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Credit risk management in commercial banks

Abstract. Development of the banking sector in Kazakhstan is characterized by a rapid pace. This
growth is combined with increased competition, access to foreign markets, and the birth of new banking
products. Most banking services fall on credit activities. In this regard, it is relevant to build an effective
risk management of the loan portfolio. The purpose of the study is to develop proposals for improving
the management of credit risks in the banking sector. The research methodology is based on the use of
such methods as generalization, statistical methods, comparative analysis and statistical method.

The authors analyzed the loan portfolio of the banking segment and based on this, conclusions and
suggestions were made to improve the quality of lending. It is noted that over the past few years
there has been a tendency to increase loans to individuals in the structure of the loan portfolio. The
article outlines a number of proposals aimed at improving and enhancing the quality of credit risk
management in the current economic conditions.

Keywords: bank, credit risk, loan portfolio, portfolio approach, overdue debt, credit policy, retail
lending.
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Introduction. Commercial banks pursue optimal values of risk and profitability. Success lies in
the designation of the reasonableness of the risks taken, their assessment and subsequent possible
management. Relevance of this problem for Kazakhstani banks is due to fierce competition in the
market and the introduction of risk-based supervision to control second-tier banks, which includes
supervisory stress testing. Banks, regardless of their current state, should work out orderly certain
action plans and implement them in the situation of various kinds of negative scenarios. The main
activity of the bank, which brings substantial income, is lending to the economy. Therefore, banks’
credit risks occupy the largest share and special attention.

According to the Resolution of the National Bank of the Republic of Kazakhstan, the bank
ensures the availability of an effective credit risk management system that corresponds to the present
market condition, strategy, amount of assets, level of difficulty of the bank’s operations and ensures
effective identification, dimension, monitoring and control of the bank’s credit risk to ensure the
sufficiency of equity to cover it [1].

Therefore, the purpose of the study is to consider the nature and classification of credit risks,
evaluate the effectiveness of credit risk management in the STB RK and develop recommendations
for its improvement.

The information basis was the textbooks of G.S. Seitkasimov, O.I. Lavrushina, N.I. Valentseva,
publications in scientific journals and the Internet. The data of the National Bank of the Republic
of Kazakhstan and the Agency for Regulation and Development of the Financial Market were also
used.
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Methodology. The following general scientific research methods were used in this study:
generalization, statistical methods, comparative analysis. A statistical method was used to analyze the
dynamics of assets and loan portfolio of banks in Kazakhstan. To assess the current state of the loan
portfolio of the banking sector, a comparative analysis method was used.

Discussion. The concept of risk for everyone is associated with a loss that can lead to a damage.
But for banks, due to the specifics of their products and operations, this is an integral and necessary
part of their work. The specifics are determined by the case that the bank’s capital consists of borrowed
funds. However, bank risk is defined as a property not inherent in the bank internally, namely an
activity that can cause a negative result [2].

Credit risk is the risk of losses incurred by a credit institution because of non-fulfillment,
incomplete or untimely fulfillment by the debtor of financial obligations to the credit institution in
accordance with contractual terms [3].

A characteristic feature of credit risk is that the source of its occurrence is not only the activities of
credit organizations, but also the work of economic entities in the real segment of the economy. Hence,
on the part of the business entity, the risk of losses because of the borrower’s non-repayment of the
amount of borrowed funds or non-repayment of interest on the debt is defined as credit risk [4].

To accessibility, efficiency, sustainability, and reproducibility of the credit risk management
procedure, it is necessary to combine the flows of information about credit risks into certain groups.
The main criteria for the classification of credit risk are its factors. Depending on the scope of the
factors, credit risks are divided into internal and external ones. Also, considering the connection of
factors with banking activity there are credit risks dependent and independent of banking activity.
Meanwhile, credit risks dependent on banking activity, in accordance with its scale, are divided into:

e Fundamental credit risks. These are the risks associated with decision-making by management
managers;

e Commercial credit risks. These include risks associated with credit policy in relation to
individuals, legal entities, and small businesses;

¢ Individual credit risks imply the risk of a credit transaction, product and borrower risk;

e Total credit risks or credit portfolio risks [2].

