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Key trends in the development of the payment system of Kazakhstan

Abstract. The COVID-19 pandemic not only brought fear into society, but also became the impetus for
technological progress and the start of a new culture of people.
If until 2020, most retailers believed that their main sales channel was stores, and online was more of an image
move, then the pandemic has changed the whole idea about e-commerce. The financial technology market at the
international level has made a huge leap up over the past two years, this can be seen by the following growth:
Revolut — from $ 5.5 billion. up to $30 billion, Klarna — from $640 million to $45.6 billion, Kaspi.kz with $12.9
billion. US up to $22.3 billion. These are isolated examples, but there are a lot of them. Companies whose main
activity is financial technology are directly involved in making payments [1].
Today, the demand for contactless payment methods is unprecedented. Equally high is the demand for fast
transaction settlements, instant payments, e-money, and other alternative payment methods. We bring to your
attention an analysis of the key trends in the development of the Kazakhstan payment system.
Keywords: Payments, payment system, financial technologies, payment methods, ecosystem.
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Introduction

COVID-19 was a challenge both for the economy of Kazakhstan, its financial sector, and for the global
economy as a whole. It should be noted that the payment market has undergone huge changes. These forced
changes required the restructuring of the processes familiar to all, which was the trigger for the development
of payment services in accordance with the new needs of customers. In connection with the Pandemic, prompt
resolution of issues on payment mechanisms was required. We needed fast transfers, payments to different
parts of the world, and of course all these processes had to be effective. It can be said that contactless payments
have become the main payment method due to social distancing.

The above-mentioned quarantine restrictions have influenced the rapid decision-making, creating
new fintech methods for services and services relevant in the current realities. Accordingly, the growth of
online payments as a result was reasonably predictable. And Visa's research confirms this. 78% of consumers
have chosen and changed the type of payment to online payments [2]. We can safely announce that the
pandemic is the main factor that influenced the growth of digital, non-cash payments.

Methodology

For the purposes of writing this article, the data of professional financial market participants on
payments made, the system, as well as the main bank of Kazakhstan (NBK) on payment cards, regardless of
the place of residence of the issuer (domestic or foreign), are used. The payment system of the Republic of
Kazakhstan is:

- cash withdrawal at ATMs;

- - payment methods aggregated in SmartPay, i.e. POS terminals, both online and offline.

Transfers of individuals are not covered by the study. It is impossible to determine the purpose of
these transfers. The Eurosystem uses CPSS-IOSCO developed (PFMIS Instructions and Practices). The
classification of the payment system does not matter.
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Discussion

Payment systems and remittances represent the foundations of financial sector stability and financial
inclusion. Payment systems support financial stability by reducing systemic and settlement risks, acting as a
firewall to prevent contagion of losses, facilitating proper liquidity management, and through the effective
transmission of monetary policy. Also, payment systems are a critical enabler of financial inclusion.

Deposits and withdrawals (cash-in/cash-out) are allowed across over 80 percent of the surveyed
economies. From this analysis, it emerges that public salary payments, other government disbursements (such
as cash transfers) and government collections (such as tax payments) can be affected via e-money accounts
across half of the surveyed economies. Only 42 percent of the developing economies allow e-money to be used
for channeling international remittances, compared to 70 percent of high-income economies. This could likely
be explained by a more cautious approach to e-money regulation given the (actual or perceived) heightened
risk (eg, AML/CFT) linked to international transfers. Figure 1 below depicts the transactions that can be
performed using e-money, and how countries belonging to different income groups diverge away from the
global averages [3].
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Figure 1 - Transaction that can be performed using e-money

On average across the surveyed countries, PSOs are required to obtain both license and registration in
34 percent of the cases, and in almost another third of the economies only a license is required. Registration
only, or neither license nor registration is indicated by 4 percent and 7 percent of the economies, respectively.
The latter is most often the case in EAP and ECA regions. Licensing is generally more frequent in high-income
and larger economies, possibly also reflecting greater supervision capacity. Figure 2 below shows that PSOs
are most commonly required to obtain either a license or more commonly license and registration to commence
their operations.
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Figure 2 - Licensing of payment system operators

Having the capacity to generate and transmit disturbances of a systemic nature to the financial sector,
large-value payment systems have long been the focus of central banks' involvement, including through the
direct operation of these systems.

