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SUKUK: FUNDAMENTAL PROPERTIES
AND PERSPECTIVES OF DEVELOPMENT IN KAZAKHSTAN

The emerging and rapidly developing Islamic capital market has become an integral part of the
modern financial system, providing not only Islamic but also traditional financial institutions with new
market instruments for the efficient mobilization of resources and optimal allocation of assets. Sukuk,
being a unique Islamic security, gives rise to discussions regarding its fundamental properties and
functions, however, continues to demonstrate its dynamic development in secondary markets, which
makes it the object of close attention for the economic practice of Kazakhstan, where approximately
60% of the population adheres to one degree or another Muslim faith.

In the proposed article, the authors set a goal to make a theoretical review that allows us to
clarify the features of sukuk in the context of Shariah principles, compare them with the parameters of
traditional bonds to identify similar and distinctive characteristics between them, and also determine the
prospects for the development of sukuk in the Republic of Kazakhstan, as one of the alternative financial
instruments. It is important that the use of Islamic securities allows us to adhere to the trend of the 17
UN SDGs, as well as contribute to the development of infrastructure projects, the construction and
modernization of which has been updated in Kazakhstan in recent years.

Key words: sukuk, financing, investment, sustainable development, Islamic financing.
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Cykyk: KasakcTtaHparbl AaMyAblH
ipreni KacverTepi MeH nepcnekTuBanapbl

[ambin Kene xaTKaH XXoHEe KapKblHAbl AaMbIMN Kene XaTKaH UCnamablK KanuTasna HapblFbl TeK 1UC-
namablK eMec, COHbIMEH KaTap ASCTYP/li KapXbl MHCTUTYTTapblH pecypcTapabl TMIMAI >XYMbIAbIPY
YK9He aKTUBTepZi OHTal bl OPHANACTLIPY YLUIH XaHa HapbiKTblK KypanaapMeH KaMTaMachl3 eTeTiH 3a-
MaHayu Kapbl XyMeciHiH Kypamaac 6eniriHe arHangbl. Cykyk 6iperei ncnam 6aranbl KaFasbl 60na
OTbIpbIM, OHbIH ipreni KacneTTepi MeH MyHKUMAIapbiHa KaTbICTbl NiKipTanacrap TyFbl3aAbl, AereHMeH
KaliTanama HapblkTapZa e3iHiH KapKblHAbl [aMyblH KepCeTyzi anFacTbipyaa, 6yn oHbl KasakCTaHHbIH
SKOHOMMKasbIK TOXipnbeci yLwiH XiTi Ha3ap ayaapaTbiH 06bekTi eTeai, MyHAa wamameH 60%. xanbik-
TbIH 6ip Aspexeae MyCbIIMaHAbIK CEHIMIH yCTaHaabl.

¥CbIHbINFAH Makanaja aBToprap CyKyKTblH €peKLUesiKTepiH LWapuFaT Heri3gepi KOHTEKCTIHAE Hak-
ThlflayFa, onapabliH apacbiHAAFbl YKCAc XoHe epekile 6enrinepai aHbIKTay ywWiH AsCcTypni obnurauns-
NapAblH NapaMeTpnepiMeH canbiCTbipyFa MyMKiHAIK 6epeTiH TeopusanblK WOy Xacayabl MakcaT eTin
oTbIp. 6anama Kap>xxbl KypanaapbliHbiH 6ipi peTiHae KasakcTtan PecnybnukacbliHAarbl CYKyKTbl AaMbITy
nepcnekTUBanapbiH aHblkTay. Micnamapblk 6aransl Karasgapabl naaanany B¥¥-HbiH 17 SDG TeHaeH-
LMSICbIH YCTaHyFa MyMKiHAiK 6epeTiHi, COHAaN-aK COHFbI Xblngapbl KasakcTaHza KypblibiCbl MEH XaH-
FbIPTbINYbI XXaHaPTbIIFaH MHPPaKypbINbIMAbIK Xobanapabl AaMbITyFa ynec KOCybl MaHbI3[bl.

TyhiH ce3aep: CyKyK, KapXbinaHAblpy, MHBECTMUMSINAP, OPHbIKTbI AaMy, UCNaMAblK KapXXbliaH-
Ablpy.
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Cykyk: dyHaaMeHTa/ibHble CBOMCTBa
M nepcnekTuBbl pa3BuTua B KasaxcraHe

3apoamuBLLmMica M BypHO pasBUBAlOLLMICA MCNaMCKMI pbIHOK KanuTana CTas HeoTbeMJIEMbI
YacTblo COBPEMEHHON (PMHAHCOBOM CUCTEMBI, MPEAOCTABNB HE TOJIbKO UCIIAMCKMM, HO U TPaaULIMOH-
HbIM (DMHAHCOBLIM MHCTUTYTaM HOBbIE PbIHOYHbIE MHCTPYMEHTbI AN 3 eKTUBHON MOBUM3aLMK pe-
CYpPCOB U OMTUManbHOro pacnpeaeneHus aktueoB. CyKyK, IBMSISICb YHUKaANbHOW UCAMCKOW LIEHHOM
6yMaroi, NopoxXaaeT ANCKYCCUM OTHOCUTENBHO CBOMX (PyHAAMEHTasIbHbIX CBOUCTB U PyHKLUWIA, OAHa-
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KO, NpOAO/MKaEeT AEMOHCTPUMPOBaTh CBOE AMHAMUYHOE pPa3BUTUE HA BTOPUYHbIX PbIHKAX, YTO AenaeT
ee 00bEeKTOM MPUCTaNbHOrO BHMMaHWUS AN1s XO3SIMCTBEHHOW MpakTMKK KasaxcTaHa, rae npumepHo 60%
HaceneHusi B TON WY UHOW Mepe NpUAEPXKXNBAETCS MYCYSIbMaHCKOW Bepbl.

