
JUNE 2011

Contents
1	 	A	New	York	Sukuk?

Umar	F.	Moghul,	Murtha	Cullina	LLP

3	 	Islamic	Asset	Management:	Uneven	
Development	of	a	High-demand	Service

	 John	A.	Sandwick,	Islamic	Wealth	&	Asset	Management

6	 	Panorama	of	Mutual	Funds	in	the	GCC	
	 Zaineb	Sefiani,	Morningstar	Europe	Ltd.	

10	 	Legislative	Change	in	Korea:	
3	Strikes	but	Not	Out?

	 Yong-Jae	Chang	and	Bong	Sang	Cho,	Lee	&	Ko

11	 	Dow	Jones	Islamic	Market	Indexes	in	April:	
Growth	Is	Beautiful—or	Is	It?

	 Gérard	Al-Fil,	Dow	Jones	Indexes

Dow	Jones	Islamic	Market	IndexesSM

Quarterly	Newsletter	



D o w  J o N E s  I s L A M I C  M A R K E T  I N D E x E s  N E w s L E T T E R

1

D o w  J o N E s  I s L A M I C  M A R K E T  I N D E x E s  N E w s L E T T E R

The United states is not normally considered among the most 

significant Islamic finance markets, and so the recently proposed 

sukuk legislation in the New York state senate came as a welcome 

surprise to many. Efforts vis-à-vis Islamic finance in the United states 

have not been as conspicuous as in other western nations, but, if 

passed, this legislation would, in our view, actually stand in a line 

of important governmental and regulatory efforts to welcome and 

integrate Islamic finance into the prevailing U.s. legal framework.1 

The Proposed Legislation

on February 1, 2011, New York state senator Kevin Parker 

introduced legislation to the New York state senate allowing for 

the creation of an investment vehicle termed an “alternative finance 

investment bond,” or “AFIB.” The senator’s proposed legislation 

defines an AFIB as “a certificate of equal value representing 

undivided shares of ownership of tangible assets, usufructs and 

services or (in the ownership of) the assets of particular projects or 

special investment activity.”2 As such, the AFIB appears to track the 

concept of a sukuk and the shari'ah’s requirement that entitlement 

to profit be coupled with a market or asset risk by specifying the 

AFIB-holder’s ownership in the underlying asset.

A supporting memorandum included along with the legislation states:

      “[In] the past decade, nations from the Persian Gulf, southeast 

Asia, and other emerging markets have experienced tremendous 
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growth. Investors from these countries are seeking investment 

opportunities abroad that comport with their religious beliefs as 

Muslims, namely a prohibition on interest… In addition to the 

potential for job growth and development, permitting the state 

and private entities to issue alternative finance investment bonds 

would permit communities that do not engage in interest-based 

transactions, the opportunity to benefit from capital financing 

facilitated by the state for the construction of education and 

health care facilities as well as increase the market for those who 

wish to purchase the state’s debt instruments.”3 

Further, senator Parker, in proposing this legislation, comments, 

“This legislation reverses an historic inequity where far too many 

New Yorkers have been unable to benefit from public-private 

partnerships with the state.”4 senator Parker also mentions that 

such “investment vehicles might be used in economic development 

generally, and specifically in distressed census tracts.”5 At the 

time of writing this article, the outcome of this precedent-setting 

proposed legislation was not known and will likely not be known for 

some time.

senator Parker’s proposed legislation contemplates a financing 

instrument whereby a “bond issuer undertakes (A) to make a 

repayment of the capital (‘the redemption payment’) to the bond 

[i.e., AFIB] holder during or at the end of the bond term (whether 

or not in installments), and (B) to pay to the bond holder other 

payments on one or more occasions during or at the end of 

the bond term (‘additional payments’).” An “alternative finance 

investment bond agreement” is to set forth the sum paid by “bond 

holder[s]” to the “bond issuer,” identify the assets “which the bond 

issuer will acquire,” and specify a “bond term.” Interestingly, this 

agreement is also to specify that “the amount of the additional 

payments does not exceed an amount which would be a 

reasonable commercial return on a loan of the capital.” “Additional 

payments” thus appear to be intended as an interest equivalent for 

New York law purposes. Lastly, the proposed legislation calls for the 

AFIB to be “regulated in a manner consistent with traditional bonds 

and other debt instruments.” Certain of these requirements seem 

to implicate some of the shari'ah-based criticisms leveled against 

sukuk, including guaranteeing the return of principal and pricing the 

return with interest-rate benchmarks,6 and also raise the often-

discussed issue of form vs. substance.
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Potential Markets

An important question this legislation raises is: what is its 

contemplated set of issuers and target investors? The proposed 

legislation appears to target issuances by the state as well as 

municipal entities. with regard to potential investors, the legislation 

explicitly discusses making AFIBs available to American Muslims for 

purchase. To our knowledge, this is an untapped market but one 

that probably would have to first be educated and organized. Non-

U.s. investors may very well seize upon U.s. sukuk offerings, though 

a tax-exempt issuance may be unattractive if they are untaxed in 

their home jurisdictions (since they usually carry a lower return).

