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Abstract

A strong economical link has arisen between stock markets and exchange rates as a consequence of increased
capital flows between international financial markets. This correlation between stock returns and exchange rates is
particularly intriguing for developing countries such as Kazakhstan, whose economies are quite sensitive to capital
flows. In the evolving global financial system, comprehension of the correlation between exchange rates and stock
prices is vital for policymakers and investors. Knowing this relationship enables the manager to manage risk effectively,
contrariwise, it is applied by investors to predict future trends. However, economic and financial policymakers and
regulators need to know the interrelation between conversion rate and asset prices, such as stock markets, in order
to articulate respective policies. Nevertheless, there are plenty of empirical studies on the interrelation between
exchange rates and the stock market in developed and developing countries. This correlation has not been explored in
Kazakhstan. The purpose of this study is to explore the correlation between stock prices and exchange rates in
Kazakhstan. The relationship between the variables was analyzed via Johansen Cointegration Test and the VECM
model. Upon the results of the analysis, the presence of a long-term correlation between the variables is proved.
According to the results of the causality test, the Granger exchange rate is the reason for stock prices in Kazakhstan.
There is no causality from stock prices to exchange rates. The results of the study also have a guiding quality in guiding
investment decisions for both equity market and foreign money exchange market investors.
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NaszaKcTaHaaFbl akuma 6aFacbi meH BantoTa 6aFaMbiHbi4 6ainaHbiChl

A3zpeTbepreHosa M. )K.1*

llo>ka AxmeT Acayun aTbliHAArbl Xxanbiwapansily wasaur-mYpiKyHiiBepciiTeTi, 6.CaTTapxaHoB 29,
161200 TYpkicTaH, LasawcTaH

TyWhiH

XanbLapasbLy, KapXXbl HapbIKTapbl apacbiHAarbl Kanutan arbiHAapbIHbIH YTalobl HITIXKECIHAe KOP HapbIKTapbl
MeH aliblpbac 6aTampapbl apacbiHAa TbiTbI3 e3apa 6ainaHbic Maiga 6onabl. AKUMANApAbIH TabbICTbIIbITbl MeH
aliblpbac 6aTamfapbiHbiH apacbiHAarbl e3apa 6aifaHbiC, 3KOHOMMKACbl KanuTasl KO3rasbiCbiHa eTe cesimMmTan
KasaxcTaH CMSKTbI faMyllibl enjep YLWiH epeKlle Kbi3bIKTbl. AlblpbacTay 6aramfapbl MeH akuusniap 6aranapbl
apacbliHiarbl esapa 6ainaHbiCTbl TYCiHY >XahaHAblK KapXbl XYWeCiHIH e3repyi >kargaiblHia cascaTKepsiep MeH
WHBecTopnap yLWiH MaHbI3gbl. Byn KaTblHacTbl 6iny MeHegkepre Tayekengepai Tuimai 6ackapyra MyMKiHAiK 6epegi,
eKiHLWIi arblHaH, WHBECTOpaap OHbl Gonallak yaecTepAi 6o/mkay ywiH naliganaHagbl. Anaiiga, 3KOHOMUKa/bIK
X3He KapXbINbIK casacaTTbl aHbIKTalTbIH agamjap MeH peTTeylli opraHfap TWCTI cascaTThl Xacay yLWiH BanoTa
6aramgapbl MeH KOpP HapblKTapbl CUAKTbl aKTUBTepAL, 6aranapbl apacbiHAarbl 6ainaHbicTbl 6inyi Kepek. Ocbl
3epTTeydiH MakcaTbl KasakcTaHgarbl akuysinap 6aranapbl MeH alibipbac 6aramgapbl apacbiHgarbl e3apa 6ainaHbICThbI
3epTTey 60nbIN Tabblnagbl. AlHbIManbINap apackiHAarbl 6aiinaHbIc oxaHceH KOMHTErpauus/ibiK TECTIMEH K3He
VECM wmogeniMeH TangaHabl. Tangay HaTukenepi 6oliblHWa aliHbIMaibliap apacbiHAarbl y3ak Mep3iMii KapbiM-
KaTbIHaCTbIH 6ap eKeHAiri ganengeHqi. Ceben-cangap/bik 6ainaHbiCKa TeCT HALLKeNepiHe calikec, alibipbac 6arambl
KasakcTaHgarsl akuusiap 6aracbiHbIH ecyiHiH Herisri ce6ebi 60nbin Tabblnagbl. AKumsanap 6aracbl MeH BatoTa
6aramgapbl apacbiHga ceben-cangap/biK 6alinaHbIC )XOK. 3epTTey HaTaXKesepi KOp HapbIrbIHbIH MHBECTOPaPb! YLUiH
[ie, Ba/llOTa HapbIrbIHAArbl MHBECTOPNAP YLWIH fe MHBECTULMAMbIK WelliMmaep Kabbingay YwiH eTe MaHbi3abl 60/bIn
Tabblnagbl.

