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Study on Rural Credit and Savings / Part IV / Conclusions 

I. Introdu.ction 

Slightly fewer than half of the Republic of Kazakstan’s 17 million people live in rural areas. They 
reside in more than 8,000 village and settlements and are most densely concentrated in the southern and 
northern oblast (with 3-10.5 persodsq. km). 

The Rural Sector 

Since 1991 agricultural activity has declined by more rhan half. Yet the sector remains critical to the 
economy, generating about 14 percent of GDP in 1995. In 1995 the Ministry of Agriculture estimated 
that 80 percent of all farms were unprofitable, as were many non-farm rural enterprises. The terms of 
trade for the sector as a whole have deteriorated. Most farms, whether restructured or not, have seen a 
marked decline in their liquidity, value and profitability. Machinery has not been renewed, livestock 
have been disposed of or are in poor condition, and fixed assets have become dilapidated. Many farms 
are unable to maintain their current level of operations. 

The majority of privatized farms that have not been restructured are unprofitable. Until farms become 
profitable their ability to obtain credit will remain severely constrained. Many large farms are 
encumbered by past due debts, too many employees and shareholders, social costs, inadequate 
machinery, lack of control over storage facilities, and restricted marketing outlets. In addition, many 
farmers find that the only way to finance their workiing capital is to contract their future crops by 
selling them before harvest. To date, few farms have managed to generate sufficient cash flow to 
fmnce their working capital, and most barter their rights to future produce to obtain inputs. 

Problems affecting agriculture-lack of financing, lack of raw materials and inputs, lack of markets and 
the general decline in income and employment opportunities -- also affect rural non-farm enterprises. 
The very existence of rural communities is threatened unless the agricultural sector can be stabilized 
and nurtured to grow again. Resuscitating the rural economy is, therefore, a major issue for the 
government. Development of a thriving private, market-based agriculture is seen as the main element 
in rural revitalization and, indeed, as the starting point for broader economic recovery and human 
development. 

The Banking Sector 

The banking sector of Kazakstan has huge accumulated bad debts, leading to decapitalization and 
deterioration of the banks’ capital and liquidity. The government’s financial sector reform relieved 
banks of bad loans that were originally issued in response to instructions from various government 
authorities and which the banks were unable to workout because of the size of the debtors, the nature of 
the activities financed, and the social impact of foredosure and liquidation of debtors’ assets. A 
substantial portion of these loans has been transferred to special debt resolution entities. 

Loan collection remains a key problem. This is due to unexpected distress of borrowers, but often also 
to willful default. In 1995 significant progress was made in improving property rights legislation. In 
1996 attention shifted to making these rights enforceable through reporting and registration systems and 

T.A. No. 2449-KAZ 1 



Study on Rural Credit and Savings / Part IV / Conclusions 

judicial reform. However, several provisions of the draft law on bankruptcy are likely to jeopardize 
rights of secured creditors. The draft law curtails the rights of a secured creditor in a liquidation and 
fails to give them sufficient voice in voting procedures among creditors. Further, the draft law 
threatens the validity of sales of property seized from a corporation less than four months prior to 
bankruptcy. 

Formal Rural Finance 

Commercial banks. Formal rural financial services in Kazakstan are provided by Kazagroprom Bank, 
Narodny Bank, certain other and much smaller banks, several donor-funded activities and the 
Agricultural Support Fund. During the Study the Consultants visited the head offices of eight banks 
and 15 of their rural branches. All institutions exhibit the same basic weaknesses: lack of knowledge in 
financial and funds management, inability to assess the risks associated with project finance, lack of 
technical expertise in term lending, inexperience in portfolio management and inconsistent supervision 
and monitoring of portfolio. Sustainability of a financial institution relies on the ability to manage 
liquidity, interest rate risk and product pricing. 

Transition from a command economy to a market-oriented one has hit rural communities hard, yet 
rural bank branches are reluctant to change. This is partly due to discomfort with the emerging private 
sector and to lack of loanable funds. Falling output, reduced banking services in general, the absence 
of financial intermediation in rural areas in particular, and the reduction of government subsidy have 
created a severe rural liquidity problem, reinforcing the dependence of the rural population on 
government supplied goods, services, and inputs. With resource limitations, banks have little incentive 
or ability to expand their client base. The low volume, high risk and costly servicing of rural branches 
have led many banks to close branches. Banks still operating in rural areas have had to reduce their 
lending; many are simply processing money transfers. 

When funds are available, they tend to go to established customers and better known enterprises. The 
Governor of each oblast plays an important role in the distribution of credit. Political connection to the 
Governor is important for any farm or business that wishes to do business outside of its respective 
oblast and to receive quasi-directed credits from government bodies such as the Agricultural Support 
Fund. Oblast administrations have reportedly used strong-arm tactics to force private banks to lend to 
unqualified borrowers. 