Tax-Exempt Sukuk

A tax-exempt AFIB offering—apparently contemplated by this 

legislation—would certainly be an exciting and challenging 

undertaking. In the United states, there are multiple layers of 

regulation complicating the issuance of governmental bonds in 

general and tax-exempt governmental bonds in particular.7 These 

impact any sukuk offering in the United states and create challenges 

with the shariah’s requirements regarding asset-backed financing.

First, in order for governmental bond interest to be exempt from 

federal taxation, the bond issue must comply with a number of 

complex rules including the requirement that only governments, 

governmental authorities, nonprofit organizations, and a very limited 

range of specific for-profit projects are eligible for tax-exempt bond 

financings. In all of these cases, the bond must be issued by a 

government or a governmental authority either for its own account 

or as a conduit issuer for the benefit of some eligible project or 

nonprofit organization. The sharing of title to property owned by 

a governmental entity or a nonprofit corporation with a private 

citizen as a for-profit entity may be prohibited under some U.s. 

laws (depending on the jurisdiction) and may cause the loss of the 

interest tax exemption (which presumably would apply to the sukuk 

return). This of course could have a significant adverse impact 

upon the sale of a sukuk. The sale or sharing of title to government 

assets, as we have seen from recent events, may also have political 

ramifications that must be accorded due weight.

second, governmental bonds have a specific and beneficial 

exemption from the registration requirements of the securities Act 

of 1933, as amended (the “1933 Act”).8 Under most state securities 

laws, which remain applicable to a limited extent, tax-exempt 

governmental bonds also receive exemptions from registration. If 

a sukuk failed to meet the governmental bond exemptions from 

registration under the 1933 Act, it would either have to be registered 

or its sale limited by the rules of private placement exemptions.

Third, every governmental authority must issue bonds in accordance 

with its authorizing legislation and its state’s laws, both of which 

may vary widely. Among such variances may be concepts of, and 

rules relating to, permitted borrowers, permitted projects, permitted 

structures, ownership and control of the underlying project, the 

ability to create affiliates, and authorization procedures.9 The issue 

of ownership makes certain economic development and housing 

financings viable in the Islamic context because they typically involve 

private ownership, and tax exemption is not always expected or is 

statutorily authorized in spite of private ownership. similarly, certain 

small-issue industrial development bonds are tax exempt despite 

private ownership. If a sukuk offering were undertaken to benefit a 

501(c)(3) organization, the Islamic ownership requirements might 

also impact rules relating to private use of and private benefit from 

property. If these rules were violated, the 501(c)(3) entity could lose 

its tax-exempt status and/or be subject to other sanctions.

Umar F. Moghul is an international finance attorney and partner at Murtha Cullina LLP 

in the United States, where he practices in Islamic finance and investments, real estate, 

and private equity. Mr. Moghul is also a lecturer in law at the University of Connecticut 

School of Law, where he teaches Islamic law and jurisprudence, and a trustee of the 

Hartford Seminary.

1  These regulatory successes include the New York state Banking Department’s approval of Islamic residential mortgage financing structures, the Board of Governors of the Federal 
Reserve’s decision to allow U.s. financial institutions to engage in Islamic transactions in countries, and New York tax authorities' issuing of rulings eliminating the additional tax that 
might otherwise result from a murabaha-based home financing structure. see e.g., Umar Moghul, Regulating Islamic Finance in the U.s., Global Islamic Finance Report (forthcoming).

2  sen. Kevin Parker, Legislative Bill Drafting Commission 08345-02-1, section 2(1) (on file with the author).
3  sen. Kevin Parker, New York state senate Introduces Memorandum in support, submitted in accordance with senate Rule VI, section 1, Page 2 (on file with the author).
4  Press release, available at: http://www.longislandexchange.com/press/2011/01/31/senator-parker-creates-new-opportunities-for-investment/ (accessed February 9, 2011).
5  Id. at p. 4.
6  see e.g., Taqi Usmani, sukuk and Their Contemporary Applications (translator Yusuf DeLorenzo) (discussing the author’s views on certain sukuk from an Islamic perspective).
7  Tax-exempt governmental bonds provide returns exempt from federal income taxation, and in many cases, state income taxes as well.
8  see section 3(a)(2) of the securities Act of 1933 (48 stat. 74, 15 U.s.C. 77a-77mm). It should also be noted that the exemption for a bond under the 1933 Act may or may not 

exempt any other related rights or property interests that may be deemed to be securities for purposes of the 1933 Act.
9 As with any business transaction, the United states' extensive and far-reaching tax code makes general tax issues an additional consideration.
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In recent months this author has frequented the asset management 

units at numerous banks, family offices, takaful insurers and 

asset managers in saudi Arabia, Bahrain, the UAE, Qatar, and 

Malaysia, interviewing and questioning the status of Islamic asset 

management. The current state of affairs, unfortunately, is not good.

This is most puzzling. In my experience, and certainly in the 

experience of anyone involved in managing the wealth of Muslim 

clients, there has been a constant, repeated refrain from those 

individuals who are uncomfortable owning assets that are in 

violation of their spiritual principles. Nearly all of them, in particular at 

the moment of signing a discretionary management contract, look 

at the manager and ask, “Can you please make sure none of my 

investments are haram?”

