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Abstract. Banks can ensure economic growth in the country by increasing the loan portfolio.
Such rapid growth can pose a real threat to the quality of banking assets, and as economic growth
slows down, profitability decreases and the borrower’s solvency decreases. This threat poses a
systemic risk in the banking sector and can threaten not only the counter-sector, but also the
country’s economy. At the same time, these conditions require a certain level of quality in the
assessment of the borrower’s creditworthiness and banking supervision.

One of the main factors hindering the stability of the banking sector is problem loans. These
problem loans reduce the liquidity of banks, as well as the development of the economy as a whole.
Problem loans are loans that are unlikely or will not be repaid. Therefore, after issuing a loan,
the bank should take measures to avoid loan losses. Problem loan management is one of the most
important aspects of banking practice. The article analyzes the current state of problem loans in
second-tier banks in the country.

Keywords: banking, credit, national bank, loan portfolio, interest, problem loans, prudential
standards, banking sector, international standards, provisions, risk, insurance payments, credit

policy, lending, national currency.

DOTL: https://doi.org/10.32523/2079-620X-2020-4-158-166

Introduction. Problem loans are one of
the indicators of a bank’s profitability. The
profitability and financial stability of commercial
banks is determined by the quality of assets.

Literature review. In the course of studying
the topic and developing the article, the authors
carried out research on this topic. They reviewed
articles and textbooks by domestic and foreign
scientists published to the current time.

The purpose of the article — to analyze the
current state of problem loans in commercial
banks, i.e. conduct research based on statistical
data.

Objectives of the article. The current state of
problem loans is studied.

Methods of the research. The article provides
an overview of statistics.

The results of the study. The authors
conducted theoretical and statistical research

on the topic and analyzed the current state of
problem loans.

The main part. Banks can ensure economic
growth in the country by increasing the loan
portfolio. Suchrapid growth can pose areal threat
to the quality of banking assets, and as economic
growth slows down, profitability decreases and
the borrower’s solvency decreases. This threat
poses a systemic risk in the banking sector and
can threaten not only the counter-sector, but also
the country’s economy. At the same time, these
conditions require a certain level of quality in the
assessment of the borrower’s creditworthiness
and banking supervision.

Working with “problem” loans is important
in implementing the credit policy of banks,
including ensuring loan repayment.  Such
problem loans are the default by borrowers of
their obligations to repay in full and on time after
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the loan is issued, or a significant decrease in the
value of collateral for the loan. The management
of problem loans is one of the most important
aspects of banking practice. The correct choice of
the method of working with «problem» loans will
help to optimally resolve the negative situation,
as well as maintain the stability and reputation
of the bank.

The volume of lending has been growing
in recent years, despite the limitations of the
domestic banking system, which means positive
changes in lending to certain sectors of the
economy. The development of credit institutions
can play a key role in the main functions of
the domestic banking sector with high rates of
lending in the near future, as well as the level of
financial stability in the banking system, that is,
by investing in the real sector and financing the
consumer market.

Loan portfolio is the main source of income
for the bank, as well as the risk of asset allocation.
The good structure and quality of the bank’s
portfolio, the stability of the bank affect the
financial condition. Loan portfolio is a set of
loans that are classified according to criteria
related to various factors of credit risk or methods
of protection against them.

The high level of non-performing loans is one
of the main problems holding back the growth of
banks’ loan portfolio.

It is worth noting a number of key aspects
characterizing the structure of non-performing
loans and their distribution by banks:

1) the loan portfolio of legal entities and
small and medium-sized businesses (hereinafter
referred to as SMEs) is the most problematic
portfolio.

2) a significant share of “problem” loans is
concentrated in two large banks;

3) the main share of «problem» loans by
industry is concentrated in such areas as
construction and real estate transactions, trade.

