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Exploring the Relationship between Economiciindicators, Investor Distrust,
and Stock Market Volatility: casesstudy of the:dlKASE index dynamics

Abstract

Object: The aim of the article is to investigate theyrelationship between investor distrust and the overall financial
stability of the Kazakhstan Stock Exchange (KASE) through a ecomprehensive analysis of qualitative and quantitative
methods.

Methods: Qualitative analysis involves examining the activities of KASE and investor relations practices, while
quantitative analysis employs regression modeling to explore the impact of macroeconomic factors on KASE index
volatility.

Findings: In the research varying/levels of investor engagement and investor relations activities in Kazakhstan
were revealed with significant correlations between macroeconomic indicators such as inflation, unemployment, GDP,
and KASE index volatility. Results indicaterthat while inflation and GDP have limited impact, unemployment signifi-
cantly influences market volatilitypleadingyto the fact that investors less actively participate in the market activities in
terms of poor economic conditions.

Conclusions: Insufficient investor confidence, influenced by macroeconomic conditions and financial literacy,
hinders the growth ofithe stock market. Building trust among investors requires transparent regulations, effective gov-
ernance, and investor education‘initiatives to foster market participation and development.

Keywords: stockimarket index volatility, investor distrust, stock market, bank-based theory, market based theory,
IR (investorrelation), macroeconomic factors.

Intreduction

The significance of the relationship between investors and issuers lies in its pivotal role within financial
markets. This relationship serves as the foundation for the allocation of capital and the functioning of the
economy as a whole. Investors provide crucial funds to issuers, allowing them to pursue their business objec-
tives, while issuers offer investment opportunities that enable investors to generate returns. Additionally, a
strong relationship fosters transparency, accountability, and confidence, essential elements for efficient mar-
ket operations. Moreover, this connection influences market dynamics, impacting pricing, liquidity, and
overall market stability. Thus, understanding and nurturing the relationship between investors and issuers is
fundamental for sustaining healthy financial markets and promoting economic growth (Choi, 2000).

In financial market, there are two fundamental theories, according to which the country’s economy op-
erates: bank-based and market-based. The bank-based theory argues that the banking system, especially in
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early-stage economies, plays a more significant role in fostering economic growth and development com-
pared to markets. This perspective challenges the efficiency of markets on several fronts. Firstly, insiders,
who possess greater knowledge about companies, are more responsive within the banking system. Secondly,
the ease of entry and exit in the stock market diminishes shareholders' concerns over managerial decisions, as
they can readily divest from one company and invest in another. This theory underscores both the advantages
and drawbacks of the financial system, emphasizing the positive impact banks have on economic growth and
development. Contrarily, the market-based theory suggests that over time, market systems are more condu-
cive to economic progress. From this viewpoint, the external environment, rather than internal traits, largely
influences the success of an organization. Investor distrust may arise in developing countries due to the prev-
alence of the bank-based theory, which posits that banks are more effective drivers of economic growth in
such contexts (Levine, 2002).

Literature Review

The stock market in Kazakhstan is viewed as one of the biggest and the oldest onges. The number of is-
suers and investors rose gradually during the years. However, the stock market is still considered weak due
to the fact that there is a lack of liquid financial instruments on the market. In additiony lowaliquidity is oc-
curred due to the issuers, who do not want to be publicly traded (Niyazbekova, 2014; @markhanova et al.,
2016). As, the financial crisis has been a history, some authors highlight the necessity tobuild strong rela-
tions between financial community and issuers. As Laskin notes, Investor Relation (IR) is considered as a
vital tool for the communication between financial market participants and’companies (issuers) as well. Be-
low, we demonstrate the relation building process with the help of IR instruments (Laskin, 2011) (Fig. 1).
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Figure 1. IR instruments
Note — compiled by the author based on (Bushee, Miller, 2012)

