arket

-

[;

!

( I

al

i

Ic Capi

il

~*

il

A

|

Compiled, Classified & Edited By
Professor Dr. S. M. Ali Akkas
Dr. M Abdul Aziz

O

i Bangladesh Institute of Islamic Finance (BIIF)

12 qremere BAPBBTE ue B TR (Renzwnzaw)

A%
x|
v

»Eé_ 4

A%



SL.

10.

11.

12.

13.

14.

15.

READINGS IN ISLAMIC CAPITAL MARKET

Contributors in the Reading Series-2

(Based on the Date of Publication of the relevant Contribution)

CONTRIBUTOR(S)
Ahmad Audu Maiyaki

Dina Geumei
Michael J. T. McMillen

Masoud Ahmad, Md.
Mahmudul Islam, Abdullah
Mohammad Ahshanul
Mamun Md. Hasnath Zabed
Mohd Ma'Sum Billah

Younes Soualhi

Awal Adam Sa’ad
Syed Ahmed Salman
Nawal Kasim

Sheila Nu NuHtay
Syed Ahmed Salman
Rusni Hassan

Syed Ahmed Salman
Abdul Ghafar Ismail
Shofian Ahmad

The Islamic Finance Service
Board (IFSB)

Ali Alshamrani
Rafisah Mat Radzi
Nurul Aini Muhamed

Md Hamid Uddin
Sarkar Humayun Kabir

POSITION
Department of Business Administration and Entrepreneurship, Bayero
University, Nigeria
Al-Huda University, Houseton, TX 77094

Partner of the law firm of Dechart L.L.P. New York, London. Teaches
Islamic Finance at the University of Pennsylvania Law School and the
Wharton School of Business.

All authors belong to:

Department of Business Administration, International Islamic University,
Chittagong, Bangladesh

Professor of Finance and Investment, Islamic Economics Institute. King
Abdul Aziz University, Kingdom of Saudi Arabia

Associate Professor at IITUM Institute of Islamic Banking and Finance,
International Islamic University Malaysia (IIlUM), Malaysia. Email:
soualhil968@yahoo.com.

PhD scholar, Faculty of Laws, International Islamic University of Malaysia

PhD Candidate at Institute of Islamic Banking and Finance (1liBF),
International Islamic University Malaysia. E-mail: salmaniium@gmail.com

Accounting Research Institute, Faculty of Accountancy, Universiti Teknologi
MARA, Malaysia

Institute of Islamic Banking and Finance, International Islamic University
Malaysia

PhD. Candidate and research assistant at Institute of Islamic Banking and
Finance, International Islamic University Malaysia, Kuala Lumpur
Associate Professor and Deputy Dean at Institute of Islamic Banking and
Finance (11iBF), International Islamic University Malaysia

PhD Candidate at Institute of Islamic Banking and Finance (11iBF),
International Islamic University Malaysia. E-mail: salmaniium@gmail.com
Professor, School of Economics, Universiti Kebangsaan Malaysia

Senior Lecturer, Department of Shariah Universiti Kebangsaan Malaysia
An international standard-setting organization. The IFSB also conducts
research and coordinates initiatives on industry related issues.

PhD student at the School of Law (Brunel University) in London, United
Kingdom. Alshamrani is Full-time Lecturer at College of Islamic Law (Taif
University) in Taif, Saudi Arabia.

School of Distance Education, Universiti Sains Malaysia, Penang

Faculty of Economics and Muamalat, Universiti Sains Islam Malaysia, Negeri
Sembilan

University of Southampton Malaysia Campus, Malaysia

Coventry University The United Kingdom



SL.

16.

17.

18.

19.
20.

21,

22,

23.

25.

26.

27.

28.

29.

