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Tyiiin

Maxkara omeOMeTTe >KETKUTIKTI JeHredne wrepinMereH, Kazakcranmarbl McmaMmIOpelK KapKbl KbI3MET €TYiHIH
epeKIIeINiKTepiHe JKOHEe JaMy MoceleliepiH 3epTTeyre apHanrad. VcrmaMablK KapiKbUIAaHIBIPYIBIH eNIeTi OarbIThI
corrbI 10 KBUIIA THICTI JaMyBIH TallaraHABIKTaH, aBTopiaap McmaMabIK KapKeIHBI JaMBITYIBIH 6TKEH TOXKipHOECiH
3epeney XKoHe OIaH opi ecy YIIiH €HCepiTyi THIC KeAeprijepai aHbIKTay MaKCaThIH aJiFa KOMIBL.

HcmaMapIk Kap Kbl 3aHHAMACBIHBIH OTKCH TOKIpHOECIH Tangay jKoHe MCIaMIBIK KapKbl KYpalgapblH Hainanany
Herizinme omapael Kazakcran McnmamMabiK Kap Kbl HHIYCTPHACHIHIA KONIAHYIBI OeJICeHIipy OOWBIHIIA YCHIHBIMAAP
93ipIeH]I.

Maxkaraga KonmaHOANbsl 3epTTey, FRUIBIME aOCTpaKIUs XKOHE JKYHETIK TOCUT omicTepi KOJINAHBUINBL 3epTTey
OapBICBIHIA JKacallFaH KOPBITHIHIEI VcTaMIbIK Kap KBICHIHBIH KYIITI JKOHE 9JICi3 )KaKTaphl MEH MYMKIHIIKTEPi KOHE
KayilTepiH TaJaayFa HeTi3JeNTeH.

3eprrey HoTKenepi Kazakcranmarsr MicnaMapIK KapKBIHBIH TaMy OaFnapiaMacklH KOOpAWHANMSIAY Ke3iHIe 3aH
IIBIFAPYIIBI )KOHE 3aH aTKapyIIbl OpraHIapbIMEH KONIAHBUTYBI MyMKiH. COHBIMEH KaTrap 3epTTey YCHIHBIMAApHI,
MEMIICKETTET1 3aHHaMaHbI JKeTUIipyne He OonmMaca, apHaiibl McnaMapIK KapKbl Typajsl 3aHHAMAHBI KYpyZa OpbIH
aIyBl BIKTUMAJ. 3epTTey HOTIDKENepl CallaHBIH JKETKINIKCI3 ecy Moceleci, enne TaHmainFaH McaaMIblK KapiKel
JKYHeCiHIH KOHCepBaTUBTI OAFBITHIHIA OOITYHI JKoHE Oenrimi Oip MpyIeHINAIIBIK, OFaH KOCa JIEyMETTIK IIeKTeyIep-
IiH OOMyBIHIA EKEHIH KOPCEeTTi.

Tyiiin ce3mep: MCIaMABIK KapKbl, HCIAMIBIK OaHK, MCIAMIBIK Kap>KbUIBIK HHCTHTYTTAPIBIH CANBIFBL, ACTaHa
XanblkapaiblK KapKbl OpTasbIFbl.

AHHOTaNug

Crarpst TIOCBsIIIeHa 0COOCHHOCTSIM (PYHKIIMOHMPOBAHMS W MEPCIEKTHBAM pPa3BUTHS MCIAMCKUX (PUHAHCOB B
Kazaxcrane — oxHO# 13 o06iacTeld, HEJOCTAaTOYHO KPUTHYECKN M3ydeHHOHU B smteparype. IlockonbKy HanpaBieHne
HCIIaMCKUX (PMHAHCOB B CTpaHE HE HAILIO JOJDKHOTO pa3BUTHS 3a mocieanue 10 jer, aBTopamy IOCTaBJIeHa el
W3YYEHUs! MPOILIOTO OIbITA Pa3BUTHSI MCIAMCKUX (DMHAHCOB WM BBISBJICHHS MPEMSTCTBHH, KOTOPBIE JIOJKHBI OBITH
MIPEOJIOIEeHBI A UX JalbHemero pocta. Ha ocHOBe aHanM3a npeablIyiero onbITa HCIaMCKOTO 3aKOHOATeNbCTBa
W WCIIONB30BAaHMS WCIIAMCKHX (DMHAHCOBBIX HWHCTPYMEHTOB pPa3paOOTaHbl M IPEJIOKEHBI PEKOMEHAAIMH IO
aKTHBU3AIlMM WX NPUMEHEHUs B UCIaMCKoi (hmHaHcoBoi uuaycrpun Kazaxcrana.

