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INSTITUTIONAL PERSPECTIVES

Abstract

In recent years due to the international economic crisis, the most complex and long-term problems have
aggravated in the Republic of Kazakhstan, the resolution of which is strategic importance for the economic well-
being of the country and its resilience to external influences. The main goal of further economic development is
not only the stabilization and growth of industry, but also the development of industrial and social infrastructure.
Nevertheless, issue of infrastructure funding is still open and struggling. As a developing country it takes big deal
to borrow from foreign banks. Moreover, the additional leverage appears in a face of currency volatility which is
highly distress country economic growth. This paper unveils the actual issues of infrastructure development, adopting
Islamic finance in Kazakhstan with legal perspectives and the solution for them in the form of Sukuk issuance model.
In this regard, legal perspective should be addressed since regulation on Sukuk is not well accommodated in the
existing regulation by both AIFC (Astana International Financial Center) as well as Kazakhstan jurisdiction. Sukuk
can expand financial services, assist to develop domestic capital market and provide infrastructure funding without
government budget support. Therefore, this paper implies to domestic regulation as set by both AIFC and Kazakhstan
mainland jurisdiction.

Key words: Sukuk, institutional perspective, Islamic finance, infrastructure, SDG.
Introduction

Islamic finance is an integral part of the Islamic economic management system, based on the
rules and principles of Muslim Law. Islamic finance is an aggregate of mechanisms and methods as an
alternative to rate financing, which can follow Shariah law.

Furthermore, the Islamic financial market has become one of the most rapidly growing modern
financial markets. Despite the adverse economic effects of the COVID-19 pandemic, which decelerated
the growth of Islamic funds’ Assets and Management (AuM) from 35.1 percent in 2019 to 13.7 percent
in 2020, the global Islamic funds market showed a positive recovery of 17.1 percent as of the third
quarter of 2021. This exceptional growth over the years is a natural outcome of the growing demand
for Shariah-compliant investments, backed by an expanding range of Islamic funds available in
various jurisdictions.
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In the Islamic social finance sphere, commercial financing includes all the financing instruments
that generate a return in compliance with Shariah principles and that target a social impact. Involving
these instruments in the Islamic social finance ecosystem would attract more funds to the initiatives
and ensure effectiveness and continuity for the whole ecosystem [1].

Islamic finance products are oriented not only toward investors seeking Sharia rules but also
toward those who follow the moral aspects of the business. It has been found that the principles
of Islamic finance and Environmental, Social, and Governance (ESG) investment have touchpoints.
As far as the modern world focuses on ESG Investment principles, there is an opportunity for the
tremendous growth of Islamic Finance funds [2].

Moreover, there is no doubt of huge role took by sustainable investments through Islamic finance
investment, with the outcome of Islamic finance and sustainability are extremely assembling. The
United Nations Agenda for Sustainable Development includes 17 Sustainable Development Goals
(SDGs) built on the principle of “leaving no one behind” and focused on 169 targets. Many studies
have been made linking economic growth and social inequality. Over time, high stability of the
inequality level was found in most countries, especially in the most developed. The United Nations
SDGs cover all aspects of human life and well-being. At the same time, Islamic finance’s philosophy
is to protect humans’ most important aspects: life, faith, mind, wealth and progeny [3].

Currently, the Islamic Finance fund market covers 29 countries. Figure-1 shows the top 10 countries
by Islamic fund domiciles by number (2021). Moreover, by diagram, we can see not only Muslim
countries, such as the United Kingdom, where London is the center of Islamic Finance Development.
Therefore, Islamic Finance goes beyond the Muslim world.

12.14%
Saudi Arabia

Figure 1 — Top 10 Countries by Islamic Funds Domiciles by Number (2021)

Note: Compiled by the authors based on [4].

Regarding CIS countries, Kazakhstan was the first to adopt a unique legal framework for Islamic
finance. Unfortunately, the level of growth did not achieve the expected achievements, and not all the
instruments currently have their place in the local financial market for several reasons. Primarily, it is
a tax and a legislative issue.

“I invite all participants of the global Islamic financial services industry to join our efforts in
revival of the silk road, by exploring possible ways of partnership, in order to commemorate the
twenty-first century as the age of progress of the Islamic financial system” — The First President of the
Republic of Kazakhstan, Nursultan Nazarbayev.

The beginning of Islamic Finance in Kazakhstan began in 2010 with the operation of “Al Hilal”
Islamic Bank and “Takaful,” the first Islamic insurance company in Kazakhstan. However, the second
one encountered legal difficulty, as currently, in the country, the legislation on insurance activities does
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not allow mutual insurance companies to transfer their risks to reinsurance companies. The company
could not fully realize the potential of Takaful services and provided the population with a limited set.
From 2010 to 2016, it provided health, auto, and personal insurance services to more than 3,000 Hajj
clients. Perhaps the company had plans to attract a significant Islamic investor; however, after seven
years, the work was closed [5].

