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THE IMPACT OF CHANGES IN OIL PRICE AND RUSSIAN RUBLE
EXCHANGE RATE ON KAZAKHSTANI TENGE

Abstract. This article examines the relationship between exchange
rates of Kazakhstani tenge, Russian rouble and the oil price. Based on the
statistical data in period from 2008-2018 on exchange rates of two currencies
compared to US dollar and oil prices denominated in the same currency we
conducted correlation analysis and identified that exchange rate of tenge is
more dependent on changes in ruble’s exchange rate rather than oil prices. In
order to strength the research, we interviewed financial experts from
Kazakhstan’s financial sector and gathered their opinions on the above-
mentioned topic. Based on the obtained results we expressed our
recommendations to our readers. The results of this article will help to improve
and enhance the financial literacy of our readers.

Key words: exchange rate, oil price, Russian ruble, Kazakhstani tenge.

ook ok

AHHOTanudA. B 1aHHON cTaThe paccMaTpUBAETCsl B3aUMOCBS3b MEXKIY
0OMEHHBIMH KypcaMU Ka3aXCTaHCKOTO TEHTe, POCCHIICKOro pyoOuis U 1IeHOH Ha
HepTh. Ha ocHoBe craTucThyeckux AaHHbIX 3a mepuon 2008-2018 rr. o0
0OMEHHBIX KypcaxX JABYX BAIIOT 10 oTHomeHuto k nosutapy CIIA u nenamu Ha
He(Th, aBTOPHI MPOBEIU KOPPEISAIUOHHBIA aHaIW3 W ONPEACTWIH, YTO
0OMEHHBIN KypC TeHTe B OOJIBIICH CTETICHH 3aBUCUT OT M3MEHEHUI OOMEHHOTO
Kypca pyOnsi, 4em IieHbl Ha HedTh. B Ienax moAKpervieHus pe3yIbTaToB
UCCJIEIOBaHMSI TPOBEJIEH OIpOC DSKCHEpTOB U3 (PUHAHCOBOTO CEKTOpa
Kazaxcrana u coOpaHbl UX MHEHHUS 110 BBIMICYTIOMSIHYTON Teme. Ha ocHOBaHuH
MOJIyUEHHBIX pE3yJIbTaTOB aBTOPHI MPENOCTABMWIIM CBOM PEKOMEHIAINH
guTarensM. Pe3ynpTaThl 3TOH CTaTbd TOMOTYT YIYYIIUTh U TOBBICHTH
(UHAHCOBYIO TPAaMOTHOCTh HAIlIUX YUTaTENeH.

KawueBble cjioBa: OOMEHHBI Kypc, IIeHa Ha He(Th, POCCHUICKHI pyOIb,
KAa3aXCTaHCKWUW TEHTE.
ksksk

Anaarna. byn makamama KasakcraHnablk TeHre Oarampaapbl, Peceit
pyOui MeH MyHail GarachIHBIH apachIHJAarbl KapbIM-KaThIHAC KapacThIPbLIAIbI.
2008-2018 >xpu1map apachlHAAFbl CTATHUCTHKAIBIK JEPEKTepre HETi3Ae/reH
AKUI nommapeiHa jkoHE MyHail OarachlHa KaTBICTBI €Ki BallIOTalap.bIH
aiippbac  OaraMmapel Typalibl KOPPEISIUSIBIK Taluay >KYPTi3fiK JKoHE
TEHTeHIH aipipbac OaraMbl MyHail OarachlHa KaparaHiaa pyOib OaraMbIHBIH
e3repylHe TOyenJl eKEHIH AaHBIKTaAbIK. 3epTTey HOTHIKEICPIH HBIFAUTY
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MakcatelHna 013 KasakcraH KapKbl CEKTOPBIHBIH capamiibulapbIMeH
cayaJlHama >KYPri3iK jKoHe )KOFapbla aTalfaH TaKbIpbI OOWbIHIIA MiKipIepiH
JKUHAIBIK. AJpIHFaH HOTHXKEJepre cyiiene OTBIPBIII, 01311H
OKBIPMaHIApbIMBI3fa YChIHBICTAp Oepaik. Ocbl MakajJaHbIH HOTIDKENepl
OKBIPMAaHJApPBIMBI3IBIH ~ KAPXKBUIBIK ~ CAyaTTBUIBIFBIH ~ JKaKCapTyFa  JKOHE
KaKcapTyra KOMEKTece .

Kinitce3nep: aifpipbac Oarambl, MyHail Oaracel, peceil pyoOIi,
Ka3aKCTaH/bIK TEHTE.

