private deposits, corporate deposits, and also credits received from other banks including the National Bank. It is clear that the attracted funds are not only saved. They are used for credit granting in favor of enterprises, organizations and population and also for other active bank operations. Thus the mechanism of cashless money volume increase starts working.
At first let’s see how this increase happens under the Central Bank regulation absence. Let’s say that the enterprise 1 places to its account of its serving bank 100 thousand tenge which are temporarily disposable and within some period stay on this account. Using the attracted funds of the enterprise 1 the bank can grant these 100 thousand tenge for credit to the enterprise 2.
Let’s suppose that this credit is required for the enterprise 2 in order to pay to the enterprise 3, that is why these 100 thousand tenge passing through an account of the enterprise 2 will appear on an account of the enterprise 3 opened in its serving bank. If the enterprise 3 doesn’t need them for a time they will stay on their account. On this moment initially placed by the enterprise 1 money will be considered in cashless form twice already, i.e. on the accounts of the enterprises 1 and 3.
Further while the enterprise 3 won’t use the received money its bank can grant these 100 thousand tenge for credit to the enterprise 4 which will use them for payment to the enterprise 5 and consequently money will appear on an account of the last in its serving bank. If the enterprise 5 won’t transfer these money at once to the next enterprise it results that for a time the initial 100 thousand tenge are considered triply already (on the accounts of the enterprises 1, 3 and 5).
When the enterprises 1, 3 and 5 will use in settlements the present on each of their accounts 100 thousand tenge in circulation will come the monetary stock increased triply against the initial sum.
It is clear that such growth of cashless money quantity could last forever and the circulating monetary stock would increase uncontrollably. In order to avoid it the Central bank limits the commercial banks opportunities to emit cashless money by means of the system of obligatory reservation. It is about that the commercial banks are obliged to reserve the definite percent of the attracted funds in the National Bank. This percent is called a rate of mandatory reserves.
Under the system of obligatory reservation presence the banking multiplier action will be different than in mentioned above example.
Let’s suppose that the rate of mandatory reserves is 10%. In this case the bank serving the enterprise 1 which took his investment for saving in amount of 100 thousand tenge will be obliged to reserve in the NB RK 10 thousand tenge. Consequently it can grant a credit to the enterprise 2 only in amount of 90 thousand tenge. And the bank serving the enterprise 3 which accepted from the last 90 thousand tenge for saving is obliged to reserve in the National Bank 9 thousand tenge, i.e. it can grant for credit to the enterprise 5 only the amount of 81 thousand tenge.
To this moment the initially placed money by the enterprise 1 is fixed as follows (in thousand tenge): on the account of the enterprise 1 will be 100, of the enterprise 3 – 90 and of the enterprise 5 – 81. When the enterprises will use these means in settlements the circulation will enter not 300 but only 271 thousand tenge.
If we’ll continue this example thus we’ll see how the possibility of cashless money growth by means of granted credits on the basis of the attracted funds hereafter more and more decreases and winds down.
The mandatory reserves are one of the main instruments of the central banks’ monetary policy. Obliging the commercial banks to reserve the part of the attracted funds the central bank keeps the circulating monetary stock on a definite level. The bigger the rate of mandatory reserves the lesser money quantity can create the bank system. And conversely the lower the rate of mandatory reserves the more opportunities “to create money” the commercial banks have. Thus the multiplier ratio looks as follows:
K=1/r*100%,
where K is the multiplier ratio;
r – the rate of mandatory reserves.
This ratio shows a maximum possible increase of the money quantity by the commercial banks.
In the example under the chosen rate of mandatory reserves equal to 10%,
K = 1/10%*100% = 10 times.
It means that initially received funds further could be increased on maximum 10 times.
On March 1, 2005 the rate of mandatory reserves is equal to 7%, consequently К=1/7%*100% = 14.3 times.
This formula shows that the amount of multiplier ratio is inversely proportional to the rate of mandatory reserves. The process of multiplication is permanent and the multiplier ratio is counted within a definite period of time.
On practice the multiplier ratio never reaches the maximum value because a part of the attracted funds are always used by banks for noncredit operations. The central bank also can influence on the commercial banks’ credit money issue applying the other instruments of the monetary policy. For example by the high-yield securities and currency emission to a public market the National Bank can “extend” a part of bank resources decreasing their credit potential.
The monetary multiplier decreased from 2.99 in April 2009 to 2.91 in May 2009 as a result of the priority rates of the money base widening against the money growth rate.
1.4.5. Inflation: essence, reasons, types, consequences
The essence of inflation. The violation of money circulation laws leads to the inflation. Such economic phenomenon as inflation exists long ago. The term “inflation” (from Latin inflatio – swelling) for the first time came for usage in North America in the period of the War of Secession in 1861-1865 and meant the process of fiduciary circulation swelling. In the XIXth century this term was either used in England and France. The wide distribution in the economic literature the meaning “inflation” got in the XXth century after the World War I and in the Soviet economic literature – from the middle of 20-s of the last century.
What is the reason of inflation? As a rule the inflation appears because of an excess liquidity, i.e. in a situation when a money stock volume sufficiently exceeds a commodity volume. The increase of circulating money quantity leads to goods and services demand growth. If the increased demand is not covered by a relevant growth of product release the prices rise. The best explanation of this interrelation is an equation of exchange derived in the XIXth century by an American economist Irving Fisher. According to Fishers equation MV=PQ is the product of М (monetary stock) and V (velocity of money circulation or turnover numbers made by a monetary stock in a given time for the final goods and services costs) is equal to the product of Р (price level) and Q (quantity of goods and services final output).
Considering that the velocity of money circulation – V is quite stable the monetary stock increase М usually leads to the growth of an aggregate expenditure. Under the increase of М in the short run usually a relative price level growth Р happens under the conditions that a product release Q cannot increase in the short run. Consequently the short-term monetary expansion causes the growth of prices.
In a modern understanding the inflation is a complex multifactorial socio-economic phenomenon generated by a production disproportion in different spheres of market economies. It is one of the most acute problems of the economy development in many countries.
Traditionally the inflation is determined as the turnover channels flooding by a monetary stock over the goods circulation demand causing monetary unit devaluation and consequently the growth of commodity prices. Thought it is reflected in the commodity prices growth it couldn’t be explained only by the monetary phenomenon.
As a result of constant and common growth of prices the fall of purchasing capacity of money, their devaluation happens.
Totally during the inflation the money devaluates in relation to:
· gold (under the gold standard);
· commodities;
· foreign monetary units.
As a result in the first case the increase of gold market value in paper money occurs; in the second – the commodity prices grow; in the third the national monetary unit rate drops in regard to foreign currencies.
Nevertheless in the period of inflation not all prices grow. The prices for one goods can grow, for the other can stay stable, besides some prices can grow faster than the others. In the basis of these proportions lays a different correlation between demand and offer and variable elasticity.
However not every price rise serves as an index of the inflation. The prices can increase as a result of changes of labour productivity dynamics, cyclical and seasonal fluctuations, structural changes in the system of reprocessing, market monopolization, government regulation of the economy, introduction of new taxation rates, devaluation and revaluation of the national monetary unit, market change, external-economic factors influence, acts of God, etc.
The reasons of inflation. The increase of prices and appearance of money overhang are only the external factors of inflation. Its underlying cause lays in a ratio gap of the national business as a result of various factors (general equilibrium disturbance):
1. general economic (economic policy of the state government, cyclical phase, GNP production level, payment crisis presence, etc.);
2. social (social programmes acceptance and the degree of their realization, methods and sources of their financing);
3. financial and credit (taking the measures intended on money circulation stabilization, monetary accommodation, etc.).
There are a lot of reasons of the inflation which could be noted in many countries. However the combination of various factors of this process depends on the concrete economic conditions. All the reasons of the inflation are linked to each other and each of them can lead as to the growth as to the fall of demand and offer misbalancing them. The significance of the inflation sources is important for the concrete control measures development.
In order to study the mechanism of inflation it is necessary to look through its two types:
Demand inflation under which the supply-and-demand equilibrium is broken from the demand side.
Proposal inflation (cost-push inflation) when the supply-and-demand misbalance occurs as a result of the production costs growth.
However in practice it is difficult to distinguish the one type from another: usually they are in close coordination, thus for example the wage hike can look as demand inflation and as proposal inflation.
Demand inflation. The essence of the demand inflation could be explained by the phrase: “a too much quantity of money hunts for a too little quantity of goods”. The main reasons of this type of demand inflation are:
· the increase of demand from the side of population the factors of which are the wage and employment growths;
· the increase of investments and demand on capital goods under the economic recovery;
· the increase of government expenditures (military and social procurement).
Proposal inflation means prices rise which was provoked by the production costs escalation in the conditions of manufacturing resources underexploitation. Sometimes it is also called as cost-push inflation. Recently the type of inflation when the prices grow under the composite demand fall is widely met in the world practice. The main reasons of the inflation are:
· salary increase;
· raw material and energy sources appreciation;
· monopoly and oligopolistic pricing practice;
· financial policy of the state.
Cost push on a commodity unit decreases input and product volume which the producers are ready to offer under the existing prices level. As a result the offer of goods and services decreases and the prices grow.
General price increase leads to decline in real income of the population. The unions demand to increase the nominal wages of the workpeople and the state policy of the inflation pecunial losses compensation generate a vicious circle: the price increase causes the requirement to increase in population earnings, the increase in income leads to the enterprises increase of costs on salaries (proposal inflation) and/or to the purchasing power recovery (demand inflation).
Types of inflation. Under the usage of different basis for classification several types of inflation could be derived.
By nature (form of appearance) of the inflation process:
Open inflation is an unconfined, free and constant price rise. It is indicative for the countries of market economy where the interaction of supply and demand promotes an open and unlimited growth of prices. Though the open inflation distorts the market processes but nevertheless it keeps the role of prices to serve as signals indicating to the producers and suppliers the spheres of profitable capital investment.
Hidden or suppressed inflation is when the state makes a strict control over the prices in the conditions of commodity shortage. Whereby the loss of product quality without its price decrease is allowed, the prices of so-called new products are drove up. Simultaneously the prices on black market grow. In this case a monetary depreciation is expressed in deficits and queues.
Inflation shock is a one-time price explosion which can give a push for the open accelerated prices level rise.
By the sphere of distribution:
Local inflation when the increase of prices happens in the borders of one country.
Global inflation covers the group of countries or the whole world economy.
By speed of price increase (growth):
Creeping or moderate inflation when the prices grow gradually but steadily under the moderate speed (on about 10% a year). The value of money remains unchanged, no risk to conclude the agreements in nominal prices. In the industrialised countries it is considered as an element of normal functioning of the economics which doesn’t cause a special trouble.
Galloping inflation is featured by the rapid price increase (from 10 to 100-200% a year). Such speed can cause heavy economic and social consequences (drop in production, closure of many enterprises, fall of population living standards, etc.), contracts are linked to the growth of prices, money are quickly materialized.
Hyperinflation is a catastrophic price rise (from 500 to 1000% and more a year). The world record became a hyperinflation in Hungary (August 1945 – July 1946) when the prices monthly grew in average almost in 20 times. The hyperinflation causes a crash of monetary system. Money stops performing its functions adequately, the biggest enterprises become unprofitable and loss-making. Such type of inflation shuts down an economic mechanism because the effect of flight from money for purposes of its conversion into the goods spurts. The economic relations are ruined, the barter exchange returns.
By the stage of price increase equation:
Balanced inflation under which the prices of different groups of goods stay unchanged relative to each other. In this case consequently to the annual price increase grows a percentage rate what is equal to the economic situation with stable prices.
Unbalanced inflation when the prices of different goods constantly change relatively to each other moreover in different proportions. The industry cannot develop in such conditions, the industrial development seems impossible. Only the short speculative intermediation transactions are possible.
By the inflationary expectation rate:
Anticipated inflation which could be forecasted on some period or “planned” by state.
Unanticipated inflation which is featured by a sudden jump in prices what has a negative impact on a money circulation and tax system. If in the economics there were already some inflation expectations thus the sudden jump in prices can cause the following inflation expectations which will boost the price increase. However if the sudden jump in prices happens in the economics where the inflation expectations still didn’t gain ground the population behavior and its reaction on the price increase could be different: the consumers will save more and represent less money on a market in the form of purchasing power. As a result the economy again returns to the condition of equilibrium. Such phenomenon is called “Pigou effect” (real balance effect) however it works only in the conditions of flexible prices and interest rates and also the inflation expectations absence.
The inflation consequences. On practice there are three main variants of the inflation consequences for the economic entities:
· positive (what meens an income surplus);
· zero (neutral);
· negative (unprofitable).
Positive variant. The inflation brings income to the state (seigniorage – a levy for the right on money issue). When the government cannot dare to increase the direct taxes for its costs financing it organizes a new money issue through the central bank. In such a way the budget deficit is covered. However the seigniorage decreases the cost of old money which is on the population hands. It is obvious that in this case the real incomes of the population fall on an inflation tax rate.
The money cycle velocity increase has a positive impact on the commercial banks because the participants aim to spend quickly the increased money stock.
The various industrial and trade monopolies will gain a big profit from a price increase by means of an artificial deficit creation decreasing the sale of fast-moving goods and saving them in the warehouses. As a result an additional demand appears which affects the goods price increase.
Zero variant. The neutral consequences of the inflation processes are quite rare phenomenon when the losses from the price increase are fully covered by the income increase. Such cases happen when in separate enterprises or in national scale “an automatic indexing” of money incomes is held.
Negative variant. The losses of cash money kept at home determined by the additional money quantity which could be got under the saving on a bank account (at a definite interest). Nevertheless quite often the nominal interest rate by the bank deposit is lower the inflation level thus even placing cash money on a deposit doesn’t fully guarantee them a protection from inflation losses. Their volume is equal to difference between the inflation level and the bank’s interest rate.
The inflation growth is connected to price increase in the shops, cafes, of transport tariffs, etc.
The losses of the wrong inflation expectations appear when people doesn’t forecast the price increase or determine wrong the inflation move.
In whole though the inflation as many other economic phenomena couldn’t be estimated definitely it shouldn’t be considered as an absolute evil because it could be an instrument of economic growth stimulation producing recovery of conjuncture, increase of prices and income norms.
That's exactly why the creeping inflation is considered as an attribute of modern economic development having most positive than negative consequences.
At the same time it is necessary to remember that the inflation going out of control is fraught with extremely negative social and economic consequences. The galloping and moreover hyperinflation lead to the reproduction process abnormality and heavy social disruption. Besides the inflation can affect negatively the international economic (especially foreign currencies) relations.
The modern inflation has a raw of peculiarities. If before the inflation covered the economy of one or several countries but nowadays the price increase has not a local but a common world character.
In different countries the inflation develops differently, irregularly, discontinuously. The inflation development velocity is determined by the internal factors the action of which could be multiplied or slackened according to one or another phase of cycle and the stage of government intervention into the economy regulation.
The modern inflation has not an episodic but a constant, chronic character. In separate countries in past the periods of inflation interchanged with the periods of relative stability of money circulation. But nowadays the prices grow on all phases of industrial cycle and don’t decrease somehow significantly even in the periods of economic crises.
Anti-inflationary policy. First of all it is necessary to make a best definite diagnosis as it possible in what kind of inflation and crisis are we in. Whereupon we can define the way out of current situation alternatives.
The government of each state which faced with crisis should lead an anti-inflationary policy. The methods of struggle with inflation could be direct and indirect. To the indirect methods could be referred:
1. the total money regulation via the controlling or by the central bank;
2. the commercial banks’ loan and clearinghouse processes regulation via the central bank controlling;
3. the commercial banks’ obligatory reserves, the central bank operations on the paper holdings open market.
The direct methods of the purchasing power regulation of a monetary unit, i.e. the anti-inflation fight which includes the state regulation of:
1. credits and thus monetary stock;
2. prices;
3. salaries (under the agreement with labour organizations);
4. external trade of capital and foreign exchange rate flow.
To run down the inflation rate means to minimize the difference between the monetary and commodity weight in economy. For this purpose all the methods which lead the economy to stability suite. The following are the initial methods:
1.
The provision of country with food. This is the first condition of any reformatory efforts. In order to get the food provision going the state should provide financial assistance to the agricultural enterprises of all the forms of ownership. Either to establish the state purchasing prices and prices of the consumed resources by the agricultural sector on the level which provides a profitable work of commodity producers and to create the system of the industrial products contract trade in exchange for agricultural production.
2.
The reconstruction of ruined agricultural investment field without which the economy functioning becomes impossible. For these purposes first of all it is necessary to restore on the enterprises’ bank accounts by means of indexing the lost because of a sharp price increase and tenge devaluation depreciation amount and native circulating monetary means.
3.
The establishment of the supply distributive relations between the enterprises. The enterprises’ economic relations in the market regime are the most effective basically through the system of large gross merchants syndicates. These structures can function in the limits of separate regions in the state and interstate scale.
4. For the duration of crisis it is necessary to centralize the bank system of Kazakhstan including the obligatory performance by the commercial and investment banks of the central bank directions according to priority and privilege of the regions, fields, enterprises crediting and the document flow normative period observance.
5. In order to stabilize a consumer market it is useful to generate a system of small business development stimulation in the field of production and services. To introduce the state credits for the production premises renting and equipment loan leasing credit (with the following purchase option) and also an obligatory insurance of the small enterprises for the first 3-5 years of activity when a ruin probability is especially actual.
6.
During the crisis period it is necessary either to conduct a rational state policy of the internal market security and strict control of the private export activity. All the export operations should be performed through some big firms and syndicates which are controlled by the state and perform the export operations on the commission taxes.
In 50-60s of the last century the inflation went gradually in most of the countries. But in 70s became to get out of control transforming into “the society enemy number one”. The most acute the inflation became in the second half of 70s. Thus the average annual rate of retail prices growth in USA in 1956-1965 constituted 1.7%; in 1966-1974 – 5.1%; in 1975-1980 – 9.3%.
In the same time periods in England: – 3.1; 7.1 and 15.8%; in Italy – 3.4; 6.0 and 17.9%; in France – 5.5; 9.19 and 9%. In the end of 80s the rate of price increases fell and constituted about 4% a year what corresponds to the model of moderate inflation. It could be explained by the raw of reasons among which are the fall of free market price for petroleum, the price-related competition strengthening mainly in the international scale, the development of labour productivity, the wage restraint.
The inflation exercises a significant influence over the economy and the consequences of this influence are difficult and various.
If its small rates promote the price increase and the input norms being in such a way the factor of temporary improvement in the economic conditions but due to its development the inflation transfers into the great obstacle and aggravates the economic and social strain in the society.
The galloping inflation (without mentioning a hyperinflation) disorganizes economy, has a serious negative impact even on monopolies and complicates an economic policy adopting. The irregular price increase strengthens an imbalance between the economic fields, disarranges the consumer demand structure and aggravates the goods realization problem on an internal market.
Such inflation activates flight from money to the goods transforming this process into the burst-type, aggravates a goods famine, breaks the motives to save money, breaks the money and credit system functioning. Besides the household savings devalue, the banks and institutions granting credits suffer losses.
1.4.6. The peculiarities of inflation processes in Kazakhstan.
The anti-inflationary policy
In the economics of Kazakhstan the year 2004 was characterized by essential inflationary background retention and in separate fields the price changes were highest for the last years. In whole for 2004 the inflation in annual terms (December 2004 to December 2003) stood on the level of 6.7% decreasing a little in comparison with 2003 (6.8%). Food commodities became more expensive on 7.4% (in 2003 – on 7.1%) and non-food products – on 6.2% (6.9%), charged services – on 5.9% (5.9%). The annual average inflation constituted 6.9% (in 2003 – 6.4%).
The salaries, wages and incomes of the population in real terms in 2004 grew on 13.9 and 13.2% accordingly. Under the exclusion of petroleum participation from the GDP and salaries increase an excess comes out to be bigger.
In 2004 a great expansion of money supply had a significant impact on the inflation. An increase of monetary aggregates was provided by a high rate of domestic economy growth and a bright external environment for a foreign capital inflow in Kazakhstan. A monetary base in 2004 increased on 82.3%, monetary stock – on 68,2%, cash in circulation – on 59.0%.
As known from January 1, 2004 the purpose of the National Bank is maintenance of stable prices. Accordingly the National Bank under the monetary policy adopting took all the required measures in order to avoid prices overgrowth irrespective of whether factors influence on dynamics of inflation (monetary or nonmonetary).
In 2006 the inflation level constituted 108.6% and in 2007 (first of all because of the world crisis on the financial markets) the inflation jumped to 118.7%.
The high level of inflation in 2007 was conditioned mainly by the exogenous factors: the world financial crisis, food and energy crises.
The high credit rating of the country opened an access for the commercial banks to the international financial markets thanks to which the credit resources for entrepreneurs and population in 2006-2007 became quite available.
It led to a surge of inflation in the country.
The increase of prices for hydrocarbons, motor fuel, grain and food products also made a contribution to this process.
In October 2007 the Government, the National Bank and the Committee for the Regulation and Supervision of the Financial Market and Financial Organizations (further the Financial Supervision Committee ) assumed the raw of high priority measures in order to mitigate the negative consequences of instability on the international financial and food markets. From Autumn 2007 the state budget allocated about 550 billion tenge.
Within the implemented measures which were intended for the national economy support the events and actions were developed which constituted the basis of the following documents:
1. The Decree of the Government of the Republic of Kazakhstan dated form March 10, 2009 №275 “About the Anti-recessionary Council establishment”.
2. The Decree of the Government of the Republic of Kazakhstan dated form January 13, 2009 №6 “About the plan of measures endorsement for the realization of Joint Operating Plan of the Government of the Republic of Kazakhstan, the National Bank of the Republic of Kazakhstan and the Сommittee for the control and supervision of financial market and financial organizations of the national bank of Republic of Kazakhstan for the economy and financial system stabilization for 2009-2010”.
3. The Decree of the Government of the Republic of Kazakhstan dated form November 25, 2008 №1085 “About the Joint Operating Plan of the Government of the Republic of Kazakhstan, the National Bank of the Republic of Kazakhstan and the Сommittee for the control and supervision of financial market and financial organizations of the national bank of Republic of Kazakhstan for the economy and financial system stabilization for 2009-2010” (further – Plan).
4. The Decree of the Government of the Republic of Kazakhstan dated form March 10, 2009 №274 “About the plan of measures endorsement for the realization of operating plan of the Government of the Republic of Kazakhstan for 2009 in order to realize the message of the head of state to the people of Kazakhstan dated from March 6, 2009 “Through the crisis to renovation and development” (Road map)”, etc.
In order to provide with housing the citizens who invested their own or loan proceeds in a shared construction the tenant builders were supplied with 184.7 billion tenge through the second-tier banks. In order to supply the business activity of small and medium businesses the financing of their projects in amount of about 155 billion tenge were provided.
For the agroindustrial complex development and the food supply security provision 135 billion tenge were allocated.
From the beginning of 2008 the Government, the National Bank and the Financial Supervision Committee enforced the economy situation monitoring on external and internal markets and provided the set of measures.
The law of RK was developed and adopted “About the introduction of amendments and additions to some legal acts of the Republic of Kazakhstan regarding the financial system stability” (further Law) by which the measures of administrative and criminal responsibility for the intentional drive into bankruptcy of the financial organizations were stiffen.
The government has a right of purchasing and mandatory buyout of the bank shares getting thus the required market instruments for the interference in the activity of the financial organizations which violate the set prudential regulations. In their turn the banks have a right of the issued bonds prior redemption and the shares of distressed assets establishing fund purchase.
In order to keep confidence in banks the Law provided the increase of a guarantee repayment sum of the private deposits from the foreseen before 700 thousand to 1 million tenge and in 2012 (within three years) – to 5 million tenge.
From November 18, 2008 the minimum reserve requirements were decreased under the internal liabilities from 5 to 2% and under the other liabilities – from 7 to 3%. It allows to banks to increase their resource base in amount of about 350 billion tenge.
The Central Government Budget deficit in 2010 is planned in amount of 3.4-3.5% to GDP and in 2011 will be decreased already to 2.4% to GDP. The triennial Central Government Budget in current conditions becomes a key instrument of economic activity supporting. The composite demand and business activity will be provided by means of retention of high level budget expenses which are marshaled first of all on financing of higher priority infrastructural and industrial projects, agricultural development providing the domestic products demand and employment in economy and also on a human capital development.
In whole for the period of 2009-2011 the investment from the state budget will grow on more than 1.5 trillion tenge.
Kazakhstan enters the period of the global economy contraction with a strong margin of gold and foreign exchange reserves and national fund. Their overall volume in November 1, 2008 constituted 47 billion US dollars.
For the financial provision of the Plan the means of the National Fund will be used in amount of 10 billion US dollars (1 200 billion tenge) which will be intended for:
1. the financial sector stabilization – 4 billion US dollars (480 billion tenge);
2. the housing sector development – 3 billion US dollars (360 billion tenge);
3. the small and medium businesses supporting – 1 billion US dollars (120 billion tenge);
4. the agroindustrial complex development – 1 billion US dollars (120 billion tenge);
5. the realization of innovational, industrial and infrastructural projects – 1 billion US dollars (120 billion tenge).
The Government, the National Bank, the Financial Supervision Committee , the Samruk-Kazyna Sovereign Wealth Fund (further – the Fund Samruk-Kazyna) and the National Holding Company KazAgro (further – the Holding KazAgro) provide constant monitoring and controling of the appropriate and effective expenditures.
The main operator of the Plan realization from the government is the Fund Samruk-Kazyna. For this purpose the government additionally capitalized the Fund on 607.5 billion tenge.
The Fund Samruk-Kazyna and the Holding KazAgro will draw money from the National Fund by means of bonds issuance in amount of 4 billion US dollars and 1 billion US dollars accordingly. For this purpose the investment policy of the National Fund will undergo changes.
The government takes measures in order to save the real inputs of the population and provides the realization of the head of state messages of social payments, pensions and wages of public sector worker increase in 2010 on 25%. The volume of pension payments will grow to 2011 to 50% from the volume of minimum subsistence level. Annually the volume of state social payments and special state payments will rise on 9%. From 2010 the level of lump-sum allowance for the birth of fourth or more child will increase to 50 monthly calculation index and in 2.5 times to the level of 2007 – the Nursing benefit upon reaching by the child an age of one year.
In whole from the realization of stabilizing measures the economy of Kazakhstan additionally will get a state support in amount of 2 172 billion tenge, among them at the expense of:
· the National Fund means – 1 200 billion tenge;
· the National Bank measures – 350 billion tenge;
· the tax alleviation in the limits of the new tax code action – 500 billion tenge;
· the distressed assets fund establishment – 122 billion tenge.
1.4.7 The monetary reform of Kazakhstan of 1993:

