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EVALUATING THE EFFECTIVENESS OF ISLAMIC FINANCE

Kuanova L.A., PhD student,
Meirmanova A., MSc student,
Al-Farabi Kazakh National University (Kazakhstan)

AHHOTanusi. Makana a3 3epTTeNreH, ajaia ©3¢KTi OOJbII TaObUIATHIH MCIAMIIBIK OAHKHHT
MOJICTIHIH TY)KBIPBIMJIAMAChIH XaH-KAKThl 3epielieyre apHairaH. Makaiaga MCIaMABIK KapKbl
KYpaJapblHbIH HaFbI3 aKTHBTEPre HETI3/CNTCH TaOWFaThiHA OAilJIaHBICTHI, €71 SYKOHOMHUKACHl MEH
oN-ayKaThl YIIIH Pejii MEH MaHbBI3bl KOpPCETUIreH. ABTOpJIap HCIaMIBIK OaHKTIK KypaiaapablH
HETI3r1 TYpJIEpIH KapacTelpynbl IemrTi. byman Oacka, mMakaiaga TOCTYpsli KapKbUIAHIBIPYIbIH
AQHAJIOTTAPBIMEH  CaJBICTBIPA OTBHIPHIN, WCIAMIBIK KapiKbl KYPaIAapbIHBIH  AKOHOMHUKAIBIK
CHUITaTTamasapbl TaJIaHa bl

Tyiiin ce30ep: uciamovly Kapocol, myoapaba, Mmywapaka, mypadaxa, uoxcapa, 6axaid,
UCMUCHA, CYKVK.

AnHotanusi. CTaThsi TOCBSIIEHA BCECTOPOHHEMY H3YyUYEHUIOMAJIOU3YYCHHOH U B TOXE
BpPEMSIAKTYJIbHOWKOHIIETIIMK Mozenu Mciaamckoro OankuHTa. B cTarthe packpbIBaeTcs poib U
3HaYE€HUE MHCTPYMEHTOB B McrmaMckux (PUHAHCOBIUISI SKOHOMHUKH M OJarocOCTOSIHHSI CTpaHbl 3a
CYeT OCHOBAaHHOW Ha pEANbHBIX AaKTHBaX IMPHPOJE MOJCTH. ABTOPHI PEIIWIA PACCMOTPETh
OCHOBHBIE BHJBl HWHCTPYMEHTOB HCIAMCKOTo OaHkuHra. (OCHOBHOE BHHUMAaHUE YAENSETCS
3¢ heKTUBHOCTH pabOThI MHCTPYMEHTOB. Kpome Toro, B craThe aHAIM3HPYIOTCS SKOHOMHUYECKHE
OCOOCHHOCTH OCHOBHBIX HCIIAMCKHX (DMHAHCOBBIX HHCTPYMEHTOB B CpPaBHEHHH C aHAJIOTaMu
TPaJUIIUOHHBIX (PHAHCOB.

Kniouesvie cnosa: Hcnamckue unancei, myoapaba, mywapaka, mypabaxa, uoxcapa, 6axkaid,
UCMUCHA, CYKVK.

Annotation.The article is devoted to a comprehensive study of the seldom-studied and at the
same time actual concept of the Islamic banking model. The article reveals the role and importance
of instruments of Islamic finance for economy and well-being of the country, because of real assets
based nature.Authors decided to consider main types of tools in Islamic banking. The main attention
is paid to the study of the effectiveness of Islamic Finance.Furthermore, the article analyzes the
economic benefits of the main Islamic finance instruments in comparison with analogues from
conventional finance system.

Keywords: Islamic Finance,mudaraba, musharaka, murabaha, ijara, istisna, vakala, sukuk.

Nowadays, when the world economy needs additional sources of financing for sustainable
development, the role of Islamic finance is growing every day.
The difference between Islamic financing and the traditional one is that the Islamic economic
system is a system based on rules based on the principles of preserving property rights and the
inviolability of contracts and has no speculative component

Islamic finance is a rapidly growing component of the financial sector in the world. According
to Global Islamic finance report of 2017, the annual turnover of the Islamic finance market is
estimated at 2.293 trillion US dollars, which 1s 1% of all world assets, and average growth rate of
World Islamic finance is 13,9% between 2009-2017.[1]

Islamic finance and Islamic banking industry are specified and based on a defined range of
Sharia-formulated financial instruments. Almost all instruments and contracts of Islamic finance
have Arabic names, however under these Arabic terms conceal understandable for not only for
financiers tools.

