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1992-1998 – formation of 
market economy in 
Kyrgyzstan 

1998-1999 – crisis in 
Russia 

2007-2008 – wheat 
and oil shocks 

2010-2011 – bad 
harvest in Russia 
and Kazakhstan 



Related Macroeconomic Variables 
• Nominal exchange rate (KGS) – which shows the dynamics of change of price of one US 

dollar vis-à-vis Kyrgyz soms; 
• Monetary aggregate M2 (M2) – the broadest monetary aggregate in national currency; 
• World commodity price dynamics of the Food and Agriculture Organization of UN (FAO) 

– is the most relevant estimation of world commodity price index which affect domestic 
price level. The first includes dynamics of five the most wide spread agricultural goods 
(grains, sugar, vegetable oil milk and meat); 

• Fuel price dynamics (OIL) – is based on prices of Brent oil as the price delivered to the 
Kyrgyz Republic is formed based of the price changes on this particular sort; 

• Gross disposable national income (VRND) – is an estimate of aggregate volume of 
resources or income of Kyrgyz economy which is formed from all sources, particularly: 

• VRND = GDP + Factor incomes from abroad + Transfers (including remittances) 
• Interest on loans (RATE_FL) – is a weighted average interest rate on loans of commercial 

banks for a period; 
• Discount rate of the National bank (RATE) – is an weighted average of return on 28 day 

the NBKR Notes for the last 4 auctions, this variables is accounted as a policy rate of the 
National bank. 



Dynamics of variables used in the 
model  



Dynamics of variables used in the 
model  



Inflation model parameterization 
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Inflation model (based on OLS) 



Cross Correlation Test between CPI 
and VRND 



Effect of VRND on the nominal 
exchange rate (KGS) 



Correlation between М2,  
VRND and RATE_fl 



Combined regression model of 
inflation (based on two-stage OLS) 

DLOG(CPI) = 0.16*DLOG(FAO(-1)) + 0.03*DLOG(OIL(-3)) + 0.12*DLOG(M2(-2)) +  
+ 0.31*DLOG(KGS(-1)) - 0.01*DLOG(RATE(-4)) + 0.03*DUMMY + 0.01 
 
DLOG(KGS) = -0.22*DLOG(VRND(-1)) + 0.01 
 
DLOG(M2) = 0.12*DLOG(VRND) - 0.28*DLOG(RATE_FL(-4)) + 0.05 
 
DLOG(RATE_FL) = 0.06*DLOG(RATE(-1)) - 0.01 



VAR model of inflation in Kyrgyzstan 



Conclusion 

Summarizing the evaluation and conclusions 
based on different modeling techniques, we can 
say that in this paper describes the basic 
mechanisms of the effect of inflation factors and 
their interaction with each other. Furthermore, 
these developments will be an acceptable 
instrument of short-term forecasting. Further 
work on the model of inflation will continue, 
including the use of new methods of modeling 
and forecasting. 



Thank You! 
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