Interest rates remain high in real terms as banks seek to rebuild capital and as funds are scarce. The 
impact of high real rates of interest on loans varies greatly across the farm sector. in general their 
impact is to discourage borrowing, which is consistent with the quest for stable monetary aggregates. 
Large farms are likely to suffer most because much of their operation is monetized and credit would 
normally be used to cover many of the costs of getting from harvest to harvest. Small farms are likely 
to want to borrow proportionately less because their overheads are lower .and because family labor does 
not have to be paid monthly. As a generalization, the purposes for which a small farmer would want to 
borrow, as for seeds, fertilizer and some fuel would tend to represent a smaller proportion of the value 
of the crop than for the same crop grown on a large farm. 
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Savings mobilization. There is reported to be substantial savings throughout the country that are not 
deposited in banks due to distrust, low rates of return rind reluctance to be subjected to scrutiny by the 
tax authorities. These savings are held in non-monetary assets. Lack of public trust in banks is by the 
far the greatest constraint to mobilizing savings and affects the whole banking sector. Citizens will 
deposit their savings only when they have trust in the banking system, a particular banking institution 
and in the broader political and economic system. ]Public wariness is not unwarranted, as several 
recent bank failures testify. The development of savings mobilization by non-banks is prohibited by 
law. As a result, the opportunity for financial intermedliation across whole communities is not realized. 
If non-banks such as non-governmental organizations (NGOs) could mobilize savings and if credit 
access were tied to a savings requirement, savings could be mobilized but there would be an obligation 
to guarantee full and immediate access to those savings by the depositors, except where the savings 
were pledged against a loan. 

Institutional alternatives. Banks can provide a limited range of financial services in rural areas by 
expanding their branch networks and by using mobile banking units. The outreach and sustainability of 
there efforts are constrained by the high costs of staffing, and by the necessary use of procedures 
consistent with the bank's systems of operations. In addition, the volume of business in many rural 
areas is often insufficient to cover the overhead costs of banks operating in these communities. 

Development is accelerated when financial services cover a broad spectrum of sizes of financial 
transactions, a whole range of sector activities and across the entire population from sparsely populated 
to densely populated rural areas. These services need ito encompass enterprises as well as households. 
It is not advisable to provide such a broad range of services through a single type of financial 
institutions. It is better to have an overlapping of services among institutions to encourage, through 
competition, more efficiency in the provision of services. Alternative financing mechanisms would 
free-up working capital for purchase of inputs and fixed assets, would limit reliance on banks for 
financing, and would provide opportunities for establishment of farm support services critical for a 
properly functioning agricultural sector. 

Informal finance provides small-scale rural financial services but tends to be limited to small, short- 
term loans. The roles and usefulness of both informal and formal suppliers of financial services are 
increasingly recognized. There needs to be a process by which alternative suppliers, such as credit 
unions (CUs) and NGOs, are given the opportunities and incentives to organize groups and 
associations. These organizations have a cost structure different from banks that allow them to be 
competitive in rural communities. They are able to provide effective and wide reaching rural financial 
services through operating and financial links with urban financial institutions. 

Credit unions may succeed if they are established as a :result of the efforts of the community in which 
they are located. They will fail if imposed on a community or established to meet target or project 
objectives as means of channeling targeted credit to end-users. Properly established and supervised, 
CUs are an efficient way of providing a broad range of smaller-scale saving and lending services to 
small groups. They also provide healthy competition for banks, resulting in generally better financial 
services for rural communities. Formation of a CU system should be a long term goal in the rural 
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financial policy of the NBRK. The Consultants' Project Proposal lists specific stages of implementation 
that will enable CUs to have a lasting effect on rural financial intermediation. 

Small and Microenterprise 

Informal estimates suggest that private sector output accounts for 20 percent of Kazakstan's GDP. 
Statistics on the small and medium enterprise sector are scanty, not entirely reliable and refer only to 
formal firms. The importance of small and microenterprise is not well recognized. While the viability 
of larger enterprises is in some doubt as a result of the loss of markets arising from the dissolution of 
the Soviet Union, demand for many items continues, although on a lesser scale. Small and 
microenterprise may profit from the opportunity presented by the lower volume of production. Where 
quality is less of a concern than availability, consumer tolerance of lower standards facilitates small 
enterprise. The sector's biggest contribution lies in perishable farm produce, market trading and small 
convenience stores and kiosks for everyday items, services by plumbers, electricians, carpenters, and 
minor repair services for shoes, watches, electrical appliances, and for vehicle repair and maintenance. 

Considerable funds have been provided by international and bilateral organizations for advice on policy 
and legal issues related to small and medium enterprise development and for training, business advice 
and consulting services. Microenterprise, 
especially rural microenterprise, does not attract much attention. 

Much of this effort is concentrated in major cities. 

The market in which small and microenterprises work is a pocket market close to the producerhrader 
base and suited to the' volume of product offered. Small and micro-entrepreneurs are not restrained by 
lack of initiative but by the low incremental benefits of moving farther afield. Their costs in cash and 
time must be rewarded by a higher price in the distant market. Entrepreneurs with products that 
warrant the additional cost will travel beyond the immediate market. 

Credit reaching the lower end of the small business sector is delivered by domestic NGOs in association 
with international NGOs which provide funds and act as catalysts for the development of the borrower 
constituencies. Each international NGO follows a similar pattern although there are variations in 
duration and supplementary training and orientation programs that reflect the special interests of the 
donor-humanitarian outreach, rehabilitation of the disabled, or environmental concerns, for example. 

Commercial bank enthusiasm for micro credit is thin, even more so for disadvantaged groups. 
However, most NGOs were created specifically with the disadvantaged in mind and with specific 
objectives related to their betterment. Banks are unlikely to show much enthusiasm until it is 
demonstrated that the disadvantaged have skills, initiative and discipline. There is little to be gained 
from obliging unwilling and unconvinced institutions to lend where their intuition tells them not to, 
since an unwilling participant lacks the dedication needed for success. In the initial phases of any 
program that includes credit for the disadvantaged it would be preferable to enlist the assistance of 
NGOs since they are committed. 

