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Sector Assessment: Finance (Summary)1  
 
Sector Road Map 
 

1. Sector Performance, Problems, and Opportunities 
 
1. Financial sector participants. The financial sector of Kazakhstan includes a large 
banking subsector with T12,809 billion ($86.3 billion) of total assets for the year ending 
31 December 2011, a much smaller but growing pension system with T2,651 billion 
($17.9 billion) of assets, along with a nascent insurance subsector with T388 billion ($2.6 billion) 
of assets, and a securities market.2 A number of public sector entities are also engaged in or 
support the sector.3 
 
2. Banking subsector. Kazakhstan has a two-tier banking system. The central bank, the 
National Bank of Kazakhstan (NBK), comprises the first tier and 38 commercial banks comprise 
the second tier. All deposit-taking institutions are required to be licensed and regulated by the 
Committee for the Control and Supervision of the Financial Market and Financial Organizations 
of the NBK (CFS).  
 
3. Prior to the global financial crisis, Kazakh banks borrowed heavily from international 
capital markets, which resulted in $46 billion of accumulated external debt by 2007.4 In mid-
2007, access to these markets became difficult, and stopped with the onset of the global 
financial crisis in 2008. This severely impacted the liquidity of Kazakh banks and resulted in a 
decline in the availability of credit, a plunge in property prices, and an ensuing debt crisis that 
exposed deep-seated problems within the subsector. Asset quality dropped severely, with 
nonperforming loans (NPLs) rising from 8.1% to 36.5% between 2008 and 2009. BTA (one of 
the most systemically important banks in Kazakhstan), Alliance Bank, and Temir Bank declared 
moratoria on principal payments and restructured their outstanding debt. In response, the 
government took a number of anti-crisis measures. Significant capital injections were made 
through the Samruk-Kazyna Sovereign Wealth Fund into the subsector, which amounted to an 
estimated 6.4% of gross domestic product (GDP) in 2009. At the end of 2010, Samruk-Kazyna 
held a controlling interest or had acquired minority stakes in various banks.  
 
4. By the end of 2011, the Kazakh banking subsector could be characterized by the 
following: (i) lending started to grow—although total assets increased by a modest 6%, total 
loans increased by 17% and equaled 39.2% of estimated GDP at the end of 2011; (ii) high 
subsector concentration—almost half of banking subsector assets were held by the three 
largest banks: Kazkommertsbank (19.4%), Halyk Bank (17.3%), and BTA Bank (12.6%); (iii) the 
total equity of the subsector stood at 10.1% of total assets; (iv) equity might be overstated, as 
accrued (as opposed to paid) interest income rose to 9% of total assets, compared with 8.8% at 
the end of 2010; (v) poor asset quality—the NPL ratio was 30.8% (increased to 31.9% in March 
2012); (vi) high industry concentration—the largest exposures were to trade, construction, and 
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industry, with exposure to the troubled construction sector representing a significant proportion; 
(vii) level of dollarization—although still high, deposits denominated in foreign currency dropped 
to nearly 30% of the total from almost 50% in 2009; and (viii) poor return on investment—the 
banking subsector made a negligible net profit of T39 billion for 2011, compared with 
T1,427 billion at the end of 2010. 
 
5. Problems and outlook. The Kazakh banking subsector stabilized and the short-term 
liquidity positions of many banks improved in 2011, in part as a result of the restructuring of 
debt, limitations on new lending, and large-scale capital and liquidity support from the 
government. However, the subsector is still vulnerable and its capacity to provide short-term 
trade and longer-term finance for private sector investment in infrastructure projects is weak. 
 
6. The tax system has constrained write-offs, restructurings, and the sale of NPLs.5 Banks 
are not experienced in managing collateral, the freedom to manage collateral is limited by law, 
and the culture of recognizing the true value of impaired assets is weak. Proposals for the NBK 
to establish a distressed asset fund for purchasing NPLs not related to the real estate sector 
and to encourage private asset management companies owned by individual banks to work out 
NPLs in real estate and corporate sectors are not decisive. These may only provide 
warehousing of problem assets until they recover their original value—which can be a very long 
process. Provisioning cover of overdue loans may be overstated by doubtful recoveries of 
restructured loans and more stringent provisioning requirements. Further, appetite is limited to 
take a risk on small and medium enterprise (SME) borrowers.  
 