The definition provided by the National Investor Relations Institute (NIRI) offers a comprehensive un-
derstanding of investor relations, emphasizing its,strategic nature and the integration of various disciplines
such as finance, communication, marketing, and securities law compliance. While the concept of trust is not
explicitly mentioned in this definition, it is implicitlytembedded within the notion of “effective two-way
communication” and the goal of achieving “fair valuation” of a company's securities (McGuinness, 1993;
NIRI, 2017). Trust forms the foundation«of effective communication between a company and its stakehold-
ers, including investors. Without trusteommunication channels may be strained or ineffective, hindering the
flow of information and potentially affecting the valuation of a company's securities. Investors rely on trans-
parent and trustworthy communication, from companies to make informed decisions about their investments.
Furthermore, the concept of “fair valuation” implies a perception of fairness and reliability in the assessment
of a company's worth. Trust plays a crucial role in this process, as investors must trust the information pro-
vided by the company and'believe that the valuation reflects an accurate representation of its financial health
and prospects. In“essence, while the term “trust” may not be explicitly stated in the definition provided by
NIRI, it underpins the .core"principles of investor relations, effective communication, and the fair valuation of
a company's securities (NIRI, 2017).

Methods

In this research, we employ both qualitative and quantitative method to analyze the activities of the Ka-
zakhstan Stock Exchange (KASE) over past periods. The primary objective is to investigate the relationship
between investor distrust and the overall financial stability of the stock market.

According to the qualitative analysis, we can take the research of Karolyi et al. (2020). To quantify the
breadth of IR activities across these subcategories, the authors created an additive IR index, known as the
Total index. This index aggregates responses from survey questions related to each subcategory, with re-
sponses coded numerically as 1 or 0.

Through the analysis of the historical data on KASE activities, which include trading volumes, market
indices, volatility measures, and investor sentiment indicators, we seek to discover the patterns and correla-
tions that led to the dynamics between investor distrust and market stability. Through the assistance of the
statistical analysis and econometric construction, we in this research try to give an insight into the investors’
distrust and its effect on the stock market resilience in the Republic of Kazakhstan. Nowadays, the KASE
market is offering a range of different services to private investors, like selling and buying securities or other
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types of financial instruments. KASE, in today's world, does not only facilitate trading with stocks and
bonds, but also that of investment funds instruments, bonds of international financial organizations, and even
the government securities. Besides these, “conventional” types of securities, stock market gives you the op-
portunities to do with the REPO, which is safer and the reason why the investors trust each other. Nonethe-
less, as Gorton et al. (2020) have shown, such transactions are the ones that enable the investors to buy or
sell the securities with the contingency to re-purchase or to re-sell them in a certain period at some very spe-
cific price.

The derivatives market is also envisioned to be the most appealing one for Kazakhstani investors. This
market is based on the contracts of the securities such as commodities, etc. Futures are the most popular con-
tracts that let the producers provide a certain amount of the underlying assets in a particular time frame and
at a particular price. There is a number of securities of the KASE index that have already been traded in the
futures market. Since, Kazakhstani stock market is still considered as a developing market, such kind\of con-
tracts assist the transmission of transactions and increase trust among the private investors. . Amaong the ad-
vantages, the examples of risk management, capital raising and short-term deals (since most‘transactions take
place in a money market) are worth mentioning. These benefits are extremely crucial for thexgaining of
popularity and financial trust in the Kazakhstani stock exchange.

Besides, the KASE stock market provides services to issuers, such as the listing,:the initial public offers
(IPOs), and the securities placement. For a company interested in enhancing the @ttractiveness of its financial
assets on the Kazakhstan stock market, it must undergo the listing process withy)lKASE. Following the listing
process, the company gains the opportunity to conduct both public and private plagements of securities, facil-
itating the inflow of long-term capital and fostering company development. Listing also grants permanent
access to the capital market. Specialized trades are employed for the placement, sale, redemption, and pur-
chase of financial instruments. Specialized trades can be conducted in single or multiple iterations according
to the preferences of the seller or buyer. Additional flotation.of,securities to be placed in specialized trades
can only be traded on the day of the auction. An IPO involves the'sale of shares to the general public on the
stock market. It represents a significant step for any company. seeking to diversify its sources of financing.
While not every company can afford to go public due to'the associated costs and prestige, an IPO has nu-
merous long-term benefits that outweigh the initiahfinancial investment. Ultimately, the primary goal of an
IPO is to raise capital for the company's expansion or.the.creation of infrastructure, making it a pivotal mile-
stone in the company's growth trajectory (Kabasova et al., 2017).
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Figure 2. Trading volume on KASE (in USD min)
Note — compiled by the author based on (KASE shareholder reports, 2023)

