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FINANCIAL SUSTAINABILITY OF THE BANKS:
AN EXPERTS” ASSESSMENT

The rise of sustainable finance, which involves financial tools operating within the framework of
environmental, social, and governance principles adopted by companies and financial institutions, is
gaining traction in major global markets. According to the Global Alliance for Sustainable Investments,
these approaches already account for 35.9% of total invested assets. This trend is driven by a new global
reality where long-term development cannot take place without addressing deepening environmental
and social contradictions. The article aims to assess the priority of ESG of the banks as sustainable
finance factors for the development of the recommendations, as the assessment of the ESG principles
in the banks of the country allows for the identification of further courses of sustainable finance
development. Furthermore, the investigation of leading countries’ experiences in environmentally and
socially responsible investment and its role in the banking system reveals both common and specific
features that could be effectively implemented in Kazakhstan. The research methodology entails experts’
assessment from the middle management level of the banks of ESG impact of 9 factors by AHP method.
The AHP method allows investors to systematically compare and prioritize used ESG factors, that relates
to their significance as the indicators for assessment the state and prospects for the ESG principles
implementation in the bank’s activity in Kazakhstan. The obtained results allow to suggest that priority
instruments for ESG promotion in the country are a legislative framework and the state program. The
study illustrates that the integration of ESG factors into the strategy of sustainable development of banks
contributes to the growth of their assets by increasing demand for sustainable products and attracting
new customers. The findings have practical implications for banks related to sustainable finance and ESG
criteria-based investing.

Key words: Sustainable finance, ESG, decarbonization, banks, experts’ assessment.
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BbaHKTepAjiH, KapXbIAbIK, TYPAKTbIAbIFbI: CaparniubIAQpAbIH, 6aFaraybl

OAEMAIK  KApXXbl HapbIKTapblHAQ KOMMAHMSAAQP MEH Kap>Kbl WMHCTUTYTTapbl KabblApaaFaH
3KOAOTMSIABIK, SAEYMETTIK >KOHEe KOPMopaTMBTIK >KayankepuliAik KarmaaTTapbl ascblHAQ KapXKbl
KYPaAAapbIH MaiAaAaHyAbl KO3AENTIH TyPakTbl KApP>XKbIAQHABIPY TYXXbIPbIMAAMACBIHbIH, TaHbIMAAABIFbI
apTbin KeAeAi. TypakTbl MHBECTULMSAAPAbIH XahaHAbIK, AAbSIHCbIHBIH MBAIMETTEPi OOMbIHLLA, MyHAAI
TOCIAAEP MHBECTULMS KYMbIAFAH aKTUBTEPAIH >KaAMbl KeAeMiHiH 35,9% — KamTbin oTbip. byA ypaic
DKOAOTUSABIK KOHE SAEYMETTIK KaillbIAbIKTApPAbl LIEWNen y3ak, Mep3iMAl AamyFa 6eT aAyAblH
MYMKiH eMEeCTIriH TyCiHAIpeAi. MakaAaHblH MakcaTbl TypakTbl Kap>KblAAHABIPY akTopbl peTiHAe
6aHkTepaeri ESG npuHumMnTepiHii 6acbiIMAbIAbIFbIH 6araray. CoHaan-ak, Tarbl 6ip Makcar, eAiMi3AiH
GaHkTepiHaeri ESG karmaatTapbiH GaFaAan, TypakTbl Kap>KblHbl AAMbITYAbIH OAaH 9pi GaFbITTapbiH
aHbIKTayFa MYMKIHAIK GepeTiH TYLIbIMAbI YCbIHBIMAAPAbI 83ipAey. COHbIMEH KaTap, XKeTeKLLi eAAepPAIH
3KOAOTUSIABIK, )KOHE BAEYMETTIK >KayarnTbl MHBECTULIMSIAQY CAAACbIHAAFbI TAXiPMOECiH XKaHe OHbIH H6aHK
KYMeCciHAEri peAiH 3epTTeiai >kaHe KasakctaH TaxipmbeciHe eHrisyre 6G0AATbIH YKaAMbl >kaHe epekiue
beAriaepiH aHbIKTaAbl. 3epTTey aaictemeci AHP (MUMA) saici apkbiAbl 6aHK MEHEAXKMEHTIHIH opTa
OybIH capaniubiAapbiHbiH 9 ESG dhakTopbiHbIH 8cepiH 6arararayFa HerispeAreH. bya aaic uHBecTopaapra
KasakcraHaarbl 6aHkTepaiH KbidmeTiHe ESG karFmaaTTapbiH eHri3reHHeH KeiiH, OHbIH, Kal-Kyii MeH
nepcrekTuBaAapbiH HararayAblH MHAMKATOPbl PETIHAE >KYMEAI TYPAE CaAbICTbIPbIN OTbIpyFa >KoHe
6acbiMAbIK, bepyre MyMKIHAIK Gepeai. 3epTTey HaTuXKeciHAe aHblkTaaraHAal, ESG dpakTopAapbiH
6GaHKTEPAIH TypaKTbl AaMy CTpaTerusiCbiHa eHri3y TypaKTbl OHIMre CypaHbICTbl apTThIPbIN XOHE >KaHa
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Financial sustainability of the banks: an experts’ assessment

