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Monetary Policy Report is released by the National Bank on a quarterly basis. The objective of
this Report is to inform the public about the decisions made by the National Bank in the sphere of
monetary policy, which are based on analysis and forecast of the main inflation factors and assessments
of the economic situation development in the external environment and in the Kyrgyz Republic.

Monetary policy in the Kyrgyz Republic

The objective of the monetary policy is to achieve and maintain price stability through
appropriate monetary policy.

The policy rate of the National Bank is the main instrument of the monetary policy. In 2014,
the National Bank moved to a new monetary policy framework - when the National Bank policy rate
serves as a target for the funds value in the money market - to improve and increase the effectiveness of
the monetary policy. The short-term interest rates of the money market are the operational goal of the
monetary policy. The purpose of the aforementioned movement is to strengthen the impact of the interest
rate channel of the monetary policy, aimed at development of the inter-bank credit market and support for
the real sector of economy.

Quantitative benchmark of the monetary policy is to keep inflation rate within 5-7 percent
in the medium term. Development and implementation of the monetary policy is carried out within the
framework of the Main Directions of the Monetary Policy for the medium term.

Monetary policy of the National Bank is focused on the future, as the decisions made in the
field of the monetary policy affect the key macroeconomic indicators of the country with a certain lag.
Development of the monetary policy is based on the inflation forecasts for the short and medium term,
resulting from consistent and economically reasonable forecast of the economic situation development in
the Kyrgyz Republic and in the external environment.

Communication policy is among the main instruments of the monetary policy conducted by
the National Bank. The National Bank regularly issues press releases and holds press conferences on the
monetary policy to inform the public and form adequate inflationary expectations among the population.
Assessment of the current and expected macroeconomic situation in the country made by the National
Bank is published in the Monetary Policy Report at the beginning of the third month of each quarter. The
schedule of meetings held by the National Bank Board on the size of the policy rate is published on the
bank’s official website.

Monetary Policy Report for Q2 2021 was approved by the Resolution of the Board of the
National Bank of the Kyrgyz Republic No. 2021-T11-07/49-2-(JIKIT) dated September 1, 2021.
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Summary

The restrictive measures taken due to the spread of the COVID-19 new strains and
uncertainty about vaccination of the world’s population still have a restraining effect on the
global economic growth. At the same time, active revival of demand in the global financial
markets has a significant impact on intensification of the inflationary processes in the trading
partner countries of the Kyrgyz Republic and, as a result, acceleration of the domestic
inflation.

There is a recovery in economic activity in the Kyrgyz Republic (in Q2 2021, the real
GDP, excluding the enterprise of the Kumtor Mine, grew by 11.6 percent). At the same time,
the reduction in production volumes at the enterprise of the Kumtor Mine restricts the full-
scale economic recovery in the country. At the end of the first half of 2021, the economic
decline was registered at the level of (-)1.7 percent compared to the same period in 2020,
excluding the Kumtor Mine, GDP growth was 3.7 percent.

Domestic demand demonstrates positive dynamics due to a positive inflow of
remittances (+31.1 percent in the first half of the year compared to the same period of 2020),
however demand is still below the pre-pandemic level.

In Q2 2021, the trade balance was formed under the influence of an increase in import
operations. Imports grew by two times due to an increase in the supplies of consumer and
intermediate goods. Exports decreased by 8.3 percent. As a result, the trade balance deficit of
the country amounted to USD 830.2 million. The volume of foreign trade turnover increased
by 53.0 percent and amounted to USD 1.8 billion.

Amid growth in tax revenues, according to the preliminary results of the first half of
2021, there was a KGS 1.4 billion surplus of the state budget or 0.5 percent to GDP (in the
same period in 2020, the budget deficit amounted to KGS 16.6 billion or 6.8 percent to GDP).
The primary surplus! of the state budget amounted to KGS 6.3 billion, or 2.3 percent to GDP.

Rise in prices for consumer goods and services was mainly observed for food
products (sunflower oil, meat and sugar) and petroleum, oil, lubricants. In Q2 2021 (quarter to
the corresponding quarter of the previous year), the annual inflation rate was 11.3 percent.
Due to the absence of seasonal deflation, at the end of the reporting period, there was a sharp
rise in prices for vegetables, which made an additional contribution to the current inflation
dynamics.

In the context of ongoing inflationary pressure, the National Bank maintained its
course towards tightening monetary policy. The monetary sector was characterized by a
reduction in excess liquidity in the banking system. Under such circumstances, there was an
increase in the activity of money market participants, mainly in the short segment. Short-term
money market rates fluctuated within the interest rate corridor set by the National Bank.

In general, the monetary indicators demonstrated positive dynamics, there was
ongoing growth of lending to the economy and an increase in the depository base.

! Primary deficit/surplus is the excess of the state budget revenues over the state budget expenditures, excluding the
amount of interest payments to service the state debt.



Chapter 1. External Environment

1.1. Economic Development of the EAEU Countries and the Main Trading Partner

Countries

Recovery of economic activity was still observed in many main trading partner
countries of the Kyrgyz Republic, meanwhile there was acceleration of the inflationary

processes.

In Q2 2021, Russia demonstrated accelerated economic growth and achievement of
pre-pandemic production volumes in many sectors.

The positive dynamics of economic growth was still observed in Kazakhstan. At the
end of the first half of 2021, the GDP growth rate in Kazakhstan was 2.2 percent.

In Belarus, in the reporting period, there was a consistent decline in economic growth

rates.

Economic recovery in Armenia was faster compared to earlier expectations. The
inflation rate in Armenia still accelerated amid weakening Armenian dram and rising

inflation risks in the economy.

In Q2 2021, economic recovery in China slowed down gradually.
In the United States, there was ongoing economic recovery, while inflationary
processes intensified amid rapid growth in external demand and limited supply for some

commodity groups.

Russia

Chart 1.1.1. Growth of GDP and Inflation

in Russia
(quarter to the corresponding quarter of the previous
year)
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Source: Ministry of Economic Development of the Russian
Federation, 1A Bloomberg, Russian Federal State Statistics Service

According to the Ministry of
Economic Development of the Russian
Federation, in June 2021, GDP reached
pre-pandemic level (8.5 percent against
June 2020). At the end of Q2 2021, GDP
growth was 10.1 percent in annual terms.
In Q2 of the current year, there was
acceleration of economic growth in Russia.
The production output of the key non-raw
material ~ sectors  (processing  industry,
agriculture, construction) confidently
exceeded the pre-crisis levels. According to
the Bank of Russia estimates, there was
steady growth in consumer and investment
demand.. The consumer activity managed to
exceed the pre-pandemic levels according to
the Bank of Russia estimates. Active

acceleration of the services sector was observed despite partial ongoing tightening of the
restrictive measures. World economic recovery and rise in prices for raw materials
contributed to export development in Russia. Moreover, external demand, which is still
growing steadily, supported the economy of the country.

According to the Russian Federal State Statistics Service, in Q2 2021, the inflation
rate in Russia was 6.0 percent to the corresponding quarter of the previous year, in June 2021,
its annual value increased by 0.5 percentage points up to 6.5 percent. The annual rise in prices
for services up to 3.9 percent was the most significant (by 0.7 percentage points compared to
May). The annual rate of increase in prices for food products increased up to 7.9 percent (+0.5
percentage points), for non-food products — up to 7.0 percent (+0.4 percentage points).
Accelerated rate of rise in prices is mainly due to active expansion of demand exceeding the

possibilities to increase the production output.



Kazakhstan

Chart 1.1.2. Growth of GDP and Inflation By the end of the first half of 2021,
in Kazakhstan the economic growth rate of Kazakhstan

(quarter to the corresponding quarter of the previous reached the _pre-pandemic level. The GDP
year) growth rate in January-June of the current

T year was at the level of 2.2 percent against a
_____________________ decrease of 1.8 percent in the same period of

- 2020. In the reporting period, the largest
| contribution to the economic growth was due

vl T T T \Cw Tw v o T | toan increase in production output in the real
e | o o | sector, in particular in the processing sectors
of the economy. Thus, the share in the

manufacturing industry (13.1 percent) in the
GDP growth = == Iflation structure of GDP for the first time since 2004
Source: RK Statistics Agency, NBKR calculations exceeded the share of the mining industry
(12.5 percent). In addition, in January-June, the construction sector (an increase by
11.9 percent) and agriculture (3.2 percent) were the main drivers of economic growth.

Moreover, in the first half of 2021, revival of the world economy, anti-crisis measures
of the state with a decrease in quarantine restrictions, an increase of investments in non-
extractive sectors of the economy, growth in wages of the population and positive indicators
of the country’s creditworthiness contributed to the recovery of business activity in the
country.

According to the Bureau of National Statistics of the Agency for Strategic Planning
and Reforms of the Republic of Kazakhstan, in January-June 2021, rise in prices constituted
7.3 percent due to an increase in prices for food products by 10.5 percent, for non-food
products — by 6.0 percent, for the population’s paid services — by 4.4 percent. Increased
inflationary expectations, rise in prices in the world food markets, as well as internal and
external inflationary risks may restrain the decline of the annual inflation rate in the future.

percent
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Armenia

In Q2 2021, Armenia demonstrated
faster ~ economic  activity  recovery
compared to expectations. The positive

Chart 1.1.3. Growth of GDP and Inflation
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faster resumption of economic activity in
Armenia’s partner countries contributed to
such recovery. According to the preliminary
data, in January-June 2021, the indicator of
economic activity in Armenia increased by
L lww !l wlwlwl| . | a 50 percent. Growth was observed in all
2019 \ 2020 -2z | sectors. At the same time, the investment
o activity of the private sector still remained
Source: National Statistical Service of the Republic of Armenia, 1A~ WeaK.
Bloomberg, CB RA In June 2021, the inflation rate
accelerated up to 6.5 percent in annual terms in the consumer market of Armenia, with a
target of 4.0 percent. The prices for food products increased by 9.0 percent, for non-food
products — by 9.5 percent, and for services — by 2.1 percent. In the context of a high
inflationary environment, the Central Bank of Armenia increased the policy interest rate 4
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times year-to-date: from 5.25 to 7.0 percent!. The regulator is considering the need for a
possible tightening of the monetary conditions in the future. In such conditions, the inflation
rate is forecasted to remain at an increased level in the short term, then gradually decline and
strengthen near the target of 4.0 percent.

Belarus
Chart 1.1.4. Growth of GDP and Inflation . During Q2 .2021’ thgre was - a
in Belarus consistent slowdown in economic growth in
. . Belarus.
ter to th d ter of th . .
)(,2[;?; BT 10 The COrTesponing quarter ot the previots In general, in the first half of 2021,
1 ' GDP of Belarus grew by 3.3 percent

compared to the same period of 2020,
however there was a slowdown in monthly
dynamics in April-May: in April, GDP
increased by 7.0 percent, in May — by
5.3 percent, in June — by 3.8 percent.

The EDB analysts believe that the
GDP dynamics in Belarus and economic
vl b b Do b b Fa Db fafan [ f | sentiment indicate the end of the economic

o oo | s | | o recovery period in the country after recession
observed in the last year. This, among other
things, is reflected in weakened industrial
growth, which was the driver of economic growth at the beginning of the year due to the
external demand strengthening. Exhaustion of the low base effect, most likely in the sectors of
oil refining and production of potash fertilizers, affect the industrial production dynamics. At
the same time, the information and communication sector provides significant support to
GDP: in the first half of the year, its contribution to GDP growth reached 0.6 percentage
points. In the second half of the year, the EDB forecasts slowdown in the economic growth in
Belarus. The impulse for the exports will become weak amid stabilization of external demand
and increased external economic pressure on the Belarusian economy due to the restrictions
imposed by the Western countries. Domestic demand will continue to be affected by high
uncertainty, a slowdown in the household income growth and an increase in the cost of
lending.

