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Striving for sustainable development:
implementation of ESG principles in Kazakhstan

Laura Kuanova®, Akimbayeva Karlygash, Madina Sikakebieke
al-Farabi Kazakh National University, Almaty, Kazakhstan
*E-mail: kuanova.laura@kaznu.kz

Abstract. This article examines the Sustainable Development Goals (SDGs), examines the
process of implementing the principles of Environmental, Social, and Governance (ESG) and the
impact on the sustainable development of the financial sector in Kazakhstan. Considering the main
business practices of leading Kazakhstan companies, scrutinizing the state's policy trajectory
towards achieving balanced development, taking into account environmental, social and corporate
aspects. The article utilizes descriptive research to analyze the current state and trends in sustainable
development among financial institutions, focusing on environmental efficiency, social
responsibility, and management transparency. This analysis informs recommendations for
improvement in these areas. After reviewing the sustainability indicators and practices of leading
companies in Kazakhstan, especially those leaders in ESG disclosure, the authors offer
recommendations to promote a sustainable and responsible financial system. These
recommendations require the incorporation of ESG principles into business practices and reporting
mechanisms. The results of the study have important implications for companies in various sectors
of the Kazakh economy committed to the pursuit of sustainable development.

Keywords. sustainable development, financial institutions, ESG principles, ESG reporting.

Introduction

The long-term global economic development, only concentrating on maximizing profits and
minimizing costs and having no other fundamental foundations, has led to serious degradation of
the natural, social and even spiritual environment. Issues such as environmental degradation, global
climate change, and social and gender inequality underscore the systemic crises and global
challenges facing countries, corporations, and individuals since the late 20th and early 21st
centuries. This collision of interests has caused a reassessment of the global worldview and a
recognition of the imperative of sustainable development.

In 1972, the United Nations Environment Programme (UN) was established, and initiated the
discussion of environmental issues at the global level.

Growing awareness among people around the world has stimulated sustainable development
to a central focus not only for international organizations and nations but also for corporations.The
Sustainable Development Goals declared by the United Nations are increasingly being implemented
in the development strategies of companies, including Kazakhstan financial institutions.

The concept of sustainable development is no longer simply a trend, but has evolved into a
fundamental business standard.

ESG (Environmental, Social, Governance) principles - the principles of the company's
activities based on environmental protection, the creation of beneficial social conditions, conducting
business operations with integrity towards stakeholders, while adhering to principles of sound
corporate governance .

Contrary to the short-term perspective summed up in the phrase "at least one flood after
us",the ESG concept includes a forward-looking spirit, emphasizing responsibility towards future
generations. It advocates social progress that guarantees a high standard of living today without
compromising the needs of future generations.

In discussions concerning ESG, sustainable development is often quotatived; however, a
distinction exists between these terms:

While sustainable development embrace a broader philosophy, ESG criteria represent a set of
specific guidelines and practices that align with this overall philosophy. ESG stands for "(English, E
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— environment); social responsibility (English, S — social); high quality corporate governance
(English, G — governance)", and reflects the cores of sustainable business practices.

Environment (E): Emphasis on responsible environmental guardianship, containing trends in
environmental stewardship, resource conservation, and pollution reduction.

Social(S): Focuses on social responsibility towards employees, business partners and
customers, covering aspects such as workplace conditions, employee well-being and the elimination
of gender stereotypes.

Governance (G): Refers to high-quality corporate governance, assessed through criteria like
reporting transparency, anti-corruption measures, executive compensation and shareholder
relations.

By adhering to ESG principles, the company strives to implement sustainable business
practices that prioritize environmental sustainability, social equity and effective governance,
thereby contributing to long-term economic prosperity and social well-being.

Literature review

Considering the limitations of natural resources and the importance of curbing unchecked
consumption was articulated by ancient Greek philosophers. While the concept of population
dynamics and resource restrictions was introduced by Thomas Robert Malthus in the early 19th
century, the modern concept of sustainable development became well-known later. It wasn't until
approximately 170 years after Malthus's initial publications that there was a significant resurgence
of interest in the limitations of natural resources and the necessity for conscientious production and
consumption. [1].

Sustainable development is a complex concept that covers all areas of human activity. The
concept explains what goals need to be achieved in order to ensure well-being in the future: rational
use of natural resources; reduce the risks of species destruction; combat climate change, poverty
and hunger; respect gender equality.

Sustainable development is becoming a new paradigm for the existence of financial and
non-financial companies. Through value chain optimization, organizations address critical
objectives including sustainable resource management, environmental preservation, and ensuring
human health and safety. Consequently, they attain enhanced resilience and stability [2].

To steer the financial sector towards sustainable development, the Financial Initiative of the
United Nations Environment Programme (UNEP) has presented a number of guidelines, including:
principles of responsible banking, 2019; principles of sustainable insurance, 2012; principles of
responsible investment, 2006 [3].

These guidelines have received widespread support among financial institutions.
Approximately 80 percent of investment institutions have committed to adhere to responsible
investment principles,and 260 banks with assets of $70 trillion have signed the principles of
responsible banking.

Incorporating ESG factors into the decision-making process of financial institutions makes
financial systems more sustainable. Finance is the driving force behind sustainable development.
However, in order to achieve sustainability through finance, it is necessary to rebuild and adapt the
financial system to the specifics of sustainable development. Modern financial systems can be
characterized as one-dimensional, focused on ensuring the economic security of transactions [4].

A more comprehensive grasp of what ESG ratings track will help banks in all industries
improve compliance. Moreover, it will allow banks to better finance endeavors that align with a
sustainable future. This understanding will provide banks with clearer insights into the dedication of
their corporate clients to sustainability principles.With such approaches, it will be simpler to
distinguish instances where banks prioritize positive ESG initiatives while overlooking negative
actions[5].

Two emerging variables — digitalization and the coronavirus pandemic - determine the
opportunities and boundaries of economic development nowadays. The global experience of
stimulating, motivating and transferring institutions includes financial (credit rates, subsidizing
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bond loans, etc.) and non-financial (funds, ratings, etc.) tools to achieve a new quality of growth.
The transformation of financial markets involves the redistribution of financial flows in favor of
companies with ESG policies and is an indicator of qualitative changes [6].

The ability of the financial system to respond positively to the demands of the transition to
sustainable development depends on a directed transformation that includes regulatory, political,
structural, theoretical and relational shifts. The UK, China, the USA, Switzerland and Japan are the
main centers of advanced research in the field of sustainable finance. These nations are renowned
for their productivity and host key institutions in the field.[7].

There is a growing interest worldwide in the contribution of organizations to the
achievement of sustainable Development Goals involving various actors such as Governments,
regulators, private enterprises, public interest organizations, financial institutions and civil society.
The alignment of environmental, social and governance indicators (ESG) and Sustainable
Development Goals helps scientists and practitioners observe the contribution of corporations to
sustainable growth at both the micro and macroeconomic levels. There are few studies that analyze
the relationship between ESG corporate indicators and the UN Sustainable Development Goals (UN
SDGs) or the contribution of ESG indicators of companies to sustainable development [8].

