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Credit policy of the second-tier banks of Kazakhstan in condition of free
floating of the national currency

Any government aims to produce an effective economics and enhance the quality of economic decisions no
importance of political structure society achieves. Based on the credit policy that made by banks they take an
important part to in establishment. The role of credit policy consists in defining foreground orientationfof de-
velopment and refinement of bank’s activity in accumulation and investment of credit resources, maturation
of the credit process and generation of its efficiency. This article reviews current state of credit polieyof the
second-tier banks of the Republic of Kazakhstan and routes for the modernization in contemporary economic
situation. There is an overview for the transfer of the second-tier banks to Basel III standards:dequirements
for the minimal banks’ funds, non-performing loansand prudential normative. Furthermore, authors reptesent
the structure of loan portfolio and banking sector’s funding in the Republic of Kazakhstan.
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Permanent glance at economic politics of the countries and economieal and financial changes in coun-
tries, regions and globally is done by International Monetary Fufid (IMF) to bear stability and prevent crises
of international financial-monetary system. On the 12th of NovembesnIMF members with a head of Hossein
Samii took a five-day visit to the Republic of Kazakhstan to dnalyzeSituation and overview measures as-
sumed in economic and financial sectors. By the end of call @detetmination has been made by the members
of IMF, the delegates stated that due to crucial and continual shogks, 1.e. oil prices plummet, likewise decline
in Russia and China’s economic activity, Kazakhstan’s econemic growth paces diminished since 2014.

Moreover, the financial conditions became severe, partieularly leaving individual sector without a sig-
nificant loans. It’s estimated, that flexible rate of tenge, which tumble in exchange rate of tenge to dollar by
40 %, affirmed on August the 20th, will allow#0 minimize external disbalance, yet it will spread the inflation
out of the aimed spectrum of 6—8 % and may have anegative impact on the individual sector’s position.

Despite the difficult economic situation, the,National Bank of the Republic of Kazakhstan (the NB RK)
has taken important steps to moderniz€ thejbases of monetary policy and monetary operations. In particular,
the decision adopted, in August, 2015)about'the transition to a floating exchange rate of tenge and with the
introduction of a new key interestyrate (base rate), serving as the new «anchor» of monetary policy, the pro-
cess of modernization of the basics‘0fimonetary policy was launched in September. Subsequent minimization
of currency interventions off the'National Bank of Kazakhstan, starting November 5, allowed to adapt better
to shocks and provided temge’s rate fixing in accordance with the fundamental factors.

Additionally, in October 2015, the National Bank of Kazakhstan had adjusted the program of transition
to Basel III by préserving minimum requirements for the equity capital adequacy during 2016, including
buffers of equity capital atthe level as in 2015. There was a consideration given to increase the transition to
Basel 111 standards by 2021 and reduce targeted value of capital adequacy from 12 % to 10.5 %.

Debafes wercopened on the basis of transition to the Basel III standard, with main matter, if it should
begprolonged by2021 and descension of targeted value of capital adequacy from 12 % to 10.5 %.

Since 2047 the National Bank will introduce supervisory allowance (capital add-on) in addition to the
valuefof capital adequacy on the account of practice and rules of the European Union [1].

A new international standard will be introduced for the concept of «non-performing loan» since
2017°The definition of «non-performing loan» will be expanded by including restructured loans. At the
same time there is no consensus among Kazakhstan bankers about what is classified as non-performing
loans, and whether to include restructured loans to the unemployed because there is no universal method for
restructuring of loans, each bank determines the issue itself. Therefore, once Kazakhstan makes all efforts to
move closer to international standards of bank management, wouldn’t it be better to take the experience of
developing countries in the definition of non-performing loans and uniform conditions for loan restructur-
ing. In the next two years indicator of non-performing loans will continue to serve as an indicator of early
response, and in 2018 will serve the role of the prudential standard. A proposal for a postponement of the
decline period in the share of non-performing loans to less than 10 % by 2018 was approved [2].
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Earlier it was planned that Kazakhstan banks over next five years will be proceeding to the new re-
quirements of Basel III — until 2019. In this regard, the National Bank proposed to raise the minimum capi-
tal of banks from 10 billion tenge (274 / $1) to 100 billion tenge.

