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 CURRENT DEVELOPMENTS OF INFLATION

1. CURRENT DEVELOPMENTS OF INFLATION

On the preliminary data of the National statistical committee
for 9 months of 2004 gross domestic product gained 7
percent. Excluding production of gold mine "Kumtor" the
gross domestic product rose by 6.9 percent. Trade, an
agriculture and industry were the major contributors to that
growth.
The external trade turnover grew by 43 percent in
comparison with the corresponding period of 2003. Imports
increased by 42 percent, exports gained 45 percent. Trade
turnover in goods grew by 51.8 and 35.2 percent with the
CIS countries and non-CIS countries, respectively. Trade
turnover in goods increased by 46.5 percent with EvrAsEC
countries.
For the third quarter Som exchange rate became stronger
by 0.43 percent against the US dollar compared to 3.2
percent for the correspondent period of the last year. The
official exchange rate of euro become stronger by 0.71
percent and the rate of sale of euro in exchange bureaux
increased by 0.22 percent.
On the end of September of 2004 index of Som nominal
effective exchange rate decreased by 1.2 percent in
comparison with the beginning of year that corresponds to
strengthening of national currency. But its average value
for 9 months of 2004 increased by 7.9 percent compared
with the corresponding period of 2003. The index of the
Som real effective exchange rate grew by 3 percent from
the beginning of 2004, while average value of considered
index increased by 7.8 percent.

Year-on-year growth rates of monetary aggregates
fluctuated in 25-30 percent range. The monetary base in
the third quarter grew due to operations of the National
bank. The deposits in commercial bank grew by 13.3
percent concerning the second quarter. Thus deposits in
national currency increased by 7.3 percent, and deposits in
a foreign currency - by 14.8 percent.

In third quarter, banking system liquidity increased in
comparison with the second quarter, accordingly, demand
for refinancing and operations the SWAP on the part of
commercial banks was reduced. So average level of interest
rates in the monetary market declined. The cost of credit
in the national currency reduced from 5.8-5.9 to 5.4-5.5
percent, while interest rates under agreements on conditions
REPO decreased from 5.8-7 to 5.4 percent. Six out of 13
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declared auctions on the National bank notes are taken place.
Note yield reached 5.05 percent at the end of the
corresponding period.

Yield of 3-month's treasury bill increased by 0.2 percentage
points and made 5.62 percent. Yield of 6-month's treasury
bill decreased to 5.8 percent or by 0.69 percentage points.
Yield of 12-month's treasury bill reduced from 12.69 to 10.08
percent. The average weighted interest rate decreased to
8.16 percent or by 1.5 percentage points.

In third quarter, according to the data of the National
statistical committee decrease in consumer prices was 0.7
percent compared to 2.5 percent at the corresponding period
of the last year. Inflation by 3.5 percent is expected for the
fourth quarter of 2004.
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2. CONSUMER PRICE INDEX AND ITS
COMPONENTS

In third quarter, seasonal decrease in consumer price index
was observed. According to the data of the National statistical
committee, consumer prices decreased by 0.7 percent (in
the third quarter of 2003 deflation made 2.5 percent). Seasonal
reduction in foodstuff inflation was the major factor of
deflation.

2.1. COMPONENTS OF CONSUMER PRICE
INDEX

2.1.1. FOOD PRODUCTS

Food deflation made 2.3 percent. Food items occupying the
greatest share in consumer's basket structure are usually
characterised by significant seasonal fluctuations. However,
in the current year seasonal fluctuations have been smoothed
by a good harvest of agricultural crops in 2003, in particular,
vegetables has been collected in 1.5 times more, than in 2002
that has caused a low price level on them within the first half-
year of the current year. Accordingly, seasonal deflation on
fruit-and-vegetable was not so significant as the last years
and made 28.8 percent in the third quarter compared to 53
percent for the corresponding period of the last year. Oil and
fat prices decreased also as a result of the seasonal factor by
2.1 percent.

