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ABSTRACT

Islamic banking was an abstract concept until the first half of the twentieth century. In
Kazakhstan, it has been only three years since the first Islamic bank made its debut.
Islamic banks have to compete with their rival, conventional banks, which have far
longer history than Islamic banks. Due to this competition, Islamic banks have to
know the awareness, understanding and willingness of Kazakhs towards it. Islamic
banks are not only available for Muslims, but they are also available for non-Muslims
as well. In Kazakhstan 65 percent of the population are Muslims, and this is a
significant factor for the Islamic banks. The purpose of this research is to examine the
level of awareness, understanding and willingness of Muslims to patronize Islamic
banking in Kazakhstan. Thus, a total number of 300 respondents from different cities
of Kazakhstan were selected for the purpose of this study. For the analysis, ANOVA
and Pearson Correlation Coefficient methods were adopted. The results show that
more than half of the respondents are aware of Islamic banking in Kazakhstan, but
they are not aware of most of the products and services offered by Islamic banks.
Kazakhs’ level of understanding towards Islamic bank concepts are at moderate level,
but the perception of the Kazakhs on Islamic banking is very high. This study also
provides theoretical and managerial implications to the Islamic bankers to attract
Kazakh customers and recommendations for the future research on Islamic banking in
Kazakhstan
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CHAPTER ONE

INTRODUCTION

Kazakhstan, officially known as the Republic of Kazakhstan is a country in Central
Asia. The ninth largest country in the world by land area which consisting of
2,727,300 square kilometers. It is larger than Western Europe and it shares boundaries
with Russia, China, Kyrgyzstan, Uzbekistan, Turkmenistan and significant part of the
Caspian Sea. With 16.6 million people (2012)' Kazakhstan has the 62" largest
population in the world. Since 8" century Islam has been the religion of the Kazakh
people’.

The financial system of the Kazakhstan is dominated by the banking sector,
which consist of 26 locally owned commercial and 11° foreign owned commercial
banks and one foreign owned Islamic bank.* Since 1993, the Kazakh banking system
has been arranged into two tiers, the National Bank of Kazakhstan (NBK) comprising
the first tier and all commercial banks comprising the second tier (National Bank of
Kazakhstan, 2012). The NBK is an independent financial institution and its main
objectives contain control and regulation of the banking sector, and maintenance of
the national currency.

The move to establish Islamic banking in Kazakhstan began in January 2010
with signing of a Memorandum of Understanding between Government of United
Arab Emirates and the Government of Kazakhstan. As a result, Al Hilal Islamic Bank

was established and registered as a legal entity. According to Mr. Prasad Abraham,

! Statistical Agency of Kazakhstan, retrieved 26 march, 2012
? Kazakhstan department of Religion Council’s report, 2012
? National Bank of Kazakhstan, 2012

* Kazakhstan financial authority, 2012



Chairman of the Al Hilal bank, sharing the Bank’s plans, said: “Al Hilal Bank entered
the Kazakhstan market with a plan to finance large public companies. Furthermore, by
virtue of the high interest and patronage from consumers the Bank is planning to start
funding of private companies and individuals in the future”.’To create and implement
the first Islamic bank there was a need to make changes and amendments to the Civil
and Tax Code. as well as in the regulations that govern the scope of banking services
in Kazakhstan.

The concept of Islamic finance has given it an edge above its conventional
counterpart. Islamic finance prohibits interest and all forms of gharar. As such, it has
been tipped as an antidote to financial crisis. Another opportunity of introducing
Islamic finance in Kazakhstan is the dominance of Muslims. Sixty five percent of
Kazakhstan population is Muslims who may see the introduction of Islamic finance as
a way of avoiding interest which is a religious obligation. Introduction of Islamic
finance in Kazakhstan also enjoys the government support. It is a policy of the
government to make Kazakhstan Islamic financial hub in CIS by the year 2020°.

However, the introduction of Islamic finance in Kazakhstan is not without a
number of challenges. The first is its operation in a dual banking environment. As
such, the nascent Islamic finance will have to compete with the already established
conventional banks, using the same regulation. The second challenge is the paucity of
well-trained Islamic finance experts. This is one of the challenges facing the Islamic
finance throughout the world and Kazakhstan cannot be different. The third challenge
is the lack of awareness of citizens about Islamic finance. This may result in its low

adoption since its takes people awareness to adopt a new thing.

® Interview with Prasad J. Abraham, Capital Business Newspaper, 2012
® Kazakhstan President’s annual message, 2011



This research intends to examine the awareness and willingness of bank
customers to patronize Islamic Banking in Kazakhstan. In order to identify the level of
awareness and willingness of the Islamic banking and finance, there is a need to
identify factors which will lead customers to accept Islamic banking in Kazakhstan.
Therefore, the researcher will tackle the research by conducting a survey using
questionnaire to related issues. After that, the researcher expects to come up with the
suggestions and recommendations which may benefit to the banking operators in
Kazakhstan and other Muslim majority CIS countries as well.