B npeanoxeHHoOM cCTaTbe aBTOpaMy MOCTaBfeHa Uenb CAenaTb TeopeTuyeckuin 0630p, KOTOpbIN
MO3BOJISIET YTOUYHUTb OCOBEHHOCTM CYKYK B KOHTEKCTe nmpuHUMnoB Lllapuarta, cpaBHUTL MX C napamer-
paMn TPaaUUMOHHbIX BOHAOB ANS BbISIBNEHUS MEXAY HUMU CXOAHBbIX M OTAIMYMTENbHBIX XapakTepuc-
TUK, a TaKxe onpeaennTbCs C NepcrnekTvBaMu pas3sBuTust Cykyk B Pecnybnvke KasaxcraH, Kak ogHOro
U3 anbTepHATUBHbLIX DUMHAHCOBLIX MHCTPYMEHTOB. HeManoBaXKHO, YTO MPUMEHEHUE UCNAMCKUX LEHHbIX
6ymar no3BonsieT npuaepxmBatbcs TpeHda 17 LIYP OOH, a Takke cnocobCTBOBaTb pPa3BUTMIO MHMD-
PacTPYKTYPHbIX MPOEKTOB, COOPYXeHWEe WM MOAEpPHM3aUMsl KOTOPbIX akTyanusuposanacb B KasaxcTaHe

B nocnegHue rogbl.

KnroueBble cnoBa: cykyk, (hMHaHCMPOBaHWE, MHBECTULIMM, YCTOMUYMBOE Pa3BUTLE, UCIaMCKoe -

HaHCKMpoBaHue.

Introduction

The novelty for the paper is considered under the
rapid growth of Islamic financial institutionsin the
traditional Muslim countries of the Persian Gulf,
North Africa, and the Asia-Pacific region and the
corresponding growth of the market forvarious types
of Islamic securities — sukuk — as instruments for
raising and placing capital followingthe instructions
of Sharia. Attracted by the highdynamic rise of the
global sector of Islamic Finance(on average about
15% per year), the Governments of Great Britain
and Hong Kong also pay greatattention to the
development of Islamic Finance and the Islamic
Financial Instruments market in their countries. In
the terms of Kazakhstan’s financial market the
importance of the chosen topic is dueto the
Kazakhstan’s goal to the leadership and the
regulator of the financial market to actively develop
the Islamic finance sector in Kazakhstan, which
operates in parallel with traditional finances, and to
stimulate the issuance of sukuk Islamic securities
by Kazakh issuers. On February 12, 2009, on the
personal initiative of the President of the Republic
of Kazakhstan, the Parliament adopted Law of the
Republic of Kazakhstan (hereinafter referred to as
RK) No. 133-1V “On Amendments and Additions
to Certain Legislative Acts of the Republic of
Kazakhstan on the Organization and Activities of
Islamic Banks and the Organization of Islamic
Financing.” Based on the adopted Law, relevant
amendments were made to the basic legislative acts
of the Republic of Kazakhstan regulating the
activities of the financial sector: to the Civil Code of
the Republic of Kazakhstan and the Law onBanks
and Banking Activities in the Republic of
Kazakhstan, defining the principles of functioning
of Islamic banks in the Republic of Kazakhstanand
financial instruments used by Islamic banksin
their activities. The most important legislative

change directly related to the topic of the article
is the introduction into the Law of the Republic
of Kazakhstan of July 2, 2003 “On the Securities
Market” of articles defining Islamic securities and
describing the procedure for issuing, circulation, and
repayment of Islamic securities in the Republic of
Kazakhstan. For instance: Article 1, subclause 42-
43: Islamic securities — issue securities which terms
of issue followed by Islamic financing principles,
warranted the right to own an joined share in tangible
assets and/or the right to dispose of assets and
revenues from their use, services or assets of specific
projects for the financing of which these securities
were issued. In addition to these legislative changes,
the Government of the Republic of Kazakhstan, by
its decree No. 371 of March 29, 2012, approved the
Roadmap for the Development of Islamic Financing
until 2020. The roadmap describes the spheres of
economy and education that need changes for the
development of Islamic finance in Kazakhstan. The
roadmap also includes activities aimed at developing
the Islamic securities market, for instance, Section 2
“Development of Islamic financial infrastructure”
includes paragraph 3.2 “Short-term liquidity market
support for Islamic financial institutions”; Section
5 — Clause 5.4 Issue of State Islamic Securities;
Section 6 — Item 6.1 Definition of relevant industrial
projects and organization of the issuance of Islamic
securities for them.