its necessity and procedure of conduction.
Since the coins of turgeshes bearing the legend “tanga of the holy turgesh-hakhan” were implemented in the world trade 13-14 centuries passed already. These coins were minted by Turkic sovereigns on the middle Syr-Darya in the Otrar oasis and Semirechye and were discovered not only in the Central Asia but in the East Europe, Baltics and Scandinavian either. The high-grade silver coins (the silver content there reached 80%) from the Central Asia were quoted as the world money and according to the modern comprehension were the freely convertible and hard currency.
Even when the content of silver decreased on a half (the alloy contained iron and copper) and they were only covered by gold and silver the coins of Turkic sovereigns were widely spread until the money of Russian Empire appearance in the XIXth century in this region.
In the beginning of 90s of the last century in the former USSR simultaneously with the process of economy liberalization the disintegration processes enhanced in the money and credit sphere. The first who implemented in 1992 their own national currencies were Baltic countries, Azerbaidzhan and the temporary monetary unit – Ukraine, Moldova and Belorussia. In May 1993 their example followed Kyrgyzstan. In July - August 1993 in Russia the monetary reform was implemented in the process of which the Soviet rubles were completely withdrawn from circulation and exchanged on the new Russian rubles.
The rest CIS countries which belonged to ruble zone didn’t receive the same terms of the old monetary units exchange onto the Russian rubles of new tenor as Russia had. The monetary system division of Russia and other CIS republics happened which used ruble as a payment mean in an internal money circulation.
The political and economical course of Kazakhstan from the beginning of the reform was intended on to the integration of the Commonwealth of Independent States economies. Our republic was an initiator of the ruble zone foundation of new type; the proper agreements were signed including the agreement from September 27, 1993 with the Russian Federation about the monetary systems union. Moreover it was ratified by the Supreme Soviet of the Republic of Kazakhstan. However notwithstanding the forces of President and the government of our country the offers of Kazakhstan which were intended on the introduction of the Russian banknotes of 1993 tenor in the republic and of the new ruble zone foundation were not supported by the government of Russia.
The Russian terms of the new ruble zone entry found to be unacceptable for Kazakhstan because infringed its root economic interests and required a definite limitation of the national sovereignty.
Meanwhile the uncontrolled release of old money in Kazakhstan happened which caused the inflation rate acceleration and fall of living standards of the population. The usage of the other state monetary unit (Russian ruble) in the quality of its own currency put a curb on a possibility of its own money and credit policy adopting and threatened with an aggravation of available problems with monetary cash.
In such a way the sequence of events get the republic to admit a necessity of its own national currency introduction.
Before the tenge introduction a comprehensive procedure of preparation had precedence which included not only the design of national currency development but either the foreign countries’ and CIS’ experience study of the own currency introduction and monetary reforms implementing. To the moment of tenge introduction in difficult circumstances the National Bank of Kazakhstan could create a definite gold value stock. The required stock of new notes was created either which were issued in short term in Great Britain because of absence of its own banknote factory under the auspices of the firm “Harrison and sons”.
A manufacturing order of 6 nominals of paper tiyns was performed on the factory of paper holdings in Alamty. The paper tiyns were issued in due time and to the moment of introduction were present in all the areas of the republic.
Tenge got subsistence right and on November 15, 1993 was successfully introduced. In the period from November 15 till 18 a parallel circulation was allowed of the national currency together with Russian banknotes. And from November 18, 1993 the national currency became the only legal payment mean on the territory of the Republic of Kazakhstan.
From the beginning of the national currency introduction all the assets and liabilities of banks and all the business entities were recalculated in tenge. The initial foreign exchange rate was set at 4.75 tenge for one US dollar. And each tenge was exchanged on 500 soviet rubles. The advised by the board of directors of the National Bank exchange rate was 1 to 1000. According to all the canons of the economic theory the money should be exchanged in this correlation. The exchange rate which was adopted by the State Commission had an adverse effect on the national currency prestige subsequently: for the first two years tenge fell intensively. Nevertheless from that time tenge became the main instrument of our economy and the basis of the state monetary system.
The introduction of national money became the beginning of important work of the stability and convertibility provision of the national currency which the government and the National Bank began to perform in the difficult conditions of avalanchine falling-off of production and galloping inflation. Either the choice of floating exchange rate regime had a special meaning.
To the moment of tenge introduction in Kazakhstan a huge work was done in order to reform a bank sphere: a two-tier banking system functioned, all the specialized banks were reformed into the joint stock companies and the National Bank got the raw of functions of central bank.
The introduction of the own national currency raised beyond measure the role of the National Bank in monetary accommodation because only from that time the adoption of its own monetary policy and the foundation of the foreign exchange regulation mode became possible.
In order to achieve the stability of tenge the National Bank became to conduct a tight monetary and credit policy. The granting of credits for the budget deficit coverage and the target-oriented loans stopped. Simultaneously the functions of economy crediting were completely transferred to the second-tier banks.
Gradually the range of monetary policy instruments was widening. Besides the refinance rate, the introduction of norms of obligatory reserves and the intervention on the domestic foreign exchange market the National Bank became to issue its own paper holdings (short-term notes), to perform the operations on open market and grant credits “overnight”. As a result for the period of 5 years the inflation was decreased from 2165% of 1993 to 1.9% of 1998.
The efficiency of monetary policy adoption was reached thanks to the Law “About the National Bank of the Republic of Kazakhstan” (March 1995) according to which the National Bank became reporting to President and in the limits rendered by the legal acts assignments independent in its activity.
Became free from the political pressure the National Bank began a large-scale work of the effective banking system creation taking purchase on a control increase and the commercial banks reliability improvement for their transformation in future in one of the main channels of the internal fundraising of the long-term economy investment. As a result a quite transparent and stable banking system was created which was protected from the state bodies’ interference.
The national currency introduction gave to Kazakhstan first of all the freedom of reforms conduction. Our country was not linked to anybody and acted only according to legislation and in compliance with the economic and political situation. Of course for the beginning it was difficult. And the tenge introduction became one of the economy growth compounds in the state.
The comprehension questions
1. Give an essence of monetary system.
2. Who derived the law of money circulation?
3. Who counts today the monetary stock in the country?
4. Due to credit development and consequently growing money usage as a mean of payment the formula expressing the law of money circulation was developed, how it looked like?
5. List the money aggregates rated in Kazakhstan and their components.

6. List the methods of monetary reforms conduction.
section 6. Loan capital, INTEREST and credit
1.6.1. The economic essence of credit
Credit (from Latin сreditum – loan, debt) is one of the most difficult categories. The condition of its historical genesis became the social income inequality in the period of primitive communal system breakdown. However the environment creation which formed the character of credit as an objective necessity was caused by the commodity-money relations establishment and development.
The common economic reason of credit existence as any other value category is a commodity production. Exactly for credit its characteristic has a foundational significance of the returned refundable value movement. The credit relations do not appear in the production process, they only mediate this process in one form or another. The role of objective basis of credit functioning acts the value movement in the sphere of commodity exchange. Whereby the possibility of credit relations is directly linked to the exchange equivalence which was conditioned by the economic individualization of commodity producers as owners, juristically independent persons.
Together with the objective basis there are the specific reasons of the credit relations establishment and functioning.
In particular the consistency which creates the opportunity of credit functioning – the temporary release of money medium and appearance of their temporary necessity in the process of movement of the enterprises’ production funds. It is known that these funds in the each present moment exist simultaneously in monetary, production and commodity forms. The funds value movement presents a coherent and continuous transition from one functional form to another. This process is objectively irregular with an individual character of funds circulation and turnover on each enterprise because of the differences of the organizational and technical production characteristics and commodity realization.
The appearance of this irregularity is considered the formation of the money medium influx and reflux in the movement of as basic as circulating funds.
The scatter of basic funds circulation is conditioned by incompliance between the demand of gross lump-sum costs on their renovation and gradual character of their cost recovery in the process of amortization. As a result the enterprises can face as a temporary resources surplus accumulating in the production development funds and a demand for additional financial resources for the purposes of technical re-equipping and manufacturing building in case of their own savings insufficiency.
The movement irregularity of the enterprises’ circulating funds is caused by the actual requirement in circulating funds deviation from their standards determining the minimum of the enterprise’s own financial resources volume required for its normal activity. The demand of circulating funds depends on various factors specific for every enterprise: seasonality of production, character of output and consumed raw material, amount of working period, correlation between the time of production and the time of product circulation, their price level, etc.
The net working capital standard bears a unified average character. It is clear that the individuality of the enterprise’s circulating funds turnover objectively conditions incompliance between the demand of circulating funds and their actual availability on present period. Whereby the enterprise can face as the circulating funds temporary surplus and the additional financial resources attraction necessity.
Consequently while some functioning producers have temporary disposable capitals the other faces an additional demand of them. For example the manufacturer didn’t finish products yet for realization but in order to continue the production process he should additionally purchase the primary products, materials, to have money in order to pay a labor power or he still didn’t accumulated the depreciation charges and inputs in enough volume but considers the modernization and development of its enterprise imperative.
In such a manner in the process of industrial capital circulation an objective need of monetary capital redistribution between the separate enterprises appears which is performed in the form of credit and the contradiction between temporary funds sag and necessity of their effective usage solves.
So the peculiarities of individual funds circulation of business entities and their interrelation in the process of social reproduction create the possibility of credit relations appearance. For their realization the definite economic legal conditions are required.
First of all the credit transaction nature based on temporary borrowing of a piece of property conditions the necessity of material responsibility of its participants for undertook commitments performance. It means that the enterprises and organizations entering the credit relations should be the owners of their property; either the private persons could be loan debtors if they are legally capable and have stable guaranteed sources of input.
For the second the mandatory term of credit is a conjunction of economic interests of debtee and debtor. The debtee should be equally interested in a loan granting as a debtor – in its getting. Such conjunction couldn’t be reached automatically under the presence of free financial resources of one and their demand of another. The agreement of concrete loan parameters has a fundamental importance of its security, term of crediting, amount of interest, etc. and either the presence of alternative variants of financing and funds investment.
The market economy irrefrangible law – money should be in constant circulation and perform a continuous turnover. The temporary available cash assets should be placed on a loan capital market immediately, accumulated in lending and financial institutions and then floated effectively, placed in the spheres of economy where the demand of additional financial funds exists.
There are two similar in matter meanings – credit and loan. Let’s give them the economic definitions.
Credit is a provision of funds or commodities (works, services) on the terms of subsequent return of these funds or subsequent payment of rendered goods (works, services) in due time including interests payment for their usage.
In such a manner whatever is granted for credit – money or goods (works, services) – the supposed return should be in money terms exceptionally. This is one of the main peculiarities of credit as an economic category.
The economic category – credit is virtually a meaning reflecting the economic relations of the monetary means or commodities transfer to any person on concrete terms.
The source of money loans is a loan capital.
According to the economic theory the capital (i.e. the value which brings a surplus value) could be industrial, trade and loan.
The loan capital is a money capital which is provided by its owners for loan in favor of functioning entrepreneurs and bringing income in a form of loan interest. It was generated on the basis of industrial capital circulation but it represents a special separated from it independent form of capital which characterizes by a different from industrial and trade capitals circulation.
The peculiarities of loan capital:
1. It is a property capital. The real expression of this property is a loan debtor’s duty to return the received loan and pay interests in due time.
2. It is a kind of commodity. Its purchasing capacity is in capability to function in a quality of capital and bring revenue in the form of input. A part of input – interest or loan capital cost – is a payment of its capability unlike the cost of common commodities which represents cost in monetary terms.
3. The loan capital has a specific form of alienation. It differs from purchase and sale where the commodity transfers simultaneously from seller to buyer and money – from buyer to seller. Under the credit deal the loan capital transfers unilaterally: by providing the loan – from creditor to borrower, by its payment – from borrower to creditor with the interest payment.
4. The loan capital movement. The industrial capital takes three forms consequently – monetary, production and commodity making the following circle: M – C... P... C’ – M’. The trade capital takes two forms – commodity and monetary. The loan capital is constantly in monetary form because it is connected to the monetary capital loan granting and its return with interests (M – M’).
The loan capital and money. the loan capital exists in the form of money. However it is not money and differs from it by its quality and quantity. The qualitative difference is that money itself doesn’t bring any surplus value whatever function they perform. But the loan capital is the value which brings a surplus value in the form of loan interest. The difference of loan capital from money in quantitative relation is that an aggregation of capital granted for loan exceeds the quantity of circulating money. it is explained by two reasons: first of all one and the same monetary unit can function for several times as a loan capital. For example the entrepreneur A placed money on bank deposit in amount of 10 thousand dollars, the bank granted this money for loan to the entrepreneur B in order he could pay the goods which were purchased from the entrepreneur C and the last placed this money to bank account. As a result of only these two transactions the loan capital doubled against the quantity of cash money.
In this case the quantitative difference between cash money and loan capital stock is wholly determined by the money circulation rate in the functions of circulating and payment means. It depends in its turn on the stage of credit system development.
For the second the significant part of loan capital circulates and aggregates without the usage of cash money on the basis of credit operations.
1.6.2. Functions of credit
The credit market performs a macroeconomic function. In modern economy the monetary capital mainly aggregates in the form of monetary loan capital. Thus the monetary capital accumulation is important not only in itself as a detached process but first of all from the point of view of its influence on the whole reproduction run, i.e. in macroeconomic aspect.
The function of credit is not equivalent to its essence and reflects only some definite features. Applying to credit it means that its functions should correlate to credit relations in whole – touch upon the both its subjects in equal measure but not some of them separately. Besides the functions of credit should characterize the specific of essence exhibition in all its forms and kinds. From these positions usually the redistributive function of credit and the function of cash money substitution on credit transactions are distinguished.
The redistributive function of credit. Its purpose is that by means of credit at the expense of temporary available resources of some legal and private persons the temporary demands of funds of others are satisfied. In such a manner the peculiarity of credit redistribution is that it covers only temporary available resources. But under the commercial credits there is no preliminary release of resources but in this case the credit granting is possible only under the condition of creditor’s available financial resources presence and under their absence – the possibility of their borrowing under the return term.
Consequently anyway a secondary resources distribution occurs, i.e. the realization of redistributive credit function.
The distinctive feature of this credit function is that with its help not only monetary resources redistribute but commodity resources either. In the commodity form the commercial and leasing credits perform and partially supplying and international credits. The possibility of credit granting in commodity form significantly widens the limits of redistribution via the credit sphere.
The redistribution by means of credit bears mainly a productive character, i.e. the redistributed value is included into the loan debtor’s economic turnover. This peculiarity is conditioned by such significant credit feature as recoverability. In order to have a possibility to return the loaned resources in due time and with loan interest payment the borrower should use the received means efficiently, invest them into the reproduction process of value expansion.
In the quality of redistributive function of credit peculiarity the direct character of redistribution could be distinguished first of all. The credit deals in most cases are concluded without representatives, the creditor and borrower contact to each other directly. However a vicarious redistribution occurs either, in particular under the indirect bank crediting, the incorporated organisation form of credit relations, etc.
The redistributive credit function covers different aspects and levels of loaned value movement. Thus the redistribution can happen between the separate territories. In credit deal the business entities take participation notwithstanding their location. In connection with this the credit resources which were mobilized in one region, district could be used for credit granting in the other region, district. Here is the inter-territorial redistribution occurs.
If the credit resources form in the expense of temporary available financial funds of the one sphere enterprises and then are used for crediting of another spheres thus the interindustry redistribution takes place. In conditions when the bank credit is the basic form of credit the interindustry redistribution is the most featured for credit form. The commercial banks having the right of free choice of clients accumulate the temporary available means of enterprises notwithstanding their department participation and these means are impersonalized in a broad stock of bank credit resources.
The enterprises of a definite sphere crediting is made at the expense of such impersonalized means, whereby the amount of credit resources mobilized in this sphere and the amount of its credit investments do not coincide as a rule.
Meanwhile the credit relations can be the base for intraindustry redistribution either. In such a manner if bank specializes on serving of the enterprises in one sphere (sectoral bank) thus the redistributed by it resources will move only within this sphere. The redistribution bears an intraindustry character in cases when credits which were received by the sectoral associations are distributed on the basis of recoverability between their structural units which do not have the status of legal entities.
The function of cash money substitution on credit transactions is connected with the feature of monetary circulation modern organization, its functioning mainly in cashless form. It is known that the main part of settlements and credit granting are performed through the banks. Placing and keeping money in bank the client thereby enters into the credit relations with it and in such a manner creates the conditions for the circulating cash money exchange onto the credit transactions in the form of records on bank accounts.
The function of substitution represents an exchange of real money on credit means of circulation and credit transactions.
The question about the credit functions is the most discussible in the theory of credit. The disputes regarding the quantity and content of functions are conditioned not only by the differences in credit essence rendering but either by the unity absence of methodological approaches to their analysis definition. The most often the functions of credit are identified with the functions of banks. Either the functions distinguishing is spread on the basis of separate forms of credit relations.
The result of the united methodological basis of analysis absence is the appearance of a large quantity of functions distinguished by different economists. Among them are the following most often met functions: the commodity circulation serving; the circulation cost saving; the acceleration of scientific-technological progress, etc.
The commodity circulation serving. Such types of credit money as bill, cheque, credit card which provide the exchange of cash settlements on cashless transactions facilitate and accelerate the mechanism of economic relations on domestic and international markets. The most active role in this target solution plays commercial credit as a required element of modern commodity exchange relations.
The circulation cost saving. In the process of enterprise functioning a time gap between the monetary means receipt and spending appears. Whereby not only a surplus but a lack of financial resources can arise. That's exactly why the loans got a wide distribution which gave a possibility to compensate a temporary lack of the own circulation means which are used by almost all the categories of borrowers and which provide a sufficient acceleration of capital turnover and consequently the economy of total circulation costs.
The acceleration of capital concentration. The process of capital concentration is a sufficient condition of stable economy development and a top target of any business entity. The real support of this exercise solution the loan proceeds give which allow widening the scales of production sufficiently and providing an additional input stock.
The acceleration of scientific and technological progress. Best of all this role of credit is displayed in crediting of the scientific and technological organizations activity which is featured by the bigger against the other spheres time gap between the initial capital investment and the realization of ready goods. That’s why the common functioning of the most scientific centers is impossible without usage of credit money.
1.6.3. The essence and kinds of interest
The loan interest is a payment of borrower in favor of creditor for the usage of loan means. It is determined by the size of loan, its term and interest rate level.
It has several-hundred-history-old. Two milleniums B.C. already the range of natural loan types were known the interests of which were paid in kind – by means of cattle, grain, etc. the monetary loans are accompanied by the monetary form of interest. In the market economy the interests payment is a part of input transfer (revenue) by a borrower to its creditor. The creditor demands a loan payment because he gives a part of its capital (property) and looses a possibility to get its own revenue within the time of credit deal.
Let’s study this essence from the points of view of Carl Marx’s and John M. Keynes’s theories. Marx considered that the source of interest is a surplus value. The interest reflects the relations between the creditors and borrowers. The procent is a modified form of surplus value, a part of input generated by workers in the sphere of material production. The significant meaning Keynes gave to a loan interest and its norm. Considering money as the most liquid property Keynes explained the loan interest collection by the fact that money owners are not intended “to part from liquidity” and for this temporary “parting from liquidity” they should be awarded by an interest getting. In such a manner according to the theory of Keynes “the norm of interest is an award for the liquidity parting for a time period”. The size of this interest from his point of view is determined by two factors: 1) the quantity of money and 2) the degree of “liquidity preference” of the money owners. According to the words of Keynes “the quantity of money is one more factor which in connection with liquidity preference determines an actual norm of interest under the present circumstances”.
Under the credit relations examination about the interests payment it is important to understand the differences in the process of value movement. If the credit in its concluding stage is a value return thus the interest is a capital movement which is linked to the loan. The advanced capital should be not only kept in a movement but grow, increase in its size. When the bank gives a production enterprise a loan the funds movement in expanded form could be imagined as M – M – C – M1 – M2.
The first part M – M means that the bank granted a loan; M – C means that the enterprise spent it on the commodities production; C – M1 means that the enterprise realized the produced commodities; and M1 – M2 means that the enterprise returned the loan and paid an interest. That is why for creditor the movement of his loan resources eventually could be represented as M – M1.
From the represented scheme of a loan capital movement it appears that the final M2 is bigger then the initial advanced on a sum of interest. Consequently the interest should be considered as an element of credit relations.
There is a tight connection between the loan interest and revenue. It is determined in the fact that both categories represent a definite part of the created again value. However if the revenue (input) which stays disposable with the enterprise-borrower is further used as a source of the enterprise’s needs satisfaction thus the loan interest as a revenue of the bank-creditor covers first of all the bank’s expenses. The remain part is used for budget payments in the form of taxes, payment of dividends and contributions to the bank’s funds. A part of created again value transferred to creditor serves as a definite payment to borrower for the loan usage and for the possibility of the demand of monetary means satisfaction.
Thus the interest plays role of an equivalent of credit use value. Appearing as an economic relation which occurs on the basis of credit the loan interest represents a some kind of loan value guaranteeing a rational usage of a loan cost and the stock of credit resources saving. The loan interest performs the functions of stimulation and guaranteeing of loan cost saving, i.e. the full funds return to the creditor.
The stimulating influence of a loan interest first of all should be considered as affection on the loan proceeds functioning in the economic organizations circulation. This function is intended on an efficient usage of a loan cost. From the position of creditor the stimulating function of a loan interest allows him to receive maximum revenue in the conditions of market competitiveness.
Under the interest examination in the function of a loan cost security guarantee and the losses avoidance (risks availability!) it is necessary to consider many factors and first of all the term of credit, its size, the availability of loan provision and the possibility of timely liabilities execution to creditors.
Under the long terms of credit the loan interest could be higher. The fact is that the loan term increase is connected to the growth of its redemption risks because of the changes of an external economic environment and a financial condition of a borrower and either because of the risks of missed profit under the interest rates fluctuation on a credit resources market. That is why usually the longer term of a loan the bigger a loan interest.
The dependence of interest level from the loan size is connected to the fact that under the bigger sums of loans the risk estimated by the creditors losses because of the borrower’s indigency increases (the possibility of a simultaneous bankruptcy of several borrowers is significantly lesser than the possibility of the one borrower bankruptcy). In such a manner under the similar size of granted loans the risk of creditor is lesser in the case of the loans placement to several clients. At the same time the small loans servicing leads to a relatively higher bank’s expenses and usually is unprofitable. The loans insufficiently supported by a property pawning or an undertaking by guarantor (third person) more expensive in comparison to the supported credits. The loans granted for the borrower’s financial embarrassment elimination, investment credits for capital expenditures, etc have a higher risk. These circumstances are also considered in an interest rate.
The creditors determining the price of their product – credit of course consider such factor as inflation. It increases the creditor’s risk, that’s why in the conditions of inflation the loan interest rate grows.
If consider on a macrolevel the factors which influence on an interest policy thus they eventually come down to a demand and supply correlation for the monetary good, to the regulating role of the state central bank which tries to establish the limits of interest rate for the commercial banks in compliance with the economic situation.
To classify the types of loan interest is possible by various features: forms of credit, types of credit relations, terms and types of loans, types of transactions, and means of assessments.
The different loan interest is used under the commercial, bank and purchasing credits in compliance with loan institutions a discount rate of the central bank, bank interest, collateral loans interest are applied.
The credit value depends on the type of loan – short or long-term and also on the state bonds terms.
The loan interest in the relations between a payer and receiver represents as an interest rate. There are the following types of interest rates:
· Fixed which stay unchanged within the whole term of a loan usage;
· Floating which could be changed within the whole term of credit and deposit agreement validity depending on a monetary market condition, forming demand and supply on credit resources and either on the conditions of economy and borrower’s finances.
According to the method of interest charging they are devided onto the simple and complicated.
The method of simple interests charge. Simple interests are the interests charged on the sum of loan indebtedness. For their charging the following formula is used:
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where Sp is the sum of interests (revenue);