Most business executives have identified ESG considerations as a key strategy for
improving financial performance. Regression analysis shows that there is a significant positive
relationship between ESG factors and company financial performance, and that digital
transformation enlarges this effect. Notably, enhanced ESG practices have a more significant
impact on the financial performance of environmentally harmful companies compared to
environmentally friendly companies [9].

Methodology

The article uses a descriptive research method to gain a more comprehensive understanding of
the current state and trends in the field of sustainable development of financial institutions and
leading companies in Kazakhstan, taking into account aspects of environmental, social and
managerial responsibility. Systematization and generalization techniques were utilized to organize
and synthesize information effectively. Studying and researching Kazakhstan's position in the world
sustainable development ranking for 2023, the rating of the Development Bank of Kazakhstan JSC
on the integration of ESG criteria into its financial activities, the activities of the Kazakhstan Stock
Exchange (KASE) on the issuance of green bonds, as well as the rating of Kazakhstan companies
such as Air Astana, KazMunayGas, Kazatomprom, KazTransOil, KEGOC, Kazakhtelecom,
Baiterek, Samruk Energy, CAEC, KAZ Minerals PLC, Halyk Bank of Kazakhstan, leaders in the
disclosure of ESG information, This facilitated the formulation of recommendations for establishing
a resilient and socially responsible financial system in Kazakhstan.

Results and Discussion

Sustainable development is a set of measures aimed at meeting current human needs while
preserving the environment and resources, thus ensuring the capacity of future generations to fulfill
their own needs.

Sustainable development is possible with the balance of three main components: economic
growth, social responsibility and environmental balance.

In total, 17 global goals have been formulated, they are collected in the UN resolution "The
2030 Agenda for Sustainable Development™. Each company can contribute to achieving these goals
at its own level. And to assess how effectively a business contributes to the fulfililment of global
tasks, ESG criteria are used. Thus, society strives to solve the following tasks: eliminate poverty
and hunger, have good health, receive quality education, achieve gender equality, generate and use
cheap and clean energy.
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Figure 1. Sustainable Development Goals [10].

Regarding sustainable development in Kazakhstan, it can be researched that many companies
often match or transcend global standards in the implementation and adoption of sustainable
solutions. Approximately nine out of ten foreign investors prioritize a company's dedication to
sustainable development goals.

In this regard, the role and responsibility of banks, insurance and investment companies are
on the rise, which are the basis for supporting the transition of our economy to clean energy,
eradicating hunger, strengthening gender equality and achieving more than a dozen other social and
environmental goals.

In order to achieve greater environmental sustainability, banks, insurance companies and
investors must change their business models. The developing green economy creates many new
opportunities for investment and lending. Institutional investors and retail clients of banks are
increasingly demanding that financial institutions comply with environmental standards. And
perhaps most importantly, an increasing number of financial institutions have realized that
financing fossil fuels and other environmentally damaging projects is bad for their long-term future.

Investors are more willing to support companies with high ESG scores. Trend setters are
millennials: the generation born in the 80s and 90s. Nowadays, individuals aged between 30 and 45
constitute the core paying audience, shaping novel approaches to business and investment
strategies. Millennials' values are not only benefit and personal comfort, but also responsibility in
environmental and social issues.

Bank of Kazakhstan is re-evaluating its corporate client assessment process. Before approving
a loan, banks now assess how well a client’s metrics and management approaches align with
environmental, social and governance standards. This trend is rapidly gaining traction, with most
lenders expected to screen borrowers for compliance with sustainability principles in the coming
years.

The first ESG index appeared in 2006 and has since gained global popularity. ESG principles
as we recognize them today were first proposed by former United Nations Secretary-General Kofi
Annan. In 2015, the first ESG issues conference was held.

The United Nations has urged major global companies to incorporate these principles into
their strategies, prompting Kazakhstan to focus more on ESG considerations. As a responsible and
actively engaged member of the international community, Kazakhstan views the United Nations
agenda as a comprehensive global action plan, the failure of which would constitute a strategic
setback for the entire world.

Since the adoption of the Millennium Declaration in 2000, many developing countries have
experienced substantial economic growth and increased access to various forms of financing.

Policymakers are tasked with accelerating the expansion of diverse financial flows to satisfy
global needs while improving the quality of existing strategies, methodologies and tools designed to
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address ineffective and detrimental subsidies, corruption, tax evasion, illicit capital outflows and
inaction Especially in the field of environmental protection, inaction often causes greater costs than
remedial measures. Achieving this goal will require a transformation of funding organizations in
both the public and private sectors.

The results of the analysis are described in the form of nine basic principles. First, each
country has the responsibility for its own development, and the international community has the
responsibility to create a good environment and provide international assistance. Second principle
emphasizes, effective government policies are the cornerstone of sustainable development financing
strategies. All actors, including the private sector, operate within the framework and enabling
environment established by public policies, which highlights the importance of developing effective
policy solutions that incorporate principles of transparency and good governance.

As the sustainability movement grows in popularity, investor demand for financial
instruments that help increasing a green economy and alleviate risks related to climate change and
social factors is on the crease. Capital providers adhere to the principles of sustainable financing,
that is, evaluating investment opportunities based on ESG standards to provide a basis for
investment and financing decisions.

Despite the fact that the banking sector is not a direct source of greenhouse gas emissions,
finance is the key to the large-scale economic transformations necessary to abandon fossil fuels and
achieve zero levels by investing in green business. Thus, in world practice, 90% of banking leaders
already consider the topic of emissions to be significant when compiling ESG reports. For
Kazakhstan financial institutions, economic performance considered at first stage, followed by
diversity and equal opportunities, as well as anti-corruption. Compared to Kazakhstan banks, the
global ones pay 50% more attention to the product portfolio and introduce their own ESG
methodologies for evaluating portfolios. There is also a noticeable trend towards increasing the
level of interaction between employees and management, in order to create effective functional
dynamics of the workplace.

When addressing social issues, 70% of global banks surveyed disclosed material aspects
related to “human rights” and “local communities”. This is because banks, as project implementers,
have a need to ensure that their activities do not harm human rights or hinder the efforts of civil
society.

Ratings agencies use materiality as a tool to identify priority areas that are critical to a
company's sustainable operations in ESG matters. Basic topics are tailored to industry specific
conditions and the assessment considers issues that have a significant impact on a company's
financial performance. The ratings methodology helps identify industry leaders and laggards based
on the ESG risks they face and their proficiency in managing those risks relative to their peers.

ESG principles are gaining traction globally. In the early 2000s, there were only 20 ESG
rating companies in the United States, and by 2020 this number had ballooned to nearly 800. ESG
principles are also spreading rapidly in the CIS countries. Kazakhstan leads Central Asia in ESG
indicators and has well-established regulations on sustainable development. The Kazakhstan Stock
Exchange (KASE) is at the forefront of promoting sustainable development, joining the Sustainable
Stock Exchanges Initiative (SSE) in 2015 and publishing ESG reporting guidelines based on the
SSE methodology in 2016.