CONTRIBUTORC(S)
M. Kabir Hassan

Mohammed Sawkat Hossain

Jia Liu
Md. Mahmudul Alam

Chowdhury Shahed Akbar

Shawon Muhammad
Shahriar

Mohammad Monzur-E-Elahi

Farrukh Habib

Abu Umar Farug Ahmad

Ramazan Yildirim
Bilal Ilhan

Bank Negara

Said Adekunle Mikail,
Mahamad Arifin
Rusni Hassanl

Syed Aun Raza Rizvi
Dr. Ahcene Lahsasna

Dr Mohammed W.
Alswaidan

Dr Arief Daynes

Dr Paraskevas Pasgas

Ola Al-Sayed

Salina H. Kassim

M. Kabir Hassan
Jung Suk-Yu

Syed Faig Najeeb
Mirza Vejzagic
Asyraf Wajdi Dusuki

Andrew Sheng

Ajit Shingh

POSITION
University of New Orleans The United States of America
Jahangirnagar University, Bangladesh
University of Salford, The United Kingdom
School of Economics, Finance & Banking (SEFB) College of Business
(COB) Universiti Utara Malaysia (UUM)
Senior Officer Southeast Bank Limited, Bangladesh
Masters Student, Institute for Environment and Development, National
University of Malaysia
Associate Professor Department of Islamic Studies, National University
Gazipur, Bangladesh
International Sharfah Research Academy for Islamic Finance
Universiti Brunei Darussalam

Managing Director, UPSITE Consulting S.P.C, Muharrag, Bahrain
Economist, Investment Office of the Presidency of Turkey

Central Bank of Malaysia

Researcher, International Shariah Research Academy (ISRA)
Assoc. Professor, International Islamic University, Malaysia (11UM)
Do

Universiti Sains Islam Malaysia, Malaysia

Portsmouth Business School, University of Portsmouth, UK

Portsmouth Business School, University of Portsmouth, UK

Portsmouth Business School, University of Portsmouth, UK

Assistant Professor, Faculty of Economics and Political Sciences, Cairo
University, Egypt

Department of Economics, Kulliyyah of Economics and Management
Sciences, International Islamic University Malaysia, P. O. Box 10, 50728
Kuala Lumpur, Malaysia

Prof. Dr. Kabir Hasan is a tenured professor at the University of New Orleans
and also holds a visiting research professorship at Drexel University,
Philadelphia.

INCEIF, The Global University of Islamic Finance, Kuala Lumpur, Malaysia

Asyraf Wajdi Dusuki was Associate Professor and Head of Research Affairs,
International Shariah Research Academy for Islamic Finance (ISRA).

Andrew Sheng is a Hong Kong-based Malaysian Chinese banker, academic
and commentator and is now a distinguished fellow of Fung Global Institute,
a global think tank based in Hong Kong. He served as University of
Cambridge chairman of the Hong Kong Securities and Futures Commission
University of Cambridge, UK.


https://en.wikipedia.org/wiki/Malaysian_Chinese
https://en.wikipedia.org/w/index.php?title=Fung_Global_Institute&action=edit&redlink=1
https://en.wikipedia.org/wiki/Hong_Kong
https://en.wikipedia.org/wiki/Securities_and_Futures_Commission

Readings in Islamic Capital Market
Table of Contents

Page
About the Contributors iii
Table of Contents v
Introduction iX
PART L. AN OVERVIEW OF ISLAMIC CAPITAL MARKET
Chapter 1: Capital Market: Overview, Development and Issues 01-69
1.1 Capital Market 01-7
Wikipedia
1.2  Islamic Capital Market 09-14
By Ahmad Audu MAIYAKI
1.3 The Islamic Capital Markets Versus the Conventional Capital Markets 15-22
By Dina Geumei
1.4  Islamic Capital Markets: Developments and Issues 23-59

By Michael J. T. McMillen

1.5 Islamic Capital Market in Bangladesh - Products, Regulations and Advancement = 61-69
By Masoud Ahmad, Md. Mahmudul Islam, Abdullah Mohammad Ahshanul Mamun
Mohammed Hasnath Zabed

PART I: SHARIAH FRAMEWORK AND GOVERNANCE OF ISLAMIC
CAPITAL MARKET

Chapter 2: Shariah Principles and Shariah Contracts Relating Islamic Capital Market 71-127

2.1 Modern Investment under Shariah Discipline 71-88
By Mohd Ma'Sum Billah

2.2 Application of Shariah Contracts in Contemporary Islamic Finance: A Magasid  89-110
Perspective
By Younes Soualhi

2.3 | Shariah Contracts Governing Debt-based Sukuk Structures in Islamic Capital 111-127
Market
By Adam Awal Saad



Chapter 3 Regulatory and Governance Framework for Islamic Capital Market

3.1 Guiding Principles in Developing Shariah Governance Framework for Islamic
Capital Market
By Rusni Hassan and Syed Ahmed Salman