B crarbe HCronb30BaHBl METOIBI MPHUKIIAJHOTO HMCCIEIO0BAHMS, HAyYHOH aOCTpaKIMH, CHCTEMHOTO MOJIXOAA.
BrIBOJT pe3ynbTaToB UCCIIEI0BaHUS OCHOBAH Ha aHAJIM3€ CHIIBHBIX M CIIA0BIX CTOPOH U yIpo3 MCIAMCKHX (PMHAHCOB
C LIeJIBI0 MUHUMU3AIHMHU CIa0BIX CTOPOH U YIPO3 /sl SKOHOMUKHU U (PMHAHCOBOM CHCTEMBI CTPAHBI.

Pesynbrarhsl nccnenoBaHus MPOMILTIOCTPUPOBAIIH, YTO MpoOieMa HEeJOCTaTOYHOrO POCTa 3aKioyaeTcst B Ooiee
KOHCEpBATHBHOM CHCTEME MCIaMCKUX (PMHAHCOB, BHIOPAHHOHN B CTpaHe, M HAJIMYUEM OITPE/ICIEHHBIX OrPaHUINTEb-
HBIX 0apbepoB, Kak NPYICHINAIbHBIX, TaK M COLMAIBHBIX. Pe3ynbraTel UCCIEAOBaHUS MOTYT OBITh MCIIOJIB30BAHbI
3aKOHOJATEAbHBIMM M MCHOJHUTENBHBIMUA OpPraHaMHU BJIACTH NPU KOOPAMHAIMM IMPOrpaMMbl Pa3BUTUS HCIIaM-
ckux (unancoB B Kazaxcrane. bonee Toro, paspaboTaHHble B XO/€ MCCICIOBaHUSI PEKOMEHIALMH MOTYT 3aHSATh
MECTO B COBEPIIEHCTBOBAHMM HMMEIOLIErocs 3aKOHOAATENILCTBA WM K€ B CO3JJAHUU OTJENIBHOTO CIEIHAIbHOTO
3aKOHO/IaTENIbCTBA 00 NCIIAMCKUX (PMHAHCAX B CTPaHE.

KaroueBble cjoBa: ucinaMckue (MHAHCHI, WCIAMCKHE OaHKH, HAJIOTOOOJNOKEHHE HCIAMCKUX (DUHAHCOBBIX
WHCTUTYTOB, MEXIyHapOIHBII (PMHAHCOBBIN LIEHTP «ACTaHay.
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Abstract

This article provides a discussion on the issues of Islamic finance development in Kazakhstan — an area which has
not been critically addressed in the literature. As Islamic Finance has not been developed correctly for last 10 years
in the country, the authors set a goal to study the past overview of the Islamic finance for identification obstacles
that should be overcome for further development. Based on the analysis of the previous experience of application of
Islamic financial law and instruments developed and proposed recommendations for implementation to the Islamic
finance industry of Kazakhstan.

There has been used the methods of applied research, scientific abstraction, system approach. The inference of the
study result based on analysis the strengths and opportunities, weaknesses and threats of Islamic finance in order to
minimize weaknesses and threats for the country economy and financial system.

The results of the study can be used for the successful spread of Islamic Finance in Kazakhstan and for
overcoming challenges. Furthermore, the results and the recommendations of the study can be applied by legislative
and Executive authority for coordination strategic development program of Islamic Finance in Kazakhstan.
Furthermore, developed recommendations during the study can be implemented in upgrade of Islamic finance low
or could take a place in creation separate special low in field of Islamic finance in the country. The conclusion of
the research illustrated that the problem of insufficient growth of Islamic finance is a more conservative system of
Islamic finance, which was chosen in the country and there are number of restrictive barriers, prudential as well as
social nature.

Key words: Islamic finance, Islamic bank, taxation of Islamic financial institution, Astana International

Financial Centre.

