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ISLAMIC FINANCE INDUSTRY IN KAZAKHSTAN: THEN AND NOW

Kazakhstan is the first Central Asian State to have established the Islamic finance sector and intro-
duced its legal and regulatory framework. This article reviews the history and development of Islamic
finance in the Republic of Kazakhstan. The first section outlines the events and experiences of this
industry chronologically, and examines it historically. The second section scrutinizes laws on Islamic
financing and amendments hereto, considers the various institutional initiatives, and critically analyses
the implementation of the Islamic finance master plan. The research assessed the effectiveness of Ka-
zakhstan’s Islamic finance master plan of 2012-2020 and analyzed the content of the new master plan
of 2020-2025. The findings suggest that Kazakhstan’s Islamic finance market has not grown to date
as expected despite numerous reforms and measures aimed at developing the industry. The research
also revealed the following major challenges impeding its growth: 1) a weak legal and regulatory
framework; 2) tight regulations inhibiting the incorporation of Islamic financial institutions; 3) a dearth
of Islamic finance experts; 4) a low public awareness of the Islamic financial products. Hence, taking
the proper measures to address these challenges is crucial for the growth of Islamic finance industry
in Kazakhstan.

Key words: Islamic finance, Kazakhstan, challenges, legal framework.
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KasakcTaHAaFbl MICAAMADBIK, KAPXXbIAAHABIPY MHAYCTPHUSICbI: OTKEHI MeH OYTiHi

KasakcraH OpTa A3us MEMAEKETTepiHiH apacbiHAQ GipiHLIi BOAbIM UCAAMAbIK, KAP>KbIAQHABIPY
MHAYCTPUSCBIH ~ AAGMbITyFa  YMTbIAbIC — >Kacam, OCbl CaAaAd 3aHHAMAaAbIK-KYKbIKTbIK, 06a3a
KAAbINTACTbIPYAbl KOAFa aAFaH MemAekeT. bya Makaaaaa KasakcraH Pecny6AMKachIHAAFbI MCAAMADIK,
Kap>XbIAQHABIPY MHAYCTPMSCbIHbIH ©TKEH Tapuxbl MeH OYriHri AaMy KapKblHbl 3€pAEAEHAI.
bipiHwi 6eAimae KasakcraHaa >Ky3ere ackaH MCAAMAbIK, Kap>Kbl CaAacblHAAFbl Taxipubeaep
MeH OKMFaAap XPOHOAOTUSAbIK, TOPTINTE KEATIPIAiN, OoAapFa Tapuxu TaAaay >KacaaAbl. EkiHLwi
BGOAIMAE eAIMI3AEri MCAAMABIK, KapP>XKbIAAHABIPY MHAYCTPUSCHI GOMbIHLIA OPbIH aAFaH 3aHHAMAAbIK,
e3repicTep MeH TOAbIKTbIpYAAp, TYPAI MHCTUTYLUMOHAAAblI OGacTamasap, WHAYCTPUSIHbI AAMbITY
YWiH KabblAAQHFAH XKOA KapTaAapbl CbIHM TaAAQy BAICIH KOAAAHY apKblAbl 3epTTeAai. EAimisaeri
2012 — 2020 McCAaMAbIK, Kap>KblHbl AaMbITyFa OaFblTTaAFaH CTPATErUAAbIK, XKOA KapTacbiHAA
GeAriAeHreH XocrnapAblH OpbiHAAAY 6apbicbiHa Oara 6epiain, 2020 — 2025 >KblAAapFa apHaAbIn
GeKiTiAreH >kaHa >KOA KapTacbiHblH Ma3MyHbl TaAAayFa aAblHAbL. 3epTTey HaTuxeci KasakcraH
HapbIFbIHbIH, KOAEMI MCAAMADIK, Kap>KbIAQHABIPY MHAYCTPUACHIH AaMbITy GarbITbIHAQ >Ky3ere ackaH
TYPAi pedpopmarap MeH 6acTaMaAapra KapamacTaH Al KyHre AemiH AiTTereH mexere TOAbIK,
>KeTnereHAIriH KkepcetTi. Taapay HOTUXKECIHAE eAAEri MCAAMABIK, KAp>Kbl CaAaCbIHbIH, KApPKbIHAbI
AaMybIH TeXeyllli MbIHaHAaM (PaKTOpPAap aHbIKTaAAbl: 1) MCAAMABIK, Kap>Kbl GOMbIHILIA KYKbIKTbIK,
MHPaKYPbIABIMHbBIH, 8AI TOAbIKTaM XXeTiAMeYi; 2) Kap Kbl MHCTUTYTTaPbIHbIH, KYPbIAYbl MEH KbI3MeT
eTyiHe 0GaMAaHbICTbl 3aHHAMaAbIK TaAanTapAblH KypAeAiAiri; 3) casa 6GoMbiHIWIA MamaHAaHFaH
KaAp OAeyeTiHiH >eTicneywiairi; 4) >KepriAikTi XaAblKTblH, MCAAMADIK, KapyXbl 6HIMAEPI TypaAbl
aknapaTTaHy AEHreriHiH TOMEHAIri.