Based on the provided data, we can observe the trading volumes for different financial instruments on
the Kazakhstan Stock Exchange over the years. Bonds have consistently had high trading volumes, indicat-
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ing that they are popular among investors. The trading volume for bonds has increased steadily from 2018 to
2023. Government securities also have significant trading volumes, with an increasing trend over the years,
while REPO transactions have shown notable trading volumes, with a fluctuating pattern over the years but
generally maintaining a significant presence. On the other hand, the trading volume for stocks has been com-
paratively lower throughout the years, indicating that investors may have more trust in debt securities such as
bonds and government securities.

Results

As Karolyi et al. (2020) stated, the average answer to a certain problem is the same for all the firms, and
the firms are given a value of 1 if their answer is above the median, and 0 otherwise. The IR index has a
broad methodology that comprises of the questionnaire (which consists of 71 mandatory and optional ques-
tions) that are divided in different categories, thus the survey can evaluate the particular investors' perfor-
mance in the company. The Total Index is an all-inclusive evaluation of the corporate IR performance of the
companies, which includes their global market interaction, participants intermediaries,sinvestors, communi-
cation policies and ESG initiative. The results of the study of investor relations (IR) in Kazakhstan show dif-
ferent levels of involvement in various parts of the operations of IR. An all-inclusive index, which'is the sum
of scores by subcategory, gives a holistic picture of the country's IR landscape. Infregardato the global in-
volvement, Kazakhstani companies show a mixed level of participation with a value of 0.37. Although there
is a certain presence of the country in the global markets, the level of coverage may not be as pronounced as
other countries. The sub group of the intermediaries is shown to be highly engaged with an indicator of 0.50.
This implies active participation in conferences, striving for listing on.various exchanges, interaction with
analysts and brokers to disseminate information and attract investments. However, direct interaction with
investors appears to be minimal, with an indicator of 0.00. Kazakhstani. firms may have limited initiatives in
holding private meetings or other measures to directly meet the information needs of investors. As for the
communication policy, there is some compliance, but the level ofiimplementation is modest, as evidenced by
the indicator of 0.20. This suggests that although some firms provide guidance to financial markets, the scale
may vary.

As, nowadays, ESG is becoming more and mere important for investors, Kazakhstani companies started
to be moderately engaged with ESG initiatives. The score of 0.35-0.37 indicate these efforts, as the compa-
nies, nowadays, actively promote social responsibility,“environmental and governance issues. Such results
reveal a variety of public relations and highlight the strong efforts in terms of engagement with ESG initia-
tives and potential improvement areas. ASdirect investor engagement and policy implementations. Kazakh-
stani’s market specific characteristicsa€quires careful consideration for the IR practices improvement.
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Figure 3. Volatility of KASE index and macroeconomic factors
Note — compiled by the author based on (KASE shareholder reports, 2023)
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The second part of the paper is to provide a quantitative analysis. As, Kazakhstan is a bank-based econ-
omy, we apply such variables as inflation and employment, which are directly dependent on the debt-burden
and interest rates. We consider two main factors that lead to the investors’ distrust, as financial illiteracy and
poor macroeconomic conditions within the country. Volatility of the economic indicators along with the lack
of knowledge in financial markets are associated with the possible risks, leading to potential investors’ anx-
iety. Developed econometric model includes such variables as unemployment, GDP (in log, which is used
for data stabilization), inflation rate (Tibshirani, 1988). The variables have been observed throughout 20
years. The dynamics in macroeconomic variables lead to the immediate response of KASE index.

We identified that there was a rolling coaster in inflation, varying from 17,1 % in 2008, then dropping to
5,1 % in 2012. This indicates that KASE index is closely related to inflation rates, showing positive relation-
ship between the variables, higher inflation rate leads to lower KASE index, leading to its uncertainty and

highest volatility.
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Figure 4. Correlation matrix between variables
Note — compiled by the author based on (KASE shareholder reperts, 2023)

Correlation matrix is performed in ordernto show the relation between KASE index with other factors.
As we can see, there is a stable relation between KASE index and unemployment rate, meaning that the in-
crease in unemployment rate leads to an increase in KASE volatility. However, the correlation of KASE and
GDP shows the inverse relation, increase’in GDP leads to a decrease in volatility of the index, leading to its
stability on the market and potential investors’ trust (Patatoukas, 2021).

