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Islamic finance – Introduction 
Islamic Market Development
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market has seen a tremendous expansion on the Capital Market side 
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Islamic Finance and the crisis 
Challenging times



 

Few institutions defaulted (Private Equity firm Investment Dar) which brought back the market to reality



 

Islamic market experienced the first Sukuk defaults which become interesting case studies over the recourse of 
the underlying assets of the sukuk



 

However, it must be said that many Islamic banks managed the crisis well thanks to a strong retail basis

First 
defaults



 

All the credit structured products are not acceptable to Islamic banks



 

Consequently, no Islamic institutions were impacted by the first shocks of the crisis



 

Combined with record high oil prices, Islamic banking was in very good health until Lehman Brothers collapse

Protected 
from the 
first effects



 

Islamic banking is strongly correlated to economic activity and oil prices


 

The GCC economy has known a slowdown of its economy as oil prices tumbled and world demand decreased


 

Real Estate prices collapsed in some regions putting financial institutions under pressure


 

Dubai has been supported by Abu Dhabi through a financing but put the GCC credit market under huge stress


 

Islamic financing has stopped between October 08 and April 09 with liquidity also drying up in the conventional 
market

Correlation 
to oil and 
economic 
growth



 

In spring 2009, Saad’s group went into default bringing with it the Algosaibi Group due to a multi billion fraud of 
Saad’s Group owner



 

Financial institutions (including Islamic ones) were closely working with those two groups, some for decades


 

The estimated claims are around USD 10 billions


 

This fraud seriously challenged the credibility of the region and the amount of losses born by each bank is yet to 
be known

Algosaibi/ 
Saad Issue



 

Restructuring of Dubai World liabilities



 

Possible standstill may be requested on the financings of Dubai World and Nakheel



 

Abu Dhabi provided US$ 10bn new funding to Dubai, some of which Dubai World used to avert a default at 
Nakheel

Dubai World
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The Bailout of Dubai – return of cautious optimism



 

25 November 2009 – announcement of the restructuring of Dubai World liabilities, and request of a possible standstill on 
the financings of Dubai World and Nakheel



 

What Dubai World turmoil reveals



 

Lack of bankruptcy rules



 

Fragile investor confidence



 

Inability and over reliance on advisors to convey true story



 

Abu Dhabi support; conditional, not unconditional as believed by investors



 

Role of Shariah board in the restructuring debt



 

Dubai Inc. was large scale borrower on the credit markets and the banks were guilty of financing, did they know what 
they were doing?



 

Small exposure, but significant impact on GCC and emerging markets. 



 

What should be the real impact on the market:



 

The Investor appetite for the region should be tested soon with the first sukuk/bond issuance but it should remain 
unchanged giving the fact that the UAE is only one of the actor in the GCC sukuk market which represented only 4% 
of the global sukuk issuance in 2009. Moreover, the Nakheel issue is a credit issue and is decoupled from any Shariah 
compliant issues



 

The sukuk structures are not at issue, but rather the underlying credit. However sukuk structures will now be tested 
in the courts to determine the restructuring/liquidation process
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CDS prices – Oct. 09 to Jan 2010
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Outlook 2010 
A growing market moving towards maturity



 

Despite being a “small” one trillion industry, Islamic banking has a strong enough retail activity to be sustainable



 

The creation of a mega Islamic institution and the long term presence of international institutions is bringing 
credibility to the industry



 

Islamic finance is still dependant of two markets (Malaysia and Gulf) but its global expansion will bring it to a 
critical size that would avoid it to rely on a limited number of countries

Islamic 
finance is 
close to the 
critical size



 

The size of the Islamic assets is growing despite the crisis



 

The issuance of Islamic debt is outpacing the conventional one in GCC and Malaysia



 

An increasing oil price will support the liquidity of the sector



 

Even if the product range has not the depth of the conventional market, innovation is still on



 

Islamic Finance is a mainstream in Gulf and Malaysia

Historical 
markets are 
going towards 
maturity



 

The Asian Sukuk market has led the sector into recovery with few issuances mainly governmental local currency 
and some sovereign international sukuk in Singapore, Indonesia, Malaysia and Pakistan



 

New markets (Thailand, South Korea, Indonesia,+200Mln Muslims) are opening



 

Interest from Europe is becoming firmer (UK, France, Luxembourg, Switzerland, Germany)



 

Sovereign and Corporates are more and more considering Islamic Banking as a potential financing format

Interest in 
Islamic 
banking is 
strong in new 
markets
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Outlook 2010 
Asia and Islamic banking



 