The main goal of this research work is to examine the relationship
between crude oil prices, Russian ruble and Kazakhstani exchange rate, and to
identify at what extent the exchange rate of tenge depends on changes in oil
prices and exchange rate of the Russian ruble.

Volatility of crude oil prices in the past 10 years (2008-2018) has had a
great negative impact on the economic development and stability of the main
oil-producing countries, as a result, these countries suffered froma sharp
devaluation of national currencies, increase in an inflation and other
unfavorable consequences, which definitely deteriorated the welfare of society.
Since Kazakhstan’s economy depends heavily on the oil sector, it accounts for
an estimated around 20% of GDP, 50% of fiscal revenues and 65% of exports
(according to S&P report). In order to protect national export companies
Kazakhstan Government decided to launch a floating exchange rate regime. As
per official announcements of National Bank of Kazakhstan, this regime brings
many advantages such as the market-based attaining of an equilibrium level of
real exchange rate, maintaining competiveness of domestic producers of goods,
preventing significant imbalance in the current account and avoiding reduction
of national foreign reserves. Nevertheless, different experts argued that it has
become quite feasible that the 500 tenge per one US dollar exchange rate
becomes reality by the end of 2019 if the oil prices will drop to the 40 US
dollar per barrel.

At the end of 2017, the share of Russian imports reached 40% of total
imports of Kazakhstan; Russian, Belarus and Kazakhstan founded Eurasian
Economic Union, these are the key factors, that Kazakhstan officials and
policymakers state on correlation between exchange rates of two countries. In
2015, ruble has been devaluated, rather Kazakhstan’s National Bank kept the
fixed-exchange rate policy and did not react. That year, Kazakhstan people
went to Russia for buying goods, because of the difference in exchange rates.
As consequence, those actions were highly criticized by Russian Government.

Above-mentioned statements released by state officials and
negativeforecasts on the tenge exchange ratepersuaded us to conduct this
research work in order to trim the sails to the wind and be aware of economic
changes, which can hurt our financial welfare.
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The literature includes 3 (three) transmission channels of oil prices to exchange
rate: the terms of trade channel, the wealth effect channel and the portfolio
relocation channel. The underlying idea is to link the price of oil to the price
level, which affects the real exchange rate. If the non-tradable sector of a
country A is more energy intensive than the tradable one, the output price of
this sector will increase relative to the output price of country B. This implies
that the currency of country A experiences a real appreciation due to higher
inflation [1]. Effects on the nominal exchange rate arise if the price of tradable
goods is no longer assumed to be fixed. In this case, inflation and nominal
exchange rate dynamics are related via purchasing power parity. If the price of
oil increases, it is expected that currencies of countries with large oil
dependence in the tradable sector to depreciate due to higher inflation. The
response of the real exchange rate then depends on how the nominal exchange
rate changes, but relative to the impact of any changes in the price of tradable
(and non-tradable) goods described above. Overall, causality embedded in the
terms of trade channel potentially holds over different horizons depending on
the adjustment of prices. The underlying idea of the portfolio and wealth
channel is based on a three-country framework. The basic idea is that oil-
exporting countries experience a wealth transfer if the oil price rises. The
wealth channel reflects the resulting short-run effect, while the portfolio
channel assesses medium and long-run impacts. When oil prices rise, wealth is
transferred to oil-exporting countries (in US dollar terms) and is reflected as an
improvement in exports and the current account balance in domestic currency
terms. For this reason, we expect currencies of oil-exporting countries to
appreciate and currencies of oil-importers to depreciate in effective terms after
a rise in oil prices [2]. There is also the possibility that the US dollar
appreciates in the short-run because of the wealth effect, if oil-exporting
countries reinvest their revenues in US dollar assets. An appreciation of the US
dollar increases the price of oil measured in terms of the domestic currency,
and this lowers demand for oil outside the US, resulting in a drop in the oil
price, all else equal. Effects on the supply side are potentially relevant but less
frequently discussed, mainly because they are subject to several other factors
affecting price setting and production. Positive supply responses may stem
from a rise in the oil price due to US dollar appreciation if drilling activity and
production capacity increases. Oil-exporting companies or countries might also
decide to adjust oil prices or supply as a response to exchange rate changes
depending on their price strategy.

Following above-mentioned logic, we may conclude that, if oil price
increases, the oil-exporting countries such as Kazakhstan, Russia, Middle-East
countries and other shall enjoy economic benefits and vice versa.

As mentioned above, Kazakhstan’s policymakers, officials and
journalists always state that exchange rate of tenge is closely correlated with
the exchange rate of Russian ruble as well as oil prices. In order examine these
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points and conduct our research, we should find out the answers on the
following essential questions:

e Does a correlation truly exist?

e What kind of data do we need to make a research?

e What kind of analysis can be used?

e What are the benefits of the research to external readers?

