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Abstract. A growth of overdue loans is a threat to stability of functioning of any economy. That fully applies to 
Russia and Kazakhstan. In the study an analysis of an implementation practice of the most common credit risk 
management models in Russian and Kazakhstan banks is presented, their effectiveness is assessed, proposed 
recommendations for banks credit risks management improvement in contemporary conditions of world and national 
banking systems development.  A feature of theoretical and methodological approach for an analysis of management 
models of banks credit risks is an interpretation of credit risks management as a continuous process of an adaptation 
of bank's capital structure and an amount of reserves for losses on loans of a bank's loan portfolio at any point in 
time considering external and internal factors. On that basis of an assessment of Russian and Kazakhstan banking 
systems' effectiveness in a context of credit risk management is presented. The principal methods of the study are 
comparative and cluster analysis. 
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Introduction 

A reduction of past-due credit, an 
improvement of banking system operation indicators, 
an increase banks of reliability and a prevention of 
their bankruptcy had become a key issue for financial 
institutions in the world long ago. In order to find a 
solution to a problem of credit risk management 
improvement, Basel Committee on Banking 
Supervision had developed and recommended for an 
implementations several methodologies for an 
evaluation bank risks [1]; individual banks for more 
effective risk management implement a variety of 
mathematical and statistical models, including 
Mertоn, Black-Scholes, Black-Sсhоles-Mertоn and 
other models [2-5].  

The global financial crisis and the 
accompanying credit crisis had forced the world 
banking community to transfer credit risk 
management into a normative plane. As a result, 
banking control regulators, which require more 
transparent structure of a credit portfolio and a 
continuous monitoring of a debt structure from banks 
were introduced. The banks are required to have full 
knowledge of clients’ financial situation and their 
cumulative credit risk. The new Basel 3 rules create 
even heavier regulatory burden for banks. Switching 
over of Russian banks to Basel 3 requirements will 
force them to increase reserves and will reduce their 
ability to implement more risky policies. However, as 
a result, many commercial banks will be less 
competitive in comparison with state owned banks 

due to a reduction of a possibility to attract funding 
and credit [6]. 

In accordance with more sever regulatory 
requirements, that demand a creation of reserves 
sufficient enough to absorb expenditures for a credit 
risk, many banks had changed their approaches for a 
credit risk management. However, many banks are 
considering new rules only as a fulfillment of 
regulatory requirements, and only a very limited 
number of banks made attempts to create a truly 
effective credit risk management system. In general, 
it is expected that an introduction of Basel-3 rules 
will lead to a decline of banking loans growth rate in 
coming years up to 10-15% a year, which will have a 
negative impact on net income of credit 
organizations, as well as an adverse influence on 
crediting opportunities for companies of various 
branches of economy. An innovation development 
and structural modernization oriented companies can 
get in an especially difficult situation [7]. This 
requires a search for new effective credit risk 
management models, considering Russia and 
Kazakhstan economies need for a modernization and 
a general increase of their economic and financial 
security [8]. 

 
1. Theoretical and methodological basis for the 
analysis 

Theory. Credit risk is characterized by a 
possibility of loses due to borrower's failure to make 
payments on any stage of loan. Credit risk 
management consists of methods and tools 
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implementation in order to mitigate those losses at an 
expense of an adequacy of bank's capital structure, 
reserve sizes for losses due to loans in credit portfolio 
structure at any point in time. In the presented study 
an approach for an understanding of banks' credit risk 
management mechanism as a continuous process of a 
bank's capital structure and loses' reserves adaptation 
in a structure of bank's loan portfolio at any point of 
time considering external and internal factors. In the 
authors opinion, an achievement of effective credit 
risk management is possible on a basis of an 
application of a set of special models for a price 
reduction and accounting of credit risk.  

 
Methodology 

The presented study is based on methods of 
comparative analysis and cluster approach. 
Comparative analysis method is used for an 
assessment of effectiveness of various models of 
credit risks management of Russian and Kazakhstan 
banks. Nowadays, the world banking system has 
designed and applied various economic and 
mathematical models for an evaluation of borrowers 
credit risk. However, in a context of Russian and 
Kazakhstan banking systems functioning, at which a 
large part of banks credit portfolio consists of 
borrowers, that do not have international agencies 
rating, a creation of effective credit risks 
management system, based on Basel Committee for 
Banking Supervision recommended standard 
approach, based on external rating agencies 
evaluation is impossible. Therefore, in accordance 
with Basel 3 for an assessment of credit risk and its 
management, in Russia and Kazakhstan credit risks 
assessment models, based on internal ratings based 
approach (IRB), which, in turn, are based on several 
models are implemented. In the presented paper 
comparative analysis of the most common in the 
banking system of Russia and Kazakhstan 
mathematical models credit risk is conducted. 