FASE Inflation

A : I
5. | J 1
3 | ¥ 1

3
)
2{ '

TUnemployment coRln

Figure 5. Macroeconomic variables volatility 20022022
Note — compiled by the author based on (World Bank Data)
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Based on the graph provided, there appears to be a potential positive and negative relationship between
inflation, unemployment, and volatility in the KASE index. However, the relationship with GDP is less clear
and may depend on various other factors influencing the stock market. In order to analyze the impact of mac-
roeconomic factors on the KASE index, we construct the multiple linear regression model:

KASE (indexvolatility) = b0 + b1GDP + b2Inflation + b3UnEmp + ¢, (1),

where, GDP — gross domestic product for the period of twenty years (yearly data);
Inflation and Unemp — Inflation and unemployement of the Republic of Kazakhstan from 2002-2022
(yearly basis).

Table. OLS, observations from 2002—2022 were used. (T = 21). Dependent variable: KASE

Variables under observation Coefficient Std.error t-statistics p-value
Inflation 0,270199 0,938072 0,2880 0;7.766
Unemployment 9,35146 1,62966 5,738 <0,0001***

GDPIn —1,07101 0,479343 —2,234 0,0384**

F statistics 2,01e-09

R squared 0,624470

*p<.05, ** p<.01, *** p<.001

Note — compiled by the author based on (KASE shareholder reports, 2023; World Bank Data)

For every one-unit increase in Inflation, the KASE index volatility<increases by approximately
0.270199 units. Increase in Unemployment, the KASE index volatilitydincreases by approximately 9.35146
units, while for every one-unit increase in GDPIn, the KASE_.index volatility decreases by approximately
1.07101 units. The model results suggest that Inflation, Unemploymentpand GDPIn are significant predictors
of KASE index volatility, with Unemployment having the strongestiimpact followed by GDPIn, while Infla-
tion does not appear to have a significant effect.

Discussions

Through rigorous analysis, we aim to quantify the relationships between these factors and the KASE
index, offering valuable insights into investor attitudes and market behavior. The intersection of economic
indicators, financial literacy, and macroeconomic conditions underscores the underlying reasons for distrust
toward the stock market in Kazakhstan. Thraugh our modeling efforts, we seek to better understand these
dynamics and work towards building trustand confidence in the financial markets.

As it is seen in the Table, all three.analyzed indicators: Inflation, Unemployment and GDPIn are con-
sidered as important forecasters of the volatility of the KASE index. Unemployment has the greatest impact,
followed by GDPIn. However, actording to the results of the model, inflation does not seem to have a statis-
tically significant effect on the volatility of the KASE index.

As for the quantitative’study of investor relations (IR), the authors face problems due to the lack of time
series data for the same_ firms; which makes it difficult to analyze changes within firms over time. However,
we are less concerned about thespotential cognitive biases resulting from repeated surveys of the same firms.
In addition, the survey. questiens change from year to year, while the main functions of the IR coincide only
partially. This deliberate,change is aimed at identifying new trends in international relations and requires
changing.issues over time. This variability also helps mitigate potential biases in responses.

Conclusiens

The primary hindrance to the initial growth and development of the stock market often stems from in-
sufficientiinvestor confidence. Without a solid foundation of trust, investors may be reluctant to engage with
the market, leading to stagnant growth and limited development. Building confidence among investors is
crucial for fostering participation and driving the expansion of the stock market. This confidence can be cul-
tivated through transparent regulations, effective governance mechanisms, reliable market infrastructure, and
consistent communication of market performance and opportunities. Additionally, investor education initia-
tives can play a vital role in enhancing understanding and trust in the workings of the stock market, ultimate-
ly paving the way for its growth and advancement.