In the banking system of Kazakhstan the main
segment of the country’s financial market, this
has a huge advantage. A systematic analysis of
the banking sector in Kazakhstan showed the
current growth rates of lending to the economy.
Within the framework of government programs,

effective measures for lending to customers, new
products and services are proposed.

The deterioration in the quality of the loan
portfolio leads to a decrease in banks’ risk
appetite, as evidenced by the low level of
approved loan applications. Many banks do not
expect an increase in the number of approved loan
applications.
of borrowers, a significant decrease in the rate
of repayment of overdue loans due to a drop in
demand for the purchase of collateral at current
market prices, the high cost of raising funds in
the national currency for banks, revaluation of
the foreign currency portion of the loan portfolio

The unstable financial condition

- all this “does not work” increase in the volume
of loans and pressure on the capital of banks.
At the same time, it is known that the real level
of non-performing loans is not observed due to
restructuring and debt write-offs. With economic
growth slowing down, restructuring has become
the only mechanism to reduce the debt burden of
borrowers in the hands of banks.

Non-performing loans can be much higher
in this case. The National Bank of the Republic
of Kazakhstan analyzed the largest loans in the
banking system and found that the amount of
potential problem loans, including restructured
loans, account for 25% of banks’ loan portfolio.

The problem is aggravated by a high level of
“non-performing” loans in the following cases:
low quality of collateral in the form of insurance
contracts with many reasons for refusing to pay
future property and money, insurance payments;
low guarantees for individuals and small
businesses.

“The share of non-performing loans” exceeds
80% of the loan portfolio in some banks. Lending
toindirectly related parties is widespread in some
banks, although they are not legally in direct
contact with the bank’s shareholders. Some of
these loans are bad loans.

As in previous years, the suspension or
postponement of the above-mentioned problems
will lead to a significant increase in systemic risks
in the banking sector.

The widespread use of this practice was
associated with a number of
weaknesses associated with low responsibility
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Figure 1 - Dynamics of loans overdue by more than 90 days (NPL) in the Republic of Kazakhstan
(%) for the period from 2008-2020
Source: compiled by authors according to the source finreg.kz

of auditors and appraisers for the quality
of reporting, as well as with the elimination
of supervisory differentiation in credit risk
assessment and the increasing role of banks in
the formation of reserves in accordance with
International Financial Reporting Standards.
One of the most important issues in ensuring
the stable functioning of the financial system
is the development of a number of measures to
reduce overdue debts of banks for more than 90
days and ensure their stable functioning in the
financial market.

The instability of the financial condition of
borrowers, a significant decrease in the rate of
repayment of overdue debts due to a drop in
demand for the purchase of collateral at current
market prices, the high cost of funding in the
national currency for banks, the revaluation of
the foreign currency of the loan portfolio leads
to an increase in non-performing loans and puts
pressure on banks’ capital [1].

At the same time, the real level of non-
performing loans and their write-off for the
balance sheet. With the slowdown in economic
growth, restructuring has essentially become the
only tool available to banks to reduce the debt
burden on borrowers. Under these conditions,
the potential volume of non-performing loans
may be higher. The National Bank of the Republic
of Kazakhstan conducted a selective analysis of
the largest loans in the banking system, which

showed that the amount of potential NPL, taking
into account the restructured loans, is about 25%
of the banks’ portfolio.

The problem of a high level of non-performing
loans is aggravated by the low quality of banks’
collateral in the form of property and money
coming in the future, insurance contracts that
have many reasons for refusing insurance
payments; guarantees of individuals and small
enterprises. In individual banks, the share of
such loans exceeds 80% of their loan portfolio.
It is widely practiced by individual banks to
provide loans to persons who, from the point
of view of the law, do not directly have signs of
connectedness, but are indirectly associated with
shareholders or officials of the bank. Some of
these loans are non-repayable.

The dynamics of loans with overdue over 90
days (NPL) for the period from the beginning
of the crisis to the present in the banking sector
of the Republic of Kazakhstan are given below
(figure 1).

