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 CURRENT DEVELOPMENTS

1. CURRENT DEVELOPMENTS

On the preliminary data of the National statistical committee
for 2005 the gross domestic product reduced by 0.6 percent.
Excluding production of the gold mine combine " Kumtor " the
gross domestic product grew by 1.4 percent. The value added
in industry and an agriculture decreased by 12.6 and 4.2 percent,
respectively. Thus, in construction and services value added
increased. So, in construction its gain made 2.1 percent, in
trade - 12.6 percent, in transport and communication - 9.5
percent. The value added in services of hotels and restaurants
grew by 12.2 percent.

On preliminary data trade balance of the Kyrgyz Republic for
the fourth quarter 2005 developed with deficiency, which
amounted 140.8 million US dollars, that is 2.4 times more than
for corresponding period of 2004. The foreign trade turnover
in F.O.B. prices for the fourth quarter 2005 increased by 12.6
percent in comparison with the corresponding period of 2004.
Thus, trade turnover with the CIS countries increased by 17.2
percent, while with the non CIS countries  - only by 1.1 percent.

Export of goods in prices F.O.B. for the fourth quarter of 2005
decreased by 5.8 percent. Decrease in export was observed
for trade with non CIS countries, in particular, export of gold
reduced by 28.2 percent, and export of mineral oil - by 39.0
percent. In CIS counties export grew by 4.0 percent.

Import of goods in F.O.B.  prices for the fourth quarter 2005
grew in comparison with the corresponding period of 2004 by
26.9 percent. The import from non CIS and CIS countries
gained 30.7 and 24.7 percent, respectively.

Broad money multiplier1 decreased and as of for January 1,
2006 made 1.38. Velocity of  Ì2Õ on the end of the period
made 4.9 turnover. The monetisation of economy made 20.9
percent. Money outside of banks for January 1, 2006 exceeded
deposits by 1.6 times.

1 Money multiplier, velocity and ratio of cash outside banks to deposits are
not compatible with its previous figures due to changes in methodology.
The methodology has been changed in order to met international standards
of monetary statistics.
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On the average for the fourth quarter the level of interest rates
in the inter-bank credit market decreased on 0.9 percentage
points and made 3.4 percent for repo operations and 3.3 percent
for  inter-bank credits in the national currency. The average
level of profitableness of notes remained at a former level,
making 4.9 percent.

For the fourth quarter the average level of profitableness 3-
and 6-month state T-bills decreased up to 4.6 and 5.5 percent,
respectively, and 12-month - raised with 6.6 up to 7.1 percent.
Profitableness 18-month bills on the average for a quarter did
not change, making 10.1 percent, and profitableness of 24-
month bills made 15.5 percent. On the end of December the
average interest rate by all kinds of bills made 8.2 percent,
that on 1.3 percentage points higher than its level at the
beginning of the quarter.

Consumer prices increased by 4.9 percent, that is 0.2
percentage points higher than a level declared by the National
bank in October of 2005. According to the data of the National
statistical committee growth rate in inflation in the fourth quarter
made 2.7 percent (in the fourth quarter of 2004 prices gained
2.5 percent).

For 2006 inflation outlook of the National bank is less than 4.5
percent. In the first quarter of 2006 growth rate in consumer
prices by 3.5 percent is expected.
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2. CONSUMER PRICE INDEX AND ITS
COMPONENTS
2.1. COMPONENTS OF CONSUMER PRICE INDEX

In the fourth quarter of 2005 there was an increase in prices
traditional for this period of year. According to the National
statistical committee growth rate in inflation in the fourth quarter
made 2.7 percent (in the fourth quarter of 2004 consumer prices
grew by 2.5 percent). The key factor that determined a rise in
prices was seasonal acceleration in prices on some kinds of
foodstuffs, oil products, gas and firm fuel, transport services.
The rise in prices on food stuffs in the fourth quarter of 2005
made 6.0 percent, on articles of food - 0.2 percent, on paid
services - 2.7 percent. In a year inflation made 4.9 percent.