Last year, the Kazakh government developed an investment policy concept through 2026,
which included plans for an in-depth analysis of ESG practices and green financing methods. This
year, there may be proposals to integrate ESG principles into national planning systems, along with
an analysis of support measures for companies that adhere to ESG principles. Kazakhstan’s
adoption of ESG standards is driven by government initiatives and international investors’
requirements for local companies to comply with ESG.

To get a good ESG score, a company needs to meet development standards in three
categories: social, that is, how the company treats its staff, suppliers, customers, partners and
consumers. Working conditions, gender equality and investments in social projects are important.
Kazakhstan has one of the best indicators in this regard.

The second category relates to managerial aspects, including the quality of corporate
governance: reporting transparency, executive compensation, working environment, shareholder
relations and anti-corruption measures. Finally, the third category relates to environmental factors,
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reflecting a company's commitment to environmental management. Achieving sustainability
requires a balance between all criteria.

As of the end of 2023, Kazakhstan ranked 66th out of 166 countries, with a score of 71.6
points (out of 100 points). Kazakhstan’s performance in the points system improved compared to
the previous year (2022 — 71.1 points). However, its ranking dropped one spot from the previous
year (2022 — 65th).

Kazakhstan's position in the ranking for
the period 2019-2023
100

80

=7 71,1 71,6 71,1 71,6
60
— place
40
score
20
0

2019 2020 2021 2022 2023

Figure 2.
Kazakhstan's position on sustainable development [11].

According to the Global Report on Sustainable Development for 2023, there is an
improvement trend in poverty eradication.

There has also been improvement in the attainment of national indicators for the following
goals:

- good health and well-being;

- clean water and sanitation;

- decent work and economic growth;

- industrialization, innovation and infrastructure;
- fighting climate change;

- peace, justice and effective institutions;

- partnership for sustainable development.

Kazakhstan is ahead in the ranking of such countries as, for example, Turkey (72nd place),
Malaysia (78th place), the United Arab Emirates (79th place), Mexico (80th place). Among the
Central Asian countries, Kyrgyzstan took 45th place, followed by Uzbekistan (69th place),
Tajikistan (85th place), Turkmenistan (91st place).The top five countries include Finland (1st place
- 86.8 points), Sweden (2nd place - 86.0 points), Denmark (3rd place - 85.7 points), Germany (4th
place - 83.4 points), Austria (5th place - 82.3 points).

The leaders among the post-Soviet countries are Estonia (10th place), Latvia (14th place),
Belarus (34th place), Ukraine (38th place), Russia (49th place).

The ESG rating is formed by independent research agencies - Bloomberg, S&P Dow Jones
Indices, JUST Capital, MSCI, Refinitiv and others. They evaluate the development of companies
according to three criteria - E, S and G - and assign points on a one-hundred-point scale.

Sustainability Fitch Ratings has assessed for the first time the sustainability of the business of
the Development Bank of Kazakhstan (DBK), a subsidiary of JSC NUH Baiterek, with an ESG
rating of "3" out of 60, which is a high rating for Kazakhstan's financial institutions. The ESG rating
highlights the bank's emphasis on Kazakhstan's socio-economic development, robust corporate
governance practices and efforts to integrate ESG standards into its financial operations and those
of its borrowers.

The agency's report notes that the ESG rating of the Development Bank of Kazakhstan
reflects its initiatives and actions in the field of sustainable development. In accordance with the
bank’s new long-term strategy for 2024-2033, the strategic direction "Sustainable Development" has
been defined, within which the strategic efficiency "ESG-rating" is provided. The presence of an
ESG rating is one of the indicators of attractiveness for investors, including those focused on
financing projects that have a positive impact on the environment.
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The rating agency notes that the ESG rating is positively influenced by the financing of DBK
projects in the field of renewable energy, which account for 6% of the total volume of loans to
customers by the end of 2022, as well as the desire in the future to increase the volume of green
projects, including renewable energy sources, to at least 10% in the structure of the portfolio of
funded projects annually [12].

In addition, in 2023, the DBK, together with the Asian Development Bank, developed a
roadmap for the implementation of ESG principles for the medium term.

On March 29 of this year, the bank issued the first green bonds on the Kazakhstan Stock
Exchange (KASE) for 10 billion tenge. The debut issue of DBK green bonds received the
conclusion of the second party from the AIFC Green Finance Center. Also, as part of the
implementation of the ESG roadmap, the bank will continue to work on the issue of green bonds,
the funds from which will be used to finance projects in the field of renewable energy.

The ESG rating was also positively influenced by the disclosure of information in the annual
report for 2022 on greenhouse gas emissions of the bank and its borrowers, as well as the dynamics
of reducing electricity, heat and water consumption, and solid waste generation. The Bank has
developed a green office concept, which reflects the bank’s targets for reducing its environmental
impact, which also had a positive impact on the result of the ESG rating.

At the same time, Sustainable Fitch positively assessed both DBK's social indicators and
corporate governance indicators. Thus, the bank actively participates in sponsorship and charity
activities, promoting youth initiatives, sports events and financing projects in the field of healthcare.
In addition, DBK conducts quarterly customer surveys to assess the level of satisfaction, the results
of which are published on the corporate website. The Bank is distinguished by inclusiveness and
gender equality in the composition of employees and management, the presence of internal audit
and risk management functions and the presence of independent directors on the Board of directors
of DBK, which was also positively noted by the agency.

Previously, Central Asia was often considered a region far removed from the ESG agenda,
especially given its status as an energy-centric country. However, in 2021, experts monitoring ESG
developments in the East, including those at RBC Trends, note that the region is increasingly
engaging with the sustainability agenda.

Many ESG initiatives are underway in the region, often in partnership with international
financial institutions and organizations such as the United Nations Development Programme, the
International Finance Corporation and the European Bank for Reconstruction and Development.

Kazakhstan, Uzbekistan, and Kyrgyzstan have all signed and ratified the Paris Agreement and
approved various documents aimed at implementing the concept of sustainable development. For
example, Kazakhstan adopted the “Concept of Transition to a Green Economy” in 2013 and plans
to increase alternative energy generation to 50% by 2055.

While Uzbekistan and Kyrgyzstan have yet to enact carbon regulations, Kazakhstan has been
actively pursuing ESG and sustainability policies since the early 2010s. Foreign experts recognize
that Kazakhstan has one of the most advanced ESG legislative frameworks in the CIS region. It is
worth noting that Kazakhstan formulated the Environmental Code and launched the Carbon
Exchange (ETS-KZ) in 2013, keeping pace with advanced countries in environmental governance.

Many Kazakhstan companies have partially included the SDGs in their development
strategies — oil and gas companies, large banks, system-forming organizations, including the
country's leading air carrier Air Astana.

ESG reporting is not yet mandatory in any of the CIS countries. ESG reporting is non-
financial reporting that reveals the goals and objectives of responsible business conduct.