NGOs active in credit in Kazakstan make a special effort to attend to the disadvantaged and to do so in 
a manner that ensures participation without alienating the remainder of the community. UNDP 
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supports programs for women but Mercy Corps and VOCA would describe their approach as 
responding to needs without highlighting any group as being in greater need. Both actively encourage 
women and the very poor to participate. HIVOS does not discriminate by sex, although it offers single 
mothers and very poor women specialized assistance. HIVOS seeks to give their clients self-respect, 
self-reliance and a standing in the community based upon recognition of an ability rather than a 
disability. 

Supporters of assistance to small and microenterprises would elicit a more favorable reaction from the 
unconvinced if they were able to demonstrate more spe:cifically the areas in which such enterprises can 
contribute significantly. Concrete evidence of opportunity, benefit and sustainability is lacking. 

Recommendations for a Proposed Project 

The Project Proposal developed by the Consultants aims to help build an environment favorable to 
private enterprise in rural areas, to return insolvent farms to viable operations supported by sustainable 
credit delivery systems that reach into small communities, to foster the growth of small and 
microenterprises and to offer the disadvantaged an equitable opportunity to prosper. 

The objectives of the Project are: 

to assist privatization in selected rural areas through a range of policy measures, market 
development initiatives and credit operations; 
to improve the effectiveness of the farm restructuring program and reduce the level of 
subsidy to the agricultural sector; 
to stimulate rural private enterprise in general and growth in small and micro-enterprise in 
particular, for income generation and employment creation; and 
to develop experience, policy and practices that can serve as a basis for the design and 
implementation of others. 

The targeted beneficiaries include 

privatized farms, 
private agribusiness, 
small and micro rural enterprises in all sectors, and 
the unemployed and other disadvantaged groups. 

The principal components are: 

establishment of a rural development trust for donor funds supporting rural enterprise and 
provision of technical services; 
support for the ongoing farm insolvency and debt restructuring program through debt work- 
out plans for individual farms; 
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commercial credit delivered through participating banks, NGOs and traders, allied to 
savings mobilization and introduction of new security instruments directed at breaking the 
overdue receivables circle and releasing assets that could serve as loan security; 
formulation of policy and support for development of wholesale marketing, a marketing 
information system and revitalizing the inputs supply chain; 
fostering initiatives in agricultural extension, veterinary services, farm machinery hire and 
business advice and training for the private sector; and 
formulation of enabling legislation and the subsequent development of credit unions to build 
upon the foundation of existing groups and associations as a means of ensuring resource 
mobilization in support of local enterprise. 
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II. Minutes of the Tripartite Meeting 
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DRAR FOR COMMENT 

Study on R m l  CrodR and Savlngs (TA No. Z44WCAZ) 
- Minutea of Clnal Tripartltm M a n g  - 

1. A Tripartite Meeting tor tho captioned TA was held on 10 January 1997 at the National 
Bank of KBzakstan (NBK). The Meeting was attended by personnel of the Ministry of Economy, 
tho Minlstry of Agriculture, and Agroprombank (APB), in addition to senlor NBK personnel, the 
Consultant, and the A 0 8  Mklon (a llst of persons attending the Mooting is attached). The 
Consultant had distributed a draft final report in both RumIan and English in early Docember 
1996. The following minutes summarizm the Meetlng discumlon. 

2. The Meeting Chairman (Mr. Saldonov) openod the Meeting by requesting a summary of 
the TA. The ADB Mission began by explaining that the Rural Credit TA was the third TA provided 
for the agrlculture sector. Tho purpose of these TA8 is to assist the Government in formulating 
agricultural reform policiar and In monitoring the impacts of those policies. The Rural Credit TA 
was expectod to assist in Ute preparation of a plan to dwdop rural c r d i  and savings. This plan 
is a component of the ongoing AD&flnmced Agriculturo Sector Program. In addition, the 
Conrrultant's proposal is an important fimt step In preparing the proposed 1998 project for Farm 
Restructuring and Development. For these reasons, the Mission hoped that the Meeting would 
provfdo an open and frank discussion of the Consultant's proposal for a rural credit and savings 
project. 

3. The Consultant briefly summarized the problems d the agricultural and rural economies 
which have led to a rotronohment of rural financial tervlces. The stat. and commercial banks are 
reluctant to lend to agriculture becaruro of past a,rrmrs, as well as the perception that farms have 
limited capacity to repay new debt. The lack of savings moblllzation by banks also limits the 
resourcst available for lending. The TAs field surveys provide evidence which challenges the 
conventional view that rural communltles am too poor to rave; significant savings do occur, but 
those are rarely doposited in banks because of factors ruch as the lad< of services, artificially 
low interest rates, and mistrust ,of the banks. 

4. The above analysis has led to the TAs r.commendatlon8 for further financial sector policy 
reforms, instltutional anngthening, and training of bank staff. In addftion, a major recommenda- 
tion is that tho Government should suppofl the potentlal roles of indigenous non-govemmentd 
organizations (NCIO8) and private credit unions In wings mobilkation and small-scale rural 
lending. Tho Draft Deem on Credit Unions contained in Part I of the final report is based upon 
standard pr0Crrdur.s adopted in rnany.deve1op.d and developing countries, and is viawed as 
an important part of the TA'r proposal for a rural c:redit project. 

