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Abstract. The relevance of this study is determined by persistently high and
volatile inflation in Kazakhstan’s economy, which in recent years has increasingly
been shaped by structural and institutional factors. Alongside monetary and external
trade shocks, the structure of trade markups in key sectors of the economy-including
food markets, pharmaceuticals, logistics, and retail trade—plays a significant role in
intensifying inflationary pressure. Under conditions of high import dependence and
market concentration, trade markups act as an independent channel for transmitting
costs into consumer prices and contribute to the formation of sustained inflationary
inertia. The purpose of this study is to provide a comprehensive assessment of the
structure of trade markups in Kazakhstan’s economy and to quantitatively analyze
their impact on consumer inflation dynamics, taking into account sectoral and
macroeconomic factors. 7The methodology is based on structural analysis of price
formation chains, intersectoral comparative analysis, and econometric modeling
using fixed-effects panel regression and a structural vector autoregression (SVAR)
model applied to data for the period 2015-2025. The results demonstrate that trade
markups explain a substantial share of inflationary fluctuations in Kazakhstan, with
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the strongest inflationary effects observed in the food and pharmaceutical sectors.
It is established that the impact of markups on inflation is procyclical and delayed
in nature, with the maximum effect materializing after 2-3 quarters. The practical
significance of the study lies in the applicability of its findings for designing a
comprehensive anti-inflationary policy focused on strengthening competition and
enhancing transparency in price formation chains.