“Haram” is the Arabic term for forbidden, meaning the item or 

activity is not supported by the principles of shari’ah. In the context 

of asset management this means bonds, hedge funds, structured 

products (or almost anything made from derivatives), and stocks in 

businesses that are involved in forbidden activities, such as selling 

money for interest (banks), alcohol, or weapons.

without doubt most bankers—myself included—are or were guilty 

of disregarding this part of the client’s investment requirements, 

instead investing 50 percent or more of the client’s money into 

assets that are clearly haram. My own conscience was bothered 
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by this practice, so in 2008 I began a systematic effort to not only 

understand what exactly is the professional practice we call asset 

management, but what could be done to deliver this service in a 

shari’ah-compliant fashion.

Not surprisingly, the practice of asset management can be easily 

distilled into four sequential steps. First, one creates a detailed 

profile of the client, whether it’s an individual or an institution. The 

client profile defines and clarifies the client’s investment objectives 

and risk preferences through quantitative and qualitative methods. 

This applies to all clients, regardless of their sophistication.

It is important to note that at the client profile stage there may be 

a need to educate less sophisticated clients on their actual rather 

than perceived needs. Unfortunately it appears many bankers forget 

this basic function. Instead of helping clients achieve balanced, 

diversified investing, the hallmark of good asset management, it 

appears many bankers simply practice what I called the “throw 

it and see what sticks” form of banking. Product-centric banking 

involves randomly offering investment products to clients and 

waiting until one of them is purchased, based mostly on emotional 

rather than professional criteria.

The second stage of asset management is selecting the 

investment strategy that best fits the client profile. There are only 

three strategies: low-, medium-, and high-risk investing. All other 

investment strategies are derived solely from these three. one 

cannot achieve any strategy at all if the banker-client interface is 

dominated by product sales, which could in fact damage the client 

interests if certain products—including high-commission derivative 

investments like structured products—were to overwhelm a client’s 

ownership of investment assets.

An investment strategy reflects the client profile by allocating assets 

according to an asset’s potential risk, which is measured by price 

volatility, liquidity, and creditworthiness, as well as the size, form, 

and substance of the underlying investment. A low-risk client will 

have predominantly lower-risk assets in his or her portfolio, and vice 

versa for higher-risk clients. so far this is all common sense, and in 

fact is the universally practiced business we call asset management. 

Up to this point there is no element of spirituality; it is only the same 

degree of professional practice one would find in any other industry, 

such as dentistry or geology.
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The third stage of asset management  involves the actual selection 

of securities. This is where spirituality enters, and only here. 

Conventional asset managers have the choice of over 3 million 

investible securities, a plethora of assets that are so abundant as 

to make the selection very difficult. But, for a Muslim client who 

cares whether his or her assets are haram, one must take care. 

And, as an asset manager, you have to ask: “Can we achieve asset 

allocations that meet client profiles and at the same time meet 

professional standards?”

The short answer is yes, we can. This is what strikes me as most 

unique about Islamic asset management. If we find there are 

sufficient assets to construct professionally competent portfolios 

that meet client profiles, yet are fully shari’ah-compliant, then it is 

our professional responsibility to do so if this in fact is what the 

client wants.

surveying the universe of banks and asset management companies 

that have Islamic asset management units, it’s clear that such a 

service barely exists in the world today. It doesn’t exist in any great 

number in Arabia, nor in Malaysia, the world’s two centers of Islamic 

banking. It certainly doesn’t meaningfully exist in London or Geneva, 

two great centers of global asset management.

why this is so is a great mystery, as work done by this author has 

shown that the universe of shari’ah-compliant assets is not only 

viable, it is ready now for constructing globally diversified portfolios 

that meet both professional and shari’ah standards.

we have counted around 118 mutual funds that are both managed 

according to Islamic principles and have minimum liquidity, size, 

and track records to meet professional and regulatory standards. 

Remember, most investing today is done on an all-funds basis, 

where allocations in each asset category are done via mutual 

funds, not directly investing in individual securities such as stocks. 

In practice, say a private or institutional client settles $10 million (or 

$200,000 or $5 million) with an asset manager. The manager will 

achieve globally diversified portfolio allocations via the purchase of 

12 to 15 mutual funds in the four classic asset categories: money 

market, fixed income, equities, and alternative investments.

The portfolio modeling we have done using the short list of 

professionally qualified funds with respectable shari’ah compliance 

has demonstrated that Islamic asset management is not only 

feasible, in some ways it may be superior to conventional investing. 

see the chart on page 5 to understand what this means.

what we have demonstrated is that a professionally assembled 

portfolio of shari’ah-compliant assets may have fewer declines 

during very difficult and falling markets, and equal or nearly equal 

returns in rising markets, compared to highly similar portfolios 

offered by major global asset managers.

Now we need to ask, if this service is so readily available, then why 

don’t major asset managers offer it to their Muslim clients?