3.2 Shariah Governance for Islamic Capital Market: A Step Forward
By Nawal Kasim

3.3 Regulation on the Parameterization of Islamic Financial Products
By Abdul Ghafar Ismail

Chapter 4: Accounting and Disclosure Requirement for Islamic Capital Market

4.1 Emerging Issues from Inadequate Disclosure Requirements for Islamic Capital
Market Products in Disclosure Requirements for Islamic Capital Market Products
Islamic Financial Service Board (IFSB)

4.2  The importance of strong disclosure requirements for Islamic capital market
products Regime in Facilitating Cross-Border Investments and Development of
Islamic Capital Market Products and Services
By Azmi, F. A., IFSB

Chapter 5: Sukuk: Operational Framework and Issues
5.1 Sukuk Issuance and its Regulatory Framework in Saudi Arabia
By Ali Alshamrani

5.2 ' Are sukuk debt or equity A classification of sukuk by regulatory bodies
By Rafisah Mat Radzia

5.3 ' Why do Sukuks (Islamic Bonds) need a different pricing model?
By Md Hamid Uddin, Sarkar Humayun Kabir, M. Kabir Hassan, Mohammed Sawkat
Hossain, Jia Liu

Chapter 6 Shartah Compliant Stocks

6.1 The Islamic Shariah Principles for Investment in Stock Market
By Mahmudul Alam, Chaudhuri Shahed Akbar, Shawon Muhammad Shahriar, and
Muhammad Monzur-E-Elahi

6.2 Revisiting the AAOIFI Shariah Standards' Stock Screening Criteria
By Farrukh Habib, Abu Umar Farug Ahmad

6.3 Shari’ah Screening Methodology- New Shariah Compliant Approach
By Yildirim, Ramazan and Ilhan, Bilal

vi

129-169

129-140

141-154

155-169

171-192

171-182

183-192

193-262
193-221

223-232

233-262

263-318

263-277

279-294

295-318



PART I PRODUCTS STRUCTURE AND RISK MANAGEMENT IN

ISLAMIC CAPITAL MARKET
Chapter 7: Islamic Funds, Private Equity, Venture capital and Structured Products 319-343
7.1 Islamic Finance -An Ideal Model for Private Equity and Venture Capital 319-323
By Bank Negara
7.2  The Evolution of Islamic Venture Capital: An Exploratory Study 325-330

By Said Adekunle Mikail, Mahamad Arifin, Rusni Hassan

7.3 | Islamic Structured Products: Innovation or Replication? A New Discussion on

Contemporary Application and Shari’ah 1ssues 331-343
By Dhiraj, Naeem Suleman, Ahmat, Moustapha Chora, Nazarov, llhamiddin
Ikramovich, and Arif, Muhamad Ikhwan

Chapter 8: Islamic Derivatives and Hedging Markets

345-382
8.1 Derivatives in Islamic Finance: The Need and Mechanisms Available for 345-369
Islamic Financial Markets
By Syd Aun Raza Rizvi & Ahcene Lahsasna
8.2  Futures and Forwards Contracts from Perspective of Islamic Law 371-382
By Ehab M. M. Injadat
Chapter 9 : Risk and Risk Management in Islamic Capital Markets 383-420
9.1 Understanding and Evaluation of Risk in Sukuk Structures 383-410
By Mohammed W. Alswaidan, Arif Dayned & Paraskevas Pasgas
9.2  Sukuk Risk: Analysis and Management 411-420

By Ola Al-Sayed

Vii



PART IV: GLOBAL INTEGRATION, CHALLENGES AND THE WAY FORWARD

Chapter 10: Global Integration of Islamic Stock Markets 421-463

10.1 Islamic Stock Markets in a Global Context 421-444
By Andrew Sheng & Ajit Singh

10.2  Global Financial Crisis and Integration of Islamic Stock Markets in Developed 445-463
and Developing Countries
By Selina H. Kassim

Chapter 11: Islamic Capital Markets: Issues, Challenges and The Way Forward 465-545

11.1 Development, Growth and Challenges of Islamic Capital Markets 465-502
By Syed Faiq Najeeb & Mirza Vejzagic

11.2 Challenges of Realizing Magasid al-Shariah in Islamic Capital Market: Special = 503-532
Focus on Equity-Based Sukuk
By Asyraf Wajdi Dusuki