Introduction

Islamic finance that was considered as the paradox of
financial system. The contemporary history of Islamic
finance can be divided into three stages: a founding
period, during the 1960s, formative period of Islamic
finance from establishment first Islamic bank, Dubai
Islamic bank in 1970 and development period from 1990.
[1] According to Standard and Poor’s and Thomson
Reuters, number of countries that are engaged in Islamic
finance and Islamic economy are over 75 these days and
in 45 of them is Islamic finance regulation system. [2]
Nowadays, there are more than 300 fiancial institutions
and 250 borrowing funds in all over the world and this
number is growing day by day.

A unique feature of Islamic finance is the use of
Shariah principles in products and operations. One of
the most important characteristics of Islamic finance is
that this type of financing is asset-based or asset-backed.
Unlike the traditional financial concept, Islamic does
not consider money as an object of trade and prohibits
lending interest “riba” and uncertainty “garar”.

The difference between Islamic financing and the
traditional one is that the Islamic economic system is a
system based on rules and the principles of preserving
property rights and the inviolability of contracts and has
no speculative component. [3]

The growth of Islamic finance has been phenomenal.
According to Global Islamic finance report of 2018, the
annual turnover of the Islamic finance market reached
2.431 trillion US dollars, and growth rate of World
Islamic finance is about 12% every year for the last
12 years. The global Islamic finance increased by 138
billion trillion US dollars from the end of 2016 to 2017.

[4]
40

These days, the geography of the spread
of Islamic Finance and banking covers 75 countries
and distributed in Gulf Cooperation Council (union
consisting of all Arab states of the Persian Gulf) and
another non-Gulf Cooperation Council, Middle East and
North Africa region. Also, Islamic banks are developed
in South Asia, in the East Asia and the Pacific region in
Sub-Saharan Africa and in Europe. [5]

Despite the strategic role of Islamic finance and the
important position to economy of Kazakhstan, only a
few studies have been focusing on the Islamic financial
sector in relation to legal imperfection.

Methodology.

As a basis for the study of the delivered problem, the
tools of knowledge of economic theory were taken, such
as the analysis of the studies performed in the works of
foreign and domestic scientists was performed.

There has been used the methods of applied research,
scientific abstraction, system approach in the article. The
article is preceded by an in-depth description, especially
scientific study by supplying samples and material for the
deployment of further scientific procedures and methods
regarding Islamic finance. Furthermore, on the basis
of identification strengths and opportunities, as well as
weaknesses and threats of Islamic finance development,
authors have elaborated recommendations.

Literature review

The article studies the development of Islamic
finance in the country and summarizes the information,
which is given in different sources erratically. In
addition, in article are studied the works of economists-
scientists in Islamic finance, who researched features of
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the development and promotion of Islamic finance and
banking in the World and Kazakhstan economy.

For Kazakhstan there were not been available any
literature in Islamic economy and finance in even
in Russian language till 2014, when one of the first
scientist and writer in Islamic finance Baidaulet Yerlan
has written his book “Basics of Islamic finance”. The
article examines the works of Baidaulet Yerlan on
the development and results of Islamic finance in
Kazakhstan, as the leading country in terms of Islamic
finance in Central Asia. [6]

Alexander Wolters research covers in the States
of Central Asia and considers Kazakhstan as a future
Islamic finance hub in the region. [7]

There also had been analyzed the studies of Dr.
Mohd Daud Bakar established on research of Islamic
finance and Islamic securities.

In context of Islamic economy in the article were
studied works of economists and scientists, however
focus is based more on the financial statements of
international financial organizations, such as AAOIFI
(Accounting and Auditing Organization for Islamic
Financial Institutions), CIBAFI (General Council for
Islamic banks and financial institutions), IFSB (Islamic
Financial Services Board) and others. For Kazakhstan
there were used reports of National Bank, Astana
International Financial Center, Ministry of the Finance.

The main and special place in the research played
laws of the Republic of Kazakhstan, which were
adopted for Islamic finance and banking, from Tax and
Civil code to Law on Investments and Insurance, that
were been studied carefully.

Results and discussion

Islamic finance has some benefits, from financial
impact such as providing asset based financial system
to social, like responsible risk sharing. For discussion
potential of Islamic banking system in Kazakhstan, it
is necessary to review the short history of the develop-
ment of this system with critical analyzing short-
comings and gaps. Drawing a parallel between the state
master-plans of the development of Islamic finance the
country and the real situation for last 10 years, with the
goal of creation recommendations based on interna-
tional experience.