Tyulh cB3gep: akumsa 6aracbl, BanoTa 6arambl, Kop Hapbirbl, KASE, 6upxXa cTpaTervsicbl, KouMHTerpawuus,
cebenTinik
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B3anmocBAa3b LeH akKunii 1 06MeHHOro Kypca B KasaxctaHe

A3zpetbepreHoBa IM.)K.1

1IMe>KayHapoAHbIil Ka3aXxCKo-TYPEeLKUil yHuBepCcuTeT nMeHn Xoa>Kun Axmega dcasu,
B. CaTTapxaHos 29, 161200 r. TypkecTaH, KaszaxcTaH

AHHOTaumnA

B pesynbTaTe yBe/MUYeHUsI MOTOKOB KanuTasia Mexay MeXAyHapoAHbIMU (DMHAHCOBLIMU PbIHKaMW BO3HUKA
TecHasi B3aMMOCBSI3b MeX[y (hOHAOBbIMU PbIHKaMW M 0GMEHHBLIMU Kypcamu. B3anMOCBsI3b MeXAY [OXOAHOCTbIO
aKUMii 1 06MeHHbIMU Kypcamyi 0CO6EHHO UHTEPECHA A1 Pa3BMBAIOLLMXCS CTPaH, TaKUX Kak KazaxcTaH, 3KOHOMUKa
KOTOPOro O4YeHb YYyBCTBUTE/bHA K ABWXKEHMIO KanuTana. MoHMMaHWe B3aUMOCBS3WN Mex[y 06MeHHbIMU Kypcamu
M LUeHaMM Ha aKUWMM BaXKHO /19 MOMIMTUKOB U WMHBECTOPOB B YC/MIOBUSIX W3MEHEHWs rnoGanbHol (hUMHAHCOBOW
CUCTEMbI. 3HaHWE 3TOF0 OTHOLLEHWS MO3BOISIET MeHeMKepy 3(eKTUBHO YNPaBsaTb PUCKaMu, C APYToil CTOPOHbI,
MHBECTOPbI UCMO/b3YIOT €ro A5l MPOrHO3MPoBaHNs GYAYLLMX YCKOPeHWA. TeM He MeHee, CyLLeCTBYeT MHOXECTBO
3IMMMPUYECKMX UCC/e0BaHMIA B3aMMOCBSI3M Ba/IIOTHLIX KYPCOB U (hOHAO0BOTO PbIHKA B Pa3BUTbIX U pa3BMBalO-
LMXCA CTpaHax. 3Ta Koppensiumsi He uccnefoBanachk B KasaxcTaHe. Llenblo HacTOSILLEro MccnefoBaHUs SBSiETCS
M3yuyeHue B3aMMOCBA3N MeXay LieHamy akuuii u 06MeHHbIMU Kypcamu B KasaxcTaHe. CBsizb Mexy nepemMeHHbIMU
6blna NpoaHaM3MpPOBaHa C NOMOLLbI0 KOMHTErpaLmMoHHoro Tecta MoxaHcena u mogenu VECM. Mo pesynbTatam
aHanM3a [O0KasaHO CyLLeCTBOBaHWE [0/ITOCPOYHbIX OTHOLUEHWI A MeXAy nepeMeHHbIMU. CorjacHo pesy/bTaTam
ecTa NMPUYMHHO-CNEACTBEHHOW CBS3W, OGMEHHbI Kypc SIBAISIETCS OCHOBHOW MPUYMHOM pocTa LEH Ha akuuu B
KasaxcTtaHe. [pUUYNHHO-C/eCTBEHHAA CBSA3b MEXAY LieHOW akuuii U Kypcamu BasloT OTCYTCTBYeT. PesynbTaThbl
UCCNefoBaHNs UMEKT peLlatolliee 3HaueHVe Kak [ UHBECTOPOB (hOHAOBOMO PbIHKA, TaK U A1si MHBECTOPOB Ha
Ba/IIOTHOM PbIHKE /11 MPUHATUS UHBECTULMOHHbIX PELLEHWIA.