5. 
comment on the Consultant's report and proposals. 

Following a briot summary by the Chairman, the Moeting participants were invited to 

Q. The APB npresentathro agreed in principk wtth tho TAs proposals, but felt that crodit 
union8 and NGO rolm are not immodiate needs in Kcwkrrtan, but rather should be developed 
ovor the longor-run. The Consultant responded that there seemed to be agreement b o n g  the 
banks and the consultants both about the nature of existing problems In rural finance and about 
the future situation that is desired. The unresolved HSIUO lies In tho procssseg through which the 
adsting problems should be solvod. Fundamon'tal changes are needed in the ways the banks 
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do business. This will require considerable training of bank staff, particularly in regard to the 
investment and cash flow analysis required for term lending. In additlon, credit unions and NGOs 
can provide financial sOrV/cos to tho poor who would not normally be attractive customers for 
commwdzll banks. The credit union mod4 proposed in the report has been applied successfully 
in Kazakstan with USAID and TACIS support, in Russia and eastern Europe, and in numerous 
othw oountries ouch as BMgladwh. 

7. The ADB Mission added that given inherent risks of wheat farming and the present 
depressed state of agricultwe, the banks have sound reasons tor not lending to farms. 
Strengthening farm capaclty for sound budnem management that would, in turn, justlty bank 
lending Is equtlrly important and wlll be a major focus of farm restructuring projects presently 
being prepared by ADB and the World Bank. 

8. The representative of the Ministry of Agriculture (MOA) agreed with the analysis contained 
in the report. He noted that the Government is addressing the needs of agriculture through the 
Agrlcufiure Suppbrt Fund (ASF). The ASF Is viewed a8 an easier and less bureaucratic moans 
of assisting f m s .  Poor weather, such as in 1995, and constraints in marketing are tho major 
problems faced by farms. The highest levels of Government are now working to improve property 
rights and MOA lo also making efforts to improve ASF repayment. 

9. N6K staff commented that NGOs and credlt unions would be a new approach in 
Kezakstan. He asked whether the recent experlence with credit unions In Kyrgyzstan would be 
relevant in Kerakstan. The AD8 Mission responded that small credit unions had been successful- 
ly .stablished on a pilot basis under an ADMnanced TA in Kyrgyzstan. This approach will be 
expanded in Kyrgytstan under a proposed ADBfinanced Rural Financial Institutions Project in 
1997. Both the Consultant and the AD8 Mission emphasized that credit unions would G c m d e -  
-t ment not substitute for, the roles of the commercial banks by providing cost-effective services 
to meet tho needs of small savors and borrowers. At the same time, it was noted that the 
semonal working capital rids of Kazakstan's large wheat farms - often as much as $1OO,OOO 
equivalent for d and fuel - would be beyond the capacity of small credit unions such as 
those established In Kyrgyzstan. Suitably strengthened commercial banks must take the main 
responsibility for serving the needs of the large farms, in parallel with efforts to strengthen the 
management and business planning of the farms themselves. 

10. In rogard to the ASF, the Consultant commented that, whlle the ASF can provide 
important support to the agriculture rector, its lending role should be transferred to banks which 
am better qualified for thir purpose. The TA's assessment was that nono of the 31 billion Tenge 
which had been transferred from APB to the ASF has yet been repaid by farmers, which does 
not bode well for the financld viability of the ASF mechanism. 

1 1 .  An uplanation was requerted about the rationale for choosing tho three pilot oblasts for 
the pmposod proled (Almaly, Tddy Korgan, and South Kszakrrten). These obl& are viewed 
as atypical o i n u  all are located in southeastern Kazakrtan, and all have fanning systems and 
commercial activity which are unrepresentative of the country s a whole. The Consultant replied 
that South Kazakatan was ctroeen to link !he credit project to !he proposed ADSfinanced Water 
Resourcee Management and C;and improvement Project. Because of the naturo of the farms and 
local markets, it wes also felt that these oblasts offer good near-tom potential for establishing 
credit unions and W e  bank lending to agriculture. The AD6 Mlssion added that the choice of 
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oblasb is very preliminary; final saledon will be made by the Government in consultation with 
AD6 at a moro advanced stage of project preparation. 

12. The Chairman requested an explanation of tho linkago between ADB's Agriculture Sector 
Program (Asf) and the sutu.qUent farm restructuring project. The AD6 Mi8sion responded that 
tho ASP is intended to provide the policy rmvironment necemary for market-led agricultural 
gtowth and for tho SUCCBU of a proJwt to directly eurslst farms. The two TAs attached to the ASP 
am providing considerable information on the agriculture sector that will faciiitate the preparation 
of the pro@ project. 

13. In ward to the Draft Omcroe on C r d t  Unlonr, it was asked whether the existing Credit 
Partnenhlp Law already provided an adequate legal framework. The Consultant rosponded that 
tho Draft Decree provlded a more comprehensive basis for credit union establishment following 
laws adopted In othrr countries, Nonetheless, the Draft Decree is just that - a draft - and may 
need further rofinememt to suit the Kazakstan aitudion. 

