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FINANCIAL STABILITY OF THE BANKING SECTOR OF KAZAKHSTAN

Today, the banks’ financial stability remains one of the most important problems in both scientific
and practical aspects.

Various factors play a role in achieving financial stability. The most important of which are the
adequacy and quality of equity capital, which also serves as an indicator of financial stability. Based
on this, this article examines the relationship of the Bank’s equity capital with indicators of financial
stability.

Based on the study of previously published literature, the authors show the degree of scientific
and theoretical development of the problem by both domestic and foreign scientists. Based on the
materials of the Kazakhstan’ second-tier banks, was conducted a statistical analysis of the domestic
second-tier banks equity capital for 2014-2019. A detailed analysis of the structure, quality and capital
adequacy ratios of the banking sector of Kazakhstan for a five-year period was carried out. The article
also examines the impact and role of the regulator-the National Bank on the financial stability of the
country’s banking sector.

Keywords: bank, second-tier banks, banking sector, National bank, financial stability, financial
strength, equity, capitalization, modernization of the banking sector, Kazakhstan.
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Introduction. In Kazakhstan, issues of
improving the financial stability of the banking
sector are becoming particularly relevant with
the development of digital technologies, the
growth of legislative regulation, increased com-
petition and the emergence of new market players.

In the recent Address of Kazakhstan’s Pre-
sident dated 02.09.2019, it was noted that the
insufficient effectiveness of monetary policy
is becoming one of the brakes on the country’s
economic development.

The purpose of the study is to determine
the role and significance of equity capital as
an indicator of financial stability of second-
tier banks. To achieve this goal, it is necessary
to solve the following tasks: to study and
systematize the theoretical basis of the essence
of the Bank’s financial stability, to analyze and
evaluate the quality of its own capital and the
current situation in the banking sector.

Based on the analysis of the literature and
the practical situation, the tasks and prospects
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of banks are justified in their activities to sta-
bilize the financial condition and improve the
quality of their own capital. The authors also
conduct an analytical review of the current
situation in the banking sector as a whole, the
National Bank’s activities to improve the finan-
cial stability of the banking sector and the re-
sults of asset quality assessment.

Research methods – statistical and econo-
mic analyses.

Literature review. In the course of the re-
search and in the process of writing the article,
the authors studied and investigated previously
published publications, such as scientific artic-
les, textbooks, monographs by domestic and fo-
reign authors on the topic of the research. Such
literary publications include the textbook «Ban-
king» and scientific publications in periodicals
of doctors of economic Sciences, professors Seit-
kasimov G.S.[1], Musina A.A. [2] and others.

The authors also used the reports and
statistical bulletins of the National Bank of
Kazakhstan as a basis for the analysis of sta-
tistical data. In the field of theory and practice
of banking, regulation and supervision, the
scientific works of such scientists as: Seitkasi-
mova G.S.[1], Mussina A.A., Kerimkulova
D.D.[2], Nikiforov I.[3] and others are known.

However, the causes of vulnerability and
the factors of negative shocks and crises in-
fluence, as well as new challenges of the time
on the stability of the banking sector are not fully
studied, which causes the special significance
and relevance of the chosen research topic.

Main part. In  order  to  ensure  financial
stability, organize an effective system of state
bodies interaction, as well as conduct a coordi-
nated policy on risk management of financial
relations, the Government of the Republic of
Kazakhstan, the National Bank and the Agency
for regulation and supervision of the financial
market and financial organizations signed a
Memorandum on financial stability on Novem-
ber 10, 2007.

Financial stability is defined as the absence
of distortions in the economy that can lead to a

subsequent negative correction of financial
markets, the emergence of a systemic crisis and
the inability of financial institutions to ensure
the smooth functioning of the financial system,
as well as to support the business activity of
the real sector of the economy.

Financial stability is ensured by the ade-
quacy of state regulation of current and poten-
tial risks, the effectiveness of risk management
and redistribution mechanisms, and the preser-
vation of consumer confidence in the financial
system [4].