Keywords: inflation, trade markups, price structure, competition, inflationary
inertia, Kazakhstan
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AHHOTamMsA. 3epmmeyodiy ozexminiei KazakcTaH SKOHOMUKACHIHJIA CAKTaJIBIT
OTBHIPFaH JKOFAPhI JKOHE KYOBUIMAITbI MH(ISAIUS eHIeHIMEeH HeT13/1eei, OJ1 COHFbI
KBUIIAPhl KYPBUTBIMIBIK, KOHE WHCTUTYIHOHAIIBIK (DaKTOPIIAP/BIH BIKITATBIMEH
OapraH cailblH KYIIeWin OThIp. MOHETapIBIK JKOHE CHIPTKHI cayla MIOKTapbhIMEH
Karap, a3bIK-TYJIK HapbIFbl, (hapMalleBTHKa, JIOTHCTHKA >OHE O6lIIeK caynia
CUSKTBI DKOHOMHKAaHBIH HETI3TI CEKTOpJApbIHAarbl caylaa YycTeMelepiHiH
KYPBUTBIMBI WHQIIATIMSIIBIK, KBICBIM/TBI aPTTHIPATHIH MaHBI3ABI (JaKTOpFa aifHaITy/a.
HmmopTka KOFapbl TOYENIUTIK TIEH HapBIKTAP/ABIH IIOFBIPIAHYBl JKaFdaibIH/Ia
caya ycreMesepi IbIFbIHAPBIH TYThIHY OaFaiapbeiHa OepiyiHiH qepOec apHachl
peTiHIe KbI3MET aTKaphIl, HHQISAIMSUTBIK WHEPIUSHBIH TYPaKThl KaJbITaCybIHA
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BIKIAN erefi. 3epmmeydiy maxcamsi — KazakcTaH 3KOHOMMKACBIHAAFBI cayna
ycTeMelepiHiH KYPBUIBIMBIH KEIIeHAl Oarayiay >KOHE OJIapAblH CajaliblK KOHE
MaKPO3KOHOMHUKAJBIK (PaKTOpIapabl €CKepe OTBIPHIN, TYTHIHY HHQISIHMACBIHBIH
JMHAMHUKAChIHA 9CEPiH CaHABIK TYPFhIIAH Tanaay. OpicHama 0ara KaJbIlITacThIpy
Ti30eKTepiH KYpbUIBIMABIK TaJIJayFa, canaapajblK CalbICTRIPMalIbl TalAayFa XKoHEe
2015-2025 xpurgap OepexTepi HeriziHae TipKenreH ocepiiepi Oap MaHEeNbIiK
perpeccusi MeH SVAR-Monenbai KoiJaHaTbIH SKOHOMETPHUKAJIBIK MOZIEIbICYTe
cyideneni. 3epmmey Homuocenepi cayna ycremenepinin Kaszakcranmarbl
UHOQISIUAIBIK  ayBITKYJIapAblH €A9ylp OediriH TYCiHIIpeTiHIH, ajl €H >XOFaphl
UHOQISIUAIIBIK 9Cep a3bIK-TYJIIK Tayapiapbl MeH (apMaleBTHKa CErMEHTTEepiHAe
KaJblnTacaTblHbiH - Kepcereni. Cayma ycreMmenepiHiH HMHQISIUMSAFAa  BIKIAJIbI
MPOLMKIAIK KOHE YaKbIT OOHBIHIIA KEeWiHre KaJIbIpbUIFaH CHIIATKA W€ EKeHi
AHBIKTAJIBI, €H JKOFapbl ocep 2—3 TOKCaHHAaH KeiiH Oaikamansl. 3epmmeyoiy
NPAKMUKATLIK MAHbI3bl alIbIHFAH KOPBITHIHABIIAPABI 09CEKENIeCTIKTI KYLIeHTyre
XKOHE Oara KaJBIIITACTHIPY Ti30C€KTEpiHIH AIIBIKTBIFBIH apTTHIpYFa OarbITTallFaH
KEIICHAI aHTUUH(ISIUMSIIBIK —cascaTThl o3ipieyae KOoJAJaHy MYMKiHAIMMeH
alKbIHAJIagbL.
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UHQIAIUAIBIK nHepuus, Kasakcran
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AHHOTAUUSA. AxmyarvHocmy uccredosanus OOYCIOBIEHA COXpaHSIOIEHCs
BBICOKOM M BoNarwibHOW uHOmsueld B sKoHoMHMKe Kazaxcrana, koTopas B
nocjegHue roabl BcE B Oosbliell creneHd (GopMHUpyeTcs MOA BO3ACHCTBHEM
CTPYKTYPHBIX M HMHCTHTYLMOHANBHBIX (akTopoB. Hapsimy ¢ MoHeTapHBIMH U
BHEIIHETOPTOBBIMH IIOKAaMH, CYLIECTBEHHYIO POJb B YCHJICHHU HUH(ISLUOHHOTO
JIaBJICHUS UTPAET CTPYKTYpa TOPrOBBIX HALIEHOK B KIIFOUEBBIX CEKTOpaX YKOHOMHUKH,
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BKJIIOUasi MPOAOBOJIBCTBEHHBIH PBIHOK, (hapMaleBTHKY, JOTHCTHUKY U PO3HUYHYIO
TOPTOBIIO. B yCIIOBUSAX BBICOKOW MMIIOPTO3aBUCUMOCTH M KOHIIEHTPALIMU PHIHKOB
HAIleHKH BBICTYNAIOT CaMOCTOSTEIbHBIM KaHAJIOM TPAHCISIOUM H3ICPKEK B
NOTPEOUTENbCKIE LEHBI U (POPMUPYIOT YCTOHUUBYIO MHOISILMOHHYIO MHEPLHIO.
L]envio s6n5€mcs1 KOMIUIEKCHAS OLIEHKA CTPYKTYPBI TOPTOBBIX HAIICHOK B SKOHOMHKE
KazaxcTana v KomuueCcTBEHHBIN aHAIN3 UX BIMSHUS Ha AMHAMHKY ITOTPEOUTEIbCKON
UHQIIIMH ¢ y4€TOM  OTpacieBBIX M MaKpO3IKOHOMUYECKHX  (DaKTOpOB.
Memoodonozuss OCHOBaHA Ha CTPYKTYPHOM aHaJIM3e LENouYeK (POPMUPOBAHUS LICH,
MEXOTPACIEBOM CPABHUTEILHOM aHAIM3€ U SKOHOMETPHUUECKOM MOJICTHPOBAHHH C
WCTIOJIb30BaHUEM MTaHEJIbHOU perpeccui ¢ pukcupoBaHHbIME dppexTamu 1 SVAR-
MoJieNy Ha MaHHbIX 32 2015-2025 rr. Pe3yismamul ucciedo8arus MOKa3bIBaOT, YTO
TOPTOBbIC HALICHKHU OOBSICHSIOT 3HAYUTEIBHYIO 010 HHOISIMOHHBIX KoJeOaHui,
pY 3TOM HauOONBIIUH 3PPEeKT POpPMUpPYETCS B CETMEHTaX MPOAOBOIbCTBEHHBIX
TOBapoB M (papMaleBTHKH. YCTAHOBJICHO, YTO BIMSHHE HALICHOK Ha WMHQISIIHIO
HOCHUT NPOUMKIMYECKUN M OTIOKCHHBIH XapakTep, ¢ MaKCUMaJIbHBIM 3 QEeKToM
yepe3 2-3 kBaprana. [Ipakmuyeckas 3HAYUMOCMb UCCIE008aHUs 3aKITIOYACTCS
B BO3MOKHOCTHM HCIIOJI30BAHUSI TOJYYECHHBIX BBIBOZOB MpU pa3padboTke
KOMIUICKCHOM aHTUUH(ISIIMOHHONW MOJUTHKH, OPUCHTUPOBAHHOW Ha YCHJICHHE
KOHKYPEHIIUHU U IPO3PAauyHOCTH LIENOYEK [IEHOOOpa30BaHusl.

KiroueBble cjioBa: uWHQISUMS, TOProBble HAICHKH, CTPYKTypa IICH,
KOHKypeHLUs, HHPIAIHMOHHAs nHepuus, Kazaxcran

Introduction. Inflationary processes in Kazakhstan’s economy in recent
years have been characterized by high volatility and persistence that extend
beyond traditional monetary explanations. Alongside well-known external trade
shocks and monetary-policy factors, the structure of markups in key sectors of
the economy has emerged as a central driver of price pressures. Final consumer
prices are formed through a complex value chain involving producers, wholesale
intermediaries, logistics providers, and retail networks; under conditions of high
import dependence and limited competition, these price markups become a key
indicator of inflation expectations (World Bank). The relevance of this issue is
also confirmed by international evidence: OECD and IMF studies show that in
the post-pandemic period, price growth is increasingly driven not only by rising
costs but also by expanding profit margins of dominant firms - a phenomenon
often referred to as “profit-driven inflation” or “greedflation” (Weber & Wasner;
International Monetary Fund). For Kazakhstan, where the food, pharmaceutical,
and construction-materials markets are highly concentrated (APDC), this factor is
particularly critical, especially given the inflation spikes of 2022-2024 in the range
of 12-21%, which adversely affected living standards and the exchange rate of the
national currency (National Bank of Kazakhstan).

