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Abstract. The quality of the loan portfolio of Kazakh commercial banks declined due to the global economic crisis. The main reason for the prolonged financial crisis in Kazakhstan has become risky behavior of banks. The special nature of mediation of commercial banks requires them to balanced approach in the organization of their assets.
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At the present time, the banking system of Kazakhstan is experiencing some difficulties. The main problem is the decrease in quality of loans of domestic banks. The reason lies in the credit boom that have emerged in Kazakhstan, before the global financial crisis, when banks, attracted "depreciating" foreign credit, and began to lend, disrupting the necessary requirements. The negative consequences were inevitable.

Moreover, losses have been growing due to increasing of shares of non-standard and problem loans. The quality of the loan portfolio of banks in Kazakhstan is shown in Table 1. 
Table 1. The proportion of non-performing loans of commercial banks by the                        types of loans in 2014                   
                                                                                 Bln.USD
	
	01.01.2014 г.
	01.09.2014 г

	
	Gross debt  

	NPLs, %
	Share of reserves, %
	Gross debt 
	NPLs, %
	Share of reserves,%

	Loan portfolio, including
	72,8
	31
	35
	79,2
	30
	32,4

	Legal entities
	40,8
	41
	49
	41,5
	42
	49

	Individuals
	17,9
	24
	14
	20,1
	18
	14

	Construction
	5,4
	24
	17
	5,6
	22
	15

	Mortgage debt
	4,9
	22
	16
	5,1
	21
	14

	Consumer loans
	9,1
	17
	13
	11,0
	17
	14

	Other purposes
	3,5
	12
	11
	3,5
	15
	13

	SME
	10,9
	18
	19
	14,3
	14
	14

	Source: http://www.rfcaratings.kz/reports 


Table 1 shows that the total amount of overdue loans for the first 9 months of  2014 increased by 2.134 bln dollars USA. The major share of this amount goes for legal entities. Provisions increased accordingly, that reduces the amount of credit resources. It should be noted that in the structure of the overdue loan, the share of problem and bad loans increases, which causes growth of losses and reduces liquidity of banks.
Quality deterioration of the loan portfolio of commercial banks of Kazakhstan determines of some reasons. This article discusses one of the main problems, which could consider the fact that the major banks, were buying cheap foreign loans in the period 2003-2005, have violated the prudential standards established by the National Bank of Kazakhstan.          
The subsequent devaluation in 2009 had led to growth of unprofitable loans issued in foreign currency. As a result, in 2010, four major important banks were on the verge of bankruptcy. Gross external debt in Kazakhstan approached the critical threshold (Table 2).

Table 2: Structure and dynamics of the gross external debt of the Republic of Kazakhstan in 2006-2013
                                                                                 Bln.USD
	
	31.12.2006
	31.12.2007
	31.12.2008 
	31.12.2010 
	31.12.2013

	Public and guaranteed debt  
	17,05


	11,5
	11,22
	32,4


	33,6


	 % of GED
	4,2
	2,2
	2,0
	5,0
	4,0

	The external debt of private sector, including:
	386,74
	516,2
	537,7
	618,1
	790,9

	Debt of commercial banks
	182
	250
	213,9
	109,2
	 58,8

	Non-guaranteed external debt of the state, % of GDI
	95,8
	97,8
	98,0
	95,0
	95,9

	Gross external debt   
	403,8
	527,6
	548,9
	650,5
	849,1

	Intercorporation debt  
	139,18
	163,2
	176,6
	290,5
	419,4

	%  of GED
	34,5
	30,9
	32,2
	44,6
	49,4

	Gross external debt to GDP, %
	75,2 
	 71
	78 
	79,9
	81,4

	Source: www.rfcaratings.kz/reports  


The Government, in order to avoid default, "save" these banks, giving them a soft loans from the National Fund of Kazakhstan, and furthermore, the banks have discharged the debt, attracting new foreign loans. In 2011, the National Bank of Kazakhstan has established restrictions on foreign loans by commercial banks, which reduced their share in gross external debt. Intercorporation debt continues to increase in transnational companies in Kazakhstan.
An important problem of commercial banks was the deterioration in a quality of staff. Shareholders of banks hadn’t focused on the fact that their main asset is the staff, and personnel management – is the most important task of the directorship. Meanwhile, observations show that the directors of some banks do not have general education in banking field, and if they do, it is the knowledge gained as a result of short-term business education, or just getting the Master's degree abroad. Often, this knowledge does not satisfy the conditions of the national economy, does not related to its structure, and the mentality of the population. As a result it leads to reduction in the efficiency of management of assets and liabilities of banks.

DEVELOPMENT PROSPECTS OF SECOND TIER BANKS

The main task in the future is reduction in the proportion of bad loans. In this connection, it is possible to use new forms of repayment of loans, such as liability insurance for outstanding loans, the sale of debt with a discount, factoring. At the same time, banks should lead a consistent policy of diversification of the structure of loan portfolio by extending loans to small and medium-sized businesses in the real sector of economy. This sector allows to create a more stable industrial structure of the national economy, create new jobs, raise incomes, expand the market.
The current trend is a priority lending trade which brings quick profits, but contributes  underdeveloped industries that creates added value. We believe that the project funding for the development of the real sector of the economy, would provide a stable income, allowing to increase the level of capitalization. 
In case of lack of financial resources to invest the production, it has recommended on business basis, together with a partner to implement syndicated financing of projects, and the profit from the sale shall be apportioned among the producers and investors. Provide the long term loan, on preferential conditions, in order to stimulate producers to enable them to set up production of products, then the bank will ensure full and timely repayment of loans and interest payments, that is getting considerable income.
Kazakhstan's economy is characterized by a process of dollarization, which increases after each devaluation (1999, 2009, 2014). Banks prefer to use foreign currencies. The volume of loans in foreign currency became steadily increased in the last quarter of 2012. Principally, the corporate clients were interested in loans in foreign currency, which is more than 90% of the loan portfolio.

In  2014 the National Bank of Kazakhstan has restricted the issuance of dollar-denominated loans. Limitation of foreign currency loans is aimed not to improve the quality of the loan portfolio as to prevent its further deterioration. Also were established the restrictions on the issuance for consumer loans. The effect of these measures is inconsistent, because they will not only protect banks from future risks, but also restrain the growth of public consumption and bank profits.
Thus, the phase of the crisis of modern economic cycle in emerging market countries will be protracted because it is caused not only by market fluctuations, and also determine by structural alterations of the economy.
In this situation, managers and shareholders of commercial banks must realize that in Kazakhstan, as a country with emerging market, the idea that banks can thrive on a background of the depressed state of the real economy, is not quite real and unpromising. It is advisable to raise the personal responsibility of members of the Board of Directors, Board of Management and the credit committee of the bank's loan portfolio quality. And also increase the liability of shareholders for the increase in the capitalization of banks. 
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