The use of a portfolio approach to the bank’s credit management helps to maximize the income
from credit investments and minimize credit risk at the identical time. The loan portfolio is explained
because of the bank’s credit operations. The loan portfolio is considered most fully from the observation
point of two aspects: qualitative and quantitative characteristics. The first characteristics presents the
systematization of credit investments according to the established criteria. The other characteristics
discloses general information about the loans being placed, the composition and structure of credit
investments [5].

In addition, this category of risks can be divided into risks for corporate and retail customers,
mortgage, consumer, etc. based on the type of loans of a particular bank.

At the same moment, it is significant to indicate that credit risk management consists in creating
a mechanism to provide an optimized ratio between the level of accepted risks and the profitability of
banking activities, which are built on the principle of break-even transactions.

The elements of building a credit risk management system are:

¢ The process of identifying risk;

e Risk measurement;

e Risk control and monitoring [2].

The following credit risk management methods are generally utilized, such as analysis of the
credit quality and solvency of the client, identification of the debtor’s creditworthiness rating, hedging
of currency risks, reservation to cover damages, stress testing of the loan portfolio, monitoring of
limits and regulatory conditions. According to the authors, an effective credit risk management
model contains a detailed history of credit transactions at all stages of lending, the introduction of
special management tools to prevent negative consequences of credit transactions, the formation of an
effective lending system.

Results. As of January 1, 2022, the country’s banking segment is comprised by twenty-two second-
tier banks, including fourteen banks with foreign participation, of which eleven subsidiary banks and
one bank with 100% state participation. At the beginning of this year, the assets of the country’s second-
tier banks totaled 37,622 billion tenge, which raised by 20.7% compared to the beginning of 2021 [6].
It is essential to consider the dynamics and the relation of assets and credit portfolio of STB (Figure 1).
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Note: Compiled by the authors according to the data [6].
Figure 1 - Movements of assets and credit portfolio of STB RK

Judging by Figure 1, a significant part of the banking sector’s asset structure is occupied by a loan
portfolio in the amount of KZT 20,200.4 billion, or 51.6% of total assets. Compared to the beginning of
2021, this indicator increased by 4,408.3 billion KZT or by 27.9%.

For understanding the reason for the growth of loan amounts and evaluate the effectiveness of
the credit risk management system, it is necessary to analyze the quality of the loan portfolio of the

banking sector of the Republic of Kazakhstan over the past 3 years, Table 1.

Table 1 - The quality of the credit portfolio of the banking segment of

Kazakhstan
on 01.01.2019 | on01.01.2020 | on 01.01.2021 on 01.01.2022
billion % billion % billion % billion %
tng. tng. tng. tng.

Loans for which | 11766,3| 85,5 | 12936,8| 87,7 | 14263,3| 90,3 | 19 136,5| 94,7
there is no overdue
debt
Loans with overdue | 504.8 3.7 405.,8 2.8 265,0 1.7 264.8 1.3
debts from 1 to 30
days
Loans with overdue | 350,0 2.5 81,6 0,6 105.9 0.7 82.8 0.4
debts from 31 to 60
days
Loans with overdue 1253 0.9 118.7 0.8 75.7 0.5 474 0.2
debts from 61 to 90
days
Loans with overdue | 1016,3 7.4 1200,1 8,1 1082,1 6,8 668.8 3.3
debts over 90 days
Provisions under | 17766 | 12,9 | 19796 | 134 | 1830,8 | 11,6 | 1406,8 7,0
IFRS
Provisions for loans | 762.8 5.5 948.6 6.4 840.8 53 4942 2.4
with overdue debts
over 90 days
Loan portfolio 137627 100 | 14743,0 100 | 157921 | 100 | 202004 | 100

Note: Compiled by the authors according to the data [7].
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According to Table 1, the loan portfolio of the banking segment as of January 1, 2022 amounted to
20,200.4 billion tenge, from 2019 to 2021 increased from 13,762.7 billion tenge to 15,792.1 billion tenge.
The indicator of 2022 in comparison with 2019 increased by 6,437.7 billion tenge, and in comparison
with 2021 increased by 4,408.3 billion tenge.