Today, despite the presence of the main
legislative framework for Islamic finance since
2009, only two small Islamic banks and several
Islamic leasing companies have opened and are
functioning in Kazakhstan. Also, not a single issue
of sukuk by Kazakh issuers were carried out, but
the issue of sukuk by the State Development Bank
of Kazakhstan in the domestic Malaysian market,
denominated in local ringgits.

The lack of activity of Kazakh issuers in the use
of sukuk is largely due to their lack of knowledge
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about this financial product, understanding the
advantages of using sukuk as a tool for raising
capital from Islamic financial institutions, and the
threats held by the complex organizational structure
of sukuk. This gap is intended to some extent to
eliminate this article, the purpose of which is to
analyze the main parameters of sukuk structures
to find out the following assumption: whether the
presence of sukuk has a positive impact on the
quality of the portfolio if used as a diversification
tool. Also, whether there are similar characteristics
between sukuk and bonds, making these instruments
homogeneous variety of financial instruments, or
sukuk have alternative characteristics distinguishing
from bonds, which determines the belonging of
these financial instruments to different asset classes.

Achievement of the specified goal is performed
through solutions of the following tasks:

« description of the definition of sukuk and the
history of sukuk;

« consideration of the basic Sharia regulations
for commercial and financial transactions;

* sukuk structure’s exposure;

» comparative analysis between bonds and
sukuk;

* SWOT —analysis of sukuk in terms of prospects
in Kazakhstan.

Additionally, as a major object of research and
an independent financial instrument, sukuk in
Kazakhstan has not yet been deeply studied, which
also determined the relevance of the topic of this
article.

Methodology

The scientific methods used in this study are a
theoretical review and generalization of existing
methodological approaches to the study of the
fundamental properties and types of sukuk, as well
as comparative and SWOT analysis, which made
it possible to critically comprehend the potential
of these securities from the point of view of the
peculiarities of the development of the national
economy of Kazakhstan.

The conceptual basis for studying the current
state of the Islamic securities industry was the
conclusions of modern Islamic scholars and foreign
experts in the field of Islamic finance, as well as
practical instructions and recommendations for the
use of Islamic financial instruments developed by
such international Islamic organizations asthe
International Islamic Figh Academy of the
Organization of the Islamic Conference (IIFA );
Organization for Accounting and Auditing in Islamic
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Financial Institutions (AAOIFI); International
Shariah Research Academy for Islamic Finance
(ISRA).

The information base of the study consists of
materials from analytical reports of news agencies
Thomson Reuters, Zawya, Bloomberg, a subsidiary
of the financial company of the Islamic Development
Bank The Islamic Corporation for the Development
of the Private Sector (ICD) and data from analytical
studies of the consulting company EY (Ernst &
Young).

Literature review

Sukuk is an Arabic word that is plural of Sakk,
which means a legal, legal document, act, check, or
receipt. In Western terminology, the word sukuk
has become a stable expression for defining the
Islamic equivalent of a traditional bond (bond) or
otherwise Islamic bond. Also in practical use, you
can find the use of the term “Sukuki” as a plural for
Islamic bonds, which is incorrect, since the word
sukuk in Arabic is already a word for the plural. The
correct usage for singular would be Saqq but for
plural sukuk. In the Middle Ages, during the period
of the so-called classical Islam, Saqq (many Sukuk)
was, by its practical purpose, a related document
with a European check and meant any document
representing a contract or evidence of the transfer
of property rights, obligations or money committed
under the instructions of Sharia. Sukuk were widely
used in Muslim countries of that period to transfer
financial obligations arising from trade and other
commercial transactions.

The international organization “Organization
for Accounting and Audit in Islamic Financial
Institutions” (AAOIFI) in its Sharia Standard No.
17 on Islamic securities sukuk defines sukuk as
Investment Sukuk to indicate their difference from
other securities of shares and bonds. The official
definition is as follows: “Equivalent value certificates
representing indivisible shares of property of
tangible assets, the right to use property and services
or ownership of assets in certain projects or special
investment activities. However, this possession
comes into force after payment of the sukuk value,
closing the subscription, and using the funds for,
sukuk (Accounting and Auditing Organization for
Islamic Financial Institutions, 2003).

In general definition, sukuk are receipts
certifying ownership, where each receipt represents
part of the property in a base asset or investment
project, such as a speedway, development project, or
sets of base assets (factory entities or vehicles
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involved by ljara financial institutions). In other
words, the underlying asset is purchased or financed
in such a way that each investor contributes a certain
amount of money equivalent to the priceof the
asset or business of the enterprise, and in return
becomes the owner in proportion to its contribution
through the possession of the Sukuk amass of the
corresponding value. Additionally, in this context,
sukuk are close in their propertiesto stocks.
Meanwhile, Islamic sukuk securities are a financial
instrument used to raise investment capital.
Accordingly, in structuring a sukuk, theprinciples
defined by Islamic norms and regulations on
business transactions, financial transaction sand
other obligations and transactions apply. Islamic
finance and Islamic investment are the norms and
provisions of Islamic law, better known as Sharia
(Arabic script). Rules of behavior for Muslims based
on the Quran and Sunnah, these rulesare based
on the principles of morality, justice, equality and
impartiality. Indeed, Sharia extendsits influence to
the economic banking and financial activities of a
Muslim (AIFC, n.d.).

