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RECENT DEVELOPMENTS IN EXCHANGE
ARRANGEMENTS AND MONETARY
FRAMEWORKS IN CENTRAL ASIA

Ñòàòüÿ ïîñâÿùåíà èññëåäîâàíèþ äåíåæíî-êðåäèòíîé ïîëèòèêè è âàëþòíîãî
ðåãóëèðîâàíèÿ â ñòðàíàõ Öåíòðàëüíîé Àçèè ÷åðåç ïðèçìó òåîðèè ìåæäóíàðîä-
íîé ôèíàíñîâîé òðèëåììû ñ ó÷åòîì ìîäåëåé ïåðåõîäà íà ðûíî÷íóþ ýêîíîìèêó è
ýêîíîìè÷åñêîãî ðàçâèòèÿ äàííûõ ñòðàí.

Áûëî âûÿâëåíî ÷òî ðàçíûå ñòðàòåãèè ðàçâèòèÿ â äàííûõ ñòðàíàõ ïðåäîïðå-
äåëèëè âûáîð ñîîòâåòñòâóþùåé äåíåæíî-êðåäèòíîé è âàëþòíîé ïîëèòèêè â ñèëó
îòëè÷íûõ ñòðóêòóð ýêñïîðòà è ìîáèëüíîñòè êàïèòàëà.

Ìà³îëàäà Ìàðêàçèé Îñè¸ ìàìëàêàòëàðèíèíã ïóë-êðåäèò âà âàëþòà ñè¸ñàòè
áîçîð è³òèñîäè¸òèãà ¢òèø ìîäåëëàðè ¾àìäà ðèâîæëàíèø ñòðàòåãèÿëàðèíè èíî-
áàòãà îëãàí ¾îëäà õàë³àðî ìîëèÿâèé òðèëåììà íàçàðèÿñè íó³òàè íàçàðèäàí òà¾-
ëèë ³èëèíàäè.

Òà¾ëèë íàòèæàëàðè øóíè ê¢ðñàòàäèêè, ýêñïîðò ñòðóêòóðàñè ¾àìäà êàïèòàë
ìîáèëëèãèäàãè ôàð³ëàð óøáó ìàìëàêàòëàðäàãè ðèâîæëàíèø ñòðàòåãèÿëàðèãà
ìîñ ïóë-êðåäèò âà âàëþòà ñè¸ñàòèíèíã òàíëàíèøèãà îëèá êåëãàí.

*  *  *
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Introduction: Central Asia countries1

(CAC) have common past of experiencing
planned economy, but vary on available
natural resources and development paths.
Kazakhstan has the largest territory in the
region and vast oil reserves. Uzbekistan is

the mostly populated country in Central Asia
with abundant natural resources. There are
considerable reserves of natural gas in
Turkmenistan, and Tajikistan and Kyr-
gyzstan have substantial water resources.

Two dissimilar development paths can
be observed in the region: commodity ex-
port based development (Kazakhstan and
Turkmenistan) and gradual export diver-

1 In this paper, Central Asian region encompasses
Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan
and Uzbekistan.
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sification and industrialization (Uzbekistan)
[1]. CAC also differed in pace of transition
to market economy. Uzbekistan adopted
gradual transition under leading role of the
government. Kazakhstan and Kyrgyzstan
carried out rapid reforms attracting FDI
[2]. Turkmenistan demonstrated moderate
approach, while transition in Tajikistan was
complicated with the tense domestic po-
litical processes.

Accordingly, paths of CAC in financial
trilemma1 specified contrasting trajectories
[3]. Since 1990s, substantial capital de-
regulation processes occurred in Kyr-
gyzstan and Kazakhstan. At the time when
partial financial liberalization was carried
out in Uzbekistan and Tajikistan, major
capital controls have been retained in Turk-
menistan [4]. Other two corners of finan-
cial trilemma (monetary frameworks and
exchange arrangements) in CAC have been
explored partially in a few studies. Partic-
ularly, previous studies revealed significant
dependency of exchange arrangements
choice in export-oriented economies on
export elasticity [5]. Consequently, having
lower elasticity as commodity exporting
country [6], Kazakhstan adopted exchange
arrangements motivated with changes in
foreign reserve and previous regime be-
havior [7]. In contrast, real exchange rate
volatility and misalignment had depress-
ing effects on export in Uzbekistan [8].