In June, the annual inflation rate continued accelerating and amounted to 9.9 percent
against 9.4 percent in May, 8.6 percent in April and 8.5 percent in March. In January-June,
the prices for food products increased by 6.0 percent (as well as in June by 0.5 percent), for
non-food products — by 6.3 percent (by 0.7 percent), the cost of paid services increased by
5,1 percent (in June, an increase by 0.9 percent). The annual inflation rate in Belarus
accelerated due to the decisions taken in the field of constantly regulated prices (tariffs), the
rise in prices in the market of non-food products, as well as ongoing pressure from the world
food prices.

In the current environment, the analysts expect the annual inflation rate to be above
9.0 percent up to November inclusive and to slow down to 8.7 percent in December 2021. The
risks of the inflation rate acceleration are assessed as significant, including due to the
uncertainty of the consequences of restrictive measures taken in the USA, EU and UK for the
exchange rate of the Belarusian ruble and established production chains. An increase in fuel
prices in the domestic market in the context of the increased cost of oil is still a significant
pro-inflationary factor. The high inflation rate in the Republic of Belarus is also supported by
inflationary expectations: according to the calculations of the National Bank of Belarus, in

=== GDP growth === [nflation

Source: National Statistical Committee of the Republic of Belarus
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June 2021, the inflation rate expected by the population for 12 months was 14.7 percent — the
maximum value since the beginning of observations in November 2017.

USA

Chart 1.1.5. Growth of GDP and In the reporting period, the US
Inflation in the USA economy still recovered from the pandemic

(quarter to the corresponding quarter of the previous ~ CONSequences.
year) According to the Bureau of Economic
10 Analysis of the U.S. Department of
100 Commerce, in Q2 2021, real GDP in the USA
50 /.. increased by 12.2 percent' compared to the
ittt S Lttt same period of 2020. Growth was observed in

various sectors, including transport, tourism,
manufacturing and non-financial services.
The increase in US GDP conditioned

percent
& o
o o

b wlwlw o b lwlw ]| o w| reopening of businesses and ongoing
2019 | 2020 ' an | government measures taken in response to the

——GDPgowth === Inflation COVID-19 pandemic. During the reporting

Source: the U.S. Department of Commerce, the U.S. Department period, the government assistance payments
of Labor, 1A Bloomberg in the form of loans to the enterprises and

grants to the state and local authorities increased, while there was a decrease in the social
transfers to the households, such as direct economic impact payments.

The U.S. unemployment rate is declining (5.9 percent in June 2021), however the
number of work places in the country decreased by 7.5 million compared to the pre-pandemic
level, meanwhile the low-income workers and the representatives of ethnic and other
minorities face the greatest difficulties.

The difficulties due to the COVID-19 pandemic and limited supply of some products
resulted in a rapid increase in prices for certain types of products and services in the USA. In
addition, a high inflation rate was conditioned by the low base for comparison due to a
decrease in prices in the previous year. Thus, the inflation rate in the USA accelerated up to
5.4 percent in June 2021 in annual terms (the highest indicator since August 2008) with a
target approaching 2.0 percent. In June 2021, the prices, excluding food and energy prices,
increased by 4.5 percent in annual terms, the highest value since November 1991.

! Preliminary estimate.



China

) In Q2 2021, the economic recovery
Chart 1.1.6. Growth of GDP and Inflation i, cChinese slowed down compared to the

in China , , highest rates of the first three months in the
(quarter to the corresponding quarter of the previous
Jear) current year. '
In April-June, China’s GDP grew by
o 7.9 percent, which is lower compared to the
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forecasts of the economists interviewed by
Reuters, who expected growth at 8.1 percent.
In June, the growth of retail sales and
industrial production slowed down, as well as
there was a decrease in the activity of housing
construction, which makes a significant
contribution to the country’s economy.
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Source: National Bureau of Statistics of the PRC, IA Bloomberg People’s Bank of China announced a policy

softening to support the economy. The regulator reduced the requirements for the mandatory
reserves® of the financial institutions. The resulting amount of about CNY one trillion (USD
154.0 billion) will be used to support the economy.

Experts forecast that the economic recovery rate in China may slow down further,
however it is likely to exceed the official target of “more than 6 percent”? of GDP growth set for
2021.

In June, the annual inflation rate in China fell to 1.1 percent, which was slightly below
the analysts’ expectations. The experts forecasted the value of the indicator at 1.2 percent, while
in May the annual inflation rate in the PRC was 1.3 percent. In June, the prices for food
products decreased by 1.7 percent in annual terms, the prices for non-food products increased
by 1.7 percent, the prices for consumer goods increased by 1.1 percent, for services — by
1.0 percent. According to China’s Social and Economic Development Plan, China’s inflation
target is 3.0 percent in 2021.

1.2. World Commodity Markets

The world upward trend in prices for food products and other raw materials made a
significant input into inflation in the Kyrgyz Republic. However, the world prices for food
products slightly decreased for the first time during the COVID-19 pandemic time. In the
reporting period, there was an increased demand in the oil market amid the world economic
recovery. The gold market demonstrated an increase in prices in the context of high
inflationary risks in the world.

! The decision to reduce the standard value entered into force on July 15.
2 According to the country’s economic development plan for 2021, approved by the National People's Congress
of China.




Food Market

Chart 1.2.1. Dynamics of Prices for Food In the reporting period, volatile
Products price dynamics was observed in the global
(month to the corresponding month of the previous  food markets. World food prices still
year) significantly exceed the prices of the same

450

period in 2020. However, at the end of Q2
2021, there was a decrease in prices mainly
due to crop harvesting in most of the
exporting countries and an increase in supply
in the markets, which is sure to result in a
decline in prices or a slowdown in their
growth rates.

Reduced import demand for vegetable
oils, increased inventories and expectation of
a good harvest in the large producing
countries contributed to a decline in sunflower oil prices. According to the Ministry of
Agriculture of the Russian Federation, about 15.9 million tons of sunflower will be harvested
in Russia, an increase by 2.6 million tons compared to 2020 (13.3 million tons) due to an
increase in acreage. Moreover, a good harvest of sunflower is expected in Ukraine to result in
a decline in prices for sunflower oil both in the global market and within Russia.

In the reporting period, prices for wheat and maize were growing, however, by the end
of Q2 2021, they decreased amid good harvest in 2021-2022 and due to increased supply in
Latin America.

World sugar prices demonstrated an upward trend in Q2 2021. This was due to
uncertainty conditioned by the impact of bad weather on the harvest in Brazil*. An increase in
oil prices (sugar cane is processed into ethanol) and strengthening of the Brazilian real against
the US dollar also contributed to rise in the world sugar prices.

According to the expectations of the financial institutions’ analysts and experts, the
forecasts for the future harvest, weather conditions, demand for specific types of food from
the largest consumers and the oil price movement will influence the prices for food products
in the long term. Movement of prices for substitute goods, dynamics of the national currencies
exchange rates in the main exporting countries, as well as agriculture regulation in certain
countries will be additional factors.

In addition, risks remain high for the importing countries, since from June 1 till June
28, 2021, the cost of transportation increased by almost 20.0 percent, 5.0 percent higher
compared to their highest value in May 2021.
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Chart 1.2.2. Dynamics of FAO Food Price In Q2 2021, the average FAO food
Index price index increased by 35.4 percent
130 compared to the same quarter of 2020 and
1 amounted to 124.8 points. However, by the

120 . . . .

s end of the reporting period for the first time
=110 during the year, in June 2021, the FAO food
€105 price index decreased by 2.5 percent
“100 compared to May, departing from recently

% achieved ten-year highest values. This was

% due to a decrease in prices for vegetable oils
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2019 | 2020 22 | products, meanwhile prices for meat and

! Brazil is among the largest suppliers of cane sugar to the world market.
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sugar demonstrated ongoing upward dynamics.

Energy Market

Chart 1.2.3. Dynamics of Oil Prices In Q2 2021, the world oil prices
(in USD) increased amid optimism about world

” demand for fuel, despite an increase in the
number of COVID-19 cases in many
countries worldwide.

In Q2 2021, the average price of Brent
oil increased by 12.7 percent compared to the
previous quarter and amounted to USD
69.1 per barrel (the price increased by

USD per Barrel

106.9 percent compared to the same period of
. | | | the previous year).
123 45 620719 8 9 10 11 12 ‘1 23 4 5 62020 8 9 10 11 12 ‘I 2 32021 5 6 ‘ Fluctuations in the World oil priCeS

increased sharply at the end of June 2021 as a

result of conflicts within the OPEC + alliance,
meanwhile expectations about increased demand for energy products and ongoing recovery of
the global economy supported the rally in the oil market. At the end of the reporting period,
quotes were at the level of USD 70.0-74.0 per barrel due to a decrease in oil reserves in the
United States and an increase of selling prices in Saudi Arabia.

The International Energy Agency (hereinafter — IEA) retained its forecast for global
oil demand for 2021 and still expects its growth by 5.4 million barrels per day — on average up
to 96.4 million barrels per day. In 2022, global demand may increase by 3.0 million barrels
per day. The IEA estimates that stable economic growth, increased vaccination coverage and
relaxation of restrictive measures worldwide will support higher global demand for oil till the
end of 2021. However, the IEA analysts may decrease the forecast, taking into account the
situation with the coronavirus pandemic.

The Bank of America analysts raised their oil price forecast for 2021 from USD
60.0 up to USD 70.0 per barrel amid recovery in demand driven by the global coronavirus
vaccination process. The oil price forecast for 2022 was increased by USD 15.0: from USD
60.0 up to USD 75.0 per barrel, and in 2023 the bank’s analysts expect the oil price to be at
USD 65.0 per barrel.

——Urals Brent —WTI

Gold Market

Chart 1.2.4. Dynamics of Prices for Gold ~In the reporting period, there was
o an increase in quotes in the gold market.
2000 Gold was used as an instrument to hedge
o inflation risks. Gold prices increased as the
8 170 economic recovery was slightly difficult due
S, 1600 to the spread of the coronavirus new strains

5 o and rising inflationary pressure.
g 100 Thus, in Q2 2021, the gold price
o increased by 3.7 percent and amounted to
1‘2‘3‘4‘5‘6‘7‘8‘9M1}1—1‘2‘3‘4‘5‘5‘7‘3‘9M1}121‘2‘3‘4‘5‘5‘7‘8‘9}@1&121‘2‘3‘4‘5‘5‘ usD 1,7701 per Troy ounce at the end of the

2018 2019 2020 2021

Source: IA Bloomberg period. The quotes were supported by the

decline in the yield of the US state bonds and
USD weakening. A slight decrease in gold quotes was observed in June 2021 amid the US
Federal Reserve System’s announcement of a more imminent increase in the policy rate
compared to previous expectations. Rolling-up economic stimulus measures can result in
USD strengthening, putting pressure on gold quotes.
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According to the World Gold Council (WGC), in Q2 2021, the central banks of
different countries were actively buying gold, replenishing their gold and foreign exchange
reserves. The main motives of the regulators were the desire to hedge against growing
inflation, as well as to diversify their own international reserves.

The WGC also noted that in Q2 2021, demand for gold, as well as supply thereof
increased by 13.0 percent, up to 1,172 tons, mainly due to the growth in gold extraction.

The global regulators policy is still the main factor that affects the price for gold. If, in
response to the growth of inflation, it starts tightening, the prices may decrease.