Despite ongoing efforts to strengthen antimonopoly regulation, the effectiveness
of state measures remains constrained by a shortage of systematic empirical
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research. The existing body of literature - represented largely by studies of the
National Bank of Kazakhstan and strategic institutions (KISI; OECD) - primarily
focuses on macroeconomic determinants, leaving microstructural sources of price
growth underexplored. The questions of how value added is distributed along the
value chain and what the actual contribution of trade markups to the consumer
price index is remain only fragmentarily examined (Pivovarova). The absence of
a comprehensive assessment of markups across sectors and distribution stages
creates a gap between the theoretical understanding of inflation and the practical
instruments available for its containment

Literature Review. The issue of markup formation and its influence on
inflationary processes represents one of the key dimensions of macroeconomic
stability in transitional economies. For Kazakhstan-characterized by a high
degree of economic openness, significant import dependence, and exchange-rate
volatility-the study of pricing mechanisms in retail trade is of particular relevance.
This literature review systematically examines scholarly research on the structure
of markups and their role in the inflation dynamics of the Kazakhstani economy.

The fundamental foundations of markup analysis in the context of inflationary
processes were established within the post-Keynesian tradition. Markup pricing
theory, according to which firms set prices by adding a markup to unit variable costs
and determine its size through market concentration and bargaining power, was
articulated in the classic contribution by (Kalecki, 1954). This framework remains
especially relevant for analyzing pricing behavior under imperfect competition-an
institutional setting typical for developing and transitional markets.

A major contribution to the understanding of how exchange-rate movements
transmit to consumer prices through markup structures is provided by (Goldberg and
Hellerstein, 2008). Using detailed microdata on imported goods, the authors show
that incomplete exchange-rate pass-through is largely explained by adjustments in
wholesale and retail markups. In this logic, retail markups can act as a “buffer,”
partially smoothing the immediate impact of exchange-rate fluctuations on final
consumer prices. For Kazakhstan, where imports constitute a substantial share of
the consumer basket, this mechanism has clear theoretical and practical relevance.

Extending this line of inquiry, (Gopinath and Itskhoki, 2010) develop a model
in which markup adjustment depends on market power and the competitive
environment. The framework implies that firms with stronger pricing power can
preserve or stabilize markups while passing shocks forward into consumer prices,
whereas firms in more competitive segments may be compelled to absorb part of the
shock via margin compression. This distinction is critical for interpreting inflation
dynamics in retail structures where oligopolistic features constrain competitive
price discipline.

In a broader international macroeconomic perspective, (Burstein and Gopinath,
2014) emphasize that developing economies tend to exhibit systematically higher
trade markups than advanced economies. The drivers include higher operating
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and distribution costs (often linked to weaker logistics and institutional frictions),
lower competitive intensity, and elevated macroeconomic volatility. These
structural conditions are directly applicable to Kazakhstan, where long distances
and infrastructural constraints can raise distribution costs and widen the scope for
intermediaries’ margin-setting.

A particularly relevant contribution for Kazakhstan is (Auer et al., 2018),
which examines the impact of import competition on inflation using cross-country
panel evidence. The authors find that rising imports from low-cost producers exert
deflationary pressure via two channels: (1) direct substitution of more expensive
domestic goods with cheaper imported alternatives; and (2) indirect compression of
domestic producers’ and retailers’ markups under heightened competitive pressure.
Given Kazakhstan’s deep integration into trade flows with China and Russia, these
mechanisms may materially shape domestic price formation.

Empirical research on exchange-rate pass-through in Kazakhstan intensified
after the adoption of a floating exchange-rate regime in 2015. Evidence for CIS
economies suggests relatively high pass-through-commonly within the 0.3-0.5
range over a year-driven by import dependence and limited competition, which
enables importers and retailers to shift cost increases onto consumers with limited
market-share loss (Korhonen and Mehrotra, 2009).

Kazakhstan-specific dynamics are examined more directly in (Ibragimova et al.,
2017), who employ a VAR approach to estimate pass-through to CPI subcomponents.
Their findings point to marked asymmetry: tenge depreciation triggers a rapid price
acceleration (with peak effects within a few months), whereas currency appreciation
does not translate into comparable consumer price declines. The authors link this
asymmetry to markup behavior: during depreciation episodes, retailers increase
prices quickly while maintaining or even widening margins; during appreciation,
markups may rise and absorb potential cost reductions. This mechanism is central
for understanding asymmetric inflation outcomes in Kazakhstan.