Currently, there are only two Islamic banks in the financial market of Kazakhstan, namely: Al
Hilal and Zaman Bank, as of the 1st of 2021, the total assets of both are nearly 87 billion KZT
which is 0,25 % of the total banking industry of the country. Nevertheless, this sector keeps rising:
from the last three years, the average growth of Islamic Banks is 30,3% [14]. Likewise, two Islamic
leasing companies are operating in the market, JSC “Kazakhstan Ijara Company” and JSC “Al Saqr
Finance” [6].

According to Refinitiv Islamic Finance Development Report 2022, Kazakhstan has been noted
as one of the fastest growing assets among “other Islamic financial institutions (OIFIs),” namely
in Fintech. Moreover, the source predicts good indicators of rising Islamic Finance because of
several facts. First, Kazakhstan has an existing Islamic Finance Master Plan with a clear target, and
Kazakhstan’s majority population is Muslim and rising [7].

It is crucial to note the presence and role of the Astana International Financial Centre (AIFC)
because it is a specially defined zone with a regulatory framework that consents Islamic Finance market
players to enter and do business there. Due to AIFC representatives, all minimum requirements for
Islamic financial institutions’ authorized capital have been reduced until November 2023. In addition,
new opportunities are available for Takaful players from the outside.

Additionally, the Roadmap was initiated by the first President of the Republic of Kazakhstan,
Nursultan Nazarbayev, for Islamic finance development by 2020 and updated by 2025. One of the
actions under the roadmap was to establish the Astana International Financial Center [8].

Currently, the AIFC is a special territory with legislative norms for faster and more dynamic
growth of investment activities, including Islam. Thus, foreign investors can enter the local financial
markets.

The AIFC is geographically located in Kazakhstan, although the legislation norms that can act on
the territory of the AIFC cannot remain in force. For instance:

The current AIFC Law is based on the Constitution of the Republic of Kazakhstan, and consists
of the following:

1) Constitutional Law;

2) Acts of the AIFC that do not contradict the specified Constitutional Law and may be based on
the principles, legislation, and precedents of English and Welsh Law, as well as on the standards of the
world’s leading financial centers used by the AIFC bodies in the exercise of their powers granted to
them by the specified Constitutional Law;

3) The current Law of the Republic of Kazakhstan applies to issues not covered by the Constitutional
Law and the AIFC Acts [8].

Investigating the legal aspects of the Islamic finance framework yielded several results. For
instance, it was observed that Kazakhstan adheres to the Roman-Germanic Law system, while the
AIFC adopts the English Common Law, which expands the boundaries of possibilities. In addition, it
was found that there are different treatment and operating models for Islamic banking. Just as in the
territory of the AIFC, the potential for working full-fledged banks and their windows in Kazakhstan
forbidden the operation of Islamic windows.

Additionally, Kazakhstan’s territory did not take into consideration the special legal treatment for
Islamic finance products besides banks. This has led to the limited development of general Islamic
finance in the country.

As a developing country, Kazakhstan needs to expand its infrastructure sector because the level of
infrastructure growth is an indicator of modern national economic development and its integration into
the global economy. However, today, the infrastructure level is shallow. As shown in figure 2 (p. 393),
only a few segments show satisfactory indicators.
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Figure 2 — Quality of infrastructure in Kazakhstan. On a scale from 0 (worst) to 100 (best)

Note: Compiled by the authors based on [9].

Kazakhstan’s infrastructure needs are increasing, in line with its expanding economy and growing
population. Assuming its GDP grows at 4.3% per year, Kazakhstan will need to spend an average of
USD 292 billion (or 3.93% of GDP) on infrastructure by 2040 (see figure 2). Compared to current
spending levels, this translates into an investment gap of USD 84 billion (1.11 % of GDP) across all
sectors. However, it is more prevalent in cross-border infrastructure, energy, and road transportation
(Global Infrastructure Hub (n.d.), Kazakhstan - Global Infrastructure Outlook, n.d.). New infrastructure
is needed, and proper maintenance and quality control of existing assets are necessary. Approximately
75% of existing infrastructure requires replacement or rehabilitation [9].

In light of the above, the purpose of the current study is to define the opportunity to find alternative
funding through sukuk for infrastructure projects in Kazakhstan, by which two big challenges can be
accepted, since both points are the hot points of the country.

