LECTURE 2. MONEY TURNOVER, MONEY CIRCULATION AND
MONEY SYSTEM
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1. Metal full-bodied money

In the course of historical development initially the system of metal money circulation
formed which was based on the metal money usage.

The money qualification which is based on the materially substantial features of the total
equivalent allows classifying conventionally the metal money on full-bodied and token money.

The full-bodied (real) money is money the nominal (designated on it) value of which
corresponds to its real value, i.e. to the value of metal of which it is produced (an obverse of a
coin — adverse, a reverse of a coin — reverse, a ridge — edge).

The first coins appeared in about the XII" century B.C.E. in China and in the VII" century
B.C.E. in the ancient Lydian State (the Asia Minor). The oldest money which were discovered
on the territory of Kazakhstan are the ancient coins found during the diggings of such towns as
Otrar, Taraz, Turkestan, Balasagun, Suyab. The earliest are dated from the VI™ century. Before
the XXI1™ century they were produced manually from copper, bronze, gold. As a rule the coins
had the images of a family coat of arms — tamga and indicated the title of the main sovereign
ruler — kagan. At that times each of them issued their own coins with their title that’s why they
greatly differed from each other not only by the images but also by their thickness and form.

Later in the middle centuries in Kypchakiya the territory of which marched with the territory
of modern Kazakhstan a silver tanga and a copper poul circulated. The copper coins usually were
used for everyday buyings and silver for the foreign trade operations.

After Kazakhstan joint to Russia in the beginning of the XVIII™ century little by little the
Russian coins and monetary units began to circulate in our country. In the pre-revolution
Kazakhstan during the monetary reform of 1895-1897 the system of gold monometallism was
established with the gold-coin circulation.

The gold, silver and copper coins were used in circulation. The basic type of the monetary
units was the State Bank credit notes which on 92% were ensured by gold. The basic part of the
monetary stock consisted of the nominal instruments of circulation which could be freely
exchanged on the full-bodied money — gold coins and thus they had the population’s credibility.

Having an inmost value the full-bodied money depends on neither the other types of wealths
nor the market conditions in which it circulates. All the types of commodity money belong to the
full-bodied money — gold and silver coins.

The token money (the substitute of real money) is money the nominal value of which is
higher than real, i.e. its purchasing power exceeds the intrinsic value of the commodity which
plays role of the monetary relations bearer. The purchasing power of this money is determined
by the market conditions exceptionally whereby the inmost value of token money doesn’t
influence on it. The token money includes all the types of paper money, credit notes and metal
symbols of value (billion coins — small coins manufactured from copper and aluminum).

In the course of historical development first of all the system of metal circulation formed
which was based on the metal coins usage.

Initially (in particular in the XVI™XVIII™ centuries) the system of bimetallism existed.

Bimetallism is the system where the role of the total equivalent is played by two metals —
gold and silver. It means that these two metals circulated on equal basis and had a fixed
correlation.

The unlimited circulation, free issue and two prices determination on one good are supposed.



This system existed in the XVIM-XVIII™ centuries and in some countries of West Europe even in
the XIX™ century. However such system didn’t provide the stability of money circulation.

There are three systems of bimetallism:

1. Of the parallel currency where the correlation between the gold and silver coins is
spontaneous.

2. Of the double currency where the government fixed the correlation between metals and
the gold and silver coins issue and their popularity were made by this correlation.

3. Of the limping currency where the gold and silver coins were the legal means of payment
but with unequal terms. For example if the silver coins issue was made privately thus
practically they played role of the gold symbols.

In the result of silver production cheapening in the end of the XIXth century and its devaluation
the gold coins began to go out of circulation to treasures, i.e. “bad money drives out good”.

In the XIXth century the system of bimetallism was replaced by monometallism which was based
on only one metal, i.e. only one metal plays role of the total equivalent. The silver monometalism
existed in Russia (1843-1852), in India (1852-1893) and in China (till 1935).

The gold coin standard most closely met the requirements of capitalism of the free competition
period, promoted the development of production, credit system, world trade and capital export.
Sometimes the age of gold coin standard is associated with the fast industrialization and economic
prosperity.

Since the First World War little by little gold was drove out of circulation by paper money and
credit notes; the process of gold demonetization began which subsequently captured the
international circulation.

First of all gold stopped performing the function of the instrument of circulation and payment in
the domestic circulation and then in 1976 the function of the world money. For the detailed
information look through the chapter “The international currency and credit relations”.