As mentioned in the introduction of this research project, we decided to
examine the following variables: oil prices and US dollar/Ruble exchange rate
as independent elements and US dollar/Tenge exchange rateas a dependent
variable. Observation period is Jan 2008 — December 2018.

In addition, in order to strength the value of this research project, we
gathered opinions of financial experts from Kazakhstan banking sector.

Trough correlation analysis, we can define the linkage between oil price
and tenge as well as Russian ruble. We need to run obtained data via gretl
program, which can show us whether the correlation between independent and
dependent variables exist or not.

The results of interviews can give us qualitative information in combination
with statistical results we can formulate our conclusion and recommendations.

The core and most suitabledata collection method in our research project is
content analysis. Firstly, it corresponds with the purpose of our project;
secondly, it does not require huge financial expenses. Opinions of financial
experts obtained via interviews give us qualitative information, which
definitely strengths the value of our research project.

Statistical data on oil prices and exchange rates must be obtained from
reliable sources, for these purposes we will refer to Bloomberg, that is
recognized as one of the most trustworthy source in the financial world. Our
financial experts are: CEO and Head of Treasury of a local, commercial bank
and senior officer from National Bank of Kazakhstan.

From Table 1.1, we can see that correlation between Russian ruble and
tenge exchange rates is significant. R-squared amounted to almost 84%, which
that ruble affectstenge at 84%.

Table 1.1: OLS, using observations 2008-05-01: 2018-12-28.

Dependent variable: USDtoKZT

Corr (USDto KZT, USDtoRUB) = 0.91582282

Under the null hypothesis of no correlation t (2714) = 118.807, with two-tailed
p-value: 0.0000

Coefficient Std.error t-ratio p-value
Const 3.95991 1.89976 2.084 0.0372
USD to | 4.96755 0.0418120 118.8 0.0000
RUB
Mean dependent | 207.6182 S.D. dependent | 85.83499
var var

59



CAY xabapwwicer. 2018/4 (47). SDU bulletin

Sum squared | 3225880 S.E. of regression | 34.47618
resid

R-squared 0.838731 Adjusted R- | 0.838672

squared

F (1, 931) 14115.07 P-value (F) 0.000000
Log-likelihood 13468.21 Akaike criterion | 26940.41
Schwarz 26952.23 Hannan-Quinn 26944.68
criterion

rho 0.980866 Durbin-Watson 0.038604

From Table 1.2., we see that correlation between oil price and
tengeexist, but it is not so significant as we used to think which is very curious
fact.

Table 1.2: OLS, using observations 2008-05-01: 2018-12-28
Dependent variable: USD to KZT
Corr (Oil Price, USD to KZT) =-0.63607630
Under the null hypothesis of no correlation:t(2714) = -42.9445, with two-tailed
p-value 0.0000

Coefficient Std.error t-ratio p-value
Const 373.937 4.07614 91.74 0.0000
Oil price 2.03877 0.0474745 42.94 6.37e-308
Mean dependent | 207.6182 S.D. dependent | 85.83499
var var
Sum squared | 11910018 S.E. of regression | 66.24472
resid
R-squared 0.404593 Adjusted R- | 0.404374

squared

F (1,931) 1844.227 P-value (F) 6.4e-308
Log-likelihood 15241.99 Akaike criterion | 30487.98
Schwarz 30499.80 Hannan-Quinn 30492.25
criterion
rho 0.994642 Durbin-Watson 0.011367

From the regression analysis, we can summarize that: 1) There is
moderate correlation (40%) between oil price and tenge exchange and 2) 84%
correlation between ruble and tenge in observed period.

Graph 1.1. Displays exchange rates of ruble and tenge in period from
May 2008 until Dec 2018. We can see that until Aug 2015, tenge exchange rate
was fixed, however, Russian Central Bank decided to move to floating
exchange rate regime. The late reaction of Kazakhstan National Bank may
explain the absence of high correlation between 2 (two) currencies.
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Nevertheless, we can visually see from the Graph the correlation between ruble
and tenge.
Graph 1.1: Ruble vs Tenge
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From Graph 1.2. We can see the information on oil price and tenge. As
analysis shows us, we can visually identify that there is some negative
correlation between tenge and oil price in observation period.

Graph 1.2: Oil price vs Tenge
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We can see in Graph 1.3, which displays the information on ruble and
oil price in observation period. From Graph, we can see that correlation
between ruble and oil price exists. For instance, in 2016 oil price reached its
minimum level, which led to the sharp depreciation of Russian ruble.

