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ABSTRACT

Given the high external volatility and structural vulnerability of the Kazakh economy, there is an increasing
need to assess the macroeconomic and social effects of monetary policy. The purpose of this study is
to study the relationship between monetary policy, consumer demand, poverty and income inequality
in Kazakhstan during the crisis and post-crisis periods. The empirical analysis is based on quarterly
macroeconomic data for 2006-2023 and annual social indicators for 2001-2023. Time series models with
lag structures and multiple linear regression were used to evaluate transmission mechanisms. The results
show that an increase in the base rate has a statistically significant disinflationary effect with a lag of two
quarters (coefficient -0.059; p < 0.01) and reduces economic growth with a lag of three quarters (coefficient
-0.030; p < 0.01). Economic growth has a positive effect on consumption (coefficient 1,093; p < 0.05),
while inflation has a restraining effect (coefficient -0.871; p < 0.10). The results obtained indicate that
the influence of monetary policy on social indicators is mainly indirect and is implemented through the
channels of inflation, economic growth and income dynamics, which justifies the need for coordination
of monetary and fiscal instruments to achieve the goals of inclusive development. The findings of this
study provide policy makers with valuable information for developing a balanced monetary policy that
simultaneously ensures macroeconomic stability and promotes inclusive social development.
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AHHOTALMUA

B ycnoBuMAX BbICOKOM BHELLHEM BONATUIbHOCTU U CTPYKTYPHOM YA3BMMOCTM SKOHOMUKM KasaxcTaHa BO3-
pacTaeT HeobXxoAMMOCTb OLLEEHKU MaKPOSKOHOMUYECKMX M COLManbHbIX 3GpPEKTOB AEHEKHO-KPEeaUTHOM
noAnTUKK. Llenbio gaHHOro McciesoBaHUA ABAAETCA U3YyYEeHME B3aMMOCBA3N MeXAY AEeHEXKHO-KpeauT-
HOWM NONIUTUKOMN, NOTPEBUTENBCKUM CNPOCOM, 6eAHOCTbIO U HepaBEHCTBOM A0X0A0B B KasaxcTaHe B Kpu-
3UCHbIA MU NOCTKPU3UCHBIA Nepuoabl. IMAUPUYECKUIN aHAIN3 OCHOBAH Ha KBapTa/lbHbIX MaKPO3IKOHO-
MMYECKUX AaHHbIX 32 2006—2023 rr. 1 rogoBbIX COLMANbHbIX NOKasaTenax 3a 2001-2023 rr. [Ana oueHKu
TPAHCMUCCUOHHbIX MEXaHU3MOB MCNO/Ib30BaHbl MOAE/IN BPEMEHHbIX PAAOB C /IaroBbIMM CTPYKTYpPamu 1
MHOXECTBEHHasA IMHENHanA perpeccus. PesynbTaTbl NOKa3blBakoT, YTO POCT 6a30BOM CTaBKM OKa3blBaeT CTa-
TUCTUYECKMN 3HAYMMOE Ae3nHONALMOHHOE BO3AeNCTBUE C larom ABa KBapTana (KoabouumeHT -0,059; p <
0,01) 1 cHUMKaeT TeMnbl 3KOHOMUYECKOTO POCTa C laromM Tpu KBapTana (KoadpduumeHT —0,030; p < 0,01).
JKOHOMMYECKMI POCT MONOKUTENIBHO BAUAET Ha noTpebneHne (KoadpduumeHnT 1,093; p < 0,05), Toraa Kak
MHONALMA OKa3blBaeT caepXKusatolliee Bosaeiictane (KoapopuumeHT —0,871; p < 0,10). Mony4yeHHble pe-
3y/NbTaTbl CBUAETENLCTBYOT O TOM, YTO BAUAHUE AEHEXHO-KPEAUTHOM NOIMTUKN HA COLMA/IbHbIE MOKa3a-
TE/IM HOCUT MPEMMYLLLECTBEHHO KOCBEHHbIM XapaKTep U peannsyeTca Yepes KaHasbl MHOAALUN, SKOHOMM-
YeCcKoro pocTa 1 AOXOAHOW AMHAMUKK, YTO 06OCHOBbLIBAET HEOHXOAMMOCTb KOOPANHALMM MOHETAPHbIX U
®UCKaNbHbIX MHCTPYMEHTOB ANA AOCTUMKEHUA LEeNein MHKA3UBHOMO pa3BuTUA. BbiBoabl JaHHOMO uccne-
[0BAHMA NPeaOoCTaBAAT NONTUKAM LeHHY0 MHOopMaLMio Ana pa3paboTkm cbanaHCMpPOBaHHOM AEHEXK-
HO-KPEeAUTHOW NOJIUTUKKN, KOTOPAsi OAHOBPEMEHHO 0becneynBaeT MaKPOIKOHOMMUYECKYHO CTabUIbHOCTb U1
CNocobCTBYET MHKIO3MBHOMY COLMANbHOMY Pa3BUTHUIO.
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INTRODUCTION

During periods of economic instability, mone-
tary policy plays a central role in macroeconomic
regulation by influencing inflation, economic activi-
ty, and financial conditions. Changes in the base rate
affect aggregate demand through transmission chan-
nels such as credit availability, investment activity,
and household consumption. As a result, monetary
policy decisions have important implications for
macroeconomic stabilization.

Kazakhstan represents a relevant case for study-
ing these mechanisms. As an emerging, commod-
ity-dependent economy, it is highly exposed to
external shocks, including global financial crises,
oil price fluctuations, and pandemic-related disrup-
tions. Over the past two decades, the country has
experienced several major crisis episodes — notably
the global financial crisis of 2008-2009, the oil price
shock of 20142016, and the COVID-19 pandemic
of 2019-2021 — which have significantly affected
inflation dynamics, economic growth, consumer de-
mand, and household incomes.