Ty apKblAbl OAQPAbIH aKTUBTEPIiHIH 6cyiHe biKmnaA eTeai. AAblHFaH HaTuxeAaep ESG wapTTapbiHa Heris-
AEATEH TYPaKTbl KAP>KbIAQHABIPY KOHE MHBECTULIMSIAQY asCbiHAQ BaHKTep YLLiH TaXipnbeAik MaHi 30p.
Ty¥in ce3aep: TypakTbl KapxkbiraHAbIpy, ESG, aAekapobaHaay, 6aHkTep, capaniibiaap Garasaybl.
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®uHaHcoBas YCTOﬁ‘-IMBOCTb 6aHKoOB: OLleHKa 3KCnepToB

PasBuTHE yCTOMUMBOrO (hMHAHCMPOBAHMS, KOTOPOE BKAIOUAET B cebsi (PMHAHCOBbIE MHCTPYMEH-
Thbl, AEACTBYIOLLME B PaMKaX 3KOAOTMYECKMX, COLIMAAbHBIX M YNPABAEHUYECKNX MPUHLIMMIOB, MPUHSTBIX
KOMMaHUAMM U (PUHAHCOBBIMM MHCTUTYTaMM, HabupaeT 060pOTbl Ha OCHOBHbLIX MUPOBbIX pbiHKax. 1o
AaHHbIM [AOBGAABHOIO aAbsIHCA YCTOMUMBbBIX MHBECTMLIMIA, HA AaHHblE MOAXOAbI NMpuxoanTcs 35,9%
oT 06uero o6bema MHBECTMPOBAHHbIX aKTMBOB. AaHHasi TeHAEHUMs 06yCAOBAEHA HOBOM FAOGaAb-
HOW PEaAbHOCTbIO, B KOTOPOM AOArOCPOYHOE PasBUTME HE MOXKET OCYLLECTBASTbLCS 6e3 pelleHns yr-
AYOASIOLLMXCS SKOAOTMUYECKMX M COLMAAbHbBIX MPOTUBOPEUMI. AaHHAs CTaTbsl HampaBAEHA HA OLIEHKY
npuoputeTHocTn ESG npuHUMnoB 6aHKOB Kak pakTopa YCTOMYMBOrO (PUHAHCUMPOBAHUS C LLEABIO pas-
paboTKM peKoMEHAALMI, MOCKOALKY oLeHya npuHumnoB ESG B GaHKax CTpaHbl NMO3BOASET OMPEAEAUTb
AaAbHelLLIMEe KypCbl Pa3BUTUS YCTOMUMBBLIX (PMHAHCOB. boAaee TOro, nccaepoBaHue oOnbiTa BEAYLUMX
CTpaH B 06AACTU 3KOAOTMYECKM 1 COLMAAbHO OTBETCTBEHHOIO MHBECTUPOBAHUS U €r0 POAU B BAHKOBC-
KOWM CHCTEME BbISBASET Kak obLume, Tak 1 crieumdryeckme 4epTtbl, KOTOPble MOTYT ObiTb 3hHEKTUBHO
peaan3oBaHbl B KazaxctaHe. MeTOAOAOIMMS MCCAEAOBAHMS MPEAMNOAAraeT OLLEHKY 3KCrepTamm Cpea-
Hero 3BeHa MeHeAXXMeHTa 6aHkoB BAMSIHUS ESG 9 chakTopoB metoaom AHP (MMA). AaHHbIi MeToA
MO3BOASET MHBECTOPAM CUCTEMATUYUYECKMN CPABHMBATb M PACCTABASTb NMPUOPUTETbI MO MCMOAb30BAHHbIM
ESG-akTopam, CBS3aHHbIX CO 3HAUMMOCTbBIO B KQ4YeCTBE MHAMKATOPOB AASt OLLEEHKM COCTOSIHMS U Nepc-
neKkTMB BHeApeHns npuHumnoB ESG B aesateabHOCTb 6aHKkoB B KasaxctaHe. MccaepoBaHme MAAOCTPU-
pyeT, uTo nHTerpaums ESG-gakTopoB B CTpaTermio yCTOMUMBOro pa3smntust 6aHkoB crnoco6CTByeT poc-
Ty MX aKTMBOB 3a CYET YBEAMYEHMNS CMPOCA HA YCTOMUMBBIE MPOAYKTbI M MPUBAEUYEHNS HOBbIX KAMEHTOB.
[NoAyyeHHble pe3yAbTaTbl MO3BOASIOT MPEANOAOXKMNTb, YTO NMPUOPUTETHLIMU MHCTPYMEHTAMM NMPOABU-
eHus ESG B cTpaHe sBASIOTCS 3aKOHOAATeAbHas 6a3a M rocyAapCTBeHHast nporpamma. Pesyabrathbl
MMEIOT MPaKTUYeCcKoe 3HaueHne AAS GaHKOB, CBA3AHHbIX C YCTOMUMBbLIM (PMHAHCMPOBaAHMEM M MHBEC-
TMpOBaHWeM Ha ocHoBe Kputepues ESG.