I is an annual interest rate;
t is a number of days of interest charge;
K is a number of days in a calendar year (365 or 366);

P is a loan original amount (of contribution).
The method of complicated interests charge. The complicated interests are the interests which are charged not only on the sum of loan indebtedness (credit) but also on the sum of revenues from the charged interests. For the interest payments charge under the credits and deposits the following formula is used:
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where I is an annual interest rate;
j is a number of calendar days in the period according to the results of which the bank performs a capitalization of the charged interests;

K is a number of days in a calendar year (365 or 366);

P is a loan original amount (of contribution).
n is a number of transactions of the charged interests capitalization operations within the whole term;

Sp is the sum of interests (revenue).
Under the interests usage in Kazakhstan the number of days and months is conditionally taken as 30 and the number of days in a year – З60. In a month which has 31 days the 31st date is not considered but in February the rest for the last dates repeats as much as doesn’t sufficient to 30.
The necessity of compound computation of interest could be caused by different reasons. For the National Bank it was important to exclude the efficient revenue getting by the second-tier banks under the auction credits refinancing which are granted under the one interest rate but for different terms. For this purpose the National Bank before the interest charges introduction according to the method of complicated interests was forced to set several official various discount rates of credits for 1, 3 and 9 months. With a transfer to the complicated interests a single discount rate has been set.
The loan interest size is based on credit resources value and margin, i.e additional charges required for the loan institutions revenue formation. Whereby the interest size depends not on the additional resources market value but on a real. The differences between the market and real values of resources are explained by the fact that the commercial banks have a norm of mandatory reserves and the special interests attributing methods are used and also by the actual taxation system peculiarities.
An interest margin in a concrete bank should cover the bank expenses and provide a relevant income. Whereby the inflation impact and bank risks are considered.
The loan institutions apply an interest of passive and active transactions. The passive transactions are the clients’ sources attraction on bank accounts. The banks pay a relevant interests to these transactions.
According to active transactions the banks collect interests for granted loans. Of course the sum of interests received by the loan institutions is more than the sum of interests paid by them according to passive operations. The difference represents an income of the loan institutions by means of which their expenses are covered and revenue created.
The loan charge rate could be set on the whole period of crediting or in floating form (the foreign banks call it “roll-over”). The floating loan value changes according to the rates fluctuation on the loan capitals market.
An important factor which determines the cost of attracted and placed on a loan market resources is an interest-rate policy of the National Bank of RK. Under its adoption the National Bank tries to solve the contradictory tasks: from one hand to create the conditions for the full-value market in a loan sphere, from the other – to avoid a crisis fall of production because of the loan resources lack on enterprises which are not able to adapt for the market conditions.
It should be noted that the market doesn’t like the steady fixed interest rates which were applied everywhere till 1991. Thus in 1991 the former State Bank used a little level of rates in the limits of 3-8%. Consequently the new created commercial banks set the higher interest on the demand and supply basis but usually not higher 25% per annum.
For example the average bank rates in 1991 were on the level of 17.2% and according to the deposits – in the limits of 9%. From 1992 the NB RK abstained from the direct restrictions (excluding the loan resources refinancing) and in the conditions of “shocking therapy” a sharp price rise occured. For 1992 the general interest level increased in 3.8 times, to the end of 1993 the loan interests exceeded 240. To March of 1994 the interest rates of the National Bank grew to 300 and then fell in the end of the year to 230, further they began to decrease smoothly and to the end of 2004 reached 7%.
The fluctuation of interest rates’ level is a natural phenomenon, however here the loan capitals market development should be considered. The loan interest is also applied for the regulation of loan relations with commercial banks. It is supposed that the credit tightening will limit the opportunities of the resources attraction and will force the borrowers to solve their financial problems by means of production efficiency development and reduction of production cost. However this measure doesn’t show any required impact.
Nevertheless the trend of discount rates in 1992-1995 didn’t allow making it positive, i.e. it doesn’t fall below the inflation level. If the inflation rate for a year exceeds an annual interest rate for the loan thus for creditor there is no use to grant loans for long terms because they return in the form of depreciated money. But nevertheless in 1992-1994 the banks abstained from the interest rate elevation to the positive value fearing the cost-push inflation expansion. If an interest rate was set on the level of the inflation average rate in 1993 – 1 000% thus the prime cost (value) of the enterpises’ products would grow as much as to cause the more fall of production.
The commercial banks intend to show flexibility in the interest-rate policy applying the different mechanisms of interests charge taking into account the concrete conditions of loan operation. They consider a conjuncture on a loan capitals market in particular under the deposits organization of entities and persons. The interest size usually set according to the deposit amount, term on which it is placed and also according to the term within which a depositor would likes to get payment for the granted to bank loan resources.
The loan interest as an economic category performs two functions: a) redistribution of the enterprises’ part of income or private persons’ sector revenue; b) production regulation by means of rational loan capitals distribution between the enterprises and fields. The interest is a moving motive of the available monetary capitals and incomes transformation into the loan capital and an important though not single motive of credits distribution in the fields and enterprises, sometimes it serves as a mean of risk insurance from money devaluation.
1.6.4. The origin of loan resources forming
The resources of commercial banks represent the whole complex of their own and attracted funds used for active operations performing.
To credit resources of commercial banks considered:
· the own bank resources;
· the attracted resources.
A special form of bank resources represent own bank resources (means). The own means having a definite legal basis and functional definition is a financial base of bank development which allows to perform the compensatory payments in favor of depositors and creditors in case of loss occurrence and banks bankruptcy; to support the volume and types of operations according to the bank’s targets.
In a composition of own bank resources the following are distinguished:
· authorised;
· reserve;
· special-purpose funds;
· reserves of securities, loans, etc.;
· other special funds;
· undistributed within a year profit.
The basic element of the own bank means is a authorised fund.
The authorised fund (capital) of bank is fully formed by the expense of its participants’ investment (entities and persons) and serves as their liabilities cover. It creates an economic basis of existence and is a mandatory condition of the bank foundation as a legal entity. The size of authorised fund and the order of its formation are determined by the bank’s statute. The sum of authorized capital is not limited legislatively but in order to provide its stability the National Bank set a minimum size.
The reserve fund. Its size is set by the percentage to the authorized fund (in amount not less than 15%). The source of its formation is the deductions from profit, it is intended for coverage of possible bank losses under the conducted by it transactions and for its functioning stability provision. The reserve fund existence is a mandatory liability for all the banks legislated in the Laws “About the joint stock companies” and “About the banks and bank activity”.
The special-purpose funds are formed as a result of net income distribution disposable for bank and reflect the process of net income usage for the definite purposes.
The reserves of securities, loans and other assets are created for the purpose of risks coverage under the separate bank operations and in such a manner the banks stability provision by means of their losses redemption in the expense of accumulated reserves. The size of these reserves shows from one side a quality of bank assets structure and from the other – bank’s factor of safety especially in regard to reserve funds accumulated from net income (for example the first group loan loss provision).
The banks form the other special funds either by means of amortization charges: asset depreciation, low-value and short-lived items depreciation and also the funds of economic stimulation created from income. To the special bank funds are considered either the means got from the revaluation of fixed assets conducted by the decisions of government; funds through stock sales of the bank to their first owners above the notional value, etc.
The undistributed profit is an income of commercial bank clear from all the payments and contributions.
The basic part of the banks’ resources constitute the attracted resources (means) which cover from 80 to 90% of all the monetary means demand for the active bank operations performance. The maximum size of attracted means depends on the bank’s own capital. In different countries the various correlation normative standards between the own capital and attracted means exist. These standards fluctuate from 1:10 to 1:100. For example in Switzerland this correlation is 1:12 and in Japan – 1:83.
In the countries with developed market relations the share of own means in the composition of resources is determined in 15-20% what allows providing the enough bank’s stability and steadiness. The own capital of Kazakhstani banks constitutes not more than 10%. The structure of banks’ resources in regard to some separate commercial banks is various what is explained by their individual peculiarities.
The main share of credit resources the commercial banks form by means of passive operations, attracted means. Their essence consists of different types of investment attraction, getting credits from other banks, the own paper holdings emission and also conduction of other operations as a result of which the bank resources grow.
All the attracted resources by their accumulation mean could grouped as follows:
· deposit;
· non-deposit.
The bigger part of attracted resources of commercial banks consists of deposits, i.e. the monetary means placed to bank by clients – private and legal persons: enterprises, partnerships, joint stock companies to the definite accounts and which are used by them in compliance to the account regime and bank legislation.
The modern bank practice is characterized by a big variety of deposits and deposit accounts. It is conditioned by the banks’ intend to satisfy the demand of different groups of clients in banking services most fully and attract their savings and available monetary capitals to bank accounts.
The deposit (holding) is the monetary means (cash or cashless, in the national or any other currency) placed to bank by their owner for saving on the definite conditions. The operations linked to the monetary means attraction in the holdings are called deposit. For bank holding are the main type of passive operations and consequently the main resource for active credit operations conduction.
On drawing 1 the deposit resources of commercial banks are represented.
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Drawing 1. The deposit resources of commercial banks
According to the economic substance the deposits could be divided on groups:
· at call including the remaining balance on current and operating accounts;
· fixed-term deposits;
· savings deposits;
· paper holdings.
The deposits either could be classified according to the other peculiarities: terms, types of depositors, conditions of placement and withdrawal, paid interests, possibility of privileges getting in regard to active operations, etc.
Deposits held at the call. Are intended for the current settlements performance and at any time could be fully or partially called. The deposits withdrawal is possible either in cash or in cashless form.
To the deposits held at the call in the native banking practice the following refer:
· Funds kept on current and operating accounts of the state, joint stock companies, various small commercial structures;
· Municipal funds and the funds on the accounts of local budgets;
· Foreign currency accounts;
· Card accounts;
· Cheque accounts;
· Remaining balance on the correspondent accounts of other banks;
· Deposits held at the call.
Opening the accounts for clients the bank uses the remaining balance for active credit operations conduction.
The advantage of deposits held at the call for their owners is their high liquidity. Money on such accounts could be placed and withdrawn according to the economic and other operations performance reflected in monetary terms. The main disadvantage is an interest payment absence or very little interest.
In such a manner the features of deposits held at the call could be characterized as follows:
· Money placement and withdrawal could be performed at any time without any limitations;
· Account’s owner pays a bank fee for the account usage in the form of fixed monthly rate or in percentage to the debit turnover on account;
· For the money medium keeping on the deposits held at the call the bank pays small interests or do not pay at all (resources in settlements);
· Money withdrawal occurs either in cash or by means of settlement documents issue.
The deposits held at the call are unstable in their nature what limits the sphere of their usage by the commercial banks. By this reason the owners of deposits receive a little interest or don’t have it at all. In the conditions of grown up competition of the funds attraction the commercial banks tend to attract clients and stimulate the growth in customer deposits held at the call by the additional services rendering for the accounts owners and also by the improvement in their service.
The fixed-term deposits represent the most stable part of deposit resources – the monetary means placed on the deposit accounts for a strictly defined term with an interest payment. Their payment rate depends on the deposit size and term.
The fact that the owner of the fixed-term deposit can dispose it only after the fixed term expiry doesn’t exclude the possibility of an advanced monetary means getting. However in this case the client receives the lesser interest. The bank is interested in the fixed-term deposits attraction because of their stability which allows it to dispose the means of depositors within a long time period.
The significant features of the fixed-term deposits:
· They couldn’t be used for settlements and the settlement documents are not issued on them;
· The funds on them circulate slowly;
· The fixed interest is paid;
· In case of advanced money withdrawal the depository has to notify its serving bank.
A definite role in the bank resources is played by savings deposits of the population, in particular the deposits of intended purpose. They are placed and withdrawn in a full or partial amount, do not have a fixed term and are certified by a savings book issue. These could be the deposits payments of which are confined to the vacations, date of birth, so called New Year deposits. These kinds of deposits are especially popular in the industrially developed countries.
The saving deposits are characterized by:
· the absence of fixed term of saving of the monetary means;
· no need of notification about the money withdrawal;
•
under the money placement and withdrawal a saving book is required which reflects money flow.
In the native banking practice the saving deposits could be opened only for private persons. Abroad such accounts could be opened either for noncommercial organizations and business firms.
The saving deposits allow free monetary means placement and withdrawal and basically are used for payroll accounting, pensions’ payment, regular payments. These deposits have a minimum interest rate. In western practice these deposits could be “linked” to the fixed-term deposits for an automatic balance support in case of funds lack for settlements performance according to this account.
These deposits have their own benefits and disadvantages for banks. The essence is that thanks to them the unapplied population incomes are mobilized which transfer to a production capital. Their disadvantages is in a necessity to pay a high interest and an amenability of these deposits to economical, political, psychological factors what increase the threat of the funds quick outflow from these accounts and bank liquidity loss.
Under the examination if this question it is necessary either to note that the deposit policy of the native commercial banks begins to apply the instruments of foreign states – it is a deposit certificate issued on a presenter which can circulate on a market as any other value document. The certificate is a written confirmation of an emitting bank about the monetary means deposit which certifies the right of depositor or his legal successor to get after the fixed term expiry the sum of deposit and its interest.
Initially they were implemented into the circulation in 1961 by one of the US banks. The deposits’ owners are granted with special personalized certificates which include the time to run and an interest rate.
The certificate deposit is a written confirmation about a depositing in bank a definite quite big sum of money where the term of its obligatory bank re-purchase and the size of paid extra charge are noted. Thus the American banks issue the certificates deposit on an amount not less than 100 thousand US dollars and the British banks – from 50 thousand to 250 thousand pounds sterling.
The certificates deposits are issued only to the legal entities. They could be personalized and to bearer. The certificates deposits are issued by banks under the fixed in an agreement interest, on a concrete term or at call.
For private persons the saving certificates are used issued by banks on a fixed term or at call.
The advantages of certificates deposits: first of all against the other instruments of the deposit policy it is an object of a stock-market game and consequently its owner can estimate the additional profit extraction in a result of favorable market change. For the second in case of the government’s intention to freeze the enterprises deposits the certificate purchase which has a free circulation on a market will give to its owner some freedom of manoeuvre. In this situation the certificate becomes an alternative mean of payment.
The saving certificates are intended for the private persons. The term of fixed saving certificates circulation can exceed one year (can constitute three years). If the term of money receipt by this certificate is expired thus such certificate becomes a document on demand. The bank is obliged to pay the noted there sum on the first owner’s demand. The saving certificates are issued only to private persons.
The deposit and saving certificates is possible to present for payment before the fixed term expiration if it is foreseen by their purchase agreement. In this case bank pays an interest for the actual term of the funds usage. For commercial bank the advantages of these resources accumulation forms consist of that the big sums go into the disposal of bank for strictly fixed term and increase in such a manner the most stable part of credit resources.
Apart from the certificates division on deposit and saving depending on the depositors categories the certificates could be determined by the other features:
1. by the mean of issue:
· issued one-time;
· issued in series.
2. by the mean of execution:
· personalized;
· to bearer.
The certificate owner can concede a right of demand according to the certificate to the other person. Under the certificate to bearer this transmission is performed by a simple handing over, under the personalized – registered on a back-page by a reciprocal contract (by means of handover note (cession)). Under the monetary sums withdrawal maturity the certificate owner should present it to the bank together with a replication which contains the mean of certificate redemption.
According to the Law of the Republic of Kazakhstan “About the securities market” dated from July 2, 2003 №461 the depositary receipts issue is allowed in the country (certificates deposits).
The nondeposit sources of funds attraction. To the most widely-spread forms of such means attraction belong:
• contracting of loans on an interbank market;
· bond issuance.
The main purpose of these operations is an improvement of bank liquidity.
The interbank loans is a type of term credits the owners of which are commercial banks.
The commercial banks as any legal entities have a right of their own paper holdings issue for the purpose of funds increase. The native banks for the most part issue bonds.
The funds which bank receives in the form of loans or by means of its own debt obligations sale on a monetary market are the nondeposit attracted funds. They differ from the deposits first of all by a nonpersonalized character, i.e. they are not associated with a concrete bank client and purchased on a market on a competitive basis; and for the second the initiative of these funds attraction belongs to bank itself.
Mainly such resources are used by big banks. The nondeposit funds are purchased on large sums and they are considered as the operations of a wholesale character.
1.6.5. Forms of credit
The credit could be commercial and banking. They differ by a composition of participants, objects of loans, dynamics, interest rates and spheres of functioning. The maximum development in Kazakhstan got a banking credit, the commercial credit is less spread because of its specific peculiarities.
The commercial credit is a credit granted by one functioning enterprises to the other in the form of commodities sale with payment delay. It is granted under the debitor’s liabilities (purchaser’s) to redeem both the principal amount of a loan and charged interests.
The commercial credit application requires from a seller a sufficient reserve capital presence in case of the receipts delays from the debitors.
There are five basic means of the commercial credit granting:
1) bill mean;
2) open account;
3) discount in case of due term payment;
4) seasonal loan;
5) consignment.
In most cases the commercial credit granting is made by bill mean. The bill is a single bond of a bill drawer to pay in due time a definite sum of money to the bill owner.
The object of commercial credit is a commodity capital. It serves directly the industrial capital turnover, the goods movement from the sphere of production to the sphere of purchase. The peculiarity of commercial credit is that a loan capital here is linked to an industrial. The purpose of commercial credit is to accelerate the goods realization and concluded in it profit. Its interest which is included into the commodity cost and the sum of bill is lower than in banking credit the purpose of which is a loan profit getting.
The size of this credit is limited by an amount of reserve capitals of industrial and trade entrepreneurs. These capitals transfer is possible only in the directions determined by the terms of a deal: from entrepreneurs on whose enterprises the means of production are created to entrepreneurs on whose enterprises they are used or from commodities’ producers to trade firms who realize them.
The banking credit is a credit granted by lending and financial institutions (banks, funds, associations) to any business entities (private entrepreneurs, enterprises, organizations) in the form of monetary loans. The banking credit is one of the most spread forms of credit relations in economy the object of which is the process of monetary means loan transfer. The banking credit is exceptionally granted by the credit and financial organizations which have a license on such operations conduction from the National Bank. The role of borrower the legal persons play, the instrument of credit relations is a credit agreement. The profit from this form of credit the bank gets in the form of loan or bank interest.
This type of credit gets over the limits of commercial credit because it is not limited by direction, terms and sums of credit deals. The sphere of its usage is wider: commercial credit serves only the goods turnover; banking – and capital accumulation transferring to it a part of monetary profits and savings of all the society classes.
The exchange of commercial bill on banking makes credit more elastic, widens its scales, rises provision. The dynamics of banking and commercial credit are different. The volume of the last increases with the growth of production and commodity circulation and decreases with their fall. The demand and offer on it rise in the periods of industrial growths and falls under the crises.
Under the influence of crises the production and realization of commodities decrease and the demand on banking credit for the debts payment rises. In the period of recovery and rise the volume of actual capital growth, increases the demand on banking loans for the production purposes. Hence the doubleness of banking credit appears which plays simultaneously as capital lending when the borrowers use it for the functioning capital volume increase and as an imprest – payment means required for the liabilities discharge.
A conventional division of banking credit on an imprest and capital lending on the basis of social capital reproduction depends on character of the loans usage by a borrower and their influence on a functioning capital volume. From the point of view of the individual capital reproduction the banking credit is divided according to loan security: money and capital and shows the different credit influence on a borrower’s capital volume.
Under the credit on security of goods, bills, paper holdings the borrower doesn’t receive an additional capital from bank. For him it is an imprest. But when the debtor gets an unsecured credit from bank he purchases an additional capital. Such credit represents a capital loan. Notwithstanding a domination of banking credit in modern conditions a tendency of the commercial credit role increase appeared.
The banking credit is classified by:
1. Maturity.
The short-term loans are granted for a temporary lack of own circulating funds of a borrower compensation. The term is to a year. The interest rate to these loans is inversely proportional to the term of credit reimbursement. The short-term loan serves the sphere of circulation.
The medium-term loans are granted for the term of 1-3 years for the production purposes and of commercial character.
The long-term loans are used for investment purposes. They serve the basic assets flow differing by a large amount of the transferred credit resources. They are used under the crediting of reconstruction, technical re-equipment, new building on the enterprises of all the spheres of activity. A special development the long-term loans got in a capital construction, fuel and energy complex. An average maturity is from 3 to 5 years.
The call loans are refundable in a fixed term after an official notice from creditor receipt (the maturity is not specified initially).
2. Method of repayment.
The loans paid down by a lumpsum payment from a borrower’s side. This traditional form of short-term loans return is an optimal because it doesn’t require the usage of differentiated percentage mechanism.
The loans paid down by installments within the whole term of credit agreement validity. The concrete terms of return are determined by an agreement. They are always used under the long-term loans.
3. Means of loan interest collection.
Loans the interests of which are paid at the moment of their full settlement.
Loans the interests of which are paid by the borrower’s uniform series within the whole term of credit agreement validity.
Loans the interests of which are deducted by bank at the moment of an immediate loan granting to a borrower.
4. Means of loan granting.
The back-to-back loans directed to the borrower’s operating account for his own expenses compensation including of advance character.
The commercial loans. In this case the loans are granted for an immediate payment of cash and settlement documents presented to a borrower for payment.
5. Means of crediting.
The one-time loans granted in term and sum stipulated in an agreement between the parties.
The credit line is a legally registered commitment of bank to borrower to grant him for the definite time period the loans within the agreed limits.
The credit lines could be:
· revolving – a solid bank commitment to grant a loan to a client who suffers a temporary lack of circulating funds. The borrower paying a part of credit can estimate a new loan getting under the fixed limits and terms of an agreement validity;
· seasonal – granted by bank if the firm periodically faces the lack of circulating funds connected to the seasonal cycling or the necessity of stock forming on warehouses.
6. Types of interest rates.
The credits with fixed interest rate are set on the whole period of crediting and not a subject to revision. In this case the borrower accepts the obligations to pay the interests under the permanent agreed rate for the loan usage regardless of changes on run of IR market. The fixed interest rates are used under the short-term crediting.
The floating interest rates. They constantly change according to the situation forming on credit and financial market.
The stepped rates are subject to review regularly. They are used in the period of strong inflation.
7. Credit number.
The credits granted by one bank.
The syndicated loans granted by two or more creditors who united into the syndicate to one borrower.
The parallel loans. In this case each bank negotiates to borrower separately and then after agreement with client the terms of deal the general agreement is concluded.
8. Provision availability.
The good faith loans. The only form of their return provision is a credit agreement. This type of credit doesn’t have a concrete provision that is why it is granted as a rule to the first-class creditworthiness clients with whom the bank has the longtime relations and to whom it doesn’t have any complaints regarding the previous loans.
The loans on overdraft are granted under the usage of transactional account opened to clients with whom the bank has the longtime trust relations and to enterprises with exceptionally high credit reputation.
The security agreement. The property as security (movable or immovable) means that the creditor-chargeholder has a right to realize this property if the liability wouldn’t be performed. The security should provide not only the return of sum but the related interests and penalties payment either according to an agreement foreseen in case of its outperformance.
The contract of suretyship. According to it the surety is obliged to creditor of other person (borrower, debtor) to be liable for the obligations performance of the last. The borrower and surety are liable to creditor as the solidary obligors.
The guarantee. It is a special type of surety agreement for the obligations provision between the legal entities. The guarantor could be any legal entity which is stable in financial plan.
The credit risk insurance. The enterprise-borrower concludes with an insurance company an insurance agreement where it is foreseen that in case of credit nonredemption within the set term an insurer pays to bank which granted credit compensation in amount of 50-90% from an unsatisfied by a borrower credit sum including the interests for its usage.
9. Lending purpose.
The loans of generic character are used by a borrower at its own convenience for any requirements of financial fund satisfaction.
The special-purpose loans suppose the borrowers necessity to use granted by bank resources exceptionally for targets solution determined by the terms of credit agreement.
The mortgage loans. They are granted for housing purchase or construction and either for land purchase. These credits are granted by banks and specialized financial institutions. The credit is paid by installments and its interest fluctuates from 15 to 30% per annum.
There are several types of credits: consumer, agricultural, real estate, state and international.
The consumer credit represents a type of commercial credit (the goods sale on a deferred-payment basis via the retail shops) and banking credit (consumption loans). Essentially its objects are the durable goods and variable services. The maximum term of consumer credit is 3 years. This credit became an essential element of realization at the expense of future profit of the population because its purchasing power is limited and the goods sale is connected to chronic difficulties. For the consumer credit usage as a rule the high interests are collected (in USA - 20% per annum and more, in France together with commissions to 35%) which are paid from the population profits and play as a secondary form of the national profit distribution in favor of monopolies. The consumer credit is either granted in the form of long-term bank loans to private persons for the real estate purchase or construction (residential loan).
The state credit is a whole complex of credit relations in which the role of borrower or creditor plays state and local government authorities in regard to citizenhood and legal entities. The traditional form of this credit is the government loans issue which withdraw from 1/3 (USA) to 2/3 (FRG) of the market resources of loan capitals for the budget deficit coverage. The government loans are the second after the taxes source of state profit used for its functions performance.