By December of the following year, my country plans to formulate content requirements for
annual ESG reports of listed companies. In addition, the Financial Market Supervision and
Development Authority of the Republic of Kazakhstan plans to implement requirements for banks
to establish ESG risk assessment systems and disclose ESG information by the end of 2025.

During Astana Finance Days on June 7, 2023, the agency announced its intention to adopt
guidance on ESG disclosures for banks and financial organizations, which is expected to be
mandatory from January 1, 2024. Currently, about 57% of companies listed on the Kazakhstan
Stock Exchange The stock exchange is preparing voluntary reports.



PwC Kazakhstan has been compiling ESG disclosure ratings for several years. As part of its
2020 research, a list of the 50 companies with the best ESG disclosures was created. The top 10
companies include KazMunayGas, Kazatomprom, KazTransOil, KEGOC, Kazakhtelecom,
Baiterek, Samruk Energy, CAEC, KAZ Minerals PLC and Halyk Bank of Kazakhstan.

"Disclosure of information on environmental, social and managerial aspects has moved from
the status of "it would be nice to have" to the status of "mandatory" in terms of annual reporting or
as a separate ESG report. ESG information is needed primarily to assess real changes in the
business in order to ensure its long-term sustainable development."

Economic uncertainty, political turmoil, as well as environmental and social issues have
significantly affected today's business environment, affecting both consumers and companies.
Investors are demanding that companies prioritize innovation and financial performance. Financial
discipline is paramount, and companies are expected to articulate the significance of sustainable
development within their strategies, the cost of fulfilling sustainable development commitments
(including climate-related goals) and the impact of risks and opportunities in the field of sustainable
development on the assumptions underlying financial statements.

The increased reliability of the information in the reports is also crucial. Investors would
undoubtedly like to have more confidence in reporting. External reassurance will increase their
confidence in sustainability reporting. At the same time, reducing greenhouse gas emissions
occupies a lower line in the list of investors' priorities. However, over the next five years, investors
expect that threats related to climate change and cyberspace (including hacker attacks and
disinformation) will increase significantly. They also see opportunities for companies to become
more effective both in managing climate change and innovation, and in reporting on this work.

The risks and opportunities associated with ESG factors are becoming increasingly apparent,
highlighting the importance of developing an effective ESG reporting strategy. Effective
communication with a wide range of stakeholders is critical to the successful development of the
business. As investor attention increases, regulatory requirements change, and consumer
expectations continue to evolve, there is increasing pressure on companies to disclose their ESG
initiatives and demonstrate progress in their implementation.

Environmental and social impact reports and metrics are important indicators for assessing a
company's overall health and long-term prospects. They reflect a company's impact on society and
ecosystems, its success in managing that impact, and its contribution to addressing key global
challenges.

Air Astana, which is in the TOP 50 in ESG information disclosure in all ratings for 2019-
2020-2021, has approved six of the seventeen UN Sustainable Development Goals (SDGs) for
itself: quality education, gender equality, decent work and economic growth, reducing inequality,
combating climate change, partnership for development. By focusing on this list of goals,
Kazakhstan's largest airline is scaling up and making its efforts in the field of following the
principles of sustainable development more sustainable. The company plans to become a leader in
shaping the best ESG practices in the industry [13].

This year, Air Astana has developed an ESG strategy for 2023-2032. Thus, it has expanded its
initiatives in social responsibility and corporate governance in compliance with high ethical
standards. In order to reduce the carbon footprint, although the aviation industry accounts for no
more than 2% of global CO2 emissions, Air Astana has developed a low-carbon Development
Program, which includes the modernization of the aircraft fleet. And within the framework of
partnerships with the EBRD and KazMunaiGas, the airline participates in a study on the potential of
production and consumption of ecological aviation fuel in the Republic of Kazakhstan.

Conclusion

Sustainable business development based on ESG principles is one of the main trends on the
agenda of the global and financial community. The introduction of ESG principles is inevitable for
Kazakhstan companies, as it contributes to the achievement of national development goals of the
Republic of Kazakhstan.

Failure to adapt to current trends and adhere to the agenda can result in the loss of customers,
partners, and employees. Ignoring stewardship, social responsibility and environmental stewardship
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principles can lead to scandal surrounding a company or brand. Reputational risks can arise from
mistreatment of employees, bribery, data breaches or environmental harm. Failure to comply with
environmental regulations may result in fines and more severe penalties. Ignoring sustainability
principles can result in losing the support of key market players such as banks, charities and
insurance companies. In order to maintain customer loyalty and attract new audiences, it’s crucial to
stay on top of trends. Falling behind in the information environment may result in a loss of market
position, while those competitors who embrace business transformation and evangelize it will
become leaders.

The financial sector plays a momentous role in advancing ESG principles, facilitating
financing for the “green” economy and encouraging companies to transform their business models
to ensure sustainability [14]. Banks incorporate ESG ratings into their lending decisions,
underscoring the importance of integrating ESG principles into the agenda of financial institutions.

ESG reporting is becoming increasingly important in Kazakhstan’s business environment,
driven by investor interest and international best practices. Companies are improving the quality of
reporting and integrating ESG practices into corporate governance processes across various
economic sectors.

The United Nations Sustainable Development Goals (SDGs) aim to address major global
challenges such as inequality, hunger, resource sustainability, climate change, gender equality and
healthcare. Adherence to these principles not only benefits individual companies, but also helps
promote the welfare of wider society.
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Comparative analysis of the development of digital banks in China and Kazakhstan
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Abstract. The banking industry has witnessed a dramatic shift towards digitalization, driven
by rapid advances in technology and changing consumer preferences. From online banking
platforms to mobile payment apps, digital banking has revolutionized the access and delivery of
financial services, ushering in a new era of convenience, efficiency, and innovation. The goal of the
authors is analysisthe digital banking development process in China and Kazakhstan based on the
cases of China Construction Bank and Kazakhstan Kaspi Bank. Furthermore, the article reveals the
similarities and differences in digital transformation between two countries through comparative
analysis methods. China Construction Bank has quickly gained popularity in the digital banking
industry and has become an integral part of daily life in China as it actively responds to competitive
pressures from technology giants such as Alibaba and Tencent. Kaspi Bank of Kazakhstan has
made some progress in digital transformation, but it still faces challenges such as the dominance of
traditional banking services and limited adoption of digital channels. Through an in-depth analysis
of the national conditions of the two countries, the authors suggest that Kazakhstan can learn from
the successful experience of China Construction Bank, including strengthening digital infrastructure
construction, promoting policy support, and promoting financial technology. Innovate and
strengthen regulatory compliance to accelerate digital transformation, bank growth and improve
competitiveness.

Keywords:digital banks,traditional banks,digital payments,innovation,fintech companies

Introduction : Bank digitization is the basis for the realization of digital banking, and digital
banking is regarded as a specific manifestation of bank digitization. Digital banking is a broad
concept often used to describe banking models that leverage digital technologies and innovations to
provide financial services. This includes digital-only banks and virtual banks, as well as the various
digital services and channels adopted by traditional banks in their digital transformationjourney.