2.1.1. FOOD PRODUCTS
Food inflation in the fourth quarter of 2005 developed under
influence of prices on fruits, vegetables, milk and dairy
products.

In 2005, output of agriculture decreased by 4.2 percent. Total
crops grain cultures reduced by 4.5 percent compared with
2004, while wheat crop decreased by 4.8 percent, a potato -
by 16.2 percent, vegetables - by 0.7 percent, berries -  by 16.6
percent.

Decreased output in agriculture led to growth in prices on fruit-
and-vegetable production by 34.4 percent, so, fruit prices rose
by 41.2 percent, vegetable prices - by 29.4 percent. For the
similar period of 2004 the rise in prices on fruit and vegetables
made 18.4 percent. The prices on milk and dairy products for
fourth quarter of 2005 grew by 16.8 percent (in the fourth
quarter of 2004 its gained 19.8 percent). The prices on alcohol
grew by 1.1 percent, tobacco products - by 1.8 percent, fish -
by 1.8 percent.

Growth in prices on meat and meat products slowed down, in
fourth quarter, its grew by 0.7 percent, while in corresponding
period of 2004 its growth rate made 2.6 percent.

2.1.2. NON-FOOD PRODUCTS
The price index on non-food products grew by 0.2 percent in
the fourth quarter of 2005. The following items manifested the
greatest increase in prices: oil products - by 14.4 percent, on
gasoline - by 18.4 percent, diesel fuel - by 4.7 percent; gas -
by 4.7 percent, man's footwear - by 3.4 percent, lady's wear -
by 1.1 percent.

Chart 2.1: CPI and its components,
percentage changes on a year earlier
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Chart 2.3b: Food Prices,
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Reduction in prices on materials for house maintenance and
repair (9.2 percent) due to low activity in construction was the
factor, which constraining rise in non-food prices.

In the fourth quarter of 2004 non-food prices grew by 2.3
percent. The greatest increase of the prices took place on the
goods necessary during the winter period of time. So, the prices
for firm fuel grew by 36.5 percent, the prices for gas rose by
11.3 percent.

At the same time there was also a reduction of prices on some
kinds of the goods, in particular, on building materials - by 9.3
percent, automobiles - by 1.6 percent, carpets and coverings
by a floor - by 1.0 percent.

2.1.3. SERVICES
The price index on paid services in the fourth quarter of 2005
grew by 2.7 percent. A source of rise in prices became rise in
price of transport services by 6.4 percent as a result of a rise
in prices on oil products.

Reduction of prices by 1.3 percent on hotel service (in the
fourth quarter of 2004 the corresponding prices fell to 1.4
percent) is marked.

2.2. CONSUMER PRICES BY REGIONS
In fourth quarter of 2005, there was an increase in  prices for
all regions of republic. The greatest increase in prices has been
marked in Naryn oblast where the gain of consumer prices
made 6.7 percent, where prices on foodstuffs grew by 8.2
percent, on non-food products - by 1.9 percent and services -
by 8.4 percent. Also, prices in Osh considerably grew and its
gain made 4.6 percent, thus, the prices for foodstuffs grew by
7.7 percent, and on non-food products - by 0.9 percent and
services - by 11.3 percent.

The least rise in prices has been marked in Bishkek, where
gain in consumer prices made 2.2 percent. Thus, the prices
for foodstuffs grew by 6.1 percent, on paid services - by 0.8
percent. Food became cheaper by 0.8 percent.

In other regions of republic the growth rate in prices was in a
range from 2.3 up to 3.7 percent, thus the basic source of
increase were the prices on foodstuffs.

Chart 2.4b: Non-food Prices,
percentage changes on a year earlier
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Chart 2.5b: Services,
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Chart 2.6a: CPI by Oblasts,
percentage changes on a year  earlier

Chart 2.6b: CPI by Oblasts,
percentage changes on a year  earlier
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3. INFLATION FACTORS
3.1. MONETARY AGGREGATES
3.1.1. MONETARY BASE

For the fourth quarter of 2005 the monetary base increased by
11.4 percent, for 2005 the gain in monetary base made 24.9
percent. Change of monetary base on 1581.8 million Soms
was caused by operations of the National bank (1544.6 million
Soms) and operations of the Ministry of Finance (37.2 million
Soms). The gain of money in circulation made 9.5 percent,
and for 2005 - 17.4 percent.

