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THE RELATIONSHIP BETWEEN FINTECH AND FINANCIAL LITERACY
OF THE POPULATION OF KAZAKHSTAN

Abstract

The aim of this article is to study the relationship between Fintech and financial literacy of the
population. Fintech is changing the landscape of financial services, and this article aims to examine
how these changes affect the financial literacy of the population. The article analyzes the role of
Fintech in promoting financial education, and how companies develop tools and resources to improve
the financial literacy of consumers. It also discusses potential issues with the implementation of
financial technologies, such as data security and privacy, and the importance of addressing these
challenges to ensure equal access to financial services or products. Financial education is an important
tool for reducing poverty and inequality. This article looks at the household debt burden in
Kazakhstan and how it has increased over the past five years, despite positive growth in median
wages. To address this issue, the article suggests improving financial literacy among the population
to prevent households from taking on additional loans and further increasing the debt burden. Finally,
the article concludes by emphasizing the importance of banks in supporting the country's economy
and the need for them to maintain a balance between corporate and retail lending to minimize risks
and ensure sustainable growth.
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INTRODUCTION

Fintech is rapidly transforming the financial services industry and advancing financial
education. The company uses innovative technologies such as mobile applications, artificial
intelligence, blockchain and cloud computing to provide personalized banking services to consumers,
including those traditionally underserved by traditional financial institutions.

Financial education is an important tool for reducing poverty and inequality. Fintech
companies are developing innovative educational tools such as online financial education courses
(gamification) or real-time personalized financial advice for finance professionals.

Financial education can help individuals and communities gain access to financial services,
as well as significantly increase the financial literacy of individuals or communities, which can lead
them to better outcomes for each of them and their groups (Chen and Volpe, 1998; Lusardi, 2017).
While financial isolation is a serious obstacle to economic development. By providing financial
education, people can gain the knowledge and skills to access financial services or products such as
bank accounts, loans, and insurance.

Financial education can help reduce the risks of making financial decisions. A low level of
financial literacy leads to bad financial decisions: taking on too much debt and not saving for the
future or increasing the current debt burden. In the long run, this can have long-term consequences,
such as limited access to credit and a higher risk of poverty. Practicing financial education will help
people make informed decisions about their finances.

Also, financial education helps people understand their financial situation, determine their
financial capabilities and set goals to achieve these goals. This is important from the point of view of
poverty reduction in general: increasing financial opportunities allows a person to acquire the skills
to control their finances.

Financial education can help reduce inequality. Capital equity is a major impediment to
economic growth because it limits the ability of individuals and communities to access financial
services and products. By providing financial education, people gain the knowledge and skills they
need to deal with financial matters. This can help them make informed financial decisions or promote
economic growth.

It should also be noted that financial education is an essential tool for reducing poverty and
inequality. By expanding access to financial services, improving financial decision-making, and
empowering people to take control of their finances, it can help increase financial resilience and
promote economic growth. There is a growing understanding around the world that financial science
and financial education are closely related. Research has emphasized the importance of multilateral
collaboration between government, financial institutions, and civil society to address these complex
challenges (Dettweiler et al., 2017; Lusardi and Mitchell, 2014; Atkinson and Messi, 2013).

The purpose of this article: to study the impact of Fintech on financial literacy. Fintech, or
financial technology, is rapidly changing the landscape of financial services, and this article aims to
explore how these changes affect the financial level of the population.

An analysis of the role of Fintech in promoting financial education, as well as how companies
are developing tools and resources to increase consumer financial literacy. Discussing potential issues
with fintech adoption: data security and privacy; the importance of meeting these challenges while
ensuring equal access to financial services or products.

LITERATURE REVIEW
Fintech is rapidly transforming the financial services and products industry and is also driving
financial education. In its mobile operating system, fintech uses innovative technologies in mobile
applications to provide personalized finance to the consumer, such as those not traditionally served
by traditional financial institutions (Ding et al., 2018).
Fintech is rapidly transforming the financial services and products industry, which is driving
the development of financial education. In 2021, the volume of the global financial market will be
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$460 billion; this demonstrates the significant growth potential of this sector in the future (Statista,
2021). Fintech innovations such as mobile banking and robotic advisors have provided the consumer
with convenient financial services. Fintech companies have been able to use big data and artificial
intelligence to provide personalized financial advice and improve financial literacy. As such, the
fintech industry is poised to continue to disrupt traditional financial services and promote the growth
of consumer financial education and knowledge.