Despite a broad international literature on mon-
etary policy transmission, existing studies predom-
inantly focus on developed economies and empha-
size macroeconomic outcomes such as inflation
and output. Far less attention has been paid to the
social dimension of monetary policy, particularly
in emerging economies, where poverty and income
inequality persist. Moreover, the indirect nature of
monetary transmission complicates the identifica-
tion of the channels through which changes in the
policy rate ultimately affect household welfare.

The objective of this study is to examine the
relationship between monetary policy, consumer
demand, poverty, and income inequality in Kazakh-
stan during the crisis and post-crisis periods. The
analysis focuses on the impact of the base rate on
inflation, economic growth, household income dy-
namics, and distributional outcomes, with particular
attention to indirect transmission channels.

This study contributes to the existing literature
by providing a comprehensive empirical assessment
of the social effects of monetary policy in Kazakh-
stan. Unlike previous research focused on inflation
or output, this paper explicitly links changes in in-
terest rates to poverty and inequality indicators.
The analysis employs a combined-frequency data
approach, integrating quarterly macroeconomic
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variables with annual social indicators, allowing for
the identification of lagged monetary transmission
effects and longer-term social impacts.

To address these objectives, the following re-
search questions are examined:

RQI. How does monetary policy, reflected in
changes in the base rate, affect inflation, econom-
ic growth, and consumer spending in Kazakhstan
during crisis and post-crisis periods?

RQ2. Is the effect of monetary policy on con-
sumer demand primarily direct or mediated through
macroeconomic variables?

RQ3. To what extent do changes in the base rate
influence poverty and income inequality through in-
direct transmission mechanisms?

LITERATURE REVIEW

International experience indicates that crises
have different effects on demand dynamics. Global
financial crises have a negative impact on key mac-
roeconomic indicators such as GDP, employment,
and inflation, which in turn have a direct impact
on consumer demand. Lee et al. (2010) argued that
household consumption in the US fell sharply in late
2008 amid the deepening financial crisis. Personal
consumption expenditure, which exceeded 95% of
disposable personal income in 2005, fell below 92%
by the second quarter of 2009. Consistent with these
findings, Konstantinou & Corsetti (2009) showed
that consumption in the US responds only to per-
manent shocks. In contrast, temporary fluctuations
are fully smoothed out, including through external
borrowing and lending.

These studies are also supported by the work
of Gerlach-Kristen et al. (2013), who found that
during a financial crisis, household consumption
declines due to reduced permanent income, credit
constraints, and liquidity constraints. Consumption
growth slows during banking crises and post-cred-
it boom crises. High interest rates on debt depress
consumption growth in both normal and crisis pe-
riods. Building on this theme, Gerlach-Kristen and
Merola (2019) estimated a DSGE model, showing
that highly indebted households smooth their con-
sumption less during a crisis.

The impact of crises also extends to the labor
market. Financial crises have a significant negative
impact on employment and income levels, which, in
turn, has a noticeable effect on consumer demand.
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In this context, Ganong and Noel (2019) used bank
account data to find that consumer demand is high-
ly dependent on the level of unemployment benefits
and falls sharply when they are reduced. Job search
also appears to be sensitive to the level of social
support. An important finding of this study is that
households do not increase their debt levels during
periods of unemployment, thereby reinforcing the
role of fiscal stabilisers. The role of public policy is
particularly evident during a pandemic. Santacreu et
al. (2022) analyzed the role of fiscal policy during
a pandemic, emphasizing that stimulus measures
can create an imbalance between demand and sup-
ply. In turn, Vavra and Berger (2014) demonstrated
that stimulus measures have an uneven impact on
consumption across the business cycle, with the re-
sponse of spending to stimulus significantly weaker
during recessions.

Chen et al. (2021) demonstrated that offline con-
sumption in China declined by more than RMB 1.2
trillion within three months of the pandemic's onset.
As Watanabe (2020) noted, unlike natural disasters,
the pandemic has a greater impact on demand than
on supply, making consumption-stimulating poli-
cies particularly relevant. At the macro level, Farhi
& Rezza Bagaee (2020) showed that aggregate de-
mand shocks during the pandemic exert deflation-
ary pressure and reduce both real and nominal GDP.
Cerrato and Gitti (2023) found that approximately a
quarter of the post-pandemic inflation increase was
attributable to demand rather than supply factors.

Continuing with the behavioural aspects, Pista-
ferri and Jappelli (2010) emphasised that consump-
tion responds more strongly to permanent than to
temporary income changes, and that perceptions
of the nature of fiscal policy significantly affect
its effectiveness. The importance of targeted fiscal
stimulus in a liquidity-constrained environment is
confirmed by Corsetti et al. (2015) and Surico &
Andreolli (2019). Their studies show that temporary
transfers are more effective when targeted at groups
with limited savings and a high propensity to con-
sume.

Another important channel is changes in as-
set prices. Aruoba et al. (2022) and De Nardi et al.
(2011) highlighted the importance of asset price
changes (including housing and stocks) for con-
sumption. They show that a fall in asset prices di-
rectly reduces household spending, especially under
fiscal constraints.

The effects of crises also alter the distribution
of consumption across population segments. Meyer
and Sullivan (2013) showed that income inequality
increased throughout the period from 2000 to 2011,
while consumption inequality decreased in the sec-
ond half of this period. This suggests a significant
redistribution of spending across income groups. In
terms of behavioral responses to shocks, Hodbod et
al. (2021) highlighted that changes in preferences
and saving behavior have driven the persistent de-
cline in spending. In support of this, Christelis et al.
(2020) and Muellbauer (2020) highlighted the im-
pact of employment instability and limited access
to credit as key drivers of the short-term decline in
consumption.

An interesting contribution to the literature is
made by Kaplan et al. (2014), who reconsidered the
role of the “wealthy hand-to-mouth poor”. These
households, despite having assets, live paycheck
to paycheck and exhibit high income sensitivity in
consumption. Their response to shocks is similar to
that of poor households, making them an important
target group for demand-side policies.