Despite of decrease in food prices there were some
foodstuffs, which prices were continuing to rise. Price on
dairy products, cheese and eggs has raised in by 3.7 percent,
sugar and confectionery products - by 2.6 percent, tobacco
products - by 0.9 percent. The rise in prices on meat made
0.7 percent.

2.1.2. NON-FOOD PRODUCTS

In third quarter, non-food prices grew by 0.5 percent, which
major reason was growth in oil products prices; in particular,
the prices for gasoline increased by 27.2 percent. It was caused
by growth in the world prices for oil and prices increased by
oil refining factories in Russia and Kazakhstan. Also, there
were increase in prices for firm fuel (2.2 percent), building
materials (1.7 percent), gas (1.1 percent), newspapers and
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stationary (2.3 percent), while medicine prices decreased by
4.4 percent.

2.1.3. SERVICES

Services became dear by 1.4 percent. So, there was increase
in prices on transport services by 2.6 percent, education (2.5
percent), wealth care (one percent), services of public catering
(0.9 percent).

2.2. CONSUMER PRICES BY REGIONS

In third quarter, prices in regions were moving in opposite
direction. The greatest deflation has taken place in Talas oblast
and made 2.1 percent, thus the prices for foodstuffs decreased
by 6.4 percent, and food and services have risen in price by
2.3 and 1.9 percent, respectively. Also, the prices decreased
in Bishkek (1.5 percent), Naryn (one percent) and Issyk-Kul
oblasts (0.6 percent).

In Batken oblast, there was the greatest rise in prices by 2
percent a result of growth in food inflation by 5.8 percent. In
Chui oblast, goods and services became more expensive by
0.7 percent, service price increased by 3.8 percent. The inflation
in Osh and Jalal-Abad oblast made 0.2 percent.

Chart 2.4b: Non-food Prices,
percentage changes on a year earlier
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1 Excluding foreign exchange deposits in banks.
2 Including banks, which license is withdrawn, but process of liquidation is
no completed yet.

3. INFLATION FACTORS

3.1. MONETARY AGGREGATES

3.1.1. MONETARY BASE

In third quarter, the monetary base1 increased by 0.9 percent.
Year-on-year growth rate gained 25.5 percent. Thus, operations
of the National bank promoted growth in monetary base by
528.7 million Som, while budget operations contracted it on
433.7 million Som. The money in circulation grew by 0.3 percent
and by 23.3 percent on year-on-year basis that growth rates
have decreased in comparison with 2003 (3.5 percent and 30.7
percent, respectively). In structure of monetary base, there
was some reduction in cash in circulation share from 95.5 to
94.9 percent at the end of September.

3.1.2. AGGREGATE M2

In third quarter, growth rate of monetary aggregate M2 made
1.5 percent and was slowed down compared to 3.8 percent
for corresponding of the last year and to 2.7 percent for the
second quarter of the current year. Year-on-year growth rate
made 24.1 percent that was basically caused by increase of
deposits in national currency by 7.3 percent which taken place
as a result of growth in demand deposits by 10.8 percent and
time deposits by 0.8 percent.

3.1.3. AGGREGATE M2X

In third quarter, monetary aggregate M2X under the current
exchange rate increased for the accounting period by 4.8
percent. Deposits in foreign currency rose by 14.6 percent (in
second quarter, 16 percent). The deposits2 of commercial banks
increased by 12.3 percent. In structure M2X  structure, there
were following changes:
� share of cash outside banks reduced to 60.1 percent (as of

01.07.04 - 62.76 percent);
� share of deposits in national currency rose to 12.15 percent

(as of 01.07.04 - 11.87 percent);
� share of deposits in foreign currency increased to 27.75

percent (as of 01.04.04 - 25.37 percent).
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3.2. INTEREST RATES

3.2.1. MONEY MARKET INTEREST RATES

In third quarter, increase in banking system liquidity caused
some decrease in average level of interest rates. The cost of
credit in the national currency reduced from 5.8-5.9 to 5.4-5.5
percent, while interest rates under agreements on conditions
REPO decreased from 5.8-7 to 5.4 percent.