The international credit bears both private and state characters reflecting the loan capital flow in the sphere of international, economic and currency and financial relations.
The comprehension questions
1. Uncover the reasons of credit genesis as an economic category.
2. What basic functions of credit do you know?
3. How the simple interests are charged?
4. In what cases the compound interests are charged?
5. What types of credits do you know and what is their essence?
Section 7. Credit and bank systems. Types of loan institutions
1.7.1. The meaning of credit system and its structure
The modern credit system represents the result of a long historical development and adaptation to the necessities of market economy development. There are two meanings of credit system: 1) the whole complex of credit and settlement relations, forms and methods of crediting; 2) the whole complex of lending and financial institutions actively used by the state for the economy regulation.
The credit relations are connected to the loan capital flow and include different forms of credits. The credit system as a whole complex of lending and financial institutions accumulates available monetary funds, profits and savings of different society classes and then grants them to enterprises, government and private persons. It conditions the whole mechanism of social reproduction and serves as a strong factor of production concentration and capital centralization, promotes quick mobilization of available monetary funds and their usage in the economy of country.
In the structure of financial institutes there are two basic groups: the mediators of universal profile who perform all or the major of credit and financial operations of both passive and active characters and the mediators who are specialized on some definite operations.
In other words the credit system is characterized by the whole complex of banking or other credit institutions, legal forms of organizations and approaches to the credit operations performance. There are two subsystems of the credit relations organization: within the limits of bank or nonbank institutions. Consequently there are two basic layers of credit system: banking and specialized lending and financial institutions.
1.7.2. Types of bank institutions
As was mentioned before in the modern credit system there are two subsystems are distinguished: banking and para-banking (lending and financial institutions).
The significant role for any country plays exactly banking system which performs the basic share of financial services. The banking business represents a specific form of entrepreneurial activity connected to the loan capitals attraction and distribution.
The banks create money and moreover transform them to commodities assisting economy to develop and countries to richen. Nowadays they took so important place in business that any failure in their work will collapse countries like earthquake. It is linked first of all to the fact that banks perform the major part of work of money transfer from buyers to sellers serving the system of settlements in the economy.
The better banks do their work the quicker money circulates in the economy and the greater virtue they will bring to the country helping the deals conclusion and the goods production development. But if banks stop to deliver this work the economy of any state begins to fever.
The presence of banks allows to conduct the major part of settlements in cashless form what facilitates greatly (and under the normal business conditions in banking system – accelerates) the business management.
In such a manner the banks provide the market economies with the system of channels by which money could be conveniently and quickly transferred in order to cover the needs of citizens, state and enterprises. Exactly these services rendering and also the valuables safe keeping provision at all times brought to banks the major part of their profits. Consequently the main bankers’ concern around the world is to accelerate and facilitate the money flow, create new conveniences for their clients and receive for it an additional payment.
According to banks’ interrelation, character of the performed functions there are two types of banking system constitution are distinguished: single-level (distributing, centralized) and two-level.
For the countries with administratively command mode of management the single-level banking system is featured. Its peculiarities are that all banks including central perform the analogue functions of credit and settlement business service. Though formally the system has several banks on practice the functions of commercial banks are taken by the central bank which plays the role of single credit, settlement and exchange center. All the rest banks perform their operations according to the central bank regulations.
In countries with market economy including Kazakhstan the two-level system acts for which a strict functions division of central and commercial banks is indicative.
The two-level system consists of three elements: the central bank (banking system axis); the second-tier bank and the institutions of banking infrastructure which provide informational, methodical, scientific and staff provision of banking activity (services of processing, transfer and keeping information, international systems of interbank communication, insurance structures, clearing houses, auditor services, currency trading and interbank credits centers, staff training systems for banks).
The banks are divided on two types according to specific of their functions performance: emission and non-emission.
The emission banks – central banks have a right of emission of monetary units into the circulation. In different countries they are called different: peoples, national, reserve.
The central banks are the regulating link of banking system that’s why their activity is connected to the monetary circulation development; the national unit and its foreign exchange rate stability security and provision; the banking system development of different countries; the efficient and faultless settlements performance provision.
Traditional the central bank faces five major tasks. The central bank called to be:
· the emission center of the country, i.e. to use a monopoly right of banknotes issue;
· the bank of banks: to perform the operations not with commercial and industrial clients but primary with the banks of the country: to keep their cash reserves the size of which is determined legally, to grant them credits (lender of last resort), to make a control supporting the required level of standardization and professionalism in the national credit system;
· the government banker. For this it should support the state economic programs and store the state paper holdings; to grant credits and make settlement operations for the government; to keep the (official) gold and foreign exchange reserves;
· the main governmental settlement center mediating between the other banks under the cashless settlements performance based on mutual requirements and obligations (clearing) offset;
· the economy regulatory authority with money and credit methods.
In some countries these tasks of central banks are enshrined in legislation. Thus the monopoly on the national monetary unit emission gives the central bank an opportunity to control the liquidity of credit institutions. In Germany for example notwithstanding the fact that in the law about the German federal bank the mechanism of monetary stock growth upper limit setting is not stipulated the regulating instruments of already circulated money are determined.
As bank of banks the head bank gives to credit institutions an opportunity of refinancing. Whereby it has a right to restrict the commercial banks in credit means. The two types of central bank operations with credit institutions are most popular: purchase and sale of cheques and bills (including treasure bills) and pledge operations with paper holdings, bills and collection orders.
A significant role of the country’s banking system functioning plays the central bank’s character of making control. However in Great Britain within the decades until 1979 the control of the second-tier banking system activity from the main bank’s side wasn’t enshrined in legislation and was quite liberal. The German federal bank facilitates the control by a special federal authority of banking control. Considering that the last doesn’t have a necessary structure of agents thus it relies on the central bank branch network. The English national bank against German performs this function only in limited volume (banking control is passed to the Ministry of Finance); but in a new law project the transmission of a major part of rights of banking control is under consideration.
Under these five tasks execution the central bank basically performs three main functions: regulating, controlling and informational research.
To the first function the circulating monetary stock regulation is referred. It is reached by means of decrease or increase of cash and cashless emission and the discount policy conduction, policy of minimal reserves, open market and also foreign exchange policy.
The regulating function is closely connected to controlling. The central bank gets vast information about one or another bank condition for example under the policy of minimal reserves or rediscounting conduction. The controlling function includes the definition of correlation to the requirements of the banking system qualitative composition, i.e. the credit institutions admission procedure on the national banking market. Besides it includes the development of the required for credit institutions set of economic coefficients and norms and their control.
To all central banks the informational research function is typical, i.e. the function of scientific research statistical information centre. Whereby in many countries this function is formalized in legislation. Thus the German federal bank is obliged to give the recommendations to federal government if required and also to provide it with the information about the credit system development.
In the law about the national bank this function has a great significance: it is supposed that the bank should public its decisions in a special amendment to one of central magazines. For example the Austrian national bank has the prominent rights of information access. It has a right to request the documents about the separate credit institutions activity, to set the terms and reporting form of commercial banks. On the basis of these data the central bank carries out an anonymous statistical analysis and presents the information to the highest instance of governmental authorities and international organizations if required.
The central bank having, analyzing and publishing the objective information about the situation in money and credit sphere can respond promptly on global and local economic processes. The choice of directed money and credit policy in whole depends on the information assessment fidelity. The decision making about the additional issue of monetary means by the central bank emission board is based on an appropriate economic situation analyses in the country in order to give the recommendations and coordinate the governmental authorities activity.
The informational research function offers also the advisory activity. In a manner of information exchange and for consultations the central banks conduct the meetings, conferences including on international level. The functions of head bank often interweave, from one the other comes if it requires the end of purpose or the solution of some definite task.
The two-level banking system is based on the interbank relations establishment in two planes: in vertical and horizontal directions. In vertical direction – the relations of subordination between the central bank as directing which manages the center and lower layers – commercial and specialized banks; in horizontal direction – the level playing field for different lower layers. Whereby the division of administrative and operational functions occurs which are linked to the economy servicing. The central bank stays the bank of banks in the real sense of the word only for two categories of clients – commercial and specialized banks and machinery of government, where the functions of bank of bank and money and credit regulation become prevailing.
To the non-emission banks the second-tier banks refer. They are commercial (universal) and specialized banks.
The commercial banks are typical to any economic formation. They deal with crediting and financing of industry and trade at the expense of monetary capitals attracted in the form of deposits and by means of their own shares and bonds issue. These banks refill their resources also by means of borrowing from the emission banks. Accumulating the monetary capitals temporary released in the process of production and circulation and available means of population the commercial banks transfer them to loans in favor of functioning enterprises. In other words via these banks the capital redistribution occurs between the different business spheres. The commercial banks create the credit means of circulation opening current accounts for their borrowers. By means of them the cashless settlements under the central bank correspondent accounts occur. The objective tendency distinguishes of the commercial banks merger into the monopolies and their wide introduction in to the industry and other spheres of production.
Such banks are the multifunctional institutions acting in different sectors of the loan capital market. The big commercial banks render to clients a full range of services including credits, deposits, settlements, etc. By this they differ from the specialized institutions which are limited by definite functions. Traditionally they play the role of the credit system base layer.
The tangle of functions of different credit institutions types and the popularity of universal type of bank creates the known difficulties for the definition of the meanings “bank” and “bank activity”. More often the main characteristic of bank activity is considered the deposits taking and credits granting.
The specialized banks differ by the directions:
1. By purposes – basically oriented on one-two types of services for the most of their clients. They are investment banks (crediting the investment projects), innovative banks (granting credits for the projects which promote the scientific-technological progress) and real estate banks (granting credits against security of immovable property).
The investment banks deal with financing and long-term crediting of different fields mainly industry, trade and transport. Via the investment banks a significant part of basic stock demands of industrial and other enterprises is satisfied. The development of this credit system layer is characteristic for the modern market economies. Against the commercial banks the investment banks mobilize their resources vast majority by means of their own shares and bonds issue and either by means of credits getting from the commercial banks. At the same time they play active role in the issue and placement of the industrial and other companies’ shares.
The real estate banks grant the long-term loans against security of immovable property – land and buildings. They accumulate the resources by means of special type paper holdings issue – mortgage bonds the provision of which serves the affected in banks property. The clients of the real estate banks are farmers, population and sometimes entrepreneurs.
2. By fields – specialized on different fields of economy or population serving (construction, agriculture, etc.).
Apart from banks in credit system there are also the specialized financial institutions (SFI) or para-banks. They appear only where the gap of some services satisfaction on monetary market exists, for example the attraction of small savings or the paper holdings of the population placement. Their activity includes a small number of banking operations (usually one or two) the performance of which requires a license. These institutes include first of all financial, trust and insurance companies, private pension funds, credit unions and cooperatives, loan in savings associations, investment funds, lombards and other institutions. They accumulate the means of population and legal entities, extend credits of enterprises and citizens, mediate on the interbank credit market, perform the trust operations.
SFI has a possibility to mobilize the resources for a long term, that’s why they can allow a long-term investment. In comparison to the commercial banks they do not have a right to perform the deposit (care of securities on special accounts), settlement operations. SFI began to take a special place on a monetary market for a variety of reasons:
· the growth of population profits;
· the paper holdings market development;
· the specialized services development which are rendered by para-banks.
The specialized financial institutes perform the following functions:
· The population savings accumulation by means of various paper holdings issue.
· The redeployment of resources:
- at the expense of real estate credits granting;
- by means of the bonded loans purchase;
- via the consumer credits granting;
- by means of credit mutual assistance.
1.7.3. Specialized loan-financial institutions
The specialized loan-financial institutions appeared in the XIXth century. For a long time they played in the money and credit sphere a subordinate role and were after the commercial banks, however their role rose sharply in the countries with market economy after the Word War Second. From one side it happened because of the operations meaning strengthening on which these organizations specialized, and from the other – in consequence of these financially strengthened specialized institutes penetration in the commercial banks’ sphere of activity. The example is pension funds the capitals of which increased a lot for the last decades and on West they are one of the biggest buyers of the paper holdings.
The investment funds perform an emission founders’ activity, i.e. conduct the operations of the paper holdings issue and distribution on the securities market earning a profit on it. They do not have a right to accept the deposits and as a rule attract the capitals by means of their own shares sale or at the expense of commercial banks’ credit. Their own capital they use for the long-term crediting of different sectors of economy. In Kazakhstan they are not great.
A significant place in the credit system is taken by a vast group of savings institutions. They attract small savings and incomes which without help of credit system would not function as capital. There are various types of savings institutions: savings-banks, loan in savings associations, credit cooperatives.
For insurance companies a specific form of funds attraction is characteristic – the insurance policies sale. The received incomes they invest into the bonds and shares of other companies, consolidated stocks. They also grant the long-term credits to the enterprises and state. In future their growth is expected on 3.5 times.
The pension funds differ by organization and management, by the assets structure. Thus we have the insured funds (managed by insurance companies) and non-insured (managed by the enterprises or under their letters of attorney – by banks), funded (their funds are invested into the paper holdings) and non-funded (pensions are paid from the current inputs and revenues), etc.
The investment companies place among the small holders their obligations (shares of stock) and use the received funds for the paper holding purchase of different sectors of economy. The small investors gladly buy the obligations of investment companies because thanks to great diversification (investment of capital into the various enterprises) the known assets distribution is reached, the danger of savings loss decreases due to the firms’ bankruptcy in whose shares the capital is invested.
The comprehension questions
1. Uncover the meaning of the modern credit system.
2. How the credit system of Kazakhstan looks like?
3. Determine the structure of banking system.
4. How the lending and financial institutions and banks differ from each other?
Chapter II. The central banks – the key links of credit bank system
Section 8. The Central State Bank, its establishment and development
2.8.1. Appearing of new central issuing banks
The necessity in central banks appeared as a result of commodity-money relations development at the turn of feudalism and capitalism about 300 years ago (one of the first central banks – Swedish Riksbank was found in 1668). In the XXth century the understanding of the central bank role significance for all the economic turnover of the country became consensual and on the International Finantial Conference in Brussels in 1920 it was noted that “in countries where there is no central bank it is necessary to create it”.
The central bank combines the features of common (commercial) banking institution and government establishment having some imperious functions in the sphere of money and credit circulation organization. The central bank is characterized by a high level of independence from the other government institutions. Most of all it is reporting to parliament or established by parliament special committee.
The head of central bank is appointed by the head of state or parliament. But the government as a rule according to the banking legislation of the developed western countries has a right of the candidate selection for this senior position. Commonly the central bank is founded in the form of joint-stock company invested with specific authority. In most cases its capital belongs to state but the commercial banks and other financial institutions could be its shareholders either.
The degree of independence of the central banks is not similar – from the maximum independent German federal bank to the bank of France which is under the total dependence of the government.
From the point of view of the capital property the central banks could be national, their capital belongs to state (the Great Britain, FRG, France, Russia); joint-stock (USA, Italy); joint venture – joint stock companies the part of capital of which belongs to state (Japan, Belgium). Some central banks were already founded as national (in Germany, Russia); the other founded as joint stock companies, and then nationalized (in Great Britain, France).
But irrespective of whether capital belongs to the central bank or state historically between the bank and government the tight links developed which strengthened more on the modern stage. The government is interested in the central bank reliability in virtue of significant role of the last in the credit system of the country, the economic policy conduction.
However its interrelation with the government doesn’t mean that the last can influence infinitely on its policy. The central bank notwithstanding its capital belonging is juridically independent: its property is separated from the property of state and it disposes it as an owner. The independence bound of the central bank from the executive authority in different countrie is various. The banks legally reporting to the parliament enjoy the more independence (in USA, Germany, Switzerland, Swiss, Holland, Russia) and reporting to the Ministry of Finance – the less. Such banks are in a majority.
A definite grade of the central bank independence from the government is a necessary term of its activity efficiency of the money and credit and foreign exchange stability supporting which not unfrequently comes into collision with the short term tasks of the government anxious for example with the forthcoming regular elections. It is especially important in terms of the government capability restriction to use the resources of the central bank in order to cover the budget deficit. In 80-90s of the last century the central banks’ independence tendency from the government strengthened.
At the same time such independence is comparative because the economic policy of the government couldn’t be successful without the coordination and tight connection its basic elements: money and credit and financial policy. That’s why in the long term the central bank favors the macroeconomic course of the government. Eventually any central bank more or less combines the features of both bank and state authority.
2.8.2. The primary objectives and functions of the developed countries central banks
The central banks manage all the credit system of the country, they serve to regulate the money and credit circulation, to control and stabilize the national currency rate flow, to blow out the business activity, price and employment level fluctuation by its influence, to stimulate the growth of the national economy on a healthy financial basis.
The main tasks of the central banks of the developed countries are the monetary stock standards control determination, the monetary emission control, the financial institutes crediting establishment.
The central bank of France. From 20s of the XXth century France began to develop intensively in commerce and refused the old-fashioned “usurious” traditions. In particular after the World War Second it was ahead of the raw of other capitalistic countries by the industrial development rate. The French banks not stopping their international operations began to implement widely in the industry of their own country and some of them composed the list of 50 biggest banks of the capitalistic world.
The main links of the French banking system:
1. The Bank of France,
2. The deposit banks,
3. The investment banks, called les banques d'affaires,
4. The banks of medium- and long-term credits.
The role of the central emission bank of the country plays the Bank of France (la Banque de France). It was founded in 1800 in the quality of private limited company with the capital of 30 million francs, in 1803 it got an exclusive right of note issue in Paris and in 1848 – in the whole France absorbing and transforming into its branches nine provincial emission banks.
After the World War Second according to the law dated from December 2, 1945 the Bank of France was nationalized. The joint-stock capital of the bank in amount of 250 million francs is all of a piece in the state’s hand.
As a single emission bank of the country the bank of France puts into circulation the notes, besides in 1939 its emission is not limited by any predetermined contingents.
The Bank of France is a place of keeping of the gold and foreign exchange reserves of the country. It performs either the function of state bank. The direct crediting of the state is performed in the amounts determined by the agreement between the bank executive and the minister of finance and economic affairs. The indirect bank crediting of the state is hidden under the heading of “the registration portfolio” in a compound of which a significant place take the treasure bills. The Bank of France also buys the state paper holdings and grants the loans against them. The available monetary means of the treasury are keeping on its current account in this bank. The important side of the bank’s activity is a foreign exchange rate and credit regulation performed by means of interest rates and rates of mandatory reserves manoeuvring.
The structure of the Bank of France consists of 258 divisions and it serves as “the bank of banks” what expresses in an accumulation in it of all the bank’s reserves and in granting credits by it. There is a new specific occurrence in the banking system of France (the other countries do not have it) – the implementation from April of 1971 of the rates of mandatory reserves for commercial banks and financial institutions which could be kept in the Bank of France against the granted credits.
The state conducts a credit policy by means of interest rates, minimum reserves standards, etc. regulation. The state control and the credit resources distribution regulation play a significant role in the state programming of the French economy.
The central bank of England was found by a special Act of Parliament in 1694 for granting the loans in favor of the King for the purposes of the war with France pursuance in the quality of Joint Stock Company. It has 1 268 shareholders the first installment of which amounted 1 200 pounds of sterling. It was the first sum granted by the Bank of England to the government. The loan was granted under the 8% interest rate per annum in the form of banknotes and bills. The Bank of England was allowed to purchase and sale gold and silver, to issue the bills of exchange, to conclude the deals with commercial bills, to grant loans under the collateral including commodity. However without the sanction of the parliament the bank hasn’t right to grant the loans to the King.
In 1946 the Bank of England was nationalized, the joint-stock capital was favored to the treasury and the former shareholders got the compensation in the form of government bonds. The nationalization legislated the tight links of the government and bank which were formed historically: the Bank of England performed the function of the governmental banker before its nationalization.
According to the Act of 1946 the treasury can after the initial consultation with the head of the Bank of England give him the recommendations mandatory for performance. Formally the responsibility for the decisions solutions in the sphere of money and credit policy is imposed on the head of treasury answerable to the parliament. The bank consults the government according to the questions of money and credit policy, coordinates these questions with the treasury.
In such a manner the treasury has very wide rights in regard to the Bank of England formalized in legislation. Among the industrially developed countries the Bank of England is one of the most dependent to the government. On practice it works in tight connection to the treasury.
The key role of the Bank of England in the credit system first of all is determined by the fact that it serves as the cash emission center of the country and performs the notes issue on the monopoly basis. Its obligations (both as in the form of notes and in the form of deposits of other banks) are the monetary base of the all credit system. Any bank considers deposits in the Bank of England in the quality of its cash reserves because in case of necessity it can recall money from its account. Increasing or decreasing the volume of its obligations the Bank of England influences on the banks’ value of cash reserves and monetary stock in circulation.
The English bank is a governmental consultant on the questions of money and credit policy and its guide. In the post-war period it used almost all the basic methods of the money and credit policy (as common and selective). In 40s of the ХХth century the money and credit policy in accordance to the Keynesian recipes was considered as an addition to the financial and mainly was intended on the maximum national debt cheapening: the policy of “cheap” money was conducted, i.e. the loan interest supporting on a low level.
The Bank of England didn’t use such traditional method of regulation as trend of discount rates. The basic instruments of the money and credit policy served the fixed relation of cashed reserves establishment to the bank deposits and operations on open market.
With the advent to power in 1979 of the Conservative government of M. Thatcher which declared itself a “monetarist” the money and credit policy became the main instrument of the economic strategy execution, the government refused the short-term policy “stop go”. The policy began to be determined by the monetary stock growth ratio deviation from the set limits. The Bank’s of England main method of control of the monetary stock growth became its operations of the purchase and sale of promissory notes where mainly commercial were but not the treasury and placement of the national obligations beyond the banking system. In 90s of the last century the main instrument of the money and credit policy in Great Britain as in other developed countries became the operations on open market.
Executing an external-economic function the Bank of England in the name of treasury conducts the operations of the official gold and foreign exchange reserves controlling which from 1939 passed to the countervailing Exchange Fund. The bank conducts the currency interventions for the exchange rate of pounds of sterling regulation, participates actively in the name of the government in the international monetary and financial organizations.
The Bank of England is a banker of all the other banks. Almost all the banks have the accounts in it. The most significant among them are the accounts of the London Clearing Bankers which keep an essential part of their cash reserves in the form of deposits. The banks’ settlements with each other are regulated by means of records on these accounts.
The Bank of England credits all the banking system whether by means of the debt obligations purchase from banks or via the mechanism of the loans granting on security of treasury bonds.
In 1979 the Law about the banking activity for the first time in the history of Great Britain recognized for the Bank of England the equity rights and obligations arising from the banking system oversight. The Law of 1987 developed these rights and obligations. In the end of 1997 it was announced about the banking oversight functions transfer of the Bank of England to newly founded controlling body (New Regulatory Authority).
Either the Bank of England is considered to be the bank of the government. There the governmental accounts are opened where all the profits come and from which all the expenses are covered. The most important function of the bank is the national debt management. Though the bank keeps in its portfolio a part of treasury bonds the major part of the governmental demands in funds is satisfied with the help of market, i.e. the government liability placement on the securities market in the name of treasury.
The current expenses of the government are financed by means of the short-term crediting of the state the main instruments of which are the treasure bills. The necessity of short-term crediting of the state exists always. The fact is that the taxes (the main source of the state income) go into the budget irregularly basically in the end of the financial year. That’s why in the other periods the expenses of the government exceed its revenues. In the conditions of budget deficit the issue of the short exchange bills increases especially. The treasure bills are issued by the Bank of England in the name of treasury weekly. The new issues of treasure bills are placed by the tender system partially (by tender) between the banks and brokers, by the fixed price partially between the public (government) organizations including state and the savings banks, governmental insurance funds, emission department of the Bank of England and countervailing Exchange Fund controlled by the state.