As can be seen from the above the system of metal money circulation became a thing of the past.
Nowadays the fractional coins are minted from different alloys and aluminum.



2. Paper money and their circulation consistency

Paper money is relatively new for the world of money. The paper monetary units are token
money, only symbols. Usually they appeared in the periods of acute state needs during the wars
and revolutions when the other sources of financing (taxes, lendings, etc.) ran out. One more
reason of the paper money issue was a chronic deficit of an external state account, in order to
avoid the gold drain abroad the government was forced to implement the inconvertible to gold
money provided with a forced rate of exchange.

For the first time it was issued in the VII™ century in China in the form of large
denominations in order to replace the inconvenient full-bodied copper coins. And while the notes
could be freely exchanged onto the full-bodied they were popular in circulation. Later in the
XII™ century paper money was issued in Persia and in the X1V century in Japan.

However in other countries the substitutes of “real money”, i.e. coins were widely spread.
Their nominal was verified with the sovereign’s stamp or a sign and a personal stamp of a
merchant or a banker. Initially in the form of complementary means of exchange the deposit
receipts of stocked items, taxes payments, loans granting were used. Their circulation increased
the trade opportunities but at the same time frequently complicated the exchange of these paper
duplicates onto the metal coins.

Among the west countries the first who began to issue paper money were the North
American States. In 1690 such monetary units were issued in Massachusetts State.

In Europe the first who decided to adopt the American practices was France: in 1716-1720
the famous economist and banker John Law (1671-1629) began to print the notes of the Royal
Bank. Hereafter when the world economy followed the way paved by John Law and began to
create the central banks he was granted with an exclusive right of the banknotes issue.

On the territory of Kazakhstan the paper monetary units appeared in the end of the XVIII"
century and mainly these were the Russian monetary units.

In Russia the emission of paper money — assignats for the first time began in 1769 r. It was
supposed that like in other countries who risked implementing paper money they could be freely



exchanged onto silver or gold on request. But all turned otherwise. To the end of the century
already the excesses of assignats forced to freeze the exchange, in the nature of things the rate of
assignated ruble began to fall and the prices of goods increase.

Money separated on “bad” and “good”. According to the law of Thomas Graham bad money
drives out good: the money commercial value of which rises in respect to bad money and official
exchange rate disappears from the circulation. It simply “put by” at homes and bank safes.

In the XX™ century the performers of the “bad” money role were the banknotes which drove
out of circulation gold. Since the First World War the tendency for the banknotes exchange on
gold termination became a frequent practice. Whereupon the bank bills became almost
undistinguishable from the treasury notes — the second type of paper money. The Central Bank
faced the matter of the money circulation unfaltering watch. Actually paper money itself doesn’t
have any useful value.

Paper money is a sign, symbol of value. How come the refusal of gold happened which
became so widespread and settled subsequently? The simplest explanation is that paper money is
convenient in circulation and easy for transportation. It is useful to remember the words of the
famous Englishman — Adam Smith who said that paper money should be considered in the
quality of the cheaper instrument of circulation.

Actually during the circulation the coins abrade and a part of precious metal disappears.
Besides growths the demand of gold in industry, medicine and among supplies. And the main the
goods circulation on a scale of trillions of US dollars, tenge, franks and other monetary units is
impossible to cover by gold.

A transfer to a fiduciary circulation sharply widened the commodity exchange limits. Paper
money — banknotes and treasury notes — are obligatory for acceptance in the quality of a payment
mean on the territory of the State. Its value is determined only by the quantity of goods and
services which could be purchased on it.

Thus the XX™ century is marked by a transfer to a paper money circulation and gold and
silver conversion into the commodity which could be purchased at a market price.

Paper money should be understood as a monetary unit which is issued directly or indirectly
by the Treasury Department for the budget requirements and provided with a compulsory
purchasing power. They include the treasure notes, different types of substitutes (government
bills, government bonds, some kinds of consolidated stocks and token money).

Paper money is a monetary unit inconvertible on metal supplied with a compulsory nominal
and issued by government to cover its expenses.

Modern money is a social phenomenon appointed by the governmental authorities. Its color,
size and artistic features are not important for buyers and sellers. A trust to money is determined
by a trust to a credibility of some or another governmental authority. The society represented by
the government can easily appoint the other in form and images paper or plastic notes to perform
the functions of money and the individuals will use them as money to cover their needs. That’s
why nowadays money is called “fiat money”.

The government keeps control of the circulation emission of currency. If the money issue
was unlimited or could be done by everyone thus the prices would grow sharply, money would
devaluate and wouldn’t be used. The society would return to an exchange in kind.