Bad loans with delinquencies of more than
90 days in the system make up 10.0% of the
total loan portfolio (9.3% at the beginning of the
year). Thus, the growth of recognition of problem
loans continues. At the same time, the level of
provisioning in the sector showed some growth:
the formed provisions in the system increased
by 24.6 billion tenge (+ 1.2%) to 2.2 trillion tenge
or 161.5% of NPL coverage (90+). Provisions are
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Picture 1 - Second-tier banks (%) with a high share of overdue loans in the banking sector
for 2019-2020 at the beginning of the year

Note - compiled on the basis of accounting materials of the National Bank of the Republic of Kazakhstan .

growing amid banks recognition of bad debt on
the balance sheets.

Currently, we see an annual increase in bank
assets according to the statistics of commercial
bank assets for the last 3 years. Debts of the Bank
in the loan portfolio are growing annually, in
2019 increased by 172.2 billion compared to 2018
and in 2020 increased by 979.3 billion compared
to the previous year [2].

Factors such as the conversion of foreign
currency mortgages into tenge, the tightening of
risk reduction standards in banks, the write-off
of problem loans and their transfer to collection
companies have led to an increase in problem
loans.

Currently, to rehabilitate problem loans in
the country in 2012, the Fund for Problem Loans
was created, which is designed to help restore
the national economy by improving the quality
of banks’ loan portfolios through the purchase of
non-performing assets of second-tier banks.

It should be noted that in September 2019,
the Problem Loan Fund will sell more than
220 properties, including 125 land plots, 62
commercial and 35 residential facilities. In
addition, JSC «Problem Loan Fund» claims that
the fund and its subsidiaries sold 120 properties.

In July, they transferred 3.5 billion tenge to the
National Fund. The quality of the loan portfolio
of domestic banks has not changed for several
years, as long as the government does not actively
pursue a policy of clearing «non-performing»
loans and the solution is likely to take many years,
as well as experience in solving «problem» loans
in other developed countries. shows. That is, it
will increase the competitiveness of commercial
banks in the country, the possibility of increasing
problems in the world market during the period
of cooperation within the Common Economic
Space.

Freezing and delaying the solution of the
above problems to a later date, as had been
observed in previous years, leads to a significant
increase in systemic risks in the banking sector.
The dissemination of these practices has become
possible due to many institutional weaknesses
associated with the low responsibility of auditors
and appraisers for the quality of reporting, the
abolition of supervisory judgments in assessing
credit risk and the increasing role of banks
themselves in forming provisions in accordance
with IFRS.

One of the pressing problems in ensuring the
stable functioning of the financial system is the
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development and use of effective measures to
clean bank balance sheets from loans with late
payments over 90 days.

The situation with ensuring the quality and
optimal structure of loan portfolios of Kazakhstan
banks has not changed over the past few years.
The practice of developed countries in solving
the problem of “bad” loans shows that without
an active policy and support from the state, the
solution of the issue of “idle” loans can reduce
the competitiveness of the banking sector of
Kazakhstan, including in integration processes
within the framework of the Single Economic
Union, and resistance to possible future shocks
in world markets (Data of the National Bank of
the Republic of Kazakhstan).

The largest share of overdue loans in 2019-
2020 at First Heartland Jysan Bank in 2019 was
40.62%, and in 2020 it decreased to 2.08%. The
increase in overdue loans in First Heartland
Jysan Bank in 2019 99.5% of the shares of the joint
stock company bought back common shares. In
addition, the Problem Loans Fund amounted
to 604 billion tenge. SB of the National Bank of
Pakistan JSC in Kazakhstan in 2019 amounted
to 29.61%, and in 2020 it decreased to -5.92%.
This indicator testifies to the optimization
of the bank’s loan portfolio. Capital Bank
Kazakhstan tripled in 2018 - from 18.06%, in
2019 - to 57.26%. Capital Bank imposed three
fines in September for systematic violations of
prudential regulations. The total amount of fines
amounted to 2.27 million tenge. According to
the National Bank, Capital Bank violated the K4
liquidity ratio, the K4-4 liquidity ratio and the
liquidity ratio. In the amount of NPL 90+ at the
beginning of September, it was 11.6 billion tenge,
and the volume of provisions formed by the bank
amounted to 5.8 billion tenge.