Besides the treasure bills the short-term government bonds serve as an instrument of crediting. In England the short-term bonds are considered the obligations with the maturity to 5 years.
The German central bank. In FRG after the war the two-tier banking system was created where the upper level takes the central bank of the country – German Federal Bank and the lower – the commercial or credit banks and also the specialized credit institutions.
The German Federal Bank (Deutsche Bundesbank) is a successor of the German central bank – Reichsbank.
The Law about the credit system of 1934 granted Reichsbank the exclusive rights in regard to the credit system and the Law about Reichsbank of 1939 submited it entirely to Fuhrer.
After the capitulation of Germany in 1945 in the Soviet zone of occupation all the branches of Reichsbank were closed, while in the western zones they continued their activity. In February of 1948 on their basis the Bank of German Lands was founded and in 1957 its merger to the central banks of lands and foundation of the German Federal Bank happened.
According to the Law about the German Federal Bank (of 1957 and in its new edition of 1992) it was independent from the government. However taking into account the operational commitments it is obliged to maintain the government in the sphere of the total economic policy.
Bundesbank performs the following important national economic functions:
1. of the emission center of the country, i.e. performs the notes emission into the circulation;
2. of the state foreign exchange center;
3. of the “governmental cashier” (Bundesbank conducts the federal budget execution through the current accounts of the government);
4. of the “bank of the banks” – the credit institutions servicing in regard to the equities and assets;
5. of the settlement center of the country;
6. of the subject of monetary accommodation of the country.
For these purposes the following regulating instruments are used:
· The account or discount policy where in the purposes of investment Bundesbank conducts the policy of “cheap” money (of the low interest rates). However it restrains an inflow of foreign capital from abroad what decreases the payment balance activity of the country;
· The open market policy – operations with the consolidated stocks;
· The policy of minimal or obligatory reserves.
Bundesbank has its branches in the form of the central banks of the lands.
The monetary, foreign exchange and credit policy of Bundesbank is set by the Bank Central Council. It consists of the board members of Bundesbank which are appointed by the federal president under the offer of Bundesrat (the upper chamber of parliament). The Central Council of Bundesbank is headed by its president and vice-president. Bundesbank is located in Frankfurt on the Main.
The central bank of Japan is founded in 1882. Its authorised capital amounts 100 million yen and more than half of the bank belongs to state. The private shareholders doesn’t participate in its activity management.
The basic functions are the monopoly notes emission, the money and credit economy regulation. In particular the international settlements performance and the operations conduction on the exchange market and also the treasury cash services.
According to the Law adopted in 1942 the Bank of Japan is under strict governmental control, i.e. the Ministry of Finances has a right to intervene actively into its policy. The supreme interests of the state in the area of financial, money and credit spheres are determined by the political committee founded in 1949.
The competence of this committee is the principles elaboration of banking activity in the country and the Bank of Japan management. The committee changes the level of interest rates, determines the terms of bills rediscount, establishes a procedure of secured lending usage and operations conduction on open market. On the basis of correspondent legislative securing and upon the agreement with the Ministry of Finance the committee changes the maximum level of interest rates on the market and establishes the volume of mandatory reservation rate, accepts the decisions of the Bank of Japan and reports to the parliament of the country.
To the methods of the Bank of Japan management relate the banking activity licensing; the authorized capital lower limit establishment; the authorization of banks name changes; creation and liquidation of their branches. The central bank establishes the low limits of the banking liquidity indexes: the norm of its own capital determining the share of the banks own capitals in its whole volume; the norm of liquid assets reflecting the capital correlation to the debt obligations; the norm of real estate; the restrictions on big loans granting, etc. The banks obligations of the reporting documentation furnishing are also established.
The main organs of the country’s monetary accommodation are the Bank of Japan, the Ministry of Finance and the Federation of economic organizations. To the main methods of regulation refer the loan interest and mandatory reserves rate changes; conducting the operations with consolidated stocks and foreign exchange rate; administrative measures conducted together with government.
The administrative measures domination which occurred in 70s of the ХХth century changed on the market methods of regulation. The state control of the banks’ activity weakened. However the government still controlled the function of crediting of the objects with a high level of activity and low profitability.
The following economy development led to the loan capital market tension easing, its internationalization, the alternative appearance – the actively developing securities market. The administrative control weakening appeared in the grown flexibility of interest rates – they got a market nature. In the beginning of 70s the Bank of Japan began to conduct the operations on a bill market and then on the formed government securities market. The active operations on other markets were initiated in particular of short-term capital.
The Bank of Japan being “the bank of banks” plays the role of a partner of the private lending and financial institutions and other subjects. It keeps on the current accounts their reserve funds and on the basis of official interest rate grants them the loans.
The Bank of Canada is a central emission bank of the country. It was founded as a joint stock company but the commercial banks and their employees as the foreigners either couldn’t be its shareholders. The government of Canada within 1935-1938 bought all the shares of the bank from private owners strengthening thereby the bank as central.
Its activity is determined by the federal government which appoints the board of directors the composition of which the deputy minister of finance joins. The Bank of Canada is regularly reporting about its activity to the parliament.
The basic functions of the Bank of Canada are the monetary circulation and credit control, the foreign exchange rate of the national currency supporting, the price level stabilization and inflation control.
The Bank of Canada issues the banknotes, renders the advances to the commercial banks, regulates the clearance accounts’ settlements between the banks, regulates the state gold value assets. It plays role of the federal government agent, manages the state paper holdings, its cash balance, provides the links with the central banks of other countries. The Bank of Canada doesn’t purchase the shares of commercial banks, doesn’t grant credits and doesn’t accept the deposits from private persons and companies.
It plays the function of “the bank of banks”, i.e. acts as the lender of last resort for the commercial banks to which it grants the short-term credits in small amounts, makes little investments into the foreign paper holdings.
The main article of the Bank of Canada equities is issued by it banknotes. A part of them sink in the commercial banks in the quality of cash reserves. Besides the noninterest deposits of the commercial banks are also an article of reserves. The commercial banks as the creditors of the Bank of Canada according to the legislation should keep in it their reserves. The bank deposits are placed by the government of the country and the gross foreign central banks.
The principal directions of the Bank of Canada activity formed after the world economic crisis and were oriented on to the state control strengthening of the money and credit system. In the post-war period the state transferred to the well-directed management of the economy. The Bank of Canada being the instrument of credit and money state regulation conducts the work of the long-term decisions of the economic development solution.
The biggest activity in the monetary circulation regulation the Bank of Canada displayed in the second half of 50s of the ХХth century. The economic activity regulator was the interest rate which changed in 1944, 1950 and 1955 in the limits of 1-2.5%.
The interest rate manipulation was complicated by the flows from USA influence – in the interest of the foreign investors’ stimulation within a long time it was higher than in banks of the Federal Reserve System, USA.
The low efficiency of the interest rate policy, its insufficient flexibility forced the Bank of Canada in the money and credit regulation to switch on the operations with paper holdings on open market. For the first time such operations of the Canadian dollar stabilization the Bank held during the currency crisis of 1962.
In the second half of 60s a portfolio of bonds of the federal government in the commercial banks which complicated the activity of the Bank of Canada to some extent increased sharply.
The Bank conducts a policy of the rate of mandatory reserves control method usage for the commercial banks. Changing them the Bank of Canada increased or decreased the monetary means volume of the commercial banks for crediting.
In the regulating functions performance the Bank of Canada suffered embarrassment connected first of all with the country’s peculiarities – here appears a high level of independence of the provinces from the federal government in the economic questions. A significant role was played by the foreign capital influence. From 1971 the Bank of Canada establishes the limits of the monetary stock increase in circulation. However these measures don’t always help to an enough economy regulation.
On the modern stage one of the main instruments of the money and credit policy in Canada is the deposits flow which belong to the government from the commercial banks and other clearing institutions to the central bank (“withdrawal”) and either their transfer to the clearing banks – “redeposit”.
Since the Bank of Canada doesn’t pay any interests for deposits kept in it the change of clearing balances volume influences directly on the most short-term segment of the monetary market – the market of overnight loans.
The Bank of Canada daily takes a decision of cash balances regulation by means of the mechanism “withdrawal” – “redeposit”. These operations are periodically accompanied with the cash paper holdings purchase.
The low inflation in Canada is supported by the different decisions in the sphere of economic policy. In open economy the existing terms in money, credit and currency sphere are determined by the short-term interest rates and current currency rate changes. The central bank target involves these variables optimal combination search. For this purpose the Bank of Canada uses the developed by it the so called “monetary conditions index” (MCI).
The relative interest rates and foreign exchange rates values in this index got by means of averaging of the raw of empirical studies results the purpose of which is in the influence degree evaluation on the composite demand of different foreign exchange rates and short-term interest rates combinations. In consequence a correlation 1:3 was got which means that the changes of short-term interest rates on 1% have an almost similar impact on the composite demand as the change of the foreign exchange rate on 3%.
The changes in “the monetary conditions index” against the initial level play role of an indicator of the stiffening or attenuation degree of “the monetary terms”. Thus the Bank of Canada influences on the economy controlling the changes of the foreign exchange rates and short-term interest rates.
In whole the money, credit and currency policy of the Bank of Canada is intended on the national currency strengthening by means of the inflation control measures and the foreign exchange rate stabilization of the Canadian dollar.
The central bank of Italy. The supreme authority of credit system is a state institution – the interministerial committee on credits and savings which was found in 1947 and represents a peculiar mini-government invested with the large authority. There are the following functions:
· development and security of the credit policy basic directions and its performance control;
· control of all the basic structural changes in the banking system; opening of new credit institutions; revocation of licenses; by the committee’s approbation the adoption of new rules by the banks occurs: introduction of alterations there, leading positions appointment;
· sanctioning of all the instructions which determine norms and rules of the credit institutions’ activity, the paper holding emission;
· control of the Bank of Italy activity, development of basic recommendations for its activity.
Notwithstanding the variety of functions the committee doesn’t have a right to make a direct control of the credit system. This function is delegated to the central bank.
The functions of the central bank are played by the Bank of Italy which was founded in 1893 and from 1926 being the single emission center of the country. Beginning from 1893 the Bank of Italy displayed the tight relations with the government though being the joint stock company. From 1895 it was vested with authority to conduct the operations of the treasury. In 1926 the Bank received the right of control over the credit system and the lira foreign exchange rate.
From 1936 it became “the bank of banks”. Nowadays according to the organization plan the Bank of Italy is the central emission bank, the public institution with the capital of 300 thousand personalized shares which are distributed between the public and para-public institutions such as savings-banks, public institutions, banks of national interests, institutions of social security, insurance companies. Practically the Bank is a state institution.
The Bank of Italy exercises the executive power in the money and credit sphere and plays as a powerful economic institution in the sphere of economic state regulation. Administratively it is reported to the treasury and in the sphere of credit policy follows the recommendations of the interministerial committee on credits and savings.
In Italy the targets of the Bank of Italy legally formalized only in general terms. Below are the basic functions of the Bank:
· Emission of credit money;
· Accumulation and saving of the official gold and foreign exchange reserves;
· The bank plays role of the governmental cashier, it serves an account of government on which the cash inflow and outflow are conducted. Within this framework there is some differentiation of duties of the Bank of Italy and treasury. The cash inflow and expenses are provided by the treasury and the Bank only registers them;
· Credits granting to the credit institutions and government. The government has a right of unlimited receipt of the concessional loans the terms of which are defined by law coincidently or annually. At the same time the credit institutions refinancing is limited;
· Control of the credit institutions activity. These powers are delegated by the interministerial committee on credits and savings and are performed by the Bank of Italy directly with the support of the Association of the Italian banks. The interministerial committee on credits and savings is basically responsible for the total control in the sphere of credit policy and savings deposits security.
The central bank prepares the projects of decisions and offers in the matter of control according to the committee’s resolutions, sets its rules and makes a control directly both in documentary and distance forms. To its authorities besides enter the control and inspection of the banks activity, the credit institutions registration, the provision of normal functioning of the credit system in whole.
The bank controls the currency circulation, the foreign exchange rate of the lira, the introduction of the European currency unit – euro. In 1997 in Italy was introduced into the circulation 0.5 billion euros.
The Bank conducts the monetary credit policy the key directions of which are determined together with the treasury and committee but executed solely. The Bank of Italy constantly observes the monetary stock dynamics and takes the required measures of its regulation on the basis of key directions.
The main instruments of the monetary credit policy are the accounting policy, operations on open market (especially repo), policy of minimum cash reserve. For the Bank of Italy a high norm of minimum cash reserve is featured (to 25%), besides these obligations for it are chargeable. The one more peculiarity is that the reserves distribute on a major part of passives of the Banks balance.
The operations of the Italian bank represent the operations of the monetary means attraction (passive) and of their placement (active). To passive relate the notes emission, the deposits of credit institutions, government, foreign banks, capital and reserves. Active are the bills’ rediscount with maturity not more than four months. The direct bills’ rediscount of the private clients by the central bank is prohibited in Italy. The Bank grants credits on security of the state paper holdings, hypothecary bonds of credit institutions, mortgage certificates with the term of not more than four months, conducts the investments into the state paper holdings.
The core of the credit system of the USA is the Federal Reserve System (FRS) which consists of 12 Federal Reserve Banks and a big number of member banks. According to the Federal Reserve Act of 1913 all the member banks of the FRS should:
a) to deposit 6% of their own capitals in the quality of share contribution into the basic capital of the Federal Reserve Banks;
b) to hold in them their own reserves in amount of 3% from the time deposits’ sum and from 7 to 23% from the call deposits’ sum.
The Federal Reserve Banks were obliged to have the reserve in gold and legal means of payment in amount of 35% of their deposits. Thus the passives of the Federal Reserve Banks consist of:
1) their own capitals created in the expense of member banks’ share contributions;
2) the note issue;
3) the bank deposits which represent the reserves of the member banks of the FRS.
The concentration of the monetary stock of the commercial banks in the Federal Reserve Banks became the factor of money saving. The FRS organization promoted the cash money economy in one more relation either – thanks to cashless settlements development which became widely spread through the Federal Reserve Banks.
In the meantime the FRS creation strengthened the centralization of the US banking system and the big banks’ dominancy – citadel of the financial oligarchy. From the end of 1915 till August of 1972 the FRS relative share in total number of the American commercial banks raised from 28 to 41% and in total amount of their deposits – from 48 to 78%. Though the FRS has a lot of members only some of the biggest banks have a decisive influence there.
In August, 1935 a law which introduced some organizational modifications into the FRS was adopted. The essence of this law is first of all in the following centralization of the US banking system. All the state banks with the deposits not less than 1 million dollars were obliged to enter the FRS at the set term; the rights of the FRS central organs increased widely: in the head of the FRS was placed the board of governors (consisting of 7 members appointed by the president of the USA for the period of 14 years) which was authorized to determine the Federal Reserve Banks’ interest rates, paper holdings, to approve the chosen by the Reserve Banks the boards of directors.
Either a special committee of the operations on open market was founded, besides all the Federal Reserve Banks should follow its regulations during their operations conduction.
The resources of the Federal Reserve Banks are forming at the expense of the banknotes emission – the federal reserve notes and the deposits acceptance mainly from the member banks and treasury. The inconspicuous part of the federal reserve banks’ funds consists of its own capital (paid and additional).
Eventually the banks stopped to be the keepers of gold reserves but in the actives of banks the gold certificates were registered.
The main active operation of the banks I the purchase of the state paper holdings.
The Federal Reserve Banks are the state creditors mainly. But the funds invested by them into the state paper holdings eventually are used in the interests of the corporations because in a great measure are spent by the government on the state orders and goods purchase payment.
Apart from the Federal Reserve Banks the US banking system includes:
1) the commercial banks;
2) the investment banks;
3) the mutual savings banks;
4) the banking houses.
The bright expression of the US banks’ concentration is a consolidation. Their number increased after the World War First.
The peculiarity of the US banks concentration against for example England is that it is concealed. One of the hidden forms is the usage by the big banks of the small banks’ resources through the system of correspondent relations. The obvious factor of this is the interbank deposits. Thus via the correspondent relations the big American banks increase their resources.
The form of hidden banks’ concentration is a so called system of the interlocking directors which represents a mutual participation of one banks’ directors in the other banks’ management.
One more form of hidden concentration is the system of chain link. In this case the whole “chain” of banks unites by an agreement of temporality about the mutual conduction of some big financial operations or by a permanent agreement about the mutual support and exchange of shares.
The important form of hidden concentration is the system of banking groups consisting of the unions of many banks under the control of one joint stock company and usually called “the community for shares holding” (holding company). The biggest of these banking holding companies is The Western Bank Corporation.
In USA as in other developed countries the state intervention strengthening into the banking system is observed. But the central emission banks are not included into the state property nevertheless it governs them.
The direct state property is the Federal Land Banks, the Commodity Credit Corporation and the Export-Import Bank.
2.8.3. The structure and juridical status of the National Bank of Kazakhstan
As was mentioned below Kazakhstan has a two-tier banking system. The National Bank of the Republic of Kazakhstan (NB RK) is a central bank and represents the superior (first) level of the Kazakhstani banking system.
The National Bank represents the interests of the Republic of Kazakhstan in the relations with central banks and banks of other counties, in the international banks and other financial institutions. NB RK during the execution of its tasks shouldn’t be motivated by a profit earning target.
The legal status of the National Bank of RK is determined by the Constitution of RK, the RK Law dated from March 30, 1995 №2155 “About the National Bank”, the RK Law “About the banks and banking activity”, the Act of the President of the Republic of Kazakhstan and the international treaties (agreements) concluded by the Republic of Kazakhstan.
The National Bank is a legal entity in the legal organizational form of the state institution which has an own balance, in cooperation with its branches, representatives and organizations constitutes a single centralized structure with vertical scheme of subordination. According to the legislative acts of the Republic of Kazakhstan it can open its branches and representatives in Kazakhstan and abroad with regard to the receiving country’s legislation.
NB RK coordinates its activity with government, conducts regular consultations with it. Following “the strategy of development of Kazakhstan till 2030” it considers the economic policy of the government of the Republic of Kazakhstan and promotes its realization if this doesn’t contradicts its basic functions performance and execution of the monetary credit and currency policy.
The government of the RK is not responsible for the National Bank obligations either as the National Bank is not responsible for the government of Kazakhstan obligations excluding the cases when it accepts such responsibility.
The bodies of the National Bank of Kazakhstan are the board of directors and directorate. The structure of the National Bank consists of the central administrative office which includes the departments and other subdivision, branches, representatives and organizations.
The supreme management body of the National Bank is the board of directors which consists of nine members. They are the Governor of the NB RK and five executives of the National Bank, one representative from the President of Kazakhstan and two representatives from the government.
The board of directors of the National Bank has a right to examine and adopt solution on any question which falls under its competence. The board sessions are conducted as required but not less than once a month.
The directorate is the body of operational control of the National Bank and it makes the decisions on the questions being under the jurisdiction of the NB RK excluding the questions which are under the jurisdiction of the board of directors and the Governor of the National Bank or his deputies.
The directorate consists of the Governor of the National Bank, his deputies and the heads of organisational units upon the recommendation of the Governor. The board sessions are conducted as required but not less than once a month. They are conducted by the Governor but in case of his absence – by the alternative person.
The decisions of directorate could be adopted as on the session and by voting. During the session the decisions are made by a simple majority of votes of the directorate members under the condition of participation of not less than two thirds from the total number of members including the Governor or the alternative person. In case of an equality of votes the vote of the Governor will be decisive.
Regarding the questions considering by voting the decisions are taken by the two thirds of votes from the total number of the directorate members.
The Governor NB RK has a right to return the decision of directorate within a week including his amendments for reconsideration and new voting. If the directorate confirms the accepted decision by the two thirds of votes from the total number the Governor of the National Bank of the Republic of Kazakhstan signs the decision. The directorate on the questions attributed to its exclusive competence accepts the decision.
The National Bank Governor is appointed by the President of the Republic of Kazakhstan Председатель with consent of the parliament for a term of 6 years. He has a right to submit a resignation presenting to the President of RK a written application two months before retiral. The Governor is dismissed by the President.
The Governor of the NB RK is authorized to accept the operative and executive administrative decisions on all the questions of the National Bank activity. Either he takes a solution of the administrative penalty impositions the consideration of which according to the legislation of the Republic of Kazakhstan attributed to an exclusive competence of the National Bank.
The Governors’ deputies of the NB RK are also appointed by the President upon the recommendation of the Governor for a term of 6 years notwithstanding the term of the Governor itself. They are dismissed by the President and upon the recommendation of the Governor either. They can submit a resignation presenting their written application conformed to the Governor of the NB RK to the President. The deputies consider and adopt the decisions in accordance with and on the basis of their functional duties distribution.
The heads of organizational units of the central administrative office of the NB RK perform their activity on the basis of these organizational units’ directives confirmed by the directorate.
The branches of the National bank of Kazakhstan (further – branches) are founded on the decision of the directorate, form a part of a single centralized structure of the National Bank with vertical scheme of subordination, are reported to it and act within the determined competence.
In its activity the branch is independent from the local government bodies and is not liable for the government’s obligations excluding the cases when such responsibility is conferred on it by the National Bank.
The National Bank of Kazakhstan is responsible for the branches’ liabilities.
The branch is governed by its director who is appointed and dismissed by the board of directors of the National Bank of Kazakhstan. The branch director leads its activity on the basis of the general power of attorney of the National Bank.
The Representatives of the National Bank of Kazakhstan are opened by the decision of the directorate both as on the territory of the Republic and abroad, enter the single centralized structure of central bank and secure and represent the interests of the National Bank within the limits of their competence and authority.
The comprehension questions
1. List the reasons of the central emission banks appearance.
2. Name the basic targets and functions of the central banks.
3. Determine the legal basis of the National bank of RK functioning.
Section 9. Functions and operations of the National Bank of Kazakhstan
2.9.1. The primary goal, tasks and functions of the National Bank of Kazakhstan
The primary goal of the National Bank of Kazakhstan is the price stability security in the country.
The National Bank of Kazakhstan is allotted with the following tasks:
1) development and conduction of the monetary credit policy of the state;
2) maintenance of the payment systems;
3) performance of the currency exchange regulation and control;
4) security promotion of the monetary system stability.
NB RK in accordance with the allotted tasks performs the following functions:
1) conduction of the state monetary credit policy;
2) performance of the notes and coins emission;
3) execution of the function of the bank of banks;
4) performance of the function of the bank – financial adviser, governmental agent and other services for the government or any state authorities under the agreement with them;
5) organization of the payment systems functioning;
6) currency exchange regulation and control in the Republic of Kazakhstan;
7) management of the gold value assets;
8) control and supervision of the financial organizations activity and also regulation of their activity on the questions attributed to the bank’s exclusive competence.
The National Bank acts as a body determining and conducting the state monetary and credit policy of the Republic of Kazakhstan the purpose of which is the national currency stability security: its purchasing power and rate in regard to the leading foreign currencies. NB RK can set the circulating monetary targets of one or several factors.
The overriding priority of the National Bank is the transfer to the principles of inflation targeting answering the purposes of the bank itself of the inflation decline due to the advanced transparency of the set goal providing more market confidence.
The usage of alternative principles of the monetary credit policy conduction or focus shift to the monetary targeting sphere or targeted exchange rate the National Bank considers does not make economic sense.
Within the frame of transfer to the principles of the inflation targeting the National Bank follows the course of floating exchange rate, i.e. the exchange rate of tenge is set according to the foreign exchange rate demand and supply on open market.
The key instruments of the monetary credit policy are:
· the levels of rate of remuneration (interest) of the credits of NB RK to the banks;
· the standard of minimum cash reserves deposited with NB RK including with possible differentiation of terms, volumes and types of the attracted funds (reserve requirements);
· the operations on open market of purchase and sale of the state paper holdings;
· the granting of credits to banks;
· the interventions on a currency market;
· the introduction (in exceptional cases) of the direct quantitative limitations of a separate type credit operations level and volume;
· the official accounting (discount) interest rate.
The National Bank establishes the official rate of refinancing and also other rates of remuneration (interest) of the conducted operations. The official rate of refinancing depends on an overall condition of the monetary market, demand and purchase of credits, the level of inflation and inflationary expectations.
From August 10, 2009 the National bank defined the official rate of refinancing on the level of 7.5% per annum. Its decrease is a result of an annual inflation fall to 6.9% in July of 2009 and also of the general decrease of interest rates on the native interbank market. In particular the KazPrime standard as on the end of July, 2009 constituted 8.52% decreasing from the historical maximum in 15.04% in March 2009.
As on February 1, 2010 the rate of refinancing constituted 7.0%. This level is one of the lower bounds which kept for the period from July 7, 2003 till February 1, 2005, lower it didn’t fall. The maximum rate of refinancing was in March 1994 and it rose to 300% (Table 10).
10. The rate of refinancing changes of the National Bank
	The date of establishment
	01.02.1992
	01.07.1992
	01.07.1993
	23.07.1993
	10.01.1994
	01.03.1994
	01.091994
	05.12.1994
	01.07.1995
	01.09.1995
	10.11.1999
	04.06.2001
	06.09.2001
	20.11.2001
	06.03.2002
	18.11.2002
	01.12.2007
	05.02.2009
	10.06.2009
	10.07.2009
	10.08.2009
	1.03.2010