The main principles of ensuring financial
stability:

– coordination – a clear definition of the
tasks and functions of each party in order to
avoid duplication and implement a coordinated
approach to the implementation of functions
and tasks;

– timeliness – development and improve-
ment of methods for analyzing financial sta-
bility indicators that allow timely identification
of threats and risks to financial stability in order
to make adequate decisions;

– efficiency – development and imple-
mentation of a measures’comprehensive sys-
tem that ensures prompt adoption and effective
implementation of decisions that are adequate
to threats and risks to financial stability;

– lowest costs – the choice of a method
(and tools, mechanism) for solving problems,
taking into account the need to minimize finan-
cial costs, as well as losses in general for the
financial system;

– openness – availability of information
about the parties’ activities in the field of finan-
cial stability in a volume and format that does
not contradict the legislation of Kazakhstan and
the task of maintaining confidence in the finan-
cial system;

– information exchange – submission of
all necessary information in compliance with
appropriate security measures and confiden-
tiality.

Let’s consider the current state of the ba-
nking sector in Kazakhstan at the present stage.
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Figure 1. Number of second-tier banks in Kazakhstan *
* ompiled by the author on the basis of statistical data of the National Bank.

Data is shown at the end of each year [5]

As you can see in the above figure 1, at
the end of 2015, there were 35 banks operating
in our country. Over the analyzed 5 years, their
number has decreased by 8 banks and at the
end of 2019 is 27 second-tier banks.

Improving  the  stability  of  the  domestic
banking sector is a priority task of the National
Bankand in turn, the latter has been conducting
a number of important events since 2017, such
as: stress testing of second-tier banks, as a result
of the financial stability adoption Program of
the banking sector, the introduction of a unified
methodology for assessing the regulatory pro-
visions.

Today, during the third modernization of Ka-
zakhstan, banks face a priority task-the availa-
bility of high-quality and sufficient equity capital.

The Bank's own capital is primarily requi-
red for starting the Bank's activities, such as
purchasing offices, buildings, equipment, is-
suing salaries to employees, as well as paying
for the Bank's expenses at the next stages of
banking operations.The Bank's own capital is

the security and guarantee fund. Thus, equity
is an important, necessarily, its role is very large
in the structure of Bank funds, ensuring the
stability of the Bank and effective operation.

The size of the equity capital of second-
tier banks in our country is regulated by law
and the increased requirements of the National
Bank to the parameters of the equity capital of
commercial banks are growing every year.
Thus, in 2014, a draft resolution on amend-
ments and additions to prudential regulations
was developed, which required an increase in
the Bank's equity capital from 10 billion tenge
to 30 billion tenge in 2016 and to 100 billion
tenge by 2019. However, after foreign econo-
mic shocks, the project was postponed and to-
day remains at the level of 10 billion tenge [6].

The equity of a commercial Bank includes
primarily authorized capital, reserve capital,
undistributed net annual income, and so on.

Consider the structure of equity on the ba-
lance sheet of the banking sector in Kazakhstan
(figure 2).
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Figure 2.  Structure of equity capital of the banking sector of Kazakhstan
(by balance sheet) *

* ompiled by the author on the basis of statistical data of the National Bank.
Data is shown at the end of each year [5]

As can be seen from figure 2, the main
part of the equity capital is the authorized capi-
tal, which over the five-year period analyzed
has significantly decreased by almost half from
2892.4 billion tenge in 2014 to 1547.3 billion
tenge in 2018 (the same minimum level was
noted in 2015).

It is also necessary to note the cyclical na-
ture of undistributed net income of the banking
sector. For the period up to 2016, there is an
annual growth in net income, and in 2017, a
record decline to -68.7 billion tenge, and by
the end of  2018, a record growth to 764.4 bln
tenge due to the growth of retail business.

The Bank's equity capital adequacy is
characterized by the following coefficients:

1. capital adequacy ratio k 1-1,
2. tier one capital adequacy ratio k 1-2,
3. adequacy ratio of own capital k2.
The norms of the above coefficients in our

country are regulated by law by the National
Bank of the Republic of Kazakhstan (in the
Resolution «on establishing the normative
values and methods of calculating prudential
standards and other mandatory norms and

limits  of  the  Bank's  capital  on  a  certain  date
and the Rules for calculating and limits of the
Bank's open currency posit ion» dated
13.09.2017).

Analyzing the data in table 1, it can be no-
ted that the regulatory capital of the banking
sector of Kazakhstan is growing annually, so
from 2502.6 bln tenge at the end of 2014 to
3835.3 bln tenge at the end of 2018.

The capital adequacy ratios k 1-1, first-
tier capital k 1-2 and equity capital k2 of the
banking sector of Kazakhstan are higher than
the minimum regulatory values for the entire
analyzed period.