On the end of December 2005, in structure of monetary base,
there was a decrease in a share of cash in circulation up to
86.7 percent (on the end of September, 2005 - 88.2 percent).
The share of commercial bank balances in the National bank
increased from 11.8 up to 13.3 percent.

3.1.2. AGGREGATE M2
The aggregate M2 for the fourth quarter of 2005 gained 6.1
percent. For 2005 monetary aggregate M2 grew by 17.6
percent. Deposits in national currency reduced for the fourth
quarter of 2005 by 7.3 percent (in 4th quarter of 2004 it gained
20.6 percent), transferable deposits reduced by 4.6 percent
(in 4th quarter 2004 it gained 29.7 percent), and other deposits
- by 12.6 percent (growth by 1.9 percent). For 2005 the
increase in deposits in the national currency made 18.4 percent
(for 2004 - 38.0 percent).

3.1.3. AGGREGATE M2X
The monetary aggregate M2X that including deposits in foreign
currency reduced for the fourth quarter by 7.4 percent. It is
necessary to note, that decrease was caused by change in
methodology of calculation of the given monetary aggregate
since October 1, 2005. Deposits and credits of non-residents
are not taken into account at calculation of monetary aggregate
M2X. Changes are made in order to reach conformity in
methodology with the international standards of monetary
statistics.
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Chart 3.1: Monetary aggregates,
percentage changes on a year earlier
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Depository base of commercial banks2 decreased by 25.8
percent. The volume of deposits in the national currency and
foreign currency reduced by 7.3 and 33.6 percent, respectively.
Cash outside of banks grew by 9.7 percent.
Structure of monetary aggregate M2X, percent

Broad money multiplier3 decreased and as of for January 1,
2006 made 1.38. Velocity of  Ì2Õ on the end of the period
made 4.9 turnovers. The monetisation of economy made 20.9
percent. Money outside of banks for January 1, 2006 exceeded
deposits by 1.6 times.

3.2. INTEREST RATES

3.2.1. MONEY MARKET INTEREST RATES
In the fourth quarter, cost of money funds in the inter-bank
credit market appreciably decreased in connection with higher
level of liquidity in banking system in comparison with the third
quarter. Thus, in segment of repo operations interest rate kept
around 3.4-3.5 percent. At the same time in a segment of
inter-bank credits in the national currency interest rate volatility
increased: the range of their fluctuations made 0.0-12.0 percent
depending on reliability of the borrower, a kind of pledge and
term of the transaction (0.5-7.0 percent in the third quarter).

On auctions on accommodation of 28-day notes of the National
bank in October note's yield remained stable and made 4.8-
4.9 percent. However, in November note yield raised due to
weak demand and reached maximum level for 2005 - 5.3
percent. In December, in connection with significant growth
of liquidity in banking system, the competition on auctions
strengthened, that led to decrease in profitableness 28-day notes
by the end of December up to 4.1 percent.

On average for  quarter interest rates in the inter-bank credit
market decreased on 0.9 percentage points and totalled 3.4
and 3.3 percent on repo operations and inter-bank credits in
the national currency, respectively. The average profitableness
of notes remained at a former level, making 4.9 percent. In
foreign exchange segment of the domestic inter-bank credit

Share

Cash outside of banks 61.1

Deposits in national currency 13.5

Deposits in foreign currency 25.4

Monetary aggregate M2X 100.0

3 Money multiplier, velocity and ratio of cash outside banks to deposits are
not compatible with its previous figures due to changes in methodology.
The methodology has been changed in order to met international standards
of monetary statistics.



11

p
e

rc
e

n
t

3 T-bills 6 T-bills 12 T-bills

Chart 3.3: T-bill yields

market in the fourth quarter only one transaction was registered,
interest rate was 5.0 percent.