KatoueBble caoBa: yctoinumoe duHaHcupoBanue, ESG, aekap6GoHusaums, 6aHKM, aKcrepTHas
oLeHKa.

Introduction

The biological crisis, which led to the stagnation
and decline of the world economies, both developing
and developed countries, caused quite serious
damage to humanity. The current situation on the
world stage was deepened by the political crisis, and
persistent climate-related catastrophes, which led
the world economies into imminent economic and
social crises. During these challenges, ESG has come
under increased scrutiny from regulators globally.
There is a growing demand for stricter disclosure
of climate goals in environmental funds, and more
attention on ESG investments. This intensified focus
on ESG has both positive and negative implications
for companies operating in the international
investment landscape. ESG investments are being
influenced by significant trends based on the risks of
climate change and the zero emissions. Increasing
attention is being paid to issues related to ecosystem
decline, social inequality, regulatory changes and the
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ongoing debate on the establishment of ESG criteria,
which cover various aspects such as environmental
sustainability, social accountability and corporate
governance (MSCI ESG Research, 2024). These
considerations encompass various aspects linked
to climate change as carbon credit funds, emission
insurance coverage, comprehensive exploration into
achieving zero-emission targets, decarbonization
strategies pertaining to industrial real estate.
Financial institutions must now use the stress tests
related to climate change, and there are regulations
concerning market access that are unrelated to
deforestation. Investors have taken a proactive
approach by reporting key indicators of adverse
impacts ahead of potential mandatory requirements.
ESG experts vigilantly observe supply chain
challenges by examining potential for lab-created
products, implementing blockchain technology
to trace items, and recovering precious materials
from electronic waste to transform the landscape of
contentious raw material origins. The TCFD (Task
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Force on Climate-related Financial Disclosure)
identified reporting on climate targets as the most
important area requiring improvement (Carney,
2017). Even though there are efforts for buildup
uniform reporting standards across jurisdictions,
differences still exist leading to inconsistencies in
regulatory requirements for climate change targets
resulting in data gaps which make it challenging to
assess and compare corporate promises (Drago C.
et al., 2024). An increasing number of authorities
worldwide require financial institutions to conduct
stress tests related to climate risks with several
insights emerging from, the Bank of England, the
European Central Bank and the Bank of Canada have
used stress tests for assessment potential impact

Accurately modeling climate risks at the
industry level and understanding the distribution of
income and risks by sector or country, and emission
intensity, continues to pose a significant challenge.
Many banks evaluated by the ECB do not have
enough predictive and detailed information about
climate risks in their risk management processes
Closing the gaps in data, specifically those related
to category 3 emissions and the strategies of clients
and contractors for adapting to climate change, is
crucial for attaining a thorough comprehension of
vulnerability to climate-related risks.

Challenges in developing and validating climate
risk models arise from uncertainties surrounding
the timing of climate-related risks and the limited
availability of historical data. New regulations
mandate banks to measure their balance sheets’
exposure to climate change risks — regardless of
zero-balance targets — highlighting deficiencies
in data related to climate change which should be
addressed through stress tests.

For gaining the objective of the article the
structure consists from the Literature review
section for investigating the main trends in the
ESG studies and sustainable finance development
in the different countries; the Methodology section
for the implemented methods illustration; the
Results and Discussion section for the obtained
results discussion; and the Conclusion section for
recommendations development for second-tier-
banks in Kazakhstan integrated ESG principles as
the element of the global sustainable system.

Literature review

Investors need comparable, consistent, and
meaningful information to make decisions.

Kazakhstan, like other countries around the
world, has been deeply impacted by global financial

crises. These crises have manifested in various forms
such as fluctuations and recessions across different
sectors. A biological crisis ensued triggering an
economic downturn which resulted in Kazakhstan’s
financial system experiencing its first recession in
twenty years (Shirazi et al., 2021)

The financial system in the country primarily
comprises the banking, with a smaller proportion
represented by the insurance market and stock
market. The number of banks within the sector has
decreased significantly since its inception as an
independent financial system, currently standing at
22. According to the National Bank of Kazakhstan,
the second-tier-banks hold a total volume of assets
amounting to 37,18 trillion tenge (nationalbank.
kz).

Over the past decades, the banking industry
has undoubtedly become a crucial component
of the economy, serving as the foundation of the
nation’s financial framework., which makes a great
contribution to economic growth and stability.

The country’s financial institutions have
successfully bounced back from a series of
disruptions that have affected the economy since
the onset of the worldwide economic downturn in
2008. They now exhibit strength and adaptability in
coping with current challenges, such as the impact
of COVID-19 and military operations in Ukraine.

Banks in Kazakhstan have achieved increased
success in implementing fintech and digitalization,
positioning the banking system as a leading
sector of the country’s economy when it comes
to advancements in information technologies and
innovations.

Nevertheless, despite the successful
development, some indicators suggest that the
banking sector still does not play a proper role in
the economy — relative indicators such as the share
of assets, loans, and deposits to GDP, allowing for
international comparison, are still much lower than
in developed and even in many developing countries.