An implementation of cluster method 
allowed to define several major groups of credit risk 
management models, which differ in applied 
methodologies and management tools. On the basis 
of clustering principle, all credit risk management 
models had been grouped according to following 
criteria: 

- risk factors; 
- subjects of risk. 
In turn, in models that are created on a basis 

risk factors accounting, 4 groups of factors are 
indentified: 1) external risks; 2) internal risks; 3) 
limitation risks; 4) guarantee risks.  

As about a decomposition models based on 
crediting subject, for a purpose of an analysis they 
were divided into 2 groups: 1) borrower is a legal 

entity (a corporation); 2) borrower is a physical 
person (citizens). 

The analysis is carried out on a basis of 
financial activities results' statistical data of Russian 
Federation and the Republic of Kazakhstan banks, 
submitted by Central Bank of Russia [9] and the 
National Bank of the Republic of Kazakhstan [10], 
using materials of IMF [11], Agency of the Republic 
of Kazakhstan for regulation and supervision of 
financial market and financial organizations [12], 
rating companies, collection companies, information 
agencies, including, Finmarket, International Finance 
Corporation, "Sequoia Credit Consolidation" [13-17]. 

 
The Research 

Credit risk management consists of an 
establishment of a mechanism for ensuring of an 
optimal ratio between profitability of banks' 
operation directions and a level of accepted risks, 
which is based on break-even of operations principle 
[18-20]. 

An effective model of credit risk 
management implies an organization of crediting 
process, which includes:  

- an implementation of special management 
instruments, designed to avoid (prevent) negative 
result of credit operations; 

- an establishment of effective system of 
credit; 

- detailed credit operations management at 
all stages of crediting, starting from time of a 
decision for loaning up to the last payment and a 
closure of a credit contract. 

An analysis of management models 
effectiveness of banks credit risk management, 
currently being used in banks of Russia and 
Kazakhstan, includes two approaches for 
effectiveness assessment of these models: 

- an analysis of creditworthiness and 
financial reliability of borrowers (legal entities and 
physical persons), as well as credit risk sources, 
appeared in risk of borrower's obligations non-
fulfillment; 

- an analysis of loan portfolio, as an 
aggregate credit investments, risk of which is 
expressed through a potential reduction of assets cost, 
as well as through a significant reduction of actual 
profitability of a part of bank's assets. 

Also in a process of effectiveness analysis of 
different models of banks credit risk management it 
was studied, to to what extent those models consider 
such credit risk factors, as: 

- external risks; 
- internal risks; 
- limitation risks; 
- guarantee risks. 
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3.1. Models of external risk management 
An analysis of those models includes a 

separate assessment of external risks for different 
types of borrowers (corporate borrowers and physical 
persons). With regard to the first group (corporate 
borrowers), the most significant external factor is a 
negative impact of the global financial crisis [21-23]. 
In particular, in Kazakhstan, the sharp increase of 
overdue loans in January 2014 was assessed by 
experts as an associated with the onset of the "last" 
point of a problem credit's delay, appeared during the 
crisis of 2007-2009 for which further delay is not 
possible. A similar situation occurs in many Russian 
banks, as well as in the world as a whole [24]. 

With regard to physical persons, a creation 
of an effective credit risks management model in that 
context should include as a mandatory variables 
following trends assessment, which are characteristic 
both for developed countries and both of analyzed 
countries: 

1. Sustainable reduction of real 
population disposable income volumes for several 
years. As a result of these, more and more money is 
spent on the payment for essential commodities and 
less than remains for a payment for previously made 
loans which increases credit burden for individuals 
and increases past-due loans. 

2. Steady increase of inflation in all 
the countries, which also leads to a reduction in funds 
allocated for a loan service and payment. For 
example, inflation in Russia in a period from January 
to April 2014, makes up to 3.2-3.3% [25]. In 
Kazakhstan in a period from January to April 2014, it 
makes up to 1.7% [26]. 