Tyiin ce3aep: Mcaamablk Kap>KbiraHAbIPY, KasakcTaH, KeaepriAep, KYKbIKTbIK, MH(DPAKYPbIAbIM.
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MHAYCTPMSI UCAAMCKOro CbMHaHCMpOBaHMH B KasaxcraHe: MPOLUAOE U HacCTosilee

KazaxctaH — nepBas ctpaHa CpeaHell A3uii, NPUAOXKMBLIEE YCUAME AAS PA3BUTUS MCAAMCKOW
(pMHAHCOBOM MHAYCTPUM M (DOPMUPYIOLLAS 3aKOHOAATEAbHO-HOPMaTMBHYIO 6a3y B 3TOM OTPACAM.
B cratbe M3yyeHbl UCTOPUS M MHTEHCMBHOCTb COBPEMEHHOIO Pa3BUTUS MHAYCTPUMM MCAAMCKOrO
¢hpmHaHcmpoBaHus B Pecnybarike KasaxcTtaH. B nepBoit 4acTi B XPOHOAOIMUYECKOM MOPSIAKE MPUBEAEHDI
Kercbl (CoObITUS M OMbITbl), B 06AACTM MCAAMCKMX (DMHAHCOB, peaAu3oBaHHble B KasaxcraHe u
NPOBEAEH MCTOPUYECKMII aHaAM3. Bo BTOPOM 4acTM METOAOM KPUTMUYECKOrO aHaAM3a MCCAEAOBaHbI
3aKOHOAQTEAbHbIE  WM3MEHEHMS M AOMOAHEHWS, PA3AMYHbIE MHCTUTYLMOHAAbHbIE WHWLMATMBDI,
AOPOXKHbIE KapTbl Pa3BUTHS, UMEBLLME MECTO B MHAYCTPUM MCAAMCKMX (hMHAHCOB CTpaHbl. [poBeaeHbl
OLEHKa AOCTMXKEHMS TMAAHOB CTpaTernyeckonm AOPOXKHOM KapTbl, HAMpPaBAEHHOM AAS Pa3BUTUS
MCAAMCKOro (hMHAHCMPOBaHU4 B cTpaHe Ha 2012-2020 rr. n aHaAM3 COAEP>KaHUS YTBEPXKAEHHOM HOBOM
AOPOXHOM KapTbl Ha 2020-2025 roabl. Pe3yAbTaTbl MCCAEAOBAHWMS MOKa3blBAlOT, YTO HE CMOTPS Ha
peaAn3aLmio pasAnyHbIX pedopMm 1 MHNLMATUB, HaNPaBAEHHbIX Ha pPa3BMTME MHAYCTPUM MCAAMCKOrO
bMHAHCMPOBAHNS A0 CUMX MOP HE AOCTUIHYTbl LIeAM pPbIHKQ MCAAMCKMX mHaHcoB B KasaxcraHe. B
pe3yAbTaTe aHaAM3a BbISIBAEHbI CAeAyiolMe (hakTopbl, NPengaTCTBYOWME MHTEHCMBHOMY Pa3BUTUIO
OTPACAM MCAAMCKMX (PUHAHCOB B CTpaHe: 1) He MOAHOCTbIO pa3BMTa MpaBoBas MHAPACTPYKTypa Mo
MCAQMCKOMY (DMHAHCUPOBaHUIO; 2) CAOYKHOCTb 3aKOHOAATEAbHbIX TPEOOBAHMIA, CBSI3aHHbBIX C OTKPbITUEM
M (PYHKUMOHMPOBAHMEM (PUHAHCOBbBIX WMHCTUTYTOB; HEAOCTAaTOK KAaAPOBbIX PECYpPCOB MO AAHHOM
oTpacAu; 4) HW3KUI1 YPOBEHb OCBEAOMAEHHOCTM MECTHOIO HaceAeHUsi 06 MCAAMCKMX (DMHAHCOBbIX

NMPOAYKTaXx.

KAaroueBble caoBa: Vcaamckoe puHaHcuMpoBaHug, KasaxcraH, nperpaabl, npaBoBasi MHdpa-

CTPYKTYpa.

Introduction

Islamic finance is one of the world’s fastest
growing industries. The increasing success rate of
Islamic finance industry in the global arena, as well
as its acceptance as an effective instrument for fi-
nancing, is predicated on the presumption that Is-
lamic financial institutions operate more ethically,
thus upholding a higher moral standard and result-
ing in risk moderation and lower moral hazards
(Z1CO Shariah, 2020). Furthermore, Islamic finance
is closely linked to the real economic sector and its
operations are equity— and asset-backed. It fosters
risk sharing, financial inclusion, and social welfare.
For instance, Islamic banks engage in trading, leas-
ing, rendering fee-based services, and investing in
equities and real estate rather than simply collect-
ing interest income on credits. The core principles
of Islamic finance that are aimed to bring economic
and social justice are: a) prohibition of Riba (charg-
ing interest on loan), b) prohibition of Maysir and
Qimar (gambling), ¢) prohibition of Gharar (exces-
sive contractual uncertainty), and d) prohibition of
engaging in unethical or immoral activities. These
qualities have been shown to contribute to the sys-
temic resilience of financial systems globally.