The financial system and banking sector actual
situation, the Global trend and necessity for turning
the attention and development course for the
sustainable and stable specter specifies further going
on.

Banks, as middlemen, mainly employ the capital
from their clients to conduct financial activities.
It is essential for banks to carefully evaluate the
cost-benefit outcome in order to safeguard their
customers’ funds. The efficient utilization of these
resources by banks is a critical measure of their
long-term sustainability. Although it is crucial
for banks to integrate ESG measures, there is
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insufficient research on whether they yield increased
profits through the adoption of such programs
and offsetting related expenses. Consequently, the
impact of introducing and disclosing ESG initiatives
on bank cost effectiveness remains uncertain (Chang
Helen et al., 2021). The shift towards sustainable
development necessitates prioritizing environmental
factors for investment decision-making.

The issue stems from the fact that when
enacting such investment choices, the anticipations
of those involved in the procedure align with
business principles, wherein profitability is sought
after from green investment portfolios and at least
breaking even from environmentally friendly
business initiatives. However, this objective may
not always be achievable. For resolving the issue,
the United Nations Environment Program presented
a concept of a “golden balance,” which assumes that
financial intermediaries strive to maximize profits
in their daily activities and considering long-term
environmental sustainability goals (Khudyakova,
L.S. 2018).

Clients and investors are increasingly interested
in investing in companies that follow high standards
of ethics and social responsibility, as these
information and tools for assessment ESG criteria,

US: Enhanced disclosure of
ESG investment practices by
investment consultants and
investment companies

Canada: Disclosures
-
for ESG-related funds

/

Australia: Disclosure
guidelines 1013DA
section

New Zeeland:
Disclosure framework
for investment products

EU: Sustainable Finance
Disclosure Regulation

ESG funds
regulation

allow to make informed investment decisions
(Volodina A.S et al., 2023).

Banks are facing increasing pressure to address
ESG issues due to regulatory requirements,
investor scrutiny, and consumer preferences for
sustainability. Technological breakthroughs are
crucial to facilitate ESG integration and drive
growth. Companies that combine ESG innovation
with technology are demonstrating rapid growth and
attracting investment (Yadav R.A. et al., 2023).

As there are problems affecting daily living in
today’s world, as poor air quality, new regulations
for online businesses, and others, Investors are
becoming more inclined to hold their companies’
boards accountable for addressing climate change,
which involves scrutinizing data on climate risk
management and strategies to minimize emissions
in specific markets.

The ESG principles are one of the fast-developing
area across the world, the state of the countries,
companies and financial institutions turn their focus
on the factors of the sustainable finance. Thus,
there are jurisdictions that create and advance their
legislative and regulation requirements and elaborate
conditions for ESG principles implementation by
companies and financial institutions.

UK: Sustainable Finance
Disclosure Requirements

Singapore: Disclosure and

reporting guidelines for Retail

ESG funds
—» Hong Kong: Circular for Mutual
trust and mutual fund managers
Malaysia: Guidelines for
Sustainable and responsible funds
Taiwan: Disclosure rules of
SITE for ESG funds

N

India: Disclosure norms for ESG funds
Philippines: ASEAN Sustainable and Responsible funds Standards
Thailand: Sustainable and Responsible investing funds Standards

Figure 1 — ESG fund regulation in countries
Note — Compiled by the authors (Kuanova et al., 2023)

There is a noticeable trend towards increased
regulation in ESG-focused funds. Regulatory
authorities globally are showing greater concern
about fund names and their responsibilities to reveal
details about their categorization. The European
Union’s Sustainable Finance Disclosure Regulation
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has led the way by requiring more open reporting
for ESG funds, prompting other prominent market
regulators to adopt similar measures.

The countries such as Australia, and Singapore,
Hong Kong have proposed recommendations
for ESG reporting standardization in investment
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decision-making. The in the European Union and
Canada have done an extra step for classification of
the sustainable funds based on their ESG integration
levels, which corresponds with varying disclosure

@ Materiality assessment associated with climate change
@ Climate scenario analysis such as degree of warming
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similar efforts — a significant development given its
status as the world’s largest fund market handling
over 60% of global fund investments.
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Figure 2 — Performance of the banks on climate risk indicators disclosure
Note — Compiled by the authors (MSCI ESG Research, 2024)

Business lending is in decline, which was noted
by the Head of State in his Address to the People
of Kazakhstan in September 2023 (Kassym-Jomart
Tokayev, 2023).

The reasons for the extremely low level of
corporate lending and its constantly decreasing
share in the loan portfolio of banks are related to the
fundamental problems of our economy.

There are the main points of the banking sector
development:

- The assets and debt grow at a lower rate than
the economics of the country;

- The industry still has excess liquidity that is
accumulating and being used, but it have not been
effectively directed to credit business;

- The main problem of the sector is still one of
the insufficient lending of the business;

- The state dominates the mortgage lending
market;

- Consumer loans continue to grow steadily and
exceed business lending;

- Companies’ funds are flowing into more
profitable instruments;

- Deposits of the population are growing
sluggishly;

- The dollarization of deposits has reached a
historic low level for past 16 years;

- The banking sector’s profits grow due to high
interest margins and commission income is unstable
and cyclical;

- Capital adequacy levels remain consistently
high;

- The banking sector looks stable today against
the background of the risks of secondary sanctions.