Figure 1. History of Digital Technology

Origin Emergence of computer Wider use of online  Mobile banking

-the first ATM banking banking

v
- Introduction of home Age of Age of internet;  Tablet computers,
computer computers mobiles smartphones
- Internet

Countries like China and Kazakhstan are at the forefront of this digital revolution, each with
their own unique trajectory and challenges in embracing digital banking. In China, digital banking
has become a part of everyday life thanks to tech giants like Alibaba and Tencent, whose digital
payment platforms have spread across the country. Meanwhile, in Kazakhstan, digital banking is
still in its infancy, with traditional banking services dominating and adoption of digital channels
limited.

Despite different levels of digital maturity, both countries are poised to reap the benefits of
digital banking, from greater financial inclusion and access to innovative financial products to
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improved operational efficiency and customer engagement. However, realizing these benefits
requires overcoming various barriers, including regulatory obstacles, technological barriers, and
cultural resistance to change.

Against this backdrop, this comparative analysis aims to explore the digital banking landscape
in China and Kazakhstan, examining the key trends, drivers and implications for the future of the
banking industry in these countries. By examining the successes, challenges and lessons learned in
each case, this analysis aims to provide valuable insights into the ongoing digital transformation of
the banking industry and its impact on stakeholders in the financial ecosystem.

Digitalization drives values at all levels — from consumers to countries

Values for nations

A new driver for GDP growth
Positive net impact on job creation

More efficient use of existing resources

Values for government Values for companies Values for citizens

Increasing productivity in . . . Increased competition — consumers
N Access to bigger market — increasing
government operations such as tax T can find the best products at the
collection and data management lowest price-point

Increased productivity potential
through digitalization of business
processes and business models

Potential to identify and reduce fraud
and misuse of public services

Access to new types of products and
services (e.g. sharing economy)

Better employment possibilities

Identifying and analyzing societal Better access to talent thanks to
9 . ) yzing o through facilitated access to
trends with big data tools better reach of digital channels . . P
available job positions
More efficient communication with Increased transparency and ease of Facﬂ[tated EEEEES 1) F R
e . - . N services through e-government
citizens and businesses interacting with government

services

Source: BCG Analysis

Figure 2. Digitalization drivers

Literature Review :

Digital banks emphasize the use of technology to enhance customer experience, streamline
business processes, reduce costs, and often have faster response times and wider service coverage.
We choose a Digital-only banks as an example for analysis. Digital-only bank is a banking model
that provides services entirely based on digital channels and has no physical branches. All banking
transactions are processed and completed via the internet, mobile apps or other digital platforms.
This banking model typically features a high degree of automation and online transaction
processing capabilities.

Digital-only banks have been used interchangeably with virtual banking, digital banking, or
internet banking, making it difficult to distinguish them from digital services provided by traditional
banking. However, the fundamental difference is the existence of the physical branches where
digital-only banks rely solely on the digital infrastructure to cover all types of transactions. They
offer neither brick-and-mortar offices, nor face-to-face tellers and customer services, and operate
fully virtually (Fathima, 2020; Sha & Mohammed, 2017). As a result, it cuts the service costs,
particularly all services traditionally carried out in a branch (Fathima, 2020; Sha & Mohammed,
2017).

Literature on banking and financial services shows that digitalization and customer acceptance
of services have already been embraced for decades, such as through self-service kiosks, mobile
banking, and Internet banking (Kaushik & Rahman, 2015) Table 1.compares the features provided
by digital-only banks and the mobile and internet banking services provided by traditional
banks(BTPN, 2021; DBS, 2021; Otoritas Jasa Keuangan, 2021a)
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Table 1
Differences between digital banking with mobile and internet banking.

Factors Digital Banking Mobile and Internet Banking

Registration Fully online through pre-downloaded app; cards are sent directlytothe ~ Register through the bank and download the app
customer (no contact with the bank employee)

Physical Form Branchless, has no physical bank Has physical bank and branches

Account Verification Digital sign, online and biometric verification Physical and in-person verification by coming to the bank

Features (financial service) offered  Including investment account opening (i.e. mutual funds, bonds, time Limited to day-to-day transactions
deposit, etc.); e-wallet with NFC top-up

Financial advisory Provided in the app Provided in the branch office

Source: BTPN (2021), DBS (2021); Otoritas Jasa Keuangan (2021a)

According to the Indonesian government, digital-only banking provides and carries activities
through electronic channels; they have a head office without having any or limited physical offices
(Otoritas Jasa Keuangan, 2021b). The Hong Kong government also has a similar definition of
digital-only banks as Indonesia, which defines virtual-only banks as banks that primarily deliver
retail banking services through the Internet or other forms of electronic channels instead of physical
branches (Hong Kong Monetary Authority, 2021)

Research on digital-only banking mostly discusses regulatory,financial inclusion, and
business-related perspectives (Boskov, 2019;Fathima, 2020; Lau & Leimer, 2019; Tosun, 2020).
Digital-only banks are revolutionary fintech applications that break away from conventional
banking norms, completely paperless, signature-less, and branchless banks. Thus, it changes the
financial ecosystem landscape and how businesses operate, which improves operational efficiency
while also facing security and privacy challenges (Dharamshi, 2019).However, despite its massive
adoption, limited empirical studies have been published in peer-reviewed journals regarding
digitalonly/virtual/internet-only banking from the perspective of customer and customer
experiences.

Customer experiences in digital banking

It is common for customers to open accounts in several banks. Younger customers easily
compare the services provided by banks and switch banks (Clemes, Gan, & Zhang, 2010). This
drives banks to provide unique and exceptional services through Internet technology.

The use of technology such as digital banking in service innovation to meet clients' needs is
best understood through its relationship with service users and how they perceive the service
(Ababa, 2018). Customers expect to utilize digital banking similar to social media, and they can use
the services anytime, anywhere, and under any conditions (Dootson, Beatson, & Drennan, 2016).
However, the bank's digitalization also has implications for users, such as privacy, security, time,
and performance risk, and other associated risks (Mbama&Esepue, 2018; Alkhowaiter, 2020).

Besides convenience, digital banks offer more financial and psychological benefits than
traditional banks do. For example, the two main digital banking players in Indonesia, Jenius, and
Digibank offer monetary advantages that traditional banks have never provided, such as free
transfers to other banks, no initial account fees, high interest deposits, and free withdrawals from
any ATM. In addition, they offer non-monetary benefits such as virtual customer services,
expenditure tracking and allocation, splitting bills, etc. The study explored whether or not these
features are attractive enough to lure customers into using this service.

