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ABSTRACT 

 
Aftermath the global financial crisis many of the superior, in economic terms, or 

as many call them, developed economies struggled with the problems that they 

themselves have accumulated during pre-financial crisis times neglecting 

seemingly obvious growing financial problems. The crisis hit strong, leaving 

these, seemingly, developed countries in a condition when they were not able to 

stand still and hold the blow. This paper, however, examines the condition after 

and during the financial crisis of the performance of banking industry in the 

transitional economy of Kazakhstan. In a broad spectrum, our focus in this paper 

is the effect of risk and growth on the performance. As these two variables are, 

happen to make the most contributing and explaining the performance factors. 

The banking industry is the main locomotive or the domain of the developing 

countries' economies, or the countries recently switched from planned to open 

market conditions. Therefore, the reforms and many economic and political 

actions from the governing structures particularly in transitional economy of 

Kazakhstan are directed first to improve and help exactly the banking industry 

as it appears to be the core point or the veins of the country economy 

development resembling the whole state economic perspective. This paper 

examines quarterly based panel data over ten years from the beginning of the 

crisis of 2008y up until to the 2017y of ten Kazakhstani banks. For the measure 

of the risk, we apply Z-score that explains the financial stability that affects the 

performance. As for the performance itself, accounting terms like ROA and NIM 

are taken with the consideration of macroeconomic and bank specific variables. 

We expect that the findings will help clarify the necessities for the enhancement 

of policy implications, regulation and supervision of different aspects of the risk 

possibilities in the banking industry that might help improve the general state 

economic condition. 
                 Key words: Bank Performance, Bank Risks and Bank Growth.   



Proceedings of the International Congress on Business and Marketing, 2019 

Maltepe University, Istanbul, 13.06.2019-14.06.2019 

  

 

235 

1. Introduction  

Historical facts show that perfection seems like not the privilege of the human being. 

Some would probably say that in reality it is completely the other way around. However, it 

depends on the question one states. Everyone's vision of the world and its tendencies is highly 

related to his or her particular sphere of the interest, and it works for them as the binocular 

through which one tries to examine those interests.  

Getting narrower and leaving philosophy at this stage, this particular study interest is the 

examination of the performance of the Kazakhstani banking industry. The way different 

measures whether endogenous to the industry or from the outside impacts affect the risk the 

banks bear and as a result influence their performance.  

In particular, works on the measurement of the performance of the banking sphere are 

probably of those the most studied ones. It has its own reasoning, especially for the related to 

the transitional or recently switched from planned to market economy countries. The idea here 

is that banks play significant role in the overall economies of the transitional countries. 

Moreover, political implications to the development strategies of these transitional countries 

are concentrated around financial institutions and the reforms both political and economic 

within transitional countries are taken with the consideration of the regards of the banking 

sphere. Specifics of the Kazakhstani banking industry states that causality effect to these 

reforms can be endogenous to the industry itself as the owners of those financial institutions are 

in many cases the same subjects proposing country economic development reforms.  

With the above reasoning, we can probably say that the Kazakhstani banking industry market 

is far from efficient as the interest are satisfied only around small group of the subjects. The question 

is that how the performance is affected by the current structure of particular industry development. 

A separate study is necessary to evaluate the effect of the ownership on the performance and 

stability levels of the banking performance. This study, however, covers the effect of the 

profitability as a measure of return evaluating the performance and risk that banks are ready to take 

up to a certain level to meet their profitability levels. In terms of the risk, since the development of 

the finance as a separate science, talking about the risk in a manner of quantifiable form has become 

a powerful tool and one of the crucial contributions of the general finance direction. This helps a 

lot to answer the questions of the relation between the risk and performance. Moreover, obviously 

this is crucial for the estimation of the overall performance whether it is banking or any other sphere 

of the interest. In regards to the drawbacks, all studies are subject to them and that is fine as we 
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stated the assumption that the perfection is not the case for us. However, we have to clearly see and 

state those sources of possible drawbacks. We are conducting an empirical study and the main area 

for the possibility of the findings that might lead to conclusions that are not perfect in their precision 

are the difficulties in the judgments different institutions value their risk exposure, or the accounting 

standards they follow in evaluation of any measurements they provide, and the specifics of the 

industry itself. Hence, all the findings must be treated with caution and implications applied taken 

with respect to the mentioned complications.   