Asset Category # Funds AUM % of AUM
Murabaha 20 $22,528,860,000   44.9%

sukuk & Trade Finance 6 $258,840,000 0.5%

Equities 60 $11,851,333,700 23.6%

Real Estate 8 $1,259,138,000 2.5%

Commodities 10 $12,780,800,000  25.5%

Portfolio strategy 14 $1,453,306,000 2.9%

Totals 118 $50,132,277,700 100%

source: Proprietary data collection and research by John A. sandwick and Thom Polson. (No Malaysian funds are included. It's an Arabian and European allocation model).
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source: Proprietary data collection and research by John A. sandwick and Thom Polson

This is why I have said the status quo is puzzling. There are no 

barriers today to professional Islamic asset management. There is, 

however, resistance among major asset management companies to 

adopt these simple practices, while in fact almost none of the inputs 

are any different than in conventional asset management.

our conclusions are clear enough. we await widespread adoption 

of professional practices in Islamic asset management. Yes, there 

are not nearly enough investment products available, with some 

clear and major gaps in some asset categories. But, there are 

sufficient assets to start this business, and to start it today.

This is, after all, what many Muslim clients want. Their spirituality is 

important to them, including the assets owned in their long-term 

savings portfolios. we as asset managers have a responsibility 

to deliver our professional best for those who require shari’ah-

compliant investing, and we can do so now.

Mr. Sandwick is an independent consultant seeking to assist banks, insurance 

companies, family offices, and others in the development and implementation of 

Islamic wealth and asset management solutions. He has created some of the first-ever 

global allocations that meet strict professional standards, yet at the same time also 

meeting universal shari’ah standards. Formerly Mr. Sandwick was a private banker in 

Geneva since 1993, first at Deutsche Bank (Suisse) S.A. and then Banque Leu S.A., a 

unit of Credit Suisse Private Banking. He was also the founder and managing director 

of the conventional asset manager Encore Management S.A. from 1999 to 2009. Mr. 

Sandwick’s frequently published works include the analytical and process foundations 

for Islamic asset management. Thom Polson assisted in the development of the 

financial models and portfolio allocations that resulted in this work.

Annual	Performance	2008-2011

Islamic Balanced USD Portfolio

BlackRock Global Funds—Global Allocation A2 USD

Credit Suisse Portfolio Fund (LUX) Balanced USD B Acc

Julius Baer Strategy Balanced USD B
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Zaineb	Sefiani

Panorama	of	Mutual	Funds	in	the	GCC	

The number of investment funds domiciled in the Gulf Cooperation 

Countries (GCC) is still small by global standards, but has grown 

rapidly in recent years. Today, Morningstar tracks approximately 

380 funds domiciled in the GCC.1 About half of these are Islamic 

or shari’ah-compliant.2 The assets under management (AUM) in 

these countries are still very small as the legal structure of those 

funds and the regulatory framework in which they operate remain 

in their infancy. 

Asset Allocation and Geographical Focus of Funds in the GCC

shari’ah-compliant equity funds are predominant in the region, 

accounting for 60 percent of the 208 GCC-domiciled Islamic funds 

tracked by Morningstar.3 The scarcity of Islamic fixed-income 

securities explains the relatively sparse level of Islamic money 

market, sukuk4, and other asset-allocation funds. Indeed, in the 

table on page 7, fixed-income is the only asset class where there 

Zaineb	Sefiani
Morningstar		
Europe	Ltd.

are more conventional funds than Islamic funds. Real-estate funds 

remain quite popular in the shari’ah-compliant space given their 

focus on physical assets. 

The geographic focus of shari’ah-compliant funds domiciled in 

the GCC is mixed. 65 percent focus on one or more of the MENA 

countries; the remaining 35 percent invest globally, or focus on 

Europe, emerging markets, or the U.s. of the 65 percent focused 

on MENA countries, some invest over 50 percent in a single 

country; others have very low (less than 5 percent) exposure to the 

saudi market, although the latter market has the largest market 

capitalization in the region. Al Imtiaz Investment fund, for instance, 

has over 50 percent exposure to the Kuwaiti market and less than 

3 percent exposure to the saudi market. As one would expect, the 

geographic focus tends to track with the domicile of the manager, 

reflecting his/her local expertise. In some cases, licensing issues are 

also at work, e.g., when a manager does not have a license to buy 

saudi securities.5

Expertise of most fund managers in the GCC is limited to the region. 

Hence, a majority of the funds with a geographical focus outside 

the Persian Gulf are run by external managers. For instance, the 

international funds of ANB Invest and NCB Capital are respectively 

sub-managed by sEI Investment6 and Comgest.7 other managers, 

such as Riyad Capital, have opted for a feeder fund option, where 

they invest their assets directly into an underlying fund from another 

provider.8 The funds-of-funds structure is prominent among global 

funds, with 42 percent of global offerings domiciled in GCC electing 

this structure. However, it is possible not all fund companies state 

this in their prospectuses or investment objectives. As a result, 

although there are only 32 funds that are listed as funds of funds 

per se on the table on page 7, we believe the number may be much 

higher in practice.

