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ABSTRACT

This study examines the burgeoning field of Islamic banking within
the Kyrgyz Republic, where Islamic financial institutions have
globally amassed assets exceeding $300 billion across 75 countries.
Focusing on the theoretical and practical aspects of introducing and
expanding Islamic banking in Kyrgyzstan, particularly through the
case of Eco Islamic Bank OJSC, the research aims to provide a
comprehensive analysis of the sector's current state, challenges, and
future potential. Employing a variety of methodologies including
system analysis and comparative methods, and drawing on the works
of both international and local scholars in Islamic finance, the study
outlines practical recommendations for the sector's development. The
analysis reveals Eco Islamic Bank's relative stability as a positive
indicator of the sector's viability. It underscores the National Bank of
the Kyrgyz Republic's commitment to fostering Islamic banking as a
means to diversify financial services and enhance sector competition.
The research highlights the strategic importance of Islamic banking for
the Kyrgyz Republic, suggesting its capacity to attract Islamic
investments and recommending the expansion of international
relations and partnerships with global Islamic financial entities. This
contributes to the international scholarship on Islamic banking,
illustrating its significance and potential impact on the Kyrgyz
economy and beyond.
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Introduction

The Islamic finance's global footprint, with operations in 75 countries and assets surpassing $300 billion,
showcases its pivotal role in the world economy. This sector, growing at an estimated annual rate of 15%,
sees widespread adoption, from Pakistan, Iran, Sudan, and Malaysia to Western nations like Great Britain
and Denmark, highlighting its macroeconomic significance. The sector's diversity is further underscored
by Islamic financial universities in the Philippines and major banks like Citibank and UBS adopting
Islamic standards. Presently, Islamic financial institutions diversify a significant portion of their assets
across trading, industry, services, and real estate, demonstrating a comprehensive investment strategy.

Research in Islamic banking, spearheaded by the Institute of Islamic Research and Training at the Islamic
Development Bank and enriched by contributions from global scholars, underscores the field's academic
depth. Notably, studies from the Kyrgyz Republic focus on Islamic economics and finance principles,
indicating a nascent interest in Islamic banking's legal and developmental prospects within a market
economy framework. This commentary distills foundational and practical insights into Islamic banking's
role and expansion potential in Kyrgyzstan, marking a critical juncture for scholarly exploration and
practical application in aligning financial services with Islamic law principles. Through synthesizing key
findings and referencing seminal works (Abdiev, 2019; Islamic Development Bank, 2023; Karimbekov,
2019; Boldzhurova, 2007; Musakozhoev, 2002), this summary captures the essence of Islamic banking's
global and regional impact, emphasizing its integration within Kyrgyzstan's economic fabric.

From Oil Wealth to Ethical Banking: Tracing the Growth of Islamic Finance Kyrgyz Republic

Islamic banking, which eschews interest in compliance with the Quran, has evolved as an alternative to
conventional banking, spurred by distinct socio-economic and religious catalysts. This evolution,
highlighted in the works of Usmani (2014), is traced back to the significant inflow of oil wealth into the
Persian Gulf over the past five decades, marking the advent of Islamic banks as repositories for this wealth
alongside traditional financial institutions. This period also witnessed an "Islamic revival" across Muslim-
majority countries, integrating Islamic principles into various facets of public life, including the banking
sector, further propelled by the rising number of Muslims in Western nations due to migration and
conversion. The core philosophy of Islamic banking, aiming to create real economic value without
engaging in speculative activities, emerged in the mid-1980s. This system, deeply rooted in Sharia law,
extends beyond mere interest prohibition, serving as the backbone of the Islamic financial system and
performing equivalent functions to traditional banks such as maintaining national payment systems and
acting as financial intermediaries.

In the Kyrgyz Republic, the introduction of Islamic banking is seen as a significant step towards enriching
the financial sector with ethical banking alternatives, as documented by the National Bank of the Kyrgyz
Republic (2019) and the establishment of Eco Islamic Bank. Given the country's Muslim majority and the
potential market among Muslims of working age, Islamic banking is posited to have a broad appeal and
capacity for growth. This scenario underscores the broader global trend towards Islamic finance,
emphasizing its potential to contribute to the economic development and financial diversification of the
Kyrgyz Republic and beyond, as echoed by the experiences of Islamic banks globally and the strategic
cooperation between the Kyrgyz Republic, the Islamic Development Bank, and local Islamic banking
institutions.

Transforming the Real Economy and Contributing to the Society

Islamic finance, comprising around 90% of the Islamic market's financial services, plays a pivotal role in
directing investments towards the real economy, showcasing a distinctive model of ethical and inclusive
banking. Islamic banks primarily engage in Mudaraba, Salam, and Profit and Loss Sharing (PLS)
contracts, with a notable emphasis on PLS for most investment projects. This approach not only aligns
with Sharia principles by avoiding interest and speculative investments but also channels funds into vital
sectors like agriculture, industry, and construction, thereby fostering substantial economic development.
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Figure 1. Institutional structure of Islamic system of financial services as of 1% January 2023 (Al-Jahri &
Igbal, 2001)

The appeal of Islamic banking extends beyond its investment strategy; it addresses broader societal
challenges. By offering banking services that comply with Sharia, Islamic banks attract savings from
Muslims who might otherwise avoid banking due to religious convictions, thus integrating these funds
into the formal economy. This inclusion is particularly significant given the demographic shift towards a
younger, more economically active Muslim population in post-Soviet states, poised to enhance the tax
base and contribute to societal welfare. Islamic finance's transparency and ethical stance resonate deeply
in regions grappling with corruption and economic disparity. By directly investing in projects rather than
providing liquid funds, Islamic banks ensure the tangible utilization of resources, thereby mitigating
misuse and promoting accountability. Such practices not only combat corruption but also discourage the
"shadow" economy, potentially elevating a country's GDP through the formalization of financial assets.