In summary, this study offers insightful information about the relationship between the KASE volatility
index and key economic indicators such as unemployment and GDP. The correlation analysis highlights a
strong positive correlation between the KASE volatility index and unemployment, indicating that higher lev-
els of unemployment are associated with increased volatility in the KASE index. Conversely, a negative cor-
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relation is observed between GDP and the KASE volatility index, suggesting that higher GDP levels tend to
coincide with decreased volatility in the index, reflecting greater stability in the market.

While the relationship with inflation is not as pronounced, the study identifies years with higher unem-
ployment rates, such as 2002 and 2003, correlating with increased volatility in the KASE index. This implies
that higher unemployment rates may contribute to heightened market uncertainty. On the other hand, the log-
arithm of GDP generally exhibits an upward trend over the years, indicating overall economic growth. High-
er GDP levels typically indicate a healthier economy, potentially leading to lower volatility in the stock mar-
ket. However, fluctuations in GDP growth rates suggest that the relationship between GDP and volatility
may not always be straightforward. Overall, this research provides valuable insights into the interplay be-
tween economic indicators and stock market volatility, shedding light on the factors influencing market dy-
namics in Kazakhstan.
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IKOHOMHKAJIBIK KOpCeTKilTep, MHBeCTOPJIAPAbIH ceHiMci3airi
7K9HE KOP HAPBIFBIHBIH KYObLIMAIBLIBIFBI aPACHIHAAFbI 02l 1aHBICTHI 3epTTeY:
KASE nnaekciHiH ITHHAMHKACBIHBIH MbICAJIbI

AHnoamna:

Maxcamur: MakanaHblH MakcaTbl — camajibl )KoHE CaH/BIK 9/IiCTep/i KeIeH i Tajiay apKbUIbl HHBECTOPIIapAbIH
cenimcizairi meH Kazakcran kop OupskacbiHblH (KASE) airmbl Kap>KbUIBIK TYPaKTBUIBIFBI apachlHAaFbl OaiiaHbICThI
3eprIey.

Ooici: Cananblk Tanaay KASE KpI3MeTiH jxoHe HHBECTOPIapMeH e3apa KapbIM-KaThIHAC TOKIpHOECiH 3epaeneyai
ke3zeini, an caunslk tangay KASE nHIEKCiHIH KyOBIIMaibUIBIFBIHA MaKpPOIKOHOMHUKANBIK (haKTOpIapblH ocepiH
3epTTey YIIiH PEerpecCUsUIbIK MOJCIBACY Ii aiaaHa /b,

Kopvimeinowi: 3eprrey mHOIAINA, XyYMbIcCBABIK, KIO xone KASE wmHOeKCiHIH KyOBUIMANBUIBIEBI CHAKTHI
MaKpO’KOHOMHKAJIBIK KOPCETKILITEp apachIHAAFHI eyl koppensuusaMer KasakcTannarsl HHBECTOPJIApABIH KAaTHICYbI
MEH MHBECTOpJIApMEH OaifylaHbIC >KOHIHIETI KBI3METTIH OpTYpJIi ACHreinepiH aHbIKTansl. HoTmwkesep WHOGIAINS MEeH
KIO-HiH ocepi miexTeyini OONFaHBIMEH, JKYMBICCHI3IBIK HAPHIKTHIH KYOBUIMANBUIBIFBIHA aHTapIbIKTAl ocep eTEeTiHiH
KepceTeni, Oyl HMHBECTOpJIApABIH HaIlap 3KOHOMHUKAJBIK JKaraaiilapia HapBIKTBIK KbI3METKe{a3blpak, KaThICYbIHA
oKeJesl.

Tyorcoipoivoama: ~ MaKpOOKOHOMUKAJIBIK — JKaFjaiiap MEH  KapKbUIBIK — CayaTThUIBIKTaH  TYBIHAAraH
WHBECTOPJIAPIBIH JKETKUIIKCI3 CEHIMi KOp HAapbIFBIHBIH OCYIH TEXel OThIp. HBECTOpPHAap apachlHOa CeHiM/i
KaJIBINTACTBIPY HApbIKKAa KAThICy MEH JaMyJbl BIHTAJIAHABIPY YILIIH allblK peTTeydl, THIMAI Oackapyabl KoHE
WHBECTOPJIAP/IBI OKBITY OacTaMallapblH Tanam eTel.

