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Abstract

It has been established by now that the Islamic Banking and Financial system is very different from the conventional banking system. When the conventional banking is based on philosophy of capitalism, the Islamic Banking is based on principle of equity, fairness and social justice. In the process of reviewing the evolution, this has been very clear that the Islamic Banking has gained significant momentum across globe and especially in Central Asia Region from late 1990s. The similar effect is also observed in development of Islamic Banking in Kazakhstan during this period. While progress has been good and awareness also built up especially on the backdrop of global financial crisis in 2008, the growth of Islamic Banking can be accelerated. Therefore this study will attempt to look into the prospect of Islamic Banking in Kazakhstan from two different points of view. In the first place, it will look into the aspect of benefit and advantage it brings into economy, society and on the overall national interest. On the other hand, it will look into the area where corrective actions required or progressed needed to be accelerated. The whole study will be done in the form of two different models similarly to what has been experienced in the Muslim world. As part of this process, the study will also look into as to what needs to be done differently from and what are missing elements for full potential growth. At the end, the study will come out with its recommendations in all objective areas.
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1. Introduction
Islamic economic and financial system originates from the idea of collective welfare. This collective welfare is actually revolves around goodness and virtues. The idea of Islamic Finance is quite opposite to the conventional financial and economic system, which is based on principle of capitalism and profit maximization
. 

In Islamic system of finance, the emphasis is on the risk sharing and there are several popular methods called Murabaha, Mudaraba, Ijarah, Musharakah, Salam and Istisna. Islamic principles also provide guidance on the architecture of a system that is economically just and fair and is based on the schema of socio-economic welfare of all and not just certain wealthy individuals or groups
. This is explicitly mentioned in the second chapter of the Glorious Quran that dealing in interest is tantamount to waging war against God and His messenger PBUH. Islamic mode of business financing is laid on the tenant that the use of Riba (interest) is forbidden in all transactions
.
This prohibition is based upon Sharia guidelines and laws, which are derived from two divine sources i.e. Quran & Hadith. According to the fundamental divine rulings of Islam, Muslims can neither collect nor disburse Riba (Interest), so they are incapable to deal and transact with conventional financial institutions and including both banking and non-banking financial organizations
. Islam forbids interest or Riba in all its facets and warns those who deal in interest
. These are all guided by the Islamic principle taken from the Holy Quran ad Sunnah of the Holy Prophet to facilitate the trade and commerce in the society. As a result this works towards the welfare and prosperity of the society. This is unbelievable to note that the Islamic sacred text has provided guidance for financial issues when even paper money was not introduced.
2. Literature Review
Islamic economic system has been long established approximately 1400 years ago, which was based broad structure of principle, institutions and clearly defined injunctions. Holy Prophet Muhammad PBUH himself was a trader by profession and hence he knew the importance of trade and business along with other economic issues. Islamic mode of partnership finance i.e. Mudarabah was one of the driving forces of business and trade in the medieval times. In the modern world, from 1970s, Islamic Financial System started expanding. This has spread around 70 countries covering most of the Muslim world. This is expanded to developed world like Australia, Bahamas, Canada, Cayman Islands, UK and Switzerland. The early evolution of Islamic bank started from Malaysia in mid-1940s, then Pakistan in late 1950s and Egypt’s Mit Ghamr Savings Bank (1963) and Nasser Social Bank (1971).
2.1. Evolution of Islamic Banking 
The experiment in Arab world started with Egypt, which was initiated with the introduction of Mit Ghamr in 1963. This was started with a combined idea of German Savings Bank with the principle of rural Cooperative Bank with general framework of Islamic financing. The objective was to cater to those, who is unwilling to deal with conventional banking system. However there have been opposition to this system and the government closed the Mit Ghamr in 1976 along with nine other bank and made them interest based. Similar political opposition was found in other part of the Muslim world such as Iraq, Oman, Syria and even Saudi Arabia. Two institutions however survived in this early period Nasser Social Bank established in 1971 in Egypt and Tabung Hajj, established in 1963 in Malaysia. From mid-1970s, the new era has emerged which has witnessed a major growth in the history of Islamic Banking System across the world in the wake of oil wealth. Energy prices have provided necessary capital required for the support and expansion of the both conventional and Islamic Banks
. 
The most critical development emerged from oil related resources boosting the establishment of Islamic Development Bank (IDB) in 1975. The IDB was established in Saudi Arabia with an aim to foster economic development and social progress of the Muslim communities under Sharia principle. This has provided much needed momentum to the development process of Islamic Banking and Financial System. Accordingly Dubai Islamic Bank set up in 1975; Faisal Islamic Bank, Egypt in 1977 and Bahrain Islamic Bank in 1979. After that another major progress happened when in 1980s, restructuring of whole financial system of three major countries accorded the Islamic percept Iran in March 1984, Sudan in July 1984 and Pakistan (by strengthening from original process of 1977. Another milestone achieved in 1980s was the setting up of two groups of companies such Da al-maal al-Islam in 1982 and Al-Baraka in 1982. Da al-maal alIslam was founded in Bahamas headquartered in Geneva with operation of 10 Islamic Bank, 7 Islamic investment companies, 7 trading companies and 3 Takaful (Islamic Insurance) companies in 15 countries around the world while Al-Baraka group was set up in Saudi Arabia with presence in 43 countries till now. It has over 2000 companies including 15 Islamic banks and several Islamic insurance companies
.