According to the Islamic Finance Development
Report 2020 (ICD-Refinitiv, 2020), the global assets
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of the Islamic financial industry maintained double-
digit growth rising 14% to 3,374 trillion US dol-
lars in 2020 and projected to reach 4,94 trillion US
dollars by 2025. It further reports that the Islamic
finance industry assets are distributed as follows:
70% — Islamic banks, 19% — Islamic bonds (Sukuk),
4% — other Islamic financial institutions, 5% — Is-
lamic asset funds, 2% — Islamic insurance compa-
nies. Currently, there are 1595 Islamic financial in-
stitutions operating around the world, including 527
Islamic banks, 745 Islamic funds, and 323 Takaful
companies. The global industry is led by five coun-
tries: Iran, Saudi Arabia, Malaysia, the UAE, and
Qatar.

Among the Commonwealth of Independent
States (CIS), Kazakhstan is the first nation to
embrace the Islamic finance trend in 2009 with
a strategic plan and ambition to become the re-
gional Islamic finance hub. Several initiatives
have been undertaken to facilitate the develop-
ment of Islamic finance industry in the country:
making amendments in the legislation for Islamic
banking and insurance sectors, establishment of
Islamic financial institutions — two Islamic banks
and a cooperative Takaful company, two leasing
(ljarah) companies and an Islamic microfinance
enterprise, in addition to issuance of corporate
Sukuk.
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Table 1: The Global Islamic Finance Industry

Source: (ICD-Refinitiv, 2020)

Justification of the choice of articles and goals
and objectives

Kazakhstan aspires to be a leader in Islamic
finance in Central Asia. It is vital to have a stable
financial system that allows for the mobilization of
both internal and external capital in order to boost
economic growth and manage external shocks (ZICO
Shariah, 2020). Recognizing Islamic finance’s
contribution to the real economy and financial
system stability, Kazakhstan chose to promote the
country’s Islamic finance industry. Since 2009,
it has passed and amended numerous laws and
launched institutional initiatives. Launched in 2018,
Astana International Financial Center (AIFC) is set
to develop the Islamic finance industry, as part of
its objectives, thus, demonstrating Kazakhstan’s
interest in Islamic finance. Recently, the new
Islamic finance industry development master plan
was endorsed with the aim of increasing the market
share of Islamic financial institutions in Kazakhstan
by year 2025 (ZICO Shariah, 2020: 18).

According to the Agency for Regulation and
Development of Financial Market of the Republic of
Kazakhstan’s 2020 report (AFR, n.d.), Kazakhstan’s
two Islamic banks have assets worth of 81.9 billion
tenge, indicating a 45 percent year-on-year increase.
Over the last three years, the Islamic banks’ assets
have increased by 30.3 percent. However, as
compared to the conventional financial sector, the
Islamic banks have a negligible domestic market
share making up 0.26 percent of the country’s
financial industry. However, despite the numerous
initiatives and efforts made over a decade, the entire
current share of Islamic finance assets in Kazakhstan

remains significantly lesser than 1% of total
domestic financial assets. This fact raises a number
of concerns: What are the hurdles to growth of
Islamic financial institutions domestically? Is it due
to poor legal and regulatory frameworks? Is it owing
to a scarcity of human capital with Islamic financial
expertise? Is it due to a lack of awareness among
locals about Islamic financial products? Is it because
Islamic banks underperformed in the market? So,
the aim of this study is to provide objective answers
to these questions and offer recommendations for
promoting the growth of Islamic finance industry in
Kazakhstan.

Scientific research methodology

Addressing the research objectives, the study
reviews the historical evolution of Islamic finance
industry in Kazakhstan, outlines its current status
and highlights the trends and challenges faced by
the industry. The article critically examines the
existing literature by reviewing scholarly articles,
industry reports, and legal documentations, and
collects and analyzes the primary (interviews)
and secondary data (statistics). The findings of the
study are expected to assist in formulation of policy
recommendations addressing the needs of Islamic
finance industry in the country.

The remainder of the article is structured
as follows: Section 2 overviews the historical
development of Islamic finance in the country,
discusses the current state and highlights its
strengths and weaknesses. Section 3 discusses
the research findings, and Section 4 concludes the
study.
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Main part

Evolution of Islamic Finance Industry in
Kazakhstan

The growth of Islamic finance industry in
Kazakhstan can be divided into three phases: (1)
initiation phase with the establishment of the first

Phase 1: Recogratsen and
Initiagion { 1991-200r5)

Phase 2; Legal and
regulatory framework snd
ney [FLS{2009-2017)

Islamic Bank in 1991, (2) enactment of special laws
and regulations in 2009 and incorporation of new
Islamic financial institutions, and (3) approval of
new roadmap for the development of [slamic finance
industry in Kazakhstan by 2025.