KntoueBble cnoBa: LieHa akumid, 06MeHHBbI Kypc, hoHA0BbI pbiHOK, KASE, cTpaternsi 6up>u, KoMHTerpauus,
NPUYMHHO-CNEACTBEHHAS CBSA3b.
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Introduction

In the developing global financial system,
policymakers and investors need to understand
the relationship between exchange rates and
stock prices. Understanding this connection is
advantageous in several ways. First and foremost,
knowing this relationship allows the manager to
properly manage risk [1]. Second, the link between
exchange rates and stock prices is crucial to the
growth of developing market capital markets,
particularly in countries that are expanding
corporate sectors with publicly traded businesses
and growing tradable sectors that are sensitive to
exchange rate policies. Third, investors frequently
utilize the relationship between exchange rates
and stock prices to forecast future trends. Finally,
in order to establish appropriate regulations,
economic and financial policymakers and
regulators must understand the relationship
between exchange rates and asset prices, such as
stock markets[2].

In the literature, there are two fundamental
theoretical approaches to the link between
exchange rates and stock prices. The two
techniques are “traditional” and “portfolio
balancing. “While the *“traditional” models of
exchange rates established by Dornbusch and
Fisher argue that a fluctuation impacts the level
of income or output in the economy and thus is
effective in stock prices, the “portfolio balance”
models of exchange rates developed by Branson
[3]. He claims that fluctuations in the stock
market have an impact on currency rates because
of the capital account. The classic method
assumes that the performance of a country’
current account or international trade balance
determines the exchange rate in major part.
Changes in exchange rates affect the portfolio
values of national and international enterprises,
as well as stock prices, according to this model.
According to Jorion [4]. As the exchange rate
rises (the national currency depreciates), the
firm’s profits rise along with its stock values.
According to this idea, exchange rate appreciation
disturbs the competitive structure of export
markets and has a detrimental impact on the
national stock market. The appreciation of the
currency rate in an import-dependent economy, on
the other hand, lowers the firm’s input costs and
raises earnings, resulting in a positive influence
on the stock market [5]. In contrast to the goods
market hypothesis, the portfolio balance theory
claims that causality goes from the stock market
to currency rates. As a result, a rising stock market
will draw money to a country, increasing demand
for local currency and resulting in an increase in
the local currency’s value (reduction in exchange
rates) [6]. A drop in the stock market, on the

other hand, will reduce the wealth of domestic
investors, resulting in lower demand for money
and interest rates, and eventually a drop in the
value ofthe local currency (rise in exchange rates)
due to capital outflows[7].

Even though there have been several
empirical research on the relationship between
exchange rates and stock markets in industrialized
and developing nations, Kazakhstan has yet to
be explored. As a result, this research will serve
as a model for future research. The empirical
investigations on the subject are presented in the
study’s next section. The second section contains
general information on the Kazakhstan stock
market. The data and procedure used in the study
are detailed in the third chapter. The empirical
findings of the relationship between stock prices
and exchange rates in Kazakhstan are discussed in
the fourth chapter. The study came to a close with
the concluding section.

Literature Review. Although there is
significant literature on the connection between
exchange rates and stock prices, there is no
theoretical or empirical agreement on how
these two variables interact. Furthermore, there
is uncertainty about the direction of causality
between the two financial factors. The dynamic
relationship  between exchange rates and
stock prices have been studied extensively in
industrialized countries rather than developing
countries, and the conclusions are complex.
Although some research has determined that
there is no long-term association between
exchange rates and stock prices, others have
pointed out that there is a positive and negative
relationship.