More recently, automated transfer systems (ATS) have allowed combining a gross settlement
functionality for large-value payments with a net clearing facility for low-value payments.

Today, digital transformation is actively observed in all sectors of the economy around the world,
which is the result of technological development, including financial services, a change in behavioral
foundations, as well as the portrait of the consumer of financial and payment services. Based on the current
global trends of intensive digital development, including in the payment industry, financial experts
announced the further growth of non-cash payments. PwC's reporting data show a forecast for an increase of
more than 80% by 2025, which will amount to 1.9 trillion units of non-cash payments in the world [4].
According to ReportLinker's forecast, the digital payments market will grow at an average annual growth rate
of 13.7% in the period from 2021 to 2026, which determines the maximum convenience of payments made on
the basis of adopted reforms and corresponding changes in consumer behavior. Experts also estimate the
volume of payments in the world made using mobile devices at a level above 2 trillion US dollars by 2023 [5].

New payment methods, technological services and mobile market participants influence the
development of non-cash payments, create a new payment industry. Today, central banks around the world
are considering the possibility of digital currencies. Making instant payments using biometric technologies is
already a reality. We can say that payment systems have switched to ISO 2022, and these are not empty words.
Capgemini research reports that over 4 billion people will use digital wallets by 2024 [6]. In 2020, 102.7 billion
transactions were made from mobile wallets. According to forecasts, in 2025 this number will amount to 2582.8
billion units [7].

Over a period of three years, the cash payments market has seen a general growth trend by an average
of 8% quarterly. A similar trend is observed in non-cash payments, but with faster growth rates, on average
by 14% quarterly. At the same time, abnormal jumps in growth and decline are observed in 2020, which is
explained by the COVID-19 pandemic and changing consumer preferences. The pandemic led to a worldwide
quarantine, restrictions affected almost all small and medium-sized businesses, which led to market stagnation
in the second quarter of 2020. However, this situation has triggered pent-up demand and a strong shift to
online, which has led to a significant increase in payments in the third and fourth quarters of 2020 by 19% and
15%, respectively (Figure 3).
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Figure 3 - Dynamics of changes in the volume of payments by quarters,
trillion tenge

The market shows a general trend towards an increase in the amount of payments in Kazakhstan. In
2021, the amount of cash payments increased by 31%, and non-cash payments by almost 2.5 times compared
to 2019. Cash in 2019 was used to pay for goods worth 13.8 trillion tenge, which accounted for 70% of all retail
payments. However, 2020 and 2021 showed a downward trend in cash use as a percentage of the total — 66%
and 55%.

Accordingly, the share of non-cash payments grew. The average amount of cash withdrawals in 2021
increased by 84% compared to 2019, which most likely indicates an increase in wages and a decrease in the
use of ATMs for cash withdrawals. At the same time, the average check for non-cash payments decreased by
7%. In the Republic of Kazakhstan, the amount of payments itself has increased and the trends in the directions
of transactions are different, this affects the change in the average check. From 2019 to 2021, cash withdrawal
operations decreased by 17%, non-cash transactions increased by 168%.

Despite the fact that the activities of central banks, as well as second-tier banks, are aimed at increasing
the share of non-cash payments, using credit and debit cards, as well as electronic money, people still continue
to pay for purchases and services in cash for various reasons. These may include: distrust of the financial
system, receiving payment for services in cash, behavioral habits and difficulties with the use of new
technologies, tax and loan evasion, and concealment of the intended use of money. However, according to
market players from 2019 to 2021, there has been a gradual decline in the share of cash payments* in the total
market by 21% (or 15 p.p.) and a decrease in the frequency of cash withdrawals from ATMs by 17% (or 54
million units).

The accelerated development of non-cash payments, the availability of electronic devices, various
promotions and cashback when paying with cards, and the development of e-commerce in connection with
the pandemic have affected the decline in the share of cash payments.