The National Bank of Kazakhstan conducted a
study to identify the impact of macroeconomic in-
dicators on consumer demand. It was found that a
long-term relationship exists between consumer de-
mand and all significant macroeconomic variables,
except for the economically active population. Fac-
tor regression and VAR models were used to esti-
mate the parameters (Zhuzbayev & Seidakhmetova,
2019).

Empirically, monetary transmission is often stud-
ied using VAR-based impulse responses; however,
alternative approaches, such as local projections,
can provide greater robustness to model misspeci-
fication and are increasingly used in cross-country
EMDE settings. Recent evidence from emerging
markets indicates that monetary tightening reduces
output growth and inflation once exchange-rate re-
sponses are properly accounted for, and highlights
that institutional frameworks may matter more than
financial depth for the strength of transmission
(Jorda, 2005; Mishra et al., 2012; Aleem, 2010).

Thus, international experience confirms that
changes in monetary policy via the base rate affect
consumption dynamics, particularly during crisis
and post-crisis periods. A standard framework for
understanding monetary policy transmission em-
phasizes that the interest-rate channel is often rein-
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forced by financial frictions operating through the
credit channel. In particular, informational frictions
in credit markets amplify the real effects of policy
tightening through changes in the external finance
premium and borrowers' net worth, thereby strength-
ening the balance-sheet and bank-lending channels.
These mechanisms are central to the “credit chan-
nel” interpretation and the financial accelerator
framework widely used in modern macro-finance
(Bernanke & Gertler, 1995; Bernanke et al., 1999).

Recent empirical literature increasingly empha-
sizes the heterogeneous and distributional effects of
monetary policy, particularly in emerging and de-
veloping economies. Furceri et al. (2018) provided
cross-country evidence that contractionary monetary
policy shocks tend to increase income inequality in
both advanced and emerging economies, primar-
ily through labour income and employment chan-
nels. Their findings suggest that tighter monetary
conditions disproportionately affect lower-income
households. At the microeconomic level, Coibion
et al. (2017) demonstrated that monetary tighten-
ing reduces earnings and employment opportunities
for lower-skilled workers more strongly than for
high-income groups, reinforcing income dispersion.
These results highlight the indirect welfare conse-
quences of interest rate adjustments through labor
market transmission.

Financial and institutional conditions further
shape the strength of monetary transmission. Aas-
tveit et al. (2017) showed that the effects of mone-
tary policy on output and consumption are amplified
during periods of heightened economic uncertain-
ty, a feature particularly relevant for crisis-prone
emerging economies. Complementing this perspec-
tive, Harjes et al. (2020) document that monetary
policy transmission in EMDE:s is influenced more by
institutional credibility and financial frictions than
by financial depth alone, with weaker frameworks
leading to stronger real contractions following pol-
icy tightening. Synthesizing recent empirical evi-
dence, Xiang (2023) concludes that monetary pol-
icy shocks systematically affect income inequality,
with contractionary measures generally increasing
inequality in the short to medium term, especially in
economies with limited social protection and high
labor income dependence. Overall, these studies
indicate that monetary policy influences household
welfare primarily through indirect macroeconomic
channels — including employment, income dynam-
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ics, and financial constraints — rather than through
direct consumption responses. This evidence under-
scores the importance of incorporating distribution-
al outcomes into analyses of monetary transmission,
particularly in emerging market contexts.

Despite the wide range of international studies
on the macroeconomic and social effects of finan-
cial crises, the literature still lacks a comprehensive
empirical analysis of the transmission mechanisms
through which monetary policy, especially changes
in the base rate, affects consumer demand, pover-
ty, and income inequality in emerging economies.
Evidence for emerging and developing economies
suggests that institutional constraints, dollariza-
tion, limited financial depth, and low credibility of
monetary authorities may weaken monetary trans-
mission. These features can distort conventional
channels and shift the relative importance toward
the exchange-rate and bank-lending mechanisms.
Therefore, empirical identification in EMDE set-
tings should explicitly account for such structural
characteristics when interpreting estimated policy
effects (Mishkin, 2004; Harjes et al., 2020)

Most prior research focuses either on developed
countries or isolates individual channels, such as in-
flation or unemployment, without integrating their
indirect social implications. For Kazakhstan, in par-
ticular, there is a notable gap in understanding how
monetary policy interacts with structural vulnerabil-
ities — such as commodity dependence and weak so-
cial safety nets — to shape both economic and social
outcomes during crisis and recovery periods. This
study seeks to bridge this gap by providing a de-
tailed empirical assessment of how monetary policy
influences consumer behaviour and social inequali-
ty in Kazakhstan over an extended period spanning
multiple crisis episodes.

METHODOLOGY

To analyze the impact of monetary policy on
consumer demand, poverty and inequality in Ka-
zakhstan, data from official statistical sources were
used. Data availability constitutes an important con-
straint of the empirical analysis. Official statistics on
poverty and income inequality in Kazakhstan have
been available only since 2001 and are reported an-
nually. As a result, the analysis of social indicators is
necessarily limited to the period 2001-2023, while
macroeconomic variables are examined using quar-
terly data for the period 2006—-2023.
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Despite this limitation, the available time span is
sufficient to meet the study's objectives and the ap-
plied econometric framework. The sample includes
multiple economic cycles and major crisis episodes,
including the global financial crisis, the oil price
shock, and the COVID-19 pandemic, thereby al-
lowing the capture of both short- and medium-term
transmission effects of monetary policy. Moreover,
the use of parsimonious regression models mitigates
potential issues related to sample size and degrees of

freedom, ensuring the robustness and interpretabili-
ty of the estimated relationships.