Frank and Young conducted the first
empirical study on the link between exchange
rates and stock prices, and they discovered that
the variables had no meaningful association
[8]. Later, using regression analysis, Agarwal
discovered that between 1974 and 1978, there
was a positive association between US stock prices
and the US dollar, with the short-run influence
being greater than the long-run effect [9].

For the period April 1985-August 1991,
Ajayi and other used daily data on stock indices
and exchange rates from 7 developed European
countries, as well as Canada, the United States,
and Japan, and 8 developing Asian countries for
the period December 1987-September 1991.
While a bidirectional causation link is identified
in the causality analysis using daily data for rich
nations, the causality relationship in developing
countries is complicated. The causation link was
shown to be more nonsensical when weekly data
was employed[10].
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Using the Granger causality approach and
data from 1993 to 2002, Nath and Samanta (2003)
investigated the link between exchange rate and
stock prices in the Indian financial industry. They
determined that there is no causal association
between the factors based on the study’s findings.

Between exchange rates and stock indices, no
long-run Granger causation link was seen. There
was a favorable relationship between exchange
rates and US stock prices with domestic equities
in the 1990s. As a result, the importance of
exchange rate and stock markets as well as the
existence of worldwide financial integration is
underlined.

Using data from 1991 to 2005, investigated
the relationship between stock prices and
exchange rates in Thailand, Indonesia, Malaysia,
Hong Kong, Japan, Korea, Malaysia, Philippines,
and Singapore using the Gregory and Hansen
cointegration test and the Westerlund panel
Lagrange Multiplier [11]. They discovered that
the variables are cointegrated in the long term as a
consequence ofthe research.

Tsai looked at how these variables interacted
in six Asian nations (Singapore, Thailand,
Malaysia, Philippines, South Korea, Taiwan)
[12]. According to the findings, there is a causal
relationship between stock prices and exchange
rates in the six nations studied. He claims that
when exchange rates are extremely low or high,
the direction of the link becomes more obvious.

In their study, Delgado and other looked
at the link between the Mexican economy’s
exchange rate (US Dollar) and stock index
(MEXBOL) [13]. They conducted a VAR analysis
ofthe monthly data from 1992 to 2017. According
to the findings, the exchange rate has a negative
and considerable impact on the stock index. They
explained that the scenario is due to an increase
in the stock index as a result of the exchange rate
appreciation.

Using monthly data from the Pakistani
economy from 2001 to 2014, Akbar et al. (2019)
investigated the link between stock prices and
currency rates. As an analytical approach, they
employed the VAR model and the Bayesian VAR
model. Despite the factthat there was no long-term
association between the variables in the research’s
conclusions, they concluded that negative
exchange rate swings induce a drop in stock
values[14].

In his analysis for India, Kumar and
Gopalsamy looked at the link between the actual
effective exchange rate and the S&P BSE Sensex
stock index. Nonlinear Granger causality and the
nonlinear ARDL test were used in the study using
monthly data from 1994 to 2015. As a consequence
of the research, it was discovered that there is one-
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way non-linear causation in the Indian economy
between the exchange rate and the stock index[15].

The influence of oil price and exchange
rate on two Vietnamese stock market indices
was researched by Nguyen and Bhatti [16]. (VN
index and HXN index). Daily data from August 1,
2000 to October 25, 2019 was used in the study.
According to the data, the price of oil has a
considerable beneficial impact on two Vietnamese
stock market indexes. The oil price recovery has
a detrimental impact on both the VN and HNX
index volatility. The influence of the oil price was
constant across all three robustness tests, whereas
the impact of the exchange rate on the Vietnamese
stock market indexes was inconsistent. Changes
in the USD/VND exchange rate have a substantial
effect on the HNX index’s return and volatility.

As can be seen, there are several studies in
the literature analyzing the link between exchange
rate and stock returns, and there is no agreement
on the nature and direction of the relationship,
as well as if there is a long-term relationship
between these variables. This suggests that further
empirical research is needed in this area.