Kinm ce30ep: xop HapbIFbl MHACKCIHIH KYOBUIMAaJBUIBIFBI, WHBECTOpJIAPFal CEHIMCI3IIK, KOp HApbIFbl, GaHK
TEOPUSICHI, HAPBIK TEOPHACH], IR (MHBECTOPIIBIK KaTHIHACTAP), MAKPOIKOHOMHKAIBIK (BaKTopIiap.
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HccnegoBanne B3anMOCBA3H 9KOHOMUYECKHUX NOKa3aTesIel, He/loBepUsl HHBECTOPOB
U BOJIATHJIHHOCTH (OHAOBOT0 PHIHKA: MpUMep IMHAMUKH nHAekca KASE

Annomayus:

Lenv: 1lenvio MaHHOW CTATBU SBIISETCS UCCIENIOBAHUE B3aMMOCBSI3M MEXIy HEIOBEPHEM WHBECTOPOB M OOIIEi
¢uHaHCcOBOM cradbmibHOCTHIO Ka3axcranckoit ponmoroii oupxu (KASE) mocpecTBOM KOMILICKCHOTO aHaImM3a Kaue-
CTBCHHBIMHU U KOJIMYECTBEHHbBIMHN MCTOIaMMU.

Memoowi: KauecTBeHHBIMaHAIN3 TIpeIoyiaraeT uzydenue nesatenbHocTH KASE u npakThku B3aMOOTHOIICHHIA
C MHBECTOPAaMH, a KOJIMYCCTBECHHBI aHAIN3 UCTIONB3YeT PErPECCHOHHOE MOJICIIMPOBAHNE IS M3YUCHUS BIUSHUS MaK-
posKkoHOMHUUYecKHX (haKTOPOB Ha BoJaTmiIbHOCTE MHAEKca KASE.

Pezyismameis, ViccnenoBanre BBIIBIIIO PAa3IMYHBIC YPOBHH YYaCTHS MHBECTOPOB M JCATEIFHOCTH IO CBS3SIM C
nHBéCTOpaMy B KazaxcraHe, cO 3HAUYUTENHHON KOppEIAIHeld MEXIy MAaKPOIKOHOMHUYSCKHUMH ITOKA3aTEISIMH, TAKUMHU
Kak wHQIAIM, Oc3padoTuna, BBII n BonatmmsHOCTh HHACKCAa KASE. Pe3ynpTaTsl MOKa3bIBalOT, YTO, XOTS BIHSHUE
nHsnud ¥ BBII orparndeno, 6e3paboTHIIa CYIIECTBEHHO BIHACT HA BONATIIIEHOCTh PBIHKA, YTO MPHBOIHUT K TOMY,
YTO UHBECTOPHI MECHEC aKTUBHO YYaCTBYIOT B pI:-IHO‘IHOﬁ ACATCIIBHOCTU B YCJIIOBUAX TNIOXUX DKOHOMUYECKUX yCJ'IOBI/If/'I.

Bvigoowi: HenoctaTouHoe J10BEepHe MHBECTOPOB, BHI3BAHHOE MAaKPOIKOHOMUYECKHMH YCJIOBUSIMU U (UHAHCOBOM
TPaMOTHOCTBIO, CIEPKUBAET POCT POHIOBOTO PHIHKA. YKpEIUICHHE JOBEPHS CPEAN MHBECTOPOB TPEOYET MPO3pavHOro
perynupoBaHus, 3G(HEKTUBHOTO yNPaBICHUS W MHHUIIMATHB MO OOYYCHHIO WHBECTOPOB ISl COACWCTBHS yUaCTHIO Ha
PBIHKE M €r0 Pa3BUTHIO.

Knrouegvle cnosa: ponatuiibHOCTH MHAEKCAa (POHIOBOTO PBHIHKA, HEIOBEPHE HHBECTOPOB, (POHIOBBIN PBIHOK,
0aHKOBCKas TEOpHsl, ppIHOYHAsI Teopusi, IR (OTHOIIEHMS C MHBECTOPAaMM), MAaKPOIKOHOMUYECKHE (haKTOPHI.
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