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ISLAMIC CAPITAL MARKET:
GLOBAL DEVELOPMENT AND TRENDS

Abstract

The article examined trends in the global Islamic capital markets in 2018 using three main asset classes: sukuk,
Islamic stocks and Islamic funds. It was noted that the world capital markets in 2018 were affected by a number of
factors, including the slowdown in economic growth and ongoing geopolitical problems. Trade uncertainty came to
the fore after the announcement that the US would impose tariffs on steel and aluminum imports, which weighed
most on equity markets. Markets were also affected by higher interest rates by the us Federal reserve and, as a result,
tighter international liquidity conditions and rising borrowing costs. Oil prices also experienced volatility in 2018,
starting the year with a prolonged rebound in prices but eventually falling sharply in the fourth quarter. The conducted
studies allow to draw the following conclusions that the positive results recorded in the ICM are due to sovereign and
multilateral sukuk issues in the key markets of Islamic Finance to support the relevant budget expenditures. During
this period, there have been a number of debuts in the sovereign issues market, including green sovereign sukuk to
finance environmentally friendly projects. There is a trend of a noticeable increase in the number of Islamic funds in
2018. But due to the deterioration of stock market performance in developed and emerging equity markets in 2018,
the assets of Islamic funds showed a decrease of 8.5% compared to 2017.
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The global capital markets in 2018 were affected by a number of factors, including a moderation
in economic growth and continuing geopolitical challenges. Trade uncertainty came to the forefront
following the announcement that the US would impose tariffs on steel and aluminium imports, which
weighed most heavily on the equity markets. Markets were also affected by the hike in interest rates by
the US Federal Reserve and the resulting tightening of international liquidity conditions and increase
in cost of borrowing. Oil prices also experienced volatility in 2018, starting the year with a continued
rebound in price, but eventually plummeted in the fourth quarter [1].

Next, we consider the events and trends in the global Islamic capital markets in 2018, through the
three main classes of assets, sukuk, Islamic stocks and Islamic funds.

Sukuk. Amidst the more challenging global conditions, new sukuk issuances in 2018 reached
USD 93 billion, demonstrating a growth of 1,7% from the previous year (Figure 1, p. 145). While
growth was more subdued in 2018 compared to the double-digit growth observed in 2017 which was
a result of large issuances, particularly from GCC sovereigns (2017 — 22,8%), several positive trends
emerged in 2018, including a promising increase in corporate issuances.

Notably, conventional bond issuances also saw a decline in 2018 across a number of jurisdictions
including the GCC, which suggests that the overall slowdown in both bond and sukuk issuances may
also have been due in part, aside from the volatility in financial markets and tightening financing
conditions, to the higher oil prices during the first nine months of 2018 which reduced the borrowing
needs for some sovereigns.

Sovereign issuances once again accounted for the majority of issuances — specifically, 74% of
total issuances — in 2018. However, total sukuk issuances by sovereigns dropped by 9% in 2018.

Corporate sukuk issuances saw a significant boost in 2018, amounting to a total of USD 24,4
billion in 2018, which represents a 55% increase from the previous year. Increases in corporate
issuances were led by the large issuances from the UAE, as well as from three other jurisdictions,
Malaysia, Saudi Arabia and Turkey [2].
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Figure 1 — Sukuk issuance trend (2016-2018), USD billion

Going into 2019, sukuk issuances are expected to continue to see robust growth given the lower
levels of oil prices projected for the year and the increase in infrastructure spending, as well as the
continuing need for deficit financing. Favourable developments in the sukuk sphere include the launch
of a primary dealers’ programme for sovereign sukuk in Saudi Arabia in July 2018, as well as the
commencement of sukuk trading on Borsa Istanbul via the Committed Transactions Market of sukuk
(CTM). In other positive developments for the sukuk market, the inclusion of eligible sukuk in the
JP Morgan Emerging Market Bond Index (EMBI) series from 2019 is noteworthy. This is likely to
help boost the appeal of sukuk to more global investors, as well as contribute to increased liquidity of
sukuk, potentially diversifying the investor base away from the buy-and-hold trend for sukuk.

Overall, the outlook for sukuk remains positive for 2019 as new jurisdictions such as Kazakhstan
aim to issue sovereign sukuk in the near future, and the UK plans to reissue sovereign sukuk in 2019.

Islamic equities. The equity markets experienced extreme volatility in 2018, which saw a year
of overall weak returns across global equity markets, including a 12,5% drop in the FTSE All-World
index, the biggest percentage decline to date since the GFC in 2008 [2]. As discussed in the preceding
section, markets were affected by the trade conflict between the United States and China, fears over
rising interest rates, and continuing geopolitical uncertainties such as Brexit.

However, comparing Islamic indices with similar conventional indices, the Islamic equity
markets did relatively better in 2018. Analysing the YTD returns of Islamic equity indices versus
conventional indices as well as the total returns over three-year and five-year horizons, while there
was a considerable drop in returns in 2018 for both the conventional and Sharia indices, the latter
performed comparatively better across all indicators [3].