In a framework of legal and regulatory issue
of Sukuk there should be a strong legal base and
Sharia supervisory council under the auspices of
governmental institutions. From the view of many
market practitioners Sukuk has been seen as a
similar to bond, consequently they are treated as a
securitization of assets process. Many developed
and developing countries has developed their
jurisdiction and legislative base to introduce Sukuk
and also protect investors with higher clarifications
(Ghezal et al., 2022).

Additionally, in previous studies of Fauziah,
Nurwahidin and Huda explained several risks and
problems faced by obligors concerning issuance of
sukuk. The first is the price level, risks arising when
the value of the proposed sukuk issuance differs
from the value of assets. In the case of the project, the
second burden of sukuk costs that must be paid will
increase. It may be too late to complete the contract
from the end date. The third credit risk that will
occur because there is no pre-financing to overcome
the differences in the cycle. During the paying of
funds and issuance of sukuk. Finally, market risk
depends on the rate of return. The Sukuk that fixes
the yield will reduce the income of the sukuk when
there is an increase market returns(Fauziah et al.,
2021).

Islamic finance is based on the following
fundamental principles and rulings of the Shariah
regarding the financial and business activities of
Muslims

1.There are only two ways to earn income:
trading goods (produced by the seller himself or
purchased from others) and providing services.

2.The prohibition of income from usury is riba
(Arabic for growth or increase).

3. The seller can only sell goods that he owns,
i.e. that he owns and can physically reach.

4. The principle of participation in risk. Income
can only be generated as a result of business
activities that are inherently risky. This means that
the income or part of it cannot be guaranteed and the
entrepreneur must bear the commercial risk.

If we talk about different types of sukuk, then
they are structured based on various types of trade
and investment transactions, the parameters and
methods of conclusion of which are regulatedby
the regulations of Sharia. And in this context, sukuk
to a greater extent has properties close to bonds. For
example, Sharia Standard AAOIFI No. 17
“Investment Sukuk” lists the following types of
sukuk:

1. Ownership certificates of the leased (leasing)
asset.

2. Certificates of ownership of rights to use other
people’s property and income from it (usufruct):

a) Certificates of ownership of rights to use other
people’s available assets and income from them.

b) Certificates of ownership of rights to use
other people’s detailed future assets and income
from them.

c) Certificates of ownership of the services of
the agreed party. d) Certificates of ownership of
agreed services in the future.

3. Certificates of Salam.

4. Istisn Certificates.

5. Murabah Certificates.

6. Musharak Certificates:

7. Certificates of Muzar’a (land lease for grain
Crops).

8. Musak certificates (lease of land for growing
fruit-bearing trees in exchange for irrigation of this
land).

9. Mugaras certificates (lease of virgin land for
cultivation).

For comparison, let’s consider the main types
and parameters of bonds, which will allow us to
further analyze comparable characteristics of sukuk
and bonds.

Bond (lat. Obligatio — obligation; Bond — a debt
obligation; type of security) or in the professional
language of financiers’ “bond” is an issue debt
security, as a rule, having a certain maturity and
an exact maturity date. A bond is a debt security that
entitles its owner or holder of a security to the
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financial requirement of the issuer of such a security.
The financial requirement of the bondholder is
expressed in the right to receive from the bondissuer
its declared nominal value and income inthe form
of interest in the specified period. The financial
requirement provides some protection to the
bondholder if the issuer is unable to meet its debt
obligations and cannot pay the nominal value of the
bond at the maturity date. Thus, the bondholder is
required to recoup its investment from the issuer’s
assets through a legally approved matrix to meet the
requirements of the issuer’s creditors. Bonds bear a
certain resemblance to traditional bank deposits in
terms of their financial parameters. When depositors
deposit money in a bank, they are essentially putting
their own money in the bank. For this service, the
bank pays the deposit or a predetermined interest
rate. Similarly, an investor or holder who purchases
a bond lends money to the issuer for a set period
of time in exchange for interest income. On the
maturity date of the bond, the bond holder receives
the face value of the bond and the final coupon from
the issuer, similar to how bank depositors receive
their deposits back from the bank on the maturity
date. However, the only significant difference
between deposits and bonds is that the bondholder
can sell the bond at the current price to other
potential investors in the secondary market before
the maturity date. Deposits cannot be sold to other
investors. Of course, there is a virtual opportunity
to sell certificates of deposit issued by banks for
invested deposits, but such private securities do not
have a well-developed secondary market and it is
often difficult to find interested investors(Linciano
etal., 2021).

Modern financial institutions have invented and
introduced many different types of bonds in the
global bond market to meet the individual needs of
issuers and the requirements of potential investors.
To optimize the comparison between bonds and
sukuk, the main types of bonds are indicated.
Depending on the method of income generation,
there are coupon bonds and discount bonds. In
coupon bonds, the bond holder receives income in
the form of annual interest or coupons.