National Bank of Kazakhstan has set the thresholds on the share of non-performing loans in the loan
portfolio of commercial banks — from January 1, 2015 — no more than 15 %, from January 1, 2016 —
10 %.

Basel III has been designed to address the deficiencies in financial regulation revealed by the financial
crisis in 2008. The updated document strengthens bank capital requirements and introduces new regulatory
requirements on liquidity. The main purpose of the agreement is to improve the quality of risk management
in the banking industry, which in turn strengthens the stability of the financial system as a whole.

It should be marked, that Kazakhstan has faced difficult conditions in economy before, butéthis,crisis of
different of previous ones, consequently measures to be done have to be contradistinct.

New challenges of modern world and problems arised in economy have to be prevailéd using both tac-
tical and strategic measures. The aim of entering the top-30 developed countries by 2050 hasbeen targeted in
the country President N.A.Nazarbayev’s message reporting «Kazakhstan 2050: new politieal course of the
established state» strategy. The President marked, that nowadays crisis has put everything on‘belonged plac-
es and new era is about to came, world economic system is changing, competition empowers. That is why we
have to find our own path [3].

According to the Financial Supervision of the National Bank of Kazakhstan gn Deeember 1, 2015 the
banking sector is represented by 35 second-tier banks (STB), 16 of whieh are the banks with foreign partici-
pation, including 13 subsidiary banks. Previous year ended with the merger of thegbanks like JSC «Alliance
Bank», JSC «Temirbank» and JSC «Forte Bank» to the group «Forte, Bank», the merger of JSC
«Kazkommertsbank» with JSC «BTA Bank». In addition, JSCf«Halyk Bank“of Kazakhstan» JSC has ob-
tained «HSBC Bank Kazakhstan», which was renamed to JSC «Altym Bank».

Despite the slowdown in the economy, the banking sector was\ developing dynamically enough: since
2014 assets increased by 24.1 %.

Credit sector continues to build, although the pace‘of last year dropped significantly. The structure of
the loan portfolio of the second-tier banks of the Republig,of'Kazakhstan is discussed in the Table 1.

Table 1
The structure of the loan portfolio of the banking sector in Kazakhstan
Indi 01.12.2014 01.12.2015 growth,%
ndicator
bln., tenge bln., tenge

Loans to banks and organizations perfotming certain types of bank- 102.6 56.2 -47.0
Ing operations
Loans to legal entities 7152.2 7029.0 -1.7
Loans to physical entities, incl: 3681.3 3892.8 5.7
for the construction and purchase of housing, incl.: 1011.1 1116.5 10.4
- mortgages; 936.5 1047.2 11.8
consumer loans; 2608.6 2643.8 1.3
other loans 61.5 132.5 1154
Loans to small aéiid medium-sized businesses (residents of the RK) 3248.3 3997.9 23.1
«Reverse RERO»‘@peration 173.5 77.2 -55.5
Loan portfolio 14361 .4 15053.1 4.8

Figure“®¢learly shows decrease of loans in the structure of STBs’ loan capital to banks and organiza-
tiensfperforming certain types of banking operations, as well as the «reverse REPO» operations by 47 % and
55:9%, respectively. While loans to businesses and individuals have a tendency to sustained growth, loans to
SMESsiin 2015 differ by spike. According to Table 1, an increase of more than 23 %, is caused by the financ-
ing of SME projects for young and aspiring entrepreneurs at the expense of JSC «Entrepreneurship Devel-
opment Fund «Damu» on the basis of implementation of the state policy on the financial support of SMEs in
the Republic of Kazakhstan. JSC «Rating Agency of the Regional Financial Center of Almaty» indicated that
the main disadvantages and obstacles in the implementation of this program include the unfair attitude of
commercial banks and detention of the review process. So, for example, banks can offer to issue loans on its
own program for the commission profit, and then after some time to refinance a loan under this state pro-
gram. The monitoring of JSC «Entrepreneurship Development Fund «Damu» reveals numerous violations at
the second-tier banks and leasing companies [4].
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BRD). The project aims to increase the competi-
sses. The project will cost 11.4 billion tenge- 46
ancing of external loans of1.5 bin.tenge — 6 million USD,
t —40 mln. USD. Implementation period is 5 years, until 2019,
competence of SMEs, which later can be credited under the credit
line provided by the World Bank unt of US $200 million.
According to a survey, econd tier banks' condition and prognosis for the parameters of the
credit market» in October 2 urrent situation with the tenge liquidity leads to a tightening of price and
non-price lending co % viation of the credit policy of the banks is not expected by the end of the

tiveness and potential of small and medi
mln. USD, including the republican bu
due to external borrowing of 9.9 billi

year, leaving demand s remain low.

