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Dubai as a hub for the global Sukuk
market – how do we get there?
On the 1st May 2014, a group of leading industry experts
gathered at the Dubai International Financial Center
(DIFC) to discuss the potential for Dubai’s rapidly
developing Islamic debt capital market in the context
of its wider Islamic economy ambitions and attempt
to identify the key challenges and opportunities that
currently exist in its path towards becoming a global hub
for Sukuk.
Backed by rising liquidity, sound financials and healthy oil prices,
Dubai has become a hotbed for investors, both domestic and
international, seeking to take advantage of the region’s growing
economy. Increasing curiosity amongst local issuers and
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investors on the prospects of Shariah compliant finance along
with a supportive and enthusiastic approach from the authorities
has paved the way for rapid progress in the debt capital market
arena. How will Dubai attract international issuers as a truly
competitive international listing center?
Islamic Finance news was delighted to bring together Basheer
Ahmad, Jawad Ali, Hitesh Asarpota, Khalid Howladar, Salah
Jaidah and Rizwan Kanji in the second of the seminal Dubai
Islamic Roundtable series (in partnership with the Dubai
Government, Dubai Economic Council and the DIFC) to
discuss their views on the opportunities and obstacles on the
pathway towards this goal.
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The result was an exceptionally wide-ranging debate covering
the length and breadth of the GCC and wider global arena
and drilling down into the very heart of the Sukuk market to
identify the core issues facing the sector today and suggest
means by which Dubai in particular could act to resolve
them. Islamic Finance news is delighted to offer a unique
perspective on one of the most pivotal asset classes of the
Islamic finance world: bringing exceptional insights and
passionate debate from some of the most knowledgeable and
experienced experts in the industry.
IFN: Let’s start off by looking at the bigger picture. The
global Sukuk market has seen a fantastic few years, but
we’ve seen volumes fall since 2012 as the equities market
recovers and investors regain confidence in the global
economy. How is this going to affect Sukuk issuance
going forward?
Jawad: The economic conditions are ripe for continued
activity and for not only corporates but also sovereigns to tap
into the Islamic capital markets. If you look at the ambitious
growth plans within the GCC – whether it is Saudi Arabia,
the UAE, Qatar, Oman – you have to wonder where the
money’s going to come from. It’s not just going to come from
the governments’ treasuries, it won’t only come from private
participation in these mega projects. It’s going to have to be
a combination. The project Sukuk that everybody has been
waiting for – this has somewhat materialized, with the Sadara
issuance – and I think that there is room now for that to be
a benchmark and for other projects to tap into the Islamic
capital markets. In addition to that, the pricing is also right. It
is no longer the case that it is more expensive – it is actually
cheaper to tap into the capital markets, specifically the Islamic
capital markets. The momentum is there; the need is there;
the sentiment in the industry is there; the liquidity is there: and
therefore the prediction is that it will proceed and grow from
one level to the next and the continued growth trajectory that
we have seen in the past three years will continue. But I am
curious to hear what the bankers think?
IFN: Salah, in that case perhaps we could move to you –
and more specifically, if we could focus on Dubai – how
do you think volumes in Dubai are going to proceed this
year? How competitive do you think it is right now?
Salah: When we look at the Sukuk market it is very obvious
that the intention of issuers has dominated the course. Is
that going to continue? I would say yes. But that also
has a reflection on the demand behavior. Its obvious
that the demand is available – financial institutions in the
Islamic sector are growing. One beautiful thing about
Sukuk is that both markets are willing to invest. You have
the conventional investors looking at it positively, and the
Islamic investors as well. One of the things that the demand
has been limited by is the pricing and the tallies. Lately we
have seen that those have somehow been observed and
accepted by the market. So we go back to square one and
ask whether governments willing to continuously support
this, because of the demand? I agree with Jawad there is
obviously a high demand for infrastructure projects. Most of
those projects are long-term, and they require a mechanism
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of funding that works well with the potentiality of the fixed
income type – Sukuk or bonds. We are definitely very positive
on that front. Smart bankers have negotiated the structures
with scholars, and we have now a template for projects that
is basically off the shelf. Therefore I don’t think there is any
issue with the challenge of Shariah anymore. It is just the
issue of how much do we need, how long do we need it, how
much can we pay for it?