Loans for which there is no overdue debt have increased in 2022 by 7,370.2 billion tenge or 9.2%
in the structure of the credit portfolio since 2019 and amount to 19,136.5 billion tenge or 94.7% of the
credit portfolio.

At the same time, loans with overdue debts from 1 to 30 days, amounting to 264.8 billion tenge
in 2022, decreased by 240 billion tenge in comparison with 2019, and decreased by 0.2 billion tenge in
comparison with 2021.

Loans with overdue debts from 31 to 60 days in 2022 amount to 82.8 billion tenge and in comparison
with 2019 the indicator decreased by 422.7%, and in comparison with 2021 by 127.9%.

Loans with overdue debts from 61 to 90 days in 2022 amount to 47.4 billion tenge, and if we
compare the indicator with 2019, it decreased by 264.4%, and in comparison with 2021 showed a
decrease of 159.7%. As a result of the analysis of the loan portfolio indicators of the banking sector of
the Republic of Kazakhstan, it is worth noting that this group of loans has been declining every year.

Non-performing loans (with overdue debts over 90 days) in 2022 amount to 668.8 billion tenge
and in comparison with 2019, the indicator decreased by 151.9%, and compared with 2021 by 161.8%.
From 2019 to 2021, the level of loans of this group varied, then increased, then decreased and in 2022
went to decline. Accordingly, provisions from 2019 to 2022 have the same volatility.

Thus, there is a noticeable trend towards a decline in the part of overdue loans and an increase in
loans for which there is no debt. The level of provisions under IFRS decreased in accordance with the
improvement in the quality of the credit portfolio and as of January 1, 2022 was 7.0% of the total loan
portfolio of the banking sector.

Also, according to the loan portfolio of the second-tier banks of the Republic of Kazakhstan, it is
possible to see an increase in the amount of loans issued. Therefore, it is reasonable to examine and
analyze the structure of the STB credit portfolio in the context of debtors from 2018 to 2022 (Figure 2).
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Figure 2 — Loan portfolio by institutional units

As can be seen in Figure 2, there is a clear trend of increasing loans to individuals. In this regard,
the growth in the volume of loans issued is caused by the high level of lending to individuals. This
indicator has increased by 40.9% since the beginning of 2021.

The share of lending to individuals in 2018 is 31.3%, in 2019 — 36.2%, in 2020 — 42.9%, in 2021 -
45.1%, in 2022 — 49.7%. That is, in 2022, almost half of the credit portfolio of the STB RK falls on retail
loans.
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The largest increase in 2021 was loans from individuals - 40.9%, compared with an increase in
SME loans - 29.2%, and a decline in loans from legal entities — 3.4% [6]. It is worth pointing out that
in the second quarter of 2021, the increase of retail loans was 11%, in the third quarter - 12%. Analysts
of Fitch Ratings noted that the rapid growth of retail lending in the country in the medium term may
lead to a deterioration in asset quality. This is since the growth of retail lending has overtaken the
nominal growth of household incomes over the past couple of years, as a result, increasing the debt
burden on borrowers and causing risks of overheating of the market [8]. At the identical time, the
creditworthiness of middle- and low-income borrowers is deteriorating due to increased workload,
which leads to credit risk.