0f"2015, despite the fact that the credit policy of most banks did not undergo signifi-
s continued tightening against business. The Bank estimates that 75 % of respond-
licy on the same hard level, while 25 % of banks chose to tighten policy [4].

1 , the tightening of credit policy, and slowing growth in supply from banks is stated by limited
bilit igh cost of funding, as well as expectations of delinquent payments rising on the part of

cant changes, s

As before, demand of the enterprises engaged in the trade sector and the service sector for working cap-
ital remained, while there was a notable decline in demand from companies for the financing of fixed assets,
as well as loans to purchase commercial real estate due to their long-term and high cost (Fig. 2).

* Table 1 and figure 1 compiled by the authors according to the site www.afn.kz [5].
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Figure 2. Change of the loan targets (compiled by the authers according to the site www.nationalbank.kz [6])

The main sources of the credit activity are cust posits of the banking sector. Funding structure of
the banking sector is presented in Table 2.

Table 2
The structure of the funding of the ing sector in the Republic of Kazakhstan
Indicator 01.12.2014 01.12.2015
In, tenge Share,% bln, tenge Share,%
Interbank deposits 404.3 2.2 418.1 18
Received loans 927.7 5.1 945.4 4.2
Customer deposits 11337.3 62.7 14954.8 66.1
Outstanding securities 1237.6 6.8 2004.3 8.9
Authorized capital 2818.6 15.6 1546.7 6.8
Reserve capital 465.1 2.6 275.6 12
Retained net pr0 ear 120.1 0.7 210.7 0.9
Other liabili 765.2 4.2 2277.9 10.1
i 18075.9 100.0 22633.5 100

three years, which is short-term funding and not all of contributions are subject to renewal. Thus, suggests
the main source of funding — the short-term and medium-term deposits. At the same time according to the
Committee of Financial Supervision of the National Bank of the Republic of Kazakhstan since 2014 a short-
age of tenge liquidity is observed, because deposits in foreign currency accounts compile 70 % of all cus-
tomer deposits, this index has increased by almost 15 % since the beginning of 2015. (Fig. 3).
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Figure 3. Customer de anking sector

Monetary policy instability of the Natio
of depositing in national currency. In the

s uncertainty among population in the questions
th of the dollar part in retail deposit portfolio is
based on re-calculation of the tenge depo h new high exchange rate. In the light of such situation
JSC «Fund of Guaranteed deposits of epublic of Kazakhstan» lowered recommended maximal interest
rate for the new deposits of physical@ntities in,foreign currency by 1 % from 5.5 % to 4.5 %. Ergo, making it
twice profitable to withhold depesi e rather than in dollars. This actions were arranged to reduce the
pressure done to tenge and rai nce of citizens in national currency [3].

In general, the lack of $ou ofimedium- and long-term funding and economic uncertainty are key fac-
tors in reducing lendingdmythe economy, and because of a problem with non-performing loans, the tightening
of credit policy of ba 2 raise interest rates on loans. This situation does not allow the current de-
mand from the cogporate sector for loans to be satisfied completely.
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JI.C.KemexobaeBa, I'.K.bynexbaena

YJTTBIK BaJIOTAHBIH ePKiH KO3Fajy :karaaiibinaarbl KazakcTaHHBIH
eKiHIII JeHreiIi 0aHKTEePiHiH HeCHeiK casgicaThbl