Moreover, the sector's emphasis on ethical business practices—excluding investments in industries
harmful to societal well-being—underscores Islamic banking's commitment to social responsibility. This
ethical dimension, coupled with mechanisms like PLS, encourages other financial institutions to adopt
more rigorous analyses and oversight of investments, contributing to a healthier, more transparent banking
environment. Islamic finance offers a holistic model that intertwines economic prosperity with ethical
governance, addressing both financial inclusivity and societal challenges. Its growing popularity
underscores its potential to reshape financial landscapes, offering lessons on sustainability and integrity
that transcend geographical and cultural boundaries, thus marking a significant evolution in global
banking practices.

From Challenges to Opportunities: Steering Islamic Banking Forward in Kyrgyzstan

Eco Islamic Bank, a pioneering entity in Islamic finance within the Kyrgyz Republic, encapsulates the
challenges and opportunities characteristic of innovative financial technologies. Despite its nascent stage,
Islamic banking, especially through entities like Eco Islamic Bank, confronts several hurdles: higher
financing premiums, the burden of short-term loans, and a limited array of Islamic financial instruments.
These challenges, coupled with the public's limited understanding of Islamic finance principles,
underscore the critical need for enhanced educational efforts and a broader suite of financial tools to align
with Sharia principles.

Islamic banking's potential for societal impact is notable, particularly in fostering inclusivity and ethical
financing. The bank's adherence to profit and loss sharing (PLS) contracts, for instance, emphasizes
Islamic finance's commitment to risk-sharing and ethical investment. This approach not only attracts
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Muslim clients, wary of conventional banking's interest rates, but also contributes to the real economy by
financing sectors like agriculture and construction directly, thus supporting job creation and poverty
alleviation. Moreover, Islamic banking's transparency and ethical investment criteria offer a robust
framework for combating corruption and money laundering, by ensuring that funds are allocated to
tangible projects. This not only enhances the accountability within the financial sector but also supports
the formal economy by integrating the financial savings of Muslims into the banking system, potentially
increasing the gross domestic product (GDP).

The expansion of Islamic finance in Kyrgyzstan, however, hinges on several factors: the development of
a comprehensive legal framework that accommodates Islamic financial practices, public awareness and
education on Islamic banking, and the establishment of Islamic financial institutions equipped with
technology and personnel skilled in Sharia-compliant operations. Addressing these prerequisites can
significantly leverage the untapped financial resources of the Muslim community, thereby integrating
them into the formal economic fabric of Kyrgyzstan. Strategically, the Eco Islamic Bank’s expansion into
underserved regions like Osh and Jalal-Abad, coupled with efforts to meet the Sharia-compliant financial
needs of the population, could herald a new era of inclusive banking in Kyrgyzstan. Moreover, aligning
with international standards and practices, as seen in the Integrated baseline review (IBR) and
collaboration with global Islamic financial institutions, will be instrumental in positioning Kyrgyzstan as
a vibrant Islamic finance hub.

The pathway to integrating Islamic finance within Kyrgyzstan’s economic landscape entails a
multifaceted approach involving legal reforms, educational initiatives, and strategic international
collaborations. With global Islamic banking assets showing robust growth, the potential for Islamic
finance to contribute to Kyrgyzstan’s economy is significant, marked by a burgeoning interest among
traditional and Islamic banks alike. This evolving landscape underscores the vital role of Islamic banking
in promoting financial inclusivity, ethical investment, and economic development in Kyrgyzstan and
beyond.

Table 1. A set of measures to attract Islamic investments in the Kyrgyz Republic.

External factor (measurement for external Internal factor
influence) (measures for internal influence)
1. Expansion of international relations. 1. Creation of an effective management structure
for attracting Islamic investments.
2. PR the company for the border. 2. Revision of the normative and legal basis for

Islamic finance
3. Marketing of international Islamic financial 3. Training and retraining of middle and lower -
institutions level specialists
4. Establishment of partnership relations with 4. Development of effective mechanisms for
government supervisory bodies of potential attracting Islamic investments
partner countries.
Other events Other events

Conclusion

The National Bank of the Kyrgyz Republic, serving as the pivotal regulatory authority for the banking
sector, has shown a committed interest in nurturing Islamic banking and finance within the nation. This
initiative aims not only to diversify the banking services offered but also to foster a competitive
environment in the financial sector. By joining the Islamic Financial Service Board (IFSB) in 2020, the
National Bank signals a strategic move towards elevating Islamic banking to higher standards of operation
and recognition on an international platform. Concurrently, efforts are being made to enhance financial
literacy among the populace, particularly in understanding the nuances of Islamic banking, through the
dissemination of information via online portals and media outlets. This dual approach underscores a robust
strategy to integrate Islamic finance deeply into the Kyrgyz Republic’s economic framework, promising
a future where financial services are both diverse and inclusive.
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