Graph 1.3: Russianruble vs Oil price
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For presentational purposes, we summarized the key points of financial
experts in Table 1.3.

Table 1.3: Opinion of financial experts on tenge exchange rates.

CEO Treasurer Expert from National
Bank
The role of state The role of state Oil price

61



CAY xabapwwicer. 2018/4 (47). SDU bulletin

Big influence of Russia | Absence of developed | Ruble exchange rate
money and security
markets
Weak economic | Oil price External factors: US
diversification sanctions and trade
war between US and
China
Oil price Week banking sector

CEO of local commercial bank mentioned that there are several factors that
negatively affect the exchange rate of tenge and Kazakhstan economy:

Factor 1 — “the role of state”, as CEO said, the power of state is very
strong in Kazakhstan. In fact, Government controls all strategically important
assets through sovereign wealth fund SamrukKazyna and Holding Baiterek.
The power is concentrated in hands of President.Kazakhstan needs to decrease
the share of state participation in business, the market should be competitive
and banking sector should be the main investor instead of Government.

Factor 2 — “Big influence of Russia”, historically Kazakhstan was a
former colony of Russian Empire, and it is obvious that Moscow still has a big
influence and power in CIS, including Kazakhstan with its reach mineral
resources. In addition, Russia is the main trade partner of Kazakhstan;
economies of both countries are highly connected.

Factor 3 — “Weak economic diversification”, Kazakhstan economy is
dependent on oil and gas sector, the main investments project are launched
only in West Kazakhstan, they are related to expansion of Tengiz and
Kashagan oil-fields. However, SMEs remain undeveloped, and it comes very
difficult for banks to find a good, solvent customer in the local market. The
contribution SMEs to the tax revenue of state should be higher. Kazakhstan
should learn from Singapore or Japan.

Factor 4-as mentioned before, if crude oil is the main exporting good
of a country, its economy will be definitely dependent on changes in oil prices.
Head of Treasury noticed 3 (three) main factors:

Factor 1-Head of Treasuryagreed with the opinion of CEO on role and
power of state in Kazakhstan.

Factor 2— shortage of high-quality, stable liquidity in
Kazakhstan’sfinancial market affect the banking sector and block the
development of lending business. Due to absence of reliable customers,
banking sector cannot act as a main investor to support SMEs and individuals.
Banking sector should be a keydriver of economic development and ensure
diversification of economy away from oil sector. With strong and developed
SMEs Kazakhstan will have a change to cope with potential, upcoming crises.
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Factor 3 —oil-exporting countries depend on oil prices, because oil as
the main exporting commodity formulates the budget of these countries.
However, different countries have different management.

Expert from National Bank of Kazakhstan explained the basic things
that we hear from media every day, such as volatility of oil prices, sanctions
against Russia negatively influence tenge exchange rate, because it is main
trade partner of Kazakhstan.

Based on results of this research, we may conclude that the volatility of
oil prices does not dramatically affect the exchange rate of tenge, however
Kazakhstan policymakers and other stakeholders insist that there is a direct
correlation. Based on the analysis of the literature and opinions of financial
experts, we can conclude that a direct relationship between tenge and oil price
should exist, because Kazakhstan economy totally depends on oil and gas
sector, but the change in tenge exchange rate (which is regulated by Kazakh
authorities) does not fully correspond to the reality, because we can see that the
correlation existed in period from 2008-2015, however, staring from 2016-
2018 it has been almost disappeared.From our point of view, Kazakhstan
policymakers should regulate exchange rate in compliance with changes in oil
price.

Results of analysis have shown a high correlation between exchange
rates of tenge and ruble. In this case we may agree with Kazakhstan
policymakers due to:

High share of imports from Russia, because as mentioned in the
literature review, trade channel plays an important role in the formulation of
exchange rate.

Historical connections and big influence of Russia in CIS countries
(e.g. cooperation on security and military forces, trade and custom unions,
other hidden facts).

Within trade union, Kazakhstan can not afford independent, different
pricing and exchange rate policy, because in 2015 when tenge exchange rate
was fixed, but Russia implemented floating exchange rate regime, that period,
Kazakhstan people could buy the same products at lower price in Russia,
which confronts with the core idea and purpose of Eurasian Economic
Union.Kazakhstan’s economy is closely connected with Russia’s economy.

From the mentioned above, we may provide to our reader the following

recommendation:

e Ensure diversification of your savings and do not focus on a single
currency;

¢ Do not borrow money in foreign currency if your earnings denominated
in local currency;

e Keep on watch the situation in financial markets and be aware of
current economic trends.
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