Makanana KOFaMHBIH CasCH KYPBUIBIMBIHA KapaMacTaH Ke3 KeJTeH MEMJICKET THUIMJl SKOHOMHKAHBI KYpBHIII,
SKOHOMHKAJIBIK ILEIIIMIEPiH CalachlH JKaKCcapTyra ThIPbICATBIHBI KepceTiinreH. byn »xarnaiina OGaHkrep,
ONapIBIH OJKYPri3UIiNm »KaTKaH HECHeNiK cascaThl ©Te MaHbI3/bl OoJbIT TalbuTaabl. BaHKTIH Hecuemik
CasCaTbIHBIH POJi — OackIMIbl JaMy OarbITTapblH AHBIKTAY, AKKyMYJSLIUS MPOILECIHAE XOHE Heche
pecypcTapblH MHBECTHIHSIAY MpoLeciHae OaHK KbI3METiH JKeTUIAIpy, HECHETiK MPOLECTi AaMBITy JKOHE
OHBIH THIMIUITIH >Xorapyary. ABTopinap Kasakcran PecmyOGnukacklHmars!l ekiHIN AeHredni OaHKTEpiHiH
Ka3ipri HeCHWeNiK CcasCaThlH, OHBI OYTiHIl SKOHOMMKAIBIK S>Karjaiila MoAepHH3aIMsuIayra apHajHamr
KagamaapslH KapactelpraH. Exinmi penreinmi Oankrepinin baszens III crampmaprrapbiHa KelryidoKaiimb
AlTBUTFAaH, OHBIH ImIiHAe OAHKTIH MHHUMANJIBl KamuTaibliHa, Telemi 90 KyHTe KellikkeH HECHenepre,
TIpyJCHIMAIAE HOPMaTHBTEepre KoWburraH maprrap Typausl. Conpaii-ak KP 0aHK ceKTOpHIHBIH JHecHe
nopTdeniHiH KoHe KOPJIAaHABIPYAbIH KYPBUIBIMBI KaH-KaKThl 3epTTENCH.
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Kpenutnas nosiutuka 6aHkoB BTOporo yposus Kazaxctana
B YCJIOBHUSIX CBOOOHOI0 IJIABAHUS KYPCa HAIIMOHAJILHON BATIOTHI

B cratbe OTMEUEHO YTO HE3aBHCHMO OT IOJMTHYECKOTO YCTPOHETBagoOIIeCcTBa JII000E rocyapcTBO CTpe-
MHTCSL c031aTh 3(PEKTUBHYIO SKOHOMHKY, IIOBBICHTH KayeCTBO SKOHOMKYECKMX pelleHud. Baxnas poib
B 9TOM NPUHAUISKUT OaHKaM, MPOBOJUMON MMM KpeJUTHON MOAUTHKE. PONL KpeANTHON MOIMTHKM OaHKa,
BBIJICJICHO aBTOPAMH, 3aKJIIOYAETCS B OIPEENCHUN NPUOPUTETHbIX HaNpPaBICHUH Pa3BUTHS M COBEPILECHCT-
BOBaHMsI OAHKOBCKOH JESATENFHOCTH B MpOIecce aKKyMYIDIIUH, A HHBSCTUPOBAHNUS KPEIUTHBIX PECYpPCOB, B
Pa3BUTHU KPEIUTHOTO Mpollecca U MOBHIIIEHHN ero 3G QEKEMBHOCTE B cTaThe moka3aHo coBpeMeHHOE Co-
CTOSIHUE KPEIUTHOH MOJIMTUKHN OaHKOB BTOPOTO ypoBHSB,Pecmybmke Kazaxcran, a Takxke onpeiesieHs! mia-
TH IO €e MOJIEPHU3ALNH B YCIOBHSX TEKyIIel SKQHOMIUUECKON CuTyannu. PaccMoTpeHa mporpamMma mepexo-
na 0aHKOB BTOPOTO ypoBHs Ha cranaapThl basens 1k TpeOOBaHUsS K MUHUMAIbHOMY KaluTaly OaHKOB, He-
paboTaloIKUM KpeauTaM, NpyIeHInaIbHbIM HOpMatuBaMmTaioke aBTOpaMHu MPEACTABICHbI CTPYKTYpPBI CCYy /-
Horo noptdens u GoHAUPOBaHUS OAHKOBCKOIo cexTopa PK.
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