The rapid growth of non-cash payments is due to changes in consumer demands and the emergence of
new payment technologies. According to data for 2021, the amount of non-cash payments amounted to 14.5
trillion tenge, which is 82% more than in 2020. At the same time, in 2020, the increase compared to 2019 was
at the level of 37%. It is worth noting that the frequency of payment (number of transactions) via bank transfer
is also growing, as evidenced by the annual growth in 2020 and 2021 by 34% and 77%, respectively. Despite
the fact that the COVID-19 pandemic and restrictive measures have accelerated the transition from cash to
non-cash payments, the active demand for non-cash payment methods began earlier: since the first quarter of
2019, we have seen an increase in the amount due to payments through POS terminals. According to National

249 MNe1/2023 A.H. Tymuaes amvindazol EYY xabapuiolcvitblt 9KOHOMUKA CepUsiChl
ISSN 2789-4320, eISSN 2789-4339



S.S. Kozhabekov, A.Zh. Sugurova, T.K. Zholdasbaeva

Bank of the Republic of Kazakhstan data for 2019, the number of offline POS terminals increased by
27%, from 126,000 to 161,000, which may mean an increase in demand for card payments. Already in 2019, the
amount of non-cash payments accounted for one third of the total payment market (Figure 4).
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Figure 4 - Change in the amount of non-cash payments from 2019 to 2021, trillion tenge

The new crisis caused by the COVID-19 pandemic has provided the basis for a safer and more resilient
payment system. Many market participants have adapted to new conditions through digitalization, improved
their business models and processes, and expanded the range of services offered. As a consequence, these
factors have helped to build greater consumer confidence in online shopping, as can be seen from the growth
in the share of non-cash payments through online POS terminals in the second half of 2020. In 2021, the trend
towards convenience and safety continued. New ecosystems with diverse consumer services are being created,
thereby covering an increasing market share.

The amount of online payments has increased by 2.9 times since 2019, and the number of transactions
by 2.7 times due to changed consumer behavior — people have begun to trust online purchases more. Other
reasons for this growth were: the successful introduction of mobile commerce and banking ecosystems, the
development of delivery services and incentive systems such as cashback.

Internet online services and mobile applications have become significant in the financial industry in
recent years and have a growing trend. Financial services are moving to remote service channels
(online/mobile banking). The principles of customer service using new financial technologies have changed.
The transition of banks from physical customer service to remote is carried out thanks to the introduction of
innovative technologies.

Thus, we can identify the main trends of the Kazakhstan payment market today:

1. Formation of focused banking digital ecosystems with elements of the functions of Fintech
companies.

2. Digitization of financial and payment services, Internet and mobile banking.

3. New innovative services for making payments — QR codes, payments using simplified banking
details, biometrics, etc.

Results
The Eurosystem's assessments of payment systems are carried out in accordance with PFMIS on the
basis of CPSS-IOSCO documents and regulations. There is no dependence on the classification of this system.
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CPSS-IOSCO Report “Principles for Financial Market Infrastructures: Information Disclosure Structure and
Evaluation Methodology” (December 2012) defines the scope, definition of facts, structure of evaluation

reports, etc. According to the SIPS Regulations, the following evaluation rating is used (Table 1).
Table 1
Rating of assessment of levels of compliance with the SIPS Regulations

Compliant  The SIPS complies with all provisions of the article.

Broadly The assessment has identified an infringement of one or more provision(s) of
compliant  the article which the SIPS operator shall address and follow-up on in a defined

timeline.

Partly The assessment has identified an infringement of one or more provision(s) of
compliant  the article that could become serious if not addressed promptly. The SIPS

operator shall accord a high priority to addressing these issues.

Not The assessment has identified a serious infringement of one or more provisions
compliant  of the article that warrant(s) immediate action. Therefore, the SIPS operator

shall accord the highest priority to addressing these issues.

Note: based on source [8].