Thus, the requirements of the National
Bank are as follows: from January 1, 2015 to
January 1, 2017, the main capital adequacy (k1)
increased from 5 to 5.5%, the first level capital
(k1–2) – from 6 to 6.5%, the equity capital
adequacy (k2) – from 7.5 to 8%. Taking into
account the buffer capital, we need to add
another 2 p. p. to all the listed figures. The re-
quirements for a backbone bank are even hig-
her: the current coefficients k1 – 9.5%; k1-2-
10.5%; k2-12%.
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Table 1

 Equity capital adequacy of the Kazakhstan banking sector *

2014 2015 2016 2017 2018 Name 2014 2015 2016 2017 
Name bln  

tenge 
% bln  

tenge 
% bln  

tenge 
% bln 

 tenge 
% bln  

tenge 
% 

First-level 
capital, 
including: 

1865,6 77 2468,5 82,5 2819,6 85,7 3088 81,7 2934,6 76,5 

Fixed 
capital 

  2353,2 78,7 2703,9 82,2 2991,7 79,2 2894,4 75,5 

Additional 
capital 

  115,3 3,8 115,7 3,5 96,3 2,5 40,2 1 

Second-
level 
capital 

637 23 521,9 17,5 470 14,5 691,5 18,28 900,7 23,49 

Total 
estimated 
equity 

2502,6 100 2990,4 100 3289,6 100 3779,5 100 3835,3 100 

k 1-1 10 12,8 13,5 17,2 16,6      
k 1-2 12,1 13,5 14,1 17,7 16,9      
k2 16,3 16,3 16,4 21,7 22      
 

* he table is compiled by the author based on statistical data of the National Bank.
   Data is shown at the end of each year [5]

In order to increase the level of banks
capitalization and their ability to cover losses
on credit risk, a Program to improve the stabi-
lity of the banking sector was launched in 2017.
At the same time, additional capitalization by
shareholders, including banks participating in
the Program, is a key factor in the sustainable
development of banks.

Postponing the recognition of losses on the
loan portfolio to future periods leads to the
acceptance of risks that do not correspond to
the actual level of capital. As a result, a Bank
without capital poses a risk of losing value to
minority investors, Bank guarantors, and the
public sector [5].

Stress testing conducted by the National
Bank in 2017 on the basis of the methodology
for assessing the probability default of an indi-
vidual loan showed that the actual level of
impaired assets significantly exceeds the values
reflected in the actual statements of banks,

which requires further implementation of a set
works to clean up banks ' balance sheets.

Non-recognition of problem loans and
accrual of interest income on loans that do not
actually generate cash flows reduce the quality
of profit and stability of the Bank as a whole,
as well as overestimate the profitability and ca-
pital adequacy indicators.

Based on the results of the work carried
out to assess the potential shortage of banks'-
provisions and in order to further consistently
improve the banks' health, the National Bank
adopted a Program to improve the financial sta-
bility of the banking sector, aimed at providing
financial support to banks with significant
social significance, with the mandatory joint
participation of shareholders. The program has
improved the stability of the banking sector and
expanded the potential for lending to the
economy [6].

In 2017, the National Bank introduced a
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unified methodology for assessing regulatory
provisions, which provides for adjusting the
Bank's equity by reducing it by the difference
between the calculated regulatory provisions
and the provisions formed by banks under IFRS.

The introduction of the new methodology
actually provides the National Bank with a basis
for recognizing losses on the loan portfolio and
using the quality assessment of the loan port-
folio on an ongoing basis as part of the Supervi-
sory process. This requires significant additio-
nal capital injections from Bank shareholders.

As a result of regulatory deductions, equity
indicators will more objectively reflect the real
state of the Bank and improve the quality of
regulatory reporting. The introduction of regu-
latory provisions to adjust equity capital will
significantly reduce the capital adequacy in-
dicators of commercial banks. Therefore, in
order to reduce the burden on banks ' capital as a
result of simultaneous recognition of losses,
the deduction from capital will be implemented
in stages until 2022.