The novelty ofthe study. The study’s findings
have demonstrated the presence of a long-term
association between the variables. The exchange
rate is the Granger cause of stock prices in
Kazakhstan, according to the results ofthe causality
test. There is no relationship between stock prices
and currency rates. The study’s findings can
also be used to guide stock market and foreign
currency market participants in their investing
selections.

Materials and Methods

The Kazakhstan Stock Exchange (KASE)
was founded in 1993 and is now Central Asia’s
largest and most structured financial market.
Foreign investors are interested in Kazakhstan’s
substantial mineral resources, including as
uranium and gold, as well as oil and gas. The
oil industry, in particular, plays a significant
influence in Kazakhstan’s financial sector.

The Committee for Control and Supervision
of Financial Markets and Financial Organizations
of the National Bank of the Republic of
Kazakhstan has granted KASE the following
licenses:

- for banking operations in national and
foreign currencies (January 30, 2020 No. 4.3.8);

- to carry out activities in the securities
market (including activities related to the
organization of trading in securities and other
financial instruments and clearing activities in
transactions with financial instruments in the
securities market) (July 19, 2012 No. 4.2.3/1).

OKOHOMYMKa: cTpaTerns unpakTuka. T. 17, Ne 2, 2022/ Economics: the Strategy and Practice. Vol 17. No 2, 2022
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Banks, broker-dealer groups, asset
management businesses, JSC “Unified Accu-
mulative Pension Fund,” and other organizations
were among KASE’s 52 owners as of January
28, 2019. Kazakhstan Stock Exchange JSC
has declared a total of 5,000,000 shares, of
which 974,373 have been put. According to the
Resolution of the Government of the Republic
of Kazakhstan, the State Institution “National
Bank of the Republic of Kazakhstan” owns
49.1% of the total number of outstanding shares.
On various issues of the Joint-Stock Company

“Regional Financial Center of Almaty” No. 134,
dated January 19, 2012. The National Bank of the
Republic of Kazakhstan is the owner of a “golden
share,” according to KASE’s charter. It grants the
right to veto KASE decisions on currency control
and the regulation of the Republic of Kazakh-
stan’s government securities market.

The capitalization value of KASE was
28 952.59 hillion tenge on December 28, 2021,
and the number of firms registered in KASE was
234. The KASE stock exchange is expected to
contribute for around 26.5 percent of Kazakh-
stan’s GDP in 2020. (Graph 1).

Market capitalization of KASE

>
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45000
40000
35000
30000
25000
20000
15000
10000
5000

N*

— — - Market capitalization of listed domestic companies (% of GDP)

-------- Market capitalization of listed domestic companies (current US$) [right axis]

Figure 1 - Market capitalization of the KASE exchange

On August 20, 2015, Kazakhstan became the
first country in the world to implement a floating
currency rate regime. Fundamental elements
impact the formation of the exchange rate. The key
underlying variables influencing the fluctuations
of the Kazakh tenge are global oil prices, as well
as the currency rates of the country’s main trading
partners, most notably Russia. The tenge’s free
floating exchange rate system enables effective
absorption of external shocks. The advantages of
a floating exchange rate system include market-
determined real exchange rate equilibrium,
preserving local producer competitiveness,
avoiding significant current account deficits, and
avoiding a drop in international reserves. The
National Bank does not engage inthe establishment
of exchange rates, although it reserves the right
to do so to prevent excessive movements in the
tenge exchange rate and to guarantee the financial
system’s stability. Interventions, in general, are not

incompatible with a floating exchange rate policy
and can be taken out by central banks, for example,
to replenish a country’s overseas reserves [17].
Dataset and method. The data following the
floating exchange rate was used in the research. In
this case, the data utilized in the study comprises
daily data from August 20, 2015, through
December 23, 2021. The currency rate data comes
from the National Bank of Kazakhstan’s official
website, while the closing values of the KASE
index come from kase.kz (official website). In
the analytical section of the study, the Eviews ten
package application was employed [18].
Nonstationarity of the series produces false
regression in time series analysis, and the series is
made stationary via difference taking to eliminate
spurious regression. Taking the difference not only
eliminates the influence of previous shocks, but it
also eliminates the series’ long-term associations.
A cointegration test is an analytical approach