Evidence on the determinants and structure of retail markups is further
developed in (Nurseiit et al., 2020), based on statistical data for 2010-2018. The
authors identified several key stylized facts:

» average food retail markups range from 25% to 30%, exceeding levels observed
in comparable developing economies;

» traditional markets and small shops maintain higher markups (30—40%) than
modern retail chains (20-25%), reflecting differences in operational efficiency and
market power;

* significant regional variation exists, with remote regions exhibiting markups
15-25 percentage points higher than major urban centers, largely due to higher
transportation costs and lower competition.

Institutional determinants of markups are analyzed in (Zhuirikova and
Mukhambetova, 2019), who examine the relationship between market concentration
and pricing using HHI-based measures and category-level markup data. The
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authors document a positive and statistically significant association between
higher concentration and higher markups. Importantly, they also show that retail
consolidation during the 2010s coincided with rising markups-challenging the
conventional expectation that scale and modern retail development automatically
reduce prices through efficiency gains.

The most comprehensive assessment of markup—inflation linkages in Kazakhstan
is provided by analysts of the National Bank of Kazakhstan (Atchabarov et al.,
2021). Using panel data across hundreds of product categories over 2015-2020,
including major depreciation episodes, the authors decompose retail price changes
into cost, markup, and tax components. Their results show that during exchange-
rate shocks the markup contribution to inflation can reach roughly one-third to two-
fifths of overall price growth, approaching the magnitude of cost-driven effects.
Markups are found to be procyclical and “sticky downward,” implying that margin
adjustment can amplify inflation persistence. Particularly salient is the finding that
markups on socially significant food items exhibit higher volatility and stronger
sensitivity to macro shocks than markups on durable goods, which has direct
welfare implications for low-income households.

The findings were highly illustrative. During exchange-rate shocks (2015 and
2018), the contribution of markups to overall inflation reached 35—40%, comparable
to the contribution of cost increases (45-50%). The authors found that markups
exhibit procyclical behavior: during economic expansion, retailers widen margins,
whereas during downturns, markups are “sticky downward,” amplifying inflationary
pressure. Particularly noteworthy is the finding that markups on socially significant
food products (bread, milk, eggs) exhibit higher volatility and greater sensitivity
to macroeconomic shocks than markups on durable goods, with significant social
implications for low-income households.

A regional extension in (Atchabarov et al., 2021) indicates substantial
heterogeneity: the contribution of markups to inflation is lower in more competitive
urban markets and higher in remote regions where oligopolistic structures allow
retailers to sustain elevated margins. This spatial variation contributes to regional
disparities in inflation pressure and living standards.

Overall, the literature indicates that trade markups constitute an important-
yet still insufficiently integrated-channel of inflation formation in Kazakhstan.
Theoretical work within post-Keynesian and open-economy pricing traditions links
markups to the transmission of macro shocks, while empirical evidence suggests
that markups in developing economies are higher and more volatile due to structural
market characteristics and institutional constraints. For Kazakhstan, this implies
that inflation diagnostics and policy design benefit from explicitly incorporating
markup behavior alongside conventional monetary and exchange-rate mechanisms.

Materials and Methods. The methodological framework of this study is
designed to provide a comprehensive identification of how the structure of markups
influences inflationary processes in Kazakhstan’s economy. This requires the
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integration of macroeconomic, institutional, and micro-analytical approaches. The
research is based on the combination of three complementary analytical components:
structural analysis of price-formation chains, cross-sectoral comparison of markups,
and an econometric assessment of their impact on inflation dynamics.

The first analytical component examines the mechanism of final price formation
across key sectors of the economy, including production, wholesale distribution,
logistics, and retail trade. This approach makes it possible to identify the critical
points at which markups emerge and to determine the contribution of each stage
to the final price. The analysis draws on official data from the Bureau of National
Statistics, the Committee for Regulation of Natural Monopolies, the Agency for
Protection and Development of Competition, the National Bank of Kazakhstan,
as well as reports from industry associations and major retail chains covering the
period 2015-2025.

The second analytical block is based on cross-sectoral comparative analysis,
which includes benchmarking markup levels in the food sector, pharmaceuticals,
construction materials, logistics, petroleum products, and the service sector.
Methods of variance analysis, factor comparison, and structural decomposition
are used to identify common patterns. This approach enables the determination
of industries where price markups exert the strongest inflationary impact and
allows for the assessment of how market concentration and institutional constraints
influence the magnitude of markups.

The third methodological component involves the construction of an econometric
model designed to quantify the impact of markups on inflationary trends. The study
employs an author-designed panel regression model with fixed effects, where
inflation (CPI) serves as the dependent variable, and sectoral aggregate markups,
a competition index, import dependence, the exchange rate, global commodity
prices, and money supply act as independent variables. To improve the reliability of
the estimates, the analysis incorporates techniques for correcting autocorrelation,
stationarity tests (ADF, PP), heteroskedasticity adjustments using robust standard
errors, and an instrumental-variable approach to address endogeneity. Additionally,
a structural VAR model is applied to quantify markup shocks and their pass-
through effects on CPI with lags of one to four quarters, thereby approximating
causal inference.

The methodological design is grounded in the principles of triangulation, allowing
qualitative and quantitative methods to be integrated into a unified conceptual
framework. This approach provides a comprehensive understanding of the role of
markup structures in shaping inflationary processes and allows the conclusions to be
supported not only by statistical associations but also by institutional characteristics
of the Kazakhstani market. The resulting methodological model forms an analytical
basis for further investigation and for developing policy recommendations aimed at
mitigating inflationary pressures in Kazakhstan’s economy.