14. The Chairman bolioved that Kazakstan 8houid learn from the credit union sxperiwces of 
other countrbs. Ho added that the ASF is viewed m a temporary intervention, not a long-run 
measure. On-lmding of ASP funds through the banks was Viewed by the Government as 
successful. Thus, the proposed projsct noednot focus on retraining of bank staff. But the project 
should focus on credit unions in order to create a nmge of bank and non-bank financial services. 
He continued by asking about the role for oquipnmnt Iwwing as a further source of non-bank 
support to agriculture. The Consultant responded that new approaches such as leasing and 
warehouso r.Ceipts are alternatives to bank loans that are important in market economies. These 
approaches dererve attention in Kazakstan. 

15. Tho Chairman concluded the Meeting by requosting further written comments on the 
Conrultant's report from the participants. He mrurod that oorwolidated comments would be 
provided to tho Consultant and ADB by 20 January 1997. The ADS Mission said that this would 
be grmtly appreciated, rn the comments would provldo an important Input during the prepara- 
tlon of the prdposed farm restructuring project. 
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NATIONAL BANK OF THE REPUBLIC OF KAZAKsTAN 

cik.RComm~, DAI (USA) 
hian Development Bank 

The National Bank of the Republic of Ka?akstan taka an opportunity to express its 
sinsme rwpxt and ~naardc to your Agency tor unpicmented acmities. i-iavlng ft- 
viewed the Draft Find Report 'RuraI Credit and Savings Studies' altogether with 
authorized agencies, the National Bank of the Republic of Kazakstan considers to be 
vital to dwell on some pints arc to be worked out thoroughly: 

Implcmeneoa of ADB ncomrnendatl 'om envisages introduction of changes into the 
Presidential Dcnee of tht Republic of Kadcstan, having the force of Law 'concerning 
Banks and Banking Activities in the Republic of Ka&stad as in the above men- 
tioned legislative act the establishment of 'Rural W s  of II level' or the banks of II 
level with limited liability are nut provided And it is also not envisaged in this legis- 
lative act thc alteration of existing institutional capacity for the banks of II level, in 
particular, 'Status on pruddal norms'. Besib, t& submitted prudential regulation 
for these bank institutions envisages deviation from Bank Supision Standards es- 
tablished by h i  Committee. The proposal concaning operational and financial 
support to viable state bank, having rural offices (here People's Savings Bank of the 
Republic of kdman) contradicts to the allocation t m s  of the second !ranch of the 
Worid Bank. 

Legal Status issues the So-CaJled 'domesticscientific and production srssociations' 
were poorly studied. It was mainfy focused on thdt tenns of refcrtnct. In connection 
with this the revise of registration Variants of such agencies in &ECOrdBLICt with the 
Civil Code of theRcp~blic of KazaLstan and current Leghlation was impeded as it 
was proposed to issue credit not only to crtdit associations but to scientific and pro- 
ductian' assaat~ OW. 

. .  

The recomrntndatiom concerning the establishment of 'Trust', which will be financ- 
ing thc agricultural production development under the National Bank pf the Republic 
of Kadetm will also require introduction of changes into the c ~ m n r  Itgislation. To 
our viewpoint such body may have the status of the independent I@ entity, but not 
unda the National Bank of the Republic of Kazakstan. 

4) As the local bank staff has sdcient qualification level in the area of project fi- 
nancing wc consider this to be possible. excluding the point conccming the training of 



specialists md to focus mainly on the establishment in practice of credit associations, 
taking into conrridcration the c m t  legislation of the Republic of Kazaksm. 

5) The submitted report in Russian haJ some drawbacks in terms of its interpretation 
and translation. 

4) We submit the rcmatks and recommendations of.Kazalr Joint-stock Agro-industrial 

try of Economy of the Republic of Kaprkstan (1 page). 
Bank (3 pasts), Ministry of Algriculrun of the Republic of Ka;Eekjtan (I page), Minis- 

With respect, 

ViceTPreaidcnt A.Saidenov 



ray P. Koccmawy, DAI (CUJA) 
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To: National Bank of the Republic of Kazakstan, 
Department for International Relations 

From: Kazakh Joint Stock Agrolndustrial Bank 

Date: January 2Oth, 1997 

Number. 0701213 

Subject: Concerning Draft Report ‘Study on Rural Crediting and Savings” 

Karagroprombank (Kazakh Joint Stock Agrolndu,strial Bank) has reviewed the draft: 

report *Study on Rural Crediting and Savings” and notes the following. 

It is necessary to define more exactly the data from Table 1 ‘Remains and rates of 

AP6 by saving institutions“ (first volume of the report, chapter II, pg. 31). 

We also inform that at present in the system of APB there are following current 

rates for deposits: 

In foreign currency (for legal entities and 
individuals) 
maturity of de@% 
[month) 

4 
2 
3 
4 
5 
6 
7 
8 
9 
10 
41 
12 

on call (for 
individuals) 

annual % 

9 
18 
11 
12 
13 
14 
15 
16 
I? 
18 
19 
20 

3 

In tenge (for individuais) 

type of deposit, 
maturity 

an call 
Prom 3 to-6 months 
from 6 months to 1 

year 
over 1 year 

pension deposit 
children deposa 

~ 

annual % 

15 
P25 

30 
35 
40 
40 



There an, now (as of January 2Oth, 1997) 11904 shareholders of 

Kazagroprombank as a result of declared subscrlption for shares. The Bank has been 

keeping monthfy records for quantitative composition of shareholders on a regular basis 

and posseases the data on quantitative composition of shareholders for the first day of 

each month. 