This paper contains relevant data on the infrastructure environment, Islamic banks, and their
regulations, mostly regarding legal prospects, compared to other countries. Consequently, a sukuk
model for infrastructure projects was presented. In conclusion, several recommendations are provided.

Materials and methods

The paper research was conducted based on a systematic approach using the following qualitative
methods: generalization, systematization, comparison, historical and logical methods — to study the
economic essence of the concept of the Islamic finance. Moreover, the study represents the review of the
current indicators and situation of infrastructure and Islamic finance development level in Kazakhstan.
Furthermore, the cross-country analysis and comparison based on banking regulation is considered
through several countries such a neighbor countries as Kyrgyzstan and Russia. Additionally, the case
of Indonesia has been reviewed due their positive dynamic in implementation of Islamic finance
instruments into the market.

Furthermore, based on made content review also the new model as Sukuk with Ijara Contract for
Infrastructural project was introduced in this paper.
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Legal perspective should be addressed since regulation on Sukuk is not well accommodated in
the existing regulation by both AIFC (Astana International Financial Center) as well as Kazakhstan
jurisdiction. Sukuk can expand financial services, assist to develop domestic capital market and
provide infrastructure funding without government budget support. Therefore, this paper implies to
domestic regulation as set by both AIFC and Kazakhstan mainland legal jurisdiction.

Main provisions

Infrastructure is the lifeline of a region and forms its nexus with the quality of life of individuals
and society [10]. Infrastructure development performance can indicate economic stability and growth.
Due to the McKinsey Global Institute, infrastructure financing is lacking. As a matter of fact, by
2030 year the need will reach nearly $57 trillion. Infrastructure has become a significant factor in the
development of modern national economies and their integration into global economies. At the same
time, the level of development of infrastructure sectors not only determines the competitiveness of the
country’s economy as a whole, but also provides a material basis for the development of other areas; at
the same time, the degree of development of a particular national economy directly affects the quality
of its infrastructure.

As a result of the overall research, it must be noted that Kazakhstan has an extremely high need
for infrastructure financing, primarily because of the deterioration of infrastructure equipment in most
sectors. Figure 3 illustrates the level of need for different infrastructure segments by indicating the
percentage of GDP.

Percent of GDP

Figure 3 — Infrastructure investment need, 2016-2040

Note: Compiled by the authors based on [9].

Currently, Kazakhstan is focused on the most large-scale state infrastructure development program
named “Nurly Zhol for 2020-2025.” According to the Program, the following tasks were settled:

Task 1. Infrastructural provision of territories and transport links between them.

Task 2. Facilitate the attraction of “Great Transit” and the implementation of export policies
through the development of an efficient transit, export and logistics infrastructure.

Task 3. Increasing the technological, scientific, methodological and resource provision of the
infrastructure complex.

Task 4. Increasing the economic efficiency and competitiveness of transport infrastructure entities
and carriers.

Task 5. Improving the operational and environmental safety of transport infrastructure.

Unfortunately, programs such as Nurly Zhol still did not cover the majority of aims have been
targeted. Furthermore, maturity is postponing every time, and the budget is not mastered.

For instance, according to parliament speakers, more than half a million Kazakhs are out of
drinking water, despite the number of programs that have been launched. Most experts have concluded
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that the working scheme of infrastructure project financing is no longer efficient. Several points accrue
during its realization, such as weak management, wrong strategy, and lack of interest due to the long-
term payback period [11]. Therefore, a new approach is required.

This new reality shows that countries will have to compete among themselves to attract investment
in infrastructure, which will be determined by their states’ ability to implement policies favorable for
long-term investments and develop financial technologies.

The typical structure of the underlying sukuk is lease (Ijara). The originator sells an asset to a
special-purpose vehicle (SPV), the sukuk issuer, and receives the initial cash flow. The SPV leases the
asset back to the originator, who pays SPV rentals. Upon expiration of the agreed term, the originator,
calling on the purchase and sale undertakings previously signed, buys the asset back at a fixed price.
The rent of the asset may comprise the principal, rate of return, and any charges incurred to maintain
the asset. The originator thus acts as a seller, lessee, obligor, and servicing agent (Dubai International
Financial Centre). A key point in a sukuk structure is whether a true sale has taken place between
the originator and sukuk issuer. If there is a valid sale, assets are indeed owned by the SPV, returns
are derived from the assets, and sukuk holders do not have recourse to the originator in the case of a
payment shortfall. These true-sale sukuk are known as asset-backed sukuk, and those without the true
sale are known as asset-based sukuk. Asset-backed sukuk are, in essence, the securitization of primarily
tangible assets, whereas asset-based sukuk are closer to conventional bonds. Sukuk is supposed to be
based on real assets or a pool of real and financial assets, whereas asset-backed securities may use only
financial assets such as loans and receivables.