	The rate of refinancing
	25
	65
	110
	140
	270
	300
	250
	230
	55
	45
	18
	12
	11
	9
	8
	7,5
	11
	9,5
	8,5
	8,0
	7,5
	7,0


Hereafter the official rate of refinancing establishment will be performed by the National Bank according to the situation on a monetary market and the inflation level in such a manner that it would the highest level of the interest rates on a monetary market of the short-term instruments.
The rates of remuneration policy the National Bank applies for the influence on the market of remuneration rates in the framework of the executed state monetary credit policy.
In purpose of regulation of credits’ volume granted by banks for the reduction of risks of nonpayment by banks under their commitments and also security of the depositors’ and bank shareholders’ interests the National Bank of Kazakhstan uses the mechanism of reserve requirements.
As a result of the monetary credit policy active conduction in 2009 the volume of nonpaid debts of the banks to the National Bank of Kazakhstan according to the refinancing loans was decreased. To the end of February, 2009 it constituted 71.4 billion tenge (to the end of January 2009 – 440.5 billion tenge, to the end of 2008 – 255.9 billion tenge).
The reserve requirements standard is counted as a percentage from the total sum of commitments deducting the commitments to the banks and sets in amount of not more than 40%. In Kazakhstan the maximum rate of mandatory reserves rose to 30% in March, 1994. From March 3, 2009 the maximum reserve requirements to the banks were decreased:
· according to the internal commitments from 2 to 1.5%;
· according to the other commitments from 3 to 2.5%.
It was the third decrease of the rate for 8 months. As a result of these decreases the short-term banks’ liquidity was widened on an amount of 490 billion tenge.
Under the rate of mandatory reserves violation the acts of legislation of the Republic of Kazakhstan stipulates penalty charging and recovery in amount set by NB RK. Under the bank’s termination the NB RK within a week returns the reserved fund.
In exceptional cases the National Bank is authorized to introduce the reserve requirements on the incurrence of liabilities. The minimum cash reserve standard changes are introduced in another month at the earliest from the day of such decision adoption.
Under the operations on open market the treasure bills’ purchase and sale is understood on the secondary market in purpose of the monetary stock regulation. The operations’ limits on open market are adopted by the directorate of NB RK.
The National Bank grants the second-tier banks with loans of refinancing in the form of the reverse repurchase agreement (reverse repo) operations conduction on security of state and agent paper holdings. It also determines the official accounting (discount) rate in accordance with the general condition of the monetary market, demand and purchase of credits. Conducts the accounting (discount) policy for the influence on the accounting (discount) rates of banks in the frame of state monetary credit policy. Establishes a procedure of the bills rediscount and the terms set for the bills acceptance for rediscount.
The accounting rate of the National Bank was officially established on June 20, 2000 in amount of 12.5% and functioned till December 31, 2003 (7%). Beginning from December 31, 2003 in Kazakhstan the official accounting rate corresponds refinancing rate according to which the rediscount of bills is performed.
From 2008 the practice of commercial bills rediscounts conduction was fully terminated, therefore the status of the first rate emitters of bills awarding in favor of the enterprises was stopped.
The procedure, conditions, types, terms and limits of banks’ crediting are determined by the National Bank which regulates the total volume of crediting according to the agreed directions of the monetary credit policy.
As lender of last resort the National Bank is authorized to grant banks with credits in national and foreign currency both as secured and unsecured in the order and on terms sestablished by the National Bank directors.
The operations of currency swaps conduction and also granting of the short-term loans on security of correspondent balance of the banks in NB RK are performed only under the cooperation agreement conclusion on the questions of the bank loan granting.
Under the National Bank interventions on the currency market the foreign currency purchase and sale on interbank or exchanging markets is understood for the influence on tenge exchange rate.
The money market interventions are conducted by the National Bank autonomously with usage of any types of foreign exchange dealings through any banks and forex exchanges but in the limits of general monetary credit policy.
The National Bank performs the operations of conversion and reconversion of the National Bank’s assets both as by means of the foreign currency purchase or sale on the internal market and at the expense of gold value assets. Whereby the additional demand of foreign currency fall on the internal market will promote the terms increase to 6 months within which The National Bank can perform the conversional operations.
The minimum reserve requirements to the banks and refinance rates decrease allowed to the National Bank in 2009 to terminate conduction of the exchange swap and swap operations on security of correspondent balance of banks.
Under the direct quantitative restrictions of the National Bank the maximum level of rates of separate types of operations and dealings are understood, direct restriction of crediting, freezing of the remuneration rates (interest), direct regulation of the concrete types of credit for purposes of stimulation or curbing of separate fields. The National Bank has a right to apply the direct quantitative restrictions in case of the inflation development discontinuance impossibility by the indirect methods of the monetary credit regulation.
In order to perform the function of the bank of banks the National Bank of Kazakhstan:
· organizes the system of refinancing, grants credits to the bank account holders opened in the National Bank on the term not less than one year on security of highly liquid riskless paper holdings and other assets;
· is the lender of last resort for the second-tier banks in connection with what has a right to grant them credits in national and foreign currency both as secured and without security in order and on the terms established by the National Bank’s directors;
· has a right of money withdrawal from the client’s bank account under the fact of its wrong placing, has a right to debit the client’s bank account under the documents presence which confirm his agreement on acceptance-free money withdrawal;
· performs the reconstruction of the banks’ and other organizations’ debts to the National Bank regarding granted to them credits in order and on terms determined by the NB RK directors.
For the functions of bank, financial adviser, governmental agent and other state bodies’ performance the National Bank acts under the agreement with them.
It places the funds of the government, performs payments and other operations on its accounts and also renders the other services.
Serves as financial adviser of the government under the development and realization of the public borrowing policy, budget policy formation regarding the questions connected with monetary and credit policy of the government.
The National Bank plays role of the governmental agent and serves the government loans.
For the purpose of payment systems functioning organization the National Bank of Kazakhstan organizes, coordinates, regulates and also supervises the payment systems functioning.
Establishes the means of payments performance and money transfer, the rules and peculiarities of their usage.
Determines the order, terms of payments performance with cash money usage and minimal security requirements of the banks, organizations which perform separate types of bank operations, reliability, safety of the applying and automated systems and the bank information protection.
Establishes the bank accounts’ types and legal status, the order and terms of opening, usage (conduction) and accounts closure.
Performing the currency exchange regulation and control the National Bank of Kazakhstan determines the sphere and order of circulation of foreign currency and paper holdings in the country, introduces the required restrictions of the operations in foreign currency conduction, the form of settlements regarding separate export-import dealings.
Establishes the rules of operations with foreign currency and paper holdings in foreign currency conduction by residents and nonresidents of Kazakhstan and adopts the laws and regulations in the matter of exchange operations, the order of export-import exchange control performance and the residents’ accounts opening in foreign banks.
Determines the order of import, export and remittance to the Republic of Kazakhstan and from it of currency valuables and also the official rate of the national currency to the foreign currencies.
Forms and performs the operations with gold value assets and organizes the international settlements, improves the monetary and financial, credit and settlement relations with foreign countries.
Attracts the foreign currency from the offshore and international organizations in accordance with the concluded state agreements, introduces and cancels the course of mandatory sale of revenue in foreign currency from the goods (works, services) export.
The National Bank of Kazakhstan has a right of the operations with currency valuables and precious metals. Purchases and sales foreign currency, paper holdings issued and guaranteed by the government in foreign currency, by the governments of offshore states or international financial organizations including in the form of securities loan.
Opens the accounts in banks, international central banks and financial institutes having a corresponding right by the states’ legislation where they are registered and also in the international financial organizations.
Accepts for saving fine gold, precious metals, stones and the wares of them and performs on the territory of the Republic of Kazakhstan and on the external market the operations of purchase and sale of the fine gold and other precious metals.
In the order stipulated by applicable legislation it imports in Kazakhstan the currency valuables and precious metals and also exports them abroad for placement on its accounts in foreign banks and specialized financial organizations.
Performs the operations with instruments of monetary market such as the interbank deposits, repo and reverse repo, certificate deposits, commercial papers and other debt obligations issued by emitters having credit rating the minimal level of which is determined by the directors of NB RK. Either performs the operations with the derivative financial instruments: forward operations, swap operation and optional operations with counterparties, credit ratings of which not less than defined.
For the gold value assets management the National bank of Kazakhstan in accordance with the legislation which regulates the relations connected to precious metals and stones, buys fine gold from the Kazakhstani and any other producers (buyers) of the mentioned metal.
Purchases the foreign currency by means of Kazakh tenge (including commemorative and souvenir coins) and foreign currency from residents and nonresidents of the Republic of Kazakhstan and also the government of RK.
Places deposits, performs dealing operations with foreign currency and paper holdings denominated in foreign currency, grants credits in foreign currency and performs sale, depositing and other operations with fine gold, silver, platinum and other metals of platinum group.
Receives credits from the international financial organizations, central banks of foreign states and other creditors; renders consulting, informational issuing and other services with payment in foreign currency.
Purchases and sales currency on the internal exchange market for the purpose of monetary credit policy and exchange rate policy conduction including for scatter smoothing of purchase and demand on the internal exchange market.
Writes off the non-performing gold value assets at the expense of formed provisions (reserves).
2.9.2. Operations and deals of the National Bank
The bank accounts owners in the National Bank of Kazakhstan are considered the legal entities which opened the accounts in the order set by directors of the National Bank and banks.
According to the Law of the Republic of Kazakhstan dated from March 30, 1995 №2155 “About the National Bank of the Republic of Kazakhstan” the National Bank conducts the following operations in the national currency:
1) grants credits to the owners of bank accounts opened in the National Bank on the term of not more than six months on security of highly liquid riskless paper holdings and other assets;
2) purchases and sales the state paper holdings;
3) purchases and sales the certificate deposits, debt securities with maturity not more than one year which are considered valid for credits’ security;
4) accepts deposits, performs payments and money transfers, takes for saving and management paper holdings and other valuables;
5) performs operations with derivative financial instruments;
6) if required opens the accounts in banks and financial organizations on the territory of the Republic of Kazakhstan and abroad;
7) issues cheques and draws bills;
8) performs the other banking operations and also dealings in its own name in accordance to its targets if it is not directly prohibited by the legislation.
The subject of pledge with a view to ensuring the credits of the National Bank could be:
· fine gold;
· foreign currency;
· bills in tenge and foreign currency with maturity to six months;
· debt securities officially quoted on the stock-markets with maturity to one year.
Either the subject of secure could be the other assets and property disposal documents in cases established by the board of directors. In case of non- or delayed payment and also nonpayment of fee (interest) the National Bank of Kazakhstan realizes the subject of secure fully or partially in accordance to active legislation.
The National Bank is not authorized to perform the following types of activity excluding the cases directly stipulated in legislation of the Republic of Kazakhstan:
· to serve the organizations and also purchase shares of the legal entities;
· to perform a commercial or any other activity;
· to grant credits without secure;
· to prolong granted credits or allow terminating bills’ renewal.
The National bank of Kazakhstan:
a) determines sphere and order of circulation in Kazakhstan of foreign currency and paper holdings in foreign currency, introduces the required restrictions on the operations in foreign currency conduction including the volume of such operations and remuneration rates level (interest);
b) establishes the rules of conduction by residents and nonresidents of Kazakhstan of the operations with foreign currency and paper holdings in foreign currency;
c) establishes the order of import, export and remittance to the Republic of Kazakhstan and from it of currency valuables. Establishes for residents the order of mandatory remittance of foreign currency and paper holdings in foreign currency to the Republic of Kazakhstan and also determines the terms of accounts opening for residents of Kazakhstan in foreign banks.
d) regulates the rate of national currency to foreign including the establishment of the official rate of NB RK for the purposes of customs duties and tax payments, market tenge quotations of operations with foreign currency and precious metals;
e) forms and performs operations with gold value assets;
f) organizes international settlements, improves monetary and financial, credit and settlement relations with foreign countries;
g) attracts in accordance with concluded state agreements the foreign currency from foreign and international organizations;
h) introduces offers on questions of the additional credits attraction from the nonresidents of the Republic of Kazakhstan;
i) introduces and cancels the course of revenue mandatory sale in foreign currency from the goods (works, services) export.
It is authorized also to perform the other functions in the sphere of currency exchange regulation and control stipulated by the legislation of the Republic of Kazakhstan.
The comprehension questions
1. What targets and tasks the National Bank of Kazakhstan sets to itself?
2. Discover the function of the monetary credit policy conduction.
3. List the operations and dealings of the National Bank of RK.
Chapter III. Commercial banks, their functions and activity organization
Section 10. The principles of commercial banks activity organization
3.10.1. The legal organizational form of banks
The statutory regulation of banking in Kazakhstan is performed on the basis of legislative and regulatory acts including the Law dated from August 31, 1995 №2444 “About banks and banking activity in the Republic of Kazakhstan” and the Law dated from March 30, 1995 №2155 “About the National Bank of the Republic of Kazakhstan”.
According to the Law “About banks and banking activity in the Republic of Kazakhstan” (further Law) the bank is a legal entity being a commercial organization which is authorized to perform a banking activity. The official status of bank is determined by the state registration of a legal entity in the ministry of justice bodies of RK and by the license for bank operations conduction presence.
From the point of view of organizational legal form the bank presents a legal entity in the form of Joint Stock Company but the state bank could be found also in the form of state enterprise.
The constituent documents of the Bank. The Founders Agreement about the bank foundation shall constitute mandatorily:
· the information about founders including full name and place of location of each of them and also data about their state registration (for legal entities), name, citizenship, place of accommodation and data of document of identification (for individual persons);
· the information about quantity, categories and price of shares placement;
The bank statute shall constitute mandatory:
· the full and short name of bank;
· the data about types and order of the funds’ usage (reserve fund) of the bank;
· the decision tree of the bank’s branches.
The banks are founded in the form of Joint Stock companies. In the quality of name the one is used which is stipulated in bank statute. The name shall contain the word “Bank” or its derivative. All the banks excluding National are prohibited to use the word “National” or its derivatives. All the banks excluding National are prohibited to use in their names the words “National”, “Central” in full or short form in any language. The subsidiary banks shall use in their names the name of parent bank.
The authorized capital stock is formed in national currency in the expense of shares sale which under the placement should be paid by money exceptionally. The authorized capital stock of newly founded bank is paid by the expense of its founders on 50% to the moment of its registration and fully – within one calendar year from the day of registration. The minimum volume of the authorized capital stock for newly founding banks amounts 5.000.000.000 (five billion) tenge.
The bank stock (further capital) of the bank is the volume of bank’s assets net of its value of liabilities where the volume of assets is counting by means of net of from the initial volume of the bank’s assets the sum of required reserves (provision) of granted loans and other assets. The accounting capital treatment, volume of bank’s assets, volume of reserves (provision) of granted loans and other assets are determined by the Financial Inspection Committee of the Republic of Kazakhstan. If the value of liabilities exceeds the volume of assets the bank’s capital is negative.
The bank’s founders or shareholders are been legal entities or private persons – residents or nonresidents of the Republic of Kazakhstan. The state can be the bank’s founder and shareholder only in the name of government and either the local executive boards of the regions and Astana and Almaty cities could be the shareholders of the Bank of Development of the Republic of Kazakhstan. The state enterprises and organizations in which more than 50% of the investment shares in the authorised capitals or placed shares belong to state cannot be the bank’s founders or shareholders.
With the aim of protecting the bank’s creditors interests and provision of the banking system of RK stability the authorized body (the Financial Inspection Committee of the Republic of Kazakhstan) has a right in consultation and coordination with the government (in case of the bank’s negative volume of capital within the last consequent calendar months) to perform a mandatory buyout of the bank’s shares under the condition of their obligatory following prompt realization to a new investor who guarantees the required improvement of the bank’s financial situation.
The legal entities – nonresidents of the Republic of Kazakhstan including banks can have ten or more percentages of the bank’s voting shares – resident of RK under the condition of their minimum required rating availability of one of the main rating agencies.
3.10.2. The basic functions and principles of banks’ activity organization
The whole complex of reasons according to which the business entities follow in the process of their activity are called principles.
The first and the main principle of the commercial bank’s activity is the work within the frames of available resources.
It means that the commercial bank shall provide not only the quantitative correlation between its resources, credit exposures and other assets but also achieve compliance of the bank’s assets character to a specific of mobilized resources. First of all it refers to the terms. Thus if bank attracts the resources mainly on short terms and invests them mainly to the long-term loans its ability to answer for obligations (liquidity) appears to be in danger.
The second most important principle is an economic independence which correlates to the economic responsibility of the bank for the results of its activity and supposes:
· a freedom of dispose of its own funds and attracted resources;
· a free choice of clients and depositors;
· a free dispose of the bank’s inputs.
The applicable legislation gives to all the commercial banks an economic freedom in their funds and profits management. The banking profit which rests in its dispose after payment of taxes is distributed according to the Resolution of the General Meeting of Shareholders. It establishes the norms and amounts of contributions to the different funds of bank and also the amounts of dividends on shares.
According to its obligations the commercial bank responds by all its means and property on which a penalty could be imposed. The whole risk from its operations the commercial bank takes on itself.
The third principle is that the relations of the commercial bank with its clients are built as ordinary market relations under the contract terms. Granting the loans the commercial bank follows first of all the market criterions of profitability, risk and liquidity.
the forth principle of the commercial bank is that the state can perform the regulation of its activity only by means of indirect economic methods but not by the direct administrative in the form of orders, i.e. without an interference to its operational activity. The state establishes a sort of “rules of game” for the commercial banks following which they independently develop and execute their credit, investment and deposit policy.
In order to manipulate the behavior of banks on the market the regulating bodies can change set rules but they don’t have right to give them the direct references regarding the directions and conditions of placement or resources attraction.
The basic functions of banks are considered:
· accumulation and mobilization of monetary capital;
· credit cooperation;
· business settlements and payments conduction;
· creation of payment means;
· organization of paper holdings issue and placement;
· consulting servicing of clients.
The mobilization of temporary available monetary means and their transfer into capital is one of the oldest functions of banks. Accumulated by banks available monetary means of legal entities and private persons from one side bring to their owners profit in the form of interest but from the other – create the base for loan operations conduction. Concentrated savings could be used for different economic and social needs coverage. With the help of banks exactly the monetary means concentration and their transfer into capital happens.
The other main function of the commercial banks is credit cooperation. To direct credit relations between the owners of available monetary means and borrowers the dissimilarity of capital volume offered for loan with necessity in it and also term of capital release with the term on which it is required to the borrower prevents. The genuine credit relations between the capital owners and borrowers are also complicated by the risk of indigency of the last.
The capital owner can be disinformed about the borrower’s financial condition. The commercial banks playing as the financial representatives eliminate this problem. Banking credits are directed to different spheres of economy, provide an expansion of production. Stable economy cannot exist without the organized and smoothly running system of monetary settlements. That is why the role of banks in settlements and payments conduction has a great consequence.