Figure 1: Phases of Islamic Finance Industry
Development in Kazakhstan

Phase 3: Roadmap far
Development of lslamae
Finanoe Bndustryg in
| Kazaichstan (2020-2025)

Phase 1: Recognition and Initiation

Local experts attribute the development of
the Islamic finance industry in Kazakhstan to the
adoption ofaspecial law in 2009. In fact, this progress
can be traced back to country’s independence. The
first Islamic bank was incorporated in 1990 during
the era of the Kazakh Soviet Socialist Republic. To
set bilateral relations with the Kingdom of Saudi
Arabia, the Kazakh Soviet Socialist Republic
enacted a resolution establishing an Islamic bank.
Resolution No.472 was passed on November 30,
1990 (Resolution of Ministers Council of Kazakh
SSR, 1990). It pioneered the establishment of the
first Islamic financial institution in Central Asia.
Following the country’s independence in 1991,
the first President Nursultan Nazarbayev issued
Resolution No.5, which resulted in the incorporation
of al-Baraka Bank under the leadership of Sheikh
Salih Kamil. The bank provided financing to the oil
and gas industry and was one of its international
investors (Baidaulet, 2019: 21). At its earlier stage,
al-Baraka Bank experienced some challenges, when
Kazakhstan entered a transitional period in the early
1990s. Thus, al-Baraka Bank operated in the country
for several years before ceasing its operations in
1997 and turned into Kaspi Bank (Wolters, 2013:
7). Later, a US-citizen Yahya Abdurakhman and
several Arab investors founded a Texaka Bank
joint enterprise which led the industry. Soon, after
three years, it was rebranded as Lariba Bank (which
translates as “no-interest bank”). Lariba Bank
mainly focused on financing the real estate sector,
as well as small and medium enterprises. However,
in 2006, the shareholders decided to convert it
into a conventional bank named Asya Credit Bank
(Baidaulet, 2019: 21).

On November 30, 1995, Kazakhstan granted
access to the Islamic Development Bank (IsDB),
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which was followed by opening a regional office
in Almaty; this constituted a major development in
the industry. Consequently, Kazakhstan invited the
Islamic Corporation for Development (ICD), the
arm of IsDB, to serve the private sector. According to
IsDB report, total of 84 projects had been supported
by 2009, with 71 of them being completed and 13
continuing the operations. The following economic
sectors were financed (completed projects):
agriculture — 30 projects, knowledge and innovation
— 9, energy — 2, financial sector — 19, healthcare and
social security — 3, mining industry — 6, as well as
information technology and communications — 2
projects (IsDB, n.d.).

In early 2000 the local commercial banks sought
to raise financing from Middle Eastern Islamic
banks. One of the largest local banks, Bank Turan
Alem, became the first institution to acquire a
credit of 250 million US dollars from Arab, British,
and Malaysian Islamic banks in 2003. Since 2005
until the 2008 global financial crisis, several local
banks followed suit by securing large loans from
overseas Islamic banks (Khaki, Malik, 2013: 16).
The financing received by Bank Turan Alem was
structured on Wakala contract. The funds were
channeled to local small and medium enterprises
from various industries, especially those from
the agricultural sector, using Islamic financial
arrangements such as ljara, Murabaha, and Istisna
(Alieva, 2016: 202).

As previously noted, Bank Turan Alem was
the first Kazakh commercial bank to raise funds
from foreign Islamic financial institutions. During
2003-2009 it obtained several credits from Islamic
banks in the Middle East. For instance, in 2007, the
bank received a syndicated loan amounting to 250
million US dollars from Adu Dhabi Islamic Bank,
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CIMB, and Barclays Capital; the deal was sealed
by a Wakalah contractual arrangement. The funds
were subsequently allocated through a Murabaha
scheme. In the absence of a Shariah board at Bank
Turan Alem, the internal Shariah board of Abu Dhabi
Islamic Bank ensured Shariah compliance of the
transactions (BTA, 08.05.2007). Furthermore, Bank
Turan Alem established a special department to
build an effective collaboration with Islamic banks.
In 2007, Bank Turan Alem and the Emirates Bank
Group signed a memorandum of understanding on
the development of Islamic finance in Kazakhstan
and other Central Asian states. To expand its business,
Bank Turan Alem had established its branches in
Russia, Ukraine, Belorussia, Georgia, Armenia,
Tatarstan, and Kyrgyzstan (BTA, 12.07.2007). From
that perspective, Middle Eastern Islamic banks
viewed Bank Turan Alem as a gateway to develop
their operations throughout the Commonwealth of
Independent States (CIS) (Janturin, 2019).