There was increase in transaction volume for credit in foreign
currency that was accompanied by increased volatility in
interest rates at the inter-bank market. The difference between
minimal and maximal level of interest rates increased by one
percentage item and achieved 6 percentage points. Thus, the
maximal value of interest rates not changed and made 11
percent. Cost of credits in foreign currency frequently exceeded
interest rate for credit in national currency that was caused by
longer maturity for forex credits.

In third quarter, commercial banks manifested more interest
for the National bank notes, so there was recognized only one
auction to be taken place in July and August, but in September
all five auctions were held. Despite of growth in demand for
notes, the competition remains low in the note market. There
was an increase in note yield to 5.05 percent at the end of
September from 4.81 percent in July.

3.2.2. STATE TREASURY BILLS

In the beginning of the third quarter, treasury bill supply
outstripped demand, especially for 12-month's securities. So,
yield increased (for 3-month's bills by 0.57 percentage points,
6-month's - 0.51 percentage points, on 12-month's - 0.21
percentage points). However, at the end of July - the beginning
of August the increase in banking system liquidity caused
growth in demand for treasury bills and reduction in interest
rates, which were registered during August-September for
treasury bills with all kinds of maturity.

For third quarter, 3-month bill yield increased by 0.2 percentage
points and made 5.62 percent. Six-month bill interest rate
decreased to 5.8 percent or by 0.69 percentage points. Yield
for 12-month bills reduced from 12.69 up to 10.08 percent.
The average weighted interest rate decreased to 8.16 percent
or by 1.5 percentage points.

Chart 3.2: Money market interest rates vs.
liquidity, per cent
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3.3. EXCHANGE RATE

In third quarter, exchange rate for national currency was
forming under influence of net flows in export-import
transactions of commercial bank clients and developments
of the US dollar at the external financial market. The domestic
forex market remained stable enough and the dollar exchange
rate changed insignificantly up to the end of July when there
was a decrease in the US dollar exchange rate, which
proceeded up to the middle of August and was caused by
inflow of foreign currency as a result of receipts from export
of goods and services, and also easing of positions of the
American dollar in the world financial markets. In second
half of August, strengthening of the US  dollar exchange
rate against Som at the domestic forex market was observed
due to strong demand for foreign currency connected with
payments to finance import contracts by clients of commercial
banks and strengthening of the US dollar at the world financial
markets, which was proceeding till middle of September. The
National bank carried out interventions and sold US dollars
to satisfy increased demand for it.

Since middle of September realization of agriculture
production began, so foreign exchange supply exceeded
demand for it, easing in dollar exchange rate started. The
National bank carried out purchase of foreign currency in
order to prevent significant strengthening of Som. The total
amount of operations made 31.59 million US dollars in the
third quarter at the inter-bank currency tenders, having
increased in comparison with the similar period of the last
year by 8.3 percent. Thus, transactions between commercial
banks amounted 21.82 million dollars or 69.1 percent out of
total. For the third quarter the Som exchange rate against
the US dollar became stronger by 0.43 percent (for the similar
period of the last year the official exchange rate strengthened
by 3.2 percent).

In third quarter, the exchange rate of European currency
fluctuated in wide range and it was affected by developments
of major currencies at the international financial markets.
From first decade of July till the first decade of August there
was decrease in Euro rate, and from the middle of August
up to the middle of September the Euro strengthened. For
the third quarter official exchange rate of euro become
stronger by 0.71 percent, and the rate of sale of Euro in
exchange bureaux increased by 0.22 percent.

On the end of September, 2004 index of Som nominal
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Chart 3.6: Trade balance
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effective exchange rate decreased by 1.2 percent in
comparison with the beginning of year that corresponds to
strengthening of national currency. But its average value
for 9 months of 2004 increased by 7.9 percent compared
with the corresponding period of 2003. The index of the
Som real effective exchange rate grew by 3 percent from
the beginning of 2004, while average value of considered
index increased by 7.8 percent.