This chapter begins with brief history of Islamic banking, then states the
problems upon which this research is built, followed by objectives of this study,
research questions, and significance of the study, scope and research methods, and

lastly the limitation of the research

1.1 THE BRIEF HISTORY OF ISLAMIC BANKING

In the early 1960s, the Muslim economists were writing about prohibition of riba and
the need to establish Islamic banks as an alternative to the interest based banking
business. As a result of this statements banks set up to operate in accordance with the
Shari’ah principles and have grown last two decades. The first Islamic bank was
established in Egypt in 1963 and was called “Mit Ghamr Local Savings Bank™. The
bank operated on the basis of Shariah Law and prospered because it was able to meet
the savings and credit needs of its customers’. The success of Mit Ghamr Bank proved
that a bank operating according to Islamic principles could flourish. Following this
initial success, a number of Islamic banks were founded in various other Muslim

countries from the mid-1970 onwards. They included:

" Haron & Azmi, 2009



e Nasser Social Bank of Egypt (1972)

e Islamic Development Bank in Saudi Arabia (1975)

e  Dubai Islamic Bank (1975)

e  Faisal Islamic Bank of Egypt (1976)

e  Faisal Islamic Bank of Sudan (1977)

e lordan Islamic Bank (1978)

e  The Islamic Investment Company Ltd in the UAE (1978)

e  Abu Dhabi Islamic Bank (1980)

e  Qatar Islamic Bank (1981)

e Bahrain Islamic Investment Company (1981)

e jslamic Investment House of Jordan (1981)

e  Albaraka Investment and Development Bank KSA (1982)

e Bank Islam Malaysia Berhad (1983)

e International Islamic Bank of Bangladesh (1983)

After the establishing an Islamic banks in Muslim countries, in 1980°s there
were number of Islamic banks established in a non-Muslim countries. These were the
International Islamic Bank of Investment and Development of Luxembourg and

followed by Dar al-Mal al-Islami in Switzerland in 1981.

1.1.1 Islamic Banking in Malaysia

Malaysian government started the Lembaga Tabung Haji or Pilgrimage Fund Board
after five years of independence. Tabung Haji is a financial institution developed for
Malaysian Muslims to undertake the pilgrimage to Mecca and Madina, it was

established to help Muslims save for their pilgrimage expenses.



Islamic banking in Malaysia began operations in 1983 with the establishment
of Bank Islam Malaysia Berhad (BIMB) and was established to grasp a 20 percent
market share by the year 2010. The increase of Muslim populations and awareness of
Islamic values had led to greater demand for Islamic interest-free banking products.
Bank Islam Malaysia was set up to meet the gradually increasing demands and
challenges. From the initial capital of RM80 million, Bank’s shareholder fund rose up
to RM2.5 billion in December 2010. The Malaysian banking currier Bank Negara
Malaysia (BNM) used step-by-step approach in order to achieve its long term
objective which is to create a dual banking system that Islamic banking system and
conventional banking system will operate on a parallel basis. Currently all Islamic
banks (16 Islamic banks) operate under the Islamic Banking Act 1983. The Islamic
Banking Act 1983 provides to the BNM with rights to supervise and regulate the
Islamic banking system.® IBA defines Islamic banking as a banking business whose
aims and operations do not involve any element that is not approved by the religion of
Islam.

What religion of Islam says about interest and trade? Allah SWT says in Quran:

“Those who devour riba (interest) will not stand except as stands one

whom the evil by his touch has driven to madness. That is because they

say: Trade like riba. But Allah allows trade (al-bay’) but prohibits riba.

Those who after receiving directions from their Lord desist shall be

pardoned, for the past their case is for Allah (SWT) to judge. But those

who repeat (the offence) are companions of the fire. They will abide

therein forever.” (Al-Baqara: 275)

And another verse of Quran Allah says:

“O you who believe, do not consume riba with redoubling and protect
yourself from God, perchance you may be blissful” (Al-Imran: 130)

The Prophet Muhammad peace be upon him, confirms the evil nature of

transactions by saying:

8 Bank Negara Malaysia, 2012



“Allah has cursed the one who takes riba, the one who pays it, the one
who writes the contract, and the one who witnesses the contract”

(reported by Ahmad. Abu Daud, An-Nasa’i, ibn Majah and Al-
Tirmidzi)

Interest is prohibited in Islam; it is understood as an unjustified means of profit
and wealth creation, since the exchange of an equivalent for a non-equivalent does not
require the creditor to hold the market and other possible risks. The creditor provides
practically no value added services to the debtor. This means that the price a consumer
pays must be compensated with an equal return that he enjoys from the transaction
The Shari’ah principles are:

1. Prohibition of riba (interest or usury).

2. Application of al-bay’ (trade and commerce)

[Py

Avoidance of gharar (ambiguities) in contractual agreements
4. Prohibition of maisir (gambling)
5. Prohibition from dealing in business involving prohibited commodities
like pork, alcohol, illicit sex and pornography.
Similarly, an Islamic banking and finance runs in similar way with
conventional banks, but it operates on the basis of rules derived from Quran and

Sunnah. Therefore, it is crucial to observe these principles for the Islamic financial

institutions.