In accordance with the CPSS-IOSCO methodology, each principle is given a rating, and the article is
assigned according to the SIPS Rules. Violation of the SIPS Rules is always detected in relation to a specific
provision of the Rules, that is, not the article as a whole. The authorized body, in accordance with article 22 of
the Regulations, must inform the SIPS operator about the nature of the discrepancy. Then the competent
authority can take corrective measures. Regarding sanctions, according to article 23 of the Regulation, the
European Central Bank imposes sanctions. Corrective measures can be introduced independently of or in
parallel with sanctions. This document has two parts: 1) questions for evaluating payment systems (of all
categories); 2) questions for evaluating the links between RPSS. According to the chronology of the articles of
the SIPS Regulations, evaluation questions are built up, which are so formed to meet all the requirements and
editions of the SIPS Rules. The central banks of the Eurosystem regularly assess the compliance of these
systems with the regulatory requirements of SIPS and/or PFMIS, depending on what is applicable.

Conclusion

The world is undergoing significant changes due to the digitalization of most processes, the payment
industry is no exception, which is as comfortable as possible for consumers today thanks to the emergence of
new service systems. The development of financial technologies has led to a chain of transformations that
redefine the creation of new business processes and models of interaction with customers, the removal of
territorial barriers. In the fight for customers, financial organizations are doing everything possible to provide
the maximum number of digital services and meet individual customer requests. Digital opportunities have
opened new ways of working with clients.

Historically, the banking sector has always had a fairly high level of innovative technologies. Over the
past decade, there has been even more significant progress in this direction of development and expansion of
the areas of application of new digital solutions. Various mobile services for payments using "smartphones”
have become widespread. Digitalization contributes to the widespread modernization of financial and
payment services, where there is a qualitative combination with traditional solutions [9].

The main trends currently include the following: scaling of online remote payment services, the use
of mobile devices for remote payments and contactless transfers, payments using QR codes and contactless
payments, the use of biometric data, recognition, instant payments, digital currencies of central banks, etc.
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The above analysis demonstrates global trends aimed at the development of the payment architecture,
a new format for providing services in this industry, payment instruments, which is undoubtedly relevant for
the Kazakh market, where the process of forming a new architecture of the payment environment is actively
underway.
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C.C. Koxa06ekos!, A.)K. Cyryposa? T.K. )Koagacb6aesa?
IM.X. Ayaamu amwvindaeor Tapas enipaix yrnusepcumemi, Tapas, Kasaxcman
Ylozucmuia xae Kok akademuscol, Aavamut, Kasaxcman
SKacnui Kozamovik yrusepcumemi, Aavameot, Kasaxeman

TypakThl Kap>KblAaHABIPYABI AAMBITYAAFbI JKacbla O0AUTanysaap

Annoranusa. COVID-19 nmanaeMusicel KOFaMFfa KOPKBIHBIII 9KeAill KaHa KOJiMali, TeXHOAOTMABIK,
nporpectig CepriH >koHe ajaMAapAbIH JKaHa MaAeHMeTiHiH 6acTaMacsl 60451

Erep 2020 >xp1aFa Aetiin Goarnek caydarepaepAin KOIIIiAiri e3aepiHin Heriari caTy apHachH JyKeHAep
AeTl caHaca, aa Xeldige OyA UMUAXKAIK KadaMm 0o4ca, TaHAeMMUs e-commerce TypaAbl OapAbIK TYCiHIKTepAi
esreprti. HoTiokecinge 2020-2021 >xp1a4apAarsl GUHTEXTIH 91eMAiK HapBIFBI OpacaH 30p eciM kepcetri (2021
k116 Revolut 5,5 mapa. AKII goa4a.aeitin 30 mapa. AKII goaa., Kaapnaa 640 man. AKII goa2apriHa Aeitin
45,6 mapa. AKII, a Kaspikz 12,9 mapa. AKII aoaaapema geitin 22,3 mapa. AKIH. Bbya >xysaeren
MbICaaJapAblH yileyi raHa). PuMHTeX KOMHaHMsAJAap ©3 KBI3METiH KaHJall Aa Oip >KOAMeH TeaeMJepMeH
OaiiaaHbICTBIpaARI [1].