Paper money is unstable in itself, i.e. as a rule it devaluates because it is issued for the budget
deficit coverage. It is not exchanged on gold and does not have its own inmost value thus the
mechanism of spare money withdrawal from circulation the “mechanism of treasure” does not
work here. Consequently paper money issued above the norm is stuck in the channels of
circulation and devaluates. The depreciation of money is an exchange of one paper monetary unit
purchasing power (but not all the paper monetary stock).

There are two forms of the monetary depreciation:

e Internal is a depreciation in respect to the goods on domestic market, i.e. the increase of

prices;



e External is a depreciation of money in respect to the foreign currency, i.e. an exchange
fall (drop) of the national currency.

3. Credit money

Credit money is a collective term appeared on the basis of the private individuals’ or
government’s real obligations substitution. It occurred due to the money function as a mean of
payment where money acts as an obligation which should be redeemed by a real money
according to a due date. Credit money includes bills, banknotes, cheque, electronic money.

Banknote is a perpetual debenture guaranteed by the Central Bank of the State. Initially the
banknotes had a gold guarantee of exchange onto the gold. They are issued with a strictly
defined denomination and in principle are concerned as a national money on all the State
territory.

Till 1990 in the Soviet Union circulated as the treasury notes so the USSR banknotes. The
first included the monetary units with small denominations of 1, 3 and 5 rubles issued by the
Treasury and marked as the “treasury notes”. The notes with nominations more than 10 rubles
were issued by the USSR State Bank, i.e. were the banknotes.

Nowadays the monetary units in Kazakhstan are issued only by the National Bank of the
Republic of Kazakhstan (under the RK law dated from March 30, 1995 Ne2155 “About the
National Bank of the Republic of Kazakhstan™).

According to this law the banknotes and coins issue, their circulation organization and
withdrawal from the circulation on the territory of Kazakhstan are performed only by the
National Bank of RK exceptionally. The banknotes and coins emission to the circulation is
performed by the National Bank by means of their sale to private and legal individuals.

There are also the following statutes and regulations in respect to the banknotes issue,
circulation and withdrawal: the management decree of the National Bank of the Republic of
Kazakhstan from December 12, 2005 Nel63 “About the adoption of regulations of sale and
purchase of national currency banknotes and coins by the National Bank of RK”; the
management decree of NB RK from December 26, 2003 Ne477 “About the adoption of
regulations of the national currency of RK banknotes and coins fitness for use determination”.

Bill of credit. The bills and cheques are the earliest forms of non-cash money invented by
bankers. The archeologists discovered the evidences of the fact that the prototypes of such
monetary documents were used by merchants and bankers of the Ancient Babylon, i.e. 20
centuries B.C.

However the true story of bill is linked with the capitalistic relations development. Thus the
country of a transfer bill’s origin is considered Italy where in the XII-XIII™ centuries in the most
prevailing conditions of the economical, political and geographical factors the capitalism and
trade ties with other countries developed. It is a necessity of trade turnover and market trade
development that brought into the world the bill of credit.

The bill of credit is a debitor’s written absolute commitment to pay a definite sum when and
where due. An absoluteness of the bill differences it fundamentally from an ordinary receipt
where usually the reasons and terms of the future payment are denoted. But the bill doesn’t
denote the factors according to which a person who draws out a bill (a bill drawer) is obliged to
pay the denoted sum to the bill holder.

Moreover unlike the bill of debt the law allows the bill holder not to wait for maturity in
order to use it as a mean of payment to athird person, i.e. as one of a money kind.

The standards harmonization of an international drawing right happened only in 1930 in
Geneva where the uniform Bills of Exchange Act (BEA) was adopted. Enshrined in the BEA
main features and types of the bills and the mechanism of their circulation are currently remain
basic for the modern world bills of credit market.

In the USSR the bills were used in the domestic circulation till 1917, later from 1922 till
1930. From 1930 till 1990 the bills of credit were not used in the domestic circulation of the



whole USSR territory. From 1991 the usage of bills became possible in Kazakhstan because of
the first national law adoption “About the paper holdings circulation and stock-markets in the
Kazakh SSR” Ne650-X11 where a bill of credit was classified as a paper holding.

On February 27, 1992 the National Bank management adopted a temporary provision about
the bills of exchange accounting system in the Republic of Kazakhstan.

