INTRODUCTION

Islamic capital markets: Here to stay
to demonstrate their resilience in the face of challenging economic
conditions.
Emergence of different asset classes
nine months of 2013 (according to Dealogic), the Islamic
debt sector missed the projections of optimistic bankers and
analysts with its less-than-robust performance, particularly
when compared to the record-breaking year of 2012
which saw total sukuk offering of Us$140 billion. A major
contributing factor to the slow-down in Islamic issuance last
year was the uncertainty surrounding the tapering of the Us
Federal Reserve’s quantitative easing program which sent
and in turn led to a three-month market “shutdown” from
July to september.
Despite this, the year was nonetheless stage to a steady
performance by the industry’s leading markets (Malaysia and
Saudi Arabia), which continued to enhance their positions as
industry stalwarts, as well as an arena for the showcase of
formidable strength by new entrants such as Turkey. Beyond
the Sukuk sector, the overall Islamic funds sector demonstrated
considerable growth in 2013 with the launch of at least 78 new
Shariah compliant funds, marking an impressive 10.2% growth

growth rate of 9.41% since 2009, the Halal fund industry is valued
th
December 2013)
and has seen the number of funds grow four-fold, from 285 funds
in 2004 to approximately 1,053 funds as at the end of 2013.
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Since the inception of Islamic banking operations in the 1970s,
Shariah-seeking investor appetite has grown in its sophistication
Moving away from senior unsecured debt capital market
instruments, which were most popular in 2012, 2013 saw the
emergence of different assets classes and notably the rise of

“Within the Sukuk space itself, we have seen the transition
from pure debt capital instruments into hybrid and equity-like
structures,” elucidated Ahsan Ali, the head of Islamic origination
at Standard Chartered Bank (Dubai), to Islamic Finance news.
“This allows concepts such as Mudarabah and Musharakah to be
applied instead of just Ijarah,” added Ahsan.

Sukuk issue by Saudi Arabia-based dairy producer Almarai
followed by global private school operator GEMS Education.
Facing a dearth of hard assets, companies and governments
were more creative in the structuring of their products by utilizing
non-asset-based or asset-light structures to back Sukuk as
year amortizing Sukuk.
Tier 1 Sukuk became an increasingly attractive cost-effective
funding vehicle, as demonstrated by the launch of Tier 1 capital
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Sukuk by Abu Dhabi Islamic Bank (at the end of 2012) and
Dubai Islamic Bank; bearing testament to the appeal of Tier1 issuances as means to reach a wider investor base without
diluting shareholders.

Such offerings were not
only driven by the growing
demand among investors
for equity-based products but
also illustrative of the adaptive
nature of issuers preparing
themselves to meet Basel
III standards
Such offerings were not only driven by the growing demand
among investors for equity-based products but also illustrative
of the adaptive nature of issuers preparing themselves to
relatively high levels of capital adequacy to protect depositors
and borrowers. And the move into hybrid capital instruments is
expected to continue in 2014 especially among corporates.

maximize the investor base by carving out Islamic tranches either

deals comprising both Islamic and conventional facilities.”

2014 especially in the light of massive infrastructure investment
across key Islamic markets including Dubai, Saudi Arabia and
Qatar, and in the broader Gulf region as economic growth in the
GCC is expected to rise to 4.7% from 2013’s 3.7%, boosted by
expected non-oil sector infrastructure spending.
It is projected that the infrastructure sector could be worth up to

billion economic development strategy and Oman, which recently

development projects in its 2013 budget. Major projects are also
in the pipeline for Qatar, as it will host the 2022 World Cup, and
Dubai following its win of the World Expo 2020. This spate of
infrastructure funding needs will indeed spur the Islamic capital
markets in the region.

Longer-term funding appeal
Last year, Saudi Electricity Company carved a name for itself by
becoming the world pioneer of an international 30-year Sukuk
billion – a landmark deal that paved the way for longer tenor

Latest data from Dealogic shows that more than half (65.9%) the

Case Study: Emirates
Issuer

Emirates/Medjool

Instrument
amortizing Sukuk
Issuer principal activities

Airline

Issue size & pricing
Date

12th March 2013

Emirates’ total available capacity measured in available ton
(i) the right to travel on any passenger route operated by
Emirates and (ii) services ordinarily provided by Emirates to
passengers travelling on such route (the rights to travel) in
each case in accordance with its normal terms of business
airline industry measure of total capacity calculated as the
total tonnage available for the carriage of passengers and

3.875%
spread vs mid-swap

Five-year mid-swap + 300bps

Joint Lead Managers

Standard Chartered Bank, Abu
Dhabi Commercial Bank, Abu
Dhabi Islamic Bank, Citigroup,
Dubai Islamic Bank and Emirates
NBD

Legal counsel for issuer

Allen & Overy

Legal counsel for arrangers

Linklaters

Listing

NASDAQ Dubai

In March 2013, Emirates Airline, a leading international air
Sukuk due in 2023. The 10-year Sukuk has an average life of

agent to periodically sell passenger tickets corresponding to
the periodic distribution amounts and principal payments

(as applicable) Emirates shall purchase, upon the occurrence of an event of default (or any other early redemption
event as applicable), any unsold rights to travel at an exerin full.
Execution occurred amid a busy issuance window for the region’s
credit market and its success highlights the effectiveness of the
overall marketing strategy and the continued appeal of Emirates
credit in the international markets. The appeal of the issuance

Standard Chartered acted as joint global coordinator and joint
amortizing Sukuk executed in the international markets as well as

oversubscribed. Emirates was able to further diversify its sources

relating to passenger routes operated by Emirates.

its overall objectives.

