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Kazakhstan VVulnerabilities

Kazakhstan became an early victim of the international liquidity crisis
due to its vulnerabilities: large foreign debt and high current account
deficits.

1.

2.

Before the crisis, the country incurred high external debt (mainly
private debt) reaching almost 98% 0f GDP in 20009.

Very rapidly expanding banking system, based on cheap foreign
wholesale funding, led to high non-performing loans.

Private credits provided by banks expanded at 70% pa from 1999
to 2007, one of the fastest growths in the world.

With limited ‘real’ investment opportunities, most funds went to
real estate, generating a price bubble and non-performing loans.

A second vulnerability was that Kazakhstan continued to be a
commodity-based and undiversified emerging market, relying on
few commodities for export earnings.

Unsupportive commodity prices in 2007 and 2009 contributed to
current account deficits in those years.



If foreign capital increases (Kp), it will be converted in foreign currency and money
supply (Ms) will increase (chart below). Ms then will exceed Md and this will lead
to inflation, the development of price bubbles (real estate), and CA deficits.
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Dependence on Ol
« Kazakhstan’s exports are highly dependent on oil prices.
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 OiIl prices will also influence prices of steel and food.
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Large Current Account Deficit in 2007

The crisis affected oil prices and exports in 2007: although there was a
surplus in the trade of goods account, this surplus was not sufficient to
cover Factor Income to Investors and Transfers.

The Current Account deficit in 2007 reached 8% of GDP

Ealance of Pavments, USD billion
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- In 2009, the Current Account also had a deficit (4% of GDP.)

- Imports of consumer goods, cars, as well as construction related
services pushed the current account deficits.
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B Current account balance, % of GDP, left scale
essms|mports of consumer goods, $ billion, right scale

Imports of passenger cars, S billion, right scale

Source: ASRK
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Large External Debt
Kazakhstan public debt was low, and decreasing...

Public debt over GDP
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. but private debt was high & increasing....

Private debt over GDP
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Total External Debt (Public and Private) to GDP & Exports, 2009
By 2009, Kazakhstan had become of the highest indebted EMSs.

Country

ED/GDP ED/Exp

Hungary
Bulgaria
Kazakhstan
Ukraine
Poland
Korea
Turkey
Argentina
Czech Rep
Philippines
Russia
Pakistan
Chile

128
110
99
92
o8
i)
44
42
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35
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322
82

Country
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Indonesia
Peru
Ecuador
South Africa
Thailand
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Mexico
Venezuela
Brazil
China
MEAN
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28
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14
8

35

35
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35
130
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100
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33
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The Banking Sector became quite vulnerable due to high debt:

Banking penetration | Loans and deposits/GDP, 2007
(% and USDm)
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Banking Credits to Deposits reached a high level of 198% in 2007,
compared to 90% for Thailand and Malaysia or 57% for the USA.
With large credit availability, from 2005 to 2007, construction and
finance services generated close to 40% of total economic growth,
while representing less than 14% of all economic activities.

Housing prices and imports surged on booming household borrowing.

Chart 2: Private Sector Credit and Main Sources of Funding, 1997-2007 (% of GDP)
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Banks’ large borrowings made Kazakhstan an early
victim of the international crisis

aza khstan |

- In August 2007 the banks were cut off from Eurobonds and syndicated loans;
- In September 2008 there was a complete cut off of all funds
- Furthermore, oil/copper prices were no longer supporting the balance of payments

- Banks had to ration credit and increase lending rates. Bank funding became more
expensive or unavailable for many Kazakh companies and households

. The Construction sector froze, the real estate bubble deflated

- Government announced a US$ 21 billion (16% GDP) Stabilisation Plan, and
takes 25% equity stakes in 4 banks.



The Banks lost access to foreign credit markets...
flows of long-term foreign loans to Kazakh banking sector, $ billion

new loans
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Monthly volume of new bank lending, %% yovy
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Home Prices Nosedived.....
existing home price index, January 2006 = 100
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The Housing situation deteriorated the quality of bank loans ......