Table 1 — Total Returns of S&P Global 1200 Index vs. S&P Global 1200 Sharia Index (2018)

S&P Global 1200 S&P Global 1200
Index Sharia Index
2018 -8,17% -4,79%
3Yr 7,39% 8,64%
5Yr 5,29% 6,76%
10 Yr 10,29% 11,11%

Looking at the longer-term trend, over a 10-year horizon from January 2009 to January 2019, the
S&P Global 1200 Sharia Index also generated overall higher returns than its conventional benchmark
at 11.11%, compared to 10.29% returns generated by S&P Global 1200 during the same period. A
similar long-term trend was also observed between other comparable conventional and Islamic indices.
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Figure 2 — Ten-year Historical Performance (2009-2019) [4]

Islamic funds. Islamic funds increased to a total of 1292 primary share funds (2017 — 1161 Islamic
funds) holding about USD 67,4 billion of assets under management (AuM) as of end 2018. Notably,
while the number of Islamic funds increased by 11% after a slight drop the previous year, the total
AuM increased by a mere 1,0% indicating that the overall size of funds have not seen a significant
increase. Out of the total number of Islamic funds, 860 funds are classified as active, holding about
USD 61,5 billion AuM, indicating that while the number of Islamic funds has increased over the past

year, the average size of funds has seen a contraction from USD 79,8 million in 2017 to USD 75,02
million as at the end of 2018.
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Figure 3 — Assets under Management and Number of Islamic Funds (2008-2018) [5]

Looking at the structure of global Islamic funds by asset classes (Figure 4, p. 147), the three major
asset classes were equity, money market and commodities. The majority of funds were equity-focused
(42%), with an increase in volume to USD 28.6 billion.

The volume of money market-based funds dropped slightly to 25%, totalling USD 17.03 billion
AuM; while commodity-based funds increased to 15% share of total Islamic funds, making up USD
9.8 billion AuM. Other significant asset classes for Islamic funds include fixed income/sukuk funds
(USD 6.4 billion) and mixed allocation funds (USD 4.9 billion) [6].

Summing up, we can draw the following conclusions that the positive performance recorded in
the ICM is due to the sovereign and multilateral sukuk issuances in key Islamic finance markets to
support respective budgetary expenditures. There were also a number market debuts of sovereign
issuances, including green sovereign sukuk to finance eco-friendly environment projects.
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Figure 4 — Islamic Fund Assets by Asset Class (2018)

As a reflection of the deteriorating performance of equity markets in both advanced and emerging
market equity indices in 2018, Islamic funds’ assets also recorded a decrease of 8.5% compared to
2017. However, a notable increase is recorded in the number of Islamic funds in 2018 —to 1,292 (from
1,161 funds in 2017), of which 860 are active (821 in 2017).
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Angarna

Maxanaga 2018 sKbUTbI HCIAMIBIK KaIIUTAIBIH QJIEMIIK HAPBIKTAPbIHIAFI YIII HETI3I aKTUBTEP KJIACTApbIH:
CYKYK, UCJIaM aKIUsIaphl MEH HCJIaM KOPJIApbIH MaljallaHy YpIicTepi KapacThIPhUIIBL. OJISMIIK KaluTall HAPBIFbIHA
Oipkarap Qakropiap ocep eTTi, OHBIH INIiH/IC YKOHOMUKAIBIK OCYIiH 0asyaaybl )KOHE CaKTaJbIll OTHIPFaH reoCasich
npobnemanap. Cayna Oenricizniri AKII-TeiH Oonar meH allOMMHUHIIH UMIIOPTHIHA TapU(TEp EHrI3eTiHI Typajbl
xabapraraHHAH KeWiH allJIbIHFBI )KOCTIAPFa IIBIKTHI, OYJT I1apa akiius HapbIKTapbiHa ocep erTi. Hapsikrapra, COHbIMEH
karap AKII denepanyibik KOPHIHBIH MaWbI3IbIK MOJIIIEpIEMeIePIHiH apTybl, COHbIH CaJJapblHAH XallbIKapaJbIK
OTIMJIUTIK LIAPTTApBIHBIH KaTaHIAybl )KOHE Kapbl3 ally KYHBIHBIH Ocyl lie bIKmaj erTi. MyHail Garacel na 2018
JKBITBI ©3TEPICKE VINBIPAI, KbIJI COHBIHIA, TOPTIHIII TOKCaHAa KypT TemeHaeni. JKyprisinren 3eprreyinep ICM-na
TIPKEITEH OH HOTMIKEICPIIH THICTI OIOMKET IIBIFBICTAPBIH KOJIIAy YIIH HCIaMIBIK Kap:KbUIAHIBIPYIBIH HETI3r1
HAPBIKTAPBIHIAFbl CYKYKTBIH €reMEeH/ Il JKOHE KOIDKAKThI IIbIFapbUIbIMAAPbIHA HeTi3AereHin kopceerti. Ochl Ke3eH-
Jle eTeMEH/II IIBIFaphUIEIMAAP HAPBIFBIHIA OipKaTap Ae0r0TTep OOMNIIBI, OHBIH IMTIH/IE SKOJOTTSUIBIK Ta3a XKobamapab
Kap KbUIAHIBIPY YIIIH JKachUl ereMeHii cykyk. 2018 >KbUIbl MCIIaM KOPJapbl CaHBIHBIH YJIFal0 ypAici Oaiikanasl.
bBipak mambpIraH >KOHE JaMyIlbl aKIHsIap HAPBIKTAPbIHIAFbl KOP HAPBIKTAphl KOPCETKIIITEPIHIH HaIapiayblHa
OaiinmanbicThl 2018 KBUTBI MCiIaM KOpaapbiHbIH akTuBTepi 2017 JKbIIMEH calibicThIprania 8,5%-Fa TOMEHJETeHIH
KOpCETTi.