We see an increase in problem loans in 2019
and a significant decrease in 2020 in AsiaCredit
and RBK. In other words, the amount of problem
loans in AsiaCredit Bank in 2019 amounted to
19.7%, in 2020 it decreased by 2% to 17.7%. At
RBK Bank, the amount of problem loans in 2019
decreased from 16.2%, in 2020 - from 10.38% to
5.82% [3].

Despite the current state of «<non-performing»
loans in the loan portfolio of commercial banks,

measures aimed at adjusting the exchange rate of
the national currency and the deterioration of the
macroeconomic situation (declining prices for
key export positions in the country) have reduced
the creditworthiness of most bank customers.
Accordingly, the high level of problem loans on
the balance sheets of banks remains one of the
main problems hindering the lending activity of
banks. [3]

In general, reducing the pressure of problem
loans on the financial capital of commercial
banks will lead to the revision and optimization
of existing strategies and business models of tier
two banks. It is expected to increase the activity
of the second-tier bank in the development and
expansion of new and effective types of banking
functions, as well as digital technologies [4] .

Currently, the work of tier two banks in the
Republic of Kazakhstan with problem loans
includes:

- restructuring of the borrower’s activities;

- credit restructuring;

- change the loan repayment schedule;

- change the order of interest payment.

In conclusion, the sustainable economic
development of any bank is determined by the
quality of the loan portfolio. The formation of
the country’s production potential, ensuring
the continuity of production, in general, the
implementation of the forthcoming
economic plans is impossible without a credit
system. Therefore, firstly, it is necessary to reduce
the share of problem loans by improving credit
management at the present stage, and secondly,
to organize the activities of the Department of
Problem Loans or the operation department [5].

Currently, banks have the opportunity to
use the following mechanisms, in addition to
traditional instruments for working with non-
performing loans (restructuring, transfer to
collection companies, write-off, return, etc.):

- transfer of «overdue» debt to the Fund;
- transfer of «<non-working» debt to KSK;
- forgiveness of bad debts on problem loans.

In turn, the National Bank has been working
since 2014 to improve and eliminate legislative
restrictions on the use of these mechanisms. The

socio-

main work is focused on increasing tax incentives
for their use.
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As a result of the work, amendments were
made to the Tax Code of the Republic of
Kazakhstan, allowing banks to write off an asset
(debt) without tax consequences if the asset (loan)
does not meet the criteria for recognizing an asset
in the balance sheet [6].

For instance, the work done and the extension
of tax breaks to 2016, which will allow to write off
bad debts, should generally improve the quality
of banks’ loan portfolios if banks take active
measures to “clean up” the balance sheet.

In general, the Fund’s activities will be carried
out in a competitive operating environment
when banks choose a strategy for dealing with
«non-performing» loans. In this regard, the
main factor that improves the competitiveness of
the Fund and its attractiveness for banks is the
planned increase in the resource potential of the
Fund.

As part of the legislation on the application
of early response measures, the National
Bank introduced limits on the share of «non-
performing» loans in the loan portfolio of banks
(since 2013 - 20% of the loan portfolio, from 2014
- 15%) [7].

The National Bank introduced a prudential
standard of 10% for «non-performing» loans from
January 1, 2016 in order to intensify the work on
improving the quality of banks’ loan portfolios.

Measures against problem loans also include:

- restructuring of the borrower’s activities;

- change the loan repayment schedule;

- change the order of interest payment.