Customer experience is an important factor that marketers must analyze to generate a
marketing strategy (Sorofman, Virzi, & Genovese, 2015). Meanwhile, advanced technology enables
the banking industry to deliver its services in many forms, leading to positive or negative
experiences for customers and affecting how a bank outperforms the competition. Customer
experience is defined as the customer's cognitive and affective assessment of all direct and indirect
encounters with the firm relating to their purchasing behavior (Klaus &Maklan, 2013). Digital
banking experiences include service quality, functional quality, perceived value, service
customization, service speed, employee-customer engagement, brand trust, digital banking
innovation, perceived usability, and perceived risk (Mbama&Esepue, 2018).

In particular, there are some differences in experiencing digital services for younger customers.
Young (vs. older) consumers are more likely to rely less on heuristic processing (Yoon, 1997). As
consumers move through their life cycle, their needs and responses to marketing programs tend to
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shift to be more benefit-oriented (Akturan& Tezcan, 2012; Khan, Fatma, Shamim, Joshi, &
Rahman, 2020). Customer experience develops younger customers’ affective commitment but not
older customers’. For younger (vs. older) customers, a stronger effect of customer experience on
affective commitment confirms that consumers with different age profiles experience brand-related
stimuli differently. The development of experiential value-laden interactions seems most promising
for young customers (Khan, Hollebeek, Fatma, Islam, &Riivits-Arkonsuo, 2020).

Methodology

The purpose of this chapter is to analyze the digitalization of the banking in China and
Kazakhstan based on a systems approach. To achieve this goal, we apply a number of representative
methodologies, including the following key steps:

Literature review:

We first conduct a comprehensive literature review to understand the theoretical foundations,
trends, and challenges of digitalization in the global banking industry, with a particular focus on
China and Kazakhstan. In this process, we used various academic databases such as Google
Scholar, Elsevier, etc., as well as academic journals such as Journal of Banking and Finance to
collect relevant studies, reports and articles to provide theoretical framework and basic knowledge
for research.

Case study:

To gain insight into digitalization efforts in the banking industry in China and Kazakhstan,
authors selected representative case studies. During the selection process, authorstook into account
the importance of the bank, the scale of its digital initiatives, the availability of data and
information, and the variety of strategies and approaches adopted.

Comparative analysis:

The authors use benchmarking to assess the strategies and outcomes of digitalization of the
banking sector in China and Kazakhstan. By analyzing key aspects such as technology
infrastructure, digital service delivery, customer adoption, regulatory environment and impact on
financial inclusion and efficiency, foridentification similarities, differences, patterns and trends in
both scenarios. There has been chosen China’s representative bank, CCB, and Kazakhstan’s
representative bank, Kaspi Bank.

Through the comprehensive application of the above methods, the authors gain a
comprehensive and in-depth understanding of the status quo, trends and factors affecting the
digitalization of the banking industry in China and Kazakhstan, providing a solid basis for
subsequent research.

Overview of China’s Bank Digitalization : Nowadays, China's banking industry has
undergone significant changes driven by rapid digitalization. This evolution was driven by the
emergence of new digital players, most notably Alibaba and Tencent, which revolutionized the
financial landscape. As a newcomer to China's financial market, Alibaba has experienced
unprecedented growth, achieving a staggering 408% growth over the past four years and
establishing itself as a leader in the lending industry. In 2017 alone, Alibaba issued 446 billion yuan
in loans to small and medium-sized businesses, and its subsidiary payment platform Alipay received
1.6 trillion yuan in deposits, equivalent to 89% of Bank of China deposits. Likewise, Tencent has
made significant progress in expanding its payment services, accounting for more than 80% of
online transactions in China today.

Traditional banking services have undergone profound changes, moving from traditional face-
to-face interactions to dual online and offline channels. Offline services continue to cater to various
banking needs at physical branches, while online services are provided through a powerful mobile
banking app, providing customers with seamless and convenient banking services anytime,
anywhere.

As the Internet and online services became more and more common, most traditional banks in
China sensed the status quo and began creating platforms called Mobile Banking that offered
various traditional services to their customers through bank apps. Mobile banking, as one of the
common services in China in recent years, synthesizes the current trend of mobile communication
with the digitization of money. Riding this huge wave of transformation, China Construction Bank's
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(CCB) mobile banking app has surpassed other banks' apps and quickly taken root in the Chinese
market. Therefore, the authors used CCB mobile banking as an example to analyze its features and
possible improvements towards fully digital platforms.

It can be seen that, CCB's mobile banking not only copies the traditional business in bank
branches, but also builds its own platform around the integration of business and finance, which
plays a big role in the process of “pipeline business”. On this e-commerce platform, people use their
credit cards to purchase their desired products with interest-free installments. But there are some
flaws in the platform’s design that make CCB's mobile banking pale in comparison to new players
like Alibaba and Tencent. Recently, some traditional e-commerce platforms in China have begun to
share the huge pie of the Chinese financial market, attacking CCBs and other traditional banks from
both the “pipeline service” side and the “digital platform service” side, collecting real-time
information and creating more value. from them.

As China continues to digitally transform its banking industry, it is at the forefront of global
innovation and is setting an example for other countries. Next, authors took a closer look at the
digital banking landscape in Kazakhstan and explore the similarities and differences in the two
countries' approaches to digital banking development.

Table 2. Banking tools digitalization

Functions

Illustrate

Improvement

Request for an account

This feature is able to meet the needs of
customers to immediately obtain relevant
information about the registered bank account,

Improve the query speed and interface
friendliness, simplify the operation
process, and ensure that users quickly

the 'C2C' mode of mobile banking, which allows
direct transfers from one consumer to another.

and also provides users with a control balance, a | and conveniently ~ obtain  the
summary of transaction details and an asset | information they need.
statement.
Transfer accounts and money | Apart from traditional transfer modes, CCB | Improve  transfer  speed and
transfers became extremely attractive when it pioneered | convenience, and introduce more

payment methods (such as scan code
payment, QR code payment, etc.) to
meet the needs of different users.

Bill payment and online
payment

This feature mainly offers customers the service
of paying phone bills and some daily needs such
as electricity costs, making people's lives
convenient without any fuss. Online payment is
further guaranteed with advanced technologies
such as dynamic password and USB key, which
are used to secure the payment process. And
users have the opportunity to check consumption
records for several months.

Strengthen payment security measures,
enhance users’ trust in the online
payment  process, improve  user
experience, and further expand the
application  scenarios of online
payment.

Investments and finance

Users purchase foreign exchange, gold, funds,
government debt and other general investments
through CCB mobile banking.

Provide more investment product
choices, improve the transparency and
convenience of investment and
financial management, increase wealth
management functions, and meet the
diverse investment needs of users.

Credit management

This feature offered loan repayment record
history query, overdue loan reminder, and
prepayment calculation.

Simplify the loan application and
approval process, speed up loan
disbursement, improve user
satisfaction ~ with  loan  business,
strengthen risk control, and reduce the
risk of non-performing loans.

Business with credit cards

The application helps customers check bills and
points, make payments, process installments, etc.
In addition, when purchasing from CCB
Shanrong online shopping mall, customers using
CCB credit cards will receive some points to
offset part of the price according to the ratio of
1000 to 2, which reduces the cost of production.

