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1. Deflnltlon of FS gcont.z

Financial Stability - the absence of disproportions in
the economy, which may cause:

- the consequent adverse corrections in financial
markets,

- emergence of the systemic crisis,

- fallure of banks to conduct their role as financial
Intermediary and

- inabllity of banking system to support business
activity of real sector
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2. Vulnerabilities
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Factors of financial stability (2006)

Macro-

Exogenous:
- Stable external demand
- High commodities prices
- Higher external debt servicing
burden due to increase of foreign i-
rates

Endogenous
- Increase in fiscal spending
- Higher contribution of consumption
to real growth

Corporate sector:
- Low insolvency risk
- Enhance of funds utilization efficiency is required
I Non-tradable sectors are vulnerable
I Currency mismatch
| Salary-productivity growth disparity

Households:
I Speed of debt accumulation exceeds income and
savings -risk of debt sustainability in the medium term

Fiscal and monetary authorities:
- Low risks
- External Assets are at the minimum required level

XN.

External Sector:
- High level of FI income remuneration
-Low external investments yield
-Preservation of high foreign indebtedness in
the long term with pressure on sufficient
external financing

Financial Markets:
- High speculative component in the
domestic FX market
- Underdeveloped derivatives market
- Increase in correlation with foreign
FX markets

Regulatory framework:
I Counter-cyclical policy is required
I Shift of goal of economic policy
from growth stimulation to efficient
risk management is necessary

e eieiieeeennnnnnneniis O

Financial sector:
- Current risks are in controllable range
I'If current stimuli of economic growth are
exhausted stability will be seriously
undermined
! No forward-looking and excessive tolerance to
potential risks
I Products pricing should be adequate to risks

Financial infrastructure
(payments system):
-Low probability of systemic risks
-Risk management tools are adequate
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Credit boom or catching-up process
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Risks reassessment under external liquidity constraints (2H2007):
External debt is at the level of GDP

50% of external debt was in the banks balance sheet

Liabilities to non-residents were about 50% of total banks liabilities
Current account deficit amounted around 5% to GDP in 1H2007
Foreign Exchange Reserves of the National Bank covered 60% of

short-term debt

YVVVY

Risks implication:

1. Increase in external debt refinancing risks

2. Skepticism in liquidity and reserves adequacy of central bank

3. Expectations of banks assets quality worsening under credit growth
slowing with further effect on banks stability

4. “Flight to quality”




”‘ﬂ \ K»'JAKSTM :m'u m sw .

-~ HALMOHAMNBHLIA B MKW KASAXCTAH

Economic agents reaction (2H2007):

» Tightening of banks lending policy in riskier spheres
(mortgage, consumer lending and construction)

» Increase In interbank lending i-rates

» Deposits withdrawal by households

» Assets currency transformation

» Cash FX market pressure

» Banks FX Supply and demand disparity

» Decrease of National Banks reserves as a result of FX
market interventions
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3. Risk assessments
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Risk assessments In the markets

Spreads on sovereign S-year credit default swaps of developing countries

- 01.01.2007 01.04.2007 01.07.2007 01.10.2007 01.01.2008 01.04.2008 01.07.2008

Poland Hungary
Kazakhstan — Ukraine

Russia

—— Czech Republic
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Prlcm of I‘ISkS |n the market

Equity prices of Kazakhstan's issuers at the London Stock Exchange

USD

[ Max.-min. price range Median Average

¥, Issuers' list formed by Alliance Bank, Halyk Savings Bank of Kazakhstan, Kazkommertsbhank,
=v: Kazakhgold, Kazakhstan Kagazy Plc, Kazmunaigaz, ShalkiaZinc
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Comearatlve ratlng Eosmon

Ratings of Countries on Long-term Liabilities in Foreign Currency

Country As of October 31, 2008
Rating agencies Moody's
Poland
Czech Republic
- g N Hungary A2/Stable BBB+/Negative BBB+/Negative
guiaint, ¥, Bulgaria BBB/Negative BBB/Negative
e W A Russia BBB+/Negative BBB+
B O 1 Y _ Ukraine B/Negative
— P & o Kazakhstan Baa2/Stable BBB-/Negative BBB/Negative
> ~— Eme T W
BT .‘_"' ) iy T L
b { '