Itis worth considering the quality of loans from individuals and analyzing the dynamics (Figure 3).
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Figure 3 — The quality of loans to individuals

Looking at Figure 3, loans of individuals without overdue debts tend to increase. The increase in
this indicator since the beginning of 2021 has been 45.2%. It is also worth noting an increase in loans
with overdue debts from 1 to 30 days —22.7%.

Conclusion. The conducted research allowed us to conclude that there has been an improvement
in the indicators of the banking segment in recent years. Also, despite the decrease in the level of
NPL in the STB RK, there is a noticeable increase in retail lending, which leads to an imbalance in the
loan portfolio. Many banks in Kazakhstan operate in the segment of high-risk lending, subsequently
receiving higher interest income. Despite this, even the most risk-averse bank aims to minimize the
risks taken within the scope of the adopted credit policy, using the tools available to it.

Based on the above research and previously obtained results, the following ways are proposed to
improve the bank’s credit risk management:

¢ Timely development or revision of the bank’s existing credit policy in order to adapt it to the
new realities of the economy in the country and the world;

¢ Development of methods for monitoring the borrower’s solvency at all stages of lending and
implementation into work;

¢ Improving the methodology for assessing the quality of collateral and conducting an adequate
assessment of it, taking into account the risks of changes in internal and external economic situations;

¢ Introduction of a methodology for studying complex information on the borrower, for an
effective assessment of the client;

¢ Credit insurance, to compensate for the bank’s risk [9];
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® Monitoring the quality of collateral during the term of the loan debt, if necessary, to provide
additional collateral;

¢ Ensuring that banks provide timely and reliable information on borrowers to the first credit
bureau for the formation of high-quality credit histories [9];

e Setting limits on the counterparty depending on the type of credit transaction or product and
their practical application;

¢ Diversification of the loan portfolio to reduce the concentration of risk associated with one
borrower or sector, that is, the formation of a balanced loan portfolio;

¢ In the context of a changing global economy on the basis of its current and forecast trends,
timely restructuring of credit debt;

® Monitoring of the loan portfolio to determine reduction in the quality of loans at an early stage,
identify the causes and develop the necessary measures to improve the situation;

* Maintaining adequate reserves to cover potential losses.

If the above measures are implemented, credit risks will be significantly reduced, which will
enhance the quality of the loan portfolio and the yield of the bank’s activities.
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A.H.I'ymuaes amvindazvl Eypasus yammorx yrHusepcumem, Acmana, Kasaxcman

Exinmi aeHreriai 6aHKTepaeri Hecreaik Toyekeaai 6ackapy

AnpgaTtna. byriari tanaa KasakcTaHHBIH OaHK CEKTOPBIHBIH JaMybl KapKBIHABI KapKbIHMEH
cunatTasaaasl. bya ecim 6acexeaeCTiKTiH KyIIeloiMeH, CBIPTKEI HapBIKKa IIBLIFYBIMEH JKoHe JKaHa OaHK
OHIMAepiHiH agyHuUere KeayiMeH yiiaeceai. BaHKTIK KpI3MeTTepAiH KOIIIiAiri HecueaAik KbI3MeTKe
tyceai. Ocbiran GaifaaHbICTEI Hecue HOpTQeain TuiMAl 6acKapyAbl KaAbIITAaCTLIPY ©3eKTi 0O0ABII
TabblAaAbI. 3epTTeyAiH MaKcaThl — OaHK CeKTOPBIHAAFBI HeCHeAiK ToyeKkeaaepai OackapyAsl JKeTiaaipy
DoIibIHIIIA YCRIHBICTAP d3ipaey. 3epTTey agicTeMeci aHaAUTUKAABIK dAICTi, CAABICTHIPMAADI TaAAayAbl
JKoHe CTaTUCTUKAABIK 94icTepai KOAJaHyra Heri3AeATeH.
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ABTOopaap OaHK CeKTOPLIHBIH Hecre IOpTQeaiH Taajarl, COHBIH HeTidiHAe Hecueaey carlachlH
apTTRIPy OOJBIHINA KOPBITHIHABLAAD MeH YChiHBICTap >Kacaabl. CoOHrbl OipHemne >Kblada Hecue
noprdeiniy KyphLABIMBIHAA JKeKe TyAfadapra Oepiiren HecueaepAiH ecy ypdici OalikaaraHbl aTarl
oTiareH. AFEIMAarbl 9KOHOMUKAABIK JKaFjaiidapaa Hecreaik Toyekeaai Oackapy caIlachlH JKeTiagipyra
KoHe JKaKcapTyra OarbITTaaraH OipKarap yChIHBICTAp OepiareH.