2.1.1. Evolution of Islamic Banking – Kazakhstan and Central Asian Region
After the collapse of Soviet Union and rising of the new nation in post 1991, the Muslim republics of Central Asia and Southern Caucasus have started experiencing the arrival of Islamic Banking system and finance in the region. In mid-1990, most of the Central Asia States has joined the Organisation of the Islamic Conference (OIC). This has allowed them to tap the resources from the OIC’s Islamic Development Bank (IDB). Every country has adopted the Islamic Finance and Banking system depending on their socio-economic and political structure. However from that time Kazakh authorities have taken multiple steps towards adoption of Islamic Banking and Financial System by introducing legislation framework - the road-map.
In later part of 1980s, the most of the Central Asians were deeply secular in outlook and also with an impact of communist rule for 70 years. Now once the society came out of such legacy, there have been continuous effort from top down and bottom up approach of adopting the Islam faiths in the society. That is the most important transformation period for Central Asian region, where the Iron-curtain phase moved to Velvet-curtain phase. People started looking out to the outside world and started getting closer to Islamic values. The transformation was very speedy and a deep roots started setting in the region. At the same time, more funds and Muslim missionaries started coming into region for development of After the collapse of Soviet Union and rising of the new nation in post 1991, the Muslim republics of Central Asia and Southern Caucasus have started experiencing the arrival of Islamic Banking system and finance in the region. In mid-1990, most of the Central Asia States has joined the Organisation of the Islamic Conference (OIC). This has allowed them to tap the resources from the OIC’s Islamic Development Bank (IDB). 
Every country has adopted the Islamic Finance and Banking system depending on their socio-economic and political structure. However from that time Kazakh authorities have taken multiple steps towards adoption of Islamic Banking and Financial System by introducing legislation framework, the road-map, the debut faith through building of socio-religious institution including financial system support. In a way, the Central Asian Region becomes an integral part of larger international Muslin community and the responses from these societies to the Islam started to resemble those found in other parts of the world particularly in Arab World. With the increasing closeness, the international Islamic Financial institutions started setting up their base in the region and those are IDB and Islamic Banking and Finance institution. With the presence of those, the Islamic faith of financing that is no interest or riba principle also started becoming part of financing system in the region. Once the roots started getting stronger, the same can be used as an instrument to channel the opportunity of greater inclusion of Islam in the government. Post break-away from Soviet Union, every Central Asian region has started joining IDB and the countries are Azerbaijan (1992); Kyrgyzstan (1993); Turkmenistan (1994); Kazakhstan (1995); Tajikistan (1996); and Uzbekistan (2003).
By 1997, the IDB established a regional office in Almaty, Kazakhstan, to further foster the Bank’s efforts in social and economic development of the countries in the region. The regional office in Almaty becomes the hub for Islamic Banking for the region. The regional office in Almaty has started supporting to launch various Islamic financial products in the region. The local government of Kazakhstan has started taking certain corrective steps including introducing and changing the legal framework to facilitate the growing demand for Islamic financial systems and products. This way it could also facilitate the Shariah based financial instruments and has created opportunity to increasing the influence to boost market share. A large part of economic experts believe that with the impact of financial crisis in the US and now continued financial sluggishness in Europe, the demand for some robust and risk mitigated alternatives can make positive impact in the financial markets in the world. 