Big banks started to default on foreign liabilities
nonperforming loans, % of total

Loans, % of total in the banking system
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Kazakh GDP Growth Tumbled...
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GDP growth was negative for three consecutive quarters...
seasonally adjusted % annual change
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Dealing with the Crisis
The government was able to fund rescue operations because high
commaodity prices and prudent fiscal policies before the Crisis led to
large government liquidity that could be used during the Crisis

International liquidity of Kazakhstan, S billion
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Policy Response

. The country’s mix of fiscal, monetary, and exchange rate polices
enabled Kazakhstan to engineer a timely and proper response to the
global financial turmoil

. The government provided significant fiscal resources to banks for their
recapitalization and the National Bank injected liquidity to banks.

. The National Bank postponed interest rate increases and effectively
neutralized devaluation pressures on the exchange rate.

. The state budget remained in surplus as new taxes on oil companies
and lower growth of government spending helped counterbalance the
shortfalls in budget revenue associated with slower economic growth.

. The government allocated $4 billion ($1 billion in 2007 and $3 billion
In 2008) to support ongoing construction projects.

. In 2008, a $5bn Oil Fund grant was transferred to the economy.

. In 2009, $5bn were transferred from the Oil Fund in exchange for
securities Issued by state entity Samruk-Kazyna.



8. The banks’ shareholders and creditors also shared on the burden
of resolving the crisis.

The BTA Bank was the biggest problem and its restructuring was
completed in September 2010: instead of getting a state guarantee,
the majority of the creditors of BTA Bank shared the pain. Even
senior bondholders were hit.

Most BTA creditors were offered a menu of options which included
a haircut on their assets, various combinations of senior and
subordinated debt, and a small stake in the bank’s equity.

The government faced down those who warned that, if senior
bondholders and trade creditors were included, the market would
ostracize Kazakhstan for years.

Nevertheless, despite the restructuring, BTA Bank is still in trouble
due to its high level of non-performing loans.

Around $12 billion of bonds and commercial debt was reduced to $4
billion. The external debt of the Kazakh banking sector, which was
26% of GDP when the crisis struck, has been roughly halved.



Kazakhstan — Economic Stabilization Program
The government spent $18.1 billion to stabilize the economy:

Kazakhstan’s Economic Stabilization Program, 2009-2010

S billion

% of projected
2008 GDP

Banking Sector
Bank recapitalization program
Acquisition of common stock
Subordinated debt and preferred shares

Distressed Assets Fund
Residential Mortgage Lending
Liguidity support

Sector specific programs
SME
Agriculture
Industry, infrastructure

Tax stimulus

TOTAL

10.9

N

4
1
3
1
3
.9
3
1
1
1

4.2
18.1

8.70%
3.20%
0.80%
2.40%

0.80%
2.40%
2.30%

2.40%
0.80%
0.80%
0.80%

3.40%
14.50%

Source: The Government of Kazakhstan, The Bleyzer Foundation




Fiscal Budget
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Fiscal Budget Expenditures

I1. State budget expenditure 21.1% 22.0% 20.7%
Public governance 1.4% 1.0% 1.0%
Defense 1.2% 1.1% 1.0%
Public safety and order 1.7% 1.9% 1.7%
Education 3.6% 3.9% 3.5%
Healthcare 2.3% 2.7% 2.6%
Social assistance (state pensions etc.) 3.9% 4.5% 4.2%
Housing sector 1.5% 1.8% 1.6%
Culture, sport, tourism, IT 1.0% 1.0% 1.1%
Energy and mining 0.4% 0.3% 0.4%
Agriculture 1.1% 1.0% 1.0%
Industry and construction 0.2% 0.2% 0.1%
Transport and communications 2.1% 2.0% 1.8%
Debt service 0.4% 0.4% 0.4%