Sukuk can be structured in various ways, even when using the same underlying nominate contract.
For example, one can structure sukuk using investment management contracts that behave much like
conventional debt instruments, collective investment funds, or equity instruments. Sukuk can be
structured as a single asset or pool of tangible assets. Structures that involve a mix of tangible and
financial assets in a pool of assets are also allowed. Currently, there is no fixed minimum proportion
of tangible assets in a portfolio that can be securitized through sukuk, although the underlying views
diverge [12]. Hence, implementing a sukuk structure can be one of the ways to solve this issue.

Literature review

Islamic Bank and Banking activity Regulation in the Light of Sukuk.

Kazakhstan’s financial system mainly comprises banks and has a two-tier system. Currently,
the country’s territory operates 22 second-tier banks, with the central bank of the National Bank of
Kazakhstan representing the first-tier bank. Since 2016, the number of secondary banks has decreased
from 35 to 22. Additionally, of the 22 banks mencfationed, only two full-fledged Islamic banks were
operating. As mentioned in the introduction, conventional banks are not allowed to open Islamic
windows. Despite this, as foreign countries’ experiences show, introducing Islamic windows in large
operating conventional banks can open new opportunities for Islamic finance instruments among the
population and SMEs [12].

As the Islamic Banking sector has experienced substantial worldwide growth, the Islamic Financial
Market performance of sukuk is also steadily increasing. Moreover, both achieved notable increases.
Sukuk markets and IBs are also experiencing an interaction between them, resulting in a fresh debate
among scholars about the effect of sukuk markets on the Islamic banking sector [13].

Since Islamic Finance was introduced in Kazakhstan, notable amendments were made to the
Law on Banks and banking activities in 2009, which greatly impacted further development. The main
amendments are as follows.

(i) Establishing basic requirements for Islamic banking activity based on Islamic financing
principles (prohibition of interest, guaranteed return on investment deposits or any income thereon,
and financing activity that contradicts the norms of Islam).

(i1) Prohibiting an Islamic branch or window in a commercial bank. According to the legal.

Provisions, an Islamic bank, must operate as a fully-fledged Islamic financial institution and must
contain the word combination “Islamic Bank” in its name.

(ii1) Appointing the Council on Islamic Finance Principles at the General Shareholders Meeting of
an Islamic bank is analogous to establishing a Shariah Supervisory Board (SBB). This body determines
the compliance of operations and transactions of an Islamic bank to Shariah principles.
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(iv) Specifying the list of Islamic banking operations. It should be pointed out that under the
Bank Law of 2009, the commodity Murabahah was not recognized as one of the operations of Islamic
banks [14].

Additionally, in 2015, another amendment was made to the rule on deposits:

(v) Islamic banks are excluded from the compulsory deposit guarantee system.

This amendment is due to the true nature of Islamic deposits. Moreover, this action makes Islamic
products less attractive.

To determine the compliance of the activities, operations, and transactions of the Islamic bank
with the requirements, the bank creates a council on the principles of Islamic finance. The presence of
the council on the principles of Islamic finance significantly distinguishes the organizational structure
of such banks from the traditional secular structure [15].

In the case of the Council on the Principles of Islamic Finance, a transaction at the conclusion
stage that does not meet the requirements for the activities of an Islamic bank cannot be concluded and
executed. If such a transaction has already been concluded, but is not executed or partially executed, it
is terminated prematurely. The income of an Islamic bank under such a transaction should be directed
towards charity. The presented norms are more important for civil turnover because they allow courts
to make decisions based on law, which includes religious principles. The operations of an Islamic
Bank in the Republic of Kazakhstan include the following:

* Acceptance of interest-free deposits on the demand of individuals and legal entities, opening
and maintaining bank accounts of individuals and legal entities;

Acceptance of investment deposits of individuals and legal entities

¢ bank credit operations: provision of cash loans by an Islamic bank in terms of urgency,
repayment, and without charging remuneration;

¢ financing of individuals and legal entities as a trade intermediary by providing a commercial loan
without the condition of the subsequent sale of goods to a third party or on the terms of a subsequent
sale of goods to a third party;

+ financing of production and trading activities by participating in the authorized capitals of legal
entities and (or) on the terms of partnership, investment activities on the terms of leasing (lessee), and
agency activity in the conduct of banking operations of an Islamic bank.

While comparing the list of operations in the conventional bank and Islamic banks, the second can
offer less because of religious principles and prohibitions.