Between 2005 and 2009, Middle Eastern Islamic
banks provided financing to several other Kazakh
commercial banks. The Bank Center Credit raised
38 million US dollar worth of investment during
2006-2007 from five banks: Abu Dhabi Islamic
Bank, the Commercial Bank of Qatar, Boubyan
Bank, Dubai Bank PJSC, and Habib Bank. Between
2007 and 2009, Alliance Bank received a 150 million
US dollar loan from Abu Dhabi Islamic Bank and
Calyon Bank. Then, in 2009, Halyk Bank got a 100
million US dollar investment from IsDB (Iskhakov,
2010: 75).

According to Bekkin, a Russian expert in
Islamic finance, prior to the 2008 global financial
crisis, Kazakh banks obtained a significant amount
of financing from the Middle East and South-East
Asia driven by the excessive liquidity in these
regions (Bekkin, 2010: 267-268).

Kazakh banks had large debt exposures mainly
to Western banks, and the 2008 global financial
crisis had an adverse impact on ability to pay back
the borrowed funds. As a result, Bank Turan Alem,
Alliance Bank, Temir Bank, and other local banks
declared their bankruptcies; as a result, they were
unable to repay their debts to their Islamic financiers.
Because the shareholders and management of the
aforementioned banks did not respond their debt
repayment demands that time, Middle Eastern
investors remained skeptical of the businesses from
the former Soviet Union countries. Its detrimental
effects are still being felt (Baidaulet, 2019: 22). To
summarize, the above mentioned instances show
that, unlike other countries, Kazakhstan has had
practical experience in Islamic financial dealings

since its independence, in addition to the special
laws and regulations it has enacted to develop the
Islamic financial industry.

Phase 2: Enactment of special laws and
regulations, and establishment of new IFIs

The second phase of Islamic finance development
in Kazakhstan began in 2009, following the passage
of a specific banking law. The Kazakh government
sought to encourage local companies to establish
Islamic financial institutions by making the necessary
changes. The 2008 global financial crisis, however,
hindered local businessmen from venturing into a
new industry. Soon after, Al Hilal Islamic Bank was
set up in 2010 under the auspices of the United Arab
Emirates and Kazakhstan (Bekkin, 2010: 269-270)

Founded in 2003 as a result of a partnership
between the local and foreign investors ( Al Hilal
Islamic Bank is one of its shareholders), as well
as ICD, the second Islamic finance institution, the
Kazakhstan [jara Company, started its operations in
the form of a leasing enterprise (KIC, n.d.). Later,
in 2017, a new Islamic leasing company called
al-Saqr Finance JSC emerged in the local market.
Between 2000 and 2016, the company used to offer
conventional leasing services before rebranding
as an Islamic leasing company (Al Saqr Finance,
n.d.).

Soon after, the second Islamic Zaman Bank
was founded paving the way for the conversion of
conventional banks into Islamic institutions. The
gradual changeoverbeganin2013, butgainedtraction
that year after the ICD became a shareholder. Later,
in 2015, a law was passed allowing the conversion
of conventional banks into Islamic. Zaman Bank
was eventually registered as an Islamic bank in
2017 (Zaman Bank, n.d.). Currently, four Islamic
financial institutions operate in the domestic market.
According to AIFC (2020), recently, the Qatar’s
Al Rayan Bank showed its interest in entering the
Kazakhstani market to provide services in Islamic
finance and retail banking.

Phase 3: Endorsement of Islamic Finance
Master Plan for the Republic of Kazakhstan 2020-
2025

Islamic Finance Master Plan for the Republic of
Kazakhstan 2020-2025 was prepared by Malaysia
consulting company, ZICO Shariah, under the
technical assistance of IsDB. The master plan’s
main goal is to facilitate the growth of Islamic
finance assets in the country and reach 3-5 percent
of total financial assets within five years, from 2020
to 2025. (ZICO Shariah, 2020).
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The proposed actions can be divided into two
levels: leveraging the AIFC’s potential to attract
new players, and enhancing regulation within the
jurisdiction. The first set of actions focuses on the
AIFC’s development and, as a result, Kazakhstan’s
role as a regional hub for Islamic finance. To achieve
this goal, the AIFC should extend its global and
regional investor base and liquidity, strengthen
cross-jurisdictional cooperation, and establish itself
as a reference point for the development of Islamic
finance and the related standards. Meanwhile, the
second set of actions include the proposal for allowing
conventional banks to open Islamic windows through
which they would provide Islamic financial services.
In order to boost competition and market depth, the
plan also recommends to cover Islamic banks under
the the deposit insurance system and lower the entry
requirement (threshold) for new financial institutions.

It provides comprehensive policy recom-
mendations and outlines implementation plans in
such segments of Islamic finance industry as Islamic
banking, capital market, insurance (7akaful) and
reinsurance (Retakaful), non-banking institutions,
Islamic social finance, Fintech, Halal sector, as well
as education and training in Islamic finance. (ZICO
Shariah, 2020: 48-49).

Results and discussion

Formation of the legal framework for Islamic
banking and institutional initiatives

Following the 2008 global financial crisis,
Kazakhstan sought alternative sources of financing.
The Kazakh government was drawn to the
resilience of the Islamic banking system during that
crisis. Hence, in 2009, Kazakhstan drafted a legal
framework for the Islamic financial institutions and
had follow-up amendments to the law.