Clarification of the US Federal Reserve System’s plans to reduce asset purchases and
to raise interest rates will be the main factor determining the dynamics of gold quotes.
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Chapter 2. Macroeconomic Development

2.1. Demand and Supply in the Commaodities and Services Market

A gradual recovery of economic activity was observed in the Kyrgyz Republic with
a slight slowdown in the first half of 2021. The dynamics of domestic demand demonstrates
an upward trend, however, at the same time, it has not yet reached the pre-pandemic level.
The inflow of remittances into the country demonstrate ongoing positive trend. A decrease
in production output at the country’s largest gold mining enterprise “Kumtor” conditioned a
decrease in the gross domestic product in the Kyrgyz Republic in the first six months of
2021.

At the same time, uncertainty is still observed in the country’s economy amid
ongoing negative impact of the pandemic consequences and taking into account the risks of
the COVID-19 new strains.

Demand

Chart 2.1.1. Dynamics of Internal During January-June 2021, the
Demand and Money Transfers economy of the Kyrgyz Republic
(quarter to the corresponding quarter of the previous ~ demonstrated unstable recovery with its
year) slowdown at the end of the reporting
- - period. At the end of the first half of the year,
o ©_ the economic slowdown of the country was
»:  observed at the level of (-)1.7 percent
NI B o compared to the same period of 2020, after
» s ;;g (-)1.6 percent in January-May of the current

el el el e al ;;’\ | o ‘ a |l e @ year. . ]
Zggmz‘mm[m.e) -.—...‘:f;“,:';:fza‘n:égiwm At the same time, in Q2 2021, GDP
——oor growth rate, without the enterprise of the

S : NSC KR, calculations: NBKR . . . ..
ouree catctiations Kumtor Mine, shifted into a positive area,

having reached the level of 11.6 percent after (-)4.5 percent in Q1 of the current year, and
constituted 3.7 percent by the end of the first six months.

At the same time, domestic demand demonstrates a slow recovery dynamics, however
has not yet reached the pre-pandemic level. According to the preliminary results of Q1 2021,
domestic demand? increased up to (-)5.3 percent from (-)8.6 percent in Q4 2020 (in Q1 2020,
there was a decrease by 4.2 percent). The recovery in domestic demand was mainly due to an
increase in remittances (+ 22.4 percent in Q1 2021). Since the beginning of 2021, net inflow
of individuals’ remittances via the money transfer systems in USD in the first half of the year
increased by 31.1 percent compared to the same period of 2020.

By the end of the first half of 2021, the average monthly nominal wage per one
employee? amounted to KGS 19.4 thousand, having increased by 7.8 percent compared to the
same period of 2020. A significant increase in the growth rate of average monthly wages was
mainly observed in such sectors as transport and storage of goods (28.1 percent), information
and communication (18.3 percent), as well as professional, scientific and technical activities
(15.3 percent). At the same time, in January-June 2021, the real wages decreased by
(-)2.6 percent compared to the same period of 2020.

! According to the NSC KR, reference to the data for the earlier period is given due to the lack of more up-to-
date data.
2 Generally in the republic, excluding small enterprises.
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Chart 2.1.2. GDP Dynamics The economic slowdown is mainly
(quarter to the corresponding quarter of the previous ~ conditioned by reduced production output in

year) the sectors of industry and construction.

15 The negative dynamics in the
industrial sector is conditioned by the
production indicators at the enterprise of the
Kumtor Mine amid events on the field
investigation.

The volume of construction decreased
by 14.2 percent due to a reduction in the level
of capital investments exploitation in the
* reporting period.

GDP === GDP without Kumtor

percent

Source: NSC KR, calculations: NBKR
Public Finances Sector

According to the preliminary results for January-June 2021, the state budget surplus
amounted to KGS 1.4 billion, or 0.5 percent to GDP (during the same period of 2020, the state
budget deficit was KGS 16.6 billion or 6.8 percent to GDP). The primary state budget
surplus! amounted to KGS 6.3 billion or 2.3 percent to GDP.

Chart 2.1.3. Execution of the State Budget _The state budget revenues from
(period to the corresponding period of the previous operating activities increased by 52.5 percent
year, accumulatively) or KGS 31.7 billion compared to January-

June 2020 and amounted to KGS 92.0 billion
or 34.0 percent to GDP. Tax revenues occupy
the largest share in the structure of current
revenues (72.2 percent). Tax, non-tax
revenues and official transfers made a
positive contribution to an increase in budget
m—revees s seqistionofrenfinaninasees o ——oefewsips— payenUes in the amount of 36.7 percentage
Source: CT MEFKR, NBKR points, 15.5 percentage points, and
0.3 percentage points, respectively.
The state budget expenditures for operating activities increased in annual terms by
11.7 percent or KGS 8.2 billion and amounted to KGS 78.0 billion or 28.8 percent to GDP. In
the structure of expenditures by economic classification, there is an increase in expenditures
on almost all items, excluding the item “other expenditures”. The structure of expenditures by
economic classification changed due to an increase in wages, subsidies and social benefits, as
well as due to the fact that since January 2021, the expenditures from the “special account™?
are classified according to the corresponding expenditure items (wages, subsidies, social
benefits, etc.). In the structure of expenditures by functional classification, the largest
contribution to the increase in expenditures was made by expenditures for civil service,
economic issues, education, and housing and utilities services.

! Primary deficit/surplus is the excess of the state budget revenues over the state budget expenditures, excluding
the amount of interest payments to service the state debt.

2 Special accounts are the accounts with the receipts recorded in the following forms: a) provision of paid state
and municipal services; b) sponsor support and voluntary contributions; c) guardianship fees; d) charitable or
grant aid; e) deductions from the international institutions for joint research work; f) funds from the sale of own-
produced goods.
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Net outflow of budget funds for

Chart 2.1.4. Budget Deficit operations related to acquisition of non-

(period to the corresponding period of the previous

year, accumulatively) financial assets (including operations in the

120 following groups: fixed assets, reserves, land)

80 increased by 1.8 times, or by KGS 5.6 billion
a 40 compared to January-June 2020 and
‘é 00 amounted to KGS 12.6 billion or 4.7 percent
£ . to GDP. The bulk of capital expenditures falls

80 on acquisition of buildings and structures.

2019 2020 2021
—o—Deficit/Budget surplus ——Primary deficit/Primary budget surplus
Source: CT MEFKR, NBKR Investments
Table 2.1.1. Capital Investments by In January-June 2021, the level of
Sources of Financing capital investments exploitation decreased
(millions of KGS, percent) by 11.8 percent compared to the same
TS period of 2020.

S T LI Decrease of capital investments was
R ms ams 2= gbserved in the construction of many types of
g ctns fEr Cme w75 economic activity facilities, excluding
EEE?%E;:::ZT:MMbeneﬁwmmpcm wems s wl B agriculture, forestry and fishing, provision
e e swe e me = (supply) of electricity, gas, steam and
o g e * = conditioned air, information and
Source: NSC KR communication, etc.

At the end of the first half of 2021, there was a decrease in the volume of capital
investments financed from the domestic (-3.6 percent) and foreign (1.6 times) sources. At the
same time, the investments financed from the local budget increased by 1.6 times, from the
republican budget — 1.3 times, from the bank loans — by 1.5 times.

Supply
According to the preliminary data of the National Statistical Committee of the Kyrgyz
Republic, in January-June 2021, the nominal GDP decreased by 1.7 percent in real terms

compared to the corresponding period of 2020 (according to updated data for January-June
2020 a decrease was 5.6 percent) and amounted to KGS 270.7 billion.

Chart 2.1.5. Input of Main Sectors in The sectors of industry
GDP Growth (-2.9 percentage points), construction
(period to the corresponding period of the previous (-0.9 percentage points) and net taxes on
year, accumulatively) products (-0.2 percentage points) made a
B - negative input in economic decline. At the
B B o= same time, the mining industry made
% 4. = B g e @/ insignificant positive input of 0.04 percentage
: / = points for the first time since January-July
0 2020. As in Q1 of the current vyear,
oo e wwo e ww e agriculture demonstrated  ongoing - slight
- positive dynamics of its input to GDP growth
= iy (+0.1 percentage point).
Source: NS KR . caloulations: NBKR In the first half of the current year, the

industrial production output reduced by
11.7 percent compared to the corresponding period of 2020 due to a decrease in output of
pharmaceutical products (by 36.5 percent), basic metals and finished metal products, as well
as chemical products (by 31.2 percent).
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At the same time, for the first time since January-July 2020, the mining sector
demonstrated positive dynamics and amounted to 2.1 percent in the reporting period due an
increase in the extraction of coal and brown coal (lignite) — by 41.9 percent, and other
minerals — by 36.1 percent, as well as in the extraction of metal ores — by 0.9 percent.

In January-June 2021, the gross agricultural output increased by 1.3 percent compared
to the same period of 2020 due to growth in the production output of livestock products.

The GDP deflator was positive and amounted to 13.9 percent, having increased by
9.6 percentage points compared to January-June 2020 (in January-March 2020, the deflator
was also positive at 4.3 percent).

2.2. External Sector!

In Q2 2021, the current account was formed under the influence of an increase in
the negative balance of goods trade amid growth in the net inflow of current transfers.

Chart 2.2.1. Current Account According to the forecasted and
1000 preliminary data, in Q2 2021, the current
ol account deficit constituted USD 312.3 million

600 -
400 -
200 A
0 -
-200
-400
-600 -
-800
-1000 - . ‘

or 2.4 percent of GDP2,

In the reporting period, the trade
balance of the Kyrgyz Republic was formed
with a negative balance and increased by
6.7 times compared to the same period in the

millions of USD

2020 \ 2021 | previous year, to make USD 830.2 million.

, ‘ This trend is conditioned by an increase in

wzo Balance of income E==Balance of goods and services . . .
e Curtent transfers = Currest account blance imports, as well as a decrease in exports in

Note: According to the preliminary and forecasted data.

the reporting period.

Table 2.2.1. Trade balance of the Kyrgyz Republic®

(millions of USD)
2018 2019 2020 2020 2021 * Change Change
Q2 02 in % in millions
Trade balance -3033,8 -2 626,0 -1439,7 -124,0 -830,2 569,5 -706,2
Export (FOB) 1916,0 20429 2015,8 5224 479,2 -8,3 -43,1
Gold 664,2 832,9 987,0 3252 94,6 -70,9 -230,5
Import (FOB) 4949.9 4 669,0 3455,6 646,4 13094 102,6 663,1
Energy products 809,6 627,2 476,6 98,7 174,0 76,4 75,3

*Preliminary data.

In Q2 2021, the import of goods (in FOB prices) increased by 2.0 times, to make USD
1,309.4 million. Growth in the value of import was largely due to price increase. There was an
increase in import of goods such as clothes, cast iron and steel, woven fabrics of man-made
textile materials, cars and vehicles principally designed for the transport of persons, footwear.
Import, excluding energy products, increased by 2.1 times compared to Q2 2020, to make
USD 1,135.5 million.

In the reporting period, export of goods (in FOB prices) decreased by 8.3 percent, to
make USD 479.2 million. There was a decrease in the supplies of precious metal ores and
concentrates, butter and other fats derived from milk, and other goods. At the same time, there

1 According to the preliminary and forecasted data, including additional estimates of the National Bank of the
Kyrgyz Republic. Period of comparison is the quarter to the corresponding quarter of the previous year.

2 Ratios to GDP are calculated based on sliding annual data, including the last four quarters.

3 The data on the foreign trade are given taking into account the NSC KR additional estimates for sampling
survey of mutual trade with the EAEU member states and the NBKR additional estimates on exports.
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was an increase in the volume of export of float glass and surface ground glass, clothes, non-
ferrous base metal waste and scrap.