Table 1.-Main types of Islamic banking instruments. [2]

Name of Brief description Western
Islamic analogue
banking

instruments
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Name of
Islamic
banking
instruments

Brief description

Western
analogue

Mudaraba

is used for project financing purposes, as well as in
syndication and securities issues (Sukuk) that comply with
Islamic law.

The basis of the trust partnership is the Bank's participation
in the provision of investment financing of the project

trust
financing

Musharaka

is used in the framework of active operations of the Bank for
the purposes of export — import financing, project financing
and syndications, issues of securities in accordance with
Islamic law (Sukuk).

The basis of musharak's transaction is the joint participation
of the Bank and the Client in the implementation of any
business plan (investment plan) and the joint financing of
this plan.

partnership

Murabaha

it is used in the framework of active operations of the Bank
for export — import financing and financing of working
capital.The basis of the Murabaha transaction is the sale of a
certain asset to the Client, previously acquired by the Bank,
at a mark-up by the Bank. The Bank's income from this
operation is the margin established by the Bank in the
framework of the transaction with the Client.

resale with
mark-up

[jara

is used in the framework of active operations of the Bank for
the purposes of leasing and project financing.

The basis of the [jara transaction is the provision of lease,
leasing of any particular asset to the Client. The income of
the Bank from this operation is the lease payments within the
agreed period of use of the lease.

Leasing

Istisna

Is a financial instrument designed specifically to Finance
long-term projects. According to the Istisna contract, all
payments are made at the price established on the date of the
contract, while payments are made at the end of the project
or at pre-specified intervals during the project.

Futures

Vakala

is an analogue of representation in the traditional financial
system. According to the vakala agreement, one party-Vakil
(agent) represents the interests of the other party as a
Trustee. Unlike the Mudaraba contract, the agent does not
participate in the distribution of profit or loss, but receives a
fixed fee for his services.

Agent

Sukuk

Islamic securities, often referred to as"Islamic bonds". Sukuk
is the Islamic equivalent of a bond. The principle of Islamic
bonds is the right of the sukuk holder to a part of the Issuer's
profit (or loss). Income on Islamic securities is not
guaranteed. There are different types of sukuk depending on
what kind of contract lies at its core: Ijara, sukuk Istisna,

Stock
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Name of Brief description Western
Islamic analogue
banking

instruments

sukuk Murabaha, sukuk Musharaka, sukuk Mudaraba, sukuk.

*complited by the authors, source: [2]

According to the norms of Muslim law specified in the Koran and the Sunnah, there are a
number of religious prohibitions (Haram) concerning the economic life of society:

1. Riba (Arab. "surplus") - prohibition of interest rates and usury in General: interest-bearing
loans, bonds, deposits with fixed income. Islam does not make a formal distinction between interest
and usury. Both phenomena are called " RIBA "and are forbidden in the Quran:"Allah has permitted
trade and forbidden growth " (2:275). Money cannot be the subject of a deferred transaction, money
cannot be sold and buy as a commodity. In the end, the ban on the use of loan interest leads to the
fact that IP - Islamic financial institutions to generate profits or as an equity participant, fully
sharing risks, profits or losses of a partner or engaged in commercial activities, removing the
margin from the resale.[3]

2. Garar— "uncertainty" - a ban on intentional risk beyond the necessary, and uncertainty in
the contract, fraught with large losses. We are talking about derivative financial instruments such as
forwards, futures, swaps, classic insurance. Garar is the result of information asymmetry in relation
to one of the parties to the Treaty, and Muslim law condemns the acquisition of unilateral
advantages by a more informed party to the Treaty at the expense of the other (Quran 4:29-30).[3]

3. Maysir (arab. "passion") - a ban on speculation, the use of any circumstances, anyone's
difficulties in their interests: gambling, betting transactions, classic insurance. Islamic banks cannot
participate in lotteries and other similar operations.[3]

4. Haram -a ban on investment in the production and consumption of goods that Islam defines
as unclean: pork, alcohol, tobacco, weapons, as well as a ban on the financing of openly criminal
business: forgiveness, witchcraft, drug trafficking, pornography, etc.[3]