Islamic Finance is a mainstream in Malaysia which is the leading Islamic Financial centre, but other countries are keen on competing for that 
position



 

Hong-Kong is working on becoming a leader in Islamic Finance; an Islamic platform is under development with a focus on the Islamic Capital 
Market



 

Singapore is focusing in the area of Islamic wealth management



 

Indonesia issued its first global sovereign sukuk; the first international sale of dollar sukuk drew orders for $4.7bn, 7 times the $650 mln of 
securities on offer. Indonesia plans to sell $315 mln of Islamic bonds to retail investors in February 2010



 

Brunei’s total sukuk issue tops $2 bln as of December 2009

Big ambition of Asian countries and Strong political commitmentBig ambition of Asian countries and Strong political commitment



 

South Korea: a bill to facilitate tax neutrality for the issuance of sukuk is in progress



 

Hong-Kong: finalizing the tax laws to facilitate the introduction of Islamic Finance. 



 

Thailand: is considering issuing a sovereign sukuk. The first sukuk is expected in Q110 according to regulators who are finalising a new trust 
law for capital market transaction



 

Singapore: in May 2009, the Monetary Authority of Singapore issued new Islamic Finance regulations to boost the Islamic Finance Industry. 
Singapore also introduced its reverse enquiry sukuk.

Regulatory support for Islamic FinanceRegulatory support for Islamic Finance



 

Deal with regulatory hurdles: Tax and accounting treatment issues still need to be sorted out



 

Competition from major Islamic financial centers including Malaysia and GCC countries



 

Promote Asia’s commitment in the new field of Islamic Finance



 

Increasing awareness of Islamic Finance principles

Further ChallengesFurther Challenges
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Sukuk Market Overview and Challenges

Section 2Section 2
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Market update 
Sukuk Market

￭

 

Latest Sukuk Development in 2009: The first months of 2009 have seen more or less the same number of sukuk coming to the 
market as during the same period in 2008. 

￭

 

Saudi Arabia took the lead as the country host to the largest sukuk issuance. Saudi Electric Co. issued that sukuk, for a total 
amount of Saudi Arabian riyal (SAR) 7.0 billion ($1.8 billion). Saudi Electric Co. will reportedly use the proceeds of issuance for 
general corporate purposes. 

￭

 

Central Bank of Bahrain (NR/A/A) has launched a $750 million 5-year Sukuk on 9-Jun-2009, jointly managed by Calyon. The 
response was overwhelming with over $4 billion on book. 

￭

 

The Republic of Indonesia recently issued a 5 year $650 million issuance that was well received in the market. This new 
Indonesia Sukuk has tightened by more than 200 bps over UST since its issuance. 

￭

 

The Monetary Authority of Singapore launched $200 million Islamic bond program in Jan-09 which will offer Singapore dollar 
denominated Sukuk bond on reverse-enquiry basis in order to promote the development of Islamic banking industry in the city. 

￭

 

In August 2009, Malaysia-based Petroliam National Bhd. Petronas, also issued a large sukuk, for a total amount of $1.5 billion.

￭

 

The International Finance Corporation (IFC) just launched a $100 million non-amortizing Sukuk with a five years maturity. IFC is 
the first non-Islamic financial institution to issue a sukuk in the GCC region. This issuance is a landmark transaction which will 
help develop the Sukuk market. The IFC plans to return to the market with new issuances every 12 months to 18 months. The 
sukuk is the IFC’s second Islamic bond. It issued a $132m three-year bond denominated in Malaysian ringgit in 2004.

￭

 

GE launched a Sukuk into the GCC and SEA in mid December. The underlying assets were aircraft assets that supported an 
Ijarah structure. The deal was closed at USD$500m for a 5 year deal and was well received in the market. This was the first 
major western corporate to target GCC and SEA investors.

Regardless of growing demand fuelled by banks, corporations and governments in the GCC region, there is a shortage of supply. As a   
result the recent sukuk issues have all been significantly oversubscribed. Considering the current market conditions and the strong market 
appetite, it’s definitely the best time to raise funds successfully in the region. The medium-term outlook for the sukuk market is positive 
given the strong pipeline and efforts to resolve some issues related to the sukuk market development.

Secondary markets:

￭

 

The secondary credit markets have reflected the continued positive sentiment in other markets, and spreads continue to tighten. The 
positive momentum has continued today the release of GDP numbers showing the return of the US economy to growth.



- 12 -

State of the debt capital markets in the MENA region 
So far this year, MENA issuance is all about the GCC

Comparison Sukuk Volume
2009 2008 2007

Size (USD in mln) # of deals Size (USD in mln) # of deals Size (USD in mln) # of deals

20,165 203 14,958 232 30,802 252



 

2009 a clear turnaround for the Sukuk market: global Sukuk issuance surged by over 40% in the first ten months 
of 2009 compared to the same period in 2008, according to Moody’s. 