Problem loans
standard loans, including doubtful and bad loans,
in accordance with the rules of classification of
loans In the domestic banking practice.
commercial bank should have a problem loans
department or operation department [8].

The banking sector in the modern world is one
of the leading components of the financial system.
For this reason, its stability and efficiency is one
of the key conditions for the full and “healthy”
development of the country’s economy.

A large share in the banking sector is
occupied directly by commercial banks, the main
goal of which is to make a profit. Each bank
independently chooses the most suitable set of
tools to achieve its goals. At this stage, a peculiar
conflict of priorities arises: for banking, the key
is high profitability and the search for ways to
achieve it, and for counterparties, the stability
and reliability of the bank as a partner. Often, in
the pursuit of high profits, banks pursue a rather
risky policy, losing their liquidity and solvency,
and as a result, their financial stability is reduced

[9].

include loans other than

Any
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K.K. Paxum>kanosa, C.b. MakpI
A.H. I'ymunres amuvirdazor Eypasus yammorx ynueepcumemi, Hyp-Cyaman, Kasaxcman

Exinmti geHreiiai 6aHKTepaeri mpobdaeMaablK HecreaepAiH Kasipri JKai-KyiiiH Taaaay

AnHoTatms1. bankTep Hecne noprdeaiH yAFalTy apKblAbl e14eTi PKOHOMMKaABIK ©CyAl KaMTaMachl3 eTe
azaabl. MyHAall Xbl1gaM ecy OaHK aKTUBTepiHiH callachlHa HaKTHI Kayill TOHAIPYl MYMKiH, a1 SKOHOMIKa-
ABIK, ©Cy Oasly1aFaH caiibIH Kapbl3 aAyIILIHBIH peHTaOeabaiairi MeH Teaem KabiaeTTiairi teMeHgeriai. bya xayin
DaHK CeKTOpBIHAA XKYIieAiK ToyeKea TyAblpaAbl KoHe TeK KapChl CeKTOPFa FaHa eMec, COHBIMeH Oipre ea DKOHO-
MIKacblHa Jda Kayill TeHAipyi MyMmKiH. CoHpIMeH Oipre, Oya mapTTap Kapbl3 aAyIIbIHLIH HecueAik KadiaeTTiai-
rin Oaraaay >KoHe OaHKTIK KaJaraay callachIHBIH OeAariai Oip AeHreliiH Taall eTeAi.

DBaHK CeKTOPBIHBIH TYPaKThLABIFbIHA KeAepri KeATipeTiH Herisri ¢pakropaapAbiH O6ipi — 1pob.aeMaabIK Hece-
2ep. Ocpl Tpob.1eMaabIK Hecrelep OaHKTepAiH, COHBIMEH KaTap, YKaAIlbl 5KOHOMIKAHBIH AaMYbIHBIH ©TiMAii-
rin TeMeH/eTin oTeIp. [Ipobaemaast Hecreaep — OyA KapbI3Abl KaliTapMay HeMece KaTapy BIKTMMaAAbLABIFbI
ToMeH Hecueaep. COHABIKTaH, OaHK Hecue OepreHHEH KelfiH, Hecue OOJIBIHIIA ILIBIFBIHAAPABIH OO/AMaybIHA
Imapadap KoaJaHybl Kepek. ITpo6aeMaanik Hecneaepai 6ackapy — OaHKTIK Taxkipubese eH MaHBI3ABI acIlek-
Tizepain Oipi. Makaaaga eaimiseri exinmi geHreiiai 0OankTeperi mpod.eMaabik HecueAepAiH Kasipri >karAaiibl
TaAAaHBIIT KOPCETiATeH.

TyitiH ce3aep: OaHK, Hece, YATTHIK OaHK, HecreAiK KOP>KbIH, I1alibl3, Ipo0.AeMaAablK Hecle, IIpyAeHIaAAbl
HOpMaTMBTepP, OaHK CEeKTOPHI, XaAblKapaAblK, CTaHAAapaT, IIPOBU3Ns, ToyeKea, CaKTaHABIPY TedeMaepi, Hecne
casicaTbl, HeceAeHAipy, YATTBHIK BaAioTa.