2.1.1.1. Evolution of Banking System in Kazakhstan
From the day of independence, there has been significant transformational move which has been implemented in the form of reforms and innovation in the Kazakhstan financial system. This includes some of the innovative fiscal measures towards the market-oriented economy and the stabilization of macro economy. As a result, the FDI into oil and gas industry started growing over the years. The Gosbank of Soviet Era was transformed to the National Bank of the Republic of Kazakhstan in 1993 and the earlier currency of Rubble was replaced by the Kazakh Tenge (KZT). The banking has been restructured into two tier system while national bank in the first tier acting typically likes central bank of a country and commercial bank for regular banks
.
The National Bank as central bank functions responsible for money issue, currency control, monetary policy, banking regulation and supervision of the banking system. With the major structural reforms in the banking system, the Kazakh banking system is the most robust one among the 10 members nation in the Central Asian Region. The banking assets of Kazakhstan constitute 10% of the GDP of the nation and National Bank of Kzakhstan hold sufficient resources to support the commercial banking system of the country. There after a major phase of consolidation has also taken place in the banking industry in Kazakhstan by liquidating insolvent bank, privatization and merger of others. At the present stage, NBK has overseeing responsibility for 38 commercial banks including one Islamic Bank, which has opened in 2010.
3. Methodology
The table below provides information relevant to the interview conducted with the members of various banks conducted on different dates with different set of questionnaire guide in Kazakhstan. During the interview, diverse opinion has been acquired regarding the subject matter of the topic, which has been further analysed in the later part. .

Table 1. Interview summary
	Interviewee
	Organization 
	Designation
	Data of Interview
	Number of Question asked

	Zaratkazy Nurpeisov
	Arif’ Association of Islamic Finance Development in Kazakhstan
	Vice Chairman
	15th of June 2015
	9

	Prasad Abraham
	Islamic Bank “Al Hilal”
	Chief Executive Officer
	25th of June 2015
	10

	Director of the Department of Islamic Finance
Abdurashid Goraev
	National Bank of Kazakhstan
National University of Kyrgyztan
	Department of the Development of Regional Financial Centre and Islamic Finance
Professor
	02th of July 2015
19.06.2015
	12
10


The interview was conducted with the target respondents for a considerable period of time to take their feedback and viewpoints with regard to the issue in concern. Each of the respondents was asked with certain specific question regarding the topic of the study, which they further responded to the best of their knowledge. Confidentiality of the responses of the respondents was also one of the prime concerns in the process of conducting this particular topic regarding the subject. In this regard, the data acquired were kept and recorded efficiently so that the same does not get negatively used, apart from its use in this research study. 

Data has been acquired from both primary and secondary sources in the process of conducting this research study on the selected topic. Primary source include the interview with the respondents while the secondary sources include journals, literature and others such as government reports, banking industry reports and periodicals. 

The information that has been acquired from primary and secondary source where further has been analysed and elaborated on the basis of qualitative approach, following a narrative analysis approach.               