11.3 Building Tomorrow’s Islamic Stock Markets 533-545
By Andrew Sheng & Ajit Singh

viii



Introduction

Exigency for developing Readings Series on Islamic economics and finance arises from the dearth of
literature and or textbooks meant for undergraduate and graduate students at universities in most of the
countries of the world particularly in Bangladesh. None of the public and private universities in Bangladesh
have Islamic economics and finance programs providing undergraduate, graduate and postgraduate
programs. In Bangladesh there are ten full-fledged Islamic banks and most of the conventional banks
maintain either dedicated Islamic banking branches or windows spreading all over the country. In absence
of formal education at higher educational institutions particularly in Bangladesh, most of the Islamic banks
and non-bank financial institutions rely on their own training institutions in providing non-degree short and
medium term training courses for their staffs to carry forward day-to-day operations.

As a result, workforces in these Islamic financial institutions lack fundamental as well as analytical
knowledge and problem solving skills necessary for handling promotional and Shariah issues they
encounter. This calls for introducing undergraduate, graduate and postgraduate programs at universities to
prepare and supply continuously appropriately trained and skilled workforces to the Islamic finance
industry. Reading series on Islamic Economics, History of Islamic Economic Thought, Islamic Financial
System, Islamic Banking, Islamic Capital Market, Sukuk, Takaful etc. can provide proxy reading materials
to begin with allowing time to develop textbooks subsequently.

Readings in Islamic Capital Market (the 2™ of the ten readings series in pipeline) is a compilation of
judiciously selected professional articles, research based working papers and lecture notes of highly
regarded specialists published in journals and periodicals of international repute. While selecting any
resource materials for a chapter from among host of similar articles, due attentions have been paid to the
recent contributions as much as possible, authority of the contributors as well as standard and reputation of
the journals/periodicals in which these are published. An overview of the structure of the book below may
provide instant sense of the design and content covered in this readings series.

The series is structured in four parts: Part I: Overview of Islamic capital market, Part II: Shariah framework
and governance, Part 111: Products structure and risk management, and Part IV: The challenges, issues and
the way forward for Islamic capital market.

A. Contents Covered in the Series

Part-1 includes the introductory chapter, i.e., Chapter-1 dealing with capital market concept in general
(Wikipedia, 2022) and Islamic capital market in particular (Maiyaki 2013, Gumei 2018, McMillen 2006
and Ahmed et al (2019) providing overview, development, challenges and issues involved therein.

Part-11 comprised of chapters 2-6 analyzes how modern investment issues are dealt in under Shariah
discipline (Billah, 2015), application of Shariah contracts (Soualhi, 2015), and Shariah contracts governing
debt-based sukuk structures in capital markets (Saad, 2014).

Under chapter-3, Hassan et al (2017) and Kasim et al (2013) discuss guiding principles needed for
developing Shariah governance framework and parameterization of Islamic financial products (Ismail,
2011). IFSB (undated) documents identified emerging issues generated from inadequate adherence to
disclosure requirements in the cases of Islamic capital market products, and how strong disclosure
requirements facilitate cross-border investments and development of Islamic capital market products are
dealt in chapter-4. Chapter-5 highlights operational framework and the issues result from its application.
(Alshamrani 2014, Radzj (2019) studied whether a particular sukuk is a debt or equity in line with the
categorization pursued by regulatory bodies taking Saudi Arabia as a case. Uddin et al (2020) made an

iX



inquiry of the reasons why sukuk need a different pricing model. Chapter-6 looks into the requirements of
a product to be Shariah compliant (Alam et al 2017, Habib et al 2017).

Part-111 comprised of chapters 7-9 deals with products structure and risk management issues in Islamic
capital market. Chapter-7 is dedicated to explain Islamic funds, private equity, venture capital and
structured products as understood in Islamic capital market (Bank Negara (2015, Mikail et al 2013, Dhirgj
et al 2019), while chapter-8 defines and analyses Islamic derivatives and hedging markets (Rizvi et al 2012
& ljadat et al 2014) followed by discussions on risk and risk management in chapter-9 (Alswaidan et al
2017; el Sayed 2013).

Part-1V contains 10 &11, concentrates upon global integration of Islamic capital market, the challenges it
facing and suggests the way forward to proceed with. The discussions include contribution on Islamic
capital market in a global context by Sheng & Singh (2013) and Selina H. Kassim (2013) in chapter-10,
and on the challenges and way forward contributed by Dusuki (2009), Najeeb et al (2013) and Sheng &
Singh (2013) in chapter-11.