Fintech companies play a key role in advancing financial education. They develop innovative
educational tools and resources such as online financial integration courses or personalized financial
advice, gamification. Some scholars identify areas for studying digital financial literacy: financial
technologies, financial behavior in a digital environment, and behavioral interventions (Koskelainen
et al., 2023). Fintech companies are partnering with traditional financial institutions and nonprofits
to provide financial education programs. However, to increase financial literacy among the
population, attention should be paid to disadvantaged groups: women, rural residents, the poor, micro,
small and medium enterprises (Morgan, 2022).

The impact of Fintech on financial decision making is significant. Fintech companies enable
consumers to make informed financial decisions by providing them with access to financial
information and tools. Fintech offers its customers an easy-to-use application with the ability to track
their expenses over the phone, make investments.

In the financial market, fintech has had a significant impact on financial decision-making,
with some studies claiming that it has expanded access to financial services and products. Others
believe the opposite has contributed to a lack of transparency or increased risk in financial decision
making through personalized advice and data analysis, but there are concerns about the degree of
protection of sensitive data (Haddad et al., 2019; Sharma et al., 2020).

Fintech uses machine learning and artificial intelligence to develop sophisticated algorithms
to help consumers make better financial decisions. But even with the many benefits of Fintech, there
are implementation challenges. For example: some consumers do not have access to the necessary
technologies or feel uncomfortable using fintech services.

However, the adoption of Fintech has not been without challenges, especially in developing
countries with insufficient legal frameworks and infrastructures. Users may also experience health or
cybersecurity issues, quality of service and customer support. Collaboration between fintech firms
and regulators is needed to address such issues Abdullah et al., 2020; Amankwah-Amoah & Ifere
2020).

Financial inequality is a major issue affecting economies and societies around the world and
is measured through economic and statistical indicators. Here are some of the most commonly used
types of measure of financial equity. According to Piketty (2014), in recent decades, economic
inequality has increased in many countries due to various factors such as globalization, technological
change, and tax policies. Researchers have used a variety of statistics to measure financial inequality,
including the Gini coefficient, which ranges from 0 (total equality) to 1 (total inequality), the Palma
coefficient, and the coefficient of variation (Atkinson & Brandolini, 2009; Ferreira & Litchfield,
2019). These measures have revealed significant disparities in the distribution of income and wealth,
which have important implications for social welfare and economic growth (Stiglitz, 2012). Recent
studies have also examined the impact of financial inequality on various outcomes such as health,
education, and social mobility (Deaton & Case, 2015; Wilkinson & Pickett, 2021). Moreover, some
researchers have proposed policy solutions to reduce financial inequality, such as progressive
taxation, universal basic income, and social safety net programs (Saez & Zucman, 2019; Standing,
2017). However, the effectiveness and feasibility of this policy remains a matter of debate (Kleinbard,
2014; Roemer, 2016). In conclusion, financial inequality is a complex and multifaceted issue that
requires interdisciplinary research and collaborative efforts to address its root causes and
consequences.
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Fintech can fill the gap in access to traditional financial services by providing affordable and
accessible financial services to the underprivileged. However, there are concerns that fintech could
exacerbate existing inequalities, as low-income people may lack the necessary technological
infrastructure to access these services. In addition, fintech can rely on algorithms that reinforce
existing biases, which further disadvantage marginalized groups.

Research shows that there is a significant relationship between financial inequality and the
adoption of fintech, with low-income people less likely to use fintech. In addition, studies have shown
that fintech may not always be effective in addressing financial exclusion as some services fail to
meet the specific needs of underserved communities. However, there is also evidence that fintech can
reduce financial inequality, especially in developing countries where traditional financial services are
limited Garrido-Moreno et al., 2020; Gibson, M. S., & Kozlowski, S. W. J. (2020)

To solve these problems, more attention needs to be paid to the development of FinTech
solutions that are accessible to everyone, regardless of income or technological infrastructure. In
addition, more research is needed to understand the specific barriers that prevent low-income people
from adopting fintech and develop effective strategies to overcome these barriers. Finally,
policymakers must ensure that the fintech regulatory framework supports financial inclusion and does
not exacerbate existing inequalities (Kshetri, 2018; Mishra et al., 2020; Stiglic & Vintar, 2019).