The emergence of Islamic finance in Kazakhstan can
be traced back to the 1990s. In January 1992, Albaraka
Kazakhstan was established by the decree No. 5 of
the First President of the Republic of Kazakhstan. The
founder of Albaraka, Sheikh Saleh Kamel, became the
first foreign investor of the newly-sovereign country,
investing 100 million US dollar into the Kazakh
economy. In November 1995, Kazakhstan became a
member of the Islamic Development Bank and in 1998,
the first (and to date only) IDB Regional Office across
Central Asia and CIS, was opened in Almaty. The IDB

began to play an essential role in the introduction and
development of Islamic finance in Kazakhstan and the
projects and initiatives undertaken by the IDB Group has
allowed the country to overcome some major economic
and social challenges. [8]

The next stage of Islamic finance development
in Kazakhstan can be characterized as ‘a period of
precedents’: the first Islamic bank, the first issuance
of corporate “sukuk”, the first “takaful”, “ijara” and
microfinance companies. Despite modest progress, there
is potential for substantial development of the industry,
backed by political will, financial support from the IDB
and initiatives from industry participants. Kazakhstan is
also highly regarded as an Islamic investment destination,
ranking 5th out of 57 OIC-member countries, according
to the Islamic Growth Markets Investment Outlook
report published by Thomson Reuters in 2015. [9]

The National Bank of Kazakhstan (NBK) and
other government bodies have launched a joint effort
to establish a legal framework for Islamic finance,
develop industry infrastructure and increase the level of
awareness about Islamic finance among the public. In
2009, Kazakhstan became the first country in the CIS
and Central Asia to introduce legislation for Islamic
banking and to create the legal basis for the development
of this market segment. In 2011, Kazakhstan’s laws
and regulations in the field of Islamic finance enjoyed
further improvement and establishment of a legal
framework for the issue of sovereign Islamic sukuk.
In addition, this year country’s legislation has seen
further improvement in terms of the creation of a
legal framework for Islamic insurance companies and
the introduction of Islamic leasing operations as well
as expanding the list of authorized Islamic banking
products.

In 2009 the Association of Islamic Finance
Development (ADIF) was established. Its activities
are designed to facilitate the comprehensive
development of the Islamic finance market
in Kazakhstan through active cooperation with
Kazakhstan’s and international organizations.

The newly established Al Hilal bank from Abu
Dhabi has opened its branch in Almaty under a special
protection agreement between both presidents. Since
the establishment of the first Islamic bank, Al Hilal,
in 2010, the number of Islamic financial institutions in
Kazakhstan has been growing each year.

The second Islamic Bank Zaman Bank which has
been converted from conventional to Islamic licensed
only after 7 years in August 2017. According informa-
tion from bank’s website, one of the Bank’s sharehol-
ders is Islamic Corporation for the Development
of the Private Sector (ICD), which is a multilateral
organization and a member of Islamic Development
Bank Group (IDB). The Bank is a partner of “Shariyah
Review Bureau”, a leading international company
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on providing consulting services on Sharia standards
and principles. [10]

As mentioned, Kazakhstan has established
the legal framework for the organization of Islamic
banks, Islamic investment funds, Islamic insurance and
leasing companies, involving the Islamic capital market,
which would enable Islamic securities to be issued. Tax
legislation has been amended to create a level playing
field vis-a-vis conventional players in terms of tax
neutrality at the application of the pro-rata method of
VAT offset for the customers of Islamic banks.

The Law of the Republic of Kazakhstan “On
Amendments and Additions to Certain Legislative
Acts of the Republic of Kazakhstan on the
Organization and Activity of Islamic Banks and
the Organization of Islamic Finance” signed by
the President of the Republic on February 12,
2009 laid the foundation for the development of
Islamic banking in the country.

The following table illustrates all amendments
and additions to legislative acts of the country that

were adopted for Islamic finance.