1.3 PROBLEM STATEMENT

Although Islamic banking is globally accepted as the new way of conducting the
banking transaction in an Islamic way, the level of penetration of the particular system
is not very convincing in Kazakhstan. The current evident showed that Islamic

banking only captured a total of 1 percent of banking market in Kazakhstan (National



Bank, 2011). In a similar gear, the low level of Islamic banking penetration rate is also
sourced from the low level of awareness and knowledge amongst public on the
Islamic banking products and services. To support this argument, in Kazakhstan
operates only one Islamic bank that is Al Hilal Bank which indicating the low level of
acceptance and knowledge by the Kazakh people. By the same token, the Kazakhstan
people has a fear on the receptivity on conducting Islamic banking, perhaps due to the
lack of government support. The review of literature reveals as very significant
evidence that the study on Islamic banking in Kazakhstan is significantly lacking. On
the other hand, studies from other countries like Malaysia kept on increasing. Owing
to the basis, there is a need to study the Kazakh people’s awareness and willingness on
Islamic banking product. Importantly the study will provide the important insights on
how Kazakh people perceived Islamic banking product and also provide critical view
on the foundation of the people willingness to consume Islamic banking products in
the future. In effect. the study will ensure that the banking products will be demanded

and to be remained competitive in the long run.

1.4 RESEARCH QUESTIONS

The main research questions of this research are:

e Does Kazakhs aware on Islamic banking products and services?
e  Will Kazakhs patronize Islamic banking products and services?
As the specific research questions of this research are:
e To what extent, the level of literacy of Kazakhs on Islamic banking
system®?
e To what extent, the level of literacy of Kazakhs on Islamic banking

principles which govern Islamic banking products?



» Does Kazakhs willing to patronize Islamic banking products?

1.5 RESEARCH OBIJECTIVES
‘The main objectives of this research is to

e Examine the level of awareness of Kazakhs on Islamic banking products

and services.
e Examine the willingness of Kazakhs to patronize Islamic banking products
and services.
As the specific objectives of this research is:
» To examine the level of literacy of Kazakhs on Islamic banking system
* To observe the level of literacy of Kazakhs on Islamic banking principles
which govern Islamic banking products

* To determine the Kazakhs willingness to use Islamic banking products

1.6 HYPOTHESES OF THE STUDY

1.6.1 Awareness of Islamic banking products and services in Kazakhstan

In this subsection, the following hypotheses were developed in order to examine

whether demographic variables have significant relationship with awareness of

Islamic banking system in Kazakhstan:

H1: There is no significant relationship between demographic variables and awareness
of Islamic banking system in Kazakhstan. For instance, Haron et al. (1994)
investigated the relationship between demographic and Malay’s knowledge on
Islamic banking and discovered there was a significant relationship between
the two variables.

Specifically, based on H1, several sub-hypotheses were developed:



Hla: There is no significant relationship between age and awareness of Islamic
banking system in Kazakhstan

Hlb: There is no significant relationship between occupation and awareness of
Islamic banking products and services

Hlc: There is no significant relationship between income and awareness of Islamic

banking products and services

1.6.2 Understanding of Islamic banking products and services in Kazakhstan

This study intends to examine the following hypotheses.

H2: There 1s no significant relationship between demographic variables and
understanding of Islamic banking system and operations

Specifically. the following sub-hypotheses were developed:

H2a: There is no significant relationship between age and understanding of Isiamic
banking system and operations

H2b: There is no significant relationship between occupation and understanding of
Islamic banking system and operations

H2c: There is no significant relationship between income level and understanding of

Islamic banking system and operations

1.6.3 Willingness to patronize Islamic Banking products and services in
Kazakhstan

This study intends to examine the following hypotheses.
H3: There is no significant relationship between demographic variables and
willingness to patronize Islamic banking products and services in Kazakhstan

Specifically, the following sub-hypotheses were developed:



H3a: There is no significant relationship between age and willingness to patronize
Islamic banking products and services in Kazakhstan

H3b: There is no significant relationship between occupation and willingness to
patronize Islamic banking products and services in Kazakhstan