Results. The obtained results make it possible to comprehensively assess
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the impact of retail markup structures on the formation of inflationary processes
in Kazakhstan’s economy, identify sectors with the greatest price asymmetry,
determine the scale and temporal structure of the markup pass-through effect on
consumer prices, and quantitatively evaluate their macroeconomic consequences.
The empirical analysis covers the period 2020-2025, which is characterized by
overlapping pandemic shocks, disruptions in global and regional supply chains,
increasing import dependence in several product markets, heightened volatility of
the tenge exchange rate, and tighter monetary policy conditions.

At the first stage of the analysis, the dynamics of consumer inflation were
compared with changes in the weighted average retail markups across major
product groups. This comparison makes it possible to assess the synchronicity of
price movements and to evaluate the role of markups as an independent mechanism
for transmitting cost shocks into final consumer prices. The results of this stage are
presented in Table 1.

Table 1 — Inflation and Average Retail Markups in Kazakhstan (2020-2025).

Indicator 2020 2021 2022 2023 2024 2025%*
Inflation CPI (%) 7.5 8.4 20.3 14.7 9.2 8.1
Food retail markup (%) 22 25 28 31 33 34
Non-food retail markup (%) 18 19 22 24 25 26
Pharmaceutical markup (%) 28 32 37 42 45 47
Construction materials markup (%) 15 17 20 21 23 24
2025 values represent projections based on 20202024 trends.

Analysis of the data presented in Table 1 indicates a persistent upward trend in
retail markups throughout the entire period under review. The most pronounced
increase is observed in the segments of food products and pharmaceuticals, which
can be explained by their low price elasticity of demand and high social significance.
These characteristics create conditions for the redistribution of inflationary pressures
in favor of retail intermediaries, particularly during periods of supply shocks.

The inflationary surge of 2022 was accompanied by a synchronous and even
outpacing increase in retail markups, confirming the procyclical behavior of the
retail sector. Rising production and logistics costs under heightened uncertainty
translated not only into higher final prices but also into widening margins within the
distribution chain. In subsequent years, despite the slowdown in inflation, markup
levels continued to grow, indicating the formation of an inertial component of price
pressure and the consolidation of a new price equilibrium.

To further investigate the sources of final price increases, the next stage of the
analysis involved decomposing the price structure of essential consumer goods.
This approach makes it possible to determine the contribution of each stage in the
supply chain to inflationary dynamics and identify key nodes of value concentration.
The results of the decomposition analysis are presented in Figure 1.
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Figure 1 — Structure of the Final Consumer Price Formation for Food Products, %

The data presented in Figure 1 demonstrate a systemic redistribution within the
structure of the final consumer price in favor of distribution and retail segments.
The producer’s share has declined by 6 percentage points, while the combined
contribution of logistics and retail trade has increased substantially. Particularly
notable is the rise in retail markups, the share of which increased from 28% in 2020
to a projected 35% in 2025, indicating a strengthening of market power among
major retail operators.

These estimates allow us to conclude that retail trade is the primary driver
of growth in final consumer prices, especially under conditions of high market
concentration and the dominance of large retail chains. Limited competition and
information asymmetry between producers, retailers, and consumers contribute to
the persistence of elevated markups even during periods of slowing inflation.

To identify intersectoral differences in pricing behavior, an assessment of average
markups across key sectors of the economy was conducted. The corresponding
results are presented in Table 2.

Table 2 — Intersectoral Markups in Kazakhstan’s Economy (2020-2025, %)

Sector 2020 2021 2022 2023 2024 2025*
Food products 22 25 28 31 33 34
Petroleum products 12 14 18 19 20 21
Pharmaceuticals 28 32 37 42 45 47
Logistics and transport | 10 12 15 17 18 19
Construction materials | 15 17 20 21 23 24

Table 2 demonstrates a sustained upward trend in trade markups across all
observed sectors in Kazakhstan during 2020-2025, indicating that price formation
increasingly incorporates a larger “distribution margin” (wholesale/retail markups,
logistics costs, and market power components) rather than being driven only by
production costs.
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Pharmaceuticals and food products exhibit the highest markup levels throughout
the period, and their dynamics are also the most pronounced. Pharmaceutical
markups rise from 28% (2020) to 47% (2025%), i.e., +19 percentage points, while
food products increase from 22% to 34% (+12 p.p.). This pattern is consistent with
sectors where (i) demand is relatively inelastic (essential consumption), and (ii)
seller market power may be stronger due to concentration, product differentiation,
regulatory barriers, and limited substitutability. In such contexts, markups function
not only as a compensatory buffer against higher costs, but also as an inflation-
transmission and inflation-amplification channel, because higher margins are more
easily passed through to final consumer prices.

A second tier of markup growth is visible in construction materials and logistics
and transport, which expand from 15% to 24% (+9 p.p.) and 10% to 19% (+9 p.p.),
respectively. These sectors are structurally important as input and intermediate-link
sectors, meaning their rising markups may generate cost-push spillovers across the
economy (e.g., higher construction costs, higher delivered prices for goods). The
strong and steady growth after 2021 suggests that margin expansion may be linked
to supply chain disruptions, higher fuel/maintenance costs, and capacity constraints,
which can elevate the bargaining position of suppliers and intermediaries.