Table 1 — Amendments and additions to legislative acts

Ne

Legislative act

Amendments content

1

Law «On banks and banking
activities”

- the creation of a legal framework for the functioning of Islamic
banks;

- determination of the forms and methods of state regulation and
supervision of the activities of Islamic banks;

- determination of the list and procedure for the implementation of
Islamic banking operations;

The law «On the securities market

- introducing the concept of Islamic securities (sukuk) and basic con-
cepts related to Islamic securities;

- identification of types of Islamic securities;
- requirements for the Islamic securities issue prospectus;
- presence of a representative of the holder of Islamic securities;

Tax code

- determining types of Islamic banking related to financial services
and exempted from value added tax, as well as types of Islamic securi-
ties and income from them;

- highlighting the concept of investment deposit, investment deposit
income and the procedure for their taxation;
- the conditionality of the conditions for adjusting the total annual in-

come received by an Islamic special purpose company (SPV) in order
to avoid double taxation of Islamic securities;

Civil code

- identifying the basic laws governing relations in Islamic finance;
- identifying features of an Islamic bank loan agreement;

The law «On investment funds”

- the procedure for creating Islamic investment funds;

- the duties of the representative of the holders of Islamic securities of
Islamic investment funds are performed by the custodian;

- Islamic Investment fund Declaration;

The law «On state registration of
rights to real estate and transac-
tions with ity»

- establish the procedure for state registration of rights to immovable
property acquired by an Islamic bank as a trustee at the expense of
investment deposits;

The law on licensing

- determination of the license required for banking operations carried
out by Islamic banks;

Law “On Mandatory Guarantee
of Deposits Placed in Second-Tier
Banks”

- designation with the exception of interest-free demand deposits
and investment deposits placed in Islamic banks from the number of
deposits to be guaranteed.

Source: Law of the RK, Compiled by authors
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It should be noted that the main part of the
amendments for development of Islamic finance
is related to the Law “On Banks and Banking
Activities”. The Law on Banks and Banking
has been supplemented with a new chapter that
regulates the specifics of the creation and activities
of Islamic banks. In addition, it is provided that the
general procedure for regulating the activities of
banks is fully applied to Islamic banks.

No wonder the first-ever legislation revealed
its pure declarative nature just by announcing
the world Islamic finance without systemic
content, clearly showing the lack of knowledge
of international experts on the local environment
which rejected the introduction of Islamic finance.
Another shortcoming of the amendments to the

special Islamic finance lows is the issue of value-
added tax where the markup itself is exempted
from this tax, but the core assets value cannot
be exempt from such compulsory taxation. It is
mainly because of the fact that according to the
basic civil low principles, the real added value done
by the purchase and resale of any goods or services
should be imposed by double value-added tax.
This situation led to utilization mainly commodity
Murabaha and Wakala by Al Hilal bank and Zaman
bank cannot launch its country-wide activities.

Introduction of Islamic finance started earlier
than Al Hilal bank was established by attraction of
financing in the market of Islamic interbank capital
by second-tier banks of Kazakhstan from 2006.

Table 2 — Attraction of financing in the market of Islamic interbank capital by Kazakhstan banks

Date Kazakhstan resident bank Islamic donor bank Description
2005-2006 Bank Turan Alem Calyon Bank/Abu- Attraction
(BTA) Dhabi Islamic Bank financing in the amount of
50 million dollars
2006-2008 Bank Turan Alem Calyon Bank/Abu- Attraction
(BTA) Dhabi Islamic Bank financing in the amount of
200 million dollars
2007-2009 Bank Turan Alem Abu-Dhabi Islamic Attraction
(BTA) Bank/CIMB Bank financing in the amount of
250 million dollars
2009 Bank Turan Alem Islamic Development Bank | Attraction
(BTA) financing in the amount of
100 million dollars
2006-2007 Bank Centercredit Abu Dhabi Islamic Attraction
Bank/ Commercial financing in the amount of
Bank of Qatar/ Boubyan |38 million dollars
Bank/ Dubai Bank PJSC/
Habib Bank
2007-2009 Alliance Bank Calyon Bank/Abu- Attraction
Dhabi Islamic Bank financing in the amount of
150 million dollars
2009 Halyk Bank Islamic Development Bank | Attraction
financing in the amount of
100 million dollars
Compiled by authors

From 2010 the amount of Islamic banking assets
and trend of changes are given in next table.