K.K. Paxum>xkanosa, C.b. Makpimx
Espasutickuii nayuonaronuiil ynusepcumem um. A.H. Tymuresa, Hyp-Cyamar, Kasaxcman

Anaans COBpPEMEHHOTIO COCTOSTHMS HPO611€MHIJIX KpeanuTosB B OaHKax BTOPOIO YPOBH3I

AHHOTaIH/ISI. banku MOTIyT obecreunTh DKOHOMIYECKUIT POCT B CTpaHe 3a CYEeT yBeAM4IEHII KpeATHOIO
HOpTCl)eA}I. Takon 6I)ICTpI)I]7[ POCT MOKET IPEACTaBASITh PEaAbHYIO YIPO3y Ka4yeCTBY 0aHKOBCKMX aKTUBOB, a 110
Mepe 3aMeAA€HVIsI DKOHOMIMYECKOIo pocCTa CHIIPKAETCsI pEHTa6eAbHOCTI) U [14aTe>KeCIIOCOOHOCTD 3aeMIIIMKa.
Ota yrpo3sa co3gaet CHCTEMHBIN pUCK B OaHKOBCKOM CEKTOpE 11 MOKET YyIpO>KaTb HE TOABKO KOHTPCEKTOPY, HO I
YKOHOMIIKE CTPaHBbl. B To xe BpeM:1 DT yCAOBILI TpE6yIOT OIIpeAeA€HHOTIO YPOBH: KadeCTBa OLI€HKN KpeauTo-
CIIOCOOHOCTU 3aeMIIKa 1 0aHKOBCKOTO HaA30pa.
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K.K. Rakhimzhanova, S.B. Makhysh

OaHMM 13 OCHOBHBIX (p)aKTOPOB, IIPEILATCTBYIOMIUX CTaOMABHOCTY OAHKOBCKOIO CEKTOpa, SABASIOTCS IIPO-
02eMHBIE KpeANTHl. JaHHbIe IPOOAeMHbIE KPeANUTHI CHUBST AUKBUAHOCTD Pa3BUTIsI OAHKOB, a TaKXXe HKOHO-
MUKH B 1jea0M. ITpo06.aeMHbIe KpeAUTLI — 9TO KpeAUTHI C HU3KOM BepOsTHOCTBHIO BO3BpaTa 1AM BO3BpaTa A0Ara.
[TosTOMY HaHK 40AKEH IPUHATH MePHI 110 HeAOITYIIIeHNIO IIOoTeph 10 KpeAUTY I10cAe Bhljaun KpeAuTa. YIpas-
JeHye Tpo0AeMHBIMI KpeAuTaMI-OAVH U3 Ba’KHEIIINX acIIeKTOB 0aHKOBCKOI ITPaKTNKIL. B craThe mpoanaan-
3MPOBaHO COBpeMEHHOE COCTOsIHIE TPODAeMHBIX KPeJUTOB B OaHKaX BTOPOIO YPOBHs CTPaHBIL.

Karouesnbie caoBa: 6aHK, KpeAUT, HAIIMOHAABHBIN OaHK, KPeAUTHEIN OPTQeAb, IIPOLEHTHI, IIPOO1eMHbIe
KpeANUTEHL, IIPyAeHLIaAbHble IIpaByila, OaHKOBCKIII CEKTOP, MeXKAyHapOAHbIe CTaHAAPTHI, IIPOAYKTHI IIUTaHIL,
PUCKI, CTPaxXOBbIe BLIILAATEIL, KpeAUTHAs ITIOAUTIUKA, KpeAUTOBaH/e, HallMOHAAbHAs BaAIOTa.
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