One of the important points in the bills circulation development in Kazakhstan became the
adoption by the President of Kazakhstan Nursultan Nazarbayev in April 28, 1997 of the law
“About the bills of exchange circulation in the Republic of Kazakhstan” where was mentioned
that the bills circulation in the state includes the issue and circulation of the ordinary and transfer
commercial bills. The banks are not obliged to issue their own bills, they just play the role of the
discount houses. Either it is forbidden by legislation to issue the accommodation, tanned and
financial bills of exchange.

According to the law “About the bills of exchange circulation in the Republic of Kazakhstan”
a promissory bill (one name paper) is a bill which contains an unconditional obligation of a bill
drawer to pay on demand at a certain term in future a denoted in the bill sum to the bill holder.
And a bill of exchange (transfer note) is a bill which contains an unconditional offer (order) of
the bill drawer (trassans) to his debitor (trassatus) to be payable to a third person (remittee) or to
his order at a determinable future time or upon the denoted in the bill sum presentation.

The bill of exchange in itself has no force of a lawful currency that’s why in practice it is
used that the debitor (trassatus) is obliged to record in writing his agreement to make payment
according to the bill at maturity, i.e. to make a draft acceptance.

According to the article of the law 24 “About the bills of exchange circulation in the
Republic of Kazakhstan” the acceptance is determined by the word “accepted” or the other
synonymous word. A simple payer’s signature put on an obverse has a right of an acceptance.

Practically there are also:

e commercial bill which is based on the real purchase and sale deals on credit;

e banking bill issued by bank to its client in order to accumulate the funds;

e treasure bill issued by government in order to pay budget deficit and cover budgetary
gap.

To the obvious advantages of both classic and modern bills could be related in particular a
facilitated mean of the rights transmission accordingly by means of a special handover note on
the bill’s reverse — endorsement. Under the Article 12 of the Law “About the circulation of bills
in the Republic of Kazakhstan” the endorsement should be put on the bill itself only or on a
special additional page — allonge (it is attached to the bill in case of the lack of space on it for the
new handover notes).

There are several examples of the handover notes : “the order of’ (a name of a new bill
holder follows with the date and signature of an endorser) or “pay instead of me”.

The bill’s credibility could be enforced by an aval — a guarantee of an exchange bill. A party
which issued it — avalist (as a rule a bank) accepts responsibility for the bill’s commitments
execution from a bill drawer’s (endorser’s) side. An aval could be drawn in a kind of a note on a
bill or on an additional page (allonge).

Under the article 83 of the Law “About the circulation of bills in the Republic of
Kazakhstan” dated from April 28, 1997 the discount houses (banks) can perform the following
kinds of operations with the bills of exchange:

e the bills for collection acceptance;

e the bills discounting and avalization;

e the bills settlement by a payer services rendering and the domiciled bills settlement;
o the bills acceptance in the order of mediation.

All the above listed operations are executed by the commercial banks under a licence issued
by the Committee for the control and supervision of financial market and financial organizations
of the national bank of Republic of Kazakhstan.



The transition toward a market economy of Kazakhstan conditioned the return to an
economic turnover of many financial instruments which were not in demand in the period of
planned economy but are widely used in the modern economically developed countries. One of
these instruments is a bill of exchange.

If compare the development of bank operations with the bills of exchange in the beginning of
90" of the last century and their today’s station it could be noted that nowadays the volume of
these operations widely increased though it leaves much to be desired.

If in the beginning and middle of 90" of the XX™ century the banks almost did not use the
bills but in the end of 90" and the beginning of 2000 there were some activity in this sector of
banking services. The most widespread bills’ operations today are discount, rediscount, avalizing
of bills. The main reason of the bills of exchange market activation of the country was the
development and implementation of the row of legislative acts concerning the bills of exchange
turnover:

1. The second-tier banks rules for conducting of transactions with bills of exchange and
promissory bills approved by a decision of the board of directors of the National Bank of
the Republic of Kazakhstan dated from November 15, 1999 Ne397.

2. The bills of exchange accounting rules of the second-tier banks of the Republic of
Kazakhstan approved by a decision of the board of directors of the National Bank of the
Republic of Kazakhstan dated from November 15, 1999 Ne396.

3. The rules of rediscount of bills by the National Bank approved by a decision of the board
of directors of the National Bank of the Republic of Kazakhstan dated from November
15, 1999 Ne395.

4. The policy and procedure for rediscount of bills of the National Bank of Kazakhstan
approved by a decision of the board of directors of the National Bank of the Republic of
Kazakhstan dated from March 21, 2000 Nel11.