1 source: Morningstar Direct, March 2011
2 shari’ah-compliant and Islamic will be used interchangeably throughout this article.
3 source: Morningstar Direct, March 2011
4 A sukuk fund is equivalent to a bond fund, however, the fixed income securities in which it invests are shari'ah-compliant.
5 “Authorised Persons Regulations” Part 3 Chapter 1 Article 6 available on www.cma.org.sa
6 source: Al-Arabi Japan Equity Fund factsheet March 2011 available on www.anbinvest.com.sa
7 source: Emerging Markets Trading Equity Fund Terms and Conditions available on www.ncbc.com
8 source: Riyad British stock Fund factsheet March 2011 available on www.riyadcapital.com
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Geographic Focus  
of Investment Islamic Conventional Total

MENA 9 12 21
Equity 7 11 18
Bond/sukuk 1 1 2
Allocation 0 0 0
Money Market 0 0 0
Murabaha9 1 0 1
Fund of Fund 0 0 0
Real Estate 0 0 0
    

GCC 41 27 68
Equity 31 24 55
Bond/sukuk 0 2 2
Allocation 3 1 4
Money Market 0 0 0
Murabaha 3 0 3
Fund of Fund 1 0 1
Real Estate 3 0 3
    

Global 40 29 69
Equity 16 9 25
Bond/sukuk 0 4 4
Allocation 2 2 4
Money Market 0 1 1
Murabaha 2 0 2
Fund of Fund 18 11 29
Real Estate 2 2 4
    

Europe Market 7 5 12
Equity 4 4 8
Bond/sukuk 0 1 1
Allocation 0 0 0
Money Market 1 0 1
Murabaha 2 0 2

Emerging Market 11 8 19
Equity 11 8 19
    

US Market 10 11 21
Equity 3 6 9
Bond/sukuk 0 0 0
Allocation 0 0 0
Money Market 2 3 5
Murabaha 5 1 6

Geographic Focus  
of Investment Islamic Conventional Total

Saudi Arabia 63 30 93
Equity 33 23 56
Bond/sukuk 1 0 1
Allocation 8 2 10
Money Market 3 4 7
Murabaha 14 0 14
Fund of Fund 1 0 1
Real Estate 3 1 4
    

Kuwait 19 19 38
Equity 13 14 27
Bond/sukuk 1 1 2
Allocation 1 2 3
Money Market 1 1 2
Murabaha 2 0 2
Fund of Fund 0 1 1
Real Estate 1 0 1

UAE Market 3 14 17
Equity 2 12 14
Bond/sukuk 0 0 0
Allocation 0 2 2
Money Market 0 0 0
Murabaha 1 0 1
Fund of Fund 0 0 0
Real Estate 0 0 0

Total 208 172 380
Equity 125 126 251
Bond/sukuk 3 12 15
Allocation 14 9 23
Money Market 7 9 16
Murabaha 30 110 31
Fund of Fund 20 12 32
Real Estate 9 3 12

Asset allocation and geographical focus of fund domiciled in the GCC. 
source: Morningstar research 

9 Murabaha funds are a type of money market funds whereby the fund will acquire goods and will resell them to a third party at their cost plus a fixed profit.
10  AlAhli short Term Dollar Fund does not market itself as a shari’ah-compliant fund although its portfolio only contains shari’ah-compliant securities, and invests purely in 

murabahas as of Factsheet of March 2011.
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Beyond those broad characteristics, the GCC funds market shows 

significant disparities from one country to another. Features of key 

individual markets differ as follows: 

Saudi Arabia

saudi Arabia is the largest market in the region. The total size 

of the open-end fund industry was estimated to be about UsD 

23.5 billion.11 saudi Arabia is the only country in the GCC that has 

classified its funds comprehensively. seven main categories are 

in use: balanced, bonds, guaranteed and security local12, money 

market, real estate, equity, and trade finance. several of these are 

further divided by their shari’ah compliancy, currency exposure, 

and geographical focus. 

saudi Arabia is the second largest hub for Islamic funds after 

Malaysia. As of end of March 2011, the size of the Islamic funds 

domiciled in saudi Arabia was estimated to be UsD 18.3 billion13, 

which is about 77 percent of the size of the total open-end fund 

industry in saudi Arabia. The largest fund, AlAhli saudi Riyal Trade 

Fund, held approximately UsD 4 billion. There are 38 shari’ah-

compliant funds with estimated size above UsD 50 million. However, 

the smallest funds have AUMs below UsD 1 million. At least 10 

funds fall into this category and the smallest is less than UsD 

500,000. 

The Capital Market Authority in saudi Arabia defines its mutual funds 

as open-end investment companies that are not independent legal 

entities but rather contractual agreements between the investment 

provider and investors.

Kuwait 

In Kuwait, there are 111 registered-for-sale investment funds (open 

end and closed end); 58 of these conduct their business according 

to shari’ah law.14 The Capital Market Authority has recently been 

given authority over fund regulation in the country. 

According to the Central Bank of Kuwait, Kuwait is domicile to 26 

Islamic mutual funds, and the total assets managed by Islamic funds 

are UsD 4 billion. on the Kuwait stock Exchange, this figure represents 

12 percent of the total market capitalization of listed companies.15

Islamic funds constitute around 25 percent of the total AUM16, 

the largest being safwa investment funds with a size of UsD 

181 million at the end of April 201117 from National Investment 

Company. Equities remain the dominant asset class for Islamic 

funds compared to other asset classes.