2. Background  

The banking sphere of Kazakhstan has its independent history for another three decades 

almost and there is already a point that can give one who is interested sufficient enough grounds 

for discussion and evaluation of some of the results the industry gathered during the period. 

Historically, number of events had already taken place that directly or through other ways 

affected the local system. These events like an Asian financial crisis of (1997) following with 

the Russian crisis of (1998) presupposed and opened all the weaknesses of the lemon market 

players that were blurred from observation during the times of positive overall economic 

condition. These events led up to the direct effect of the reduction of the simple number of the 

players that went out of the market. As Pak (2017) stated these grounds led up to the reduction 

of the number of banks in Kazakhstan from 204 to 55 in the first decade and to around 35 banks 

in the second decade. However, this reduction generally had a positive signal sending to the 

regulatory bodies in regards to the norms and mainly prudential regulations that became tighter. 

The intermediation of the Kazakhstani banking system took a new level with these norms 

imposed and acceptance of the compliance and regulation norms of international standards like 

Basel III. (Basel Committee on Banking Supervision, October 2014).    

These challenges opened up new aspects of the risk evaluation especially in terms of the 

liability composition of the banks’ funding strategies. Pak (2017) suggests that business models 

are now crucial for the examination of the long-term performance of the banks. 
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3. Literature review  

There is a lot of discussion between the relationship of risk and return in the related 

literature. The common knowledge is that the relationship exists and it has a support in both 

theory and empirical studies. The question is which particular variables are significant enough 

to explain those effects on performance and risk. We are to briefly examine this through the 

observation of the literature in the following section.  

The regular examination of the banking performance evaluation is quite broad as we have 

already stated. That is why we would like to briefly discuss the literature in the next broad areas. 

Mainly we divide the areas into the subsections following their most contribution to the 

performance level enhancement. In example the composition of the assets is probably the 

primary point of the overall picture of the banking performance level taking into account that 

liabilities (deposits) are of crucial importance for the financial stability of the banks. That was 

numberless times stated in the previous works in relation to the point of interest (by 

Fahlenbrach, Prilmeier and Stulz (2016)).  

As for the ways banks try to acquire the income, the approaches are becoming very 

diverse, especially with the development of the new technologies and the ways banks can 

arrange their funding strategies. In example Bhagat and Bolton (2015) in their work stated that 

the matter of bank size increase is having a direct relationship towards how much it becomes 

more risk oriented. The size presuppose to increase the level of the risk loving behavior. That 

is actually is the case that goes in line with the theoretical background.  

The next composition to show better performance level is quite related to the above 

discussion and explains the structure of the funding of the banking business. The options of the 

funding in the developing markets or transitional economies is generally not well developed. 

That is probably why the core point of the financial sphere is the bank in the transitional 

economies. The access to the capital markets is the option to raise funds. However, this is not 

the case in many transitional economies.  

Another one point that is important and contributing to the performance enhancements is 

the right way to supervise the banking business industry. This is important, because the right 

regulation is highly linked to the risk diminishing and as a result cleaner performance, but not 

necessary higher performance. The studies of the ideas related to the supervision and regulation 

are generally recent ones and that is why still in demand. 
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4. Sample and data  

Most of the financial data was collected through the Bloomberg financial information 

resource, local state statistical agency and from statistical resources of National Bank of 

Kazakhstan. The data coverage is the period of 2008 and 2017 quarterly based for ten 

Kazakhstani banks with respect to International Financial Reporting Standards (IFRS). As for 

the contributing factors, they are based on the previous literature examination and the specifics 

of the local market, with the account of exogenous factors like crisis and devaluation as a result. 

5. Conclusion and findings  

Preliminary findings of the paper that are going to be checked again for the robustness 

suggest that the banking profits are mainly increasing during the examination period. However, 

factors increasing in line with the profitability measures are on the opposite side of it and 

suggest the risk. Mainly, it is the result of the poor overall performance that is related to poor 

credit policy and too much confidence in the governmental support. Hence, banking industry 

performance preliminary findings are proposing vulnerability of the overall industry during the 

examination period. In addition, factors of the exogenous effects suggest that these blows like 

crisis and as a result, devaluation stages, are showing all the weaknesses of the banking business 

in the transitional economy of Kazakhstan.  
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