The first step was taken in 2009, when the
government passed legislation titled “Amendments
to laws of the Republic of Kazakhstan aimed at
incorporating Islamic banks and regulating their
activities, as well as establishing an Islamic financial
system” (Amendments to laws of the Republic of
Kazakhstan aimed at incorporating Islamic banks
and regulating their activities, establishing Islamic
financial system, 2009). Some researchers believe
that Kazakhstan had borrowed the Malaysian
expertise in developing a legal framework for Islamic
finance because, unlike others, the Malaysian model
was seen as more viable. The process of drafting
the bill began in 2008 engaging the experts from
Malaysia, the United Arab Emirates, and IsDB
(Shuptybayeva, 2014: 107).
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The amendments to the Banking and Banking
Activities Law of the Republic of Kazakhstan were
critical in facilitating the establishment of Islamic
banks in Kazakhstan (The law on Banks and
Banking Activity in the Republic of Kazakhstan,
1995). The revisions to this legislation addressed
obstacles hindering the growth of Islamic banking
industry, specified the prerequisites for incorporating
Islamic banks, set out the regulations governing
their operations, and formalized the liaisons with
the national regulatory agencies. Furthermore,
the changes endorsed a list of financial products
and provided brief definitions for each of them.
The following Islamic finance contracts were
specifically covered by the new law: Mudaraba
and Musharakah (partnership arrangements), Qard
Hasan (interest-free loan), Murabaha (cost-plus
sale), [jara (leasing), Wakala (agency) and Wadia
(safekeeping).

As the second stage in building the legal
framework for Islamic finance, a legislation titled
“Amendments to some legislative acts aimed at
establishing Islamic finance” was enacted on July
22,2011 (ARDFM, n.d). This law aims at regulating
the securities market and specifies the obligations
of the issuers. It specifically outlines a procedure
for issuing investment fund shares and regulates
Islamic leasing and participation certificates, along
with other securities stipulated in other Kazakh
laws. The adoption of amendments to “Securities
Market and Investment Funds Laws” paved the way
for Islamic securities to be listed on the Kazakh
Stock Exchange.

Legislative efforts pertaining to Islamic
insurance schemes were initiated in 2009, as it was
recognized that the Islamic finance industry would
be incomplete without properly functioning Islamic
insurance sector. Taking into account this fact, the
AFR and the Almaty Regional Financial Center
(ARFC) jointly drafted a bill on Islamic insurance
(Ryskulov, 2010: 1). As a result, the government
adopted a law “Amendments to some legislative
acts of the Republic of Kazakhstan concerning
insurance and Islamic finance” on April 27, 2015
(Amendments to some legislative acts of the
Republic of Kazakhstan concerning insurance and
Islamic financing, 2015). The law introduced the
concept of Islamic insurance and its regulations.
Moreover, the government amended legislation
governing Islamic banks and leasing companies. To
be specific, the legislation was revised to facilitate
for the provision of Islamic banking products
such as Tawarrug (The law refers it to as “Islamic
financing with involvement of Islamic banks for
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individuals and legal entities as merchant broker
with follow-up sales of goods to third persons”). On
November 24 of that year, the government enacted
a law permitting conventional banks to convert into
Islamic banks (National Bank of Kazakhstan, 2017).

Legislative measures pertaining to Islamic
finance were undertaken along with institutional
initiatives. The first Islamic insurance company,
called Takaful, was incorporated in 2010. It was
Kazakhstan’s first foray into the Islamic insurance
industry. In the same year, Takaful served 600 clients.
However, the company’s services were limited due
to the absence of a regulatory framework at the time
(Yeldesbay, 2019). Following the adoption of the
Islamic insurance legislation in 2015, the institution
ceased its operations, as its chapter capital did not
meet the legal requirements.

The Islamic finance industry of Kazakhstan
has witnessed a number of significant events,
including the first issuance of Islamic bonds (Sukuk)
by the Development Bank of Kazakhstan (DBK)
amounting to 76,7 million US dollars in 2012; the
endorsement of Islamic Finance Master Plan by
the government aiming at substantial growth of
the industry by year 2020; the National Bank of
the Republic of Kazakhstan (NBRK) becoming an
associate member of the Islamic Financial Services
Board (IFSB); and the NBRK opening a department
to develop Islamic finance. In 2014, Kazakhstan
received technical assistance from the IsDB to boost
the growth of Islamic finance industry through
legislative acts. The same year, the NBRK became a
supervisory member of two international standard-
setting organizations: Accounting and Auditing
Organization for Islamic Financial Institutions
(AAOIFI) and International Islamic Financial
Market (National Bank of Kazakhstan, 2017).

The establishment of AIFC in July 5, 2018, as a
part of the “National plan — 100 specific initiatives
aimed at implementing five industrial reforms”,
was a crucial factor inspiring the Islamic finance
in Kazakhstan. It was modelled after the Dubai
International Financial Center; and one of its key
pillars is promotion of Islamic finance in Kazakhstan.