Funds in Kuwait exhibit some particularities that are not common 

in other GCC countries. Most, for example, provide only monthly 

liquidity. Morningstar does not track any funds in the country with 

daily liquidity and has identified only a handful with weekly liquidity. 

In other GCC countries liquidity can be daily, biweekly, weekly, and 

occasionally quarterly. Dividend distributions in Kuwait can take the 

form of cash and/or “stock dividends” whereby shareholders will 

receive additional units in the fund. 

Bahrain

Bahrain is generally regarded as the best regulated financial center 

in the GCC. Morningstar has identified 41 domestic funds (including 

13 shari’ah-compliant vehicles), which we believe represent the 

overwhelming majority of the universe. At the end of April 2011, 

the Central Bank of Bahrain listed 2,736 funds registered to sell in 

Bahrain, implying a foreign offering universe of more than 2,600 

funds18. In total, 80 funds of the 2,736 (including both domestic and 

foreign offerings) are Islamic.19

About half of the funds domiciled in Bahrain are focused on either 

MENA or GCC equities, and eight of these 23 funds are Islamic. 

United Arab Emirates

The UAE stands out for having two regulatory frameworks that 

govern the fund industry:20 the securities and Commodities Authority 

(sCA) and Dubai International Financial Centre (DIFC). The recently 

drafted sCA fund regulation applies to any funds domiciled in UAE, 

and funds that are regulated by the DIFC cannot sell in UAE unless 

they have an approval from sCA.21 similar to the saudi model, funds 

in UAE are not independent legal entities but rather contractual 

agreements between the investment provider and investors. The 

11 Estimate based on saudi stock Exchange data. Figure was calculated by adding the fund size of each of the funds listed on the saudi stock Exchange in March 2011.
12 Guaranteed and security Local is a fund category whereby fund managers aim at capital protection through investment in saudi fixed-income securities.
13 Estimate based on saudi stock Exchange data. Figure was calculated by adding the fund size of each of the funds listed on the saudi stock Exchange in March 2011.
14 Central Bank of Kuwait website March 2011
15 Central Bank of Kuwait website March 2011
16 Central Bank of Kuwait website March 2011
17 source: Morningstar Direct April 2011
18 Central Bank of Bahrain statistical Bulletin March 2011 available on www.cbb.gov.bh
19 Central Bank of Bahrain List of Collective schemes March 2011 available on www.cbb.gov.bh
20 source: Morningstar Internal Research March 2011
21 securities & Commodities Authority: “Draft Decision on Investment Funds” 2011 available on www.sca.ae
22 source: Morningstar Direct March 2011
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country counts 40 funds, of which nine are Islamic.22

Qatar and Oman

The investment fund industry in Qatar and oman is small. Qatar 

has the highest GDP per capita in the world but the Central Bank of 

Qatar tracks only UsD 266 million in fund-industry AUM.23 The nation 

is home to just nine funds, four of which are shari'ah-compliant. 

oman is the only country in the GCC with no Islamic mutual funds. 

Though mutual funds have existed in oman for almost 15 years, they 

only increased in prominence in the last three years. According to 

the Muscat securities Market, there are 10 open-end funds in oman 

with an estimated size of UsD 476.8 million.24

Way Forward

The fund industry in the GCC is still in its infancy and has tremendous 

potential for growth. However, the best way to foster this growth is 

by ensuring that investors have confidence in the funds industry and 

the correct expectations for their investments. In our experience, this 

is best achieved via a disciplined regulatory environment that ensures 

a high degree of transparency for fund investors on a consistent 

basis; a mechanism for helping investors to accurately evaluate 

funds across key factors such as costs, risks, and performance; 

and comprehensive efforts to educate investors on how to evaluate 

and use funds to achieve their financial goals. For the industry to 

achieve its potential, regulators, fund groups, the media, and fund 

researchers need to work together to further these goals.  

Zaineb Sefiani is a project manager for Morningstar Europe Ltd. in London, 

responsible for Morningstar’s Middle East and shari’ah databases. Prior to joining 

Morningstar in 2010, she was an associate client relationship manager for the BMB 

Group, an Islamic advisory firm. Zaineb has been actively engaged in the Islamic 

finance industry for a number of years. Her specific experience includes working 

on a number of Islamic traditional funds, which she used for structuring shari’ah-

compliant alternative investment funds.

Zaineb also teaches “Islamic Fund Management” as a part-time lecturer at University 

of Paris Dauphine. Zaineb holds a master’s degree in investments from the University 

of Birmingham. Her postgraduate research has been on the performance of Islamic 

banks in the Gulf Cooperation Council. She also holds a bachelor’s degree in finance 

and marketing from Al Akhawayn University in Morocco and participated in an exchange 

program at Boston College in the United States during her undergraduate studies. 

23 Qatar Central Bank Annual Report 2009.
24 Estimate based on Muscat securities Market data. Figure was calculated by adding the fund size of each of the funds listed on the Muscat securities Market in March 2011.
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Yong-Jae	Chang	and	Bong	Sang	Cho

Legislative	Change	in	Korea:	3	Strikes	but	Not	Out?