As we can see from given above data from the
table, Islamic banking assets had intricate dynamic
of change, which started from rapidly increase in

2011, 71,6%, but next year Islamic banking assets
growth rate was just over 8%. In 2014 and 2016
data had negative trend about 20%, however in
2015 and 2017 Islamic banking increased by 89%-
83,7%, respectively.
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Table 3 — Islamic banking assets 2010-2017 in Kazakhstan

Year 2010 2011 2012 2013 2014 2015 2016 2017
IB assets, min KZT 6 508 11 166 12 022 17 042 14 148 26 737 21225 | 38986
Trend, % - 71.6 7.7 41.8 -17 89 -20.6 83.7

Source: www.nationalbank.kz, [11] Sagiyeva R., Kuanova L., 2018.[20] Compiled by author

It should be mentioned, that from 2010 to 2017
(8 year) Islamic banking grew by 6 times (599%)
in Kazakhstan. However, volume of assets of
Islamic banks is less than 1% of all assets of the
banking system.

However, we should take into account the fact
that, Islamic finance is more wider than Islamic
banking and consists from Islamic banking, Islamic
insurance (takaful), Islamic bonds (sukuk), Islamic
leasing (ijara) and macro and micro finance.

Today, the domestic market of Islamic finance
is presented by: 2 Islamic banks, Al Hilal Bank,
Zaman Bank and Islamic leasing companies
“[jara” and Al-Saqr Finance, Islamic micro finance
company “New Finance”, Islamic insurance
company “Takaful” and others.

Development of Islamic finance in Kazakhstan
could be illustrated in the following way up to
creation the Astana International Financial Centre.

2009: Kazakhstan is the first of the CIS
countries to adopt a special legal framework for
Islamic finance; The Association for Development
of Islamic Finance (ADIF) was established;

2010: Al Hilal Islamic Bank started to operate as
a full-fledged Islamic bank under intergovernmental
agreement between Kazakhstan and UAE; Takaful,
the first Islamic insurance company in Kazakhstan
was established as a Mutual Insurance Society.

2011: The 7th World Islamic Economic Forum
(WIEF) was held in Astana; To facilitate Sukuk
market development and expand potential domestic
originators list, a set of new amendments to the
legislation was adopted.

2012: The Road Map for Islamic Finance
Development in Kazakhstan by 2020 was approved
by the Government; The Member Country
Partnership Strategy 2012-2014 was signed by the
Government of Kazakhstan and IDB Group; The
Development Bank of Kazakhstan issued the first
Sukuk to the amount of 76.7 million US dollar; The
National Bank of Kazakhstan became a Member of
IFSB [12].

44

2013: Islamic Corporation for the Development
of the Private Sector (ICD) acquired shares in the
capital of local bank Zaman Bank; ICD and a group
of international and local investors established the
first Kazakhstan Ijara Company. [10]

2014: The National Bank of Kazakhstanreceived
Technical Assistance from IDB to review and
develop Islamic finance legislation in Kazakhstan.
Norton Rose Fulbright was selected within the
framework of this technical assistance to execute
the project; The first President of Kazakhstan,
was awarded the Global Islamic Finance Award
(GIFA); The National Bank of Kazakhstan became
an Observer Member of AAOIFI and an Observer
Member of IIFM [13].

2015: The Memorandum of the Long-Term
Cooperation between the National Bank of
Kazakhstan and the Association for Development
of Islamic Finance was signed in February 2015;
The 12th Summit of IFSB was held in Almaty in
May 2015; Relevant legal provisions to allow
conventional banks to be converted into Islamic
banks; The Fund for Financial Supporting of
Agriculture launched the Murabahah Program
for Islamic Microfinance under the agreement
between the IDB and the Fund; The National Bank
of Kazakhstan established a new Department for
Development of the Regional Financial Centre of
Almaty and Islamic Finance.

From the establishment of the Astana
international financial centre development of
Islamic finance in the republic became more regular
with exact step by step direction, as Islamic finance
is one of the pillar of activity of the AIFC.

2016: The Astana International Financial Centre
was established on the base of the Expo-2017
infrastructure and to confer a special status on the
AIFC.

2017: the Astana Financial Services Authority
(AFSA) adopted the Islamic Finance Rules where
the Islamic Financial Institution is defined as an
Authorized Firm whose license or authorization
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includes a specific condition that the whole of its
business is conducted in a manner fully compliant
with Shariah; The AIFC holds the awards ceremony
of the Global Islamic finance awards [14]

2018: The AIFC Bureau for Continuing
Professional Development started preparing
professionals in Islamic finance in cooperation
with Chartered Institute for Securities and
Investment of Great Britain by Islamic finance
qualification certificate and Advanced Diploma in
Islamic Finance Bahrain Institute of Banking and
Finance (Bahrain), Certified Islamic Professional
Accountant by AAOIFI (Bahrain), Professional
Certificate in Islamic Finance of International
Centre for Education in Islamic Finance (Malaysia);
Astana International Exchange (AIX), a modern
trade platform was created, its strategic partners
are global leaders of the exchange industry — the
Shanghai Stock Exchange, the Silk Road Fund, the
Nasdaq exchange group and the Goldman Sachs
international financial group; The AIFC central
Shariah Advisory board is established; the AIFC
received 3 awards at the Global Islamic finance
awards [15].