Data Analysis &Figures
NBK has been facilitating the continuous growth and development of banking system in Kazakhstan with the various systemic and framework support such as reporting, accounting, technology application, infrastructure, risk management and regulatory
. With this support system Kazakh banking industry has seen major growth till 2008. After the global economic crisis triggered by US sub-prime, the banking sectors influence in the economy of Kazakhstan has been reduced significantly. The total Assets to GDP ratio has fallen sharply in 2011. Despite economic recovery of the Kazakhstan, the banking system remains very weak and lacks its earlier strengths
. This can be seen from the study of non-paying loans (NPL). While NPL is increasing, the lower GDP banking ratio indicated the lower penetration of the banking sector in the economy. This calls for major course correction which is where Islamic Banking system can play a very constructive and critical role for rebounding the economy. In such a scenario, Islamic Banking System has been able to take quite a strong step forward where it has grown past years since US economic crisis. At the same time, Kazakhstan’s bank assets is now planning to be brought back to the level of 80% of GDP by 2020. This seems to be very ambitious but highly achievable.
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Figure 1. Kazakhstan GDP Growth    

In the interest of the country’s banking and financial system, this must be pursued with all round participation. Out of this 80%, 60% should represent the loan assets. As per National Bank data, during the period of 2011 to 2013, the Kazakhstan-based bank assets grew by 28.5% to reach $85 billion with the assets to GDP ratio dropping from 55% to 46%. Bank loan portfolio as of 1st January 2014 stood at $73 billion, a growth of 47.2% from 2011. The attempts have been made to keep the loan assets within 40% of GDP against 70% as was in 2007
. Though 80% target by 2020 seems tough but to restrict foreign in the country, this would highly desirable and the same will help reduce the loss of many local banks. The expert with National Bank believe that the estimated target may be difficult if the large scale borrowings of Kazakhstan enterprises from external markets are not reduced
.  
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Figure 2. Kazakhstan Bank Asset Growth 
On the other hand, the Islamic Banking in Kazakhstan has been showing strong promise by growing about 15% range on year on year since 2011
. The Foreign Investment from the Arab World has reached a bit over $500 million. Though the opportunity has been very good for the Islamic Banking in the Central Asia Region including Kazakhstan, there is demand for new establishment of Shariah councils to define appropriate understandings of Islamic practices within their own.
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Figure 3. Kazakhstan Bank Loan Growth 

Discussion

Interviews were conducted with three individuals from different banking organization of the country. Each of the respondents was asked with diverse range of customers relevant to the topic. Zaratkazy Nurpeisov, who is the vice chairman of ‘Arif’ Association of Islamic Finance Development in Kazakhstan was asked about the current trend of growth of banking in Kazakhstan. The response of the interviewee clearly depicted that the growth of the banking sector of nation is quite slow in the recent years, which again largely aligns with the lack of structure within the legal domain of the nation. 

During the interview session with Prasad Abraham, the Chief Executive Officer of Islamic Bank “Al Hilal” questions were also asked regarding the growth of the banking sector within the nation. The interviewee has affirmed that the banking development within the nation has not been quite stable. However, the interviewee has also stated that the growth of the Islamic banks operating within the nation has been quite extensive and noteworthy. 

Director of the Department, Islamic Finance, National Bank of Kazakhstan, in his interview made it clear that utmost focus of the concerned authorities with regard to the development of Islamic banking has paved the way for the lack of development of the overall banking sector of the nation. Interview with Abdurashid Goraev has also determined results that have helped in getting better result for the business. The response of Goraev depicted that approach of developing of the banking sector is a major problem. 

It has been noted that in the process of conducting the research that Islamic banking has encountered a significant growth in Kazakhstan. However, problem can be seen with regard to the growth of the overall sector at large. Islamic Banking has shown a growth of around 15% in 2011. However, bank asset growth has been quite positive over the last few years with considerable and stable increase.                
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