In late February 2011, a bill was reintroduced to amend the 

special Tax Treatment Control Act (sTTCA) in south Korea. The bill 

contained provisions that would neutralize the existing unfavorable 

tax treatment of sukuk transactions. 

Enthusiasm

over the last couple of years, market participants in Korea have 

been following developments in the Islamic finance market with 

keen interest. They believe that becoming a participant in the 

Islamic finance market, with its huge potential for market growth, 

will provide Korea with new advantages and opportunities. In 

response to the market’s enthusiasm for Islamic finance, the Korean 

government has been taking steps to permit certain types of Islamic 

finance transactions (in particular, through the issuance of sukuk) 

and to facilitate the entry of Korean market participants into the 

Islamic finance market.

In late september 2009, the south Korean Ministry of strategy and 

Finance (MosF) prepared and submitted its first amendment bill of 

the sTTCA to the south Korean National Assembly for approval.1 

The proposed amendment aimed to recognize sukuk transactions 

as an alternative method of raising funds and to neutralize the 

unfavorable tax treatment of such transactions. Under current 

Korean tax laws, a typical sukuk-al-Ijara and sukuk-al-murabaha 

structure will attract double stamp duty, VAT, capital gains, 

acquisition, and/or registration taxes, as such structures involve the 

transfer and retransfer of an underlying asset. such adverse tax 

consequences make sukuk uncompetitive in Korea in comparison 

to conventional financing techniques. 

MosF’s amendment bill of the sTTCA sought to waive such 

unfavorable tax treatment of sukuk transactions, with the view of 

leveling the playing field between sukuk and other conventional 

foreign-currency-denominated notes or bonds issued by Korean 

entities (as the latter are given preferential withholding tax 

exemptions on interest payments). 

Frustration

MosF’s submission of the first amendment bill of the sTTCA in 

september 2009 was unsuccessful. since then, the MosF has 

been biding its time, waiting for another opportunity to submit to 

the National Assembly a revised amendment bill of the sTTCA. 

It was hoped that a revised amendment bill would be submitted 

again in the early half of 2010. However, due to various unforeseen 

political events, the revised amendment bill was only resubmitted in 

November 2010. 

The revised amendment bill of the sTTCA passed the 

subcommittee stage but was rejected in the committee stage. 

Although the opposing lawmakers emphasized that their objection 

was not based on religious grounds, they stated that it would be 

unfair to grant favorable treatment to a transaction based on a 

certain religious practice. 

Despite previous setbacks, MosF submitted, for the third time, 

another revised amendment bill of the sTTCA in February 2011. The 

government has always hoped that with the growing importance 

of the global Islamic finance market, the main consideration of the 

lawmakers would be economic rather than religious. 

Conclusion

There is still strong support in the finance and business community 

to introduce and promote Islamic finance in Korea. The current 

administration will have that community’s full support in getting 

the bill approved. However, it remains to be seen what actions the 

current administration will take. 

Yong-Jae Chang and Bong Sang Cho are partners at Lee & Ko, and both have extensive 

experience in leveraged finance, securitization, and structured finance. Lee & Ko is the 

leading law firm in Korea in all areas of practice, including banking & finance, and has 

been advising the Ministry of Strategy and Finance in Korea as a member of the task 

force for Islamic finance.
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Gérard	Al-Fil

Dow	Jones	Islamic	Market	Indexes	in	April:		
Growth	Is	Beautiful—or	Is	It?	

A number of Dow Jones Islamic Market (DJIM) Indexes posted 

gains in April 2011. After diving 10.17% in the first quarter of 2011, 

the DJIM Kuwait IndexsM rebounded, registering a gain of 7.04% to 

963.52 (as of the close of trading on April 26). In a nation with nearly 

95% of its federal budget tied to oil revenues, rising oil prices drove 

the Gulf state’s stock market higher. The resignation of Kuwait’s old 

and unpopular cabinet also seemed to help. Kuwait was followed (on 

a percentage basis) by the DJIM Hong Kong IndexsM, up 6.50% to 

1655.53, and the DJIM Philippines IndexsM, up 5.90% to 1855.26. 

only a few DJIM indexes lost value in April. As of March 2011, 

the DJIM Japan IndexsM (down 1.39% to 1093.42) and the DJIM 

sri Lanka IndexsM (down 0.53% to 2364.55) were the poorest 

performing indexes. Meanwhile, the DJIM Pakistan IndexsM, after 

advancing 10.57% in the first quarter, dipped on profit-taking and 

closed 0.34% lower in April to 15450.25.

As a direct comparison, the bellwether Dow Jones Industrial 

Average (DJIA), which measures the performance of 30 U.s. 

blue chip stocks, closed the month up 2.24% to 12595.37—its 

highest level since June 2008. strong U.s. corporate earnings 

as well as a number of key hiring announcements at companies 

including McDonald’s and Citigroup, lifted the U.s. market. Among 

Dow Jones Indexes' non-Islamic, or conventional measures, 

the Dow Jones Turkey Total stock Market IndexsM posted the 

largest advance, gaining 7.74% to 1499.83. Meanwhile, the Dow 

Jones Japan IndexsM, down 2.61% to 84.51, underperformed its 

Islamic counterpart as the nation continues to suffer from the epic 

earthquake and tsunami that hit Japan on March 11, 2011.