The register of shareholders has been made .in accordance with current legislation 
requirements and has been submitted for wwice to the Depository of National Bank 

(1 0324 cards). 

Some figures provided iin this item need to be defined more 

precisely. Non-standard and non-profit credits in the Bank's lending portfolio constitute 

1010 thousand tenge or 44%, not 2,28 billion itenge, as it was specified, for the first of 

April, 1996 in accordance with provided Tabfe 6,. 

In the previous year the Bank continued to decrease its 

expenditures. The activities were conducted to consowe production units which were 

under construction, sales of surplus commodities, vehicles, as well as other construction 

units which were not completed. 
During 1996 the system's staff was reduced by 1043 people or by 26%. During the 

year 11 non-profitable subsidiaries were closed. The Board of the Bank also made the 
decision to close 15 additional subsidiaries anld now this process in under implementation. 

In addition, in November and December of 19W 54 subsidiaries were transferred to 

special regime that significantly limited their capability to function. So the questions on 

expediency of their further functioning will be cansidered in the future. 

On behaff of the Board of Bank the requirements have been toughened to internal 

audit services in the system at the level of oblast subsidiaries, as well as at the level of 

Leading Bank. The mquirements have been also toughened to structure subdivisions in 

terms of strengthening of their functions of monitoring relative areas of banking activity. 

The procedures on further compulsory monthly monitoring over banking transactions have 

been imposed. 



During the year of 1998 audit services audited 21 1 Banks subsidiaries, or over 
90%. 

Since April of 1996 Kazagroprombank has been obeying all the prudential norms 

and procedures as they established by National Bank. 

The assets which were obtained at auction by Kazagroprombank to conduct 

sowing and hawesting campaings of the year of 1096 for the sum of 732 million tenge 
were timely and fully repaid together with fees for the sum of 120.0 million tenge. 

Taking in account finaf turnover (in the full volume of 200.2 million tenge) provisions 

have been made for available lending portfolio for tha first of January of 1997. This 

portfolio consists of: 

standard credits - 56.1% 

non-standard - 30.7% 

non-satisfactory - 6.5% 

questionable - 1.6% 

non-profitable - 5.1% 

The Bank has developed interest policy which will regulate the procedure of 

interest rates establishment by Banks' subsidiaries. 

Developed by the Bank and approved on 27th of December, 1996 by the Banks 
'Council, credit poky envisions procedures on diversification of Bank's lending portfolio. 

This will allow to the system to distribute all the risks among different market sectors. 

Kazagroprombank, perceiving importance of staff training in accordance with 

market economy requiremen&, directed 195 people to trainjng courses to increase their 

level of proflciency in 1996. For the year of 1997 the plan has been already approved to 

train 500 people. . 

Board of Bank, Chairman 6.2. Ziyabekov 
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Ministry of Economy of the Republic of Kazakstan 

From: the National Benk of 
the Republic of Kazalwtan 

concern& the Draft Final Report of 

'Rural C d i t  and Savings Studies' (part IU) 
A s h  D e v C i O ~ t  Bank 

M h i ~ t ~ y  of Economy having revised ADB Draft Fiaal Report 'Rural Credit and Sav- 
ings Studies' ,states the following. 

Entirely supporting the main point of the Project and takmg into consideration the 
significance of its implepmtation for the Republic, wc consider it is to be very essen- 
tial to dwtil on some points to be worked out thorougbiy. First of all, it affects mort- 
gage credit in pledge of lanrf plots and Land Use Rights. Land mortgage requires de- 
veloped agricultural land market and its h c t i o n i q  mechanism is still in the process 
of development. However, many officially restructured farms are aill m the fom of 
coflectivc farms and it consmum ' to i d m e  the proprietors in the fanns. The latter 
ciws significant constraints for p l e g d k  land use. It is also difficult m assscss other 
pledged property as of its great depreciation. Only the agro-Wwers who will be ac- 
knowledged potentially viable aftef thorough study will be provided With pledge 
against assets which will be received through crcdit. Agricultural Support fund is the 
resource of financing through debt relief for major non-viable agricultural enterprises. 
So it is clear &at mainly non-viable micro- and snail agricultural enterprises became 
the outsiders, especially h small ILv81 settlements, which are grea~ in number. And the 
acknowledgment of their non-vbbility might be based on submined poorly prepared 
feasibility study and busineSS-plans. So &c whole question rests on the problem of 
nationwide traning in the afeas of enterpmnedp managemeqs financing, account- 
ing, taxation, etc. Unemployed people do not have access to this too, and they are 
great in number, especially in small wal settlements, where the community deals with 
Mhldfarming. 

First Deputy Minister Zh.D.Yertlesova 
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To: National Bank of the Republic of Kazakstan 

MOA, Chief Department for Finance and Investment Policy From: 

Date: January 16th, 1997 

Number: 04-1-8/252 

The MLnistry of Agriculture has reviewed the submitted studies (volumes I ,  I I )  on 
rural crediting and savings which were conducted by ADB. MOA does not have any 
criticism and makes the following suggestions: 

In accordance with AOB requirements the Government has introduced 

amendments to the functions of Agricultural Support Fund. 