Tipek ce3zep: HCIaMIBIK KapKBUIAHIBIPY, KAIMTAT HAPBIFLI, HCIAM/IBIK aKIUsIAp, CYKYK, HCIaMIBIK KOpIap,
MabI3BIK MOIIepIeMeliep, OTIMILTIK.
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AHHOTALIUA

B crarbe paccMOTpEeHBI TEHAECHIIMN HAa MHUPOBBIX PBIHKAX MCIaMCKoro kamurana B 2018 . ¢ ncrmonbs3oBaHneM
TPEX OCHOBHBIX KJIaCCOB aKTHBOB: CYKYyK, NCIIAMCKHX aKIUH 1 nciaMckux (poHI0B. b0 0TMEueHO, YTO Ha MUPO-
BbI€ PHIHKM KaIlUTajIa NOBIUSUI Psil (HaKTOPOB, B TOM YHUCIIE 3aMeJIEHHE IKOHOMUUECKOTO POCTa M COXPAHSIOIINECS
TeoroJINTHIECKUE NpoOeMbl. Topropasi HEONpeIeIEHHOCTh BBIIIUIA HA MEPeJHUH TUIaH 1ociie 0ObSBICHHS O TOM,
yro CIIA BBeayT Tapu(bl Ha UMIIOPT CTAJIU U AITIOMHHUS, YTO OOJIBIIE BCETO CKAa3aJI0Ch HA PhIHKaX akuuil. PIHKN
TaKke ObUIN 3aTPOHYTHI MTOBBIIIICHUEM ITPOLIEHTHBIX cTaBOK DenepanbHbiM pesepBoM CIIIA u, kak cieacTsue, yxec-
TOYCHHEM YCIIOBHH MEXIYHAPOTHON TUKBUAHOCTH W POCTOM CTOMMOCTH 3anMCTBOBaHWH. LleHbI Ha He(TH Takke
UCTIBITAJIN BOJATHIBHOCTE B 2018 I, Ha4aB roj| ¢ MPOJOJIKUTEILHOTO OTCKOKA IIEH, HO B KOHEYHOM UTOTE IIEHBI PE3KO
ynajii B YETBEPTOM KBapTali€. HpOBeI[eHHI)IC HCCJIICAOBAHUS IMO3BOJIAKOT CACJIATh BBIBOJA O TOM, UTO ITOJIOXXHUTCIIBHBIC
pesyabrarsl, 3adukcupoBaHubie B ICM, 00yclioBiIeHbl CyBEpEHHBIMH M MHOTOCTOPOHHMMH BBIIIYCKaMU CYKYK Ha
KITIOYEBBIX PBIHKAX HCIAMCKOTO (PMHAHCHUPOBAHMS VISl MOAJEPKKH COOTBETCTBYIOIIMX OIOUKETHBIX PacxoioB. 3a
JAHHBIN TIEPUOJ MPOU3O0MIEN psii 1e0I0TOB Ha PHIHKE CyBEPEHHBIX BBIIYCKOB, B TOM UHCIIC 3€JICHBIH CyBEpEHHBIN
CYKYK JUIsI (pMHAHCHUPOBAHMS SKOJIOTHUECKH YUCTBIX POEKTOB. [IpociexnBaeTcst TEHACHIHS 3aMETHOTO YBETTHICHUS
KomyecTBa ueaaMckux ¢oraoB B 2018 . Ho B ¢Bs3u ¢ yXyameHnem nokasaresneil (POHIOBBIX PHIHKOB Ha Pa3BUTHIX U
pa3BHBaroIUXcs pbliHKaxX akiuid B 2018 1. akTHBBI HCIaMCKUX (POHOB TOKa3aIi CHIDKeHUE Ha 8,5% 10 cpaBHEHUIO
c2017r

KoroueBnie ciioBa: ncimamckue (I)I/IHaHCLI, PBIHOK KalliuTajia, UCJIaMCKUC aKIIUU, CYKYK, HCIIAMCKHUC (1)0H,I[I>I, npo-
IOCHTHBIC CTaBKH, IMKBUIHOCTD.
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