3.4. DEMAND AND SUPPLY

3.4.1. EXTERNAL DEMAND

According preliminary data, trade balance deficit for 9 months
developed at 66.2 million US dollars. The foreign trade turnover
rose by 43 percent in comparison with the corresponding period
of 2003. Imports increased by 42 percent, exports - by 45
percent. Turnover with the CIS countries grew by 51.8 percent,
with the non-CIS countries - by 35.2 percent. Turnover with
EvrAsEC members increased by 46.5 percent.

Export of goods in F.O.B. prices has grown by 44.6 percent,
thus deliveries of gold have increased by 38.8 percent that
has been caused by growth of physical volumes and increase
of the price of gold in the international market. Export of
goods without taking into account gold has grown by 49.3
percent.

For nine months of 2004 there was growth in exports among
all functional groups. Consumer goods export increased by 73
percent due to increase in deliveries of sugar, garments, lamps
and fresh vegetables. The increase in exports of oil products
is caused, basically, growth of deliveries of air kerosene and
the electric power. Growth of volumes of export deliveries of
the intermediate goods by 37.4 percent is marked, thus
determining influence rendered increase in deliveries of gold,
parts and accessories of machines and building materials,
mainly, slate, cement and a glass. Also there was an increase
in export of the raw goods at 51.4 percent.

Non-CIS countries occupy 64.3 percent out of total. The
biggest volume of exports, besides the United Arab Emirates
and Switzerland where gold is exported, fallen to China (9.6
percent out of total non-CIS exports), Canada (8.6 percent)
and Turkey (2.7 percent). Growth of export to these countries
is caused by increase in deliveries of aviation kerosene,
textiles and textile products, leather, ferrous metals and
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footwear. Among the countries CIS the basic partners remain
Russia (46.4 percent from total amount of export to the
countries CIS), Kazakhstan (34.5 percent), Uzbekistan (5.5
percent) and Tajikistan (7.6 percent). The basic export goods
in the countries CIS are vegetables, tobacco, a clap - fibre,
glass, subjects of clothes and its accessory{belonging},
electric lamps, details and accessories{belongings} of
machines, milk and milk products, the electric power, slate,
cement, glass.

According preliminary data, imports of goods in F.O.B. prices
increased by 42 percent. From the CIS and non-CIS countries
its increase made 42.6 and  33.3 percent, respectively. Import
of the goods increased for all items in functional classification
of imports, but the highest rates of growth are marked for
consumer goods, intermediate goods and oil products. The
increase in import of consumer goods by 31.1 percent is caused
by growth of deliveries of sugar, cigarettes, wheat, and fabrics
from synthetic fibres and cars. Import of the intermediate goods
has increased by 41.8 percent. The gain of import was marked
on the following goods of the given category: parts and
accessories of machines and the equipment, nitric fertilisers,
plastic, a paper and a cardboard, chemical production and
production of ferrous metallurgy.

Imports from Russia occupied 47.6 percent out of total CIS
imports, which is the biggest share among the CIS countries.
There was significant growth in imports of mineral oil, papers
and a cardboard, ferrous metal and products from it, trunks
for automobiles, the foodstuff containing cocoa, beer, medicines,
paints and varnishes. The increase in import of the goods from
Kazakhstan by 30.4 percent is caused, basically, deliveries of
mineral oil, wheat, sugar, cigarettes, beer, coal, and vegetable
oil, hire of ferrous metals.

China, Germany, the USA and Turkey, which share makes
61.6 percent out of total non-CIS import of goods are basic
suppliers. The basic goods imported from the non-CIS countries
are machines and the transport equipment, foodstuff, household
refrigerators and the deep-freezers special, scientific both
control devices and devices, automobiles.

3.4.2. DOMESTIC DEMAND

External demand shows dynamical development. Growth of
export is connected to expansion of the foreign trade operations
first of all with the CIS countries; thus, it is basically connected
to deliveries in the EvrAsEC countries. Strengthening foreign

INFLATION FACTORS
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trade activity with the CIS countries also causes the increase
in imports.