Improve  the  convenience  and
flexibility of credit card business,
launch more preferential policies and
activities, attract more customers to
use credit cards, and enhance user
stickiness and customer loyalty.

Overview of Kazakhstan’s Bank Digitalization : China is a global leader in digital
banking with a strong ecosystem supported by tech giants Alibaba and Tencent. Their innovative
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platforms, such as Alibaba's Ant Group and Tencent's WeBank, have revolutionized financial
services and driven significant growth and adoption across the country. On the contrary, the digital
banking industry in Kazakhstan is still in its infancy and faces various challenges and opportunities
as it strives to keep up with global trends.The development of digital banking in China is
characterized by the rapid growth and widespread adoption of online and mobile banking services.
The country's large population and tech-savvy consumers have fueled demand for convenient and
easy-to-use financial solutions, leading to the proliferation of digital banking platforms. Alibaba's
Alipay and Tencent's WeChat Pay have become ubiquitous in daily transactions, bringing payment
convenience to millions of users. Additionally, digital lending platforms such as Alibaba Online
Banking have democratized access to credit, making it easier for small and medium-sized
enterprises (SMESs) to obtain financing.

Compared to China, digital banking penetration in Kazakhstan is still relatively low, and
traditional banking services still dominate the market. However, the situation is changing rapidly
due to factors such as rising smartphone penetration, expanding Internet connectivity and changing
consumer preferences. Kaspi is Kazakhstan's leading digital bank and has played a key role in
promoting digital adoption by offering a wide range of online banking services, including
payments, transfers and investments. Despite their dominance, Kazakhstan's traditional banks have
been slow to go digital, facing challenges such as aging infrastructure, regulatory restrictions and
cultural barriers.

Kaspi has Super App, the most popular mobile app in Kazakhstan and the basis for
everything the bank offers to its retail and consumer banking customers. Super App currently has
10.2 million monthly active users. While the fintech company is primarily active in its home
country, it is now expanding to provide banking solutions to Central Asia's large unbanked
population. While fintech banking apps, led by Russia and Ukraine, have proliferated in the region,
fintech-focused Kaspi Bank has emerged as a major competitor in the space due to its proven track
record.

Kaspi started out as a bank in the former Soviet Union of Kazakhstan. Now, as a participant
in the 21st century fintech revolution, it is quickly becoming a major service provider in peer-to-
peer lending and online marketplaces. In fact, fintech providers are the backbone of Kazakhstan’s
economy, with Super App providing more than 60% of government COVID relief funds to eligible
citizens.

Building on its successful experience in Kazakhstan and its ability to leverage fintech during
the pandemic, Kaspi expands into Azerbaijan with a leading e-commerce platform for real estate,
automobiles and second-hand goods. With strong financial performance and seamless technology
support, Kaspi has also attracted investors, as evidenced by its successful IPO. Uzbekistan is also
included in the growth company's development plans.

Large investments in technology infrastructure and regulatory reforms are urgently needed
to accelerate the adoption of digital banking in Kazakhstan. Building a strong digital ecosystem
requires collaboration between banks, fintechand regulators to create an enabling environment for
innovation and growth. Initiatives such as the launch of instant payments systems and the
development of open banking stimulates interaction and competition, helping to create a more
dynamic and inclusive digital banking environment.
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Kazakhstan remains in the group of countries with still developing digital maturity

Along with Malaysia and Chile, Kazakhstan
remains in the group of Aspirants
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Figure 3. Kazakhstan position
Source: BCG Analysis

In addition, Kazakhstan can gain valuable insights from China's experience in using
advanced technologies such as artificial intelligence, blockchain and big data analytics to improve
customer experience and operational efficiency. By embracing digital transformation and
harnessing the power of technology, Kazakhstan opens up new opportunities for financial inclusion,
economic growth and social development.To sum it up, while China is leading the way in digital
banking innovation, Kazakhstan has the potential to forge its own digital path. By addressing key
challenges and seizing emerging opportunities, Kazakhstan accelerates its digital banking
transformation and position itself as a global leader in financial technology. With the right policies
and investments, Kazakhstan creates a more inclusive, efficient and sustainable financial system
that benefits individuals, businesses and society as a whole.

Digital banking is becoming the norm for people and businesses in the UK, US and beyond.
But did you know that it is also growing rapidly in Kazakhstan, the largest country in Central Asia?
Online banking penetration is projected to reach 23% in 2024, which is slightly behind some
European countries, but that's only part of the story.

Geographical necessity

Digital banking brings unique benefits to the country with the demographics and geography
of Kazakhstan. First of all, Kazakhstan is the ninth largest country in the world by area, with a
population density of only 7 people per square kilometer, one of the lowest in the world. Although
the majority of people in Kazakhstan live in urban areas, as of 2022, 44% do not, meaning millions
of Kazakhs have limited access to cash and physical banking services.

Lack of access to financial infrastructure has a chilling effect on rural economies, reducing
investment and employment. The digital banking offering of banks like Jusan is therefore a lifeline
for those living in less accessible parts of the country and a key part of economic development.

Fast growth

The introduction of digital banking services in Kazakhstan is proceeding at a rapid pace. In
2017, when the data was first collected, 54% of people in Kazakhstan made payments online, and
by 2021 this figure has grown to 78%. Over the same period, the share of people making purchases
using mobile devices more than doubled, and the volume of non-cash transactions skyrocketed from
$5 billion to more than $150 billion.

Supercharging business

Digital banking has traditionally started with retail customers - typically the less
sophisticated customers to develop services for. Under the leadership of our new Chairman of the
Board, GalimzhanYessenov, along with our well-established digital retail banking offering, in
recent years we have focused on building out our suite of digital banking services focused on
businesses and entrepreneurs.
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The authors believe that eliminating inefficiencies in business banking is our primary way of
contributing to the benefit of our clients and overall economic growth. The Jusan Business banking
app has been specifically designed to make the user experience as easy as possible for businesses,
allowing everything from onboarding and onboarding, payment terminal management, accounting
and taxation, and of course deposits and transactions to be completed in one super business app.
banking.

Our user feedback on this approach has been strong: as of 2023, the Jusan Bank business
app was the most popular business banking app in Kazakhstan and was ranked among the top 30
apps in Kazakhstan by market research firm Markswebb.

Democratization of investment

In addition to retail and business banking services, digital banking infrastructure is also
driving the rapid growth of retail investment in Kazakhstan, providing a major pathway to increased
consumer wealth. The number of retail investment accounts has more than doubled, from 218,000
in 2021 to 581,000 in 2022, according to the Kazakhstan Agency for Financial Market Regulation
and Development. Thanks to legislative reforms in 2020, digital infrastructure now allows loyal
customers to access what was previously impossible. reserve of financial institutions and
institutional investors.