Kazakhstan’s banking sector is represented
by 21 second-tier banks, including 11 banks
with foreign participation, and 8 subsidiary
banks. The total assets of the banking sector was
15,109 billion tenge in 2013, and this figure had
increased to KZT 49,172 billion in 2023, there
was a significant increase for approximately
3,25 times in assets of the banking sector over
this time.

Annual changes the assets of banks over the past
10 years (the period from 01.12.2013 — 01.12.2023)
are graphically shown in figure 3.
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billion tenge

01.01.2013 01.01.2014 01.01.2015 01.01.2016 01.01.2017 01.01.2018 01.01.2019 01.01.2020 01.01.2021 01.01.2022 01.01.2023

Figure 3 — The STB assets of the Republic of Kazakhstan for 2013-2023
Note — Compiled by the authors (Finreg, 2024)

Based on the data from the National Bank’s
summary reports of the, the authors analyzed the
second-tier banks’ assets increase rates for the period
from 01.12.2013 to 01.12.2023 (figure 4.), with the
decline in 2017 at -5.92%.

The second-tier banks’ total assets average
increase rate in Kazakhstan for the period from 2013
to 2023 is 12,9%, which is positive, indicating an
increase in the sector.

With the growing awareness of environmental
issues, social responsibility and effective
management of the corporate sector, the demand for
banking products and services that take these factors
into account is increasing. Banks offering such

products can attract more customers and increase
their assets.

The banking sector role in driving economic
development has witnessed a decline for the recent
years. This is evident from indicators such as asset-
to-GDP ratio (38,4%) and bank loans-to-GDP
ratio (20%), both comparatively low figures when
compared to developed countries where this indicator
often exceeds 100%. The problem loans accounted
for approximately 20% of total loans extended by
Kazakh banks. In these circumstances, there is a
need to be involved in the international processes of
the financial system and to meet the requirements of
development as well as sustainability.

-5,92%

01.01.2013 01.01.2014 01.01.2015 01.01.2016 01.01.2017 01.01.2018 01.01.2019 01.01.2020 01.01.2021 01.01.2022 01.01.2023

Figure 4 — The STB assets dynamic of the Republic of Kazakhstan for 2013-2023
Note — Compiled by the authors (Finreg, 2024)
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Table 1 — The average growth rate of the total assets of the STB of the Republic of Kazakhstan for 2013-2023

Date, years Total assets, billion tenge The increase rate of assets, % Average growth rate, %
01.12.2013 15109 -
01.12.2014 18 076 19,63
01.12.2015 22 633 25,21
01.12.2016 25 681 13,47
01.12.2017 24 161 -5,92
01.12.2018 24 877 2,96 12,90
01.12.2019 26 114 4,97
01.12.2020 30385 16,36
01.12.2021 36723 20,86
01.12.2022 43 057 17,25
01.12.2023 49 172 14,20
Note — compiled by the author based on the source (Finreg, 2024)

The previous research indicates a lack of in-depth
investigation into the analysis of ESG experiences
within international and local organizations. Recent
studies have mainly focused on limited aspects
of ESG principles and their relation to financial
sustainability. Despite this, very few studies have
investigated the ESG principles integration in the
banks’ activity.

Methodology

For assessing ESG effects on financial
institutions sustainability the authors have choose
the AHP method, this method is reorganized as
suitable for valuation unmeasurable criteria, such as
social, environmental and governance effects on the
local level for the country. The Analytical Hierarchy
Process is a widely utilized method in academic
research and various industries for multi-criteria
decision-making. Developed by researcher Saaty
in the 1970s, this approach offers a straightforward
and effective problem-solving tool that does not
necessitate expensive or complex software. With
its hierarchical model, AHP allows decision-
makers to analyze their professional experience,
knowledge, and judgments using numerical data.
In addition to facilitating decisions with multiple
competing goals, it also serves as an evaluation tool
for different network providers based on various
Quality of Service criteria (Saaty, 1980) (Wu et al.,
2017) (Kuanova, 2022).

The AHP involves breaking down the issue at
hand by examining its factors and their relationships.
The selected elements are then grouped into

hierarchical levels, forming a structured framework.
Each element is compared to one another at
each level, resulting in a judgment matrix being
established. By calculating the maximum eigenvalue
of the matrix and obtaining the corresponding
orthogonal feature vector, the weights of these
elements are determined. AHP proves to be a
versatile and robust tool for assessment as it allows
for evaluating results based on pairwise relative
criteria and options. The relative significance of two
criteria is assessed using a numerical scale ranging
from 1 to 9. A score of 1 indicates the highest level
of importance, while a score of 9 signifies that the
first criterion is significantly more important than
the second criterion.

To determine the values of the factors (Al, A2,
..., An) obtained from the mathematical matrix, each
factor is assigned a corresponding positive number.
The goal is to find the value for each factor Ak where
k=1,2,..n.