In the reporting period, the net inflow of current transfers increased compared to
the same period of 2020 mainly due to received private transfers. The net inflow of
private transfers increased by 39.5 percent and amounted to USD 659.4 million. In the
reporting quarter, the balance of services deficit is estimated at USD 76.6 million, meanwhile
the negative balance on the item “income” is expected at USD 72.8 million.

According to preliminary forecast estimates of the National Bank, in Q2 2021, the
current account deficit will be accompanied by a net capital inflow on the capital and
financial account in the amount of USD 212.5 million. The capital account surplus will
make USD 55.6 million, meanwhile the positive balance on the financial account is expected
at USD 156.8 million.

Chart 2.2.2. Capital and Financial Net inflow of dlrgc_t mvestment_s is
Account forecasted at USD 24.4 million, meanwhile a
o0 - net outflow was observed in the same period
200 | of the last year. In the reporting quarter, the
5 balance of the item “other investments” will
S develop positive in the amount of USD
£l 132.5 million, having significantly decreased
w00 compared to the corresponding indicator of
S0 . - v | . | the previous year.
200 L Thus, the balance of payments of the
EmmNet inflow of direct investments e Net inflow of credits to the state sector Kyrgyz Repu bl |C Wl I I be formed With a
weoe Net inflow of credits to the private sector e Capital and financial account balance positive balance to make USD 1122 ml“lon
at the end of Q2 2021.
Indexes of Real and Nominal Effective Exchange Rate of KGS
Table 2.2.2. Key Values for Exchange By the end of Q2 2021, the nominal
Rate and real effective exchange rates increased
year (average) month to the beginning of the year Compared to December 2020. ACCOrding to
E"J”‘:ey: zgﬁiéi{i&z wo D e+ the preliminary data, the index of the nominal
— o e o ms s . Cffective exchange rate (NEER) of KGS
NEER sl odf  de  deooadt increased by 2.1 percent year-to-date and
RBER to CNY 84,5 792 -63[[ | 73,0 754 32 [f .
NBER to CNY o1 6s 93] 523 as =3l constituted 119.2 at the end of June 2021. The
e oen % wiadd & % 3" increase in the index was due to the
NBER 1o k2T i | R % wHb strengthening' of KGS in June 2021
e W i dHl & & s compared to the exchange rate in December
RBER 10 TRY o5 a3 s e ot 2020 against the Turkish lira by 9.1 percent
NBER to TRY 2476 2753 112 [1] 284,0 310,0 91 [T .
RBER 10 USD mo w1 sl 507 2. [ and the Kazakh tenge by 0.4 percent amid
NBER to USD 65,8 59,6 -9,5(1[ | 55,1 544 123

— depreciation against the Russian ruble by
4o, s oy 3.2 percent, the US dollar — by 1.2 percent,
the euro — by 0.6 percent, the Chinese yuan -
by 3.3 percent.
The strengthening of the NEER index and a higher inflation rate in Kyrgyzstan?
conditioned an increase in the real effective exchange rate (REER) index, which increased by
4.1 percent since December 2020 and constituted 117.4 at the end of June 2021.

! The data are given for the nominal bilateral exchange rate of KGS; the year of 2010 is used as the base period
for the calculation of the index.

2 In Q2 2021, the inflation rate in the Kyrgyz Republic was formed at 7.4 percent, meanwhile, the average
inflation rate in the main trading partner countries according to the preliminary calculations was 5.3 percent.
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Chapter 3. Monetary Policy

3.1. Monetary Policy Implementation

A faster recovery in demand in the global financial markets and ongoing rise in prices
for food products in the world markets and in the EAEU countries are the main reasons for the
current inflation risks in the Kyrgyz Republic.

Under these conditions, in Q2 2021, the National Bank continued to adhere to the
previous direction of the monetary policy aimed at limiting the influence of the monetary
inflation factor. The tightening of the National Bank’s interest rate policy in the reporting
quarter conditioned an increase in the key rate up to 6.50 percent.

Tactical monetary policy measures were refocused with regard to the behavior of the
money market participants operating in the context of a decrease in excess liquidity in the
banking system compared to Q1 2021.

The domestic foreign exchange market was less active compared to the previous
quarter amid relative balance of supply and demand for foreign currency among the market
participants. The National Bank conducted foreign exchange interventions in April to smooth
sharp fluctuations of the exchange rate, meanwhile the National Bank did not participate in
the foreign exchange market for most of Q2 2021.

In the context of a reduction in excess liquidity in the banking system, there was a
significant rise in demand for short-term liquidity in the national currency to result in a
significant increase in the volume of transactions in the short segment of the interbank credit
and foreign exchange markets. In general, the short-term money market rates still
demonstrated their upward trend and stood mainly near the key rate within the interest rate
corridor set by the National Bank.

Interest Rate Policy of the National Bank

At the end of April 2021, for the second time this year, the National Bank’s main rates
were twice revised in the current year amid the strengthening of inflationary processes in the
country and inflation estimates for the medium term. In particular, the size of the policy rate
was increased by 100 basis points, up to 6.50 percent, by the decision of the National Bank
Board of the in order to limit inflationary pressure, as well as the spillover effects from price
increase in the world food markets.

The rates of the interest rate corridor were adjusted upon change of the key rate: the
rate on “overnight” deposits was increased from 3.25 to 4.25 percent, the rate on “overnight”
credits — from 6.00 to 7.00 percent.

Chart 3.1.1. Spread between the Short- In the context of the ongoing general
Term Rates of the Money Market and the  upward trend in the short-term money market
Key Rate rates amid the interest rate policy conducted

by the National Bank in the current year, the
& gap between the short-term rates and the key
rate of the National Bank generally remained
at the level of the previous quarter, excluding

o
=3

percentage points
°
Ss
\
)
\,

. . - a temporary increase in the spread at the end
of April due to the effect from an increase in
S ’ the key rate by 100 basis points up to 6.5

percent.
A A e i gy During three consecutive quarters, the
Shread of ihe welgpied sverage yild of the NEKR notes average spread of the rate on REPO

=== spread of the weighted average rate on REPO transaction

transactions in the interbank credit market to
the policy rate of the National Bank remained practically unchanged and stood at (-)1.18
percentage points. At the same time, the average yield spread of the National Bank’s notes to
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the policy rate increased slightly (+0.1 percentage points) and amounted to (-)0.9 percentage
points.
Chart 3.1.2. Money Market Rates In Q2 2021, the short-term money

market rates continued to respond to the
ongoing tightening of the monetary
conditions through an increase in the National
Bank’s key rates, in particular, there was an
increase in the rates of the interbank credit
market and the National Bank’s note market.

Under these conditions, the short-term
money market rates were still close to the key
rate, meanwhile the range of their spread
narrowed. Meanwhile, the rates continued fluctuating within the interest rate corridor set by
the National Bank.

In the reporting period, the market of the National Bank’s notes demonstrated
decreased activity of the participants. The decrease in activity was characterized by reduction
in the number of participants (approximately from 6 to 4 per auction) and a decline in the
volumes of supply and demand at the auctions of the National Bank’s notes (in Q2, demand
constituted 98.6 percent of the supply volume!, meanwhile in Q1, demand constituted 102.3
percent with higher supply). However, the yield of the National Bank’s notes of all maturities
demonstrated an upward trend due to tightening of the interest rate policy. The total weighted
average Yyield of notes increased from 4.49 percent in Q1 2021 up to 5.58 percent in Q2 2021
(in the reporting period, the total yield varied within the range of 4.5-6.18 percent). At the
same time, in terms of maturities, the most significant growth was observed on the rates of the
National Bank’s notes with a maturity of up to 28 days inclusive and, to a lesser extent, on 91-
day notes.

In Q2 2021, the market participants’ preferences at the auctions of the National Bank’s
notes (average auction volumes of demand exceeded the volumes of supply) shifted towards
14-day notes, meanwhile in Q1, 7- and 28-day notes were in great demand.

In Q2 2021, as before, the short-term segment of government securities was
represented only by the ST-Bills with a maturity of 12 months. In the reporting period, only
two auctions were held (the last one was held on June 10, 2021) for sale of 12-month ST-Bills
out of 13 auctions of the Ministry of Economy and Finance of the Kyrgyz Republic due to
low demand from the financial market participants. The weighted average yield constituted
5.92 percent at these auctions and was within the interest rate corridor set by the National
Bank.

During Q2 2021, in the context of a slight decrease in the overall level of excess
liquidity in the banking sector, the participants in the interbank credit market actively
increased the volume of transactions, the peak of concluded transactions was recorded in
April 2021. REPO transactions mainly concluded for 1-3 days prevailed (the share of
transactions with this maturity constituted 78 percent of the total number of transactions) due
to increased demand of the commercial banks for short-term liquidity in the national currency.
The upward factor in demand for borrowed short-term funds, as well as the interest rate policy
of the National Bank, conditioned an increase in the drawing price from 4.2 percent (an
average value for Q2 2021) up to 5.2 percent (an average value for the reporting period).

! Taking into account the failed auctions, where there was no demand or demand was observed from the single
participant.
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Chart 3.1.3. Rates of the Interest Rate In the reporting period, foreign
Corridor, REPO and SWAP transactions exchange transactions on a swap basis
(USD/KGS  pair), along with REPO
transactions, were among the main sources of
attracting liquidity in the national currency
for the commercial banks. The total volume
of SWAP transactions conducted by the
commercial banks in the domestic market
e SR ** amounted to KGS 11.3 billion (in Q1 2021 —
st KGS 3.6 billion).

In Q2 2021, the weighted average rate
on SWAP transactions (USD/KGS pair) constituted 5.72 percent (in Q1 2021 — 4.76 percent)
with the transactions’ weighted average maturity of 6 days (in Q1 — 20 days). In general, in
the reporting period, rates on SWAP transactions varied from 4.0 to 8.5 percent, depending on
the term of transactions. At the same time, the average spread between rates on these
transactions and the key rate constituted (-) 0.78 percent.

Liquidity Regulation in the Banking Sector

Chart 3.1.4. Excess Reserves of the In Q2 2021, the average level of
Commercial Banks excess liquidity decreased compared to the

previous quarter (KGS 11.4 billion against
-I-’“ KGS 17.1 billion in Q1 of the current year). It

should be noted that in June 2021, the
”l“ In Q2 2021, the volume of liquidity in

previous decrease in excess liquidity of the
banking system demonstrated an upward
trend.
it by e f s oo ot the national currency withdrawn due to the
s, ey e eienens National Bank’s operations for sale of foreign
currency in the interbank foreign exchange
market decreased by KGS 3.9 billion
compared to the previous quarter (from KGS 13.4 billion to KGS 9.5 billion).

The operations of the commercial banks to repay credits in the amount of KGS
1.1 billion previously extended by the National Bank and the growth of money outside banks
by KGS 7.6 billion were an additional restraining factor to increase excess liquidity in the
banking system. In turn, fiscal operations slightly increased liquidity in the banking system by
KGS 0.8 billion.

In general, in the reporting period, the banking system continued to function in the
conditions of excess liquidity. The average daily volume of this indicator, prior to the
sterilization operations conducted by the National Bank, decreased by KGS 5.7 billion
compared to the indicator for the previous quarter and stood at KGS 11.4 billion.

In order to limit inflationary pressure, the National Bank continued to conduct the
operations to absorb excess liquidity. In Q2 2021, the average daily volume of sterilization
operations conducted by the National Bank amounted to KGS 11.7 billion (in Q1 — KGS
17.2 billion).

ions of KGS
> ® 3 B B 3 =

milli
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Chart 3.1.5. Structure of Sterilization __ The National Bank’s notes of were the
o0 main instrument to withdraw excess liquidity.