Nonetheless, the undertaken reforms and
initiatives are insufficient for Islamic financing to
thrive in Kazakhstan. The Islamic Finance Master
Plan—2020, approved by the Kazakh government on
March 29, 2012 failed to meet its objectives, namely
its clause No.371. The master plan had set a target to
increase the ratio of domestic Islamic finance assets
against total assets by up to 3-5 percent by year 2020
(Gridneva, Sarybayeva, 2019: 25-27). However,
that indicator did not even make one percent today.

According to Kazakh experts, the master plan did not
designate milestones with the particular dates, nor
did its numerous paragraphs identify the responsible
state agencies and funding sources. As a result, tasks
outlined in the master plan were not delivered on
time; relevant state agencies formally submitted
quarterly reports on work progress. Despite
several legislative measures, the legal framework
of Kazakhstan remains unsystematic and uneven,
impeding the industry’s growth. Implementing the
adequate legislative reforms is impossible with
weak legislation, which is based on the case-by-
case principle (Baidaulet, Salikhova et.al. 2014:
250). According to Maggs (2011: 370), the “modern
Islamic Banking and finance legislation has
originated not bottom-up from the Islamic faithful,
but top-down from multinational businesses seeking
a profitable market position”. The existing flaws in
Islamic finance regulations are likely hindering the
development of Islamic finance.

Following the failure of the previous master
plan, Kazakhstan approved the new 2020-2025
master plan to facilitate Islamic finance (ZICO
Shariah, 2020). This plan was prepared by the
Malaysian ZICO Shariah Advisory Services, with
the assistance of the Islamic Development Bank.
It intends to raise the share of the Islamic finance
industry in the domestic market by 3-5 percent
by 2025. Before drafting this master plan, ZICO
Shariah Advisory Services thoroughly examined
the Kazakh legislation as well as the specifics of
the market. They listed several factors impeding the
development of Islamic finance in Kazakhstan and
proposed follow-up remedies. So, to increase the
share of Islamic banking domestically, it necessitates
taking the following actions:

Allowing conventional banks of Kazakhstan to
open and operate Islamic windows by introducing a
special regulatory and prudential regime. The AIFC
is expected to set a framework that permits opening
the Islamic banking windows from any jurisdiction;

The inclusion of Islamic banks into the Deposit
Insurance Scheme;

The establishment of an Islamic Finance
Department within the organizational structure of
the regulatory authorities;

Lowering entry barriers for new players to add
diversity and depth to the market by incorporating
a broader range of licenses for Islamic banks
according to a bank’s category;

Expanding products eligibility to add a depth to
the market;

Establishing enabling infrastructures to promote
stability and sustainability (ZICO Shariah, 2020: 48).
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These recommendations are expected to give
impetus to the growth of Islamic finance industry in
Kazakhstan. In this regards, foreign experts claim
that Kazakhstan owns solely two Islamic banks to
this day because of rigorous legal requirements in
place. ZICO Shariah Advisory Services specialists
emphasized that the minimal charter capital
requirement for a commercial bank, as determined
by the Kazakh banking legislation, is much higher
compared to other countries. According to the Banks
and Banking Activities Law, a bank (conventional
or Islamic) must have 26.2 million US dollars in
charter capital. Taking into account other costs,
incorporating a commercial bank in Kazakhstan
will require at least 30-35 million US dollars. If the
expenses to enable sustainable banking operations
for the first three years are needed, the 35 million US
dollars will be insufficient. As a newly formed bank
will not have a large customer base during the first
three years, 50 million US dollars may be sought.
This challenge is faced by any Islamic financial
institution willing to enter the Kazakh market.

Accordingly, the master plan recommends to
relax the requirements and conditions for registering
a new bank and allow opening Islamic windows by
commercial banks. These measures are expected
to increase the share of Islamic finance industry in
Kazakhstan. In a country with a lack of infrastructure
for Islamic finance, it is significantly risky to
incorporate a new Islamic bank. On the other hand,
opening an Islamic window does not pose that much
risk, nor does it demand large financial investments.
The foreign experts made a similar proposal with
reference to the successful experiences with Islamic
windows in Malaysia and the United Kingdom
(ZICO Shariah, 2020: 48-49).

According to Thomson Reuters, CIBAFI
(Council for Islamic Banks and Financial
Institutions) and IRTI (Islamic Research and
Training Institute) (2016: 103) ICD Islamic Finance
Development Report, 80% of the global Islamic
financial assets are related to retail consumers. It
implies that a country seeking to develop Islamic
finance in its domestic market, should concentrate
on retail services. Foreign analysts believe that,
under the existing circumstances, Kazakhstan would
rather promote the creation of Islamic windows by
the conventional banks with a stable clientele, than
incorporating full-fledged Islamic banks (ZICO
Shariah, 2020: 48-49). However, governance
mechanisms and strict regulations are required to
open Islamic windows by conventional banks. For
this reason, the Master Plan 2020-2025 suggests
legislative amendments permitting conventional
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banks to open Islamic windows and tools to regulate
their operations. The proposals in this Master Plan
create equal opportunities both for conventional and
Islamic banks (ZICO Shariah, 2020: 49-53).