3. In all countries, including Russia 
and Kazakhstan there is an increase of 
unemployment, which also reduces possibilities of 
population for a timely service and payment of loans. 

4. Increasing the level population 
credit burden [27]. In average, in Russia one debtor 
has 1.4 problem credit. 

5. Tightening of a credit obtainment 
system, which reduces a capability of refinancing a 
credit, i.e., an obtainment of a new loan to repay the 
old one, which also leads to an increase in a past-due 
of a long term loan. 

As a result of the combined action of all 
those trends a credit paying capacity of Russian 
Federation citizens has fallen in early 2014 to a 
minimum for the last 3 years. A similar situation is 
observed in Kazakhstan. 

Formulating policy in a field of credit and 
credit portfolio management banks should clearly 
consider those trends, including already recognized 
by all the experts fact, that a potential capacity of 
credit market in physical person's sector of is 

virtually exhausted, and corporate sector should 
receive sources for overcoming economic recession.  

 
3.2. Models of external risks management 

Management models for internal risks 
control include a quite large mass of issues, including 
credit portfolio's structure management, including: 
considering types of borrowers, location of 
borrowers, industry affiliation, type of loans 
(investment, mortgage, consumer, etc.), foreign 
currency credit resources etc.  

Not considering all of the structural 
directions of loan portfolio analysis, stopping on the 
foreign currency risk factor, which has a particular 
importance for banking systems of Russia and 
Kazakhstan at the present time. Even though foreign 
currency risk is an external factor, monetary structure 
of credit portfolio, structural ratio of loans in various 
currencies must be constantly controlled and 
monitored by banks to optimize their monetary risk.  

An excessive loans issuing of Russian and 
Kazakh banks in foreign currency (in Euros and US 
dollars) had led to a fact that during the last period, 
many banks of Russia and Kazakhstan were 
increasing their volumes of foreign currency credit in 
consumer sector. However, an increase of currency 
price in both countries, as well as a negative 
influence of other external factors, had led to a fact 
that in early 2014 banking sectors of both countries 
experienced a rapid growth of past-due loans in 
foreign currency. As a result, companies and citizens 
had drastically reduced their payments for credits in 
foreign currency, especially in conditions of sharp 
foreign currencies exchange rates expectations in 
2014. It became especially apparent in Kazakhstan, 
where in January 2014 there had been a vast increase 
in foreign currency past-due loans: their volume in 
the banking system of Kazakhstan had grown over a 
one-month period of 2014 to 588 billion tenge, 
whereas for the entire 2013 year, it amounted to 788 
billion tenge [28]. Many banks had shown almost a 
double increase of debt. For example, Halyk Bank 
had shown in January of 2014 an increase in past-due 
loans up at 50% (149 billion tenge), that in market 
conditions can be explained only by an occurrence of 
a severe crisis, when simultaneously many borrowers 
stop credit payment. However, in early 2014 in 
Kazakhstan no serious crisis situation was observed. 
That is why financial experts evaluated such a surge 
in debt inflationary as an expectation for tenge 
devaluation in February 2014. A similar situation is 
observed in Russia, where the growth rate from 2008 
to 2014 amounted to 54 %, in Euro – 45.2 %. 

Another explanation for a dramatic growth 
of a volume of past-due foreign currency loans in 
early 2014, according to estimations of the 
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Kazakhstan experts, are special features bank 
reporting control, in particular, a reluctance of banks 
management to ruin financial reporting for 2013 and 
in order to do that transferring dates of payment of 
post-due loans for the beginning to 2014.  

Analysis had shown that, as a result of a 
devaluation tenge in February 2014, a situation with 
past-due loans in Kazakhstan aggravated even more, 
because importers had experienced significant losses 
in foreign currency and gaps in cash flows. Because 
about 30% of loans in Kazakhstan banking system 
are denominated in foreign currency, it is only 
because of inflationary expectations and currency 
devaluation a real burden on the borrowers in a case 
of a loan payment increased by 20% additionally 
[28]. 

With regard to sector of physical persons, 
there is also a sharp decline in a credit discipline, 
because citizens of both countries receive their wages 
and other income in national currency. 