In the reporting quarter, the average daily
volume of notes in circulation amounted to
5000 KGS 7.8 hbillion (in Q1 2021 - KGS

1 12.3 billion). At the same time, in Q2 2021,
| TR 1] the share of the National Bank’s notes in the

S 000 | structure of sterilization operations slightly

decreased from 71.5 to 66.4 percent.

71 234567891011121 23 4567 89101112123 456 The National Bank,s nOteS With the
I R N S maturities of 14 and 28 days were the most
Oldaynoles  miS2daynotes  mrOvemight" deposit investment-attractive due to the short maturity

of the commercial banks’ available surplus
funds (the total share in the sterilization structure increased by 19.3 percentage points
compared to the previous quarter and constituted approximately 85.1 percent due to notes of
this maturity).

The volumes of placement of the commercial banks’ available funds on “overnight”
deposits also decreased amid general reduction in the volume of excess liquidity. At the same
time, the share of “overnight” deposits in the total structure of sterilization increased from
28.5 to 33.6 percent compared to notes due to a less significant decrease in the volume of
placements.

Credit Policy of the National Bank

As part of tightening monetary conditions, in the reporting period, the National Bank
limited operations to provide long-term liquidity in the national currency through refinancing
instruments. This measure is conditioned by the current high level of excess liquidity in the
banking system, which is among the factors of inflationary pressure.

At the same time, in Q2 of the current year, there was a need for short-term liquidity in
the banking system. Within the framework of the current window of permanent access,
“overnight” loans were issued to the banks, the gross volume thereof amounted to KGS
14.2 billion, to cover short-term liquidity gaps.

20 000

millions of KGS

0

Foreign Exchange Policy of the National Bank

In Q2, as well as at the beginning of the current year, the KGS exchange rate against
the USD demonstrated a relatively stable dynamics. Only at the beginning of the reporting
period, the demand for foreign currency exceeded its supply in the domestic foreign exchange
market amid influence of external economic conditions.

Within the framework of the adopted floating exchange rate regime, the National
Bank, if necessary, participated in the foreign exchange auctions to smooth sharp fluctuations
in the exchange rate. In the reporting quarter, the total volume of the National Bank’s
interventions on sale of foreign currency in the domestic foreign exchange market amounted
to USD 112.5 million (in Q1 2021 — USD 158.0 million). In the reporting period, the National
Bank did not conduct transactions on purchase of foreign currency, as in the previous quarter.

In Q2 2021, the USD/KGS exchange rate was fluctuating within the range KGS
83.0132-84.8000 per USD to decrease by 0.14 percent at the end of the reporting quarter. In
the reporting quarter, the average exchange rate amounted to 84.5404 KGS per USD and
practically did not change compared to the previous quarter (84.4960 KGS/USD).

Monetary Policy Measures in Q2 2021

The decisions were made on the The Board of the National Bank twice
size of the National Bank policy | considered the issue of the size of the policy rate — on
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rate and the rates of the interest rate
corridor

April 26 and May 31, 2021. Based on the results of
the meeting held in April, the decision was made to
increase the policy rate by 100 basis points, up to
6.50 percent. Based on the results of the meeting held
in May, the decision was made to keep the policy rate
unchanged at 6.50 percent.

The rates of the interest rate corridor were
adjusted to strengthen the work of the interest rate
channel of the monetary policy transmission
mechanism: the rate on “overnight” deposits, being
the lower rate, was increased up to 4.25 percent, the
rate on “overnight” credits, determining the upper

rate, was increased up to 7.00 percent.

3.2. Financial Market Instruments
Government Securities Market

Chart 3.2.1. Dynamics of ST-Bills Sales
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ST-Bills

In Q2 2021, there was a decrease in
activity in the ST-Bills market. The
weighted average yield remained at the
level of the previous quarter.

The Ministry of Finance of the Kyrgyz
Republic offered only 12-month ST-Bills
since February 2020. In Q2 of the current
year, the average monthly supply of ST-Bills
increased by 32.0 percent compared to the
same period in 2020. Demand and sales
indicators were weak. In general, in the

reporting period, the volume of supply amounted to KGS 660.0 million, the volume of
demand — KGS 56.5 million, and the volume of sales, taking into account additional
placements, amounted to KGS 23.1 million.

In the reporting period, the total weighted average yield was 5.92 percent, having not

changed compared to Q1 2021.

Due to the lower volumes of ST-Bills sales compared to Q2 2020, their volume in
circulation at the end of Q2 2021 decreased by 64.9 percent year-to-date, down to KGS

285.9 million.

Chart 3.2.2. Dynamics of ST-Bonds Sales
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ST-Bonds

In Q2 2021, the wvolume of
borrowings through the ST-Bonds was
reduced compared to the previous quarter,
but it increased compared to Q2 2020. The
highest demand was observed for 7- and
10-year securities.

In Q2 2021, the total volume of ST-
Bonds supply at the auctions increased by
21.9 percent compared to the same period of
2020 and amounted to KGS 3.9 billion. The
demand was lower than the proposed volume
of ST-Bonds placement and amounted to
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KGS 2.8 billion (-29.3 percent). The demand for 7-year securities constituted 47.0 percent of
the total demand for ST-Bonds, the demand for 10-year securities constituted 19.8 percent, for
2-year securities — 16.3 percent. Taking into account the additional placements, the total sales
of ST-Bonds decreased by 34.4 percent compared to the volume of supply and amounted to
KGS 2.6 billion.

The overall weighted average yield increased by 1.24 percentage points compared to
the corresponding period of 2020 and amounted to 10.94 percent.

At the end of the reporting period, the volume of ST-Bonds! in circulation increased
by 12.0 percent year-to-date, up to KGS 59.2 billion, due to an increase in the portfolio of the
institutional investors and resident legal entities.

Interbank Credit Market

Chart 3.2.3. Dynamics of Rates and In Q2 2021, the participants’
Volume of Repo Transactions in the activity in the interbank credit market was
Interbank Credit Market at a relatively high level.
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In the reporting period, the volume of
transactions conducted in the interbank
market increased by 75.2 percent compared to
Q1 2021 and amounted to KGS
13,335.9 million. All transactions (217) were
REPO transactions. The standard transactions
in the national currency were not conducted
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In Q2 2021, the weighted average interest rate in the interbank market increased by
0.17 percentage points compared to the previous quarter and stood at 5.32 percent. The
weighted average maturity of the interbank credits decreased down to 3 days (in Q1 2021 —
6 days).

Deposit Market

Chart 3.2.4. Dynamics of Commercial In Q2 2021, the depository base

Banks’ Deposits continued to grow, with an increase in
deposits in both national and foreign
oo currencies.
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As of the end of June 2021, the
o "11 commercial banks’ depository base increased
oo Il || 11.5 percent higher compared to December
o |||||||||||||IIIII 2020 and amounted to KGS 201.8 billion.
Deposits in the national currency increased by
11.0 percent vyear-to-date, up to KGS
e i ntoal curency (it e 114.8 billion. Deposits in foreign currency
e ey ot ot ey increased by 12.2 percent, up to KGS
87.1 billion. At the same time, deposits in US dollars increased by 11.6 percent in nominal
terms year-to-date.

Dollarization of deposits increased by 0.3 percentage points compared to the end of
the previous year and amounted to 43.1 percent, meanwhile dollarization adjusted for the
exchange rate at the beginning of the year decreased by 0.3 percentage points.

At the end of Q2 2021, the share of time deposits in the structure of the depository
base in the national currency decreased by 0.2 percentage points compared to the end of 2020
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and stood at the level of 46.4 percent. The share of deposits with a maturity of more than one
year decreased by 0.5 percentage points year-to-date in the structure of time deposits in the
national currency. The share of time deposits in foreign currency decreased by 2.1 percentage
points, down to 24.6 percent. In the structure of time deposits in foreign currency, the share of
deposits with a maturity of more than one year increased by 6.7 percentage points, up to
35.1 percent.

In the reporting quarter, there was a noticeable increase in the volume of new deposits
by 66.6 percent compared to the corresponding quarter of the previous year, up to KGS
223.2 billion. The volume of new deposits in the national currency increased by 60.5 percent,
up to KGS 157.3 billion, new deposits in foreign currency increased by 83.2 percent, up to
KGS 65.9 billion.

The total duration of the depository base was 5.0 months at the end of March 2021
(-0.2 months year-to-date), the duration of time deposits decreased down to 13.4 months
(-0.1 month).

Chart 3.2.5. Dynamics of Commercial In January-June 2021, the weighted
Banks’ Deposits Flows average rates on new deposits decreased by
0.13 percentage points compared to the
corresponding period of 2020, down to
0.98 percent. The interest rates on new
deposits in the national currency decreased by
0.16 percentage points compared to January-
June 2020 and constituted 1.27 percent, the
interest rates on the deposits in foreign
currency decreased by 0.04 percentage points
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0.75 percentage points, up to 9.93 percent, those in foreign currency decreased by
0.11 percentage points, down to 2.81 percent. The weighted average interest rates in the
national currency increased for all maturities, excluding the deposits with a maturity up to
3 months, while those in foreign currency decreased for all maturities, excluding the deposits
with the maturities of 1-3 months.

The concentration index! in the deposit market increased by 0.01 percentage point
year-to-date, up to 0.10, as of the end of the reporting period, which corresponds to the
average level of concentration with ten participants with equal shares in the market.

! This index shows the degree of concentration in the portfolio of the banks. The concentration index is
calculated by the method of calculating the Herfindahl-Hirschman index and is the sum of the squares of specific
weights of the indicator in the total volume. The index takes values from O to 1. Index value less than 0.10
corresponds to a low level of concentration; from 0.10 to 0.18 - the average level of concentration; over 0.18 -
high level of concentration. For example, a concentration index of 0.50 is equivalent to the presence of 2
participants with the same shares in the market, and 0.3 - 3 participants, etc.
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Credit Market

Chart 3.2.6. Dynamics of Commercial In April-June 2021, the commercial
Banks Credit Debt as of the End of the banks’ credit portfolio continued to
Period demonstrate growth.
140000 1 T2 As of the end of June 2021, the
oo | [®  commercial banks’ credit portfolio increased

by 6.7 percent year-to-date and amounted to
KGS 173.5 billion. The credit portfolio grew
1, due to the increase in the volume of credits in
0000 1 /s the national currency by 11.2 percent, up to
e KGS 121.2 billion. The credit portfolio in

: foreign currency decreased by 2.3 percent,
1‘2‘3““5‘;‘;‘8‘9‘“"“‘“1‘2‘3““S‘j;‘ﬂ‘g‘w‘“‘“1‘2‘;‘;‘5‘6 down to KGS 523 billion. Credits

o - denominated in US dollars in nominal terms
Ry e vt e were generally characterized by downward
dynamics since March 2020, when depreciation of the national currency was observed.

Dollarization of the credit portfolio decreased by 2.8 percentage points year-to-date (as
of the end of June), down to 30.1 percent, updating its historically low value. At the same
time, dollarization adjusted for changes in the US dollar exchange rate increased by
0.4 percentage points, up to 29.6 percent.

In Q2 2021, the volume of new credits significantly increased compared to the
corresponding quarter of 2020, having increased by 66.2 percent and amounted to KGS
41.2 billion. At the same time, there is a significant increase in the volume of new credits in
the national currency by 63.6 percent compared to the corresponding quarter of 2020, up to
KGS 32.8 bhillion, an increase was observed for all maturities. Credits in foreign currency
increased by 77.4 percent, up to KGS 8.4 billion. This increase was also observed for all
maturities.