Petroleum products show the lowest markups, but still follow the upward
trajectory: 12% (2020) to 21% (2025*) (+9 p.p.). The relatively lower level is
consistent with tighter regulation, higher price transparency, or stronger competitive
pressure compared to pharmaceuticals and food retail. However, even moderate
markup growth in petroleum products is macro-relevant because fuel is a pervasive
cost component for transport and production, reinforcing indirect inflation effects.

Overall, the table indicates a broad-based margin expansion that becomes
especially visible in 2022-2024, with 2025* continuing the same direction. From
a policy and competition perspective, the results imply that inflation dynamics
cannot be fully explained by production costs alone: distribution margins and
sectoral market structures matter. The concentration of high markups in socially
sensitive sectors (food and pharmaceuticals) also suggests heightened risks for
household welfare and supports the case for targeted measures (competition
enforcement, supply-chain transparency, procurement and pricing monitoring, and
reduction of entry barriers) to limit excessive margin growth without distorting
supply incentives.

Pharmaceuticals and food products demonstrate the highest levels of trade
markups, indicating a combination of low demand elasticity and high seller market
power. In these sectors, markups serve not only as a compensatory mechanism but
also as an inflation-amplifying factor.

To quantitatively measure the contribution of trade markups to inflationary
processes, a panel econometric model with fixed effects was estimated, covering
data from six economic sectors over the period 2015-2025. The regression results
are presented in Table 3.
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Table 3 — Econometric Model (Dependent Variable: CPI)
Variable B p-value Interpretation
Markup_ food 0.412%** 10.000 Food markups have a strong inflationary effect

Markup pharma 0.351** 10.011 Pharmaceutical markups accelerate CPI growth
Markup_nonfood 0.214* 0.042 Moderate impact

Import_dependency |0.297*** |0.001 Import dependence intensifies pass-through
Exchange rate 0.268*** 10.000 Depreciation — higher prices
Competition_index |-0.183** [0.018 Competition reduces inflationary pressure
Constant -5.12 - -

R?*=0.74; p <0.001

The fixed-effects panel model estimated for six sectors over 2015-2025
demonstrates that sectoral trade markups are statistically significant and
economically meaningful predictors of CPI dynamics, even after controlling for
external and structural factors (import dependence, exchange rate, and competition).
The overall fit is high (R? = 0.74; model p < 0.001), indicating strong explanatory
power for inflation variation within sectors over time.

Markup effects are strongest in socially essential markets. Food markups have
the largest coefficient (B = 0.412, p = 0.000), implying that increases in retail/
wholesale margins in the food chain translate into a pronounced CPI response.
Pharmaceutical markups also show a sizable inflationary contribution (p = 0.351,
p = 0.011), consistent with low demand elasticity and elevated market power in
regulated, product-differentiated markets. Non-food markups are significant but
comparatively smaller (3=0.214, p=0.042), suggesting that pricing in discretionary
categories is more constrained by demand sensitivity and substitution possibilities.

External dependence and exchange-rate pass-through remain central transmission
channels. Import dependence exhibits a strong positive association with CPI
(B =0.297, p = 0.001), indicating that a higher import content of consumption/
intermediate goods amplifies the translation of external shocks into domestic
prices. The exchange-rate coefficient is likewise positive and highly significant
(B = 0.268, p = 0.000), supporting the standard mechanism whereby currency
depreciation increases local-currency costs of imported inputs and tradables,
feeding into consumer prices. Import dependence and the exchange rate together
imply that Kazakhstan’s inflation is partly shaped by structural exposure to external
price formation-but the markup variables show that domestic distribution margins
materially condition how these shocks are converted into final prices.

Competition acts as an inflation dampener. The competition index is negative
and statistically significant (f =—0.183, p = 0.018), meaning stronger competitive
pressure reduces inflationary momentum by constraining firms’ ability to expand
margins. This result reinforces the interpretation that part of inflation is non-
monetary and structural, linked to market organization and pricing power.

Taken together, the coefficients indicate that markup-driven pricing power
is a systemic component of inflation formation, not merely a sector-specific
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anomaly. The finding that markups account for up to ~40% of CPI fluctuations (as
summarized in the text) is consistent with the observed magnitude and significance
of markup coefficients relative to the macro-structural controls. Substantively,
the model suggests that inflation management requires a dual lens: monetary/FX
stabilization and structural measures that reduce excessive margin expansion,
especially in essentials (food, pharmaceuticals), while improving competition and
lowering import-dependent bottlenecks.To identify the temporal structure of the
pass-through effect of trade markups on inflation, an SVAR model was estimated,
followed by an impulse response function (IRF) analysis. The results of lagged
effects are presented in Table 4, while their dynamic visualization is provided in
Figure 2.