Thus, a method of external credit sources 
attraction like borrowing in foreign currency, in 
contemporary conditions had led to an aggravation of 
a situation with a service and payment of loans in 
both countries. 

  
3.3. Risk management models for limitation risks 

Credit risk management model is based on 
an assessment of credit limits is considered effective 
enough and have proven itself effective abroad. 
However, a practice showed, that the majority of 
banks in Russia and Kazakhstan still has no 
reasonable and correct model for a calculation of 
credit limits for a certain groups of borrowers 
(corporate, individual), and within these groups [29-
30]. Moreover, in an effort to compensate for losses 
from a reduction in credit potential of a corporate 
sector in recent years because of a deterioration of 
economic situation, many banks have stepped up its 
pressure on a sector of individuals. However, as has 
already been noted, in the recent years, an ability of 
individuals to pay for their loans has declined 
significantly, and both in Russia and in Kazakhstan 
already for 2 years there was a situation with a credit 
burden level in a sector of individuals, in particular, 
had experienced a rapid reduction of opportunities for 
credit service from early 2014. For example, if in 
Russian Federation in 2012, a loan was becoming 
past-due in average after 8.5 months, in 2014 debtors 
began to skip payments for loans already after 4.5 
months after their receipt [26].  

Thus, in order to create effective models of 
credit risk management on the basis of credit limits 
assessment, it is necessary to develop and timely 
adjust an appropriate for each specific phase of 
national economy development methodologies for a 

determination of credit limits and their application, 
considering global development trends, in the first 
instance, negative. 

 
3.4. Risk management models for guarantee risks  

The discussed model are quite well 
developed in terms of mathematical apparatus, 
however, their accuracy depends to a large extent on 
a good faith of borrowers in terms of provision of 
reliable information about objects of credit security. 

In that context, one of the main tasks for 
credit risk management is a solution of problems of 
an inefficiency of data management about objects of 
credit security, an impossibility to obtain an access to 
correct about object of a credit security, a failure to 
control and monitor in a timely manner a movement 
and a condition of credit security objects.  

 
Conclusions 

The presented study showed that, in order to 
effectively manage credit risks in banks there is a 
need to develop for each specific phase of national 
economy development correct models and risk 
management mechanisms. In order to that it is 
necessary to: 

1. Establish an effective control system 
structure for bank loan portfolio, which should 
become an important element of an integrated credit 
risk management system. 

2. Develop special techniques for a 
determination of credit limits and their practical 
application, considering global development trends. 

3. Implement special instruments of risks 
diversification by industries and sectors of economy, 
geographic areas, groups of borrowers, types of 
loans, type of currency, etc., that allows to reduce the 
overall losses within a tolerable average range. 

4. Create a balanced portfolio. 
5. Conduct on the basis of current and 

projected trends in world economy timely 
reconfiguration of credit. 
 
Corresponding Author: 
Dr. Nurgaliyeva Aliya Miyazhdenovna 
Turar Ryskulov Kazakh University of Economics 
Zhandosov Str, 55, Almaty, 050035, Kazakhstan 

 
References 
1. Eremina, N., 2013. "Basel-3" as "Glean up 

tool". Date Views 24.04.2014 
www.gazeta.ru/business/2013/09/20/5661653.sh
tml. 

2. Hung, W.-M. and J.-H. Lin, 2012. Option-based 
modeling of technology choices and bank 
performance. ICIC Express Letters, Part B: 
Applications, 6(8): 2019-2024. 



Life Science Journal 2014;11(10s)      http://www.lifesciencesite.com 

 

http://www.lifesciencesite.com         lifesciencej@gmail.com  432

3. Kaneko, T. and H. Nakagawa, 2008. A bank 
loan pricing model based on recovery rate 
distribution. International Journal of Innovative 
Computing, Information and Control, 4(1): 101-
108. 

4. Lin, J.J., R. Jou, C.-H. Chang and W.M. Hung, 
2014. Bank spread behavior and default risk in 
response to capital regulation in Merton, Black 
and Black-Merton structural frameworks. 
International Journal of Innovative Computing, 
Information and Control, 10(1): 211-231. 

5. Wang, X. and L. Wang, 2007. Study on Black-
Scholes stock option pricing model based on 
dynamic investment strategy. International 
Journal of Innovative Computing, Information 
and Control, 3(6B): 1755-1780.  