In Q2 2021, new credits in the national currency increased in all sectors, except for
communication, compared to the corresponding period of 2020. A significant growth was
observed in the sectors of transport (+254.5 percent), consumer credits (+133.3 percent) and
social services (119.8 percent). In the structure of new credits in foreign currency, the volume
of credits to agriculture increased by more than 17.0 times amid low base of the previous year
due to restrictions conditioned by the spread of COVID-19.

In Q2 2021, duration for new credits in the national currency decreased by 1 month
compared to the corresponding quarter of 2020 and amounted to 24 months, in foreign
currency it decreased by 3 months and was at the level of 32 months.
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At the end of June 2021, the qualitative characteristics of the credit portfolio were as
follows: the share of overdue credits in the credit portfolio increased by 0.4 percentage points
year-to-date and amounted to 2.7 percent. The share of extended credits in relation to the
credit portfolio is still at a high level; nevertheless, there is a downward trend from almost
historically highest 15.9 percent in January down to 13.6 percent at the end of June (having
not changed significantly since December 2020), which reflects a decrease of the stability
risks in the banking system.

3.3. Dynamics of Monetary Indicators
Monetary Base

In the reporting quarter, the monetary base demonstrated an upward trend mainly due to
the National Bank transactions.

According to the results of Q2 2021, the monetary base increased by 7.9 percent or
KGS 11.3 billion compared to Q1 of the current year and amounted to KGS 153.1 billion.

Chart 3.3.1. Input of the Government’s The National Bank transactions in the
and NBKR Transactions in Change of amount of KGS 10.5 billion were the main
Monetary Base factor that influenced the growth of reserve

o o money.
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5 i/I-H/H—V\H/\HM‘m\/\/\ s transactions also had a positive effect on the
= 2 Aol ganll o fs H nljlis = expansion of reserve money by KGS
53— ”U'III | TTT-® osbiion

3] N Reserve money maintained an upward

2 > trend and increased by 10.7 percent or KGS

71‘2‘3‘4‘5‘6‘7‘8‘9‘10‘11‘12 1‘2‘3‘4‘5‘6‘7‘8‘9‘10‘11‘121‘2‘3‘4‘5‘6”- 14.8 b||||on in annua] terms.
2019 2020 2021
@=m NBKR transactions
C—=Government transactions
= Annual rate of monetary base change (right scale)
Monetary Aggregates
Chart 3.3.2. Nominal Growth Rates of In Q2 2021, the growth rates of all
Monetary Aggregates monetary aggregates demonstrated
(in annual terms) ongoing slowdown after their significant
40 -

acceleration during the past years.

The monetary aggregates increased
due to the growth of money outside banks and
deposits that are part of broader aggregates.
At the same time, at the end of Q2, money
outside banks increased by 9.2 percent in
annual terms, demonstrating slowdown from
23.7 percent in the previous quarter. This
monetary indicator increased by 6.5 percent
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during the reporting quarter.

In Q2 2021, the monetary aggregate M2X increased by 16.9 percent in annual terms
and amounted to KGS 303.7 billion at the quarter-end. At the same time, the monetary
aggregate M2X increased by 7.9 percent during the reporting period.
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In the reporting period, deposits® included in M2X increased by 23.0 percent due to
the growth of deposits in the national currency (by 15.7 percent) and in foreign currency (by
34.8 percent). Meanwhile, deposits in the national currency increased by 8.4 percent, and
deposits foreign currency increased by 9.7 percent during the quarter.

Lending to the economy still demonstrate positive growth rates. In Q2 2021, the total
volume of credits to the economy? increased by 13.4 percent in annual terms and amounted to
KGS 180.5 billion at the quarter-end. The banking sector’s credit portfolio increased mainly
due to credits in the national currency (+19.5 percent), while lending in foreign currency
made a less significant input (+1.3 percent). The volume of credits to the economy increased
by 4.0 percent since the beginning of the reporting quarter.

! Deposits of individuals, legal entities and other financial-credit organizations, excluding deposits of the
Government of the Kyrgyz Republic and non-residents.

2 Credit to the economy is an indicator that reflects all the requirements of the banking system to the individuals,
legal entities and other financial-credit institutions, in the form of issued credits, deposits and securities,
accounted for together with their accrued interest, excluding credits to the Government of the Kyrgyz Republic
and non-residents.
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Chapter 4. Inflation Dynamics

Since the beginning of 2021, due to the increase in the general level of prices in the
world food markets, there has been an acceleration of inflationary processes in Kyrgyzstan.
This trend continued in the second quarter as well. The absence of seasonal deflation also
made a positive contribution to CPI growth. There was a significant increase in prices for fuel
and lubricants, continuing the vector of growth since the beginning of the year.

4.1. Consumer Price Index

Chart 4.1.1. Dynamics of CPI Structure
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Chart 4.1.3. Dynamics of Non-Food
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In Q2 2021 (quarter to the
corresponding quarter of the previous
year), the annual inflation rate was
11.3 percent. In the reporting period, various
(approximately 70 percent) non-monetary
factors (condition of fixed assets, logistics
infrastructure,  technological  level  of
production) influenced consumer prices. It
should be noted that at the end of Q2 there
was no seasonal deflation common to this
period of time, which was conditioned by a
sharp increase in prices for vegetables.

In the reporting quarter, the food price
index increased by 17.3 percent compared to
Q2 2020.

In the reporting period, the following
groups made the main contribution to the
growth of food inflation: “meat”, “oils and
fats”, “fruit and vegetables” and ‘“sugar”
(7.4 pp). World rise in prices for food
products, increased exports of fruit and
vegetables and meat products, late sowing of
crops, unfavorable weather conditions (winter
with little snow, dry summer) are among the
main factors that influenced rise in prices for
food products. The total contribution of the
groups “bakery products”, “cereals”, “dairy
products”, “cheeses”, “eggs”, as well as other
food products constituted 0.6 percent.

In Q2 2021, prices for non-food
products increased by 6.4 percent compared
to the same quarter of 2020. Rise in prices for
the commaodity group “clothes and footwear”
(an increase by 4.3 percent) and in the
category ‘“gas, natural and liquefied” in the
group “housing services” by 11.7 percent
made the main contribution to the CPI for

non-food products. Household items and household appliances rose in price by 6.1 percent.
In the reporting period, prices for petroleum, oil and lubricants increased amid growth
in purchase prices of the Russian producers, as well as due to the world rise in the oil prices.
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Chart 4.1.4. Dynamics of Consumer Price

Index by Groups of Commodities
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There was an increase in prices at the
level of 4.1 percent in the paid services sector
due to rise in prices for the groups “transport
services”  (14.5  percent), ‘“recreation,
entertainment and culture” (4.7 percent),
“education” (1.9 percent), as well as growth
in prices in the group “restaurants and hotels”
(1.4 percent). In the reporting quarter, the
price index for alcoholic drinks and tobacco
products increased by 8.3 percent due to the
planned increase in excise rates for tobacco
products in early 2021.

Market inflation has been accelerating

since the beginning of 2021, however, slightly slowed down in Q2 and constituted 1.9 percent
in June 2021. In the reporting period, the core inflation indicator (excluding food and energy
products), calculated by the National Statistical Committee of the Kyrgyz Republic, was

11.9 percent in annual terms.
4.2. Comparison of Forecast and Facts

Chart 4.2.1. Actual and Forecasted CPI
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In Q2 2021, the actual inflation rate
increased by 0.7 percentage points
compared to the expectations of the
National Bank.

Deviation of the expected inflation
rate from the actual value was due to faster
rates of food inflation amid long-lasting
increase in prices in the world commodity
markets.
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4.3. Inflation Expectations®

Chart 4.3.1. Actual Inflation Value and

Expected Inflation of Enterprises
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The level of inflationary expectations
in the Kyrgyz Republic is assessed through
the survey of households (5,000 respondents)
and enterprises (250 enterprises). The
household survey has been conducted by a
commercial organization since 2015 on a
quarterly basis. Since 2018, the survey of
households has been conducted by the
National Statistical Committee of the Kyrgyz
Republic on a quarterly basis, enterprises - on
a monthly basis.

At the end of Q2 (June) 2021, the
enterprises expected the inflation rate to

increase by 2.4 percentage points compared to the actual inflation rate. According to the
survey results in the reporting period, business representatives expected more accelerated

growth of the inflation rate.

L According to the data provided by the NSC KR
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Chapter 5. Medium-Term Forecast

5.1. External Environment Proposals
5.1.1. Development Forecast of Main Trading Partner Countries

Russia
Chart5.1.1.1. Real GDP Growth in According to the Bank of Russia, the
Russia economic growth in Russia accelerated in
(year to year) Q2 amid steady inflation rate.
50 The Ministry of Economic
i Development of the Russian Federation has
= 20 improved its estimate of the country’s GDP
§ 10 growth rate for 2021: from 2.9 to 3.8 percent.
ST ams | oo “am 22 a2s  The Russian economy is recovering faster
20 forecastforecastforecast compared to expectations and in June GDP
30 growth reached the pre-pandemic level. Such
0 . _ dynamics is conditioned by investments
Source: IMF, 1A Bloomberg, Ministry of Economic Development of L. .
the Russian Federation, Bank of Russia QFOWth, FISE 1IN Prices for export QOOdSv as well

as the revival of business activity worldwide.
Forecast for GDP growth rates in 2022-2023 remained at the previous levels (3.2 and
3.0 percent, respectively). At the same time, the Ministry raised its expectations for
investments growth for the current year - from 3.3 to 4.5 percent, as well as for retail trade
turnover - from 5.1 to 6.9 percent.

Taking into account the current economic situation in Russia and worldwide, as well
as the OPEC+ decision made in July to expand oil production, the Bank of Russia forecasts
GDP growth in 2021 by 4.0-4.5 percent. In 2022-2023, the country’s economy, according to
the expectations of the Bank of Russia, will grow by 2.0-3.0 percent annually. In the medium
term, the domestic demand dynamics will be largely determined by the growth rate of
consumer and investment demand.

Taking into account increased inflationary expectations and processes in general, the
Bank of Russia increased the inflation forecast for 2021 within the range of 5.7-6.2 percent,
an increase by 1.0 percentage point compared to previous expectations. The annual inflation
rate is expected to decrease down to 4.0-4.5 percent in 2022 and to remain close to 4.0 percent
in the future in the context of the ongoing monetary policy.

At the same time, the Ministry of Economic Development of the Russian Federation
also revised its estimate of inflation for the current year. According to the Ministry estimates,
consumer prices in the country may grow by approximately 5.0 percent from January to
December of the current year (instead of 4.3 percent, as previously expected).

Kazakhstan
Chart 5.1.1.2. Real GDP Growth in The current economic forecasts in
Kazakhstan Kazakhstan for 2021 were revised upward,
(year to year) while the economic dynamics may be
5 adjusted by the likely repeated outbreaks

of coronavirus infection and fluctuations in
the world oil prices.

The National Bank of the Republic of
Kazakhstan informs that the domestic
economy demonstrated recovery in the current
year and in June 2021 the forecast for GDP
growth was revised to 3.6-3.9 percent in 2021
Source: IA Bloomberg, international financial institutions with further acceleration up to 4.0-4.3 percent
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in 2022 (previously expected growth for 2021 was within the range of 3.4-3.7 percent).

By the end of 2021, the Government of the Republic of Kazakhstan intends to ensure
GDP growth at the level of 3.5-4.0 percent by providing employment for 1.2 million people,
continuing to increase wages for the population, supporting agricultural activities, as well as
increasing production in the pharmaceutical and medical industries.