Result and discussion

This article analyzes the cases of China Construction Bank and Kaspi Bank of Kazakhstan,
and deeply explores the formation process and current situation of digitalization of banks in the two
countries. This article uses literature and comparative analysis methods to reveal the similarities and
differences in digital transformation between the two countries. China Construction Bank has
quickly gained popularity in the digital banking industry and has become an integral part of daily
life in China as it actively responds to competitive pressures from technology giants such as
Alibaba and Tencent. Kaspi Bank of Kazakhstan has made some progress in digital transformation,
but still faces challenges such as the dominance of traditional banking services and limited adoption
of digital channels.

Through an in-depth analysis of the national conditions of the two countries, this article puts
forward a number of suggestions that Kazakhstan can learn from the successful experience of China
Construction Bank, including strengthening digital infrastructure construction, promoting policy
support, and promoting financial technology. Innovate and strengthen regulatory compliance to
accelerate digital transformation, bank development and improve competitiveness. In particular,
Kazakhstan learns from the successful experience of China Construction Bank to build a
comprehensive mobile banking platform, promote financial technology innovation, strengthen
digital infrastructure construction, formulate relevant policies and regulations, and cultivate digital
financial business and technical talent teams to cope with regulatory requirements. Competition,
regulatory hurdles and market pressures are driving greater success in banks’ digital transformation.

Conclusion and recommendation : Therefore, through a comparative analysis of the
development of digital banks in China and Kazakhstan, it can be seen that the development
trajectories and maturity levels of the digital banking industries in the two countries are different.
China has become a global leader in digital banking innovation, with strong infrastructure and
extensive digital payment platforms, while Kazakhstan’s digital banking development is still in its
early stages, with traditional banking services dominating and digital channel penetration limited.

Despite their differences, both countries are expected to benefit significantly from the
further digitization of digital banks. Digital banks have the potential to expand financial inclusion,
improve operational efficiency and promote innovation in financial services, ultimately boosting
economic growth and development. However, realizing these benefits requires a concerted effort
from policymakers, regulators, financial institutions and other stakeholders.

Kazakhstan urgently needs to accelerate the adoption of digital banking technology and
create an ecosystem that promotes innovation and entrepreneurship. This may require investing in
digital infrastructure, promoting collaboration between traditional banks and fintech startups, and
improving people’s financial literacy and digital skills. In addition, the regulatory framework must
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adapt to the continued development of digital banking and ensure consumer protection, data
security and financial stability. This may include creating an enabling regulatory environment that
encourages innovation and protects against risks and vulnerabilities associated with digitalization.

In China, digital banking is already very mature and the focus should be on leveraging
advanced technologies such as artificial intelligence, blockchain and big data analytics to further
improve customer experience, personalize financial services and reduce risks. Additionally, efforts
must be made to address issues related to data privacy, cybersecurity and regulatory compliance to
maintain trust in digital banking platforms.

Overall, the future of banking lies in digitalization, and China and Kazakhstan have a unique
opportunity to leverage technology to drive inclusive and sustainable growth. By embracing digital
banking innovation and cross-sector collaboration, these countries pave the way for a more
sustainable, efficient and inclusive financial ecosystem that benefits all stakeholders.
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Abstract. The financial sector, particularly commercial banks, plays a pivotal role in the
economy of Kazakhstan. This study aims to investigate how the adoption of financial technologies
influences the development and evolution of the banking sector in the country. Employing a
comprehensive methodology combining quantitative data analysis and qualitative case studies, the
study explores the impact of financial technology adoption on commercial banks. Additionally, the
article examines various forms of collaboration between commercial banks and FinTech startups in
Kazakhstan. The findings indicate that the extent of financial technology adoption and the nature of
interactions between commercial banks and FinTech startups significantly influence the formulation
of future development strategies and transformation initiatives for commercial banks.Based on
prevailing market conditions, it is anticipated that the FinTech industry will witness primary growth
within the banking sector and through extensive collaboration with commercial banks.
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Introduction

Financial technology, commonly known as fintech, has become a key innovation in the
financial industry, which is booming thanks to favorable regulation and widespread adoption of
information technology around the world. Fintech promises to revolutionize the financial landscape
by reducing costs, improving the quality of financial services and creating a more diverse and stable
environment. Special attention should be paid to the increasing integration of digital technology in
the banking sector, which offers users greater access to financial services and eliminates disparities
in banking infrastructure for different demographic groups. This transition to digital financial
services offers numerous benefits, including cost reduction for banks, process optimization and
increased competition within the industry.

Fintech, a fusion of finance and technology, has its roots in the financial services technology
consortium created by Citigroup in the early 1990s. This innovative concept represents a new
paradigm in finance that uses technology to provide a wide range of financial services through
online platforms, mobile payments and cloud computing. The digital revolution, accelerated by
events such as the COVID-19 pandemic, has driven greater adoption of fintech services, which has
changed consumer behavior and created serious challenges for traditional banking models.

In Kazakhstan, as in other parts of the world, the deep digitization of the financial sector has
become an urgent necessity, encouraging financial institutions to integrate innovative technologies
into their operations. The degree to which banks adopt fintech technologies has a profound impact
on their business models and shapes the emerging financial ecosystem. Against the background of
the COVID-19 pandemic, Kazakhstan's financial sector is experiencing remarkable trends,
including the introduction of new technologies to improve efficiency, the increase in the number of
digitally savvy consumers, and the emergence of innovative business models by both traditional
players and technology companies.

This study focuses on the role of financial technologies in the transformation of commercial
banks in the economy of Kazakhstan. By assessing the degree of integration of fintech technology
and its impact on the banking sector, the study aims to provide valuable information on the current
evolution of the financial landscape in Kazakhstan.
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Literature review

Before analyzing the impact of financial technology on the banking sector of the Kazakh
economy, it is worth studying the approaches to defining the term "fintech” (financial technology)
and determining its essence. The views on the definition of fintech can be divided into two: fintech,
or financial technology, can be defined as a set of innovative technologies in the financial sector of
the economy, as well as a set of organizations that provide revolutionary technological financial
solutions. R. Alt et al. In their work, they see fintech as an obvious combination of two applied
areas: finance and technology. In this case, the first part of fintech, finance, is considered a financial
services provider. And the second part is technology as a way to organize things, coordinate and
simplify processes. I.D. kotlyarov defines financial technologies strictly as a combination of
information technologies and financial services or as a combination of innovative financial services
with innovative financial technologies. This process is interrelated, since financial technologies
generate new financial products, and the financial products created have a greater impact on the
development of the relevant financial technologies. V.V.Maslennikov in their work, they define
fintech as a group of young companies that provide technology, software and infrastructure to
provide financial services. The Financial Stability Board defines fintech as "financial innovation
based on the use of technology that can lead to the creation of new business models, applications,
processes or products with a corresponding significant impact on financial markets, institutions and
the provision of financial services. In its review, the auditing and consulting firm Ernst & Young
also defines fintech as "organizations that combine business models and innovative technologies to
provide financial services, as well as their significant improvements and changes. It should also be
noted the definition of fintech given by the central bank of Kazakhstan: "provision of financial
services and services using innovative technologies such 