In terms of the bond issue, the issuer undertakes
to pay the bond holder a coupon equal to the agreed
annual interest rate once or twice a year at a fixed
frequency. This type of income is known as coupon
income. Discount bonds allow bondholders to
receive income in the form of the difference between
the initial issue price of the bond and its face value,
i.e. the redemption price paid by the issuer when the
bond is redeemed. A discount bond is called a zero-
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coupon bond. Such a bond issuer offers potential
bondholders at a price below nominal, that is, at a
discount. Discount bonds are issued, as a rule, with
a short circulation period of up to a year, since the
discount is set at the initial sale of the bond and
cannot be changed during the circulation period. For
this reason, discount bonds cannot have a floating
rate and do not allow the holder to avoid losses in
the event of an increase in market rates.

A fixed-rate Bond is distinguished by the type of
interest rate of income (when the bond interest rate
is set on the initial issue date and does not change
during the maturity date) and Floating Rate Bond
(where the rate is tied to another baseline generally
accepted market indicators, such as inflation, the
international money market benchmark LIBOR,
EURIBOR, MIBOR, or the Central Bank’s
refinancing rate of the issue currency. Accordingly,
the amount of the floating interest rate on the bond
is revised on the agreed regular basis once a quarter
or every six months and changes depending on the
change in the base indicator).

Bonds are also classified by issuer type and
divided into Corporate Bonds when the issuer is a
private corporation, a legal entity in the form of a
joint stock company or limited liability company)
and State or sovereign bonds and municipal or quasi-
sovereign bonds (issued by central, federal state
institutions or local municipal authorities. Sovereign
bonds in terms of the probability of default of the
issuer are less risky compared to corporate bonds).

Separately, itispossibleto distinguish convertible
bonds, the terms of issue of which give the holder
the right to convert or exchange the nominal amount
of the issuer’s bonds for the shares of this issuer
according to the ratio specified in the prospectus for
issuing bonds within a specified time. Being bonds,
convertible bonds have all the characteristics of a
fixed-income security (even in the case of a floating
coupon rate, the issuer stipulates a minimum rate
level below which the coupon will not fall). But
convertibility into stocks also gives such bonds the
properties inherent in stocks(Chang et al., 2022).

In their study, Rhada Boujlil, M. Kabir
Hassanand Rihab Grassa aim to answer the
following question: what factors influence the choice
of sovereign bond issuers such as countries to issue
ordinary bonds or sukuk? To answer this question,
the authors use adynamic panel data (DPD) model
andsample745cases (143governmentsukukand
602government bonds) issued by 16Islamiccountries
observed over the period 1995-2015. As a result,
the authors conclude that the higher the economic
level of a country and the higher its GDP level, the
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more desirable it is to issue sovereign sukuk. This is
because the sustainable economy of such countries
holds great potential for the spread and development
of new debt instruments such as sukuk. (Rhada, M.
Kabir, & Rihab , 2020).

According to a study by Boujlil R, Hassan M,
Grassa R (2020), the authors conclude that market
and investor reactions to sukuk and bond issues differ
significantly, i.e., negative reactions to the first type
respectively. This result is confirmed on the basis
of the Malaysian market event study methodology.
The authors define this by the excessive demand for
Islamic investment certificates and theadverseselec
tionmechanismthatmotivatessukukissuancebylow-
qualityborrowers(Bouijlil et al., 2020).

Cakir and Raei (2021) argue that sukuks are
indeed different from regular bonds. The authors
evaluate the advantages of government sukuk
issuance in terms of risk mitigation compared to
alternative instruments. Using a sample of sovereign
sukuk and Eurobonds from the same issuer, the

authors match and compare the value at risk (VaR)
of a net portfolio of Eurobonds including both
instruments. The results show that VaR decreases
when sukuk are applied to bond portfolios, providing
diversification benefits to investors(Cakir & Raei,
2021).

Consequently, as an unique financial instrument
with the same basic characteristics as equities, sukuk
also serves as a source of investment financing for
the issuer and an indicator of the quality of the bond.

Analysis and findings

In general, implementation of sukuk by
government agencies as issued securities mostly
brings them closer to bonds. Additionally, qualitative
differences between sukuk and bonds should also be
noted.

To sum up, there are five important differences
between sukuk and traditional bonds shown Figure
1.

1. Sukuk indicate ownership of
an asset.

Bonds indicate a debt
obligation.

2. The assets that back sukuk
are compliant with Shariah.

Assets backing bonds may
include products or services that
are against Islam.

3. Sukuk are priced according to
the value of the assets backing
them.

Bond pricing is based on credit
rating.

4. Sukuk can increase in value
when the assets increase in
value.

Profits from bonds correspond
to fixed interest, making them

5. When you sell sukuk, you are
selling ownership in the assets
backing them.

The sale of bonds is the sale of
debt.

6. For sukuk there are
significant restrictions on
trading in the secondary

securities market.

Riba.

