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Tenge volatility adds to instability in Kazakhstan's
financial system

Structural Financial Stress Index for Kazakhstan

The Structural Financial Stress Index for Kazakhstan (ACRA SFSI KZ) rose to 3.63
pts in 2018 from 2.6 pts a year earlier. Greater instability of the Kazakh financial
market is largely due to currency risks.

Last year's growth in ACRA SFSI KZ is mainly driven by the increase in the
currency rate trigger (the volatility of the KZT exchange rate rose by 63% in the
second half of 2018), while the refinancing risk trigger (calculated using the
interest rate spread) edged up by 4% in the same period.

There was a trend towards a gradual decline in the Kazakh currency in the first
six months of 2018, but the volatility of the tenge grew significantly in the fourth
quarter of the year.

Meanwhile, the growth in the refinancing risk trigger was not considerable,
which points to the weak volatility of market rates and stable liquidity
imbalances, although high. The latter component’s stability was generally
ensured by a moderate interest rate policy of the National Bank of the Republic
of Kazakhstan (NBRK).

Last October, NBRK hiked its interest rate by 0.25 pp to 9.25% on expectations
of pro-inflationary pressure due to the external macroeconomic environment
(the impact of inflation in Russia and prices of Kazakhstan’s main export goods).
Since then, the interest rate has remained unchanged beefing up the stability of
the liquidity imbalance, which is still rather high on the whole.

Furthermore, there is a surplus in tenge liquidity in the market with the TONIA
indicator having been at the low side of NBRK's target corridor for a long time.
The liquidity surplus can be partially due to the exit of non-residents from NBRK’
notes, and partially due to the stimulating policy pursued by the Kazakh
government, which is aimed at supporting a handful of its commercial banks, as
well as the launch of the “7-20-25" mortgage housing credit program.

As for the liquidity imbalance by sectors, there is a growth in the tenge liquidity
in the financial sector and even stronger one in the non-financial sector. The
households saw a significant increase in the tenge liquidity in early 2018, which
can be attributed to the surge in nominal income, while the growth in the tenge
liquidity in the non-financial sector in the second half of 2018 is likely down to
a lending recovery.

Currency imbalance is primarily driven by the non-financial sector, where
currency interest expenses fell in the second half of 2018, while export revenues
grew. Given this, the currency imbalance value has almost not changed.
However, this factor is of a temporary nature because it greatly depends on
what is happening in foreign markets.

Since the growth of ACRA SFSI KZ is stimulated by the above-mentioned
triggers, the most significant potential risk for ACRA SFSI KZ is that of increased
volatility of the KZT exchange rate, which is due to the fact that ACRA expects a
decline in export revenues in 2019 coupled with a relatively high potential for
primary income payments to non-residents.
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As far as the refinancing risk trigger is concerned, there are no major potential
risks since the National Bank will most likely maintain a stable interest rate policy,
enhancing current inflation and inflation expectations to remain at a moderate
level.
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Source: national agencies, ACRA estimates
Figure 2. Volatility of the KZT exchange rate vs. the US dollar
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Source: national agencies, ACRA estimates

! The index's values for April-July 2018 have been recalculated due to the update of official statistics on some parameters.
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Figure 3. Liquidity imbalances by sector (positive values indicate liquidity shortages)
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Figure 4. Currency imbalances by sector (positive values indicate the potentially
unsecured portion of currency denominated obligations)
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Figure 5. KZT nominal exchange rate vs. the US dollar
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Analytical Credit Rating Agency (ACRA) was founded in 2015, with its 27 shareholders representing major Russian corporate and financial institutions
and its authorized capital exceeding RUB 3 bn. ACRA’s main objective is to provide the Russian financial market with high-quality rating products.
Methodologies and internal documents of ACRA are developed in compliance with Russian legislation and with regard to global rating industry best
practices.

The provided information, including, without limitation, credit and non-credit ratings, rating assessment factors, detailed credit analysis results,
methodologies, models, forecasts, analytical reviews and materials, as well as other information placed on the ACRA website (further referred to as
Information), coupled with the ACRA website software and other applications, are intended for information purposes only. Information must not be
modified, reproduced or distributed by any means, in any way or form, either in whole, or in part, in marketing materials, as part of public relations
events, in news bulletins, in commercial materials or reports without prior written consent from, and reference to, ACRA. Any use of Information in
violation of these requirements or the law is prohibited.

ACRA credit ratings reflect ACRA’s opinion about the ability of a rated entity to meet its financial obligations or about the credit risk of individual
financial obligations and instruments of a rated entity at the time of publication of the relevant Information.

Non-credit ratings reflect ACRA's opinion about certain non-credit risks assumed by interested parties interacting with a rated entity.

The assigned credit and non-credit ratings reflect all material information pertaining to a rated entity and known by ACRA (including the information
received from third parties), the quality and reliability of which ACRA considers appropriate. ACRA shall not be responsible for the accuracy of
information provided by clients or relevant third parties. ACRA does not audit or otherwise verify the provided data and shall not be held responsible
for their accuracy and completeness. ACRA conducts rating analysis of information provided by customers using its own methodologies, with the texts
thereof available on ACRA’s website — www.acra-ratings.com/criteria.

No credit rating and/or credit rating outlook is regulated by the Central Bank of the Russian Federation, unless distributed so that such credit rating
and/or credit rating outlook is in the public domain.

The only source that reflects the latest Information, including the one about credit and non-credit ratings assigned by ACRA, is ACRA's official website
— www.acra-ratings.com. Information is provided on an "as is" basis.

Information shall be considered by users exclusively as ACRA's statement of opinion and must not be regarded as advice, recommendation or
suggestion to buy, hold or sell securities or other financial instruments of any kind, nor shall it be viewed as an offer or advertisement.

Neither ACRA, nor its employees and persons affiliated with ACRA (further referred to as the ACRA Parties) provide any direct or implied guarantee
expressed in any form or by any means regarding the accuracy, timeliness, completeness or applicability of Information for making investment and
other decisions. ACRA does not act as a fiduciary, auditor, investment or financial advisor. Information must be regarded solely as one of the factors
affecting an investment decision or any other business decision made by any person who uses ACRA’s information. It is essential that each of such
persons conduct their own research and evaluation of a financial market participant, as well as an issuer and its debt obligations that may be regarded
as an object of purchase, sale or possession. Users of Information shall make decisions on their own, involving their own independent advisors, if they
deem it necessary.

ACRA Parties shall not be responsible for any action taken by users based on Information provided by ACRA. ACRA Parties shall under no circumstances
be responsible for any direct, indirect or consequential damages or losses resulting from interpretations, conclusions, recommendations and other
actions taken by third parties and directly or indirectly connected with such information.

Information provided by ACRA is valid only as of the date of preparation and publication of materials and may be amended by ACRA in the future.
ACRA shall not be obliged to update, modify or supplement Information or inform anyone about such actions, unless the latter was recorded separately
in a written agreement or is required by legislation of the Russian Federation.

ACRA does not provide advisory services. ACRA may provide additional services, if this does not create a conflict of interest with rating activities.

ACRA and its employees take all reasonable measures to protect all confidential and/or material non-public information in their possession from
fraud, theft, unlawful use or inadvertent disclosure. ACRA provides protection of confidential information obtained in the course of its business
activities as required by legislation of the Russian Federation.
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