2019: ZICO Shariah Advisory Services
presented Master plan (Road map) for the further
development of Islamic Finance in Kazakhstan
to the AIFC by technical support of Islamic
Development Bank.

Working closely with the Asian Development
Bank (ADB), the AIFC has created a favourable
legal and regulatory environment for Islamic
finance and banking, takaful and the Islamic
capital market. For the further development of
Islamic finance legislation, representatives of
the AIFC joined the Technical Committee of the
Islamic Financial Services Board (IFSB), as well
as working groups on the development of IFSB
standards.

The AIFC is forming a fully-fledged market
for Islamic finance. It has created the conditions
for Islamic securities to be issued on the AIX:
the issuance of corporate and sovereign Islamic
securities (sukuk) are planned. The AIFC registered
the first companies operating in the field of Islamic
finance, including Islamic Bank, the Waqf Fund
Investment Fund, Islamic FinTech organizations,
as well as legal and consulting companies [16].

If to turn the attention to the difference of the of
requirements and prudential norms of creation and
activity of Islamic banks in Kazakhstan out of the
AIFC there is only one possible form of full-fledged
Islamic bank. For opening Islamic bank within
the AIFC Islamic Bank must take any one of the
following legal forms: a limited liability company
incorporated under the Companies Regulations of
AIFC; a limited liability partnership incorporated
under the Limited Liability Partnerships
Regulations of AIFC; a branch that is registered
with the AIFC Companies Regulations. (AIFC IB
2018) This aspect is of fundamental importance
for developing Islamic finance in the country as
well as in the region, because by the Low there is
impossible to create Islamic branches of the Banks
and by the AIFC norms there is such a capacity.

The other key aspect is that for opening Islamic
bank there is requirements of Base Capital as for
conventional banks that is 10 billion tenge (about
26 million US dollar), while in the AIFC for Islamic
Bank 10 million US dollar, for Islamic Broker
Dealer —2 million US dollar and for Islamic
Financing Company — 2 million US dollar. These
sums are less than in country more than two-three
times.

Today, more than 180 companies are registered
with the AIFC including an Islamic bank and
Islamic online bank, Waqf fund, Investment fund,
Islamic fintech organizations, as well as legal and
consulting companies on Islamic finance. The
presence of financial institutions can play a positive
role in attracting investment: Kazakhstan ranked
Sthin terms of attractiveness for Islamic investment
among 57 Organization of Islamic cooperation
member countries. [17]

However, despite all created system,
infrastructure especially from the government and
the AIFC, there are number of shortcomings that
need to be solved for further and faster development
of Islamic finance not only in the country, also in all
Central Asia region.

Taking into account all facts that were discussed
previously, authors decided to analyze the
strengths and opportunities, despite the weaknesses
and threats of Islamic finance in Kazakhstan, this
would be useful for illustrating full picture of the
development and identifying ways to solve existing
problems.
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Table 4 — SWOT analysis of Islamic finance development trend in Kazakhstan

Strengths
e Availability of potential market of the IF tools
e New products that are highly trusted

e Control over the use of credit funds according
to Sharia principles

e Government support
e Support by AIFC

e Support from leading Islamic financial institu-
tions

e Access to cheap funding sources

Weaknesses

e Lack of market share, business processes
o Low level of Islamic financial literacy

e Lack of personnel with experience with Is-
lamic financial products

e Incomplete adaptation of local banking and
tax legislation to the specifics of

Islamic finance
e Limited number of operational services

Opportunities

e Excess liquidity in countries with Islamic
economies

e High demand for credit resources from the
corporate sector

e Popularization of Islamic finance in Central
Asian region

e Cooperation of Islamic financial institutions
with universities of Kazakhstan

Threats

e Deepening financial crisis

e Underdevelopment of the national stock
market

e Low awareness of the population, alertness

e Increasing competition from non-Islamic
financial institutions

e Legislative and administrative barriers
e Deterioration of the investment climate