The population of Kazakhstan mainly consists of persons with relatively low incomes. As a
result, a significant part of their income goes to food expenses, which limits their ability to meet other
needs and save money. Many factors influence income inequality in a country, including access to
education and health care, migration, wage and minimum wage systems, globalization, information
technology, economic growth and infrastructure development. It is important that the government
take into account the influence of these factors when developing social policies to combat poverty
and reduce its level (Zhilyaev, & Baikova, 2014).

This article examines the socio-economic transformations in society and how social issues
have become aggravated in connection with the global crisis over the past 10 years. The author offers
his own interpretation of social policy, emphasizing the importance of maintaining the status of social
groups in society. The article analyzes the uneven distribution of material wealth between different
classes in Kazakhstan using the decile coefficient of income inequality and assesses the quality of life
and welfare of the population (Smagulova, & Tanzharikova, 2017). The analysis shows significant
disparities in income levels and highlights the importance of education in human capital. The article
offers recommendations for improving income distribution, including the redistribution of wealth
from rich to poor groups and the use of progressive taxation.

METHODOLOGY

In world practice, to assess the level of debt burden of households, financial stability indicators
developed by the International Monetary Fund (IMF) are used:

- The ratio of household payments to service the debt and repay its principal amount to income.

To measure the uniformity of the distribution of material wealth between different classes in
Kazakhstan, some scientists consider a decile coefficient above 10. This can lead to an increase in
social tension, an increase in crime, etc. (Smagulova & Tanzharikova, 2017).

In Kazakhstan practice, the debt burden ratio of the borrower is used, which is calculated as
the ratio of the amount of the monthly payment on all outstanding loans of borrowers and overdue
payments for the last six months to the average income of the borrower at the end of the last year.

In this study, to assess the debt load of the population, the indicator of the ratio of household
payments to debt service was used, which reflects the share of total income spent to repay loans to an
individual.

This indicator is calculated according to the following formula [1]:
Amount of debt service payments

The ratio of home payments to debt =
Where,

. (D

Gross disposable income
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The amount of debt service payments is the part of the household's total income for the
calendar year used to pay off debt.

Gross disposable income - household income, including the following sources: wages
received for employment, income from the activities of the self-employed, property income, transfers
from the state budget, other income net of taxes.

The calculation methodology is approved by the IMF and is used in domestic practice, and is
published on a regular basis on the official website of the National Bank of the Republic of
Kazakhstan (2023). It is used to assess the degree of financial stability of households and market
risks, and is an important tool for monitoring the economic situation in the country.

Data

This text presents data on lending in the banking sector for the period from 2018 to 2022,
including the structure of the loan portfolio and repos. Specifically describes the change in the share
of loans issued to legal entities or individuals; as well as small businesses. As well as data on median
wages and the share of household income used to pay off debt. The data is provided by the regulator
- the National Bank of the Republic of Kazakhstan (National Bank of the Republic of Kazakhstan)
on a quarterly basis to assess the level of debt burden of the population in the last 5 years.

Results and discussions

Historically, bank lending has been the main source of meeting the demand for borrowed
funds for all economic entities: legal entities, the public, commercial banks themselves, and others.
Until 2017, corporate loans in the structure of the loan portfolio of second-tier banks occupied a
leading position, but in recent years, increased activity in the retail lending market has changed
everything in the opposite direction. The figure below shows data on the dynamics, as well as the
structure of the loan portfolio of the country's commercial banks for the period from 2018 to 2022,
by the end borrower and REPO transactions.
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Figure 1. Dynamics and structure of the loan portfolio of STBs for 2018-2022
Sourse: National Bank of Kazakhstan
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The presented figure shows how the loan portfolio of banking institutions increased over a 5-
year period. Compared to 2018, the amount of loans issued in the economy increased by 1.7 times,
following the results of the 2022 reporting period. Despite economic shocks like the Covid-19
pandemic, geopolitical tensions in the banking sector show positive trends in lending, which indicates
the high role of banks in the functioning of the country's economy.