Taking into account the positive dynamics of the country’s economic growth, a
number of international organizations revised their estimates of GDP growth upward. Thus,
the Asian Development Bank adjusted the forecast for the economic growth in Kazakhstan for
the current year from 3.2 percent (April forecast) to 3.4 percent, and for 2022 it was kept
unchanged at 3.5 percent. At the end of June 2021, the European Bank for Reconstruction and
Development also increased its forecast for the country’s GDP growth rate for 2021 from
3.0 percent to 3.6 percent and kept it unchanged at 3.8 percent for 2022. Based on the results
of the economic growth of Kazakhstan in the first half of the year, the EBRD emphasizes the
transition of the country’s economy to a recovery growth path. According to the World
Bank’s updated forecast “Global Economic Prospects” made in June, Kazakhstan’s GDP
growth is expected at 3.2 percent in 2021, 3.7 percent in 2022 and 4.8 percent in 2023.

According to the NBRK preliminary estimates, the inflation rate is expected at
6.0-7.0 percent by the end of 2021 due to rise in prices for fuel and electricity, increased fiscal
stimulus and inflationary expectations. In 2022, the inflation rate is forecasted to enter the
target corridor of 4.0-6.0 percent due to weakening of the external inflationary pressure, in
particular, the price stabilization in the world food markets and steady oil prices.

USA

Chart5.1.1.3. Real GDP Growth in the The economic recovery is still
USA affected by the spread of the coronavirus.
(year to year) Vaccination progress will continue to
I mitigate the public health crisis impact on
5 the economy, however there are risks for
o3 the economic prospects.
gij I l According to the Fed data,
0 : : : : ‘ . expectations for demand have improved,
S e 2o 22 however there is uncertainty about supply
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The IMF assumes that the US
economy will grow by 7.0 percent in 2021 if
the US legislators will approve the president’s economic initiatives. The IMF also emphasizes
that in 2022 the US economy will continue its recovery from the pandemic effects and the
country’s GDP will increase by 4.9 percent.

The international rating agency Fitch Ratings has improved the forecast for the US
GDP growth rate for 2021 from 6.2 to 6.8 percent.

The WB forecast for the US GDP growth rate was increased up to 6.8 percent
(+3.3 percentage points) and the OECD — from 6.5 to 6.9 percent in 2021.

The Fed increased its forecast for the GDP growth rate for 2021 from 6.5 to
7.0 percent, for 2022 it remained unchanged at 3.3 percent and for 2023 — from 2.2 to
2.4 percent.

Progress in the labor market recovery is still insufficient for the Fed to consider it
possible to reduce the volume of assistance to the economy. The regulator raised the inflation
forecast for 2021 — from 2.4 to 3.4 percent, for 2022 — from 2.0 to 2.1 percent and for 2023 —
from 2.1 to 2.2 percent. The regulator aims to achieve maximum employment and inflation
rate at 2.0 percent in the long term. The US Federal Reserve System expects ongoing soft
monetary policy until these results are achieved. At the same time, the regulator is ready, if

Source: 1A Bloomberg, international financial institutions
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necessary, to adjust the monetary policy course if there are risks that may prevent from the
goals achievement.

China
Chart 5.1.1.4. Real GDP Growth in China The forecasts for economic growth
(year to year) in China were kept approximately within
9 the same range of 8.0-9.0 percent for 2021.

The official target for GDP growth in

the country for 2021 is more than 6.0 percent,

a Bloomberg survey  demonstrated

expectations for economic growth of the

country at 8.6 percent, in July, the World

Bank and OECD raised their forecasts up to

l 8.5 percent, the forecast made in July by the
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Source: National Bureau of Statistics of the PRC, IA Bloomberg percent, respectively, the ADB’s expectations

for economic growth remained unchanged at 8.1 percent. The IMF, on the other hand,

decreased its forecast for China’s economic growth up to 8.1 percent, explaining this measure
by a reduction in public investment and general budget support from the state.

At the same time, there are risks of further economic recession amid possible
expansion of measures taken to prevent rapid spread of coronavirus pandemic in the country
due to the growth of new coronavirus infected cases.

According to the country’s economic development plan for 2021, approved by the
National People’s Congress of China, the country’s government has set an inflation target for
2021 at 3.0 percent. According to IMF forecasts, the inflation rate in China will slow down in
2021 to 1.2 percent from 2.4 percent in 2020, and in 2022 it will accelerate up to 1.9 percent.
The analysts of Bloomberg and ADB expect prices to rise by 1.5 percent in 2021 and by 2.3
percent in 2022.
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5.2. Medium-Term Forecast

The external sector parameters play a special role in the structure of the domestic
economy. Such parameters become very significant when making forecasts in the context of a
global economic shock. Assumptions regarding the price movement in the world commodity
markets, the prospects for economic development in the trading partner countries of the
Kyrgyz Republic and other important indicators of the world economic growth are set based
on the forecasts of the world research agencies/institutions, official bodies of the countries
and expert assessments.

The National Bank of the Kyrgyz Republic analyzes various scenarios for economic
growth in our country under the influence of a number of external economic factors and
develops appropriate options for the monetary policy directions.

In Q2 2021, there was ongoing gradual economic recovery in the Kyrgyz Republic. A
slowdown in GDP growth was observed amid acceleration of the coronavirus infection next
wave. There was a period of irrigation water shortage in the north of the country, which will
negatively affect production output in the agricultural sector. Planned decline in gold
production at the Kumtor Mine is expected in the current year. Ongoing work to bring
legislation in line with the new Constitution introduces some uncertainty in the activities of
the commercial sector, which will affect economic growth in the short term. It is also
important to note that existing geopolitical risks in Central Asia can potentially complicate the
crisis recovery. The aforementioned factors will have a restraining effect on the economic
recovery.
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Energy prices are expected to become stable during the next two years, the current
forecast assumes oil prices within the range of USD 65-70 per barrel in the near future. The
process of vaccination against coronavirus in the world remains the main factor in the oil
price movement. A slowdown in food price increase is expected in the international food
markets, as there are risks related to crop yield and weather. Inflationary pressure in the
developed markets (USA, EU) resulted from large-scale fiscal support can also contribute to
growth in prices in the world commodity markets.

A stable economic recovery in Russia and Kazakhstan is forecasted in the medium
term. Despite initiated monetary conditions tightening in the trading partner countries, in
2022, the economies are expected to return to the pre-crisis level and the trade within the
EAEU is forecasted to intensify. Such trends can only be possible in the absence of restrictive
measures and ongoing vaccination of the population.

In 2021, net inflow of remittances is expected to increase due to the active economic
recovery abroad. Accordingly, the domestic consumer demand in the Kyrgyz Republic will
receive additional support. At the same time, export, excluding gold, is assumed to increase in
the current year amid revival in external demand, as well as due to rise in prices. In 2021,
import will continue to grow due to increase in prices and the low base of the previous year.

In general, the experts assume that the negative production output gap will decrease in
the forecast period, the potential GDP growth rate will be observed only by the end of 2022.
At the same time, it should be noted that the economic growth potential of Kyrgyzstan
decreased due to the shocks of 2020. The economic recovery will require some time and
reforms on the part of the Cabinet of Ministers of the Kyrgyz Republic. Taking into account
all conditions and risks, the forecast for GDP growth is decreased compared to the previous
monetary policy report. Prices will continue increasing, however slowdown is expected by the
end of 2021.

The following 2021-2022 forecast was made for the key macroeconomic development
indicators of the Kyrgyz Republic taking into account the outlined trends in the trading
partner countries’ economic growth, as well as the price movement in the world commodity
markets in the medium term.

Chart 5.2.1. Forecast of Real GDP Despite a strong economic recovery in
(quarter to the corresponding quarter of the previous ~ the trading partner countries and improved
year) . epidemiological situation in the country by
12 1 s |80 1es the end of Q2, the economic recovery of the

. E2%% o 7\1%%;&1 Kyrgyz Republic was slower compared to the
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8 | forecast due to a decrease in gold production at the
] w20 M Kumtor Mine and a reduction of production
o wmv o md  my  mw output in the agricultural sector. Irrigation
2019 2020 2021 2022 problems in Chui region contributed to a

decline of production output in the agricultural sector.

According to the baseline scenario, at the end of 2021, GDP growth in the Kyrgyz
Republic is expected at approximately 3.0 percent (-1.0 percentage point compared to the
previous forecast). At the same time, the forecast for 2022 was revised upward to 5.7 percent
(5.0 percent in the previous forecast), reflecting a faster recovery amid lower levels of 2021
compared to previous expectations. In 2021, the economic growth in Kyrgyzstan is expected
at about 4.9 percent excluding the enterprises of the Kumtor Mine (the previous forecast
assumed GDP growth by 0.9 percentage points in 2021, excluding the enterprises of the
Kumtor Mine).
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Chart 5.2.2. Inflation Forecast In Q2 2021, acceleration of the food
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Thus, taking into account all expected internal and external factors and risks, the
inflation rate at the end of 2021 (December 2021/December 2020) is forecasted in the range
of 11-12 percent, the average annual inflation rate may approach the level of approximately
12.0 percent. In 2022, the average inflation rate is expected at approximately 7.0 percent to
make 6.5 percent by the end of the year.

Forecast for the Balance of Payments in 2021-20221

In the reporting period, the forecast for the indicators of the external sector of
the economy was made under the influence of stable economic recovery worldwide due
to relaxing of the restrictive measures. However, the recovery of the economies is uneven
across countries. Thus, according to the expectations of the National Bank’s experts, the
rate of economic recovery in Kyrgyzstan will be slightly lower than the recovery rate in
the main partner countries.

The expectations for the main items of the current account were adjusted taking into
account the trends of the actual period, updated estimates on the forecast for the trade balance
of goods and the foreign investors’ income. In general, the current account deficit is expected
to increase up to 5.6 percent to GDP in 2021.

Chart 5.2.3. Forecast Data on Current In the reporting quarter, updated
Account expectations for gold exports and an
(millions of USD) increase in external demand for other

goods, accompanied by rise in prices,
influenced the export forecast. The
expected export volumes for 2021, taking into
account the data of the actual period, are
expected at the level of 2020. The supplies of
goods from the textile and apparel production

millions of USD

2018 2019 2020 2021 2022 sector, as well as re-export pOSitionS will
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due to expected reduction in metal
production.

The import forecast was adjusted taking into account the data of the actual
period, as well as revised rates of economic development in the country. The value of
imports is expected to increase by 28.9 percent amid the low base of 2020 and an acceleration
in price growth in the world commodity markets due to a slow recovery in the logistics and
commodity chains. An increase in imports is expected mainly due to the consumer goods and
the intermediate goods. An increase in the supplies of energy products to the country is

! The forecast was made taking into account additional estimates of the National Bank of the Kyrgyz Republic to
the actual period.
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forecasted at the level of 41.6 percent, while the imports of other goods are estimated to
increase by 26.9 percent.

The current report updated the expectations for private transfers inflows due to
faster recovery of the labor migrants’ remittances inflow in the actual period and their
positive dynamics maintaining until the end of the year. An increase in the net inflow of
transfers to the private sector is expected at 14.1 percent, while the official transfers are
expected to be below the level of 2020.

Ongoing economic activity, measures taken by the governments of the region to
vaccinate the population contribute to expected slight revival in the tourism sector. In turn, the
group “transport services” will be formed under the influence of the recovery in passenger
and cargo transportation and increased prices for this type of services amid growing demand
for them.

Chart 5.2.1.4. Forecast Data on Capital Trends for development of the items
and Financial Account in the financial and capital account in 2021
(millions of USD) remain under the negative influence of the

pandemic trends, and therefore there were
no significant changes in the estimates of
financial flows in the current report.

The net direct investment inflow is
forecasted to resume gradually. As before, the
main volume of capital inflows on the
financial account will be provided by other
investments. The balance of the item “other
investments” will be formed under the
influence of an increase in foreign liabilities of the public and private sectors. Servicing of
previously obtained private sector loans will remain significant with a moderate inflow of
private foreign investment.