Financial support, totaling 654 bln tenge,
is  provided  to  banks  on  the  terms  of  subor-
dinated debt that meets the criteria for inclusion
in the Bank's regulatory capital. In particular,
the Program operator, represented by a subsi-
diary of the National Bank – Kazakhstan sta-
bility Fund, repurchased the Bank's subordi-
nated bonds with a maturity of 15 years. The terms
of issue subordinated debt provide for the con-
version of subordinated debt to common shares
of the Bank in the event of a violation the Bank's
equity ratios or the discovery of the facts asset
withdrawal. At the same time, before conver-
ting subordinated bonds, banks will have to
recognize all losses in order to prevent dilution
of the state's share. The funds received under
the Program are used for the purchase of state
securities, which, if necessary, banks can gradual-
ly sell or use as collateral for REPO operations.

As a result of the adoption of the Program,
the total equity and stability of the banking
sector increased. This, in turn, will contribute
to expanding the lending capacity of the coun-

try's economy, as well as further development
of related the economy sectors and improving
the financial condition of the final borrowers-
enterprises in the real economy sector.

This Program was attended only by large
banks that depend on the activity and state of the
financial system of Kazakhstan as a whole, such
as the system-forming Kazkommertsbank and
Halyk Bank, as well as socially significant banks.

Thus, within the framework of the above-
mentioned Program, in 2017, after the purchase
by Halyk Bank, Kazkommertsbank was cleared
of problems that it experienced after joining
BTA Bank. This saved the savings of the popu-
lation, financial resources of public and private
organizations in the amount of 4 trillion tenge.

It also provided support to five large socia-
lly significant banks, whose assets account for
about 30% of the assets the entire banking
sector. These include: RBK Bank (bought out
by Kazakhmys LLP), Tsesnabank JSC (bought
out by First Heartland Bank JSC), Bank Center-
Credit, Eurasian Bank and ATF Bank.

Now the Bank of banks – the National
Bank faces the task of increasing the financial
stability of the banking sector and, as a result,
the confidence of the population, international
organizations, investors and rating agencies in
domestic banks. In this regard, the national
Bank is working to implement the Basel III
standards in 2021 [6].

To date, a huge amount of work has been
done to assess and analyze the quality of assets
of commercial banks in the first years in our
country.

According to the results of the asset quality
assessment, as of 01.04.2019, there is no capital
deficit at the consolidated level (aggregation
of results of all participating banks); the pru-
dential standards k1 and k2 are implemented
at the system level, taking into account the
results of the asset quality assessment program:

–At the consolidated level, the excess of
k1 capital relative to the regulatory minimum
is ~70%, taking into account the additional
level of asset quality adjustments received
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during the QA and from the revaluation of
financial instruments (compared to ~105%
before the QA).

– Similarly, according to the results of the
QA, the reserve of prudential capital k2 is
sufficient at the system level to fully cover risks
from a prudential point of view (for example,
in terms of evaluating collective reserve mo-
dels, evaluating real estate, and applying con-
servative credit impairment triggers) [7].

As part of the audit, positive aspects of
the development of business processes and risk
management systems in banks in recent years
were identified in a number of aspects, inclu-
ding the following:

– Banks in general have successfully pas-
sed the complex transition to the IFRS 9 stan-
dard, including the development of new ap-
proaches to the classification of financial assets,
new approaches to the calculation of provisions
and the book value of assets that correspond
to the new, more complex, standard;

– Significant progress is also seen in the
development of Bank data and systems, increa-
sing available historical statistics, and detailing
available data;

– In general, there is a high level of deriva-
tive correctness estimatesfinancial instruments
and bonds on banks' balance sheets, and we

also see that banks do not assume significant
risks in these areas;

– A number of banks have used fairly
accurate estimates of the value of collateral,
and within the framework of the QA, this pro-
perty was valued even higher than the estimates
that the Bank uses for calculating provisions;

– Banks have tightened their lending cri-
teria over the past few years, which has sig-
nificantly reduced the scale of problems asso-
ciated with this line of business [8].

Conclusions. In the course of the analysis
of the availability of the Kazakhstan’s banking
sector equity capital, we can conclude that
today the domestic banking sector continues
to eliminate the consequences of the past global
crisis in 2008 and economic shocks in 2013.

Weak banks lose their positions and dis-
appear from the domestic market. The regu-
latory body of the National Bank has imple-
mented a number of particularly significant and
positive measures to improve the banking
sector. In this way, support was provided to the
backbone Bank and five major socially signi-
ficant banks, as a result of the adoption in 2017
of the financial stability improvement Program,
which in terms of Bank recapitalization comp-
leted its work in February 2018 and The assess-
ment of the asset quality of second-tier banks.
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