In the year of 1997 it is envisioned to allocate the funding to the fdllowing 

directions: 
- irnpiementation of designed by MOA national target programs to develop 

individual branches of agriculture with assimilation of prior technologies and projects on 

competitive basis; 
- financial support to structure improvements in agricultural sector during 

postprivatization period; . 
- provision of financial support to small- and medium-scale agrobusinesses, 

induding peasant farms; 

- state support to stock-breeding business, elite seeds production, measures on 

veterinary protection of animals. 

Chief of Main Department 

for Finance and Investment Policy E. Dzhananov 
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Study on Rural Credit and Savings / Part IV / Conclusions 

The final tripartite meeting for the Study on Rural Credit and Savings (TA No. 2449-Kaz) was held on 
10 January 1997 at the National Bank of Kazakstan (NBRK) to discuss the draft final report that was 
distributed to all parties on 18 November 1996. The meeting was chaired by Mr. Anvar G. Saldenov, 
Deputy Governor of the NBRK and attended by personnel of the NBRK, the Ministry of Economy, the 
Ministry of Agriculture, Kazagroprom Bank, and by the Consultant, Mr. Robert S. Kossmann from 
Development Alternatives, Inc. and Mr. Frederick Roc:he from the Asian Development Bank. 

At the conclusion of the meeting the Deputy Governor requested the participants to prepare written 
comments concerning the Consultants draft final report. The following paragraphs are in response to 
the Government of Kazakstan comments. It should be noted that some of the Consultants 
recommendations would require changes to existing decrees, regulations, and policies and procedures. 

A. National Bank of Kazakstan 

1. Status of Second Tier Rural Banks 

As stated in paragraph 293 of Part I: Rural Finance, there are three basic approaches to improving 
rural financial services through an existing banking system. The first approach is to provide policy, 
operational and financial assistance to a viable national bank with rural bra.nches. National bank was 
defined as a bank that is located throughout the country and had branches in all oblasts and rayons. 
This approach was meant to be initiated by international donors and would not require subsidized 
financial assistance from the NBRK or the Government of Kazakstan. 

The second approach would allow undercapitalized rural financial institutions to operate as second-tier 
banks by limiting the scope of their activities. The Consultants are aware that this type of second-tier 
bank was not mentioned in the Law Concerning Barks and Banking Activities in the Republic of 
Kazakstan (LAW). A closer look will show that the requested changes are covered under the LAW. 
As stated in paragraph 296-297 of the draft final report, these rural based financial institutions are 
already currently licensed under the LAW and if there were requests for new start-ups, then they must 
follow the registration procedures for obtaining a banking license as outlined in the LAW. As stated in 
the LAW, the NBRK was given the power to restrict operations of second-tier banks, which would 
allow rural second-tier banks to operate with limited powers. Additionally, rural second-tier banks 
would be required to maintain a capital adequacy ratio of not less than 20 percent. This exceeds the 
minimum required ratio as established by the Base1 agreement. The capital ratio was set at a high rate 
based on the high amount of risk concentration theses rural institutions will incur. It is not uncommon 
in other countries to require smaller financial institutions to meet more stringent capital requirements. 

Finally, the third approach would offer incentives to financial institutions operating in the rural 
communities. These incentives could include rights to expand bank activities and tax holidays. 
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Study on Rural Credit and Savings / Part IV / Conclusions 

2. Micro-Finance 

The Consultants consider micro-finance to be an important part of the project proposal and have 
designed the project to stimulate rural private enterprise through the growth in small and micro- 
enterprise. ‘ This will enable the rural community to prosper from income generation and employment 
creation. 

3. Project Recommendations 

The legal status for the formation and operation of the Rural Development Trust Fund would comply 
with the Kazakstan Civil Code concerning legal entities. The important point is that the NBRK and 
ADB would be the trust managers who would be responsible for the management of the Trust’s 
operational activities. 

4. Other 

The Consultants are strongly in favor of long term technical assistance that will strengthen the capacity 
of rural financial institutions to deliver agricultural credit. The current technical capacity for sound 
analysis is doubtful and the ability to supervise medium-and long term loan programs or to mange 
problem accounts is underdeveloped. 

As a result of the draft final report being 435 pages in length and the amount of time required for 
translation, our project interpreters were not able to translate the whole document. The remaining 
portion was translated by non-project staff. This resulted in non-uniformity of the translation from 
English to Russian. 

B. Kazagroprom Bank 

Over the course of the study the Consultants had requested significant amounts of financial data from 
the bank. As of 18 November 1996, when the draft final report was submitted to the NBRK, this 
financial data had become outdated and in some instances no longer represented the financial condition 
of the bank. Therefore, the financial data should only be used as a historic basis in comparison with 
current conditions. Two specific changes were made to the final report as a result of new information 
that was submitted by the bank. Additionally, the Consultants commend the bank for taking action on 
numerous recommendations that were made in the draft final report. 

C. Ministry of Economy 

The Consultants are in agreement with the two statements concerning the mortgage of agricultural land 
and the need for nationwide training in the areas of business management, small business finance, 
accounting and business plan preparation. 

~ ~~ 
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Study on Rural Credit and Savings I Part IV I Conclusions 

D. Ministry of Agriculture 

The Consultants are in support of fundamental changes to the Agricultural Support Fund that will shift 
its focus from a credit granting organization to one th.at concentrates on providing support to farmers 
and agricultural enterprises. 
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A. H a q E i O H N I b H b I g  6 a ~ ~  P e c n y B n ~ i ~ ~ l  K a 3 a x c ~ a ~  

1. C T a T y C  CeJIbCKHX 6aHKOB BTOpOrO IIOpXAKa 
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Msyse i~sc  KpcneTa M cbepemeiruii B ceiric~oi i  MCCTHOCTM /YacrL I\' / 3annmsc~we.  