3.2.2. STATE TREASURY BILLS
Within the fourth quarter yield on all kinds of bills was stable
enough. Thus, in the beginning and the end of quarter yield on
6-month bills decreased because of strong competition in the
given segment of the market. In result the spread between
yields on 3- and 6-month bills reduced from 1.4 to 0.5
percentage points.

In November, the Ministry of Finance aiming at deepening of
the market started to issue 24-month bills. Yield on these bills
fluctuated, so, its growth in October - November was replaced
by decrease in December.

For the fourth quarter the average yield on 3 and 6-month bills
decreased to 4.6 and 5.5 percent, respectively, and average
yield on 12-month bills raised from 6.6 to 7.1 percent. Average
yield on 18-month bills did not change, making 10.1 percent,
and profitableness of 24-month bills made 15.5 percent. On
the end of December the average interest rate by all kinds of
bills made 8.2 percent, that by 1.3 percentage points higher
than at the beginning of quarter.

3.3. EXCHANGE RATE
In October, the excess supply of non-cash US dollars observed.
Export receipts, inflow of deposits and remittances caused it.

At the beginning of quarter exchange rate of cash US dollar
was slightly lower than non-cash exchange rate. However, in
the middle of October the spread reduced in connection with
decreased stock in cash foreign exchange in commercial banks.
Till middle of November the exchange rate of cash US dollar
was 40.8-40.9 Soms a dollar. During this period there was strong
demand on US cash, so, within the third decade of November
exchange rate raised to 41.2-41.3 Soms a dollar. However, from
the beginning of December US cash stocks in banking system
were increasing, which caused stable demand and exchange
rate. At the end of November non-cash exchange grew and
reached 41.3 Soms a dollar. At the same time the supply of non-
cash US dollars increased. Until end of December the National
bank carried out interventions on purchase of foreign exchange
for smoothing of market conditions.

By the end of December the official exchange rate made
41.3011 Som a dollar, increasing for the fourth quarter by 1.1
percent. For comparison: in the similar period of the 2004t
year the official exchange rate decreased by 2.1 percent.

Chart 3.2: Money market interest rates vs.
liquidity, per cent
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Euro exchange rate at domestic market, as before, was repeated
its development at the world markets. In the beginning of
November, euro rate manifested decrease, but, at the end of
November and until first half of December its grew, and the
end of December it decreased again. Thus, in comparison with
the third quarter the range of its fluctuations reduced from
2.36 to 1.29 Soms. For the fourth quarter official exchange
rate of euro decreased by 1.21 percent.

On the end of 2005 the nominal effective exchange rate
decreased by 8.4 percentage points in comparison with the
beginning of year, in 2005, its average annual level was less by
6.2 percentage points, than for 2004. Index of the real effective
exchange rate decreased by 1.5 percentage points, whereas
its average level did not change.
Chart3.4, Chart3.5

3.4. DEMAND AND SUPPLY

3.4.1. EXTERNAL DEMAND
On preliminary data trade balance of the Kyrgyz Republic for
the fourth quarter of 2005 developed negative at 140.8 million
US dollars, that by 2.4 times more than in the corresponding
period of 2004. The foreign trade turnover in prices F.O.B.
increased by 12.6 percent. Trade turnover with the CIS and
non-CIS countries grew by 17.2 and 1.1 percent, respectively.

Export of goods in F.O.B. prices decreased by 5.8 percent for
the fourth quarter of 2005. Export to non-CIS countries dropped,
for example, export of gold and mineral oil products fall by
39.0 and 28.2 percent. Export to the CIS countries grew by
4.0 percent.

All items of functional structure of export excluding non-food
and investment goods manifested slow down. The volume of
export4 decreased by 5.0 percent. Export of energy products
decreased by 15.6 percent, the intermediate goods - by 18.1
percent and raw material - by 8.4 percent. But, growth in export
of consumer and investment goods by 17.9 and 25.7 percent
compensated contraction in other items.