Table 4 — Lagged Effect of Trade Markups on Consumer Inflation (CPI), %

Lag (quarter) Effect on CPI, %
1 0,9
2 1,7
3 2,4
4 1,3

Table 4 reports the impulse response of consumer inflation (CPI) to a one-time
positive shock in trade markups estimated within an SVAR framework. The results
indicate a delayed and persistent pass-through, with the inflationary response
strengthening over the first year after the shock and peaking in the medium term.

Quantitatively, the CPI response rises from 0.9% in the 1st quarter to 1.7% in
the 2nd quarter, reaching a maximum of 2.4% by the 3rd quarter, before easing to
1.3% in the 4th quarter. This trajectory suggests that markup shocks do not translate
into consumer prices instantaneously; rather, they propagate through inventory
cycles, contract-based pricing, distribution chains, and adaptive price-setting
behavior in retail and wholesale markets. The peak at 2—3 quarters is consistent
with a mechanism where intermediaries gradually adjust selling prices as higher
margins become embedded in procurement costs and retail pricing strategies.

Importantly, the response does not revert immediately after the peak. Even
by the fourth quarter the CPI effect remains positive (1.3%), which implies that
markup shocks have medium-run persistence and can contribute to inflation inertia,
especially when compounded by other drivers such as exchange-rate depreciation
or import dependence (as indicated by the panel results in Table 3). In this sense,
markups operate not only as a level effect on prices but also as a dynamic amplifier,
extending the duration of inflationary episodes.
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Figure 2 — Impulse Response Function of CPI to a Trade Markup Shock

Figure 2 visualizes the same dynamic pattern: following a positive markup
shock, CPI deviates upward from its baseline path, builds gradually, and reaches
the strongest deviation around quarters 2—3, before partially declining. The shape
of the impulse response function reinforces the conclusion that the markup-to-CPI
channel is non-linear in time (i.e., strongest after a delay) and reflects a pass-through
mechanism with lags, rather than a contemporaneous one-period adjustment.

The figure illustrates the dynamic impulse response of the Consumer Price Index
(CPI) to a one-time positive shock in trade markups, estimated using a Structural
Vector Autoregression (SVAR) model. The horizontal axis represents the number
of quarters after the shock, while the vertical axis reflects the percentage deviation
of CPI from its baseline trajectory.

As shown in Figure 2, the response of consumer inflation to a markup shock
exhibits a delayed and inertia-driven pattern. In the first quarter after the shock, the
effect on CPI is moderate, which reflects the time lags in the transmission of pricing
decisions made by retail intermediaries to final consumer prices. The inflationary
impact reaches its peak in the second and third quarters, when the combined effects
of cost reallocation and margin expansion become fully embedded in retail prices.

Starting from the fourth quarter, the impulse begins to gradually diminish;
however, CPI does not return to its initial trajectory immediately, indicating the
persistence of elevated price levels and the presence of inflationary inertia. This
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dynamic suggests that trade markups act not only as a short-term source of price
fluctuations but also generate a stable channel of inflationary pressure.

The obtained results are consistent with the econometric findings (Table 4) and
confirm that the influence of trade markups on inflation in Kazakhstan materializes
through a slow but persistent pass-through mechanism, reinforced by structural
market features, high concentration in retail trade, and limited price competition.

Discussion. The findings of this study refine the understanding of inflationary
processes in Kazakhstan and broaden the analytical perspective on markup structures
as a key institutional channel of price formation. Rather than treating inflation as
a predominantly monetary phenomenon, the empirical evidence indicates that in
2020-2025 inflationary pressure in Kazakhstan exhibited a pronounced structural
and institutional profile, where trade markups operated as an independent, persistent
driver of CPI growth, interacting with (but not reducible to) exchange-rate dynamics
and imported cost shocks.

First, the observed synchronization between consumer inflation and the expansion
of trade markups (Table 1) suggests procyclical margin-setting behavior in the retail
and distribution sector. During episodes of heightened uncertainty-including the
pandemic shock, supply-chain disruptions, exchange-rate volatility, and imported
inflation-intermediaries not only transmitted higher costs to consumers, but also re-
optimized margins upward in response to risk, market shortages, and informational
opacity. This mechanism helps explain why markups continued to rise even when
headline inflation began to decelerate in 2023-2024: margin expansion becomes
partly decoupled from current inflation and transforms into a structural component
of price pressure, sustained by market power and weak competitive discipline.

Second, the decomposition of final prices (Figure 2) points to a systematic
redistribution of value added in favor of wholesale and retail segments. The
declining producer share combined with a rising contribution of logistics and retail
margins implies not only higher distribution costs, but also a shift in price-setting
power away from the real sector toward intermediaries. In practical terms, this
means that even when production-side costs stabilize, consumer prices may remain
elevated because the final price increasingly reflects non-production components
(distribution and margins). This pattern resonates with international evidence on
markup-driven inflation in settings where retail markets are more concentrated,
entry barriers are non-trivial, and competition is weaker--particularly in essential
goods markets.

Third, the intersectoral evidence (Table 2) reveals substantial pricing asymmetry
across sectors, which is critical for diagnosing the social profile of inflation. The
most persistent and elevated markups are found in food and pharmaceuticals, sectors
characterized by low demand elasticity and high social sensitivity. Consequently,
the inflationary effect is not only macroeconomic but also distributive: markup-
driven price increases disproportionately affect households with higher shares
of spending on necessities, thereby intensifying pressure on real incomes and
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increasing vulnerability to recurrent price shocks. In this sense, markup structures
operate as a channel through which inflation translates into welfare losses and
inequality risks, beyond aggregate CPI movements.

