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Higher share of short-term borrowings has not
increased financial instability in Kazakhstan
Structural Financial Stress Index for Kazakhstan

ACRA SFSI KZ measures financial
stability of the country and
assesses its vulnerability to specific
risks by aggregating information
regarding maturities and currency
profile of assets and liabilities
of economic agents (financial
companies, non-financial
companies, population and state)

As at end-2017, Structural Financial Stress Index for Kazakhstan (ACRA SFSI KZ)
continued sliding and now stands at 8% of its maximum registered level (Figure
1). Absence of trigger events and a more significant decline of the FX imbalance
amid increasing liquidity imbalance strengthened financial stability.
Generally, as the base rate came down, inflation eased from 7.5% in June 2017
to 6.5% in February 2018, and the tenge FX rate remained relatively stable,
market interest rates demonstrated a corresponding decline: KazPrime-3M
reached its two-year minimum, and TONIA is also at its minimum level for the
same period. Low interest rates drive borrowing demand in the national
currency across the entire economy.
The liquidity imbalance has increased since July 2017, which comes from the rise
in short-term borrowings by medium-size and large non-financial companies
totaling 1.417 trillion tenge amid the decline of the base rate from 12% in
January 2017 to 10.25% as at end of Q3. The growth of total borrowings was
partially driven by the increase in bank loans of 590 billion tenge.
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Deposit institutions have increased the amount of new deposits by 832 billion
tenge, or by 4.7%, and FX interventions by the National Bank of Kazakhstan
totaled close to USD 140 mln, or around 46 billion tenge. As a result, the increase
in short-term borrowings attributable to rate cuts resulted in liquidity
imbalance, as liquidity gains were limited due to surplus liquidity withdrawals
by the regulator.
Currency imbalances have reached their minimum level in late 2017 by virtue of
a substantial inflow of foreign currency liquidity and gains in foreign currency
assets, while foreign currency liabilities saw a slower increase. Foreign currencydenominated debt liabilities of the financial sector have increased by 240 billion
tenge, while foreign currency-denominated interest expenses declined by 214
billion tenge quarter-on-quarter. In terms of assets, foreign currencydenominated debt assets demonstrated the highest gains of 766 billion tenge
in Q3. These figures indicate a sufficient inflow of foreign assets on the back of
a moderate growth of commodity prices.
One of the potential risks that Kazakhstan’s financial system may face stems
from the ongoing decline of real income of the population and lower revenues
in the non-financial sector. The real disposable income of the population
declined by 0.5% in Q3 2017 year-on-year. Declining incomes raise the
likelihood of a higher share of overdue loans forcing financial institutions to
follow a less balanced policy in terms of interest and FX risks they take.
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Figure 1. Structural Financial Stress Index for Kazakhstan is declining
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Figure 2. Liquidity imbalances by sectors (positive values correspond to a liquidity
deficit)
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Figure 3. FX imbalances by sectors (positive values correspond to potentially
uncovered share of foreign currency liabilities)
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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 the Russian legislation and with regard
to global rating industry best practices.в
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 a 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.
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 the 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 the legislation of the Russian Federation.
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