Current paper explores exchange ar-
rangements and monetary frameworks in
CAC from the aspect of financial trilemma
theory bearing in mind countries transition
models and development paths with the
view to contribute existing literature.

Exchange Arrangements in Central
Asian Countries

CAC announced independence in 1991
and national currencies were introduced
in 1993-1995. Further currency reforms
occurred in Tajikistan (2000) and Turkmen-

istan (2009). All countries, except Turkmen-
istan, accepted the obligations of Article
VIII (IMF Articles of Agreement): Kyrgyzstan
and Kazakhstan in the middle of 1990s,
Uzbekistan and Tajikistan in 2000 s.[9] In
CAC, primarily exchange rate is determined
against US Dollar due to its role in interna-
tional trade of these countries. For in-
stance, in Uzbekistan 95 % of all interna-
tional trade transactions in 2013 were done
in US dollars [10].

Table 1 shows that all CAC, except
Turkmenistan, adopted flexible exchange
arrangements up to the mid-2000 s, when
countries shifted towards pegged forms.
In Kazakhstan, Kyrgyzstan and Tajikistan,
this shift is associated with global financial
crisis since 2007. However, Kyrgyzstan re-
turned to initial point shortly. On the other
hand, in Uzbekistan, pegged exchange ar-
rangement has been introduced in 2006 with
the view to pursue export oriented devel-
opment and macroeconomic stability.

Exchange arrangements in Kazakhstan
are commonly driven by macroeconomic
circumstances [11]. As a rule, National
bank of Kazakhstan pursues price level
stability rather than exchange rate stabili-
ty, which was officially established in na-
tional legislation since 2004. However, Na-
tional bank intervenes exchange market
with a view to smoothen significant fluctu-
ations. Consequently, exchange rates un-
derwent gradual fluctuation, except post-
financial crisis periods with abrupt deval-
uations to improve current account balance
and trade competitiveness (Figure 1a).
Alternatively, exchange arrangements in
Uzbekistan were determined based on
priorities of export stimulation policy and
currency stability. Gradual depreciation of
national currency under limited capital
mobility allowed to improve competitive-
ness of national export preventing signifi-
cant fluctuations of exchange rate (Figure
1e). During global financial crisis, decpre-
ciation of nominal exchange rates occurred
with larger scopes varying from 7.9 % to
11% in 2008-2011 [12].

1 Financial trilemma theory states that it is impossible
to have fixed exchange rate, high capital mobility
and independent monetary policy simultaneously.
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Table 1. Exchange arrangements in CAC

Year Kazakhstan Kyrgyzstan Tajikistan Turkmenistan Uzbekistan 

1996 Independent 
floating 

Independent 
floating 

1997 Managed floating 

Managed 
floating Managed 

floating 

Managed 
floating 

Managed 
floating 

1998 
Managed floating 

with no pre-
announced path 

1999 
Independent 

floating (April 5, 
1999) 

Managed 
Floating with no 
preannounced 

path 

2000 

2001 

Independent 
floating (July 1, 

2000) 
2002 
2003 
2004 
2005 

Managed 
floating with no 
preannounced 

path 

2006 

Managed floating 
with no 

preannounced 
path (September 

20, 2000) 

Managed 
floating with no 
preannounced 

path 
 

Managed 
Floating with no 
preannounced 

path 
(July 1, 2002) 

Conventional 
pegged 

arrangement 
(May 31, 2006) 

2007 

Conventional 
pegged 

arrangement 
(October 1, 2007) 

Conventional 
pegged 

arrangement 
(March 1, 

2007), 
Managed 

floating with no 
preannounced 
path (October 

1, 2007) 

Conventional 
pegged 

arrangement 
(January 1, 

2007) 