The main data were obtained from the National
Bank of Kazakhstan, the Bureau of National Statis-
tics of Kazakhstan and international financial orga-
nizations such as the International Monetary Fund
and the World Bank. The variables used to assess
the impact of the base rate on inflation, GDP, and
consumer spending are shown in Table 1.

Table 1. Variables used in assessing the impact of the base rate on inflation, GDP and consumer spending

Variable Designation Description

Base Rate, Log LINTBASE Base Rate of the National Bank of Kazakhstan (policy interest
rate) — the main monetary policy instrument of the National Bank of
Kazakhstan used to regulate credit conditions and influence inflation.

Gross Domestic Product, LGDP An indicator of economic activity that reflects the volume of goods

Log and services produced.

Consumer Spending, Log LCONSH | The total volume of household expenditure is an important indicator

of well-being.

Consumer Price Index, Log LCPI Measures the level of inflation

Investment, Log LINVEST The volume of capital investment in the economy

World Oil Price, Log LPOIL The price of oil on the world market

Savings, Log LSAVE Funds set aside by households for future expenses

Note: compiled by the authors

The analysis covers the period from 2006 to
2023 at quarterly frequency, allowing for the short-
term effects of monetary policy changes and season-
al fluctuations. The study examined the impact of

consumer spending on poverty and income inequali-
ty using annual data from 2001 to 2023, as quarterly
data were not available. The variables used in the
analysis are presented in Table 2.

Table 2. Variables used in the study of the impact of consumer spending on poverty and income inequality

Variable Designation Description

Household final consumption expenditure, LCONSH Total household expenditure is an important

logarithm indicator of living standards

Real gross domestic product, logarithm LRGDP Total output of goods and services in real terms

Real gross capital formation, logarithm LRSAVE Amount of accumulated savings adjusted for

inflation

Share of population with incomes below BELOWSL Share of population living below the poverty line

the subsistence minimum

Real income used for consumption on LRINCOMEPCPC Average real income per capita

average per capita per month, logarithm

Gini index by decile groups GINI10 Measure of economic inequality in income
distribution

Poverty depth POVDEPTH Measure of the extent of poverty in a society

Poverty severity POVSEVERITY Measure of extreme poverty among the most

vulnerable groups of the population

Note: compiled by the authors
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Before building econometric models, the data
were tested for stationarity using the Dickey-Fuller
(ADF) test to identify unit roots. To stabilize vari-
ance and eliminate long-term trends, the variables
were logarithmized, and for integrated variables,
their first differences were used. All continuous
variables are transformed to the log scale to stabi-
lise variance and reduce the influence of extreme
values. For non-stationary variables, first differenc-
es of logarithms (Alog) are used in the estimations.
This transformation allows the coefficients to be
interpreted as approximate growth rates, which is
particularly suitable for analyzing macroeconomic
dynamics and policy transmission mechanisms. In
addition, using Alog variables mitigates the risk of
spurious regression and ensures consistency of the
estimated relationships over time.

Although vector autoregression (VAR) and vec-
tor error-correction (VECM) frameworks are wide-
ly used in the literature to analyze monetary poli-
cy transmission, their application in this study is
constrained by several data-related considerations.
First, the analysis combines quarterly macroeco-
nomic variables with annual social indicators (pov-
erty and inequality measures), thereby significantly
reducing the effective sample size and rendering
joint estimation of multivariate dynamic systems
unreliable. Second, unit root and cointegration tests
indicate heterogeneous integration properties across
variables and do not provide robust evidence in fa-
vor of a stable cointegration rank for the full set of
variables required for a VECM specification. Third,
the relatively short time dimension for social indi-
cators reduces the degrees of freedom and increas-
es the risk of overparameterization in VAR-type
models. Given these limitations, the study employs
parsimonious multiple linear regression (MLR)
models with lagged explanatory variables, which
enable transparent identification of direct and indi-
rect transmission channels of monetary policy while
ensuring statistical robustness and interpretability of
the estimated coefficients.

To build econometric models, data preprocess-
ing was also performed, including the elimination of
outliers, the assessment of autocorrelation and het-
eroscedasticity, and the use of robust standard errors
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to improve the reliability of the estimates. Data on
income and consumer spending were also examined
for seasonal effects that could distort the analysis
results.

The study employed time-series models with
log-transformed variables, including autoregressive
models. In the models with quarterly data, the de-
pendent variables were ALCPI — the inflation rate,
ALGDP — the growth rate of gross domestic prod-
uct, and A LCONSH — the growth rate of consumer
spending, while in the models with annual data, BE-
LOWSL - the share of the population with incomes
below the subsistence minimum, GINI10 — the Gini
index by decile groups, POVDEPTH — the depth of
poverty, and POVSEVERITY - the severity of pov-
erty. As independent variables, we tested different
sets of the variables listed in Tables 1 and 2, as well
as their values with lags from one to three.

Overall, the chosen specification balances meth-
odological rigor with data constraints and allows for
a clear interpretation of monetary policy effects on
macroeconomic and social indicators.

RESULTS

This section presents the empirical findings on
the transmission of monetary policy to macroeco-
nomic and social outcomes in Kazakhstan. The
analysis proceeds in three stages. First, the dynamic
relationship between the base rate and key macro-
economic indicators — namely inflation, economic
growth, and consumer spending — is examined us-
ing quarterly time-series regressions with lagged
effects. Second, the indirect influence of monetary
policy on household welfare is assessed by exam-
ining the relationships among consumer spending,
income dynamics, poverty, and income inequality,
using annual data. Finally, the results are interpret-
ed in the context of crisis and post-crisis periods to
highlight the temporal structure of monetary trans-
mission. Together, these estimates provide evidence
on both the effectiveness of interest-rate policy in
stabilizing macroeconomic conditions and its pre-
dominantly indirect role in shaping social outcomes.