7. Pension subsector. Kazakhstan’s pension system was inherited from the former Soviet 
Union. With the shift to a market economy, the pension system became financially constrained, 
making it difficult to meet its obligations, and institutional weaknesses and poor management 
resulted in shortfalls in the collection of contributions. In response, in 1997, the government 
transformed the pension system from a pay-as-you-go system to an accumulative defined 
contribution pension system that covers the whole population.6 The system was designed to 
reduce government expenditures, encourage savings, and promote the development of the 
domestic capital market. To do this, the government had to restore public confidence in pension 
schemes, promote wider participation and compliance, introduce investment instruments for the 
system’s sustainability, and improve its legal and regulatory framework.  
 
8. By the end of 2011, the Kazakh pension subsector could be characterized by the 
following: (i) growing asset base—assets invested and under management of pension funds 
totaled T2,651 billion ($17.9 billion) or 10% of GDP, which represents a 17% increase from the 
end of 2010; (ii) increasing contributor base—the total number of private individual pension 
contributors was 8.2 million, compared with 7.9 million at the end of 2010; (iii) high subsector 
concentration—84% of all pension assets were controlled by the four largest pension funds; 
(iv) 11 pension funds were operating, down from the original 16; and (v) pension funds were not 
generating sufficient returns for contributors, with almost half of their investments in government 
securities and deposits with the NBK, bearing interest rates substantially less than inflation. 
  
9. Problems and outlook. Since the new pension system was introduced, the subsector 
has grown substantially, and it now has the potential to become a significant source of long-term 
finance for private sector investment in infrastructure. To achieve this potential, a number of key 
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issues need to be addressed. NPLs accumulated by pension funds (like banks) need to be 
properly and fully recognized and resolved. The domestic securities market needs to be 
developed to absorb, efficiently use, and generate a fair return for risk on pension funds flowing 
into it. Fund managers need to develop new products that offer greater diversification and the 
potential to generate returns greater than inflation. Because of the poor returns to pension 
funds, the government appears to be accumulating unfunded liabilities because of its guarantee 
of the real value of contributions at retirement.  
 
10. Insurance subsector. By the end of 2011, the Kazakh insurance subsector could be 
characterized by the following: (i) very small but growing—total assets were T388 billion 
($2.6 billion) or just 1.5% of GDP, which represents a 13% increase from the end of 2010; 
(ii) non-life insurance dominates—42.4% of the net premium was from voluntary personal 
insurance (but mainly in the form of annuities); 29.3% from third-party motor vehicles, worker 
compensation, and other compulsory insurance; and 28.3% from property and other voluntary 
insurance cover; and (iii) moderate subsector concentration—there are 38 insurance 
companies, of which the three largest hold 40.6% of the subsector assets.7  
 
11. Problems and outlook. The insurance subsector has growth potential but it faces a 
number of major challenges. There is lack of confidence that insurers will pay, the claims 
procedure is onerous, consumer protection is poor, and regulation is weak. Life insurance in 
Kazakhstan remains grossly underdeveloped and is dominated by annuities. Almaty, the 
country’s commercial center, and other parts of Kazakhstan are prone to earthquakes and other 
natural catastrophes, but property insurance is rarely sold for such perils or reinsurance taken. 
Some insurance companies need capital and consolidation is also required. Insurance 
companies, like pension funds, need access to capital markets that can absorb, efficiently use, 
and generate a fair return for risk on invested funds.  
 
12. Securities market. The Kazakhstan Stock Exchange (KASE) was founded in 1993 as a 
universal financial market for four major sub-markets: foreign currency, government securities, 
shares and corporate bonds, and derivatives. Government securities started trading in 1998, 
initially to support the new pension system. However, turnover continues to be very limited, and 
few nongovernment issuers are investment grade.  
 