2008 
Stabilized 

arrangement1 
(April 30, 2008) 

Stabilized 
arrangement 

(April 30, 2008) 
2009 
2010 
2011 
2012 

Crawling peg 
(April, 2007) 

 

2013 

Pegged exchange 
rate within 

horizontal bands 
(February 4, 

2009), 
Stabilized 

arrangement 
(May 1, 2009), 

Crawl-like 
arrangement 

(October 28, 2009) 

2014 
Stabilized 

arrangement 
(February, 2014) 

Other managed 
arrangement 

(April 30, 2008) 
 

Other managed 
arrangement 
(January 1, 

2009) 
Stabilized 

arrangement 
(August 1, 

2009) 
 

Conventional 
pegged 

arrangement 

Crawl-like 
arrangement 

 

1 Changes in 2008 occurred in Kazakhstan, Kyrgyzstan and Tajikistan exchange arrangements due
to methodological changes.

Source: IMF (1996-2014),»Annual Report on Exchange Arrangements and Exchange
Restrictions», Washington, DC: International Monetary Fund.
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Figure 1. Dynamics of Nominal Exchange Rates in CAC

A. Kazakh Tenge against 1 US Dollar. 
 

B. Kyrgyz Som against 1 US Dollar. 
 

C. Tadjik Somoni against 1 US Dollar. 
 

D. Turkmen Manat against 1 US Dollar. 
 

E. Uzbek Sum against 1 US Dollar. 
 
 

Source: a) OANDA currency database, OANDA Corporation: http://www.oanda.com/;
b) National Bank of Kyrgyz Republic, http://www.nbkr.kg/; c) National Bank of Tajikistan,
http://www.nbt.tj/, OANDA currency database, OANDA Corporation: http://www.oanda.com/;
d) IMF (1996-2014), «Annual Report on Exchange Arrangements and Exchange Restrictions»,
Washington, DC: International Monetary Fund; e) Central Bank of Uzbekistan, http://
www.cbu.uz/.
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Exchange arrangements and monetary
policies in Kyrgyzstan and Tajikistan are
based on programs developed in cooper-
ation with IMF. More liberalized financial
system and macroeconomic circumstanc-
es in Kyrgyzstan led to adopting more flex-
ible exchange rate arrangements, priori-
tizing price stability. Figure 1b indicates
that depreciation trend of Kyrgyz Som also
strengthened during financial crisis. In
Tajikistan, financial stability, low inflation,
de-dollarization and currrency stability pri-
orities have been pursued taking into ac-
count international reserves [13]. Howev-

er, during the global financial crisis, dra-
matic depreciation of exchange rates was
observed in Tajikistan (Figure 1c). In con-
trast, exchange arrangements and ex-
change rates in Turkmenistan underwent
little change with abrupt devaluation in
post-crisis period (Figure 1d). Exchange
rate under adopted conventional pegged
regime has been supported with signifi-
cant capital controls.

Figure 2 displays international reserves
which are higher in Turkmenistan, Kyr-
gyzstan and Uzbekistan in comparison with
Kazakhstan and Tajikistan.

Figure 2. International reserves in CAC

Source: UNCTAD statistics, http://unctadstat.unctad.org/.

Figure 3a points to substantial depre-
ciation of real effective exchange rates
(REER) in Uzbekistan in late 1990s along
with financial liberalization process in early
2000s. These measures and REER stabil-
ity in subsequent years corresponded to
export oriented development strategy in
Uzbekistan. Meanwhile, REER of Kyr-
gyzstan and Kazakhstan demonstrated
parallel trends: significant depreciations
after Russian financial crisis in 1998 led
to REER decline in these countries with

gradual recovering up to 2008, and de-
clining in 2009 because of abrupt nomi-
nal exchange rate devaluations (Figure
3b). REER in Turkmenistan appreciated
up to late 1990s followed with gradual
depreciation afterwards. Abrupt devalu-
ation of nominal exchange rates in 2009
led to substantial undervaluation of Turk-
men Manat REER since 2009. REER of
Tajik Somoni underwent considerable
fluctuations in early stages with stabiliz-
ing in 2000s.
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Figure 3. Real Effective Exchange Rates in CAC

1992-2003 2003-2012 
 Source: Bruegel, http://www.bruegel.org.