211

JKOoHOMMKA: cTpaTerus unpakTuka. T. 17, Ne 2, 2022/ Economics: the Strategy and Practice. Vol. 17. No 2, 2022



FINANCE AND MANAGEMENT ACCOUNTING, ACCOUNTING

for determining if non-stationary variables have
a long-term connection after differencing. The
cointegration test, established by Johansen (1988),
was used to investigate the connection between
the variables in this study. The finding of a
cointegration connection between the variables,
according to Johansen, indicates a true long-term
link and that the variables work jointly in the long
run. Using the maximum likelihood estimation
approach, Johansen (1988) devised a cointegration
analysis to evaluate the existence of cointegrating
vectors. The VAR analysis underpins the Johansen
test[19]. The model’s set ofequations is as follows:

Yy
Yt = AiYt , + pxt ut (1)

The level values of Xt and Yt in this equation
should be I(1) series that become stationary when
their first difference is calculated rather than static.
W hen the first difference of the equation is taken
and rearranged, it becomes as follows.

p-i
AYt = nY¢1 + A
t=1

Tint-i + pxt + vt, (2)

where and . It is expressed as . It represents two
matrices with and * (kxr) dimensions and rank .
is the rate of adaptation, that is, the coefficient of
the error correction term, * is the matrix of long-
run cointegration coefficients, and is the rank of
the matrix. I1fthe rank is equal to 1, it is concluded
that there is one cointegration relationship
between the variables, and if it is greater than 1,
there is a cointegration relationship as much as the
value of the rank. In the Johansen approach, two
different tests, the Trace Test and the Maximum
Eigen Value Testare used to reveal the cointegration
relationship, and it is decided whether there is
a cointegration relationship by comparing the
calculated statistics with the critical values.

Results
Below are graphs of the variables data
collection method and data. Since 2015, it has been
found that the variables have been growing in trend
(Figure 2).

4500
4000
3500
3000
2500
2000
1500
1000
500

Figure 2 - Trends of variables over time

First and foremost, descriptive statistics and a
correlation matrix of the variables were discovered
in the investigation. Table 1 shows some descrip-
tive data for the variables.

Itis clear from Table 1that both variables are
biased to the left. When the kurtosis coefficient is
equal to 3, the closing prices of the KASE stock
market and the exchange rate are considered to be
flat. The null hypothesis of “data have a normal
distribution” for all series is rejected at the 0.05
significance level when using the Jarque-Bera
statistic, which examines skewness and kurtosis
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at the same time. The correlation link between
the variables can be seen in Table 2. As a result,
the correlation link between the Kazakhstan stock
market and the exchange rate may be regarded to
be significant.

It is critical to perform a stationarity test in
time series analysis in order for the findings to
represent a true connection[20]. The presence of
a unit root in the series was studied as a result,
and the Generalized Dickey Fuller (ADF) Unit
Root Test was utilized to do so. Table 3 shows the
findings of the stasis analysis.
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Table 1 - Descriptive Statistics

KASE USD/TENGE
Mean 2104.079 367.2169
Median 2254.325 370.5200
Maximum 3810.700 448.5200
Minimum 799.2500 188.3800
Std. Dev. 731.9298 44.28573
Skewness -0.015568 -0.155677
Kurtosis 2.544067 2.457711
Jarque-Bera 13.55748 25.38360
Probability 0.001138 0.000003
Sum 3278155. 572123.9
Sum Sqg. Dev. 8.34E+08 3053629.
Observations 1558 1558

Table 2 - Correlation matrix

KASE USD/TENGE
KASE 1 0.75
USD/TENGE 0.75 1

Table 3 shows the results of the ADF unit
root test. The exchange rate and the stock market
variable, both with and without a trend, have a
unit root in the level value, according to the ADF
test. It becomes stationary when the first order
difference of both variables is considered. In order