B~opofi  IIOAXOJI K 3TOMY BOIIpOCy, II03BOJIMJI 661 CeJIbCKMM 6 a H K a M ,  HMeIOIQHM 

HeAOCTaTOYHO CO6CTBeHHbIX CpeACTB, AekCTBOBaTb B KaYeCTBe 6aHKOB BTOpOrO IIOpRAKa 

IIyTeM OrpaHMYeHHR 0 6 ' b e M a  IIX AeRTeJIbHOCTH. KOHCYJIbTaHTbI OCBeAOMJIeHbI 0 TOM, YTO 0 

TaKOM T H n e  6aHKOB BTOpOrO IIOpRAKa H e T  YllOMHHaHMII B 3 a K O H e  0 6 a H K a X  EI 6aHKOBCKOG 

AeRTeJIbHOCTH B Pecny6na~e K a 3 a X C T a H  (3AKOH). OAHaKO 6onee BHMMaTeJIbHOe H3jTeHMe 

3 T O r 0  BOllpOCa nOKa3bIBaeT,  YTO 3AKOH, H a  CaMOM gene, n p e A y C M a T p H B a e T  n p e A J I a r a e M o e  

M ~ M ~ H ~ H H ~ ,  K a K  yTsep>yqaeTcsr B naparpa@ax 296-297 n p o e K T a  m o r o B o r o  A o K n a A a ,  T a m e ,  

6a3apyroumec~ H a  cene, @ m a H c o s b I e  y Y p e m e H m  y x e  ceiiqac n a q e ~ 3 a p o s a ~ b 1  no 
3AKOHY, a AJlR nOJIyYeHEl2 6aHKOBCKOs JIMqeH3HM, eCnM 6b1 3 T 0  IIOTpe60BaJIOCb nJIX 

BHOBb OTKPbIBaeMbIX 4HHaHCOBbIX O p r a H M 3 a q H a ,  H y X H O  CJIeAOBaTb perHCTpaII.MOHHOfi 

npoqegype, KaK  TO n p e A y c M o T p e H o  B 3AKOHE. K a K  y T B e p q a e T c R  B 3AKOHE, 
H a q M O H a n b H O M y  6 a H K y  PeCny6J IBKH K a 3 a X C T a H  6bmo AaHO IIpaBO OrpaHHYMBaTb O n e p a y M B  

6aHKOB BTOpOrO IIOpHAKa, 9TO A a e T  BO3MOXHOCTb CeJIbCKMM 6 a H K a M  p a 6 0 T a T b  C 

OrPaHIIYeHHbIMH IIOJIHOMOYHRMH. AOIIOJIHHTeJIbHO , OT CeJIbCKEIX 6aHKOB BTOpOrO IIOpRAKa 

6 y A e T  Tpe6OBaTbCR IIOQAePXHBaTb K03@@MII,HeHT AOCTaTOYHOCTH CO6CTBeHHOrO KGnHTaJIa 

6 a H K a  H e  H M X e  20%. 3 T O  I IpeBbI I I I aeT  T a K O k  MMHMMaJIbHO T p e 6 y e M b I g  IIOKa3aTeJIb,  

YCTaHOBJIeHHbIB IIO sa3eJIbCKOMy COrJIaLIIeHHIO. KO3@@HqMeHT AOCTaTOYHOCTM 

C06CTBeHHOrO KaIIBTaJIa 6 a H K a  6b1n YCTaHOBneH TaKHM BbICOKMM BBEIAY BbICOKO8 

K O H q e H T p a q H I I  CTeIIeHH PIICKa, CBX3aHHOrO C p a 6 O T O k  TaKMX CeJIbCKMX y . I p e m e H M 8 .  3 T O  

IIpOHCXOnHT H e  T a K  YXKe PeAKO M B HPYrEIX CTpaHaX,  KOrAa K MaJIbIM @IIHaHCOBbIM 

o p r a ~ r n 3 a q a ~ ~  n p e g w m m o T c x  6onee c T p o r M e  T p e 6 0 B a H H X  B o T H o m e H m  K a n m a n a .  

3. P e K o M e H A a q a H  I I p o e K T a  
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Bsyqe~se K p e g u T a  u c6epexeeuir B c e n b c K o i i  MeCTHOCTH / 4 a c T b  I\' I ~ ~ K J I I O ~ ~ H H ~ .  

4. I I p o Y e e  

B. K a s a r p o n p o ~ 6 a ~ ~  

c. MHHHCTePCTBO BKOHOMHKM 



k i 3 y ~ e ~ ~ e  EpeAeTa H c 6 e p e x e ~ ~ 8  B cenbcKol MecTHocTM /%CTb I\’ / 3 a ~ n m s e ~ ~ e .  

@MHaHCEIpOBaHIle MeJIKOrO 6 ~ 3 ~ e c a ,  6yxran~epcmG y Y e T  EI COCTaBJIeHMe IIepCIIeKTEIBHbIX 

IIJIaHOB X03RGCTBeHHOI? AeSTeJIbHOCTEI. 

A. MMHMCTePCTBO CeJIbCKOTO X O 3 X ~ C T B a  
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