Monetary Frameworks in Central Asian
Countries

Table 2 displays monetary frameworks
in CAC. In early 2000s, most countries,
except Turkmenistan, applied monetary

policies based on monitoring internal
macroeconomic indicators. However, in the
second half of 2000s, CAC shifted towards
exchange rate anchor policy to support
adopted exchange arrangements.

Table 2. Monetary frameworks in CAC

 Kazakhstan Kyrgyzstan Tajikistan Turkmenistan Uzbekistan 
2001 
2002 
2003 
2004 

Other monetary 
framework 

 

2005 
2006 

Other 
monetary 
framework 

2007 

Other 
monetary 
framework 

Other monetary 
framework 

 Monetary aggregate 
target 

2008 Exchange rate anchor 
(USD) 

2009 

Exchange rate 
anchor (USD) Monetary aggregate 

target 
2010 
2011 

Other monetary 
framework 

2012 
2013 

Monetary 
aggregate target 

2014 

Exchange 
rate anchor 

(USD) 
 

Other monetary 
framework 

Exchange rate anchor 
(USD) 

Exchange 
rate anchor 

(USD) 
Exchange 

rate 
anchor 
(USD) 

 
Source: IMF (1996-2014), «Annual Report on Exchange Arrangements and Exchange

Restrictions», Washington, DC: International Monetary Fund.

Monetary policy in Kazakhstan in 2000s
went along with financial liberalization proc-
esses [14], which increased trade-off be-
tween exchange rate stability and mone-

tary autonomy. Price stability priority pre-
determined gradual shift towards inflation
targeting. However, global financial crisis
pushed authorities to ensure financial sta-
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bility through exchange rate with conse-
quent change in monetary policy. On the
other side, export stimulation policy and
currency stability were the primary goals
of monetary policy based on internal mac-
roeconomic indices in Uzbekistan [15].
However, adopted crawling-peg exchange
arrangement since 2006 made authorities
to conduct stricter monetary policy. Given
limited capital mobility, global financial
crisis did not resulted in priority changes
in Uzbekistan within financial trilemma.

Monetary policy in Kyrgyzstan was
mainly determined by international re-
serves and inflation level, however, author-
ities prioritized price stability as a source

of stable economic growth in middle term.
In early stages of global financial crisis,
authorities introduced pegged exchange
arrangement, which predetermined ex-
change rate anchor strategy in following
years. However, initial monetary policy driv-
en by internal macroeconomic indicators
was reintroduced shortly. Similar strategy
can be observed in Tajikistan. Authorities
mostly monitored various macroeconomic
indicators prioritizing currency stability and
de-dollarization [16]. Monetary frame-
works in Turkmenistan aimed supporting
conventional pegged exchange rate regime
introduced in the middle of 1990s under
substantial capital controls.

Figure 4. Inflation rates

Source: UNCTAD statistics, http://unctadstat.unctad.org/.

1992-1998 1999-2012 
 

Figures 4, 5 display inflation rates and
dynamics of interest rates in CAC in com-
parison with the dynamics of key interest
rates of FRS and Bank of Russia. Dynam-
ics of inflation rates indicates to hyperin-
flation in early stages of transition and dis-
similar trends afterwards. Dynamics of in-
terest rates in all observed countries indi-
cate to considerable level of independence
in different years. Decreasing inflation
rates in Kazakhstan resulted in downturn
trend of interest rates in late 1990s followed
with period of stability up to 2007. During
the crisis, National bank of Kazakhstan
conducted strict monetary policy with sub-

sequent monetary easing after exchange
rate depreciations to provide liquidity to
banking sector. Dissimilar trend observed
in Uzbekistan. Refinance rate of Central
bank of Uzbekistan showed gradual down-
turn slope trend, which went along with
decreasing inflation rates. Noteworthy, that
global financial crisis did not affect inter-
est rates in Uzbekistan due to limited cap-
ital mobility.