5. The instruction on the financial analysis the bills’ emitters and the limits determination
of the bills rediscount approved by a decision of the board of directors of the National
Bank of the Republic of Kazakhstan dated from March 16, 2000 Ne96.

6. The Law “About the cost of stamping in regard to the bills of exchange and promissory

bills in the Republic of Kazakhstan” dated from December 15, 2000 Ne122-11 (repealed).

Cheque is a due form financial document containing an ultimate order of an account owner
in a loan institution about a payment to a cheque holder a definit sum of money. Initially the
cheques appered in the XVI-XVII centyries in the Great Britain and Holland.

There are three different types of cheques: an order check which is untransferable issued to a
person by name; a bearer cheque not indexed by name; an order cheque issued to a certain
person but with the right of disposal by endorsement.

In Kazakhstan the cheques issue, circulation and payment is performed on the basis of the
following normative legal documents: the Law of the Republic of Kazakhstan dated from July
29, 1998 Ne237-1 “About the payments and money transfers”; “The rules of cheques application
on the territory of the Republic of Kazakhstan” dated from December 5, 1998 Ne266; and the
National Bank of the Republic of Kazakhstan board of directors decision dated from April 25,
2000 Nel179 “About the regulations adoption of the financial instruments application, the wire
transfers execution and remissions on the territory of the Republic of Kazakhstan”.

According to these laws and regulations in Kazakhstan could be issued the following types of
cheques:

e A covered check supplied with a deposit preliminary placed by a cheque drawer to an

account;

¢ An uncovered cheque without sufficient funds. The cheques can contain a bank guarantee

to their payment including according to the uncovered cheques.

A cheque drawing is a mean of payment which is performed by means of a payment
document issue by a cheque drawer to a cheque holder. A cheque issue is not a monetary
obligation fulfilment by a cheque drawer for which such cheque was drawn.



The fulfilment of such obligation happens in the moment of a cheque money receipt. The
rights and obligations of a cheque drawer and bank in regard to a cheque application are based
on an agreement about the cheques application between the cheque drawer and bank. The right
of a cheque holder appears in the moment of a cheque receipt from a cheque drawer.

A cheque holder receives a right of a cash claim to the bank of a cheque drawer in amount
indicated in cheque. The bank of a cheque drawer pays a cheque presented by a cheque holder or
reasonably dishonors it in the terms prescribed by the laws and regulations of the National Bank
of the Republic of Kazakhstan.

By means of electronic money, i.e. on the basis of paperless carriers in the form of electronic
signals a vast majority of interbank transactions is exercised. The advanced technologies
transition created the conditions for the paper cheques and cheque books change on the credit
cards with the electronic microcircuits. The credit cards are widely used in the sphere of different
trades and services.

The study about the electronic money as a type of credit money is necessary to carry over by
a separate matter because this theme is quite new and wide thus requires the more detailed
consideration.

4. Electronic money

The banking system computerization in the beginning of 60s of the last century gave an
opportunity to begin the usage of plastic cards. Electronic money is the monetary units
electronically kept on the facilities (plastic cards) which are at the disposal of owners.

The basic elements of the electronic money system are the automated clearing houses
(ACH), the systems of automated cashiers (electronic booking offices and cash machines) and
terminals set in the points of purchase. The electronic money emission is carried out by the bank
which serves the plastic card owner. In one case the emission is provided by the monetary means
which are kept on the owner’s account of the bank and the cost of a commodity immediately
debits. And in the other the bank emits electronic money by client’s crediting and allows a
plastic card holder to postpone payment of goods and services purchase.

Notwithstanding that plastic cards were widely used in the World beginning from 60s of the
XX™ century in Kazakhstan the market of plastic cards began to develop only in 1993 from the
National interbank system of electronic cards foundation with the usage of microprocessing debit
and credit cards on the basis of electronic wallets conception.

The realization of electronic wallet conception is not provided in its “pure” form, i.e. before
the payments settlement but as follows money discounted on the clients’ microprocessing cards
actually stays in bank on the clients’ current accounts consequently allowing accumulating it in
the banking system. The population receives an opportunity to make payments for goods and
services in any place of the Republic of Kazakhstan and regardless of what bank serves the card
holder.

The following laws and regulations make a legal framework of plastic cards functioning on
the territory of Kazakhstan:

1. The National Bank of the Republic of Kazakhstan board of directors’ decision dated from
August 24, 2000 Ne331 “About the regulations adoption of payment cards issue and
application in the Republic of Kazakhstan”.