In the fourth quarter of  2005 export deliveries to the CIS
countries increased by 5.4 percent, thus, export to the non-
CIS countries reduced by 13.3 percent. Russia (49.4 percent
out of total of export to the CIS countries), Kazakhstan (30.5
percent), Tadjikistan (10.9 percent) and Uzbekistan (5.8

Real effective exchange rate

Nominal effective exchange rate

Chart 3.5: Som effective exchange rate
indices
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percent) remains to be big importers. Export of goods to Belarus
reduced by 59.0 percent.

There was reduction of export deliveries to the United Arab
Emirates, Canada, Latvia and other non-CIS countries.
Switzerland, which shares 39.2 percent out of total export to
non-CIS countries, was the biggest importer. Also, the United
Arab Emirates (11.1 percent), Turkey (10.3 percent), China
(6.6 percent) concern to large partners.

Import of goods in F.O.B. prices grew by 26.9 percent in
comparison with the corresponding period of 2004. Growth
rate of import from CIS and non-CIS countries gained 30.7
and 24.7 percent, respectively.

In the fourth quarter of 2005 all items of import functional
structure rose by 25-30 percent excluding investment goods,
which growth rate was 16.5 percent. Intermediate goods
demonstrated the highest growth rate by 32.0 percent.

Russia (56.2 percent out of import from CIS countries) and
Kazakhstan (29 percent ) were the basic exporters to the Kyrgyz
Republic. The biggest exporters from non-CIS countries were
China (33.6 percent out of import from non-CIS countries), the
USA (12.4 percent), Turkey (7.0 percent), Korea (5.2 percent).

3.4.2. DOMESTIC DEMAND

3.4.2.1. PRIVATE CONSUMPTION
On the preliminary data of the National statistical committee
for January - November, 2005 the wages increased by 16.7
percent. In real expression its gained 11.9 percent. The volume
trade turnover for 2005 grew by 12.6 percent. For the fourth
quarter the growth made 9.2 percent.

3.4.2.2. PUBLIC CONSUMPTION
Revenues of the state budget for 2005 increased by 11.1
percent concerning the corresponding period of 2004, charges
on payment of wages grew by 15.1 percent. Salaries out of
state budget increased by 6.9 percent. Grants to the state
enterprises increased by 5.7 percent. Capital investment
declined by 7.9 percent.

3.4.2.3. INVESTMENT
For January - November, 2005 according to the operative
information of the National statistical committee of the
investment into a fixed capital (construction, reconstruction,
expansion and modernisation of objects) reduced by 3.0 percent
concerning the corresponding period of 2004.

INFLATION FACTORS
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3.4.3. OUTPUT
On the preliminary data of the National statistical committee
for 2005 the gross domestic product reduced by 0.6 percent.
Excluding production of gold mine combine Kumtor the gross
domestic product grew by 1.4 percent. The value added in
industry decreased by 12.6 percent. The value added in
agriculture reduced by 4.2 percent. Thus, the value added
construction and services grew. So, its gained in construction
2.1 percent, trades - 12.6 percent, transport and communication
- 9.5 percent. The value added in services of hotels and
restaurants grew by 12.2 percent.
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4. MONETARY POLICY DECISIONS

4.1. BOARD DECISIONS
The statement ¹28/2 as of September 14 " About new edition
of Provision " About release, accommodation, circulation and
repayment of notes of The National bank of the Kyrgyz
Republic"  (registration number of the Ministry of Justice of
the Kyrgyz Republic ¹140-05 as of  07.10.2005).

New edition of Provision is aimed at transparency improvement
in accommodation of notes of the National bank. The National
bank had abandoned the option to vary accommodation volume.
Also, there were some changes in structure and edition of
document.

On October 26 Board issued Statement ¹32/2 that revised
reference target of monetary policy for 2005.
Taking into account the macroeconomic situation developed
during 9 months of 2005, acceleration in consumer prices the
National bank revised reference target of monetary policy and
increased to 4.7 percent on the end of 2005. The basic directions
of monetary policy for 2005 are left without changes.

