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Further the Ministry of Finance has lowered volumes of issue of the T-bills and there was some
improvement in price conjuncture on auctions. Growth of liquidity in the banking system in the second decade
of May keeping at high level up to the end of the second quarter have brought about steady tendency of
reduction in yield for six-month and twelve-month T-bills. Interest rates on the T-bills for maturity three
months changed insignificantly.

As a whole for the second quarter yield on the T-bills with term of the maturity three months has
increased from 7.9% by the beginning of a quarter up to 9.9% for the end of quarter. Six-month T-bill's yield
practically has not changed. Twelve-month T-bill's yield reduced from 16.1 up to 15.2%. The average interest
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rate weighted by all kinds of the T-bills increased from 13.3% for the beginning up to 13.7% on the end of
quarter.
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���	�;��� ���at re-structuring debts of the Government owing to the National bank was accepted.

The General agreement on settlement of financial mutual relations between the Govern ���� ���� ���

,������������������		������������������
������������,��������������!DM%#�as of 24 June 2002. The principles

incorporated in the given Agreement will improve quality of assets of the National bank without imposing additional

expenditures on the republican budget. As a result of re-structuring the National bank will get an additional

market instrument - the state T-bills (settlements). That instrument will replace government re-structuring loan

bonds, and it can be used for purposes of monetary policy. Yields of the state T-bills (settlement) will be determined

on auctions of the state T-bills.
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In the second quarter of 2002, the Committee on monetary regulations (CMR) made decisions concerning

application of different instruments of the monetary policy such as SPOT and SWAP operations with foreign

currency, on delivery of credits «overnight», carrying out of REPO operations on purchase and sale of the state

securities. SPOT and SWAP operations with foreign currency were most actively applied.

In April, deficiency of banking system liquidity was observed. Accordingly, operations in the market on

maintenance of liquidity were carried out. For this purpose credits «overnight», SWAP operations with foreign

currency and REPO operations were used. Also the CMR has made the decision to renew a REPO operation

with government re-structuring loan bonds.

In May - June, under the recommendation of the CMR of the SPOT and SWAP operations with foreign

currency were actively carried out. As a whole, SPOT operations promoted increase of banking system liquidity.

However, in June, the National bank carried out sale of a foreign currency aimed at withdrawal of liquidity.

SWAP operations have been directed on satisfaction of short-term demand for Som resources. The favourable

macroeconomic conditions provided to increase the international reserves of the National bank. In June, a

number of auctions on accommodation of notes of the National bank are recognised not taken place.
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Year-on-year money supply growth starting since second half-year of the previous year, has not accelerated

inflation, and the exchange rate of the Som even appreciated. Thus, according to preliminary estimations of the

National Statistics Committee there was decrease in gross domestic product.
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The tendency settled in economy seems to be unusual. Strengthening in demand in combination with

reducing supply should, and that was repeatedly observed many times previously, promote inflation to accelerate

and the national currency to depreciate.

In Inflation Report for the first quarter of the current year it was marked that there are number of

factors promoting strengthening and easing of domestic demand. Previously expansions of money supply with a

small lag in one-and-half or two months brought about consumption and demand for a foreign currency to surge.

Macroeconomic developments for the first half-year of 2002 show that in republic for the first time for many

years (1) supply and demand in domestic market of goods approximately corresponds each other, anyway, there

is no significant deviations of these variables; (2) monetization and dedollarization start to emerge in economy. In

other words, demand for the national currency is increasing, while demand for foreign currency is reducing.

Balanced supply and demand in many respects is caused by positive changes, which have taken place in

the field of regulation of expenditures of the budget. Alongside with it the tendency of development of small and

middle business, which is supported by practice of microcrediting, is kept. Involving of agricultural population in

entrepreneur activity renders positive influence not only from the supply side, but from demand side as well.

Development of commodity and money circulation in countryside, certainly, results in strengthening of money

demand.

Savings is the important precondition for strengthening of investment activity, however, it does not occur

automatically. Under condition of deepening of the financial market and strengthening of financial intermediaries

the savings will start to be transformed into investments that will promote the further improvement of economy.

The National bank does not aimed to fix exchange rate of the national currency that, as experience of

financial crises for some time past show, results in negative consequences. Formally the reason for strengthening

of Som are events in the international financial markets and presence of the international anti-terrorist coalition

contingent. Certainly, these both circumstances are important. However, economy’s stance and its exports

potential in middle term determine strength or weakness of the national currency.

In short term there are following tendencies. The long and rainy spring led to the fact that seasonal

reduction in prices on food products is less pronounced in comparison with the previous years. However, it is

possible to expect that colder than usually spring will not lead to curtailment of production in whole year. Plentiful

rains promote substantial increase of productivity of grain crops, which is basic representative of plant growing.

The crop of vegetables, probably, will be approximately at level of the last year.

Situation changed in the international market of oil brought about upward movement in oil prices in domestic

market. However, it is possible to expect that in the near future the oil product prices will stabilise.

Rather stable macroeconomic situation in Russia and Kazakhstan render favourable influence on economy

of Kyrgyzstan. The unstable condition in the international share markets does not render any essential influence

on Kyrgyzstan’s economy as a whole. Fluctuations of exchange rates of dollar and Euro have psychological

character. Strengthening of Euro is more likely the positive factor for economy as the external debts of republic

is mainly expressed in the US dollar equivalent. Inside republic it is possible to expect some improvement of
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credit returns and acceleration of the profit of traders. Some recession in electric power industry, probably, will

be compensated in the third - fourth quarter as stock of water in reservoir steadily increases.

The National bank predicts that consumer prices for the third quarter 2002 will decrease concerning the

second quarter of the current year by 1.7-1.8%. Major factors of uncertainty of the forecast are connected to

external and domestic factors. Among external factors the most important are development in world financial

markets and dynamics of the oil prices. Domestically inflation will be determined in many respects by the

conditions in real sector, specifics of inflation seasonality and stability of monetization in economy.