The main part of settlements between the enterprises is performed in cashless form. Banks acting as representatives in payments carry out accounts by order of clients, accept money on accounts and maintain records of all monetary takings and withdrawals.
The efficient functioning of payment system in the countries with enough developed infrastructure requires the settlement technology improvement. That’s why in such countries the various settlement systems are created. For example clearing systems of the gross commercial banks with a wide net of branches and divisions or giro clearing systems in the form of Joint Stock companies founded by settlements member-banks including central banks.
The settlements are conducted also via the net of correspondent banks when between the banks the mutual relations are established stipulating the correspondent accounts opening. The payments’ centralization in banks promotes the circulation expenses decrease and for settlements quickening and increase of payments reliability the electronic settlement systems are introduced.
The main function of commercial banks is their ability to create and destroy money, i.e. increase or decrease the monetary stock. The monetary means formation is directly linked to the banks’ deposit and credit activity. The deposit can be created by two means: cash money placement on the client’s account or granting credit to the borrower. Whereby the noted operations have a different influence on the monetary stock volume in circulation. Thus if client placed on deposit 100 thousand dollars and ordered to pass them on on-demand account the result of this operation will be the cash balances increase in assets and in liabilities – the deposits increase on this sum.
At the same time the total quantity of money in business stays unchanged because the transfer from cash form onto cashless occurred. The other example: the borrower received a loan of 100 thousand dollars and the bank charged them on a deposit account of client. In result the total quantity of money in business increased on 100 thousand dollars because bank in the process of crediting created new payment means.
However banks are able not only create but destroy money either. It is possible under the borrowers’ loans repayment by means of money writing-off from their deposit account. In this case the total monetary stock in business decreases.
Under the credit demand presence the modern emission mechanism allows to widen the limits of monetary emission what is proved by the monetary stock growth in the industrially developed countries. But economy needs an optimal not excessive money quantity in circulation that’s why the commercial banks act in the limits of restrictions (mandatory reserves) established by central banks.
The commercial banks perform an emission founders' function executing issue and placement of paper holdings in particular shares and bonds. Whereby the banks have an opportunity to direct savings on productive purposes. The paper holdings market in some manner completes the credit system and interacts with it.
By order of enterprises which need the long-term commitments and apply for shares and bonds issue the banks take on themselves the determination of size, terms of emission, choice of paper holdings’ type and also liabilities of their placement and secondary circulation organization. The banks guarantee the issued paper holdings purchase purchasing and selling them on their expense or organizing for it the banking syndicates, grant loans for the shares and bonds buyers.
The liabilities on gross amounts issued by big companies could be placed by bank by means of sale directly to its clients but not on stock-market.
The enough economic acquaintance and possibility of economic situations control allow banks to perform the consulting servicing of clients. Banks analyze the financial activity of enterprises, the condition of their accountance, consider the development strategy and determine possible directions of profits growth.
Performing operations with paper holdings the banks assess a perspective of the new client’s shares issue and reality of their placement; consult clients about the choice of firms which are ready to place the new paper holdings. The banks render the following consulting services: from accounts opening and settlement, credit and cash services to recommendations of operations performance on monetary and commodity markets.
The list of consulting services performed by commercial banks in various spheres of their activity could be as follows:
· in the sphere of crediting and settlement – information about the monetary market conjuncture, interest rates movement, conditions and forms of crediting, providing recommendations of credit and settlement servicing of various types of dealings, analysis of cashless settlements organization, development of their improvement variants;
· in the sphere of paper holdings issue and operations with them – data about paper holdings market conjuncture, their rates movement, about paper holdings emitters, explanation of paper holdings issue order and rules of their circulation;
· in the sphere of capital investment – data about construction services market conjuncture, building materials prices, different types of construction / installation activities tariffs, economic efficiency of capital investment making-up, etc.
For the last time the commercial banks faced a serious competition from side of numerous specialized credit institutions and also big industrial corporations which created their own financial companies. However a competition stimulates banks to search the new spheres of activity, increase the number of services offered to clients and improvement in service.
The tendency development of commercial banks’ functions widening in modern conditions continues. In order to strengthen their positions on market they actively perform noncharacteristic for banks operations intruding into the nontraditional for them spheres of financial entrepreneurship. Thereby the role of banks in economy functioning increases.
3.10.3. The order of banks’ foundation, reorganization and activity termination
The permit of bank opening. Any legal entity or private person has a right to put in to the Financial Inspection Committee of the Republic of Kazakhstan with application of intention to found a bank. The notice is placed on both languages – Kazakh and Russian and should contain the address of applicant.
The application shall have attached documents stipulated by the article 19 of the Law “About banks and banking activity in the Republic of Kazakhstan” and the Rules of permit issue for bank opening and also licensing of banking and other operations, activity on paper holdings market which is performed by banks, adopted by the decision of board of directors of the Сommittee for the control and supervision of financial market and financial organizations of the national bank of Republic of Kazakhstan from April 30, 2007 №121:
а) four copies of founding documents (charter, Founders Agreement), copy of foundation meeting protocol all notarially certified and formalized as required by law of RK;
б) data about founders (according to list set by authorized body), financial accounting including consolidated for the last two concluded financial years, audit organization’s report about the founders’ financial condition;
б-1) documents and data stipulated by the article 17-1 of the Law about banks if the applicant becomes a big participant of bank or bank holding;
б-2) data about conditions and order of bank’s shares purchase including determination of sources and means used for bank’s shares purchase with an attachment of the confirming documents copies;
в) detailed organizational structure of newly founded bank;
г) business plan adopted by person authorized by founders for documents signing which discovers the strategy of activity directions and scales, financial perspectives (budget, liability balance, statement of profit and loss for the first three financial (operational) years, marketing plan (formation of client base of bank), plan of labour force attraction, risks management arrangement);
д) notarially or any other legally certified document which confirms the applicant’s authority of application filing in the name of founders.
The senior officials of bank, organization performing separate types of banking operations are appointed and elected on a seat with consent of the Financial Inspection Committee of the Republic of Kazakhstan.
The mandatory condition of an appointment on senior positions is possession of a higher vocational education in the required field and as a rule they should have employment history in banking system: chairman and accountant-general – not less than three years, their deputies – not less than two years, chief executive officer and accountant-general of bank branch, branch of organization performing separate types of banking operations – not less than one year. The leading officials cannot perform their liabilities more than three months before getting an approval from the authorized body.
The application for permit issue of bank opening should be considered by the authorized body within three months from the day of presentation of the last additional information or document called by the authorized body but not more than six months from the day of application filing.
The authorized body notifies applicant about the adopted decision in written form. A notification is sent to the address stipulated in application for permit issue of bank opening.
The denial of permit issue of bank opening is executed on the grounds of:
a) bank’s founding documents are not in conformity with law;
b) bank name is not in conformity with law;
c) 
size, constitution and structure of an authorized capital stock are not in conformity with law;
d) 
financial condition unsustainability of the founders;
e) 
minimum requirements inconsistent of candidates on the bank’s senior positions;
f) 
inconsistency of founding documents of the bank with foreign participation;
The authorized body is obliged to notify an applicant about the basis of refusal in written form.
The state registration of bank is performed by judicial authorities on the basis of permit on opening issued by the Financial Inspection Committee of the Republic of Kazakhstan and data confirming its founding documents affirmation with the authorized body.
Founders are obliged to appeal to judicial authorities for the state bank registration within one month from the day of permit on bank opening getting. After the registration in juridical authorities the bank within fourteen calendar days should file to the authorized body the notarially certified copies of Founders Agreement and charter with notice and stamp of registered them judicial authorities and the copy of certificate of the bank state registration.
The branch of bank is its division which is not a legal entity locating out of banks residence, performing banking operations in the name of bank and acting within competence conferred to it by bank. The branch has a single with bank balance and also name fully matching with the name of bank.
The bank is obliged to receive an endorsement of its branch opening from the authorized body. The question of endorsement for branch opening should be considered within three months. The question of endorsement for representative opening by the bank-resident of the Republic of Kazakhstan should also be considered within three months.
The denial of representative opening by the bank-resident of the Republic of Kazakhstan is executed on the grounds of:
1) fragile financial condition of the bank;
2) nonfulfillment of prudential regulation and other mandatory rules and limits within six consequent months which preceded filing of an application of representative opening;
3) presence of acting limited measures of influence and sanctions prescribed by law for banks;
4) nonpresentation of one of required documents.
The question of endorsement for representative opening by the bank-nonresident of the Republic of Kazakhstan should be considered within three months.
The denial of permit issue of the representative opening by the bank-nonresident of the Republic of Kazakhstan is performed on the grounds of nonpresentation of any stipulated documents.
The cash and settlement department (savings-bank) of the bank is territorially standalone subdivision of bank founded on the basis of permit of the authorized body which is not a legal entity, doesn’t have a statute of branch or representative, performing separate types of banking operations on the territory of Kazakhstan.
Opening and closure of branches, representatives, cash and settlement departments (savings-banks) of the banks are performed in accordance with banking legislation.
The will-full readjustment (merger, joining, division, separation, reorganization) of banks could be done by the decision of general shareholders meeting with the permission of authorized body.
The termination of commercial bank activity occurs by means of its reorganization or liquidation.
Merger is a creation of new credit organization with assignment of rights and liabilities of two or more credit organizations and termination of the last.
Joining is a termination of one or more credit organizations with assignment of all their rights and liabilities to the other acting credit organization.
Division is a termination of credit organization with assignment of all its rights and liabilities to newly created credit organizations.
Separation is a creation of the other or several credit organizations with assignment to it (them) a part of rights and liabilities of the reorganized credit organization without termination of the last.
Reorganization is a transformation of organizational and legal credit organization (from LLC to CJSC or OJSC).
Under the bank’s readjustment the rights and liabilities transfer to legal successors. In this case the bank statute and state registration book of credit organizations are added with required amendments. All the documents the terms of which didn’t terminate are passed duly to legal successor.
A permit application of bank readjustment should be considered by the authorized body within two months from the day of its taking.
The readjusted bank is obliged to inform all its depositors, clients, correspondents and borrowers about the prospective changes within two weeks from the day of receipt of permit for readjustment from the authorized body by means of direct notification and corresponding publication in not less than two national newspapers.
Bank closing down temporarily represents a compulsory conduction of a whole complex of administrative, legal, financial, organizational and technical and other measures and procedures in relation to bank by the decision of authorized body for purposes of its financial condition rehabilitation and work quality improvement.
The bank could become a subject of temporary closing down on the grounds of systematic (over three consecutive calendar months) nonfulfillment of capital adequacy coefficient.
The temporarily closing down regime supposes an appointment by the authorized body on limited term (to one year) of a temporary administration of bank management or temporary bank executive. The bank’s closing down is performed at its own expense.
The authorized body decision of closing down conduction can be appealed by the bank’s shareholders to court within ten days; the decision appeal doesn’t stop the closing down.
The temporary bank administration (temporary executive) is appointed by the authorized body from its officials or persons not being them which correspond to minimal legal requirements.
The authorized body decision of temporary closing down of bank should contain:
a) bank name and its location;
b) grounds for such decision;
c) taking effect and term of temporary closing down;
d) list of restrictions of activities;
e) temporary administration’s personal composition or temporary executive’s surname and first names;
f) notice to senior bankers to prepare their work report, tax declaration, data about property availability and size and to render these documents to a temporary administration (temporary bank executive);
g) temporary administration’s (temporary executive’s) recommendations.
The decision about temporary closing down is published by the authorized body in two printed periodical publications distributed on the whole territory of Kazakhstan.
Within the term of temporary closing down the temporary administration is controlled by the Financial Inspection Committee of the Republic of Kazakhstan.
The bank can be liquidated:
a) by the decision of its shareholders (if a permit of the authorized body available);
b) by the decision of court in cases provided for in the legislation of the Republic of Kazakhstan (compulsory liquidation).
The banks’ termination including on the grounds of bankruptcy is performed inacordance with legislation of the republic of Kazakhstan with due regard to the statutory requirements.
The bank Банк on the basis of Resolution of the General Meeting of Shareholders has a right to move a motion to the authorized body about granting a permit on its private liquidation. A motion should be considered by the authorized body within two months from the day of duly completed documents acceptance.
Upon receipt of a permit of private liquidation a liquidation commission is created with due regard to the bank’s branches and representatives to which the authority is delegated. the commission’s activity is controlled by the authorized body.
Upon the permit getting of the private liquidation the bank is obliged to publish an information about this in the official printed issues. The liquidation commission is obliged within seven days upon approval of` liquidating balance and report about the bank liquidation to present them to the ministry of justice and the Financial Inspection Committee of the Republic of Kazakhstan.
Under the liquidation termination the commission is obliged to surrender the documents duly for holding them ad acta and notify about it the authorized body.
The compulsory bank liquidation is performed by court according to:
a) bankruptcy;
b) revocation of a banking control licence on the grounds stipulated by the legislation;
c) claim (legal action) of the authorized bodies, legal entities and private persons about the bank activity termination or otherwise at law.
The declaration of bankruptcy. Bank's indigency and insolvency are settled by a conclusion of the authorized body presented to court and composed due to the prudential regulations accounting treatment (and other mandatory to execution norms and limits) of the bank’s capital volume.
The bank could be declared bankrupt only by the decision of court. An extrajudicial proceeding of failed bank liquidation by the decision of its creditors and bank itself is not allowed. A possibility of amicable agreement conclusion between the parties in the case of bank bankruptcy is excluded. The decision about bankruptcy recognition of the bank and its private liquidation the court directs to the authorized body.
The liquidation commission passes the copy of the court’s decision to the justice institution which performs the state registration of legal entities and to the authorized body. Upon the liquidation conclusion the commission is obliged to surrender the documents duly for holding them ad acta and notify about it the authorized body. The liquidation commission takes measures for the bank’s work conclusion and settlements provision with its creditors.
A permission of bank opening has a legal force till the decision of the banking control license granting by the authorized body adoption. The permission of bank opening is subject to return by bank to the authorized body upon the banking control license granting or upon the court’s adoption of the decision of banking activity termination and also in case of permission revocation.
On August 1, 2009 the following banks were liquidated: JSC "ValyutTranzitBank"(АО «ВалютТранзитБанк»), JSC "Nauryz Bank Kazakhstan" (АО «Наурыз Банк Казахстана»), JSC "Business Bank" (ОАО «Бизнесбанк»), JSC "Kazpochtabank" (ОАО «Казпочтабанк»), JSC "Komirbank." (ОАО «Комирбанк»).
As of August 1, 2015 in Kazakhstan works 34 second-tier banks.
3.10.4. The meaning of banking license
In Kazakhstan the credit organization acts on the basis of special permission – license. There the banking operations are listed which this credit organization has a right to perform and also a currency in which these banking operations can be conducted.
The banking licenses are issued by the authorized body (the Financial Inspection Committee of the Republic of Kazakhstan) or by the National Bank within their competence. For the license issue the charges are collected (80 MCI for banking operations; 80 MCI for other operations performed by bank; 30 MCI for broker activity; 30 MCI for dealer activity; 30 MCI for custody activity; 10 MCI for transfer agent activity).
For license getting of banking operations conduction within one year from the day of state registration a newly created bank provides a favourable conclusion of the National Bank about the possibility of license granting in order to conduct the following banking or other operations:
· cash operations: acceptance and withdrawals of cash money including their counting change, exchange, recounts, sorting, packing and holding;
· encashment of the notes, coins and valuables;
· safe deposit transactions: safekeeping services of paper holdings issued in physical certificated form, documents and valuables of client including leasing of cash boxes, closets and rooms.
The condition of license getting of the operations performance of deposits acceptance, bank accounts of private persons opening and conduction is a bank functioning within one calendar year from the day of banking control license receipt.
In order to receive license of the additional banking operations conduction the acting bank should:
1) to provide the performance of prudential regulations within three consequent months preceding a request for license granting;
2) to perform the requirements set by the Financial Inspection Committee of the Republic of Kazakhstan of risk management and internal audit systems availability;
3) to present the rules of general conditions of additional types of banking operations conduction.
The conditions of license getting of activity performance on the market of paper holdings:
1) conduction of set for banks by the Financial Inspection Committee of the Republic of Kazakhstan prudential regulations, other liabilities to norms and limits observance over a period of not less than six consequent calendar months preceding the date of license request filing;
2) absence of sanctions applied by the Financial Inspection Committee of the Republic of Kazakhstan to bank over a period of not less than six consequent calendar months preceding the date of license request filing.
A required condition of license getting of custody activity is a lecinse of safe deposit transactions performance presence issued by the Financial Inspection Committee of the Republic of Kazakhstan.
The banking control license of national and foreign currency is issued for an unlimited time. However it is not subject of transfer to third persons. All the types of banking operations can be performed only under the direct reference in license availability to the right of their conduction.
The decision of banking control license granting is published in the official periodicals of the authorized body or the National Bank. The copy of license duly certified is subject of general view taking the most available for bank clients place.
The denial of its issue occurs in the following cases:
a) nonfulfillment of any requirement set for license getting;
b) if bank will not request for license granting within a year from the date of state registration.
The comprehension questions
1. What do the banks present from the organizational legal forms point of view?
2. List the main functions of the commercial banks.
3. What principles of banks’ activity organization do you know?
4. What is the order of banks’ activity creation, reorganization and termination?
5. List the conditions of the bank license getting.
Section 11. Passive and active bank operations
3.11.1. Passive operations
The commercial banks refer to a special category of business enterprises called financial intermediaries. They attract capitals, savings of population and other monetary means released in the process of business activity and present them for temporary use to other economic agents which need an additional capital.
The financial intermediaries perform in such a manner an important social economic function providing society with a mechanism of interindustrial and transregional distribution of monetary capital.
The bank determination as an institution which accumulates the available monetary means and place them on a repayable basis allows to distinguish in its activity passive and active operations.
The passive operations characterize the sources of means and nature of commercial banks’ links. These are they exactly widely predetermine the conditions, forms and directions of bank resources usage, i.e. the composition and structure of active operations.
These operations were considered in depth already in a quality of credit fund sources in the theme “The origin of loan resources forming”. That’s why this paragraph concerns only generalized moments regarding the meaning of passive operations.
Passive are the operations by means of which the bank resources are formed. As was mentioned before their main sources are deposit operations.