External Debt

20HI5 2008 2001 20100 H1 2011

Public and publicly guaranteed external debt, S bill . ; 3.1
Ye of GDP 4% 2%

External debt, not publicly guaranteed, 5 billion 70.9 4.8 105.8 109.1
% of GDP 72.2% 8753% 904% T9.1%

l'otal external debt, S billion . 43.4 740 6.9 10°7.9
% of GDP 76.0% 914% 92.4% B0.9%

full year GDP, S billlon : 7.1 81.0 104.9 133.5

by horrower

CGovernment, S5 billion P . ..' . 1.6
% of GDP M v 1.2%
Central Bank. S billion e 01 1.1 ; 0.0 1.0
% of GDP 0.2% 1.3% .0% 0.9%,
Commercial Banks, S billion : 15.3 333 39.2 30.2
% of GDP 26.8% 41.1% 29.4%  26.3%
Dther sectors, S hilllon ' 2605 A8.1 67.1 T9.4
% of GDP 46.4% 47.1% ~ 50.2%  69.1%
Intercompany lending, 5 billion 3 19.2 255 4.2 0.6
33.7% 31.5% : J0.1%  43.2%




Key Economic Indicators

The resources injected by the government in the economy
succeeded in containing the crisis:

2006 2007 2008 2009 2010 2011'

GOPgrowth,%changeyoy _ _ _  _  _ 107%_ 8%% 33% 1% _Th 6%
_GDPpercapta,$ 522 6758398 670 9100 9200

Industrial production, %Eha@e-@---- - : 0% A% 1% 1{1%

Statebudgetdeficit, %ofGDP 0% A 1% 29% 25%__
_Governmet external debt [mcludlng NBK] %ufGDP - 29% 18%  16%  24%  26%  25%

_Unemployment,endof period 7_8%_?3% . 66%_66%_ _58%  55%

“Inflation,endofperiod o B4%  188%  95%  6.2% 18 9%

Retailsales, ochangeyoy 15 0% 107%  31% -39% 123%

Gross forexresenves o the NBK S blion,endofperiod 191 176 199 232 283 -
_Assets of the NationalOil Fund, § bilion,end ofperiod 141 210 215 244 306 -

_CurrentAccountBalance,$ billion =20 ,__,-_8,,,2_. - _6,, 6 42 49

Bemaldebt Shilion T M0 %69 1081 17 192 %0

Exchange rate, tengeﬁ annualaverge 1261 122.6 1203 1475 1474 1470




| essons Learned

The crisis hit Kazakhstan hard principally because private local banks
and corporations had excessive foreign borrowings.

With limited investment opportunities, large bank borrowings were used
for credits to real estate, which led to a real estate bubble

Kazakhstan was able to cope successfully with the crisis because It had
Implemented prudent fiscal policies with funds saved in the National Oil
Fund: 66% of oil revenues had been saved over 1999-2007

The National Bank also had significant reserves.

The private shareholders and creditors of banks shared the pain of debt
restructuring, which allowed to contain fiscal costs of the banking crisis.

The private sector still has large external debts, which make the country
vulnerable to futures crisis if European banks were to cut lending due to
their exposure to a Greek possible default.

Privatization of state enterprises will help to build the government fund.

Future policies should also aim at attracting FDI into the non-oil sectors
to diversify the economy and accumulate larger international reserves.

This policies will require major improvements in the investment climate.



Improving the Business Environment and FDIs

« SigmaBleyzer studies of over 100 countries have identified nine
key “policy actions” or “drivers” that “induce” foreign investments
(www.sigmableyzer.com) :

1.
2.