The Statement ¹34/1 as of November 18, 2005 " About
modification in Position about obligatory reserve requirements
". The document is registered by Ministry of Justice (¹156-
05 as of December 15), but is not published yet.

The Statement ¹37/2 as of December 15 " About the intra-
day time credit of the National bank of the Kyrgyz Republic ".
The given document determines interest rate, required mortgage
and date intra-day credit operations to start.

The Statement ¹ 39/1 as of December 21 Board approves "
The basic directions of monetary policy for 2006 ".
The Board accepted decision to direct the given document to
administration of President, Jogorky Kenesh (Parliament) and
the device of Prime minister ÊÐ. In the given document the
target reference point and the basic directions of a monetary
and credit policy for 2006 are determined. The basic purpose
of monetary and credit policy ÍÁÊÐ is maintenance of a low
rate of inflation, as one of conditions for steady economic
growth.

INFLATION FACTORS
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On December 23 the Board approves the Statement of the
National bank "About  monetary policy on 2006" and accepted
decision to direct the Statement to the Government of the
Kyrgyz Republic for preparation of the joint statement of the
Government and The National bank about financial and social-
economic policy on 2006 (the Decision ¹40/1).

The Statement ¹41/3 as of December 28 " About the Order
of carrying out of repo auctions". The given Order is aimed at
further improvement of monetary policy tools and transparency
of the secondary market of the state securities. The document
is on registration in the Ministry of Justice.

4.2. MONETARY REGULATION COMMITTEE
DECISIONS
In the fourth quarter, taking into account the general level of
liquidity in banking system the volume of notes of The National
bank recommended for sale has been determined at 4.0 million
Soms on weekly auctions of notes with 28-day maturity. Twelve
out of declared thirteen auctions are recognised taken place.

The National bank did not release overnight credit because of
weak demand due to high liquidity in banking system.

The National bank carried out interventions in the foreign
exchange market aimed at smoothing sharp fluctuations of the
exchange rate. The net purchase of the National bank of foreign
exchange for the fourth quarter of 2005 totalled 44.3 million
US dollars. For 2005 net purchase of the National bank
amounted 71.3 million US dollars.

4.3. INFLATION OUTLOOK FOR FIRST QUARTER
OF 2006
The National bank declared reference target of monetary policy
on 2005 at 4.0 percent annually. Declared reference target
took into account current trends in economy and monetary
policy measures. However, within 2005 the basic
macroeconomic parameters considerably deviated from
forecasted values, in particular instead of economic growth
there was a recession. The National bank released statement
in October in which reconsidered reference target of monetary
policy and  increased up to 4.7 percent. Actually the gain of
consumer prices made 4.9 percent.

2000 2001 2002 2003 2004 2005

Inflation, % 9,6 3,7 2,3 5,6 2,8 4,9
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Certain tendencies revealed during transition period. Aggregate
demand consists of two parts: state and private. Slowdown in
consumer price growth rates lower than 10 percent annually
in many respects is provided with the more balanced state
budget, reduction in deficiency of budget in relation to gross
domestic product. At the same time, state budget continues to
play the important role from the point of view of inflationary
processes and consequently its formation and performance
demand realistic approaches.

For last years aggregate demand on the private sector side
are strengthening. In part, it is caused by growth in incomes of
the population, which is uneven around different groups.
Transfers received from abroad support aggregate demand.
Import dynamics proves strengthening in aggregate demand.

In part, imported goods inflow means strong consumer demand,
in part, it reflects some increase in economic activity as raw
material, the goods of intermediate consumption and the
equipment are imported. Import of the given goods has healthier
basis, than earlier as it financing is not credit. At the same
time, there are certain risks. As transfers in many respects
are caused by favourable conditions in the countries in which
the labour migrants stay, the given financing cannot be counted
steady.

Growth in import, which is observable now, is natural one. It
reflects a situation at which the supply in many respects lagged
behind needs. Aggregate demand grows quantitatively, thus,
its structure changes. The real sector of economy possesses
low competitiveness on external and a home market. The
problem "rests" against shortage of capacities, which would
be capable to offer the consumer appropriate goods.