Thus, the balance of payments will be formed negative, which implies financing the
gap from the international reserves of the National Bank.

In 2022, the revised forecasts for the balance of payments indicators in 2021, as
well as the adjustment of external economic conditions influenced the dynamics of the
external sector indicators. The current account deficit is expected to continue expanding in
2022 and constitute 6.0 percent of GDP. The growing trade balance deficit, positive dynamics
in the inflow of private transfers and the gradual recovery of some types of international
services will influence this indicator. The forecast for economic activity recovery will
contribute to the growth of the trade turnover in the country. In the context of expected
growth in external demand, export is forecasted to increase by 8.4 percent due to traditional
export items. The economic development in the country and an increase in incomes of the
population amid expected rise in the world prices will create preconditions for growth in
imports by 5.8 percent.

Thus, the trade balance deficit is expected to increase by 3.6 percent. A positive
dynamics of current transfers due to the labor migrants’ remittances is forecasted to increase
by 3.6 percent compared to the level of 2021.

In 2022, inflow of foreign capital on the capital and financial account is expected to be
more stable, a significant part of the proceeds thereon will be provided by direct foreign
investments and other investments to the private sector. Public sector liabilities will continue
increasing in 2022. The upward trend in servicing previously received loans and borrowings
will remain stable.

The following risks are still observed in the elaborated forecast of the balance of
payments of the Kyrgyz Republic for 2021-2022:

- uncertainty associated with the COVID-19 pandemic in the world and the political
situation in the country;

N et inflow of direct investments EEI Net inflow of credits to the state sector

s Net inflow of credits to the private sector mmm Capital and financial account balance

36



- the risks associated with the Kumtor Mine development and other precious metal
deposits;

- volatility in the world prices for oil and gold,;

- deterioration of the economic situation in the trading partner countries;

- volatility in the exchange rate of the main trading partner countries;

- growing debt burden of the public and private sectors.
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Annex 1. Key Macroeconomic Indicators

(quarter to the corresponding quarter of the previous year, if otherwise is not indicated)

) ) 2020 2021
Indicator Unit of measure
Q1 Q2 Qs Q4 Q1 Q2

1. Demand and suppply’*
(real growth rates, if otherwise is not indicated)
Nominal GDP, per quarter min. KGS 117 073,2 124716,3 1733579 183197,1 118 362,0 152 382,0
GDP % 2,0 -12,0 72 -13,6 94 55
GDP, excluding Kumtor % 14 -14,3 -7,6 -12,3 -4,5 11,6
Domestic consumption % 37 -24,0 -121 -2,3 -1,6
Investment % -23,7 -331 -16,9 -22,5 -17,6
Net export % -16,3 -74,0 -26,8 12 19,6
GDP production:
Agriculture % 1,3 0,8 1,0 14 0,9 15
Industry % 38 -32 -88 -18,9 -17,9 -5,6
Construction % -25 -12,7 -5,7 -25,6 -19,8 -10,3
Services % 17 -17,9 -10,8 -10,6 -55 14,5

including trade % 34 -31,2 -16,0 -154 -12,1 359
2. Prices’?
CPI % 104,4 107,2 105,3 108,4 110,3 111,3
CPI, in annual terms as of the end of period % 105,9 105,8 105,4 109,7 110,2 114,2
Core inflation % 1035 105,8 105,3 108,1 110,1 110,6
CP1 by main groups of goods and services: %
Food products % 108,1 1134 109,7 1154 117,9 117,3
Non-food products % 100,9 102,1 101,6 102,0 103,7 106,4
Alcohol drinks and tobacco products % 104,2 105,3 105,7 106,3 106,0 108,3
Services % 101,0 101,0 100,0 102,3 103,33 104,1
CPI, classified by character:
Excisable goods % 103,1 103,3 102,8 1034 102,1 102,3
Regulated prices % 102,7 102,7 102,8 102,8 102,7 102,7
Market inflation rate (the rest of CPI) % 100,8 101,9 101,3 102,6 101,0 102,2
3. External sector’®
(in percent to GDP)
Trade balance % to GDP -27,6 -22,2 -18,3 -18,7 -19,6 -284
Current transaction account % to GDP -9,0 -4,0 04 49 42 -2,4
BExport of gods and services % to GDP 34,7 34,2 334 31,8 31,3 30,9
Import of goods and services % to GDP 61,5 56,2 53,0 52,8 53,7 62,1
4. USD exchange rate, as of the end of period KGS 80,8100 75,9887 79,6000 82,6498 84,7792 84,6640
5. Monetary sector
NBKR policy rate, as of the end of period % 5,00 5,00 5,00 5,00 5,50 6,50
Rate of "overnight" deposit, as of the end of period % 2,75 2,75 2,75 2,75 325 4,25
Rate of "overnight" credit, as of the end of period % 5,75 5,75 5,75 5,75 6,00 7,00
Average interest rates of operations in the interbank credit % 355 385 379 379 415 521
market, per quarter

of which:

of REPO transactions % 3,55 3,85 3,97 3,84 4,15 5,21

of credits in national currency % - - - - -

of credits in foreign currency % - - 2,50 2,50 - -
\’;\éfilggted average yield of 7-day notes, as of the end of % 397 395 395 401 450 526
\[:\;filggted average yield of 14-day notes, as of the end of 415 432 420 450 503 564
\l)l\;fi:?gted average yield of 28-day notes, as of the end of 431 452 437 462 515 612
\;\;filggted average yield of 91-day notes, as of the end of 448 465 470 470 545 543
Weighted average yield of 182-day notes, as of the end of } } } : } )
period
Monetary base % 136 24,1 28,3 248 24,2 10,7
Money outside banks (M0) % 14,9 26,9 31,7 29,3 23,7 92
Monetary aggregate (M1) % 14,0 24,4 28,4 24,7 229 12,4
Narrow money supply (M2) % 159 231 24,9 20,5 18,9 12,0
Money supply (M2X) % 16,7 21,7 21,0 239 18,6 16,9

Y Estimates of the National Bank of the Kyrgyz Republic on the basis of the data provided by the National Statistics Committee of the Kyrgyz Republic

% 'source: National Statistics Committee of the Kyrgyz Republic
¥ Coefficients were calculated on the basis of the sliding annual data for the last 4 quarters. Data for Q2 are preliminary
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Annex 2. Glossary

Balance of payments is a report, which reflects aggregate economic transactions between the
residents and non-residents within a certain period of time.

Consumer price index reflects changes in the prices for goods and services purchased by the
standard consumers for non-production purposes. This index is among inflation rate measures,
which is based on comparing the value of basic goods basket consumed by the population and
weighted in accordance with the share of these goods in the aggregate consumption.

Core inflation is inflation, which excludes short-term, structural and seasonal changes of
prices: the growth in prices of goods due to the seasonal, the external factors and the
administratively established tariffs is excluded from the calculation of the inflation rate.

Core CPI index is a price excluding the cost of food products, electric energy, gas, and other
fuels.

Deposits included in M2X are the deposits of the individuals and legal entities, as well as the
deposits of other financial-credit institutions, however, the deposits of the government and
nonresidents are excluded.

Dollarization is extensive use of the US dollars in the domestic currency circulation of the
country, which possess own national currency.

Inflation is the upward trend in the general level of prices within the certain period of time,
which is determined based on the value calculation for the basket of goods and services
weighted by the structure of consumer expenses of the standard household. The consumer
price index is an indicator, which characterizes the inflation rate in the Kyrgyz Republic.

Monetary aggregate is the money supply classified according to degrees of liquidity: MO;
MI1; M2; M2X.

MO — cash in hands.

M1 — MO + residents’ transferable deposits in the national currency.

M2 — M1 + residents’ time deposits in the national currency.

M2X — M2 + settlement (current) accounts and residents’ deposits in foreign currency.

Monetary base is the obligations of the National Bank on cash in circulation, and the
obligations of the National Bank to other depository corporations in the national currency.

Net balance of payments is a difference between receipts from the foreign countries and
payments transferred to the foreign countries.

Net balance of trade is a difference between the cost of export and import.

Nominal effective exchange rate (NEER) index is a weighted average value of the nominal
exchange rates, which excludes the price tendency in the country under review with respect to
the prices in the trading partner countries.

Notes are the discount securities, issued in circulation by the National Bank of the Kyrgyz
Republic. By decision of the Monetary Regulation Committee of the National Bank, the notes
can be issued for the period from 7 to 364 days. The notes maximum profitability is set to be
equal to the policy rate as of the auction day.
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Other depositary corporations are all resident financial corporations, except for the central
bank, which main activities are aimed at financial intermediation and which issue obligations
included into the national definition of the broad money stock (M2X).

Policy rate is a monetary policy tool, which represents an interest rate set by the central bank
and is used as the basic reference point when determining the value of monetary resources in
the economy.

Real effective exchange rate (REER) index represents the weighted average value of the
nominal effective exchange rates adjusted by the value corresponding to the relative change in
prices in the trading partner countries. REER is determined by calculation of the weighted real
exchange rates of the currency in the country with respect to the currencies of the main
trading partner countries.

REPO transactions are the operations on purchase/sale of the government securities in the
secondary market with an obligation of their resale/repurchase on a certain date in the future
at the pre-agreed price.

State Treasury Bills are the short-term (3-, 6-, 12-month) discount government securities of
the Government of the Kyrgyz Republic. The Ministry of Finance of the Kyrgyz Republic is
the issuer of the ST-Bills. Placing issues of the ST-Bills is made through weekly auctions
conducted by the National Bank of the Kyrgyz Republic. Direct participants enjoy the right to
participate in the auctions. The owners of the ST-Bills of the Kyrgyz Republic can be both the
legal entities and the individuals. The admission of the foreign investors to the market of the
ST-Bills is not limited. The transactions in the secondary market of the ST-Bills are
conducted through the electronic trading system of the National Bank of the Kyrgyz Republic,
which allows the participants to conduct transactions on purchase/sale of the ST-Bills from
their workplaces.

State Treasury Bonds are the long-term government securities of the Government of the
Kyrgyz Republic with the interest income (coupon) and maturity over one year. The issuer of
the ST-Bonds is the Ministry of Finance of the Kyrgyz Republic. The National Bank of the
Kyrgyz Republic is the general agent servicing the issues of the ST-Bonds.
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Annex 3. Abbreviations

ADB
CBRF
COVID-19
CPI
EAEU
EBRD
EDB
EU
FAO
FOB
Fed
GDP
IBCM
IEA
IMF
KR
MNE RK
NBKR
NBRK
NEER
NSC
OECD
OPEC+
POL
PRC
RA

RB
REER
RK
ST-Bonds
ST-Bills
USA
WGC

Asian Development Bank

Central Bank of the Russian Federation

COrona Vlrus Disease 2019

Consumer Price Index

Eurasian Economic Union

European Bank for Reconstruction and Development
Eurasian Development Bank

European Union

Food and Agricultural Organization of the United Nations
Cost at the Exporter’s Border (Free on Board)

US Federal Reserve System

Gross Domestic Product

Inter-Bank Credit Market

International Energy Agency

International Monetary Fund

Kyrgyz Republic

Ministry of National Economy of the Republic of Kazakhstan
National Bank of the Kyrgyz Republic

National Bank of the Republic of Kazakhstan
Nominal Effective Exchange Rate

National Statistical Committee

Organization for Economic Cooperation and Development
Organization for Petroleum Exporting Countries
Petroleum, oil, lubricants

People’s Republic of China

Republic of Armenia

Republic of Belarus

Real Effective Exchange Rate

Republic of Kazakhstan

State Treasury Bonds

State Treasury Bills

United States of America

World Gold Council
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