© 0o N o g A

Secure domestic and foreign Macroeconomic stability

Liberalize and Deregulate Business Activities to facilitate the
start of business and their operations and growth

Provide a Stable and Predictable Legal Environment to protect
Investors’ property rights and enforce contacts

Reform Public Administration, including Taxation

Remove International Capital & Foreign Trade Restrictions
Facilitate Financing of Businesses by the Financial Sector
Prevent and Deal with Corruption

Minimize Political Uncertainties and Risks

Improve the Country’s International Image 20



IFC-World Bank Report: Doing Business 2012
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World Economic Forum: Global Competitiveness 2011-2012

Global Competitiveness Index
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World Economic Forum: Global Competitiveness 2011-2012

Global Competitiveness Index
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The most problematic factors for doing business

BRI i St i o el il 17.3
Inadequately educated workforce ............oeververennrnnnene 12.3
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(TR TR A AT 8.9
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The Global Competitiveness Index 1n detail

1st pillar: Institutions
1.01 Property rights. =6 107
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2nd pillar: Infrastructure

Cluahty of overall infrastruciurs
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3rd pillar: Macroeconomic environment
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dth pillar: Health and primary education
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5th pillar: Higher education and tralmng
Secondary education enrollment, gross %"
Tertiary education enroliment
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6th pillar: Goods market efficiency
Iintansity ot local compeatition

Extant of

Effectivengss of anti-monopoly policy
Extent and affect of taxation...
ta

Total tax rat

Ormuariancaes

oy MOCaeguras (O start 3 Dusinass
MNo. days 10 start a business™
Agricultural policy costs
HFrevalence of trade bamers
Trade tariffs, 9% duty”
Prevalence of foreign ownearship
Businass impact of rules on FDI

Burden of customs procaduras

Imporis as a percentage of GDP* ....
Cagrae of customer oriantation

Buyer sophistication

7th pillar: Labor market efficiency
Cooparation in laborFamployer rslations
Flaxibility of wage determination :

Rigidity of employment index, O0-100 {worst)”
Hiring and finng practices : 3
Radundancy costs, woaks of salary®

Fay and productivity

Haliance on professional management..
Brair Oram ...

Women in labor Torce, ratio 1o mean®




8th pillar: Financial market deuelnpment
Availability of financial service
Affordability of financial servic

T)

FEH.:H“'LH‘*EI i Ifil_.i]u local eq \,f market...
Ease of access to loans

Venture capital availability ....
Qou-‘udr‘maf of banks.....

Regulation of securities exchanges
Legal rights index, 0-10 (best)*
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th pillar: Technological readiness
Availability of latest technologies .
Firm-level technology absorption

FDI and technology transfer

Internet users/100 pop.* .. . .
Broadband internet subscription sﬂﬂﬂ pop.*
Internet bandwidth, kb/s/capita*
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8th pillar: Financial market development
Avallability of financial services

Affordability of financial Services .........ccccoieeeiienn. 2 3 N
Financing through local equity market ... ... ZB. e

Fase of 8c0ess 10 08NS . oo soom e
Venture capital availlability

SOUMINEss. OF PANKS. v i e i I

Regulation of securities exchanges
Legal rights index, 0-10 {(besti*®

9th pillar: Technological readiness

Availlability of latest technologies ........cocccciviiiiienn,
Firm-level technology absorption

FDI and technology transfer.......ooninine s
Internet users/100 pop.* .
Broadband Internet subscriptions/100 pop.™* ... G P
Internet bandwidth, kb/sfcapita™®




10th pillar: Market size
10,01 Domestic market siza index, 1—7 (bast)®
10.02 Foreign market size index, 1-7 (besy*

11th pillar: Business sophistication
Local suppher quantity

Local *—:-_-;:r.mrar quality

State of cluster devalopmant
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Nature of compatitiva advant
Value cham breadth.

Control of international distribution..
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Froduction procaess sophistication
Extant OFf marketlng

Willingness to delegate authority
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12th pillar: Innovation
Capacity for innovation
CQuality of sciantific reseaarch institutions
Company spending on Hmf_ e
University-industry 4_.-_.1.'db1:u.n=:tu:r

Gov't procuremeant of advanced ts
Availability of scientists and engine

Utility patents grantaec/million pop
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