13. Opportunities. The government has taken important and far-reaching steps to stabilize 
the banking subsector and set the stage for its future growth, build a sustainable pension 
subsector that can become a major source of long-term capital, and establish an insurance 
subsector that can allocate risk to parties best able to take such risk. However, more needs to 
be done. The NPL problem needs to be resolved in a decisive manner that will truly free up 
scarce capital and other resources of banks. The government should also regularly issue a 
variety of securities to build the yield curve for benchmarking purposes. Corporates, 
subsovereigns, and special purpose companies used to fund public–private partnerships (PPPs) 
should be encouraged to issue local currency securities. The government’s New Financial 
Initiative and refinements to the new Project Finance Law that was enacted in December 2011 
should be supported.8 Work also needs to be done to improve the investment climate, 
particularly by strengthening corporate governance and increasing transparency. 
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14. Gender. Women are overly represented among the self-employed and in the informal 
sector, where they do not receive pensions, paid sick leave, or social insurance, and have little 
job security. The vast majority of women’s SMEs are in trade and service provision, where they 
face particular obstacles, not only in asset ownership and access to credit, but also lack of 
relevant skills, knowledge, information, and networks. They would benefit greatly from better 
access to finance and business advisory services to expand their micro and small businesses. 
 

2. Government’s Sector Strategy 
 
15. The government continues to undertake structural reforms and improvements to the 
financial sector regulatory framework. For the banking subsector, these include new limitations 
on foreign borrowings, 20% provisioning for loans in foreign currency, a new loans–deposits 
regulatory ratio, a countercyclical approach to provisioning, new capital adequacy requirements, 
and measures to discourage growth of contingent liabilities. There are plans to introduce in 
2013 several new requirements for the banking sector in line with Basel III. Recognizing that the 
economy is too concentrated and relies heavily on volatile commodity pricing, the government in 
2010 adopted an industrialization program that calls for investment of $50 billion during 2010–
2014. The program consolidates over 50 previously-adopted state industrial programs and 
provides that the Development Bank of Kazakhstan will be the primary lending vehicle for the 
long-term financing of infrastructure under the program. In February 2011, President 
Nazarbayev outlined the People’s IPO program, which calls for shares in a number of the 
country’s state-owned enterprises to be sold and listed on the KASE.  
 

3. ADB Sector Experience and Assistance Program 
 
16. The Asian Development Bank (ADB) has been providing assistance to the banking and 
pension subsectors and for SME development in Kazakhstan through its public and private sector 
operations in the form of loans and guarantees. ADB is currently implementing a $500 million 
Small and Medium Enterprise Investment Program multitranche financing facility.9 Under tranche 
1 of the facility, ADB provided DAMU a $150 million equivalent 5-year local currency loan, which 
was used to make three sub-loans to banks. Each bank is using its sub-loan to provide longer-
term, fixed-rate, local currency denominated market-based credit to SMEs. Associated technical 
assistance will strengthen DAMU’s risk management and internal processes, perform survey work 
to clarify ongoing constraints to SME development, and provide recommendations to improve and 
expand DAMU’s SME programs.10 
 
17. ADB can further assist the strengthening of the financial sector through (i) issuing its 
own local currency bonds to help investors diversify their portfolios and further develop the yield 
curve and the credit curve; (ii) providing TA on a cost-sharing basis to increase the availability of 
natural catastrophe and other forms of insurance and reinsurance, improve the environment for 
PPPs, develop the securities markets, and strengthen the supervisory and regulatory capacities 
of the pension and insurance subsectors; (iii) providing transaction advisory services needed to 
structure and mobilize finance for PPPs; (iv) using its credit enhancement products to support 
well-structured bond issues by subsovereigns or special purpose companies used to fund 
PPPs; and (v) providing guarantees, loans, and equity directly to carefully selected Kazakh 
banks to provide targeted support for trade finance and lending to SMEs and micro-enterprises. 
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Economic diversification and private sector development 
EFFECTS

CORE PROBLEMS

CAUSES

•Limited private sector participation in infrastructure investment

•SMEs cannot access trade and working capital finance

DebtEquity

Shortage of trade and working capital 

finance from banks

•Larger tenge deposit base needed to match 

external loans to SMEs

•Letter of credit confirmations and foreign 

funding from international interbank market 

limited

•Weak equity base and NPLs force banks to 

focus on corporates and avoid SME risk

World class infrastructure and Utilities  Vibrant SMEs creating jobs and inclusive growth  