The problem is that there is no unity among Muslim jurists on many key issues. As a result, the
activities of some Islamic banks may differ from those of others and interprete differently. Modern
Islamic thinkers, adapting to Western economic theory, subdivide the riba into interest and believe
that the Koran prohibits usury, but not interest. Interest is considered legitimate when they are taken
by the government for the creation of the accumulation Fund, the punishment of debtors and
production financing. The index as a hedge against inflation is also permitted. Conservative thinkers
reject any form of increase in the original size of the loan. According to Islam, it would not be fair if
the person taking out the loan were forced to pay interest, whether or not the capital made a profit,
while the lender was guaranteed a profit regardless of the personal contribution and the degree of
work tension.[3]

Efficiency of Islamic Finance. In this part of article there was consideration that in the economy
with a traditional financial system, Islamic financial companies begin to operate, providing a wide
range of services. From a simple theoretical model should be somewhat intuitive, but important
finding.[4]

First of all, as a result of the emergence of Islamic financial companies, there will be an
increase in savings in the economy. At the same time, the growth of savings will be due to the
growth of savings of both Muslims and all others. For Islamists, the emergence of Islamic financial
companies means that they have access to financial services that allow them to make savings. As a
result of the rational choice between consumption and saving, the savings of religious consumers
are growing. For non-Muslim consumers, the emergence of Islamic banks makes the basket of
available savings instruments more diverse. This allows them to diversify their savings portfolio
better and consequently leads to an increase in savings.[5]
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Secondly, it follows from the objective of maximizing the utility of consumers that with a more
diverse basket of financial services, the utility increases due to the expansion of the range and the
multiplicity of inter-temporal choices. After the emergence of new financial instruments, it becomes
profitable for consumers to shift part of their consumption to future periods. Thus, with the advent
of Islamic banks, the welfare of all consumers is growing.[5]

Thirdly, the growth of savings in the economy will lead to an increase in investment and,
accordingly, output. On the other hand, as a result of the emergence of Islamic financial services,
there will be a long-term increase in savings, which can be interpreted as an increase in the rate of
savings in the economy, which, in turn, will lead to long-term growth in investment and output. In
terms of the Solow model, this means that as a result of the growth of the savings rate, the economy
will enter a new growth trajectory, where at each time output is greater than the trajectory
corresponding to the original savings rate. In terms of endogenous growth models, an increase in
the rate of savings in the economy should not only lead to a transition to a new growth trajectory,
but also to an increase in the rate of economic growth.

Fourthly, the emergence of the Islamic Finance market will lead to an increase in investment in
the domestic economy, not only through domestic savings, but also through the inflow of foreign
capital. At the same time, foreign investment can grow at the expense of both Muslim and non-
Muslim investors. In support of this argument, we can cite statistics on attracting foreign investment
in Islamic financial products by various countries through the liberalization of the industry. [5]

Today, the domestic market of Islamic finance is presented by: 2 Islamic banks, Al Hilal Bank,
Zaman Bank and Islamic leasing companies “Ijara” and Al-Saqr Finance, Islamic micro finance
company “New Finance”, Islamic insurance company “Takaful” and others.It should be noted that
Kazakhstan occupies a leading position in the countries of Central Asia and has a great potential for
the development of Islamic finance. [2]

It is well known and discussed fact that, the regulation and development of the Islamic Finance
industry in Kazakhstan, is an important task. This will lead to increased prosperity throughout the
economy. The emergence of new players and new services in the financial market, on the one hand,
will lead to an increase in savings in the economy at the expense of the part of the population that is
tend to savings, and on the other — will increase investment in the economy at the expense of the
population tend to entrepreneurship. Furthermore, the growth of investments will be due to both
domestic savings and investments of foreign investors.[6]

A separate study deserves the question of economic policy for the development of the Islamic
Finance industry and specific steps in this direction. Based on the experience of many countries, it
could be said that such policies should contribute to the creation of an economic infrastructure that
allows the actors of the industry to operate on an equal footing with other actors of the financial
system. One of the possible ways to solve this problem is to create a new organizational and legal
form that allows to perform all Islamic financial transactions, equivalent in terms of the tax burden
of the relevant traditional financial transactions. Such an approach in the liberalization of the
Islamic Finance industry, when the economic content rather than the form of the transaction is taken
into account and appropriate taxation is introduced, has been implemented in many countries. In
carrying out the policy on the development of the Islamic Finance industry in Kazakhstan, it is
advisable to study the experience of these countries, in particular the international experience on the
regulation of Islamic financial companies by Supervisory financial authorities. The list of specific
measures for the development of the Islamic Finance industry and regulation of the subjects of this
industry can be the subject of further research.[6]