The dynamics of the base rate in Kazakhstan for
2015-2024 are presented in Figure 1.
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Figure 1. Schedule of decisions on the base rate 2015-2024

This period encompasses two major crises: the
decline in global oil prices and the COVID-19 pan-
demic. Kazakhstan, a country heavily dependent on
oil exports, experienced a sharp decline in global oil
prices beginning in 2014. This decline threatened
budget revenues and overall economic stability. In
response to economic shocks and falling oil reve-
nues, the Kazakhstani tenge experienced a signifi-
cant depreciation. In order to stabilize the nation-
al currency and contain inflation expectations, the
National Bank increased the base rate. As shown in
Figure 1, the base rate increased from 12% in 2015
to 16% in 2016 and then to 17%. The devaluation of
the national currency led to higher domestic prices,
particularly for imported goods, thereby contribut-
ing to inflation. The increase in the rate during this
period was intended to control inflation and limit the
loss of purchasing power among the population.

Following the transition to a floating exchange
rate in 2015, the tenge remained under pressure, ne-
cessitating stronger monetary policy to protect the
national currency and combat inflation. The ongo-
ing devaluation of the tenge has fueled inflation ex-
pectations, necessitating a policy tightening by the
central bank to prevent price increases and maintain
price stability. In the context of economic instability
and declining investment activity, it became import-
ant to maintain a balance between stabilization mea-
sures and the need to stimulate economic growth.
In early 2016, the rate was raised to 17% and main-
tained at this level to contain inflation and stabilize
the currency. By mid-2016, as strong pressure gave
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way to stabilization, the bank cut the rate to 15%.
This was done to ease pressure on the economy,
reduce borrowing costs, and stimulate business ac-
tivity and consumption. The rate cut in the second
half of the year increased the availability of lending
for businesses and individuals, which is important
for the recovery of economic activity and consumer
demand.

From 2017 to 2019, the National Bank of Ka-
zakhstan continued its policy of gradually reduc-
ing interest rates, which was part of the strategy to
restore economic growth and stimulate investment
activity in the post-crisis period. Following signifi-
cant declines in oil prices in previous years, prices
gradually recovered beginning in 2017, which had a
positive impact on Kazakhstan’s economy, increas-
ing government revenues and improving the trade
balance. With improvements in foreign trade terms
and the measures taken, the tenge has become more
stable. This reduced inflationary pressures, allowing
the National Bank to lower interest rates without
incurring a significant risk of destabilising the for-
eign exchange market. The country was gradually
emerging from economic stagnation, which also en-
couraged the central bank to ease monetary policy to
support further growth. The base rate was gradually
reduced to 9% during this period.

Improved access to credit stimulated consum-
er spending, thereby supporting domestic demand
and contributing to economic growth. The increase
in the base rate to 12% in March 2020 was a com-
prehensive response to several challenges facing
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the Kazakh economy at the onset of the pandemic.
This decision aimed to minimize the adverse effects
of the pandemic’s economic and financial shocks.
However, already in April 2020, the National Bank
reduced the base rate to support businesses, espe-
cially small and medium-sized ones, and stimulate
consumer spending. Additionally, during crises,
economic liquidity becomes a crucial factor. Re-
ducing interest rates increases the money supply in
circulation, thereby providing businesses and the
population with the necessary resources.

From July 2020 to July 2021, the base rate was
kept at 9%. For many companies and households,
the pandemic has increased the debt burden. Keep-
ing the base rate low has helped reduce the cost of
servicing existing debt, reducing the risk of defaults
and bankruptcies.

After significantly cutting interest rates in previous
years to support the economy during the COVID-19
pandemic, many countries have seen a sharp increase
in inflation. Several factors caused this:

(1) As economies began to recover from pan-
demic restrictions, increased demand met with lim-
ited supply, which contributed to rising prices.

(2) The pandemic has severely disrupted global
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supply chains, leading to shortages of many goods
and services and, as a result, higher prices.

(3) Rising prices for oil and other commodities
have also fueled inflation.

The increase in the base rate from mid-2021 to
mid-2023 was part of efforts to contain inflation
and maintain economic stability amid a gradual
post-pandemic recovery. Since August 2023, the
base rate has been gradually declining, reaching
14.75% in April 2024. Reducing inflationary pres-
sures reduces the need to maintain high interest rates
to control it. Also, lower interest rates stimulate in-
vestment in the economy and the restoration of con-
sumer demand. It is interesting to assess the impact
of base rate fluctuations on poverty and inequality. A
change in the base rate affects the economy through
various channels, and its effects on inequality and
poverty can vary significantly depending on current
economic conditions, the labor market structure,
and the availability of social programs.

Figure 2 illustrates the dynamics of the average
annual base rate and the Gini coefficient in Kazakh-
stan from 2015 to 2023, enabling a visual assess-
ment of changes in income inequality in relation to
the monetary policy stance.
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Figure 2. Dynamics of the average base rate and Gini coefficient in Kazakhstan

The Gini coefficient, which measures the level of
economic inequality, remains relatively stable over
the analyzed period, with a slight increase in 2020—
2021. This increase coincided with the period after
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the COVID-19 pandemic, when the economy expe-
rienced significant shocks and the base rate fluctuat-
ed between 9.75% and 9%. In 2022 and 2023, when
the base rate increased sharply to a maximum of
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16.75%, the Gini coefficient initially declined and
then returned to its previous level. This may indicate
that the sharp increase in rates may have initially
reduced inflation expectations and temporarily sta-
bilized incomes at lower levels, but then inequality
recovered as higher rates began to put pressure on

economically vulnerable segments of the popula-
tion.