The DJIM Index series measures the stock performance of firms 

that use rule-based pass screens for Islamic law or shari’ah 

compliance. Companies engaged in the following businesses are 

excluded as non-Islamic or haram: alcohol, tobacco, pork-related 

products, weapons, and entertainment. Conventional banks and 

insurers are also excluded, because they generate profits by 

charging interest; interest, or Riba, is forbidden under shari’ah. 

The DJIM Financials IndexsM, up 2.87% in April to 1877.10, tracks 

the performance of Islamic banks and shari’ah-compliant insurance 

firms, together known as takaful operators. According to an industry 

report from Ernst and Young, the global takaful industry will reach 

UsD 12 billion in 2012. while the entire Islamic finance industry 

is estimated at UsD 1 trillion, the relatively small takaful sector is 

the most dynamic Islamic finance subsegment, growing at 25% 

per year. Examples for takaful components—which are part of the 

DJIM Financials IndexsM—are saudi Arabia’s Malath Cooperative 

Insurance & Reinsurance Co. and solidarity saudi Takaful Co. 

Despite the mostly buoyant climate in the equity markets, regional 

political risks remain high. The conflict in Libya has yet to be solved; 

ongoing civil unrest in syria and Pakistan and recent military clashes 

at the Thai-Cambodia border are helping to fuel the oil price rally and 

inflation fears. The uncertainty is also mirrored in rising gold prices. 

Gold is often considered a safe asset during times of crises. Islamic 

finance considers precious metals as acceptable or halal. on April 25, 

the price for the yellow metal rose to an all-time high, while silver hit 

a 31-year high. As a result, the DJIM Basic Materials IndexsM soared 

5.19% to 2735.76, the largest gain among the DJIM sector indexes. 

But there is a flip side: As prices for golden rings and necklaces 

skyrocket, jewelry traders in the sheikhdom of Dubai, the “City of 

Gold,” complain about plummeting revenues. “The Islamic finance 

industry should increase its focus on planning and sustainability, 

and to a lesser degree on high growth rates,” said Fares Mourad, 

managing director and head of Islamic finance at the swiss Private 

Bank sarasin press conference in Dubai on April 18. “Money must 

be managed in a style to pave way for future generations without 

putting social stability or the environment at risk. Islamic financial 

planning is largely neglected by the Islamic banking industry. It 

requires a detailed process as well as structures and products to 

ensure Muslim investors are fully compliant with shari’ah law.” 

when presenting sarasin’s second Islamic wealth Management 

Report on April 18 in Dubai, Mourad identified a number of blank 

fields in Islamic finance: “what does shari’ah say to carbon 

certificate trading? How does shari’ah judge nuclear energy? These 

are questions the industry has yet to address.” However, merging 

the principles of shari’ah with the idea of sustainability is not new; 

in January 2006, the DJIM sustainability IndexsM (up 3.79% in April 

to 2648.57) was launched. This composite tracks stocks traded 

globally that, in addition to passing shari’ah screens, are determined 

to be leaders in sustainable business fields such as waste 

management or renewable energies. 

Gérard Al-Fil is a financial journalist in Dubai. 

source: Dow Jones Indexes, www.djindexes.com
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Awards	&	Recognition

Best Shari’ah-Compliant Index Provider (Global Finance, 2008, 2009, 2010, 2011)

Islamic Index Provider of the Year (Asia Asset Management, 2010) 

Best Index Provider Shari’ah-Compliant Indexes (Islamic Business & Finance, 2009 & 2010)

Best Islamic Index Provider (Islamic Finance News, 2008, 2009, 2010) 

Most Outstanding Islamic Index Provider (Kuala Lumpur Islamic Finance Forum [KLIFF], 2008 & 2010)

Global Recognition in Islamic Finance for a Financial Institution (IIFF, 2008)

Best Islamic Index Provider (Euromoney, 2008) 

Best Islamic Index Provider (Islamic Finance News, 2007)

Best Islamic Index Provider (Incisive Media, 2007)

Best Islamic Index Provider (Terrapin, 2007)

Best Individual Contribution to Islamic Finance (Kuala Lumpur Islamic Finance Forum (KLIFF), 2007)

American Muslim Achievement Award (Islamic Center of Southern California, 2006)

Sh. Mohmmad Rashid Bin Makhtoum Award for Contribution by Western Institution to Islamic Finance (2006) 

Contribution to Islamic Capital Market Development (International Islamic Finance Forum, 2006)

Failaka Islamic Fund Award for Best Contribution & Development to Islamic Funds (2005) 

Deloitte/KLIFF Award for Special Contribution to Islamic Finance (2005)

CERT Award for Excellence in Islamic Finance (2004) 

Sh. Mohmmad Rashid Bin Makhtoum Award for Innovation in Islamic Finance (2003)

Celebrating Our 25th Award
Dow	Jones	Indexes	is	proud	to	have	been	named	Best Shari'ah-compliant Index 
Provider of the Year	by	Global	Finance	on	April	25,	2011.	The	award	was	the	25th	
for	the	Dow	Jones	Islamic	Market	Indexes.
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