Figure 1 -5 differences between sukuk and traditional bonds.
Note: compiled by the authors

The main advantage of a sukuk over a traditional
bond is that its value increases in relation to the asset
backing the sukuk security. If the value of the asset
rises, the ownership value of the asset backing the
sukuk also rises. Bonds do not have this feature. It is
not possible to finance the principal debt with bonds,
and any increase in income from bonds is a direct
result of fixed interest rates rather than a tangible
increase in value or efficiency.

This is not to say that bonds and sukuk are not
similar. Both can be converted into cash by selling
them on the secondary market. Depending on the

strength of their backing, both bonds and sukuk
can be ranked by rating authorities. There are also
similar differences in the design and issuersof
bonds and sukuk, giving consumers arrange of
options when considering these instruments(Hassan
et al., 2022).

To compare the dynamics of the sukuk market,
instead of traditional bonds, we offer thematic ones.
This approach, according to the authors, is because
thematic bonds and sukuk are more comparable to
each other both in terms of duration of existence and
in terms of purpose.
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Thematic bonds are fixed-income securities
issued in the capital markets to attract project
financing and activities related to specific areas,such
as climate change, education, housing, ocean and
marine conservation, and other sustainable
development goals. Thematic bonds include: green,
social, sustainable, and sustainability-oriented
bonds (World Bank, 2022).

As far as we know, the goals and principles of
Islamic Finance and its instruments have much of a
common ground with the sustainable development
goals, which is an important factor for their
prospects.

The thematic bond market has grown
significantly since the World Bank first issued
labeled green bonds in 2008. The total amount of
bonds associated with thematic marking reached 3.5
trillion US dollars in September 2022, with green
bonds making up the largest part (64 percent). New
issues reached a record $1.1 trillion in 2021, up from
$8 billion in 2012 and $602 billion in 2020.
Moreover, visually, we can see a sharp increase in
these bonds in the period 2019-2020, which in our
opinion cannot but be associated with a pandemic
that has affected the values of the global market and
people in general. (Figure 2).

. FIGURE 1. Global Thematic Bond Market, Annual Issuance 2012-2022

(USD Billion)
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Source: World Bank, based on data from Bloomberg 2022.
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Figure 2 — Global Thematic Bond Market, Annual Issuance 2012-2022 (USD Billion).
Note: based on the source from Bloomberg, 2022.
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Figure 3 — Total International Sukuk Issuance (Jan 2001- Dec 2022), (USD Billion)
Note: based on the source of IIFM Sukuk database.
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Below is an illustration of the overall production
of sukuk over the past 12 years. Total international
sukuk issues totaled US $35.725 billion in 2022,
representing a significant decrease of US $13.70
billion or a negative -27.72% from 2021 levels of US
$49.427 billion. The issue volume in 2022 recorded
a reduction in issues, mainly due to a reduction in
long-term issues of sukuk, while the issue of short-
term sukuk had a slight decrease.

The pandemic turned out to be a favorable period
for sukuk markets. The release took place at record
levels in 2020 and 2021, as governments used debt
markets to finance post-Covid-19 recovery programs,
attracting their low borrowing costs. But with the
beginning of 2022, the economy began to showsigns
of recovery, and there were new global risks and
economic conditions for the sukuk market that had
to be faced. Namely, due to politically unstable
situations, the price of oil has become more volatile
upward, which caused inflation and an increase in
interest rates. According to the IMF, such changes
can dramatically change the dynamics of the market
(International Islamic Financial Market, 2023).

The above trends show us a positive and rather
rapidly growing growth dynamics of both thematic
bonds and sukuk, given the fact that 10 years ago
they did not have such weight in the world securities
market. Such indicators indicate high demand from
investors, that is, the market is moving in a new
direction for itself (Figure 3).

Moreover, it is important to note the current
picture of the placement of sukuk in the market

in Kazakhstan. After all, Kazakhstan is the most
promising space for the development and expansion
of IF tools, especially sukuk. Several main punts
support this reasoning:

1. The intention is to expand the possibilities for
the development of Islamic financial instruments,
which is supported by the message of the first
President of the country. Moreover, Kazakhstan
aims to become the Regional Islamic Financial Hub
as a gateway for the rest of Central Asia

2. The presence of AIFC, which actively
promotes the equality of IF.

3. Ambitious infrastructure plans. After all, it is
sukuk that can be used as an invocation financing
tool.

Unfortunately, Kazakhstan could not boast of
a developed stock market, but the trend is moving
in a positive direction. For example, below is the
illustration of the round of trading on AIX for the
previous year. More bonds are preferred. Since we
are talking in this article about the similarityof
sukuk and bonds, we can assume that sukukhas
the potential to take a significant place in this
market. Moreover, the prerequisites have already
been made by the initial placement of QIIB sukuk
was carried out on the London Stock Exchange
(LSE) in the amount of $500 million with an annual
fixed coupon of 4.264% per annum. Further, in
2022, the first exchange notes meeting the
requirements of Sharia were listed on AlX (Figure
4) (AIX Presents its Results for 2022, 2023).
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Figure 4 — AlIX Traded Value (USD Million)
Note: based on the source of the Astana International Exchange
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Sukuk: fundamental properties and perspectives of development in Kazakhstan

If we talk about the national context, then in
the modern economy of Kazakhstan, sukuk is a
financial instrument with important potential for
various sectors, including financing infrastructure
projects and attracting investments. Sukuk, as an
innovative and ethical financial instrument, can
contribute to the development of the economy and
strengthen the financial ties of Kazakhstan with
world markets. However, before proceeding with
their widespread implementation, it is necessary to
carefully assess the factors that may affect the
success of this process (Kuanova, Sagiyeva, &
Shirazi, 2021).