Mathematical matrix AHP:

A= (aijj{ﬂ'li L Oy " amz}(l)

where

a;; and a; — A matrix’s elements;

i — matrix row;

j — matrix column.

The following task involves gathering the
evaluations of the experts regarding the weightage
of each criterion. The expert evaluates each
criterion individually using a special scale called
Relative Importance Scale, which assigns a specific
assessment value to each criterion. These values
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range from 1 to 9, with intermediate values such as
3, 5, and 7 in between.

The weights obtained are derived from the
principal eigenvector of the decision matrix utilizing
AHP methodology. The significance of eigenvalues
becomes evident in various dynamic phenomena
such as wunstable oscillations and vibrations.
Eigenvalues of a matrix determine the frequency of
oscillations, while eigenvectors provide insight into
their shape. Analyzing eigenvalues can be applied
to evaluate ESG impacts on financial sustainability
within banks.

(Aj:l:.rmxu =

= [a'll xl a’l:l:x:lz I:]"’:lﬂl a’mnx:: ] (2)
where

X = (x1, ..., xn) — selected indicator vector;

n — selected ESG factors

The factors of the AHP matrix for the financial
institutions ESG activity there have been used
factors based on the inputs and outputs indicators
for the Environmental, Social and Governance areas
of the financial institutions. The following table
illustrates factors and criteria for the AHP matrix
(Gai et al., 2023):

Table 2 — Factors for AHP of the banks’ ESG activity

Environmental Social Governance

Disclosure of

E — screenin . .
& conflicts of interest

Employee turnover

Financing of low-

carbon and green | Gender wage gap Transparency
projects
Climate risk Employee Corruption and

assessment satisfaction taken measures

Note — Authors’ own

Using the AHP method, we can weight and
rank these factors and indicators based on their
importance to financial institutions. This enables us
to prioritize the development and implementation of
ESG principles and make well-informed decisions.

E-screening plays a vital role for financial
institutions in making decisions about financing
projects. This process involves assessing the
environmental impact of projects and ensuring
compliance ~ with  sustainable  development
principles. By conducting e-screening, financial
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institutions can identify potential risks associated
with negative environmental impacts, preventing
possible financial losses, and reducing reputational
risks. Actively conducting e-screening enhances the
reputation of financial institutions among clients,
investors, and society, influencing consumer choices
and fostering long-term partnerships. Integrating
environmental aspects into their strategies through
e-screening contributes to sustainable development
and adherence to modern business standards.

Financing low-carbon and green projects
presents new business development opportunities
for financial institutions such as loans for renewable
energy, energy-efficient technologies, sustainable
agriculture, and other environmentally sustainable
sectors. Supporting projects aimed at reducing
carbon emissions and mitigating environmental
impacts contributes to global efforts against climate
change.

Climate risk assessment is increasingly
important due to its potential effects on various
aspects of financial institution activities; it has
become a key element in strategic risk management.
Anticipating threats related to climate events
like floods or droughts enables the development
of mitigation measures while also identifying
innovative opportunities for creating products or
services that address climate challenges.

Constant staff turnover can reduce the
operational efficiency of financial institutions.
Frequent staff changes result in additional costs
for training new employees and may lead to the
loss of valuable experience and knowledge. Clients
and investors may perceive high staff turnover as a
sign of instability, affecting trustworthiness. Team
resilience is crucial for achieving long-term goals,
as a team with constant turnover faces difficulties in
innovating and introducing new ideas. A sustainable
team contributes to more efficient work processes
and innovation.

The elimination of the gender wage gap
demonstrates social responsibility on behalf of
the financial institution while supporting equality.
Nowadays, clients and investors are increasingly
concerned about social justice issues, including
gender equality in remuneration and career
opportunities. Addressing the wage gap promotes
talent utilization leading to improved business
processes. Gender equality fosters employee
satisfaction, motivation, and creates a positive work
environment essential for increased productivity.

Employee satisfaction plays a pivotal role in
maintaining organizational health and achieving
long-term objectives. Higher employee satisfaction
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also correlates within creased productivity, enriched
customer service, and diminished staff turnover.
Salary levels, bonus programs, career prospects
transparency, and professional development
opportunities significantly impact employees’
contentment. Attention to determinants influencing
employee satisfaction has become tantamount to
effective  HR management strategy. Disclosing
information regarding conflicts of interest is
essential for financial institutions as it aligns with
their transparency and ethical behavior strategy.
Revealing such conflicts help mitigate situations
that may jeopardize clients’ interests. Ethical
standards mandate that these institutes serve client
best interests diligently while avoiding conflicts of
interest making disclosure perquisites. Institutions
which display transparent policies regarding
conflicts of interest build stronger, long-lasting
relationships with their clients and partners. These
practices also boost reputation and reduced ethical
violation ship risks.

Transparency in the operations of financial
institutions builds trust with customers. Clear insight
into how the institution functions and manages
finances helps to cultivate strong relationships. This
transparency also ensures compliance with relevant
laws and regulations, mitigating legal issues and
fines. Understanding financial transactions and
investment strategies enables more effective risk
management. Transparent reporting allows for better
identification and assessment of potential risks.
Investors and partners typically prefer working
with institutions that provide accurate information
about their activities, making transparency a key
factor in deciding on collaboration opportunities.
Additionally, it can drive innovation in product
development by aligning offerings with customer
needs and expectations.