In the last few years, the need for Islamic finance and banking development in the territory of
EAEU countries has increased, especially among the majority of Muslim people. In fact, the Russian
Federation, the Kyrgyz Republic, and Kazakhstan are below the current performance of Islamic
finance implementation.

Additionally, the countries mentioned above, as developing countries, are struggling with
external investment for more strategic and long-term projects. It is supposed that sukuk can be one
of the possibilities for attracting more investors for such projects. Indeed, infrastructural projects are
supposed to be sustainable and sharia-compliant.

The majority of the Muslim population in the Kyrgyz Republic has greatly impacted Islamic
banks’ development and interest in them. Attraction to Islamic financing is considered an indicator
that contributes to the development of the country’s economy. A number of projects, such as the
construction of hospitals, highway reconstructions, and medical equipment purchases, were launched
with the support of the Islamic Development Bank. In 2016, the law “On the National Bank of the
Kyrgyz Republic, Banks, and Banking Activities” (Law No. 206) was adopted. This Law specifies that
Islamic principles of banking and financing, along with traditional banking and lending, are applicable
in the Kyrgyz Republic. The Islamic Principles of Banking and Finance are the principles and rules
for conducting banking operations and transactions in accordance with Sharia standards developed
and approved by international organizations that establish standards for conducting Islamic banking
(Article 4 of Law No. 206). An Islamic bank or a bank with an Islamic window carries out its activities
in accordance with the Islamic principles of banking and financing based on the relevant license of the
National Bank. A Sharia Council should operate in a bank in accordance with the Islamic principles
of banking and finance. This norm is similar to the one in force in the Republic of Kazakhstan. In
accordance with Article 8 of Law No. 206, contracts concluded with clients in accordance with the
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Islamic principles of banking and finance must also comply with the Sharia standards. Simultaneously,
a bank that carries out transactions in accordance with the Islamic principles of banking and financing
has the right to independently establish the conditions for transactions in accordance with the
requirements of the Kyrgyz Republic’s banking legislation. A comparison of the legislation norms of
the Republic of Kazakhstan and the Kyrgyz Republic allowed us to arrive at the following conclusions:

+ the legislation of the Republic of Kazakhstan regulates the activities of Islamic banks in much
more detail and clearly, which will help reduce collisions and litigation;

+ in the Republic of Kyrgyzstan, legislative norms are mainly of a framework, descriptive nature.
To regulate the activities of Islamic banks, it is necessary to adopt a large number of by-laws;

+ many products of Islamic banks are already available to residents of Kazakhstan, while in
Kyrgyzstan this activity started only in 2019.

Prospects for the organization of Islamic banks in Russia have been repeatedly raised. I.A.
Zaripov (a member of the Russian Association of Experts on Islamic Finance) proposed “to develop
and adopt a comprehensive federal law and by-laws, which will contain a legal interpretation of a
number of concepts: “alternative finance,” “risk and profit sharing,” “financial means, secured by
tangible assets”, “partnership”, “limitation of risk and uncertainty”, “ and “investment accounts [16].
Comparing the existing Law of the Republic of Kazakhstan, it can be pointed out that Russian partners
in the EAEU have chosen the strategy of including norms on Islamic banks in the main industry law.
In 2015, Deputy D.I. Savelyev submitted to the State Duma a draft of federal law No. 746023-6 “On
Amendments to Article 5 of the Federal Law “On Banks and Banking Activities”. The bill proposed
lifting the current ban on credit organizations engaging in trading activities. As follows from the
explanatory note to the draft law, it is aimed at creating conditions in the Russian Federation to provide
services based on the principles of “Islamic banking.” The State Duma Committee on the Financial
Market, in its conclusion, noted that “the fundamental provision of the Russian civil and banking
legislation, confirmed by the decisions of the higher courts, is the presence of special legal capacity
of credit institutions.” According to the Committee, “the authors of the bill did not present convincing
legal and economic grounds for the projected expansion of the legal capacity of credit institutions”
[16]. The analysis of the draft law and its comparison with the regulatory framework of the Republic
of Kazakhstan show that Islamic banks’ activities should be regulated comprehensively and in more
detail. Under the conditions of a legal vacuum and the simultaneous growth of demand in the Russian
Federation, organizations that announced their work as Islamic banks ““ began to arise. For example, the
financial house “Amal” offers customers a product based on “Islamic mortgage” principles. In order
to do this, the financial house buys the property from the developer and then sells it in installments for
three years at a rate of 24%. However, from a legal perspective, Amal Financial houses are not banks,
do not have licenses from the Bank of Russia, and do not have the right to perform banking operations.
The Russian Federation announced that in 2023, a year would be an experimental legal regime for
Islamic Banking operations.

