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 Global Liquidity Crunch Aftermath for Kazakhstan Banks 

  Kazakh banks had borrowed $40 bln  through global markets to finance a consumer spending boom 

-  When international financing dried up, repercussions were severe in the Kazakh finance, 
construction and real estate sectors. 


  Probability of Deterioration of asset quality 
- Residential prices fell after four years of massive growth 
- Non-performing loans in the construction and real estate sectors are inching up, though at a 
reasonable pace 


  Standard & PoorÕs downgraded Kazakhstan sovereign credit rating to the lowest investment grade  
category 


  Warned that the economic growth might slow sharply in 2008 
- Liquidity might remain tight into 2009 


  MoodyÕs cut its rating for several Kazakh banks  - As a result bankÕs bond ratings fell below 
investment grade, which led to a sell off by investors which were not allowed to hold sub-investment 
grade bonds Ð CDS spreads widened. 


  Repayments of $12 billion foreign denominated debt due in 2008 without possibility to refinance. 
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Global Liquidity Crunch Aftermath for Kazakhstan 
Banks 

Global liquidity crisis led to decreased demand for Kazakhstan banking 
stocks and bonds, limited access to external funding, as well as repayment 
of current debt obligations without sufficient opportunities to refinance.  
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Global Liquidity Crunch Aftermath for Kazakhstan 
Banks 


  Short-term tenge depreciation (situation has stabilized) 

  Liquidity deficit and interest rate growth on domestic interbank market 

  Stagnation of deposits and deposit interest rate increase 

  Slow growth of the banking system aggregate loan portfolio 

  Significant increase in lending rates  
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Opportunities and Limits of International 
Borrowing  Limits  

!   Sharp increase in external funding costs  

!   Until recent Halyk BankÕs  Eurobond issue, Bond market remained 
virtually closed for the most of the KZ issuers  

!   Syndicated loan market remains closed  

Opportunities 
!   Securitization (RMBS, CMBS, Credit Cards, Auto Loans, Consumer 

Loans, DPR  etc .) 

!   Sale of Corporate Loans and Loan Portfolios  (including NPL) 

!   Bridge, mezzanine, warehouse loans 

!   Islamic Finance Instruments 

!   Structured Trade Finance Instruments 
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 Existing Challenges for Kazakhstan Banking 
System  

Challenges:  Situation in the Construction Industry and Credits issued to 
Construction Companies by Kazakhstan Banks are still rated as risky, challenging 
and to some degree unknown 

Measures taken to address the challenges:    
2008 State Budget includes 4 billion USD to support construction sector 
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Government of Kazakhstan Responded with: 


  President Nazarbayev pledged that no big bank will be allowed to fail:  
- $4 bnl set aside to provide stability and support to the banking, construction and real estate sectors 


  The National Bank has extended short-term credits to banks and intervened to prevent currency 
devaluation: 

- Longer term support only available if shareholders inject capital and sell foreign assets 
- Possibility of more funding if required 
- Aims to prevent moral hazard in the industry by balancing intervention with strict covenants  


  The European Bank for Reconstruction and Development (EBRD) has committed to invest an additional 
$1 bn in Kazakhstan 


  Kazakhstan has ~$40 bn “cushion”  which is by itself is enough to pay off all RK banks’ external debts. 
- Central Bank Reserves  
- The National Fund 


  Kazakhstan banks adopted stricter underwriting standards (focus moved from the collateral towards the 
financial performance of the borrower)  


  In the 4th quarter of 2007, Kazakhstani banks introduced business optimization measures (revision of 
external and internal development strategies, optimization of internal and external loan portfolio, 
reduction of SG&A expenses, etc). 
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 Sustaining Growth through Greater Focus on Domestic 
Funding 

To continuee strong corporate growth: 

  The corporate loan market remains very attractive 

  Given the projected investments, high commodity prices and expansion of corporate growth into non-

natural resources sectors, growth is likely to continue 

  All but the largest Kazakh blue chip companies, particularly the faster growing SMEs, depend on local 

banks for their capital needs. 

  Only the largest three Kazakh banks have the balance sheet to effectively lend to the large corporate 

businesses. 

To increase retail banking segment  

   Rapid GDP growth over the last 5 years has made the Kazakh retail banking market very attractive 

      - GDP per capita has tripled since 2002 

    Growth is likely to continue  

        - Personal income tax rate reduced to a flat 10% in   2007 

   Increasing confidence in the banking sector is also driving growth in retail deposits 

        - Deposits guarantee fund in place since 1999  

  Slow down in real estate market should further spur deposit growth 
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Sound Fundamentals Still Support Growth Ambitions 

GNP Growth Continues to be Strong 

Source: The Economist Intelligence, Reuters. 

Falling Unemployment Amid Economic 
Growth   

Wage Growth Strengthens Purchasing Power Good Signs 

   GDP annual growth more than 10% in 2000-2006 

   forecasted to grow at 8% the next few years 

   Economic growth followed by decrease in unemployment 

Bad Signs 

   Long period of slowing inflation, but recent development suggests 

set-back 

   Y-o-Y inflation peaked at 18.8% in December 2007 


   Industrial output growth slowed to 3.4% year-on-year in January 
2008 from 9.6% in Jan 2007 
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Macroeconomic Overview: Kazakhstan 

Macroeconomic Outlook: Kazakhstan 
in International Perspective 

Macroeconomic Outlook: Kazakhstan 
in numbers 
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Growth One of the Most Prosperous Countries in the CIS 

   High growth rates for almost a decade 

   Monthly wages and GDP per capita highest in CIS, excluding Russia 

*Source: The Economist Intelligence, Renaissance, Dow Jones 
Newswire. 

Geographically Predisposed for Success - 9th largest country in the world – greater than Western 
Europe 


  Large, growing markets in India and China to the east 

  Russia to the north 

  A European market looking to diversify its imports of oil and natural resources to the West 

  Cash heavy Middle East to the south 

Large Oil and Gas Reserves 

 More than 3% of the world’s oil reserves and almost 2% of gas reserves 

 Oil output will grow to 3 million barrels / day by 2015  

 Goal of becoming one of the world’s 10 biggest crude producers by 2017 

…And the soil bears more than oil 

 One of the world’s highest gold reserves (ranks  top 10) 

 20% of uranium deposits (ranks  top 2) 

 19% of lead reserves (ranks top 2) 

 13% of zinc deposits (ranks top 2) 

 Ranks top 10 in high quality coal reserves  

 10% of world’s copper (ranks top 5) 

Geography 

Oil & Gas 

Rich Soil 
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Agriculture Grain (will rank among top 5 grain 
exporters in 2008) 

Kazakhstan Offers Unique Opportunities 

Conclusion:  Development of natural 
resources and further diversification 
of economy through SME 
development and consumer 
spending requires capital injections, 
which only banks can provide. 
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