Figure 3 presents the evolution of the average an-
nual base rate and the poverty rate in Kazakhstan from
2015 to 2023, highlighting trends in poverty dynamics
alongside fluctuations in the policy interest rate.
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Figure 3. Dynamics of the average base rate and poverty rate in Kazakhstan

The poverty rate has been increasing noticeably
since 2018, when the base rate was relatively low
(9.25% and 9%). This may be because low rates did
not generate sufficient economic growth or were
unable to offset other economic problems, such as
rising unemployment or declining income. From
2020 to 2023, despite an increase in the base rate,
the poverty rate continued to rise, reaching 5.2% in
2023. This increase in the rate was intended to con-
trol inflation. Still, it could also increase economic
pressure on people experiencing poverty by raising
the cost of borrowing and reducing access to finan-
cial resources. Increasing the base rate is typically
aimed at curbing inflation, which can quickly exac-
erbate the economic situation of low-income groups
and exacerbate inequality. However, high rates can
also slow economic growth and increase the cost of
living, thereby raising the poverty rate.

At the same time, rate cuts aim to stimulate eco-
nomic activity by making loans more affordable.
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Still, unless accompanied by appropriate fiscal
stimulus or social programs, they may not yield the
expected reductions in poverty or inequality. This
highlights the complexity of the relationship be-
tween monetary policy and socioeconomic indica-
tors such as inequality and poverty. The effective-
ness of monetary policy in achieving social goals
depends not only on the choice of instruments but
also on the broader policy context and on the econ-
omy's structural factors. Therefore, quantitative
assessments are necessary to determine the actual
impact of monetary policy, as reflected in changes to
the base rate, on inequality and poverty.

Figure 4, which shows the behavior of real val-
ues of household consumer spending, the base rate,
gross domestic product, and the consumer price in-
dex during 2006-2023 in logarithmic terms, does
not provide grounds for concluding the influence of
the base rate on the remaining indicators.
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Figure 4. Logarithmic dynamics of key macroeconomic indicators

Therefore, econometric calculations were per-
formed to draw conclusions based on quantitative
estimates that accounted for all indicators. Their pri-
mary objective was to assess the impact of monetary
policy on the macroeconomic indicators, particular-
ly household consumption. The study of dependen-

cies among indicators employed the least-squares
method for multiple linear regression, based on
quarterly data for Kazakhstan from 2006 to 2023.
Since all indicators considered are integrated (1),
their first differences are used in the calculations
(Table 3).

Table 3. Dependent variable A LCPI — the growth rate of the consumer price index

Independent variable Specifications
1 ) 3)
-0.3691%** -0.3122%*%*
ALCPI-T) (0.0968) (0.0545)
0.0110%* 0.0164%** 0.0166%**
ALINTBASE (0.0048) (0.0060) (0.0053)
0.0554%%** 0.0575%** 0.0567***
ALINTBASE(-1) (0.0177) (0.0206) (0.0204)
-0.0699%*** -0.0541%** -0.0593%**
ALINTBASE(-2) (0.0238) (0.0204) (0.0185)
-0.0098
ALINTBASE(-3) (0.0111)
0.0098
ALINVEST(-1) (0.0116)
Constant 0.00037 0.00018
(0.00079) (0.00095)
Number of observations 59 58 58
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R-squared 0.50

0.58 0.57

DW 2.75

2.23 2.35

*¥* p <0.01; ** p <0.05.

The last column of the table shows the robust standard errors of the coefficients.

Note: compiled by the authors

The consequences of potential heteroscedastici-
ty are accounted for. According to the estimates in
all specifications of Table 3, the coefficients of the
first difference of the base rate in the current quarter,
as well as with a lag of 1 and 2 quarters, are sta-
tistically significant. Moreover, the coefficients of
it in the current and previous quarters are positive,
and the coefficient of the increment of the base rate
with a lag of two quarters is negative. The impact
of a change in the base rate, with a 3-quarter lag,
on the inflation rate is insignificant. The result ap-
pears counterintuitive and can be explained by the
fact that the base rate appears to be higher in the
current quarter, when inflation growth is already
observed, or in the previous quarter, when inflation
growth is expected. However, the downward effect
of the base rate on the inflation rate is effective only
if its increase occurs two quarters prior to the cur-
rent quarter.

This contemporaneous and short-term positive
association reflects the endogenous response of
monetary policy to inflationary pressures rather than
a causal effect of interest rate changes on inflation.
In other words, the base rate reacts to observed or

anticipated inflation dynamics, which gives rise to
reverse causality in the current and previous quar-
ters. The causal transmission of monetary policy
operates with a delay, as captured by the statistical-
ly significant disinflationary effect of the base rate
with a two-quarter lag. Accordingly, the lagged co-
efficients provide a more appropriate basis for as-
sessing the effectiveness of monetary policy in con-
trolling inflation.

Specifications (2) and (3) of Table 3 take into ac-
count the influence of lags of the dependent variable
— the growth rate of the consumer price index (the
inflation rate). Their coefficients with a 1-quarter
lag are negative. That is, the faster the inflation rate
rose in the previous quarter, the greater the contribu-
tion to the slowdown in the current quarter. A high-
er growth rate of investments in the current quarter
also reduced the inflation rate.

Table 4 presents regression estimates of the
lagged effects of the base rate on GDP growth in
Kazakhstan, controlling for world oil prices and in-
vestment dynamics to capture the delayed transmis-
sion of monetary policy to real economic activity.

Table 4. Dependent variable ALGDP — the growth rate of gross domestic product

Independent variable Specifications
1) (0)) 3
0.0427%** 0.0457%%* 0.0412%**
ALPOIL (0.0145) (0.0130) (0.0138)
-0.0118* -0.0013
ALINTBASE(-2) (0.0065) (0.0055)
-0.0350%** -0.0297%**
ALINTBASE(-3) (0.0069) (0.0062)
-0.0163 -0.0231
ALINVEST(-1) (0.0195) (0.0188)
Constant 0.0092%** 0.0094%*%** 0.0092%**
ons (0.0015) (0.0014) (0.0015)
Number of observations 58 58 64
R-squared 0.28 0.36 0.24
DW 2.08 1.99 2.37
The last column of the table shows the robust standard errors of the coefficients.
k< 0.01; ** p <0.05.