From the analysis of Islamic finance
development trend in Kazakhstan and taking into
account the support of the state, we can summarize
the following:

- the current situation is favorable for Islamic
finance, but there is stagnation in development
process;

- there is an increased demand from both
business and the state to Islamic finance instruments,
however as a result of some administrative ant
legislation barriers there are difficulties in attracting
Islamic investment;

- at the same time, existing expectations are
significantly distorted by the lack of knowledge of
potential clients in the field of Islamic Finance;

-Islamic finance solutions must be effective for
successful competition with conventional banking
products;

- there are some shortcomings and there are
certain ambiguities and difficulties in the tax
accounting of Islamic finance products.

Conclusion

The positive forecasting of the prospects
of Islamic finance by famous analytics and the
extremal high temp of the development of this area
despite world financial crisis prove the necessity
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for active development of the conversion from
the stage of talks and discussions to the stage of
application and implementation.

Despite the fact that Islamic financial institutions
play an increasingly important role in the global
financial system, there are a number of difficulties
and barriers to entry of Islamic Finance into
the traditional market. It is the fact that, Islamic
financial products are adapted in such a way that
traditional banks are able to provide them. At the
same time, the entrance of Islamic banks into
traditional banking markets is often fraught with
certain difficulties related both to the adaptation
of the banks themselves and to the legislative
regulation of banking activities. All of the above
problems are carefully studied in the article.

For the financial system of Kazakhstan,
which is affected by the crisis, the attraction and
development of Islamic finance is very relevant and
promising.

The study of the development of Islamic finance
instruments in developing countries revealed the
leading and fundamental position of Kazakhstan
in this matter, based on the creation of a legal
framework among the CIS countries and Central
Asia. The Law “On Introducing Amendments
and Additions to Some Legislative Acts of the
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Republic of Kazakhstan on the Organization and
Activity of Islamic Banks and the Organization
of Islamic Finance”, adopted in Kazakhstan, is
aimed at determining the forms and methods of
state regulation of the activities of Islamic banks
and the procedure for carrying out Islamic banking
operations. According to the law, amendments
and additions to a number of legislative acts were
adopted, and the analysis of these changes was
carried out in the study.

The low level of Islamic financial literacy of
the population and a misunderstanding of the
mechanism of work of Islamic finance instruments
significantly complicate the development of
financing on the principles of Islam. The lack of
incentive for Islamic investment in the Kazakhstani
market of motivation prevents the influx of Islamic
finance into the country. The absence of a strategy
that determines the focus on the development of
Islamic finance, deficiencies in the legislation and
state support on the organization and development
of Islamic finance, all these factors are an obstacle.

In order to create stimulating motivation for
Islamic investment, it is recommended to create
the necessary organizational, legal and economic
conditions to ensure the attraction of Islamic finance
investments. In particular, it was recommended
to create and apply investment tax benefits and
preferences in the form of tax exemption in the
first limited time of activity of Islamic finance
institutions, which will serve to expand the Islamic
finance market in the country. It should be solved
the problem of double taxation of the Islamic
financial institution.

In addition, the need for making appropriate
amendments to the Law on the Securities Market
was noted, expanding the circle of entities acting
as the originator.

According to study results the main
recommendation for improving the way of
development of Islamic finance is using Malaysian
and British experience of rapid development of
Islamic Finance, consider the introduction of
Islamic Windows, when conventional banks will
have legal ability to provide the Islamic financial
instruments as well as traditional. First of all, this
model of Islamic finance is not required to create
new fully Islamic bank, that means, the costs of
providing Islamic tools will reduce for about from
26 million US dollars in the country to 10 million
US dollars within AIFC. Secondly, it is the only way
to popularize Islamic finance instruments for 80%

of population of the country that use conventional
banking instruments. [11] Because there will be
choice for clients of bank between traditional
instruments and Islamic financial instruments with
all advantages and disadvantages.

It is important to notice that Islamic finance is
the system that based on development real sector
of economic and based on real assets without aby
speculative characteristics. And this feature is real
necessary for attracting international investment in
economics of the country for further development
and national prosperity. [18]

As a result of study of the article, a number of
recommendations and suggestions developed in the
article is of practical importance in the economic
system of Kazakhstan.
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