2. The National Bank of the Republic of Kazakhstan board of directors’ decision dated from
July 2, 2002 Ne713 “About the programme establishment of the National interbank
system of payment cards on the basis of microprocessing cards development”.

3. The National Bank of the Republic of Kazakhstan board of directors’ decision dated from
December 23, 2002 Ne510 “About the regulations adoption of the National interbank
system of payment cards on the basis of microprocessing cards functioning”.

For the first time the cash machines were implemented by several commercial banks
in 1997. In the end of 2002 in Kazakhstan 702 cash machines functioned whereby their



quantity grew on 30% against 2001. To the beginning of 2010 6956 cash machines
functioned already.

As on July 1, 2009 there are 19 banks and Kazpost JSC which perform plastic cards issue
indeed. And the second-tier banks issue plastic cards of local systems: Altyn Card (Halyk Bank
of Kazakhstan, JSC and ATF Bank, JSC); SmartAlemCard (BTA Bank, JSC); the local card of
Citibank Kazakhstan (Citibank Kazakhstan, JSC) and TemirCard (BTA Bank, JSC, Temirbank,
JSC).

Besides Kazakh banks issue and distribute payment cards of international systems: VISA
International, Europay International, American Express International, China Union Pay and
Diners Club International.

For the last five years the development of plastic cards in Kazakhstan became one of the
most dynamically developing financial instruments of cashless settlement and credit money
formes.

The 1% table shows that beginning from 2004 till July of 2009 all the other indexes of plastic
cards market development in our Republic grew. Thus the circulated cards quantity for the
analyzed period increased on more than 5 million items or by 4 times and ran at 7039.7 thousand
items, consequently the average monthly balance on the cards’ accounts against the beginning of
2006 on 63124.4 million tenge.

Table -1. The plastic cards market development indexes in Kazakhstan

01.01.04 | 01.01.05 | 01.01.06 01.01.0 01.01. 01.01.09 1.01.10
Index 7 08
The quantity of cards 1928,9 2359,3 3215,1 4100,8 56,016 7173,0 7614,6
in circulation (thousands
of items) incl.:
- local systems 343,0 298,6 416,0 191,8 202,1 181,3 158,0
- international systems 1585,9 2060,7 2799,1 3909,0 5413,9 6991,7 7456,5
incl..
Visa International 1317,7, 1639,1 2230,2 3139,0 4172,5 5612,6 6046,0
Europay International 267,8 421,2 568,4 769,5 1239,7 1372,8 1402,5
The quantity of cards 1896,1 2274,5 3075,3 3932,5 5334,7 6642,6 7135,7
holders  (thousands  of
items) incl.:
- local systems 336,4 267,0 388,0 182,5 1915 150,9 150,2
- international systems 1559,6 2007,5 2687,3 3750,0 5143,2 6419,8 6985,5
incl..
Visa International 1297,1 1598,9 2126,9 2998,2 3939,9 5185,4 5627,8
Europay International 262,2 408,3 560,1 751,5 1201,8 1300,3 1349,9
The quantity of used 1352,5 1437,7 19314 2420,6 2971,1 3218,7 3694,4
cards (thousands of items)
incl.:
- local systems 200,9 147,1 182,9 106,6 107,8 54,9 91,0
- international systems 1151,6 1290,6 1748,5 2313,9 2863,3 3163,8 3603,4
incl.:
Visa International 969,2 1027,5 1402,6 1894,0 2191,3 2476,3 2835,9
Europay International 182,2 263,0 345,8 419,7 671,2 684,4 763,1
The quantity of POS 4215 4211 7050 10833 16412 20442 22913
machines (items) incl.:
- in trade enterprises 2639 2708 5312 8606 13143 16325 18445
- in banks 1576 1503 1738 2227 3269 4117 4468




The quality of 1993 1611 143 1317 1033 883 831
imprinters (items) incl.:
- in trade enterprises - 761 707 638 592 480 441
- in banks - 850 728 679 441 403 390
The quantity of cash 875 1124 1692 2267 4364 6234
machines (items) 6956
The quantity of trade 2183 2354 3426 5338 7391 9030
enterprises (items) 10089
The average monthly] - - 47607,0 59933,1| 81135,8 1117242
balances on the cards’ 120381
accounts (millions of tenge) ,8

As on January 1, 2010 banks issued 7.6 millions of payment cards and the quantity of these
cards holders reached 7.1 million people (against the analogue period of 2009 — growth on 6.5
and 7,0% consequently). The most widely-spread payment cards are cards of international
systems, their share reached 97.1%, local systems — 2.1%.