When considering the structure of the loan portfolio, one can clearly see the growth in the
share of loans issued to individuals: from 36% of the total amount in 2018, the share increased to
54% by the end of 2022, while the share of loans to small and medium-sized businesses decreased to
26 %, and the share of legal entities was 18%, against 29% five years earlier. The stable growth of
loans to individuals in the structure of the total portfolio of STBs raises certain concerns regarding
the concentration of borrowed capital and massive defaults.

Figure 2 presents data on median wages, and the share of household income directed towards
repayment of existing debts. The data is provided by the regulator - the National Bank of the Republic
of Kazakhstan, on a quarterly basis. The most up-to-date information is the 3rd quarter of 2022.
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Figure 2. Dynamics of the ratio of household debt service payments to income and median
wages for 2018-2022
Sourse: Agency for Strategic planning and reforms of the Republic of Kazakhstan Bureau of National
statistics & National Bank of Kazakhstan

First of all, it should be noted the positive growth dynamics of both the median wage and the
debt burden indicator. Over 5 years, the median income level of the population increased by 1.9 times,
while the indicator of financial stability for the household sector increased by 1.3 times. At first
glance, the level of debt burden is not large - in 2022, 5.29% of income, and with the level of income
of the corresponding period - 204,149 tenge, the level of payments will be 10,799 tenge. But if we
delve into the structure of household expenditures of the country, in which expenditures on food
products account for 52.1% [5]. Thus, after spending on loans and food products, only 92,614 tenge
remains at the disposal of the household for all other expenses during the month, which leads to the
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need to apply to the bank for a loan to meet current needs and, as a result, an increase in the debt
burden of the household.

The level of debt burden can also be assessed based on the most common (modal) salary of
employees, which at the end of 2022 amounted to 68,565 tenge [4]. In the same case, the expenses
allocated for repayment of debts and the main item of expenses of the population will be 36,000 tenge,
which also generates demand for borrowed resources and creates a credit funnel and contributes to
the growth of the debt burden.

CONCLUSION

Based on the provided information, it is clear that there has been a significant shift in the loan
portfolio of the country's commercial banks over the last five years. The increase in retail lending has
surpassed corporate lending, with loans to individuals occupying a significant portion of the total
amount issued. This shift is indicative of the changing needs of borrowers, and the ability of banks to
adapt to changing economic circumstances.

Despite economic shocks such as the Covid-19 pandemic, the banking sector has shown
positive trends in lending, highlighting the significant role of banks in supporting the country's
economy. However, the increasing concentration of borrowed capital and massive defaults in the
retail lending market is a cause for concern. It is essential for banks to maintain a balance between
corporate and retail lending to minimize risks and ensure sustainable growth.

In conclusion, banks remain a critical source of borrowed funds for all economic entities. As
the economy continues to evolve, banks must remain adaptable to meet the changing needs of
borrowers. It is essential to maintain a balance between corporate and retail lending to minimize risks
and ensure sustainable growth in the long term.

The data presented in Figure 2 shows positive growth dynamics in both the median wage and
the debt burden indicator in Kazakhstan over the past five years. However, the level of debt burden
for households is still a cause for concern, as the majority of household expenditures are allocated
towards food products, leaving very little disposable income for other expenses. This creates a
situation where households may have to take on additional loans to meet their needs, leading to a
further increase in the debt burden.

To address this issue, it is necessary to improve financial literacy among households to help
them better manage their finances and avoid taking on unnecessary debt. Additionally, there needs to
be a greater focus on creating more job opportunities and increasing wages to improve the overall
financial stability of households. Banks and other lending institutions should also consider
implementing more responsible lending practices, such as stricter eligibility criteria, to reduce the
risk of borrowers taking on excessive debt.

The government and other relevant stakeholders should also collaborate to develop policies
that promote a more balanced distribution of income and reduce income inequality. This will not only
improve the financial stability of households but also boost economic growth by increasing domestic
demand. In addition, enhancing financial inclusion through the development of alternative financial
service providers will help to reduce the dependence of households on banks and other traditional
lending institutions.

In conclusion, while the positive growth dynamics of median wages and the debt burden
indicator in Kazakhstan is a positive development, the high level of debt burden for households is
still a cause for concern. Addressing this issue will require a multi-faceted approach that involves
improving financial literacy, creating more job opportunities, increasing wages, and promoting
responsible lending practices.
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