For the steady growth of the Islamic finance
industry there is a need to develop an adequate
human capital. Currently, Kazakhstan experiences
a shortage of local professionals and experts with
in-depth knowledge of Shariah norms in general,
and Islamic finance in particular. The local Islamic
financial institutions, such as Zaman Islamic Bank,
Saqr Finance, and Kazakhstan Ijara Company, have
outsourced the Sharia audit and review functions to
foreign service providers to ensure the compliance of
operations and products with the Shariah norms and
principles. The financial institutions incur substantial
costs by inviting foreign specialists. In addition to the
hefty compensation paid to foreign experts, the banks
bear significant costs for translation of their internal
documents into a foreign language. Moreover, the
translation process is time-consuming. The foreign
experts demand a precise translation of the bank
documents in order to certify Shariah conformity.
Members of the Shariah board do not understand
either the Kazakh or Russian languages in which
the documents are written, making their task less
efficient. In other words, such a circumstance raises
the prospect of Shariah incompatibility. Therefore,
it is critical to have local professionals who can be
serve on Shariah boards of local Islamic financial
institutions (Stambakiyev, Kahf, 2020).

As noted earlier, the growth of Islamic finance
is dependent on the demand of the local community.
According to statistics, 70 percent of Kazakhstanis
profess Islam (ZICO Shariah, 2020:13). Gridneva
and Sarybaeva (2019: 27) claimed that the
Kazakhstan’s Muslim population will be a driving
factor for Islamic finance. In contrast, the foreign
think tanks Thomson Reuters, CIBAFI, and IRTI
(2016: 98-106) administered a social questionnaire
in Kazakhstan in year 2016, the results of which
demonstrated the residents’ ignorance about Islamic
finance. 70% of the survey’s participants stated
they had never heard of Islamic finance. 41% of
them wished to learn more about Islamic finance,
while 25% of respondents claimed that Islamic bank
operations are not entirely compliant with Shariah
norms and principles. These latter responses may
be related to lack of understanding of the principles
of Islamic financial system and its peculiarities. In
other words, the social surveys conducted by foreign
think tanks revealed that the local community was
uninformed of Islamic finance; and those who were
aware of it did not completely comprehend it.
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The reality is that the awareness indicator is
now a low level. According to Islamic Finance
Development Indicator, Kazakhstanis are less
knowledgeable of Islamic finance than its neighbors
Kyrgyzstan, Uzbekistan, Turkmenistan, Tajikistan,
and Azerbaijan (IFDI Refinitiv Thomson Reuters,
2020). Undoubtedly, Kazakhstan is far ahead of
the above-mentioned countries in terms of legal
framework and infrastructure, but the country falls
behind in terms of awareness. This indicates the lack
of effective initiatives aimed at educating the Kazakh
people about Islamic finance. Given the economic
principle that “demand generates supply”, a
proactive awareness campaign is essential to educate
locals with the fundamentals and peculiarities of the
Islamic finance industry.

Conclusion

Kazakhstan is a pioneer of Islamic finance in the
Central Asian region, which has been supporting
the relations with Islamic financial institutions
since its independence. The country drafted the
related bills and built the necessary infrastructure
for Islamic finance industry back in 2009. This
was a turning point; the adoption of an Islamic
banking law delimited the history of Islamic
finance in Kazakhstan to pre— and post— periods.
The pre-period is distinguished by the proactivity
of the local business community in introducing
Islamic finance without having the adequate legal
framework and infrastructure. The establishment
of AIFC in 2018 raised hopes that it will help in

boosting Islamic finance in the country. One of the
platform’s key pillars is to facilitate Islamic finance
by resolving the issues left unsolved by the Kazakh
law by means of referring to English law, which is
expected to contribute to Islamic finance eventually.
The Qatar-based Masraf Al Rayan Islamic Bank
is currently in the process of joining the AIFC
platform. The entry of new players into the local
financial market, as well as the development of
retail Islamic finance are crucial to the industry’s
success.

According to the research findings, the key
factors that impede the growth of Islamic finance
in Kazakhstan are a poor legal framework, strict
legal requirements for incorporation of a new bank,
a shortage of local Islamic finance experts, and a
low awareness of residents of the Islamic financial
products. Addressing these issues will contribute to
the development of Islamic finance in Kazakhstan.

There has been little research into the current
state, challenges and opportunities for the
development of Islamic finance in Kazakhstan. This
article reviews the history of the Islamic financial
industry in Kazakhstan, its current position, and the
challenges that may obstruct the future growth. It
is recommended that a thorough investigation be
performed on each of the aforementioned factors
hindering the expansion of Islamic finance in
Kazakhstan. The publication of various scholarly
papers covering all aspects of Islamic finance, as
well as the organization of conferences, seminars
and workshops of various formats would aid in
raising the public awareness of Islamic finance.
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