Kiar cesaep: 6ank, Hecueaik Tayekea, HecreAik opTdean, HOpTPeabaik Tacia, Mep3iMi eTkeH
Oeperek, Hecre casicaThl, DOAIIEK HeCHeAeHAIPY.

M.T. XKoaamanosa, A.K. )KyprembaeBa
Espasuiicxuil nayuonaronviii ynusepcumem umeru /1.H.I'ymuresa, Acmana, Kasaxcman

YnpasaeHue KpeAUTHBIMI pUICKaMy B OaHKaX BTOPOTO ypOBHsI

Annotranmst. Haceroausamnmii gens passutue 0aHKkosckoro cekropaKasaxcranaxapaxkrepusyercs
OBICTPBHIMU TeMIIaMIU. DTOT POCT COYeTAeTCs C yCUAeHMeM KOHKYPEeHITNH, BRIXOAOM Ha 3apyOeskHbIe
PBIHKY, POXJEHMEM HOBBIX OaHKOBCKMX IHMPOAYKTOB. BOABIIMHCTBO GaHKOBCKMX YCAYT BbIIajaer
Ha KPeJUTHYIO AeATeABHOCTb. B CBSA3M C DTUM aKTyaAbHBIM ABASETCs HOCTpoeHue >PQPeKTUBHOTO
yHOpaBAeHMs pUCKaMU KpeauTHoro mnoptdeas. lleapio mccaegopanmsi sBaseTcs paspaboTKa
IPeAAOXKEHNUIT 110 COBePIIeHCTBOBAHUIO yIIPaBAeHM KPeAUTHBIMM PUCKaM¥ OAaHKOBCKOIO CeKTOpa.
Metogoa0rus nccaegoBaHNUsI OCHOBaHA Ha IIPUMEHEHU! aHaAUTUYeCKOTO MeTOAad, CPaBHUTEAbHOTO
aHaAM3a, MeTOA0B CTaTUCTUKIA

ABTOpaMm IPOaHAAM3UPOBaH KPeAUTHBIN IOPTQeab OAaHKOBCKOTO CeKTopa M Ha 0a3e ®TOro
CAeAaHBl BBIBOABI U IIPEeAJ0XKeHMs 110 yAydIIeHMIO KadecTBa Kpeaurtosanus. OTMedeHo, 4To 3a
rocAeJHue HeCKOABKO AeT MMEeTCSl TeHAGHLMS K POCTy KPeauTos (PU3NJIeCKUX AUI] B CTPYKType
ccyanoro mnoprdeas. Obo3HaueH psj NPeAA0KeHNUI, HallPpaBAEHHBIX Ha COBEPIIEHCTBOBAHME U
yAydIlleHre Ka4ecTsa KpeAUTHOTO PUCK-MeHeAKMEHTa B HBIHeIITHMX YCAOBUAX DKOHOMUKIL.

Kamouesble caoBa: 0aHK, KPeAUTHBIN PUCK, CCyAHBI HOpPTQeab, HOPTPeAbHBIN I0AX04,
IIPOCpOYeHHasl 3a40/1KeHHOCTD, KPeAUTHAs IIOANTUKA, PO3HIUYHOE KpeAUTOBaHNe.
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