Using the SWOT analysis, let’s try to assess the
prospects for sukuk in the context of the Kazakh
financial system (Table 1). It should be emphasized
that several Kazakh authors conducted a SWOT
analysis of the prospects for the development of
Islamic finance in Kazakhstan as a whole.

For example, L. Kuanova highlighted the
following strengths: stability, which is ensured by
the nature of the development of the real economy,

state and international support; and legislative and
regulatory framework with an attempt to implement
crisis resilience in the traditional financial system.
Among the weaknesses, the author highlights a lack
of professionals, a low level of awareness of the
population  and  business,  distrust  and
misunderstanding of the real situation for personal
gain, as well as economic and financial development.
As external factors that provide additional
opportunities for the sustainable development of
Islamic finance, L. Kuanova defines: stimulating
real production, diversifying sources of financing,
and social advantages. As threats to the external
environment and the country — a threat to the image
of the country, Islamophobia, the difference in
mentality, and the lack of an attractive investment
climate (Kuanova, 2022).Similar arguments in their
studies are distinguished by the authors N.P. Kurash,
S.B. Makysh, G.K. Kantoroeva, speaking about the
prospects and development of Islamic windows in
traditional banks of the country (Kurash, Makysh,
& Kantoreva, 2022).

Table 1 — SWOT- analysis of fundamental properties of sukuk from the point of view of the financial market of Kazakhstan

Strengths:

1. Sharia Compliance: Sukouk is aligned with the Islamic
financial system, attracting global investors from the Middle
East.

2. Increased support from the state: amendments were
introduced to the basic legislative acts of the Republic of
Kazakhstan that control the activities of the financial sector

3. AIX Platform: The exchange operates within a regulatory
environment based on the principles of English common law,
thereby creating a reliable investment environment.

4. The predominant population of the Republic of Kazakhstan
is people who adhere to the Islamic religion: over 70% are
Muslims.

Weaknesses:

1. Lack of experience and expertise: Kazakhstan may need
additional time to develop an expert base and understand sukuk,
which can slow down implementation.

2. Limited understanding of investors and the population: people
in Kazakhstan may not understand sukuk enough, which limits
the demand for this financial instrument.

3. Regulatory and legal aspects: Additional efforts and resources
are needed to develop regulatory and legal frameworks that
comply with sukuk standards and international laws in the main
territory of the Republic of Kazakhstan.

4. Low level of financial literacy: People have no trust in Islamic
funding tools.

Opportunities:

1. Diversification of financial instruments: the use of sukuk
allows Kazakhstan to diversify its financial market and provide
investors with additional potential for placing capital, as well as
reducing dependence on traditional sources.

2. Attracting foreign investment: The introduction of sukuk can
attract foreign investment and contribute to strengthening the
financial ties of Kazakhstan with other countries.

3. Promoting infrastructure and projects in the green project
sector: Sukuk can be used to finance both infrastructure projects,
which contributes to the development of the social level of the
country, as well as environmental projects

Threats:

1. Global financial crises: Global economic crises can affect
sukuk demand and lead to lower investor interest.

2. Regional instability: Geopolitical and economic instabilityin
the region can affect the investment and interest of Kazakh
Islamic financial instruments.

3. Competition with other financial centers: Kazakhstan competes
with other financial centers offering sukuk, and must compete for
investment and investor attention.

Note: compiled by authors
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Our SWOT analysis demonstrates the main
strengths and weaknesses, growth prospects, and
risks within the framework of the development of
sukuk in the Republic of Kazakhstan.

In conclusion, we concluded that the possibilities
of the development of sukuk in the Kazakhstan
market are added to its risks and weaknesses.

As for the weaknesses, in our opinion, theydo
not carry the long-term. In the person of some
financial organizations, voluntary financial coverage
is carried out among the population. Of course, it
would be very productive if more information was
provided to people at the university and company
level.

Since we have identified more external factors
by threats, it makes sense to emphasize strong sides
and opportunities to remain resistant to them.

One of the firm strengths is increased support
from the state. As previously written in the present
work, a road map was developed at the direction
of the Present, which focuses on the development
of Islamic finance in the republic. Also, the AIFC
special territory provides great support, since it is
there that the country’s main specialists in Islamic
finance are focused. Moreover, the implanting
population of people adhering to the Islamic religion
cannot be singled out as one of their main ones. As
world experience shows, when choosing financial
instruments, investors and other market players will
prefer what is closer to their moral principles.

Since diversification thanks to sukuk can
significantly reduce the dependence of many
enterprises on traditional types of loans. It is also
worth noting the main driver that should affect the
development of sukuk is that they can be used as

intended for long-term infrastructure projects. After
all, itisthe level of infrastructure development that
is one of the main indicators of the level of the
country’s economy.