Table 3 - Results of Unit Root Tests

Variab-  Deterministic  Augmented Dickey Fuller
les components Level 1st differen-
ce
-2.431168 -33.73684
Intercept
[-2.863193] [-2.863193]
USD Trend and -3.283396 -33.75786
TENGE intercept [-3.412702] [-3.412702]
1.874574 -33.62617
None
[-1.941027] [-1.941027]
Intercept 0.075582 -9.890487
[-2.863208] [-2.863208]
Trend and inter- -1.314771 -9.906458
KASE Cept
[-3.412725] [-3.412725]
None 2.915694 -9.374503
[-1.941029] [-1.941029]

Note: Values in parentheses give Mckinnon critical va-
lues at 5%.

to analyze the cointegration connection, the first-
order difference values of the variables will be
employed. The proper number of delays, according
to the Akaike information criterion, is two. Table
4 shows the results of the Johansen cointegration
test.

Table 4 - Johansen Cointegration Test Results

NUll Hvpothesis Eigenva- Trace Critical Value Maximum Eigenvalue Critical Value
yp lue Statistics (5%0) Statistics (5%0)

r=o0 0.273012 116.6937* 15.45706 68.72783* 14.20478

r<i 0.203108 47.91387* 3.801879 47.91089* 3.804569

Note: * indicates rejection of the null hypothesis at the 5% level

The null hypothesis that there is no
cointegration connection between the variables
is rejected, according to the Trace and Maximum
Eigenvalue test data in Table 4. In other words,
it has been established that the variables have a
long-term connection. Granger causality test based
on VAR model cannot be used when there is a

cointegration connection. The VECM (6) model
will be estimated first, followed by the causality
test. The results ofthe causality test predicted using
the error correction model are presented in Table 5.
The exchange rate is the Granger cause of stock
prices in Kazakhstan, according to the findings of
the causality test. There is no relationship between
stock prices and currency rates.

Table 5 - Short-Term Error Correction Model Causality Test Results

Null Hypothesis

Exchange rate is not the Granger cause of stock prices
Stock prices are not the Granger cause of exchange rate

Test Statistics

x% Possibility Result
33.953072 0.0000 Ho Rejected
7.5367809 0.1098 Ho Not rejected
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Discussion and Conclusion

The establishment of capital markets, the
gradual removal of capital entry obstacles, and
the adoption of more flexible exchange rate
arrangements are all examples of recent trends.
Along with these changes, after the 1990s, the
close interactions between foreign currency
markets and stock markets drew the attention
of many economists for both theoretical and
empirical grounds, since they play an essential
role in the country’s economic growth. Because
these two markets are such a sensitive element of
the financial sector, every policy change has a swift
influence on them. Because all of these factors
make studying the relationships between the
foreign exchange and stock markets more difficult
and intriguing, researchers have begun to look into
dynamic relationships between the two markets.
However, there is neither theoretical or empirical
agreement on whether or not there is a link
between exchange rates and stock prices, or which
way it should go. The existing finance literature
on the links between exchange rate fluctuations
and macroeconomic factors is equivocal.

The impact of the exchange rate on the
Kazakhstan stock market was explored in this
study. In terms of targeting a developing market,
the research is crucial. This study used daily data
in order to acquire more consistent results, as
many prior studies in this field have advised.
Cointegration was discovered in non-stationary
series, leading to the conclusion that stocks
and exchange rates have no long-term link.
The causality test revealed that there is a link
between exchange rates and stock prices. In this
instance, using the information from one market,
it is feasible to make predictions about the other
market. Finding a one-way causation link between
the variables may demonstrate that exchange rate
market information may be utilized to construct
stock market forecasts and that exchange rate
market movement can be interpreted as an
indication of stock market movement. This finding
suggests that investors who want to invest in the
stock market should consider the exchange rate
while making their decisions.

This research is significant in terms of adding
to the literature by demonstrating the link between
stocks and currency rates and providing guidance
to stock market investors. It may be advised that
in future investigations in this field, analytic
approaches that account for structural leaps be
used, as well as impulse-response analysis.
Furthermore, the impact of the exchange rate on
other industry indexes may be investigated.

The study of the relationship between
foreign exchange markets and stock markets aims
to demonstrate that stock market volatility has a
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direct impact on exchange rates following the
“January events” in Kazakhstan, the stabilization
of the country’s economy and the cessation of
inflation, as well as the population’s socioeconomic
and financial literacy.
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