Unfortunately, none of them above did not have an experience of financing big projects or investing
through Islamic finance instruments. For more narrow study of conception was chosen one more
country for overview — Indonesia. Since Indonesia is one of the most economic perspective countries
among developing countries we can use as direction model. Moreover, Indonesia as Kazakhstan had
“resource curse” phenomena but they fortunately could escape it.

Indonesia also had successful story of Islamic finance implementation. If in 2002 year the first
Islamic bank opened past 4 years there were 23 new ones. Comparison to Kazakhstan from 2010-year
country has just two Islamic banks. Additionally, mentioned above countries as developing ones are
struggling from external investment for more strategic and long-term projects. It is supposed, the
sukuk can be one of the possibilities to attract more investors for such projects, indeed infrastructural
project are the projects supposed to be sustainable and sharia compliant.

Indonesia has a dual banking system which allows both conventional and Islamic banks to
operate. According to Indonesian Law No. 21 of 2008 about Islamic Banking (or Sharia Banking),
“Islamic Banks are banks that carry out business activities based on Islamic law (Sharia) principles, or
Islamic legal principles regulated in the Islamic legal opinion (fatwa) of the Indonesian Ulema Council
(Indonesian: Majelis Ulama Indonesia a.k.a. MUI) such as the principles of justice and balance (‘adl
wa tawazun), benefit (maslahah), universalism (alamiyah), and does not involve excessive speculation
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(gharar), gambling (maysir), usury (riba), exploitation (zalim) and unlawful (haram) objects.”
Regulation and supervision of Islamic banking from the implementation prudential norms and good
governance is carried out by Financial Service Authority or Indonesian Otoritas Jasa Keuengan (OJK).
OJK categorizes institutions in Islamic financial industry into three subsectors, namely Islamic banks,
Islamic non-banking financial institutions (Islamic NBFI), and Islamic capital market with a total
capitalization of assets for IDR 1801.40 trillion or USD 127,71 billion (excluding Islamic stocks) in
2020.

Considering all these studies, the following conclusions can be drawn. The harmonization of the
legislation of the countries of the Eurasian Economic Union requires careful study of the accumulated
experience. The Republic of Kazakhstan has established a regulatory framework for Islamic bank
activities. The regulatory framework is also developing in the Kyrgyz Republic but with some lag. In
the Russian Federation, the possibility of creating Islamic banks is being actively discussed, but thus
far, there is no regulatory framework for the activities of such organizations. Belarus and Armenia
have not yet developed appropriate prerequisites for Islamic banking. It seems possible for the
Russian Federation to conduct a legal experiment on the creation of Islamic banks in regions where
the proportion of the Muslim population is high. The development potential of the Islamic banking
system deserves attention not only in technical and quantitative terms but also as a new philosophy of
the global community involving the introduction of ethical restrictions in human activity [17].

Results and discussion

Sukuk Model for Infrastructure Project in Kazakhstan.

As observed, Sukuk for Infrastructure could become one of the most suitable sources of funding.
Although the government budget is a major part of financing for infrastructure realization, it should
become more diversified. Moreover, as mentioned previously, many initiatives have been undertaken
in the Islamic financial world. A possible general scheme of Sukuk with the Ijara Contract for the
Infrastructural project is presented below (Figure 4). Moreover, there are several reasons for choosing
the [jara contract. First, due to fixed payment amounts, investors need more certainty to be involved
in a long-term project, such as an infrastructural project. Then, in terms of Ijara investors, there is
a guarantee that an asset has its value. None of these can be connected to the other contract types.
Considering that Kazakhstan’s infrastructural projects are new to the Islamic world, initial investors
can be more accurate and risk-averse.

PV f
Investors S| gua ralntee o
obligations

(Sukuk holders)

Guarantor

l Sukuk Distribut
d profit
| Cash edprel Purchase and
construction price

Project company Project Contractors

and suppliers
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Sale of finished l T Purchase price
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Construction and

Figure 4 — Sukuk with Ijara Contract for Infrastructural project

Note: Compiled by the authors.
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First, the issuer turns into a financial advisor. The financial consultant will facilitate the execution
of the transaction, including the distribution of financing amounts between the parties, the agreement
of the terms of the sukuk, due diligence in choosing the parties to the transaction, participation in
obtaining the borrower’s rating, marketing for investors, and issuing sukuk.

Sukuk is structured based on Sharia contracts to create financial obligations and relationships
between borrowers and investors. As a rule, such relationships in structuring sukuk are based on rent,
sales, and partnerships.