Rating increased

Rating decreased decreased/forecast Stable

s~ Rating unchanged
B ‘:'H_' ‘#|Rating unchanged /forecast worsened
h Jet 3

¢ Source:Bloomberg
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External Vulnerabilitx gcomgarative analxsis}
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4. Current risks profile
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Risk map (2008)

External world

Banks profitability risk and
capital adequacy

Banks credit risks
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Monetary and fiscal policy

Reserves adequacy
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Direction for risks accumulation
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FX and money market

KASE FX-market liquidity KASE's FX-market resiliency evaluation
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CA sustainability

(% to GDP)

15

Current account - baseline
—— Current account - scenario of real GDP (2010-2011)
Current account - scenario of oil prices with influence on GDP
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Structural Funding Risk

Maturity structure of foreign borrowings by banks and interest rate
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Breakdown of banks' foreign borrowing by interest rates
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Vulnerable grou

e 2007 2006

-~ Liquidity ROE

Liquidity ROE

4,96%

3,09% 4,98%

14,06%

Leverage

16,16%

19,02%
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Currency mismatch (mid- and large enterprises)

FX balance position Current FX Net of operating cash flows
At the end of 1 half of 2008 in % to capital liquidity in FXin % to capital

Total -28.0% 1.51 35%
Agriculture -0.5% 0.10 1%

_ Industry -0.3% 2.23 51%
E Mineral Resources industry -3.3% 2.00 65%
¥ Manufacturing Industry 7.7% 3.50 32%
- Electricity, gas and water supply -10.2% 0.68 1%
| Construction -24.6% 0.36 1%

% Trade and repair -38.6% 0.14 -28%
- | Hotels and Restaurants -60.9% 0.12 -2%
I Transport and communication -16.0% 1.36 2%
b | Finance 3.6% 3.12 6%
J Real estate, rent and other services -668% 0.12 16%
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Risks tolerance of deEositors

Term and conditional deposits under 700 ths. KZT

15% -

2% . @% i 2.50%

2008_Q2 2008_0Q3

1 Gross accumulation of deposits I Gross outflow of deposits

[ Net change in deposits == Reallocation of deposits

Term and conditional deposits over 700 ths. KZT

20% -

2008_

[ Gross accumulation of deposits I Gross outflow of deposits
I Net change in deposits

=== Reallocation of deposits

Source: NBRK, KDIF
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Credits and real estate market mterdeEendence

Connection between credits and housing prices, growth speed y-0-y
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Distance to default

Z-Score

3.00 2.90

2006_Q3 2007_Q1 2007_Q3 2008_Q1 2008_Q3

T ROA, % (left axis)
N K (left axis)

—&@— Average value of index on 25 banks (in logarifm, right axis)
=== ]st quartile (in logarifm, right axis)
o= 3rd quartile (in logarifm, right axis)
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Memorandum on Financial Stability

Principles of public interventions (1):

~ _ ¢ - state support to financial sector is provided only Iin
- exceptional cases, when it is expected that inaction
would end up in disruption of financial stability
conditions otherwise,

> -, e - priority of private sector solutions (recapitalization,
mergers and acquisition, etc.) concerning financial
stablility of institutions compared to state intervention;
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Memorandum on FlnanC|aI Stablllty

Principles of public interventions (2):

~« minimization of the financial risk of tax payers,

-~ lLe. sk that potential gains of state intervention
é, and state support for the financial sector will be
- Inadequate to the state financial expenditures;
.

;%;;,.a  absence of full and unconditional state
%ﬂ guarantee on the financial institutions support;

;“ * building conditions for realization of private
_.z solutions for financial institutions stability
“. maintenance;

L il T
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Cr|S|s (antl-) Dllemmas

 Price vs. Financial Stability

-+ Building capacity to withstand shock vs.
_~ Addressing Structural Problems

Fair pricing vs. Price distortions
Rules vs. discretion

Fair cost sharing vs. Moral Hazard
Benefits maximization vs. Cost minimization
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Thank you!
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