Internal demand is a source of economic growth. The increase
in cumulative demand is supported with growth of the cumulative
supply. Thus, growth of gross domestic product for 9 months
has been provided with manufacture of the goods, which have
been not connected with gold mine "Kumtor". National
producers and imports satisfied domestic demand.

3.4.2.1. PRIVATE CONSUMPTION

On the preliminary data of the National statistical committee
monetary incomes of households for 9 months of 2004 grew
by 9.4 percent in comparison with the corresponding period of
2003. Thus, the real disposable income increased by 4.3 percent.
Monetary outlays of households increased by 9.5 percent, and
retail commodity turnover rose by 12.3 percent.

3.4.2.2. PUBLIC CONSUMPTION

State budget revenues for 9 months of 2004 increased by11.8
percent concerning the corresponding period of the last year.
Accordingly, state budget expenditures increased by 13.3
percent. Outlays grew by 16.6 percent. Subsidies to state
enterprises were reduced by one percent. On capital
investments and repair has been directed means by 21.5
percent more, than for the corresponding period of 2003.

3.4.2.3. INVESTMENT

According to the operative information of the National statistical
committee the investment for 9 months of 2004 increased by
8.9 percent in the constant prices in comparison with the
corresponding period of 2003.

3.4.3. OUTPUT

On the preliminary data of the National statistical committee
for 9 months of 2004 the gross domestic product increased by
7 percent. The contribution of trade made 2.3 percentage points.
The agriculture and the industry increased gross domestic
product by 1.6 and one percentage point, respectively. The
gross domestic product excluding gold mine production of
"Kumtor" rose by 6.9 percent.
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4. MONETARY POLICY DECISIONS

4.1. BOARD DECISIONS

Changes and additions in Position "About obligatory reserve
requirements" (the decision ¹22/4 as of August, 27, 2004)
are authorised.
Position "About structure of international reserves National
bank for 4-th quarter 2004" (the decision ¹ 24/2 as of
September 15, 2004) is authorised and commissioned since
October, 1, 2004.
Value of the fixed dollar exchange rate for calculation of reserve
requirements of the period is established from October, 4, till
May, 29, 2005 at a rate of 43 Som for US dollar (the decision
¹ 25/2 "About the exchange rate of dollar used for calculation
of obligatory reserve requirements" as of September 22, 2004).

4.2. MONETARY REGULATION COMMITTEE
DECISIONS

The monetary regulation committee carries out operative
decision-making in monetary sphere. Committee accepts
decisions weekly.

The volume of accommodation of 28-day's notes of National
bank on one auction has been established at a level 4 million
Som. Seven auctions out of 13 were taken place, other six
auctions are recognised not taken place owing to insufficient
quantity of participants of the tenders.

Short-term overnight credit was given at amount of 3.7 billion
Som.
The volume of operations REPO on purchase of securities
made 71 million Som. Operations in the open market aimed at
withdrawal of liquidity were not carried out by the National
bank in the third quarter.

The volume of net purchase1 of the forex by the National bank
made 6.72 million US dollars. SWAP operations between the
National bank and commercial banks developed at 1.63 million
US dollars level.

MONETARY POLICY DECISIONS

1 Interventions of the National bank amounted 9.77 mln. US dollars.
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4.3. INFLATION OUTLOOK FOR THE FOURTH
QUARTER OF 2004

During 9 months of the current year inflation developed
approximately like in 2003. Stabilisation of inflationary
processes for 2002-2004, which testifies balanced aggregate
supply and aggregate demand is observed. The deviation from
developed trend in 2003 has been caused by the negative shock
in the grain and oil products market. The economy is still
remonetising that reflects developments in domestic market is
kept. Simultaneously, foreign trade turnover extends.
The basic assumptions for inflation outlook:
� growth in oil product prices still preserve;
� the seasonal rise in prices on food items will begin;
� increase in wholesale prices for grain and growth of retail

prices for flour is possible;
� uncertainty in the international financial market will continue,

thus, Som nominal effective rate strengthening  is not
expected;

� steady demand for national currency will be kept.

Inflation by 3.5 percent is expected for the fourth quarter of
2004.