Sukuk can be issued for activities of great socioeconomic importance and a long implementation
period, as well as the late start of a positive financial flow for settlements with investors and relatively
low profitability: construction of solar and wind power plants, affordable housing, water supply and
water treatment, transport infrastructure, agriculture (restoration of land fertility, land reclamation),
etc.

According to Fitch Ratings, in 2019, sukuk securities worth 42.2 billion US dollars were issued
worldwide, while the total volume of sukuk in circulation amounted to 491.7 billion US dollars.

Conclusion

Sukuk have never been issued in Kazakhstan. Therefore, Kazakhstan is now suffering from a lack
of funding for infrastructure. Since moving to the manufacturing and service sectors, infrastructure
and connectivity have become the major focus of national development strategies and economic
growth. However, Kazakhstan has an excellent perspective for being an attractive country for foreign
investors. Likewise, new approaches to investment structures as Islamic finance instruments can help
achieve strategic plans’ goals. Moreover, Islamic financing has the opportunity to provide a reliable
possible solution for infrastructure financing because of its principles and structure, since another does
not work today.

Kazakhstan has been trying to develop Islamic financial products in the local financial market
for more than 10 years. Unfortunately, there are several issues that the government must resolve to
apply it. The author’s recommendation is to revise the legal perspectives applied to Kazakhstan’s
territory and try to find the possibility of using the same opportunity active in the AIFC territory. For
instance, Islamic windows can help embrace a wider number of customers and introduce Islamic
finance. Additionally, financing through Sukuk based on the [jara Contract could expand the potential
of small and medium business players, which is the novelty of this study.
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CYKYK KAK AJIbBTEPHATHBA UCJAMCKOI'O ®MHAHCHUPOBAHUA
JJIsd UHBECTULIUU B UHO®PACTPYKTYPY B KA3AXCTAHE:
NHCTUTYHUUOHAJIBHBIE NEPCIIEKTHUBbBI

AHHOTAIHUA

B mocnenaue ol BCIEACTBIE MEKIYHAPOIHOTO SKOHOMHYECKOTO KpH3nca Ha Tepputopun Pecryomuku Ka-
3aXCTaH yCYTyOHMIINCh CIIOJKHBIE M JIOJITOCPOYHBIE MTPOOJIEMBI, PEIICHHE KOTOPBIX HMEET CTPAaTernyeckoe 3HaUYCHUE
JUIS1 9KOHOMUYECKOTO OJIaronoTydusi CTPAHbI U €€ YCTOMYMBOCTHU K BHEITHIM BO3/1eHCTBUSIM. OCHOBHOM LIENBIO AaJTb-
HEHIero 3KOHOMUYECKOTO Pa3BUTHS SBJISETCS HE TOJBKO CTAOMIM3alMsA U POCT MPOMBIIIJICHHOCTH, HO U pa3BU-
THE TIPOMBIIIICHHOIN U COLManbHON HHPPACTPYKTYphl. TeM He MeHee BONpoc (PMHAHCHPOBAHUSI HHPPACTPYKTYPHI
ocTaeTcsl OTKPBITHIM U TpeOyeT pemenus. Jis pa3BuBaromeiics cTpaHbl 3aiiMbl Yy HHOCTPAHHBIX OaHKOB SIBJISIFOTCS
3HAUYUTENBLHBIM BbI30BOM. KpoMe Toro, JONOIHUTENBHOE JaBlI€HHE BO3HUKAET BCIEACTBUE BOJIATHILHOCTH BAIIOTHI,
YTO CEpPhE3HO BIMSAET HA SKOHOMHUYECKHH POCT CTpaHbl. B paboTe pacKphIBalOTCS aKTyalbHbIE BOIPOCH Pa3BUTHS
UH(PACTPYKTYpHI C MPUMEHEHHEM HCIaMCKOTo (uHaHcupoBaHus B KazaxcraHe ¢ IOpHAMYECKON TOUKH 3pEHHS U
MIpeJyIaraeTCs pelieHe B BUIe MOJICTH BBIITyCKa CyKyK. B 3TOM KOHTEKCTe cieayeT oOpaTuTh BHIMaHKUE Ha IOPHUIU-
YeCKHUEe aCIHeKThI, MOCKOJIBKY PETYINPOBAaHUE CYKYK HEOCTAaTOYHO YUTEHO KaK B CYIECTBYIOIIEM 3aKOHOATEIbCTBE
MexynapoaHoro ¢uHancoBoro 1entpa Acranbl (M®DLIA), Tak u B opucankimn Kazaxcrana. Cykyk MOXeT pac-
MIAPUTH (PUHAHCOBBIC YCIYTH, CIIOCOOCTBOBATh Pa3BUTHIO BHYTPEHHETO PHIHKA KalMTala U obecrieunBarh (puHaH-
CHpOBaHME MHPPACTPYKTYPBI O€3 MOANECPKKHU NPABUTEIBCTBEHHOTO Oto/pkeTa. [loatomMy nanHas paboTa mpeaiaraer
YAETUTh BHUMaHHE BHYTPEHHEMY PEryJIHpOBAHUIO, yCTaHOBIEHHOMY Kak B M®DILIA, Tak ¥ B OCHOBHBIX IOPUCIUKIIH-
sx KazaxcraHa.