In December, 2009 the transaction volumes with payment cards usage of the Kazakhstans
emitters composed 300.6 billion tenge (the growth in compare with December, 2008 composed
18.4%). The transactions’ quantity for December, 2009 reached 12.6 million and increased
against December, 2008 to 14.1%. Whereby the growth of wire transfers quantity reached 23.8%
(2.2 million transactions) and the quantity of cash withdrawal operations — 12.2% (10.3 million
transactions).

Plastic cards are manufactured from a special plastic and basically have a standard size:
2.125"x3.375" (about 53.9x85.6 mm.) and width — 0.039 (~ 0.76 mm.).

Plastic cards can be classified according to a variety of parameters. One of the main is an
intended purpose. Cards can be devided on banking (sometimes they are called payment) and
nonbanking (identification, club and discount).

Banking cards are supposed to be issued and used for performing of banking operations:
opening of the accounts, settlement and cash services, currency trading, etc. Such card is a long
service result of banking system of payment mechanism improvement and an integral feature of
a modern human.

This card contains the following information: on the front the name of holder, number, term
of validity, emitting bank logotype and payment system logotype are recorded. Some cards have
a hologram either as one of protective means from forgery and on the back side of card there are
a place for holder’s signature, magnetic stripe, sometimes holder’s photo and logotypes of cash
machines’ net where a card could be cashed.

Card’s number consists of 16 figures: the first six figures are an emitting bank code (Issuing
Bank), the following nine figures are a banking card number (a number of card-account) and the
last figure is confirming.

Payment card is a personalized payment instrument which offers its holder a possibility of
cashless payment for goods and/or services and of encashment in the bank’s divisions (branches)
and in the banking cash machines. The trade/service enterprises and bank divisions which accept
the cards form a net of servicing points (or receiving network).

As electronic data storage device payment cards are divided on cards with magnetic stripes
and cards with chips (microcircuits). The first are called magstripes and the second — smart cards
or chip cards.

Cards with magnetic stripes have magnetic stripes on the back side which keep data
including card’s number (banking current account), name of a holder, date of expiry (VISA,
EUROCARD, MASTERCARD). Magnetic stripe doesn’t contain an information about the
holder’s account status.

When card “passes through” a point-of-sale terminal it reads out a number of holder’s
banking account from a magnetic stripe after that the terminal connects to a banking processing




center in order to receive a confirmation about the required sum availability. Otherwise speaking
the bank’s permission of an emitter is requested to perform an operation using this card.

Bank’s permission to perform an operation by means of banking card which constitutes
bank’s obligation to transfer money according to settlement document drawn with its help is
called authorisation. Upon the bank’s permission receipt a point-of-sale terminal prints a slip (a
special trade check) in three copies: one for buyer, second stays in trade enterprise and third
should be sent to bank for payment. On the basis of presented slip the bank debits the card’s
holder account and transfers money to the trade enterprise account.

Integrated circuit card (smart card) — memory card. Instead of magnetic stripe it has a built
in microcircuit (microprocessor) which itself keeps an information about holder’s banking
account current status and confirms availability (or absence) of required sum. As a result the
speed of such cards authorization in passing through a terminal station is much higher — 5-10
seconds. Their information capacity is much bigger than the cards with magnetic stripes have but
they are more expensive.

One of modifications of smart cards is “an electronic wallet”. The conception of its creation
is quite new and only high-powered card systems make its issue. Unlike the common plastic
cards the electronic wallets are not linked to the client’s current banking account absolutely. It is
“charged” on a definite sum of money thus the settlements made with its help do not require any
authorization.

During an electronic wallet purchase in bank in the form of a definite type of card it is
“empty”. It could be purchased by a some money place to a common account which wouldn’t be
refilled before the full write-off this sum. This sum is an amount of an electronic wallet’s
“charge”, i.e. this sum is at holder’s disposal during the purchases of goods and services. When
the sum will be exhausted an electronic wallet could be “charged” again.

As can be seen from the above it plays role of a sort of a money vault electronically. Due to
its limited capacity its loss doesn’t result any heavy losses thus it doesn’t require any costly
systems of protection and holder identification, i.e. it is anonymous.

Nowadays magnetic cards are most popular. But experts say that smart cards are future.
Recently a substantial increase of exactly this type of cards usage as a mean of payment is
observed.