H3c: There is no significant relationship between income level and willingness to

patronize Islamic banking products and services in Kazakhstan

1.6 SIGNIFICANCE OF THE RESEARCH
This study focuses on the awareness, understanding and willingness of Islamic
banking products and services in Kazakhstan. There is no study that had been
conducted in Kazakhstan to examine the awareness, understanding and willingness of
Islamic banking products and services in Kazakhstan. Haron et al. (1994) investigated
the awareness of bank customers on Islamic banking product in Malaysia and
discovered the moderate knowledge of Islamic banking products amongst the
customers. Yet but importantly, the study did not examine those of Kazakh’s views on
awareness and patronization. This study has been motivated following two main
reasons. Firstly, Kazakhstan is a multi-national country, as the statistical body of the
country shows that 65 percent of the population are Muslims, it is a vital percentage
for the Islamic banks to operate in Kazakhstan. This Muslim population would create
huge potential for the Islamic banks to gain an almost similar popularity as the
conventional banks achieve. Not even Muslims but non-Muslims can also benefit
from their products and services if they do not ignore it. Secondly, this study will add
to the literature pertaining to the Islamic banking products and services in Kazakhstan.
This study designs specific items to represent awareness, understanding and

willingness to patronize Islamic banking products and services. These items will
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contribute to the very limited knowledge available in the context of Islamic banking
svstem in Kazakhstan. It also provides a source of reference to future studies in
exploring further the prospects and challenges of Islamic banking in the said nation.

Through knowing the level of awareness of Kazakhstan people towards
Islamic banking system, Islamic bankers possibly will design or set up different
marketing campaigns for the Kazakhstanis based on their level of awareness. By
investigating the level of understanding of those people towards Islamic banking
system, the bankers can use simpler words to the Kazakhstan customers. In addition,
by knowing the willingness of the Kazakhstanis the bankers could fasten the
establishment of an Islamic bank for the goodwill of the people.

In brief, Islamic bankers could use the findings of this study to enhance their
knowledge on the Kazakhstan Islamic banking service users and the profiles of

Kazakhstan potential customers.

1.7 SCOPE AND RESEARCH METHOD

The scope of this research paper will focus on the awareness and willingness of the
Islamic banking and finance in Kazakhstan. Similarly, the researcher will also focus
on factors influencing the determination of those variables of Islamic banking and
finance and questionnaires were distributed to acquire perception and humble view of
customers. The data obtained were analyzed using statistical software which is

Statistical Package Social Science (SPSS).
1.8 LIMITATION OF THE STUDY
This study has a few limitations. Firstly, the population sample focused only on

Kazakhs who are Muslims from the birth, so the result which we might get may not be
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the most accurate. It will not reflect the exact results on awareness and willingness of
Islamic banking products and services in Kazakhstan, as there are other nations which
consisting the remaining 35 percent of the population.

Secondly, the number of respondents are limited (there are 400 respondents
were targeted) due to inability of covering all the geographical areas, only three areas
are selected such as Central region, South region and South East region of
Kazakhstan. Owing to financial and time constraints, the study only managed to
collect 300 questionnaires from the participated respondents. However but since this
study is exploratory, the number of the collected questionnaires is considered
acceptable.

Thirdly, it is observed that there is no qualitative approach to be undertaken by
the current study. Further, there is no evidence taken from those regulators, top-
managers and policy makers in understanding the research objectives. This is owing to
the difficulties approaching those respondents because of the unavailability of those
parties to participate in the current research. This remains an interesting question to be
undertaken by future studies

This study also suffers from the bias of respondents who were totally Muslim
respondents. No data are provided to examine those non-Muslims respondents on the

awareness, understanding and willingness.



CHAPTER TWO

LITERATURE REVIEW

2.0 INTRODUCTION

The main target of this study is to observe the level of awareness and willingness of
Islamic banking and finance in Muslim majority Kazakhstan. Mainly, the researcher
attempts to examine (1) the level of an awareness of Kazakh Muslims regarding
Islamic banking and finance (2) their understanding of the Islamic banking system (3)
the willingness to patronize Islamic banking products and services in Kazakhstan (4)
the possible recommendations and suggestion which might benefit the growth of
Islamic banking and finance in future. To fulfill the objective of this research, it is an
important to review the current and past literature. Nevertheless, due to limitation of
the most related articles regarding to this study the researcher will select the most
relevant articles on the discussing issues.

This chapter on the literature review, is divided into 5 sections: next section
reviews the conceptual framework of Islamic banking, then, section two discusses on
awareness of Islamic banking products and services in worldwide. Third section
explains the level of understanding of Islamic banking products and systems among
Muslims and non-Muslims. Then fourth section elaborates demographic factors
affecting the awareness and willingness of Islamic banking industry and the last

section is the conclusion of this chapter.
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