Dynamics of interest rates in Kyr-
gyzstan displayed its vulnerability under
higher capital mobility and flexible ex-
change arrangements. In Tajikistan, inter-
est rates also reflected the effects of glo-
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bal financial uncertainties: higher interest
rates followed with their decline along with
exchange rate depreciations.

Development Strategies and Financial
Trilemma

Kazakhstan and Uzbekistan represent
two distinct paths of transition to market
economy and dissimilar development strat-
egies in CAC. Kazakhstan is associated with
rapid transition to market economy and

significant financial liberalization [17] with
consequent higher economic and financial
integration to the global economy. Howev-
er, lion share of FDI and export is concen-
trated on oil-related industries [18]. Alter-
natively, Uzbekistan represents step-by-
step transition under leading role of gov-
ernment. Gradual economic and financial
liberalization goes along with export diver-
sification and industrialization.

Figure 5. Dynamics of Interest Rates of FRS, Bank of Russia and CAC

Source: Federal Reserve System, http://www.federalreserve.gov/; Bank of Russia,
http://www.cbr.ru/;

a)National Bank of Kazakhstan, http://www.nationalbank.kz/;
b) National Bank of Kyrgyz Republic, http://www.nbkr.kg/;
c) National Bank of Tajikistan, http://www.nbt.tj/; d) Central Bank of Uzbekistan, http:

//www.cbu.uz/.

 

Kazakhstan 
 

 

Kyrgyzstan 
 

 

Tadjikistan 
 

Uzbekistan 
 

Despite high oil prices and significant
export revenues, Kazakhstan experience
negative current account balance and con-
sequent gradual increase of external debt
stock due to significant financial inflows un-

der higher financial openness. In contrast,
Uzbekistan demonstrates stable positive
balance on current account transactions due
to export-oriented development strategy with
lower external debt stock (Figures 6, 7).
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Figure 6. Current Account Balance in Central Asian Countrie

Source: World Economic Outlook Database, International Monetary Fund,
 http://www.imf.org/.

Different development strategies de-
termined the position of CAC in financial
trilemma. Dissimilar export structures re-
flected unlike priorities. Lower elasticity of
commodity (oil) export in Kazakhstan on
exchange rate dynamics [19] allowed ac-
commodating higher exchange rate fluc-
tuations under flexible regimes. However
oil-export concentration resulted in higher
dependency on oil-prices. On the other
hand, non-oil industrial products (automo-
biles) export in Uzbekistan made exchange
rate stability a key policy tool with gradual

depreciations as a source of export stimu-
lation.

Global financial crisis had considera-
ble effect on Kazakhstan under higher cap-
ital mobility and increasing trade-off be-
tween exchange rate stability and mone-
tary autonomy. This resulted in reconsid-
eration towards exchange rate stability. On
the contrary, lower capital mobility in Uz-
bekistan provided some level of monetary
policy independence ensuring exchange
rate stability and decreased destructive
effects of financial crisis.

Figure 7. External Debt Stock in Central Asian Countries

Source: International Debt Statistics, The World Bank, http://data.worldbank.org/.
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Conclusion
Different development paths in CAC

resulted in adoption of dissimilar monetary
frameworks and exchange arrangements
reasoned with different capital mobility and
export structures in these countries.

Commodity export based development
strategy in Kazakhstan led to prioritization
of monetary autonomy under higher finan-
cial openness and flexible exchange rates.
As a result, given increasing external debt

stock and negative CAB made the authori-
ties to change the priorities towards ex-
change rate stability as a source of finan-
cial stability during financial crisis. On the
contrary, Uzbekistan prioritized exchange
rate stability as a key tool of export-orient-
ed development and export diversification,
which resulted in positive CAB and low lev-
el of external borrowings. Partial financial
liberalization allowed minimizing negative
effects of global financial crisis.
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