February 2014

5

INTRODUCTION

Global Islamic loans - years to maturity (YTD comparison)
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chemical (8.1%) and transportation (5.6%).
share was held by facilities with maturities of 0-3 years (34%),

This shift towards Shariah compliant papers of longer maturities
is attributed to the increased number of long-term infrastructure

the emergence of the power and utilities sector, the continued
dominance of the oil and gas industry and a spike in demand for
as real estate sectors.

crises which opened the eyes of investors to the advantages

Exciting markets

continue in 2014.

Beyond the Middle East and Malaysia, industry participants
have kept their eyes on Africa in recent years especially over the

Malaysia and Saudi Arabia
also led the Islamic
funds market with both
accounting for 63.1% (US$46.5
billion) of the total industry AuM
as at the 9th December 2013

Reigning champions
Heavyweights Malaysia and Saudi Arabia continue to dominate
the Islamic capital landscape with Malaysia’s domestic market
accounting for 63.6% of the total global Sukuk market share (as

2013; while the Saudi domestic market continues to grow from

Arabia also led the Islamic funds market with both accounting
th

December 2013.
In addition to that, almost half (48%) of the world’s Islamic funds
were domiciled in these two jurisdictions, proving again in 2013
that Malaysia and Saudi Arabia were the preferred Islamic funds
domiciles. Analysts predict these two major players will continue
to be the Shariah compliant fund origination destination for 2014
due to the availability of a diverse range of Islamic capital market
instruments, comprehensive legal and regulatory frameworks
and a ready pool of interested investors with high liquidity.

metal and steel sector topped the table with a 29.1% share
according to January data from Dealogic (12 months rolling),
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African continent, Nigeria cemented its position in the Islamic
capital market with its debut Sukuk, worth NGN10 billion
Nigeria’s landmark step, the government of Senegal in October
signed a Sukuk agreement with the Islamic Corporation for the

been laying plans to issue Sukuk, with South Africa expected to

The Sukuk market will
continue to develop at a
good rate of growth. There may
have been some ups and downs,
but the overall market momentum
over the past 10 years has been
quite positive. We believe this
positive momentum and growth
will continue in the foreseeable
future
interconnectedness of the Islamic capital markets with the
international markets.
“Currently, most of the African countries are in early stages of
to see some issuances coming from this region in 2014, and we
hope these issuances can act as catalysts to quicken the pace of
Sukuk market development in this region,” commented Ahsan.
Stepping out of African borders, the most exciting emerging
market in 2013 could have very well been Turkey. The
October continued the momentum gained in the Turkish Islamic
subordinated Sukuk issuance earlier in the year, followed by
Bank Asya’s application to the Capital Markets Authority to
Ahsan is optimistic on a corporate Sukuk issuance from Turkey
Islamic debt issuances to keep the Islamic capital gears moving
as the republic struggles to rebuild itself from the recent political
scandals that have shaken the core of Turkish society and had
an adverse effect to its economy.
Moving into the west, making headlines across the world in

Sukuk, while a relatively small issuance, has and will continue to
create waves in the industry as players are optimistic of the longterm impact this high quality instrument will have on the global
Islamic capital markets including a spur in activities within the
consulting
pensions and insurance space.

“The Sukuk market is tied to emerging markets as majority of
issuers are from emerging markets. Hence, whatever that affects
these emerging markets will affect Islamic capital markets as
well,” explained Ahsan.

secondary market liquidity compared to conventional bonds,
limited availability of risk management and liquidity tools, the
lack of enabling regulations as well as discrepancies in Shariah
standards.

capital market, in particular the Sukuk market, is here to stay.
“The Sukuk market will continue to develop at a good rate of
growth. There may have been some ups and downs, but the
overall market momentum over the past 10 years has been quite
positive. We believe this positive momentum and growth will

Challenges will always be present including external funding
challenges that are beyond the control of the issuers and
investors; however the Islamic liquidity pool is also growing and
issuers, both conventional and Islamic, cannot afford to ignore
the immense opportunities that come with it. And the general
sentiment is that 2014 will be a fruitful year for the Islamic capital
markets. Experts’ opinion is that issuers should complete all
the required groundwork and be ready and prepared to issue
when the opportune market window opens to tap into this vibrant
space.

www.IslamicFinanceConsulting.com
www.IslamicFinanceEvents.com
www.IslamicFinanceNews.com

www.IslamicFinanceTraining.com
www.MIFforum.com
www.MIFmonthly.com
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