The deposit operations of commercial banks are the operations of attraction of the legal entities’ and private persons’ means to deposits for a specified term or on demand and also remaining balances on the clients’ operating accounts for their usage in a quality of credit resources and in the investments.
The deposit is the monetary means (in cash and non-cash forms, in national or foreign currency) placed in bank by their owners for holding on certain conditions.
The deposit operations is a wide meaning because it includes all the bank activity connected to the means attraction for deposits. The peculiarity of this passive operations group is that the bank has a comparatively lax control over the volume of these operations because the initiative of their placement on to the deposits goes from the depositors themselves. 
Whereby as practice shows the depositor is interested not only in paid to him interests but also the safety of relied to bank means keeping.
The organization of deposit operations should be performed under the set of principles:
· getting a current profit and creation of conditions for its getting in future;
· flexible policy under the deposit operations management for the bank operative liquidity supporting;
· concurrency between the deposit policy and assets profitability;
· development of banking services for clients’ attraction.
For commercial banks the deposits are the main and the cheapest type of resources. The increase of this element part in the resources base decreases the interest costs however their high part weakens the bank’s liquidity.
The clients’ means attracted by bank are placed on current, deposit and saving accounts. Their remaining balances summarize and are shown in balance by a single index. Under the analysis the attracted deposit means group according to urgency in order to know on what term this or that sum were attracted.
The increase of deposits on demand part decreases the bank interest costs and allows to get more high interest profit. However it should be taken in mind that these deposits are the most unpredictable financial instrument that’s why their high part in the resources base can weaken the bank liquidity.
The fixed-term deposits are considered to be the most stable part of attracting resources. The increase of fixed-term deposits’ part in the resources base promotes bank stability grow, allows to perform an effective management of bank liquidity and solvency.
Under the means attraction from the client a deposit agreement should be concluded with him. The banks develop the form of deposit agreement independently which bears on every separate type of deposit a typical feature. The agreement is issued in two copies: one copy for the depositor, th other for bank which is kept in credit or deposit department (depending on the fact to whom in bank this work was put).
The agreement stipulates the sum of deposit, term of its validity, interests which the depositor will get after the agreement termination, liabilities and rights of the depositor and bank, parties’ responsibility for the agreement terms performance, dispute settlement procedure.
For the deposit operations register the following are applied: current account, savings book, checklist, pay and cheque books, alphabetic card, operational journal, receipts, cash receipt notes, depositor’s commission of sum writing down, notification to a follow-up control, application for deposit transfer, schedule of applications record, record book of lost savings books.
The deposit placing in cash could be performed only by private persons. From legal entities the deposit placing are accepted only in cashless form.
Under the deposit closure the client should present to bank a deposit agreement and paying-in book which should be paid off. The bank offers client to register a cash payment voucher on an amount of deposit and interests of it.
The economic work of bank with client covers all the spheres of bank activity – from client’s attraction to different bank operations performance according to his accounts.
The clients’ attraction requires from banks the definite works conduction – advertisement, development of the new types of services introduction, negotiation, preliminary analysis of the financial condition, preparation and conclusion of different agreements, etc. All these works are closely connected to the bank’s activity of its assets and liabilities management.
The work with clients is based on different agreements conclusion: for settlement, cash and credit services of joint activity, opening and conduction of deposit accounts, etc.
The client’s current and operating accounts opening and conduction of operations according to them is performed on the grounds of agreements for settlement and cash management services.
In an agreement for settlement services the terms of settlement and current accounts opening and operations conduction according to it are stipulated. Besides there the order of cash operations conduction is stipulated either. The order of settlements should provide the documents passing guarantee in due time.
3.11.2. Active operations
Under the active operations are considered the monetary means placement for the purposes of maximum profitability getting under the statutory compliance and the required liquidity level and assets soundness supporting. Such approach stipulates the compliant rules of active operations classification according to basic groups. According to the most general classification there are:
1) cash operations;
2) credit and other operations having a credit nature (including leasing and its types, factoring, discount operations with bills, etc.);
3) investments into the paper holdings;
4) the other active operations.
All the active operations could be conditionally divided on the operations which have a purpose of the bank liquidity supporting on this or that level and operations directed on profit getting. Between these types of operations a correlation exists which is required for the bank’s activity supporting on a qualitative level. To the deposits which are oriented on the bank’s activity supporting the cash and bank balances in NB RK, investments into the quick-selling consolidated stocks, means on accounts and deposits in other banks are correlated.
Whereby though some of listed deposits bring definite revenue, the main reason of their existence is a necessity of the bank’s general liquidity supporting on an adequate level, while their profit serves though as significant but accessory factor.
The cash operations. The commercial banks at any time and on first client’s demand are obliged to pay him fully or partially the deposits which are kept on call accounts. In accordance with this the cash department should constantly contain a definite quantity of cash money.
The cash balance is the notes and coins which are kept in cash department and bank cash boxes and providing its daily requirement in money for cash payments: money withdrawal from accounts, cashing, granting loans in cash form, payment of bank expenses, workers’ salary payment, etc. Whereby the bank should have the source of notes and coins of different nomination in order to satisfy the requirements of clients.
Theoretically it is unlikely that all the bank’s clients will request their deposits for withdrawal in cash simultaneously but practically all could be. That’s why it is necessary to choose the required part of means which is necessary for such payments correctly while considering the cash balance which doesn’t receive any profit.
Besides the cash the commercial banks should support the definite remaining balance on their accounts in NB RK (correspondent account) for provision of daily balancing of clearing settlements with other banks. The similar accounts are used by the commercial banks for settlements with treasuries on a cash basis of notes and coins received from them through NB RK for cash refill.
The total sum of current account balance of the commercial banks in the correspondent banks or NB RK doesn’t receive them profit and together with cash and cheques being at a process of encashment are in some manner “frozen” in noninterest deposits. That is the reason why the commercial banks aspire to get a maximum possible profit on the remaining part of their resources. Considering that NB RK takes measures for normal diversion of funds of the commercial banks on the accounts of “mandatory reserves” it forces banks to decrease their credit operations.
The credit operations are the relations between creditor and borrower of a monetary means definite sum granting under the conditions of term, payment and recovery.
Let’s consider the active loan operations of the bank. Granting the loans to their clients the banks perform the role of financial intermediaries accepting the monetary means from depositors and granting them to borrowers. This bank activity is profitable for all the participants of credit relations (creditor, borrower and bank). These relations contain a mutual interest: each satisfies its own requirements.
Under the direct bank crediting the creditors grant the loan directly to borrower. The creditor is the bank and the borrower is a business entity. the credit operations of the commercial bank coild be classified by different features:
· by terms – short-term (to 1 year), medium-term (from 1 to 5 years), long-term (more than 5 years);
· by types of security – unsecured (blank based on reliance to the borrower) and secured;
· by types of borrowers – loans for enterprises, government authorities, banks, population;
· by the field of borrower – loans for industry, transport, construction, business, trade;
· by methods of redemption – to redeem coincidently and partially.
In order to grant loans to the clients the bank opens loan accounts where the loan records of each crediting object are maintained. In accordance with clients’ requirements and the bank’s interest in every particular case the client could be provided with a simple loan account or with special.
A special loan account differs from simple by the fact that the loan granting every time is not registered documentary and is executed on the basis of statement of obligation which is presented by borrower to the bank at the special loan account opening. The loan is granted also from a transactional account. It is a special type of account where from the one side the receipts are reflected and from the other – loans and payments.
A credit line is an agreement between the bank and borrower for the loan granting on a maximum sum which the last can use within a determined term and under the certain conditions observance.
To the operations which have a credit nature the leasing, factoring, forfeiting, discount operations with bills refer.
The leasing operations. The term “Leasing” means “renting, demising”. Under the leasing a renting of durable subjects (building, machinery, equipment, automobile, etc.) is understood.
Nowadays the leasing operations in Kazakhstan didn’t receive a mass distribution; however the perspectives of their rampant development are practically assured.
The leasing performs several functions. First of all it is a form of means investment to the key assets, i.e. financing. A lessee has a possibility to use the required for him property without a nonrecurrent funds raising and loans attraction. He is out of onetime payment of the property’s price. For the second it is one of the most progressive forms of material and technical production support by new equipment, modern machinery.
There are three participants in a leasing dealing the relations of which are documented by an agreement:
· the first is a property owner (lessor);
· the second is a property user (lessee);
· the third is a property seller (provider).
Their relations are built on the following scheme: the future lessee refers to lessor who has the required funds to participate in dealing, i.e. he should buy the required property for lessee from provider (a property seller) with its following transfer to lessee for lease on the terms of payment.
The commercial banks participate in this dealing as property owners: they receive the property for ownership and pass it to lessee thus opening for him a financial service. In principle they grant credit of this property (machinery, equipment, etc.), i.e. the credit relations appear. Here all the principles of crediting present: term, payment and recovery.
Under the termination of an agreement the lessee returns the property to its owner and pays the service – makes rent payments. On the form this credit is not monetary but productive, commodity credit to key assets.
There are the following types of leasing:
1. the operative leasing is granted for shorter term. Its objects are the machinery and equipment with high rates of functional depreciation.
2. the financial leasing on more longer term which matches with the term of machinery and equipment amortization. Here a possibility of leased property purchase by lessee is provided.
3. the leasing of depreciated cost is applied for already used equipment that’s why the leasing object is appreciated not according to initial cost but to depreciated.
For leasing business development special leasing companies are created which act as lessors. Their main source of funds for the machinery and equipment purchase is bank credits.
In comparison with creating leasing companies the commercial banks have such main advantage that they are already institutionalized; for leasing operations conduction they form special departments or groups. The leasing operation conduction is profitable: it is highly remunerative with low risk and has a real material security.
The next comparatively new type of active operations of the commercial banks is factoring. It is a reassignment of unpaid by client active debts (commercial invoices and bills) appearing before supplier for goods and services to the factoring company or bank with all the consequences (with risk). The meaning of factoring is that the banks purchase from their clients the payment documents (their debts receivable) with getting interests for service. Such dealing is formed by an agreement where the sum of purchased debt and definite interest are stipulated noting what part of debts receivable sum of separate entity will be rendered to bank in the form of service payment.
Initially the banks began to render the factoring services to their clients in 1990. In particular the systems of Promstroybank of USSR performed them. The factoring services are most efficient for separate entities which often suffer from the financial embarrassment.
The operations of factoring include three participants: client factor – the first creditor and debtor which gets from client goods on a deferred-payment basis. In other words the participants of this operation are supplier, factoring company and buyer.
The supplier sales its active debt to the factoring company or bank which perform the factoring operations and which pay to a supplier as a rule 80% of commercial invoices cost by deducting fees payment for rendered services. The rest sum of the cost will be paid after the debtor’s payment.
Whereby the factoring company or bank lead all the accounting, undertake the requirements encashment, all risks connected to full and due time payments receipt. The expenses of supplier constitute of fees payment for an accounting leading and factor’s fees which are composed of interests granted for an advance and profit of the factoring company or bank.
The forfaiting transactions. The forfaiting is the bank’s purchase of payment obligations usually rendered in the form of bills without recourse to buyer. These transactions are one of the most widely spread in the world practice of short- and medium-term credit forms of international trade transactions basically connected to the machinery and equipment supplies.
The appearance of “a-forfe” operations relates to the period of significant changes in the structure and conjuncture of the international trade in the end of 50s – beginning of 60s of the last century when the conditions of the machinery and equipment realization gradually from the market of seller transformed to the market of buyer. In such a manner in the beginning of 60s a phenomenon of “forfeiting crediting” appeared as one of the ways of the heightened needs in the international credit satisfaction.
The seller of forfeiting payment obligations usually is an exporter which accepted the bills for the supplied goods cost payment; thus the seller gets free of all risks connected to payment receipt of transferred bills.
The buyer (forfeiter) purchasing the payment obligations denies its right to place counter demands to any of preceding owners of the obligations which serve as dealing objects. In a bill’s endorsement the notices are placed like “without recourse to me”, “without a counter demand”. In such a manner the buyer undertakes all the risks of the purchased obligations payment.
For the forfeiter an important meaning has an additional security getting according to granted credits excluding the obligations of debtor. Such additional security is bank guarantee or aval – the obligation to pay the sums due time in case of nonpayment from the side of main debtor.
The forfeiting debt obligations are purchased on a discount basis, i.e. by means of their accounting. The discounting is performed according to the fixed accounting rate within advanced interest collection means for the whole period of credit dispose. Thus the exporter immediately gets a cash sum which is equal to the issued bills’ nominal by deducting a discount amount. The bills are issued in hard currency as a rule in USD or EURO.
The next active operation with bills of the commercial banks is the discount bill of exchange transactions or bill discounting by banks.
The bill discounting is what a bill holder passes the bills to bank under the endorsement before their maturity and gets for it a principal amount decreased on a certain interest which is called interest rate or discount rate.
The discount operations with bills and loans granting on security of bills will be examined in the next chapter.
The presence of leasing, factoring, forfeiting and discount transactions in the range of bank services first of all is connected to the bank’s intention to render for its clients the maximum full range of financial services and widen its influence on chosen fields of market.
The investment activity of the commercial banks. In banking under the investments the commitments to paper holdings on a relatively significant period of time are usually understood. The portfolio investments are performed in the form of paper holding purchase (securities portfolio) or rendering the long-term bank loans (loan portfolio).
The purpose of investment activity of the commercial bank is to provide safeguard of assets, diversification, profit and liquidity.
The investment transactions of the commercial banks are performed at the expense of:
· own resources;
· external funds.
As a rule the basic field of the bank’s investments are the commitments into the fixed-interests paper holdings which represent one of the forms of bank’s liquid reserves that’s why under their chose for investment a special attention is paid to their reliability.
The banks’ investments into the fixed-interests paper holdings intensity depends on the bank clients’ requirements in credit resources and the strategic vision of interest rates’ dynamics on credit market.
If the decrease of interest rates are expected thus for banks will be more rational to invest the funds into the fixed-interests paper holdings. And conversely if there is a possibility of interest rates raise thus the bank should refrain from their further purchase and try to sell the available on balance.
The bank acts as an independent merchant purchasing the paper holdings for its own portfolio or selling them. The main purpose which is pursued by the banks performing trade operations is an income extraction from the rates difference on one and the same paper holdings on different share markets. Because these operations should be performed quickly thus eventually they promote the paper holdings’ rates equalization.
From the point of view of emitter’s legal status, degree of investment and credit risks, guaranty of investors’ interests’ protection, etc. the stock securities are divided into two basic groups: non-state and state.
The non-state securities are represented by:
· shares;
· debt obligations of enterprises, organizations and banks (bonds, short-term obligations, certificate deposits, etc.).
The most wide spread are shares and bonds.
The government securities are the securities where the emitter, i.e. entity which issued them and is liable according to them is government. Usually they are issued in non-documentary form. Their initial placement on the basis of an agreement with the Ministry of Finance the general financial agent performs in the quality of which acts as a rule the National Bank of RK.
The bigger part of the commercial banks’ investments fall at a part of valuable governmental papers and also of the local government authorities.
There is a significant difference in terms of volume of investment in government and corporate securities in the activity of our banks which prefer to invest monetary means into the operations with government securities which under the inappreciable risks provide a good profitability.
The other active operations of the second-tier banks. To them the operations with foreign currency, precious metals, loans and monetary means granted to banks, trust, agent, etc. refer.
The economic substance of listed operations is differential. In one cases (purchase and sale of foreign currency and precious metals) the assets’ volume and structure change occurs which could be used for claims satisfaction of the bank’s creditors; in other (trust transactions) the bank acts as an authorised delegate in regard to property placed to it in management; in third (agent's operations) the bank acts as an intermediary performing the settlement operations by order of its clients.
From the above mentioned operations the most significant among them for the second-tier banks are foreign currency operations, so let’s examine them.
Of course in modern conditions the commercial banks’ activity is inconceivable without constant presence on the internal and international exchange markets and performance of dealing operations on them. The essence of active operations performed by banks on exchange markets is in purchase and sale of currencies. Within the whole working day the bank intends to purchase the foreign currency at a more favorable from its opinion correlation of rates for its further realization for the purposes of profit getting.
Initially the Kazakh banks’ activity resolved mainly to the operations “Kazakh tenge – US dollar”. This situation was the result of the fact that in the process of Kazakh exchange market development when the constant fluctuations of tenge – US dollar rates occurred the significant activity of banks was observed on an internal interbank exchange market because there was a daily possibility to perform the operations of speculative character.
As was mentioned before the purpose of the commercial banks activity is a profit getting what forces them to show flexibility in the correlations with clients and entrepreneurial attitude in the active operations conduction.
The commercial status gives bank a significant independence in purposes, conditions and terms of crediting, level of interest rates, development of different new forms of bank activity determination. The execution of its all should correspond to the legislation of the Republic and regulations of the National Bank of the country.
It is necessary to note either that besides the reasons of profitability and liquidity of active operations a significant meaning for their execution has a question of investment risks. If the resources placement into the cash, remain balances in NB RK, government securities (and in slightly different terms to the securities of local government authorities) are considered to have practically a zero risk degree and in the means placement in other banks – assets with minimum risk degree, thus the credits to different firms, private persons, investments into the corporate securities and operations on exchange markets are connected to the most significant risk the degree of which changes in accordance with the type and conditions of the conducted operations.
In this connection under the conduction of such active operations for banks a big significance has a question about the risks distribution and disallowance of their excess concentration on some one type. Indeed it is obvious that the risks minimization appearing in the process of crediting is not only one of the most important directions of the active operations efficiency development of the commercial banks but either the main factor of the real productive sector condition improvement and consequently of the all Kazakh economy.
Comprehension questions
1. What active operations of the commercial banks do you know?
2. From what sources the credit resources of the commercial banks are forming?
3. How do the commercial banks participate in an interactive business?
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1. deposit certificates


2. saving certificates





Fixed-term deposits





Deposits





1. transaction account


2. medium-term account


3. fixed deposits





1. savings book


2. saving issue


3. voluntary deposits





1. Current account


2. Operating account


3. Foreign currency account


4. Card account


5. Cheque account


6. Remaining balance on the correspondent accounts of other banks


7. Deposits held at the call





Savings deposits





Deposits held at the call
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