Table 3 — Resulting priorities of ESG principles, 9 factors

In today’s landscape, clients are increasingly
factoring in an anti-corruption stance when
selecting a financial partner. Institutions actively
combatting corruption stand to attract more clients
and investors as they reduce associated financial
risks such as asset loss or expenses related to corrupt
practices’ aftermaths while upholding corporate
governance  principles—contributing  positively
towards sustainable societal development aligned
with Corporate Social Responsibility principles.

The selection of the considered 9 factors relates
to their significance as the indicators for assessment
the state and prospects for the ESG principles
implementation in the bank’s activity in Kazakhstan.
To address the primary inquiry, it is essential to
simulate the environmental, social, and governance
elements of considered nine banks in Kazakhstan,
and will be discussed in the next section.

Results and discussion

As has been explained the methodology of
AHP for the effects, that are complicated measure
in physical units and considering that ESG criteria
implementation is essential for the country’s
financial system and financial sustainability of the
organizations, the authors have analyzed experts’
assessment. The method of AHP has been used to
evaluate the ESG criteria effects in Kazakhstan on
the level of second-tier-banks. There have been
used 9 selected experts’ (management of the banks)
in finance from 9 different banks for receiving
the index weight of ESG impact of 9 factors: for
Environment — 3 factors, Social — 3 factors, and
Governance — 3 factors. According to the obtained
experts’ assessment there has been developed the
matrixes of the scales of priorities by 9 selected
factors of ESG (table 3).

PR R R R N A N I N A R A RS = o
Expert 1 | Expert 2 | Expert 3 | Expert 4 | Expert 5 | Expert 6 | Expert 7 | Expert 8 | Expert 9*
1 |E - screening 30,61 133,71 (2831 14711522 (1483|2811 |272]1 - -
o |Bnvironmental risk information o 5 | 17713 | 187]3 [13,6] 2 |23.8] 1 [22,5] 1 [21,7] 2 |260| 2| - | -
disclosure
Climate risk assessment 1551311792 120,7(2 ({1283 | 8,6 |6 |11,0 18,9 1291 3 - -
4 |Employee turnover 5,8 7,8 7,9 12,0 4 | 143 11,3 17,114 | 92 - -
Gender wage gap 92 481|488 |4(10,8|5|10,4|5 (15,6 5,5 95 4| - -
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Table continuation

£ = R R O A R R P =R = e < o

Expert 1 | Expert 2 | Expert 3 | Expert 4 | Expert 5 | Expert 6 | Expert 7 | Expert 8 | Expert 9*
6 |Employee satisfaction 621616, 5016199 |6|13,6]/4 10,071 3,0 5,6 - -
7 |Disclosure of conflicts ofinter-1 7 1 |5 | 38| 7| 48 [7 | 94| 7|81 (7 1006|267 |36[8] - | -
8 |Transparency 4,1 | 8|28 3,7 8,8 42 | 8128 | 8| 1.8 3,6 |7 - -
9 |Corruption and actions take 141912019219 |180|9|1,8[9|18|9[1,4]9|24]9 - -
Note-Calculated using the AHP Priority Calculator

Expert 9* — Expert number 9 was excluded by the author due to the improbability of estimates of the ESG factors

Table 3 shows the obtained values of expert
assessments on the priority of ESG principles, 9
factors calculated using the AHP calculator. Having

built the matrix according to the estimates, 9 experts

calculated the eigenvector and the priority scale of 9
factors, ESG principles.

Table 4 — Scale of priorities results for experts’ assessment Matrixes

Factor Priority Rank
1 | E —screening 22,69% 1
2 | Disclosure of Environmental risk information 20,53% 2
3 Climate risk assessment 15,16% 3
4 | Employee turnover 10,86% 4
5 | Gender wage gap 10,02% 5
6 | Employee satisfaction 7,55% 6
7 | Disclosure of conflicts of interest 6,49% 7
8 | Transparency 4,06% 8
9 | Corruption and actions take 2,63% 9
Note — Compiled by the authors

As we can see from Table 4, the first priority was
given to the Electronic Screening factor with a value
0f 22,69%, the second priority was the Financing of
low—carbon and green projects (20,53%), the third
was the Climate Risk Assessment factor (15,16%),
the fourth priority was Staff turnover (10,86%),
the fifth was the Gender Wage gap factor salary
(10,02%), the sixth priority of the factor is Employee
satisfaction (7,55%), the seventh is Disclosure of
information about conflicts of interest (6,49%),
the eighth is Transparency (4,06%) and the ninth
priority is Corruption and actions taken (2,63%).