 

Government and Government-related issuers have dominated sukuk issuance and helped the creation of a stronger 
sukuk market, driving more corporate sukuk issuances that can be more transparently priced.

Saudi Arabia, 
22.03%

Pakistan, 
2.04%

Malaysia, 
45.03%

Indonesia, 
16.05%

Gambia, 
0.08%

Brunei 
Darussalam, 

0.71%

Bahrain,
 9.79%

UAE, 
4.26%

Total Sukuk Issuance by Country in 2009*
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Sukuk Market Outlook 
Investor demand is strong



 

Despite enormous success, the sukuk market is not as deep or liquid as a regular bond market. Regardless of growing 
demand fuelled by banks, corporations and governments in the GCC region, there is a shortage of supply. As a result, the 
recent sukuk issues have all been significantly oversubscribed. 

Additionally, the sukuk market is still stagnant: holders keep their bonds to maturity and there is relatively little secondary 
market trading. 



 

Asia can take advantage of the current market conditions and the strong market appetite to raise funds successfully in the 
region. 



 

The Gulf market opened up with a US$3 bn bond issue from both Abu Dhabi and Qatar, and was followed quickly by an 
issue from the Central Bank of Bahrain that were all massively oversubscribed as well as the sukuk from the Islamic 
Development Bank. 
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Post Crisis Recovery

￭

 

Higher regulatory Standard


 

Less real estate and stock market

￭

 

Better accounting standard
￭

 

Clearing up B/S
￭

 

Government support, e.g. Qatar and QIA stakes, how long can this go on
￭

 

Role of Shariah; both the scholars and the principles they espouse


 

Do we need a new Shariah mechanism

￭

 

Investors should be aware of the Risk factors relating to investments/issuers
￭

 

Transparency
￭

 

Due Diligence
￭

 

End of name lending as we know it?
￭

 

Pricing should reflect risk and not implied risk 

Universal values for all banks and corporates not just Islamic
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Contact

Saad Rahman
Executive Director Islamic Banking – Calyon Credit Agricole CIB

Tel: +973 1756 2707
Saad.Rahman@ae.calyon.com
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Disclaimer

© 2010, CALYON All rights reserved.

The information contained in this presentation (the “Presentation”) is purely indicative and for discussion purposes only.  
This Presentation is not and does not constitute or form part of any offer, recommendation, invitation or solicitation to 
subscribe to or to enter into any transaction as described below; nor is it calculated to invite, nor does it permit the making 
of offers to the public to subscribe to or enter into, for cash or other consideration, such transaction, and should not be 
viewed as such. This Presentation may be incomplete or condensed and it may not include a number of terms and 
provisions that would be included in any actual transaction.  Any terms, conditions and opinions described or contained 
herein are merely indicative and may have been obtained from various sources; and neither CALYON nor any of its 
subsidiaries represent that it is complete or accurate and it should not be relied upon as such and may change without 
notice.  All figures and amounts included in the Presentation are for illustration purposes only and shall not bind CALYON.  
CALYON do not act as an adviser and assumes no fiduciary responsibility or liability for any consequences financial or 
otherwise arising from any arrangement or entrance into any transaction described below.  In order to build your own 
independent analysis of the transaction and its consequences, you shall consult, when and wherever necessary, your own 
independent financial, accounting, tax, legal or other competent professional advisors to ensure that any assessment you 
make in connection with the Presentation is suitable for you, particularly in light of your own financial, accounting, tax, and 
legal constraints and objectives without relying in any way on CALYON or any position which CALYON might have 
expressed in the Presentation.

Any subsequent offer to arrange or enter into any transaction described below is subject to, inter alia, (i) a satisfactory in- 
depth due diligence of the transaction, in particular with regard to its legal, regulatory, tax and accounting implications; (ii) 
the formal approval of CALYON’s credit, regulatory, legal, tax, accounting and other internal controls; (iii) satisfactory legal 
documentation and opinions; and (iv) the absence of any adverse modification of the market conditions, all as determined 
by CALYON in its sole discretion. CALYON does not and cannot guarantee that these conditions will ultimately be met 
and/or that any transaction can eventually be effected. 

This presentation is confidential and may not be reproduced, transmitted or communicated to a third party without the 
prior written authorisation of CALYON.

This Presentation does not and is not intended to disclose or cover all risks and other significant aspects of any engagement 
in the transaction described below.
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