6. Basel 3 in Russia: The first results. On-line 
conference of 28.03.2014. Date Views 
24.04.2014 
www.bankir.ru/iconf/34#ixzz32L7PME90. 

7. Mingaleva, Z. and M.A. Aitkazina, 2013. Multi-
Agent Model for Financing Innovative Projects 
in Agriculture. World Applied Sciences Journal, 
24(2): 222-226. DOI: 
10.5829/idosi.wasj.2013.24.02.13187. 

8. Mingaleva, Z. and A. Gataullina, 2012. 
Structural modernization of economy and 
aspects of economic security of territory. 
Middle East Journal of Scientific Research, 
12(Issue 11): 1535-1540. DOI: 
10.5829/idosi.mejsr.2012.12.11.1927. 

9. The Central Bank of Russia. Date Views 
24.04.2014 www.cbr.ru. 

10. The National Bank of the Republic of 
Kazakhstan. Date Views 24.04.2014 
www.nationalbank.kz. 

11. IMF. Date Views 24.04.2014 
http://www.imf.org/external/russian/. 

12. Agency of the Republic of Kazakhstan for 
regulation and supervision of financial market 
and financial organizations. Date Views 
24.04.2014 www.afn.kz. 

13. International Finance Corporation. Date Views 
24.04.2014 www.ifc.org. 

14. Finmarket. Date Views 24.04.2014 
www.finmаrket.ru. 

15. Sequoia Credit Consolidation. Date Views 
24.04.2014 www.sequоiа.ru. 

16. Analytical bulletin. Banking system of Russia. 
Trends and projections. Date Views 27.04.2014 
www.vid1.rian.ru/ig/ratings/b_banki_12.pdf. 

17. Rating of sectors of the economy by a share in 
past-due debt. Date Views 21.04.2014 

www.riarating.ru/banks_rankings/20140417/61
0614176.html. 

18. Bessis, J., 2009. Risk Management in Banking. 
Chichester: John Wiley & Sons.  

19. Credit risks to the banking system, 2010. 
Financial Stability Report: 26-35. 

20. Vodová, P., 2003. Credit Risk as a Cause of 
Banking Crises. Date Views 21.04.2014 
www.researchgate.net/publication/228420636_
Credit_Risk_as_a_Cause_of_Banking_Crises. 

21. Chen, A.H., Ju. N. Mazumdar and S.C. Verma, 
2006. Correlated default risks and bank 
regulation. Journal of Money, Credit and 
Banking, 38(2): 375-398.  

22. Hoggarth, G., L. Mahadeva and J. Martin, 2010. 
Understanding international bank capital flows 
during the recent financial crisis. Bank of 
England Financial Stability Paper, 8. 

23. Nielsen, M., S. Pezzini, K. Reinold and R. 
Williams, 2010. The financial position of 
British households: evidence from the 2010 
NMG Consulting survey. Bank of England 
Quarterly Bulletin, 4(50): 333-345. 

24. Moore, W., 2010. How do financial crises affect 
commercial bank liquidity? Evidence from 
Latin America and the Caribbean. MPRA Paper 
2010-21473. Munich: Munich Personal RePEc 
Archive. 

25. Capacity of Russian Federation citizens to pay 
for their credits had dropped to a minimum of 3 
years. Date Views 11.05.2014 
www.finmarket.ru/main/article/3706428. 

26. Inflation in the Republic of Kazakhstan in 
February 2014. Date Views 27.04.2014 
www.zakon.kz/4607044-infljacija-v-respublike-
kazakhstan-v.html. 

27. Mingaleva, Z., M. Zhumabayeva and G. 
Karimbayeva, 2014. The reasons of non-
performing loans and perspectives of economic 
growth. Life Science Journal, 11(Spec. issue 5): 
157-161. 

28. Rapid increase of past-due loans. Date Views 
21.04.2014 www.forbes.kz/ 
finances/finance/vertikalnyiy_vzlet_prosrochen
nyih_kreditov. 

29. Abdulova, S.N., 2009. Approaches for a 
reduction of a likelihood of credit risk 
appearance. Karzhi-Kazharat, 5-6. 

30. Nazarbekova, R.S. and N.N. Uzhalgas, 2012. 
Improvement of credit risk management in 
second-tier banks of Kazakhstan. Russian 
business, 11(209): 174-178.  

 
6/27/2014 