Overall, the readings series-2 titled as Islamic Capital Market reflects recent developments in the thought
and ideas on Islamic capital market covering a period of two decades in recent past.

B. Readings Outcome

B.1 Capital market overview, development and issues conceptualized

Part-1 Chapter-1. The readers are able to attain snapshots understandings on the definition of capital market
by differentiating among concepts like capital market, money markets, bank loans, primary and secondary
markets, and size and control of capital market. Further they have attained concrete knowledge on Islamic
capital market, norms, ethics, Islamicity of equity, Stock selection criteria, Sukuk market etc. Finally, they
are able to make difference between Islamic and conventional capital markets having primary knowledge
of Islamic capital market development tools and techniques and trace therewith the emerging issues from
global and Bangladesh perspective.

B.2 Shariah principles and contracts relating Islamic capital market conversed

Part-Il, Chapter 2. On completion attained understanding on how modern investments have taken place
under Shariah discipline, Shariah contracts pursued and governed under equity and debt-based Sukuk
and how Islamic derivatives have parameterized in Islamic capital market.

B.3 Functioning of regulatory and governance framework of Islamic capital market understood
Part-Il, Chapter 3. On completion of this chapter readers/students attained the understanding of the need
for and skills of how to regulate Islamic financial institutions, comprehend the guidelines and their
applications on Shariah advisory council, corporate governance, presentation of financial statements
measuring rate of retur, and capital adequacy standard. Attained skills on the methodology in constructing
the Shariah parameter for product innovations, and concept and application of magasid al-Shariah.

B.4 Command on accounting and disclosure requirements for Islamic capital market

Part-Il, Chapter 4. Have appropriate and adequate knowledge and handling capability of the key instruments
and disclosure issues arising from structure, Shariah-related disclosures, and limitations therewith.

B.5 Attained technical knowledge on the operational framework and issuance of sukuk



Part-1l, Chapter 5. Comprehended sukuk structure, its regulatory framework and the practice of sukuk
issuance in Saudi Arabia. Can explain why sukuk need a different pricing model.

B.6 Understood how and when stocks become Shariah compliant

Part-ll, Chapter 6. Attained technical knowledge on the conditions for Shariah permissibility of shares,
ethical corporate governance, new financial instrument for Islamic corporate governance, AAOIFI
Shariah standards' stock screening criteria and Shariah screening methodology.

B.7 Conceptualization and operational knowledge of Islamic Funds, Private Equity, Venture capital
and Structured Products attained
Part-Ill, Chapter 7. Fed with functional knowledge and skills attained on completion of this chapter based

on Malaysian case, room for better operation and management of Islamic funds, Private equity and Venture
capital would open up. Evaluation capability in measuring Shariah compliance level of the structured Islamic capital
market products are then strengthened in letter and spirit as well.

B.8 Embedded ability in handling Islamic Derivatives and Hedging Markets issues

Part-1ll, Chapter 8. Embedded learning taken place in coming across evolution of derivatives in
conventional finance, Shariah viewpoints on derivative contracts and their Islamic alternatives, arguments
in favor and against futures and forward contracts, requirements for accepting futures and forwards
contracts in Islamic law in conclusion of venture into this chapter,

B.9 Attained risk management capability

Part-lll, Chapter 9. On completion attained the understanding of risk and risk management skills in capital
market: both conventional and Islamic, particularly on Sukuk and its risk management with exposure to
International portfolio diversification opportunities for stock market investors.

B.10 Hands over global integration of Islamic stock markets

Part-1V, Chapter 10. Significant capability attained in understanding sensibility of the cooperation between
conventional western system and the Islamic finance; Stock market integration and economic efficiency; Lessons
learnt for Islamic stock markets, globalization and long-term growth of Islamic stock markets during and after global
financial crisis, and the integration of Islamic stock markets in developed and developing countries

B.11 Command over issues and challenges encountered by Islamic capital markets

Part-1V, Chapter 11. Hands on capability attained of the readers/students/researchers in conclusion of
their learning pursuits towards understanding growth and challenges of Islamic capital markets including
operation of Islamic equities/mutual funds, sukuk, and liquidity management of structured products,
derivatives with country experiences from Malaysia, Indonesia, United Arab Emirates and Brunei. Have
attained further capability of finding out the ways and means in mitigating the challenges faced by Islamic
capital markets.

The Editor
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