Note: compiled by the authors
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According to Table 4, economic growth was sig-
nificantly influenced by the growth rates of oil pric-
es and the base rate, with a 3-quarter lag. A faster
rise in global oil prices and an accelerated inflow of
investment into Kazakhstan's economy contributed
to an increase in the country's economic growth rate.
Rising oil prices increase export revenues, which is
especially important for Kazakhstan, an oil export-
er, as it raises government revenues and stimulates
economic activity. Although investment growth
should contribute to economic growth by increasing
production capacity and efficiency through invest-
ments in production, infrastructure, and other sec-
tors of the economy, this effect is not observed after
a one-quarter lag. The increase in investment was
included in the equation with a one-quarter lag to
avoid simultaneity. At the same time, the change in
the oil price was included without a lag, as the world
oil price is clearly an exogenous factor influencing
the rate of economic growth in Kazakhstan.
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An increase in the base rate makes it difficult for
businesses to obtain loans and reduces business ac-
tivity in the country's economy. Its significant im-
pact on the rate of economic growth is manifested
with a lag. Note that in specifications (2) and (3) of
Table 4, the coefficient for the base rate with a lag
of 3 quarters is negative and significant at the 1-per
cent level. It turns out that the rate of growth in the
base rate has a negative effect on the rate of eco-
nomic growth, with a lag of 3 quarters.

As noted above, Figure 4 does not illustrate the
presence of any relationship between the base rate
and consumer spending. Cointegration relationships
were examined using the Johansen cointegration
test, however, the results did not provide robust ev-
idence of a stable long-run equilibrium among the
variables.

Table 5 presents four specifications of the equa-
tion with the dependent variable of the growth rate
of consumer spending.

Table 5. Dependent variable ALCONSH — growth rate of consumer spending

Independent variable Specifications
@ 2) 3) 4@
1.336%%*
ALGDP (0.414) ) i i
0.812*
1.093**
ALGDP(-1) - (0.435) 0.476) -
-0.186%***
ALSAVE 0.053) - )
0.099* 0.208%**
ALSAVE(-1) (0.057) (0.064)
0.017
ALINTBASE 0.052) -
-0.037 -0.065%**
ALINTBASE(-1) (0.055) (0.032)
0.026 -0.825*
ACPI (0.483) - (0.448) -
-0.871%*
ACPI(-1) - 0.504) - -
constant - _ ) 0.014%**
(0.007)
Number of observations 59 58 58 66
R-squared 0.19 0.14 0.09 0.25
DW 1.88 1.55 1.73 2.05
The last column of the table shows the robust standard errors of the coefficients.
*% p<0.01; ** p<0.05.

Note: compiled by the authors
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The first of them is unsatisfactory, since it has
a simultaneity problem, especially since the coeffi-
cient of the base rate is insignificant. To address the
simultaneity problem, all independent variables in
the second regression are lagged by 1 quarter. But
in it, too, the coefficient of the growth rate of con-
sumer spending is not significant. According to the
results presented in Tables 3 and 4, the growth rate
of consumer spending depends on the inflation rate
and the economic growth rate, with some lags. As a
result, multicollinearity occurs, as evidenced by in-
significant coefficients in the estimated regression.
In particular, the coefficient of the growth rate of the
base rate is insignificant.

Therefore, the third regression includes only two
indicators: the economic growth rate and the infla-
tion rate, lagged by 1 quarter. They convey the im-
pact of changes in the base rate on the growth rate
of consumer spending. The coefficient in the first is
significant at the 5% level and positive, whereas the
second is significant only at the 10% level and nega-
tive. Let us consider the downward effect of the base
rate on the economic growth rate and the varying
effects of the base rate on the inflation rate across
different lags. It remains unclear what the total im-
pact of the base rate on the growth rate of consumer
spending is.

GDP growth leads to an increase in income and,
accordingly, to a rise in household spending. It is

typically accompanied by increased economic ac-
tivity, which contributes to job creation and higher
wages. An increase in workers' incomes enhances
their ability to consume, thereby stimulating de-
mand for goods and services. The growth of con-
sumer spending, in turn, enhances economic growth
through the multiplier effect, as increased demand
stimulates production and investment in various
sectors of the economy. Additionally, an increase in
GDP leads to higher tax revenues, enabling the gov-
ernment to enhance social benefits, subsidies, and
infrastructure investments. These measures can fur-
ther support household income and their consumer
spending.

In the fourth regression, all estimated coeffi-
cients are significant at the 5 per cent level or higher.
Note that the coefficient for the savings growth rate
is positive. People tend to save more when they have
sufficient funds to cover their current expenses. The
coefficient in the base rate growth rate is negative.
This means that an increase in the base rate growth
rate in the previous quarter reduces the growth rate
of consumer spending in the current quarter.

The study examined the impact of consumer
spending on poverty levels and income inequality,
using annual data because quarterly data was un-
available. The results of testing the data for the pres-
ence of a unit root are presented in Table 6.

Table 6. Results of testing the hypothesis for the presence of a unit root for annual data for 2001-2023

No. |Indicator Designation Integration
1 |Household final consumption expenditure, logarithm LCONSH I(1)
- First difference ALCONSH 1(0)
2 |Real gross domestic product, logarithm LRGDP I(1)
- First difference ALRGDP 1(0)
3 |Real gross capital formation, logarithm LRSAVE I(1)
- First difference ALRSAVE 1(0)
5 | Share of population with incomes below the subsistence minimum BELOWSL 1(0)
- First difference ABELOWSL I(1)
- Second difference A’BELOWSL 1(0)
7 | Real income used for consumption on average per capita per month, LRINCOMEPCPC 1(1)
logarithm
- First difference ALRINCOMEPCPC 1(0)
8 | Gini index by decile groups GINI10 1(0)
9 |Poverty depth POVDEPTH 1(0)
10 |Poverty severity POVSEVERITY 1(0)

Note: compiled by the authors
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All attempts to identify the relationship between
per capita consumer spending and poverty and
inequality indicators have yielded almost no
significant results. The only significant linear
dependence is established for the pair of indicators:
A’BELOWSL and “LRINCOMEPCP. The robust
estimate of the coefficient for the second of them
is significant at the 5 percent level, the value of
DW = 2.38 indicates the absence of first-order
autocorrelation. The negative value of the coefticient
-92.05 can be interpreted as follows. A higher growth
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rate of real income used for consumption on average
per capita reduces the increase (or accelerates the
decrease) in the share of the population with incomes
below the subsistence minimum.