In conclusion, after reviewing the economic instruments used by Islamic banks, it should be
noticed that, according to the article that the Islamic bank allows them to demonstrate a significant
increase in their assets for a relatively short period of time. This feature is justice that is not the only
factor of success, but it plays a significant role.

Having examined the efficiency of Islamic Finance, we can say that today the Islamic financial
industry is still at an early stage of its development, but despite this it is already present in many
countries and offers a wide range of financial products for debt and equity financing companies,
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financing private and public projects, as well as individuals. All these products are structured in
accordance with religious principles, adapted to the jurisdiction of the country where they are
provided. To be more precise, the financial legislation of a country interested in the development of
this industry is supplemented in such a way that Islamic financial products can be created within its
framework. As a rule, without changing the financial legislation, this is very difficult, because
Islamic financial instruments are based on transactions with real assets and therefore usually cannot
be interpreted as financial transactions, with the corresponding tax and other consequences.

The development of the Islamic Finance industry is one of the directions of development of the
financial system as a whole, as it contributes to the emergence of new financial instruments,
increased competition and, as a result, a more efficient distribution of capital in the economy.
Therefore, it is not surprising that in recent years, to some extent, this industry has developed in
many countries. Nevertheless, the main factors of its growth depend on the specifics of a particular
country. In the Middle East and other countries with a predominant Muslim population, the main
driving force is the demand from the religious population, which is limited in the consumption of
traditional financial services. For other countries, such as the United Kingdom, France, Germany,
the United States, one of the main reasons for the formation of this industry is the interest in
investments from oil-rich Arab countries.
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AnHoTanmusi. Makanaga wucjaaM  KanmuTalbl HAPBIFBIHBIH ~ OHIMJIEPl  KapacThIPBHUIBII,
KypannapaslH TYHHC CHSKTBI PEBOJIONMANAH KEHIHT1 enneple IKOHOMHKAHBI JaMBITyFa KOHE
KapKbl TYPaKTBUIBIFBIH apTThIpyFa MYMKIHJIITT TalKbUIaHIbl. Mcmamablk KapKel skyieci OyKin
WClIaM KamuTajd HapbIFbIHBIH Oip Oemiri peTiHAe »JKeKe TyFajapra Ja, OW3HECKenae
KapKbUTaHBIPYABIH TYMHYCKAa TYpPJEpiH YChIHYJa MaHbI3IbI peil atkapansl. byn ¢dakt makanana
HKOHOMHKAJIBIK KUBIHABIKTApbl JKEHYTe BIKMAI €TEeTIH MCIAMJBIK KaluTal HapbIFBIHBIH JIaMYbl
Typajibl CypakTap TyFbI3aJpl. bepiireH makaigaHbl HCIaMJIBIK KamuTall HAPBIFBIHBIH OHIMAEpl
OolibIHIIA 3epTTEYIIePAIH KOPCETKIII PEeTiHe KapacThIpyFa 00aabl.

Tyuin ce30ep. Hcaam kanuman uapwievinoly onimoepi, Cykyk, Myoapaba, Mywapaka,
Llapuzam -komnaaiinc.

AHHOTanusi. B maHHON cTaThe OOCYXKIAIOTCS MHCTPYMEHTHIMICIIaMCKOTO phIHKA KamuTana v
BO3MOJKHAsI POJb HMXCOACUCTBUS Pa3BUTHIOOKOHOMUKE M (PMHAHCOBOH CTaOMIBHOCTH B CTpaHe,
MepEeXKUBIIEH PEBOIONNIO, Takol Kak TyHnuc. Mcnamckas guHaHCOBash crCTeMa Kak 4acTh BCETO
HcnaMckoro pelHKa KamMTalda MrpaeT BAaXXKHYIO POJIb B NPEJIOKEHHUH OPUTHHAIBHBIX CIIOCOOOB
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