Islamic Financial Markets Today
Essential Features of Islamic Finance

Today's Islamic finance has roots that go back to around 1980, when Islamic financial instruments were used primarily in Malaysia and Bahrain to promote the acquirement of relatively small assets such as motor vehicles, precious metals and housing. Islamic finance is based on Shari'ah (Islamic law), which in turn is based on teachings in the Qur'an, the sacred book of Islam. Islamic banking practices prohibit the financing of businesses violating religious precepts (for example, alcohol, gambling and hog farming), the taking of interest, and speculation. Lenders and borrowers conduct transactions in real assets and share the resulting profit or loss. (a further explanation of Islamic financing methods)

Expansion into Global Markets

Islamic finance slowly but surely gained momentum and experience in the 1980s. Its opportunity for large-scale expansion came at the beginning of this century, after the issuance of Islamic bonds (sukuk) and the development and promotion of markets for trading in these bonds. Governments and government institutions in Muslim countries, notably Bahrain and Malaysia, have launched major sukuk issues, and even the World Bank has raised funds through sukuk in Malaysia. Malaysia and Bahrain are currently the two largest centers for the Islamic financial market -- in Malaysia, where the government takes an active role in Islamic finance, Islamic financial assets are now about 10% of total assets. Islamic financial services are now offered in more than 75 countries by more than 250 financial institutions. Assets under management are growing at annual rates of between 10 and 15%, and, according to different estimates by the International Islamic Finance Forum, are worth either upward of US$260 billion or upward of US$400 billion.

This rapid expansion has been driven by the growing investment needs of Middle Eastern oil producing countries awash in petrodollars as a result of the steep global rise in crude oil prices. Meanwhile, other countries, mainly in the West, have stepped up efforts oriented toward Islamic finance, eager to welcome new investment capital. In the 1980s, the U.K. gained successful experience in the global recycling of petrodollars through eurodollar markets. Britain envisions the City of London as the gateway for Islamic finance, and recently, with this goal in mind, it wasted no time in granting commercial banking licenses to banks that specialize in Islamic financial services. Parallel to this development, U.S. financial institutions established financing subsidiaries in Bahrain in the 1990s, and this spurred the entry of major international commercial banks into the world of Islamic finance.

The Globalization of Islamic Finance

With Islamic finance now strengthening its presence in international finance, there is a growing need to ensure transparency, harmonize standards for such services (which have unique features originally developed to serve local markets), and ensure concordance with conventional financial systems. To promote these goals, in 2002 the central banks of a number of Muslim countries were the main participants in the establishment, as founding members, of the Islamic Financial Services Board (IFSB). Hopes are high that these goals will be met through the efforts of organizations such as the IFSB. (For further information on the IFSB, see "2. Recycling Petrodollars in Asian Markets: The Part JBIC Plays in Japan's Initiative" and "GUEST OPINION: ISLAMIC FINANCE: AN INTEGRAL COMPONENT OF THE GLOBAL FINANCIAL SYSTEM".)


Crude oil prices and Middle Eastern petrodollars, 2001--2006 


Islamic financial assets of the banking sector, Bahrain and Malaysia, 1998--2006 
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Source: Bank Negara Malaysia (Central Bank of Malaysia) and Bahrain Monetary Agency 
Note: 2006 data for Malaysia not available. 