The remaining regressions constructed, including
those given in Table 7, do not meet the requirements
of statistical significance. In this table, for all
regressions except the second, the DW statistics
indicate the presence of first-order autocorrelation
of the residuals.

Table 7. Dependent variable ALCONSH — growth rate of consumer spending

Independent variable Dependent variables
BELOWSL BELOWSL GINI10 POVDEPTH |POVSEVERITY
ALRINCOMEPC 147.1 -92.05%* 0.20 3.93 3.71
(149.3) (38.41) (0.13) (37.2) (14.9)
ALRGDP 0.60%*** 152.9%** 57.6%**
(0.17) (48.7 (19.5)
Constant 10.80%* 0.28%%* -0.88 -0.42
(4.39) (0.004) (1.25) (0.50)
Number of observa- 22 21 22 22 22
tions
R-squared 0.048 0.24 0.51 0.37 0.35
DW 0.24 2.38 0.69 0.75 0.70
The last column of the table shows the robust standard errors of the coefficients.
k< 0.01; ** p <0.05.

Note: compiled by the authors

The results indicate that the coefficients associ-
ated with the base rate are generally small in mag-
nitude and statistically insignificant across specifi-
cations for the poverty rate, poverty depth, poverty
severity, and the Gini coefficient. This suggests that
there is no strong direct short-term relationship be-
tween changes in the base rate and social inequali-
ty measures in Kazakhstan. At the same time, these
findings should not be interpreted as evidence of the
absence of monetary policy effects on poverty and
inequality. Rather, they point to the predominantly
indirect nature of such effects. As demonstrated in
the CPI and GDP regressions, changes in the base
rate significantly affect inflation with a lag of two
quarters and economic growth with a lag of three
quarters. Social indicators respond to these macro-
economic adjustments only with longer and more
heterogeneous delays, which reduces the likelihood
of detecting statistically significant direct effects in
reduced-form regressions. In addition, the limited
variation of official poverty and inequality indica-
tors over time, as well as the prominent role of fis-
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cal transfers and social policies in Kazakhstan, fur-
ther weakens the immediate statistical link between
monetary policy instruments and social outcomes.

The empirical results do not reveal a statistically
significant direct relationship between changes in
the base rate and indicators of poverty and income
inequality in Kazakhstan. Across all specifications,
the coefficients of the base rate remain small and
insignificant for poverty and inequality measures.
This indicates that monetary policy does not exert
an immediate measurable effect on social outcomes
within the current empirical framework. While the
base rate significantly affects inflation and econom-
ic growth with time lags, the present analysis does
not provide robust statistical evidence to quantify
indirect effects on poverty and inequality. There-
fore, any potential social impacts should be inter-
preted with caution.

Thus, calculations were performed on time series
models to identify how monetary policy affects con-
sumer demand. It was found that the base rate had a
significant impact on the behavior of household con-
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sumer spending in Kazakhstan through its impact on
the rate of economic growth and the rate of inflation
with some lags in the studied interval. In general, an
increase in the growth rate of the base rate reduced
the growth rate of household consumer spending.
An increase in the growth rate of consumer spend-
ing led to a decrease in the share of the population
with incomes below the subsistence level. Its impact
on changes in income inequality was not revealed.

CONCLUSION

The results of this study indicate that monetary
policy has a significant impact on key macroeco-
nomic indicators, including inflation, gross domes-
tic product, and consumer spending, in Kazakhstan.
The base rate, as the main instrument of monetary
policy, exhibits significant effects with a time lag.
Changes in the base rate affect economic growth
with a lag, reflecting the delayed transmission of
monetary policy to real economic activity. The im-
pact of the base rate on consumer spending is rela-
tively weak, indicating that household consumption
in Kazakhstan is driven primarily by income, em-
ployment, and social transfers.

The results indicate that the relationship between
monetary policy and poverty and income inequality
is predominantly indirect. Changes in the base rate
have a limited direct impact on social indicators,
highlighting the need for complementary policy
measures.

The findings of this study have important prac-
tical implications for economic policy in Kazakh-
stan. First, given the time lags in the transmission of
monetary policy to inflation and economic growth,
policy decisions should be forward-looking and
based on medium-term macroeconomic forecasts
rather than on short-term fluctuations.

Second, the limited direct impact of monetary
policy on poverty and income inequality suggests
that interest rate instruments alone are insufficient
to achieve inclusive growth objectives. Effective co-
ordination between monetary and fiscal policies is
required, where monetary policy ensures macroeco-
nomic stability, while fiscal and social policies tar-
get income distribution, employment support, and
poverty reduction.

Third, during crisis and post-crisis periods, a
balanced policy mix is needed to avoid excessive
tightening that may slow economic recovery and
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disproportionately affect vulnerable households.
Integrating social indicators into macroeconomic
monitoring frameworks may improve policy ef-
fectiveness and support sustainable and inclusive
growth.

Overall, the study highlights the importance of a
flexible and coordinated policy framework that takes
into account both macroeconomic stabilization and
social development objectives. This is particularly
relevant for Kazakhstan, given its dependence on
global commodity markets and exposure to external
shocks.
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