byrinri TaHAa KOHTaKTICi3 TeaeM aJicTepiHe cypaHbIC OYPBIH-COHABI O0AMaraH. TpaH3akIusaapAbl,
Kezel TeAeMAepAi, DAeKTPOHABIK aKIIaHbl, COHJall-aK 6acka Aa OadaMa TeaeM 94iCTepiH XKblA4aM eceriTeyre
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cypaHbIc Oipaeit >xoraphl >koHe cypanbic. bis CisagepaiH Hasapaapbigbisfra Kasakcran Teaem >xyiieciH
AaMBITYABIH HeTi3Ii TpeHATepiH TaaAayAbl YChIHAMBI3.
Tyniu cesgep: TeaeMaep, ToaeM XyTieci, Kap>KBIABIK TEXHOAOIMAAAP, TOAEM dAiCTepi, DKOXYIIe.

C.C. Koxa0bekos!, A.)K. Cyryposa? T.K. )Koagacb6aesa?
"Tapascxuil pezuonarvtotit ynusepcumem um. M. X, Ayaamu, Tapas, Kasaxcman
2Axademus Aozucmuru u mparcnopma, Aamamut, Kasaxcman
3Kacnuiicxuii obuyecmeerinoii yrueepcumem, Aamamol, Kasaxcman

Karouesbie TPpEeHADBI pa3BUTIIS naaTexHov cucremel Kazaxcrana

AnnoTtanusa. [Targemns COVID-19 BpI3Baza He TOABKO CTpax B ODOIIecTBe, HO M CTasla TOAYKOM
TEXHOAOTMYECKOTro IIporpecca ¥ CTapTOM HOBO KYABTYPHI AI04€T1.

Ecan g0 2020 roza GOABIIMHCTBO PUTENAEPOB CIMTAAO, YTO MX OCHOBHON KaHaA IPOAaX - BTO
MarasyHbl, a OHAAWH - 9TO 00ABIIIE UMUAXKEBHIN X0, TO MAaHAEMII U3MEHIIAA BCe IIpeACTaBAeHNe PO e-
commerce. PEIHOK (pMHAHCOBBIX TEXHOJOTMII Ha MeXXAYHapOJHOM YpOBHe 3a ITOCAejHIe ABa Iroja cdelal
OTPOMHBINI CKaYOK BBEPX, DTO BUAHO I10 caeAyiomeMy pocty: Revolut — ¢ $5,5 Mmapa. 40 $30 mapa,., Klarna — ¢
$640 man. a0 $45,6 mapa., Kaspikz c $12,9 mapa. CIHA a0 $22,3 mapa. DTo eAMHNYHEIE IIPUMEPEI, a BeAb UX
Ooab1r10e MHOKeCTBO. KoMITaHmm, OCHOBHOI A€ TeABHOCTBIO KOTOPHBIX SABASIOTCS (PMHAHCOBBIE TEXHOAOTUH,
HeIocpe/CTBEeHHO 3aHMMAaIOTCs OCyIIleCTBAeHeM IaaTexxernt [1].

Cerogns cripoc Ha OeCKOHTaKTHEIe CITOCOOBI omaaThl OecriperiedenTeH. CTOAb JKe BBICOK U CIIPOC Ha
OBICTpBIe pacyeThl IIO TPaH3aKI[MAM, MTHOBEHHBIE ILAaTeXM, DAEKTPOHHBIE AEHBIY, a TakXe AJpyrue
aAbTepHATUBHbBIE CIIOCOOBI OIAATBL. ABTOPBI CTaThM IIpeAAaraioT BallleMy BHMMAaHMUIO aHaAU3 KAIOUEBBIX
TPeHAOB Pa3BUTIS IL1aTeXKHOM cucTeMbl Kasaxcran.

Kaiodesble caoBa: maarexuy, IAaTeXXHasl cucTeMa, (PMHAHCOBBIE TEXHOAOTUM, CIIOCOOBI OILAATEHI,
DKOCIUCTEMA.
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