Cards could be separated according to identification information spread method (card holder
name, number, term of validity, etc.). These data could be inserted by an embossed print
(pressed) by a special machine (embosser) and this card is called embossed.

On non-embossed cards this information is burned out and as a rule such cards are intended
only for an electronic usage.

According to the functional characteristics banking cards are separated on credit cards and
debit cards. Credit card allows its holder to receive a definite credit during the payments for
goods or services the cost of which is higher than a bank account balance pegged to the card
(card account).

The debit card owner can make payments for the purchased goods and services and to cash it
in the cash machines only up to the amount available on the card account. In the USA the credit
cards prevail, in Kazakhstan — debit cards which consist the bigger part of all payment cards.

Both credit and debit cards can be individual and corporate. The individual cards (Customer
cards) are issued only to private persons and corporate —only to companies (enterprises).

Corporate card is linked to a companies’ account and can be issued only on a companies’
employee for payment of expenses coming from his business activity and official trips.

In a frame of cards classification on individual and corporate to a separate type the family
cards could be divided. They are issued as individual only to private persons but also as
corporate could be issued separately for every family member of a card account owner. Family
cards in some specified sense are analogue to corporate — the right of making payments under the
fixed limits is allowed to the card’s holder family members. Whereby the additional users are
supplied with separate personalized cards.



Banking cards could be either separated according to payment systems or Card Associations
in frames of which services are rendered. The most widely spread in the world are the cards of
the following systems: VISA, EuroCard/MasterCard and American Express (AMEX). One card
could be supported and served only by one payment system.

One more type of cards issued in the frame of payment systems is electronic cards. Many
payment systems have them. In VISA for example it is VISA Electron, in MasterCard — Maestro.
As was mentioned before such cards are non-embossed and intended only for electronic
application. They could be cashed in cash machines and used for making payments for the goods
and services purchased in the points of sale equipped with special electronic terminals. There are
electronic cards which are intended only for getting cash money in cash machines, for example
in MasterCard system the card Cirrus.

Virtual money is a special type of electronic money and its appearance is linked to the
Internet opportunities. Nowadays there are a vast number of different services rendered in the
Internet and paid by cybercash.

Thus it is possible to make shopping in the cybershops, to visit a cyber casino, to take up the
shares, to use the analytical information, to get the consulting services, etc. For the goods and
services payments via Internet there are some cyber payments systems intended for quick and
secure settlements between the numerous of users. Money in these systems are represented by
digits, thus it is called digital money.

Digital money could be kept on a computer hard drive or on a memory of smart cards
(microprocessing plastic cards). The emission of digital money is also performed by bank which
serves the cyber payment system. The issued digital money are provided by the means kept on
the client’s banking account. Special security measures and tariff policy make the usage of these
cards cost effective and reliable.

Nowadays throughout the entire world the co-branded plastic cards are very popular.
Recently they are actively implementing into the CIS countries. Co-branded credit and
depositary cards are the cards issued by banks and some companies collaboratively. They allow
not only making payments of the goods and services but either give an opportunity to receive
discounts and bonuses form a company-partner of the bank.

Abroad the co-brands constitute the best part of all plastic cards. Thus in Europe every fifth
card is co-branded and in USA — every second.

The most successful and numerous cards are the cards which are issued in cooperation with
the gross trade networks and supermarkets, they consist about 60% of all the co-brands in the
world. On the second place are the projects with the airline companies (about 10%), then the
projects with the petrol station chains and cellular service providers follow (5% of each).

The most attractive in such cards for consumers is “cashback” — bonuses calculation for each
purchase, usually it is 1-2% from the goods cost. The amount accrues gradually and in the end of
the year the client can get it.

As to the co-brands with the airline companies here the client gets not only a money interest
but the bonus miles either which in following can allow to get a free of charge ticket, to upgrade
a service class or to book a hotel room.

Such projects require a heavy spending, large marketing work and motivation of both sides.
It is not enough only to issue the card, it is necessary to implement it into the market actively.
Herein it should be noted that the usage of co-branded plastic cards is very profitable form of
sales. According to the statistics the turnover of these cards in the sales and service networks is
on 30% higher than of common.

The most perspective sphere in Kazakhstan is telecommunications because nowadays the
cellular service providers have one of the most numerous clients base, because today the mobile
phones are available for almost all.

The comprehension questions



List the types of metal money circulation.

What three kinds of bimetallism do you know?

Explore the meaning and name the types of gold monometallism.
Explain the meaning of paper money and tell about their evolution.
What kinds of credit money do you know?
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