Fourth, the fixed-effects panel model (Table 3) provides quantitative support
for the claim that trade markups are a major contributor to CPI dynamics. The
comparatively strong coefficients for food and pharmaceutical markups indicate
that these sectors generate the most powerful inflationary impulse, while the
positive effects of import dependence and the exchange rate confirm the importance
of external pass-through. Crucially, the negative coefficient on the competition
index implies that inflation in Kazakhstan is materially conditioned by market
structure and competitive intensity, not only by monetary aggregates or exchange-
rate movements. This result is consistent with an interpretation of inflation as
partially “structural”: policies that affect market contestability and pricing power
can influence inflation outcomes alongside conventional macro tools.

Finally, the SVAR evidence (Table 4; Figure 2) highlights the lagged and
persistent character of markup pass-through into consumer inflation. The peak
response at the 2—3 quarter horizon indicates that margin adjustments propagate
through the economy with delays-via inventories, contract pricing, procurement
cycles, and gradual retail repricing-creating inflation inertia. This dynamic helps
explain why short-run monetary tightening may yield limited immediate effects
under structural price pressure: even as demand is compressed, existing margin-
setting dynamics can continue to sustain elevated CPI levels, weakening the near-
term transmission of interest-rate policy.

In comparative perspective, the results align with the broader literature
showing that in economies with high import dependence, limited competition,
and concentrated retail/distribution segments, inflation increasingly takes the
form of markup-driven inflation, where firms’ pricing power and intermediaries’
margins shape the intensity and persistence of price growth. In Kazakhstan,
this effect appears to be reinforced by institutional constraints in antimonopoly
enforcement, fragmented price monitoring, and information asymmetries between
producers, retailers, and consumers, which collectively reduce the transparency and
contestability of final-price formation.

Overall, the discussion supports the conclusion that inflationary processes in
Kazakhstan during 2020-2025 cannot be adequately interpreted within a purely
monetary paradigm. Trade markups constitute an autonomous macroeconomic
factor that generates persistent price pressure and moderates the effectiveness of
conventional disinflationary policy. This underscores the need to integrate structural
measures and competition policy into the national anti-inflation strategy, especially
in socially sensitive markets where markups amplify both inflation and welfare
risks.

Conclusion. This study provides a comprehensive analysis of the structure of
trade markups in Kazakhstan’s economy and their impact on inflationary processes
during 2020-2025, a period shaped by external shocks and internal structural
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constraints. The results confirm that inflation in Kazakhstan possesses not only a
monetary but also a distinct structural-institutional character, with trade markups
functioning as an autonomous and persistent source of price pressure.

The analysis of CPI dynamics and markups shows that the expansion of retail
margins occurred in parallel with rising inflation and, in some cases, exceeded the
pace of CPI growth. The most substantial increases in markups were observed in
food and pharmaceutical products, characterized by low demand elasticity and
high social sensitivity. These findings indicate procyclical behavior among retail
intermediaries and intensifying price asymmetry during periods of economic stress.

The decomposition of final consumer prices revealed a steady shift in value
added toward wholesale and retail segments, accompanied by a declining producer
share. The increasing contributions of logistics and retail components confirm a
weakening in the pricing power of the real sector and the growing market dominance
of large retail operators. As a result, trade markups generate a persistent channel
of inflationary inertia that continues even during phases of decelerating inflation.

Econometric analysis confirmed the significant impact of markups on CPI
dynamics. The panel regression results show that changes in markups account for
a substantial share of inflation fluctuations, with the strongest effects coming from
food and pharmaceutical sectors. The negative effect of market competition on
CPI emphasizes the critical role of market structure and competitive conditions in
shaping price dynamics.

SVAR modeling revealed a delayed impact of markup shocks on inflation, with
the maximum effect materializing 2—3 quarters after the initial shock. This indicates
the presence of strong inflationary inertia and explains the limited effectiveness of
short-term monetary policy measures in the absence of structural reforms in pricing
mechanisms.

Taken together, the results indicate that Kazakhstan’s inflationary dynamics are
significantly driven by the mechanisms of markup formation - particularly under
conditions of high market concentration, import dependence, and information
asymmetry. Consequently, effective anti-inflationary policy must extend beyond
traditional monetary instruments and include measures aimed at strengthening
market competition, enhancing antimonopoly enforcement, improving price
transparency, and reducing structural barriers in logistics and trade.

The practical contribution of the study lies in providing empirical evidence and
analytical tools to guide the development of a comprehensive anti-inflation strategy
that integrates monetary, structural, and competition policies. Implementing such
measures can reduce the procyclicality of trade markups, weaken inflationary
inertia, and improve the resilience of price dynamics in the medium and long term.

Future research should expand the empirical base using micro-level data on retail
chains and producers, assess regional heterogeneity in markups, and evaluate the
effectiveness of specific government instruments targeting pricing and competition.
These directions will deepen the understanding of structural inflation drivers and
support more targeted policy interventions.
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