Trade and consumer market are developing actively enough
backed by growth in incomes, and domestic manufacturers
should be competitive on domestic and on external markets if
wish that their goods be bought.

Price level, and, hence, and inflation, are closely connected to
concept of productivity. At a modern level of integration of the
price on tradable goods tend to alignment. That is, in many
respects a price level and its changes are determined in non-
tradable sector. Increase in production efficiency is determined
by investment potential.
Intensity of use of monetary resources reflects a monetisation
of economy.

MONETARY POLICY DECISIONS
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The tendency of economy to remonetise testifies money
demand to increase and market sector to expand. At present
the basic source of the money supply is foreign exchange inflow,
which in many respects is connected to conditions at foreign
markets.

To determine factors, which caused acceleration of inflation
in 2005, it is worth to compare dynamics in prices for 2004-
2005. These factors had both external and internal character.
The external factor was the rise in prices on oil in the
international market, which caused increase in prices on mineral
oil, which traditionally occupy a high share in import of republic.

Despite of steady remonetisation monetary aggregates growth
rates though were reducing, but remained still high enough.
The interventions carried out by the National bank in the foreign
exchange market led to US dollar exchange rate stabilisation,
whereas in previous years its weakening was observed. In
aggregate these two factors contribute growth in consumer
prices on 1.2 percentage points in comparison with 2004. For
the various reasons inflationary expectations grew on 0.5
percentage points also.

In 2004, prices on fruit-and-vegetable production decreased
by 0.7 percentage points. In 2005, fruit-and-vegetable
production became dearer on 1.3 points. Their seasonal nature
and uneven manufacture pattern cause sharp fluctuations in
prices on articles of food, and, in particular, on fruit-and-
vegetable production. Some years there is an overproduction
and falling in prices, and then there is decrease in output and a
rise in prices. Also, the tendency of increase in prices on meat
and dairy production revealed due to steady and strong demand
in neighbouring countries.

Some acceleration of inflation in 2005 reflects objective and
subjective factors. As a whole the consumer prices growth
rate remained in 4-5 percent, which can be counted
comprehensible for the countries with transitive economy.

One of the element of macroeconomic stability is the satisfaction
of money demand, which condition is traced by the National
bank. To regulate money supply independently from an external
economy condition demands advanced financial market.
Strengthening of banking system, development of
microfinancial sector and deepening of the financial market
are priority directions of activity of the National bank.

2000 2001 2002 2003 2004 2005

Monetisation, % 10,6 10,0 12,4 15,0 17,5 20,9
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The National bank does not target exchange rate or size of
international reserves. Such practice would contradict to
achievement of price stability. The international reserve figure
released in the statement on monetary policy on 2006 has
indicative character. It informs that there are the risks
connected to external trade and developments in exchange
rate. The National bank, in turn, taking these risks into
consideration, carries out adequate measures on their
neutralisation, but does not incur any obligations on maintenance
of the certain rate of the national currency.

The National bank is not engaged directly in rendering of
financial services. At the same time, decrease in interest rates
and expanded access to financial resources is subject of its
attention. The improvement in the bank legislation directed on
creation of favourable conditions for both bank and not bank
financial-credit institutions activity and reduction of costs, is
the important direction of activity of the National bank.

Promotion of development of financial sector is connected to
significant expenses of time and resources. The matter is that
the basic factor of development of financial sector and market
economy is the trust. Its formation - is labour consuming.
Storage of money resources on accounts in banks is the first
step to formation of savings - to the basic source of financing
of investments in market economy. The contracted costs of
money circulation represent a gain for whole society. Velocity
and efficiency of money resources raises. The payment system
is a basis of credit economy. Without payment system
development of the financial market is impossible.

For 2006 the National bank assumes, that realisation of
monetary policy and close interaction with the Government
allow to constrain inflationary expectations and to keep inflation
lower than 4.5 percent. In the first quarter of 2006 consumer
prices growth rate of 3.5 percent is expected.

MONETARY POLICY DECISIONS