The investigated ESG factors development
in selected countries of the world could be the
case for the further promotion in the field. Thus,
the ESG principles implementation Road map for
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Kazakhstani financial sector has been launched in
March 2023. There are step by step plans for the
common 3 years. There are 5 main objectives of the
financial market regulation of the ESG principles
integration:

- the ESG risks exposure information Disclosure
by financial institutions;

- the ESG risk management and the carbon
footprint of the loan portfolio assessment;

- Implementation of ESG principles in the risk
management system and corporate governance;

- the ESG risks monitoring and integration into
the supervision system (Finreg, 2023)

Kazakhstan has set a national goal of achieving
carbon neutrality in its economy by 2060. The
strategy outlines comprehensive decarbonization
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measures across various sectors and emphasizes the
need to update production processes. An estimated
investmentamount of 10 billion US dollars isrequired
by 2030, with the remaining 600 billion US dollars
expected to be invested by 2060. Approximately
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610 billion US dollars will be allocated towards
low-carbon technologies as part of efforts to attain
carbon neutrality. The strategy addresses key areas
such as energy, industry, transportation, agriculture,
and buildings to work towards a Net Zero future.
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Figure 5 — ESG bonds and Green credits in Kazakhstan, 2021-2023
Note — Compiled by the authors, source: www.stat.gov.kz

The Agency for Regulation and Development of
the Financial Market of Kazakhstan has approved
a plan to gradually integrate ESG principles into
the country’s financial sector, starting in early
2023. This roadmap outlines phased strategies
over the next three years. JSC “Development Bank
of Kazakhstan” issued the first “green” bonds
on the Kazakhstan Stock Exchange valued at 10
billion tenge in 2023,. The European Bank for
Reconstruction and Development allocated up to
150 million US dollars in financing to financial
institutions involved in the GEFF Kazakhstan II
project, which is designated for lending to small and
medium-sized enterprises and individuals aiming to
develop green technologies, mitigate climate change
risks, promote circular businesses, and foster gender
equality.

Integrating ESG factors into risk analysis
allows banks to better understand potential threats
related to environmental, social, and managerial
aspects while taking appropriate measures to reduce
them. This enables banks to minimize losses and
preserve their assets. Banks that actively engage in
sustainable activities by integrating ESG factors into
their strategy can attract more investors who prefer
companies with high standards of management and
social responsibility ultimately leading towards an

increase in investment volume as well as an increase
in bank assets.

ESG factors are driver of development of new
products aimed at addressing environmental issues,
promoting social justice, and improving governance.
These innovative products may attract new customers
thereby increasing a bank’s assets. The adoption of
sustainable practices can effectively reduce costs
related to solving environmental problems, increase
energy efficiency and optimize management—
ultimately resulting in increased income and asset
growth. Regulators are increasingly requiring banks
to demonstrate compliance with ESG standards.
Banks that successfully meet these requirements
gain advantage over competitors leading to an
increase in assets.

Conclusion

ESG factors contribute to the growth of banks’
assets through increasing demand for sustainable
products, reducing risks, attracting investments,
stimulating innovation, improving efficiency and
compliance with regulatory requirements.

The introduction of ESG factors into the
strategy of banking sustainable development (STB)
can contribute to an increase in the growth of banks’
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assets. Banks need to develop products and services
that consider ESG factors. These can be sustainable
investments, green loans, socially responsible
funds, etc. Supporting clients in their desire to invest
in accordance with the principles of sustainable
development will help to attract more funds and
expand the bank’s assets.

The expert’s assessment demonstrates that the
first priority is Environmental, the second priority
1s the Social, and the last is the Governmental
as sustainable finance development factors. The
obtained results allow to suggest that priority
instruments for the ESG promotion in the
country is legislative framework and the state
program. The Decarbonization strategy with the
Road map implementation started the process
of environmentally sustainable development
of the financial institutions, while other two
factors under the recommendation characteristics
from the regulator on the rudimentary period of
implementation.

It is also necessary to implement an ESG risk
management strategy. Develop systems and tools for
assessing and managing risks associated with ESG
factors. This includes the analysis of environmental,
social, and managerial risks in making credit
decisions, investments, and other operations.
Minimizing such risks will help to preserve and
increase the bank’s assets.

Generally, financial institutions are encouraged
to strengthen reporting on ESG factors by providing
information on their sustainable development
efforts, including specific indicators, achievements,
and plans. Transparency about their ESG initiatives
will help strengthen the trust of customers, investors,
and the public, which in turn will lead to growth and
efficiency of their activities.

The search for new opportunities in the
field of green finance, energy conservation,
sustainable construction, etc., as well as work on
the development and implementation of effective
sustainable development strategies, cooperation
with various stakeholders will help identify new
opportunities for growth and strengthen the position
of financial institutions in the market.

The introduction of ESG factors into the
sustainable development strategies of financial
institutions not only contributes to the growth of
their assets, but also improves their reputation,
reduces risks, and creates long-term business
value.

From the perspective of developing country
potential for advancing sustainable finance in
Kazakhstan, distributed stock market tools will play
a crucial role in facilitating the effective allocation
of environmentally friendly investments. This will
enhance transparency in channeling these resources
into the actual economy sector.

Given the unique raw material characteristics
of national economy, along with the decline in air
quality in major cities, growing water scarcity,
and other environmental challenges, it is essential
to develop a roadmap for sustainable finance that
prioritizes key sectors and industries.
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