Conclusion

As a result of this study, we came to the general
conclusion that sukuk is today one of the most
innovative and promising tools for Kazakhstan to
finance long-term infrastructure projects since the
state does not have enough cheaper and alternative
financing. This tool can also be used to achieve and
support sustainable development goals.

By its very nature, sukuk is very interestingand
has yet to fully realize its potential as a financial
instrument that combines the principles of the
Islamic financial system with the flexibility of
modern markets. With its distinct structure, its
compliance with ethical and socially responsible
investment requirements, and its ability to finance
real assets as explained in some parts of the paper,
sukuk has the potential to change the global financial
landscape and promote sustainable development and
economic growth.

Given the age of technology, another important

factor is that sukuk have increasingly utilized

innovative technologies such as blockchain and
digital platforms in recent years. This feature has
increased the efficiency and market access of sukuk.

Moreover, sukuk are not geographically
restricted and can be issued and traded in different

parts of the world. This expansion of the global
market creates opportunities for developing financial
relations and attracting foreign investments.

References

1. Accounting and Auditing Organization for Islamic Financial Institutions. (2021). Sharia Standards . No. 17, 1424-

5H/2003-4.

2. AIFC. (n.d.). Retrieved from https://aifc.kz/:https://aifc.kz/uploads/Islamic%20Finance/Sukuk%20Guidelines_V1.pdf

3. AIX Presents its Results for 2022. (2023, January 11). Retrieved from https://aix.kz/aix-results-for-2022/

4. Boujlil,R., Hassan, M. K., & Grassa, R. (2020). SOVEREIGN DEBT ISSUANCE CHOICE: SUKUK VS CONVENTIONAL
BONDS. Journal of Islamic Monetary Economics and Finance, 6(2). https://doi.org/10.21098/jimf.v6i2.1104

5. Cakir, S., & Raei, F. (2021). Sukuk vs. Eurobonds: Is There a Difference in Value-at-Risk? SSRN Electronic Journal. https://

doi.org/10.2139/ssrn.1087156

6. Chang, Z., Huang, J., & Zhu, Y. (2022). The Importance and Application of Bonds in the Stock Market. BCP Business &

Management, 30. https://doi.org/10.54691/bcpbm.v30i.2475

7. Fauziah, S., Nurwahidin, N., & Huda, N. (2021). Evaluation of Implementing Sukuk for Infrastructure Financing in Indonesia
Using the Analytic Network Process. https://doi.org/10.4108/eai.22-7-2020.2307872

8. Ghezal, M., Hassan, R., & Lahsasna, A. (2022). LEGAL AND REGULATORY APPROACHES IN SUKUK ISSUANCE: A
COMPARATIVE ANALYSIS. UUM Journal of Legal Studies, 13(1). https://doi.org/10.32890/uumjls2022.13.1.11

9. Hassan, S., Dhali, M., Mehar, S. M., & Zaman, F. (2022). Islamic Securitization as a Yardstick for Investment in Islamic
Capital Markets. International Journal of Service Science, Management, Engineering, and Technology, 13(1). https://doi.org/10.4018/

IJSSMET.315592

49



Sukuk: fundamental properties and perspectives of development in Kazakhstan

10. International Islamic Financial Market. (2023, August). Retrieved from https://www.iifm.net: https://www.iifm.net/
frontend/general-documents/f0al2d4a6880f8e3bc23a23a03baa8e61693983390.pdf

11. Kuanova. (2022). The social effectiveness of Islamic finance: theory and practice. Almaty, Almaty, Kazakhstan.

12. Kuanova, L., Sagiyeva, R., & Shirazi, N. S. (2021). Islamic social finance: a literature. Journal of Islamic Accounting and
Business, 707-720. doi:10.1108/JIABR-11-2020-0356

13. Kurash, N., Makysh, S., & Kantoreva, G. (2022). Prospects and opportunities for the development of Islamic finance in
Kazakhstan: opening Islamic windows. ECONOMIC SERIES OF THE BULLETIN OF L.N.GUMILYOV EURASIAN NATIONAL
UNIVERSITY, 181-192.

14. Linciano, N., Caivano, V., costa, daniela, Fancello, F., & Gentile, M. (2021). Report 2021 on Trends and Risks of the Italian
Financial System in a Comparative Perspective (Rapporto 2021 sulla congiuntura e i rischi del sistema finanziario italiano in una
prospettiva comparata). SSRN Electronic Journal. https://doi.org/10.2139/ssrn.3898675

15. Rhada, B., M. Kabir, H., & Rihab, G. (2020). SOVEREIGN DEBT ISSUANCE CHOICE: SUKUK VS CONVENTIONAL
BONDS. Journal of Islamic Monetary Economics and Finance, 275-294.

16. World Bank. (2022). Retrieved from https://thedocs.worldbank.org: https://thedocs.worldbank.org/en/doc/4de3839b85¢57
eb958dd207fad132f8e-0340012022/original/WB-GSS-Bonds-Survey-Report.pdf

50


http://www.iifm.net/
http://www.iifm.net/