KitroueBble cj10Ba: CyKyK, HHCTUTYIIMOHAJIbHAS TIEPCIICKTHBA, HCIIaMCKoe pUHAHCUPOBaHKE, MHPACTPYKTYpa,
YCTOWYMBOE pa3BUTHE, BHYTPEHHMH PBHIHOK, KaIlMTAaI.
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CYKYK KABAKCTAHJIATFbI UHO®PAKYPbLIJIBIMFA UHBECTULUAJIAP
YIIIH UCJAMJBIK KAPXDBIJIAHABIPY/IbIH BAJIAMACHI PETIH/IE:
NHCTUTYUUOHAJIABIK NNEPCIIEKTUBAJIAP

Anjarna

Conrsl xpu1Iapbl Kazakcran PecryOnmkackiHma XanbIKapaiblK SKOHOMHUKAJIBIK JTaFIapbicKa OalJIaHBICTHI €H
KYpZeTi KoHE y3aK Mep3iMIi Mocelenep IMHEeNeHICe TYCTi, OJap/Abl SNy eJIiH dKOHOMHUKAIBIK dT-ayKaTbl MEH
OHBIH CBIPTKBI CEPIIEPIc TYPAKTBIIbIFbI YI_HIH CTpaTCTUAIBIK TYPFbIJIa MaHbI3/IbI. :’)KOHOMI/IKaHLIK JaMyJbl OaaH Qpl
JIAMBITYJIBIH HETi3I1 MaKcaTbhl OHEPKACINTI TYpaKTaHAbIPY MEH ecipy FaHa eMec, COHbBIMEH KaTap OHJIIPICTIK yKoHe
QJIeyMETTIK MH(PAKYPBUIBIM/BI 1aMBITY. JlereHMeH HH(PaKypbUIBIM/IBI KAPXKBbUIAHIBIPY MACEJIECl aJli /e allIbIK JKIHE
Maceriere ToJbl OoMbI Kana Oepeni. Jamymibl e yiIiH meTelaik OaHKTepICH Kapbl3 KapaKaThlH TapTy MaHbI3IbI
Mmocene. COHBIMEH Karap BaJFOTAlApAblH KYOBUIMAIBLIBIFBI KaFIalbIHIa KOCBIMIIA JIEBEPEIDK Maiaa Oomajsl,
OyJ1 eniH SKOHOMHUKANBIK ©CyiHe KaTThl ocep eTeni. by makamama nHQpaKypbUTBIMIBI TaMBITYIbH, KasakcTanga
HcnaMIpIK KapKbIHbI 3aH TYPFBIChIHAH KaObLIIAy/IbIH ©3€KTi MOcesIesIepl MEH oJ1ap/ibl CYKYK LIbIFapy MOJAEI TYpiH/e
HICNTy KOJIJAapbl alKpIHAamabl. OcbiFaH OaillaHbICThl KYKBIKTBIK ACTIEKTUIep/l KapacThlpy KaxeT, oiTkeHl Cykyk
perreyi AIFC (Astana International Financial Center) xa3akcTaH/IBIK IOPHCAMKIUSHBIH KOJIAHBICTAFbl pETTEYiHE
colikec kenmeiiai. CyKyK KapXKbUIbIK KbI3METTEPIiH ayKbIMbIH KCHEHTE ajiaibl, IIIKi KalUTal HAPBIFBIH JIaMbITyFa
KOMEKTeCe/li JKOHe MEMIICKETTIK OIOKETTIH KOJNAYBIHCHI3 MH(PPAKYPBUTBIMABI Kap KBUIAHABIPYIBl KaMTaMachl3
ereni. Conapiktan Oy xymbic AIFC sxone Ka3akcTaHHBIH MaTepUKTIK FOPHUCAWKIMACHIHAA OCNTiICHTeH iIKi
perreyai Oimipeni.

Tipek ce31ep: CyKyK, HHCTUTYIIMOHAJIBIK TIEPCIICKTHBA, UCTIaMIBIK KapKbl, HHPpaKypbuibiM, T/IM.
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