Insurance

Scarce project finance for  infrastructure 

from banks

•Foreign banks have retreated

•NPLs have clogged up balance sheets

•Lack of longer-term tenge deposits and 

hedging arrangements needed to mitigate 

asset-liability tenor and foreign exchange 

mismatch risks

•Comprehensive legislative framework needed 

for PPP infrastructure projects

•Lack of well structured PPPs

Limited securities market

•Securities market needs to be developed to 

absorb pension funds and generate returns 

•Lack of reliable yield and credit curve for 

bonds for benchmarking

•Investors have limited skills to asses long term 

project risks

Private sector equity needed to 

recapitalize banks 

•Continued concern about further 

deterioration of loan portfolios

•NPLs need to be resolved decisively, to free 

up bank capital and management resources

•Listing of restructured banks under People’s 

IPO  delayed

Private sector equity needed to participate 

in PPPs

•Comprehensive legislative framework 

(including New Financial Initiative ) needed 

for infrastructure investment through PPPs

•Corporate governance and transparency 

need improvement

•Equity investors have limited skills to assess, 

commercial and operating risks

•Share market needs to be developed to 

allow liquidity

Public sector “equity” required to 

participate in PPPs

•Legislative framework and budget is needed 

to allow sub-sovereigns to provide land, off-

take, and viability payments  

Life insurance grossly underdeveloped

• Securities market needs to be developed to 

absorb premium, give liquidity, and generate 

returns

Natural catastrophe and other risks not 

properly allocated

•Households, SMEs and their financiers are 

exposed to earthquake and other natural 

catastrophic risks, but property insurance is 

rarely sold for these risks

•Reinsurance is limited and possibly mispriced

Insurance penetration is very small

•Lack of confidence that insurers will pay when 

promised

•Large corporates do not use local insurers

•Some need additional capital 

Financial Sector Assessment Problem Tree

IPO = initial public offering, NPLs = non-performing loans, PPPs = public-private partnerships, SMEs: small and medium enterprises.  
Source: Asian Development Bank 
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Sector Results Framework (Finance, 2012–2016)  
 

Country Sector Outcomes Country Sector Outputs ADB Sector Operations 

Outcomes with 
ADB 
Contribution 

Indicators with 
Targets and 
Baselines 

Outputs with ADB 
Contribution 

Indicators with 
Incremental Targets 

Planned and Ongoing 
ADB Interventions 

Main Outputs Expected from 
ADB Interventions 

Strengthen 
access to 
finance for 
SMEs, trade, 
and investment 
in infrastructure 

SME sector 
employment increases 
to 4 million in 2016 
(2011 baseline: 
2.26 million) 
 
Share of bank loans to 
SMEs increases to 
20% of GDP in 2016 
(2011 baseline: 15%)  
 
The proportion of 
loans going to women 
entrepreneurs 
under DAMU 
(Entrepreneurship 
Development Fund) 
programs increases to 
23% of loans by 2014 
(2009 baseline: 16%) 
 
Bank loans increase to 
50% of GDP in 2016 
(2011 baseline: 
39.2%)   
 
Pension fund assets 
increase to 12% of 
GDP in 2016 (2011 
baseline: 10%) 
 
 
 

Efficiency and 
effectiveness of the 
financial sector 
enhanced for 
stronger financial 
intermediation and 
access to finance 
 
 
 

New Financial Initiative 
and Project Finance Law 
implemented by the end 
of 2012 
 
SME loan accounts 
opened by participating 
financial institutions 
increases to 145,249 by 
2014 (2009 baseline: 
116,556)  
 
 
  
 

 
Planned key activity 
areas: 

 
SME Finance (99%) 
 
Financial Sector 
Development (1%) 
 
Pipeline projects with 
estimated amounts: 

 
SME Investment Program 
(Tranches 2, 3, and 4) 
($100 million each) 
 
Support to Financial 
Sector Development TA 
($500,000) 
 
Trade Finance (amount to 
be determined) 
 
Ongoing projects with 
approved amounts: 

 
SME Investment Program 
(Tranche 1) ($150 million) 
 
 
 
 
 

 
Number of SME loans disbursed 
by participating financial 
institutions increases to 29,083 
by 2014 (2009 baseline: 23,338) 
 
 
Trade finance for banks 
increased (amount to be 
determined later) 
 
Improved enabling environment 
for public–private partnerships 
 
 

ADB = Asian Development Bank, GDP = gross domestic product, SMEs = small and medium-sized enterprises, TA = technical assistance.  
Source: Asian Development Bank 