Khalid: But is it really that standardized? I find it hard to
believe that now you no longer need scholars’ approval on a
deal-by-deal basis?
Salah: That dispute is for the fees. Going back to God, it is
approved, in terms of structure. If you want to pay them for
the stamp, that’s an alternative thing. Unfortunately investors
will only put in money if they can verify the source. If you want
to go into the corporate market, and want to issue a Sukuk in
Dubai, you have to have scholars rating this, to give people
confidence. But those are individuals, not institutions.
IFN: Has anyone else observed this trend?
Khalid: The thing that I have noticed, in the structures that we
rate, is that we are seeing more standardization. It used to be
that every structure we analyzed at was different and then we
had to look at each new issuance and start the risk analysis
all over again. We are an institution working with tremendous
issuance volumes globally so we look for efficiencies, and we
prefer things to be standardized as do the markets, because
Moody’s, investor’s and issuers don’t want to re-invest new
resources every time for every new transaction. I spent a lot
of my time engaging new investors to educate them on the
credit risk of Sukuk instruments but the complexity is a barrier
to entry for some investors. Standardization isn’t in everyone’s
June 2014
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interest however there are some parties out there that likely
benefit from keeping them esoteric.
Salah: But define standardization? Standardizations prevent
you from going through the challenge of re-inventing the
wheel. You need to qualify the wheel. We need to be able to
say this is a certain type, a different type – but we don’t need
to re-invent it. We’re going to continue re-qualifying but we’re
not going to continue re-inventing, hopefully.
IFN: Khalid, what do you look for when you’re rating a
Sukuk or looking at an issuer?
Khalid: Firstly before analyzing it helps to understand what
is driving the complexity of the sukuk market which is the
tension in the industry between the equity-like Shari’ah driven
principles of risk and profit sharing and the demands of a
multi-trillion dollar debt market. This primes the analyst to
drill through the superficial equity and asset-backed features
and get to the heart of the risk the investor is taking. From
our perspective we just want to look who (or what) has the
obligations to pay and under what circumstances do they
default? We’re really looking for the downside risk. So for
instance, we look at all the legal contracts, all the cash flows,
events of default - do they really get you back to the risk of
that corporate, that sovereign, that bank which is issuing? If
the answer is simplistically ‘yes’ well then we can assign the
same rating to the sukuk. The structural complexity, I would
say, is a broader issue with the market, however sophisticated
investors in Europe and in Asia are becoming much more
comfortable, hence they’re participating more. We just drill
through the structure to get through to the underlying credit
risk and then we can assign a rating that is then consistent
with all the others published and provides the global
benchmarking the market understands.
IFN: Salah was discussing the standardization aspect, the
compliance aspect - do you look at the scholars in each
institution; and how they’ve structured it?
Khalid: Moody’s is agnostic, we are not in a position – and
we don’t want to – give views on Shariah compliance. For
the last hundred years we’ve focused on credit risk and leave
Shariah to the scholars. The only time it’s an issue for us if
it somehow Shariah non-compliance creates another risk.
For example, if non-compliance means that you default and
you don’t have to pay then that means it’s a problem for us
and frankly we couldn’t rate that. But usually – and I’ll refer
back to the lawyers here –that’s not a concept within the
documents. Non-compliance isn’t an event of default; it’s for
the parties outside the transactions to become comfortable
with compliance. Because if that was present in the deal docs,
how would you possibly quantify it? It is – and likely always
will be - a subjective view.
Rizwan: Khalid is right. We don’t tend to have Shariah
compliance as a trigger for acceleration or default as such.
From a ratings perspective let’s face it; Shariah compliance
introduces an element of uncertainty. To rate something
and say yes, Shariah compliance is a trigger, and then have
publicly listed Sukuk run into difficulty due to a Shariah
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compliance issue – that would provide a number of challenges
to rating agencies. So in one way it may be beneficial that that
rating agencies do not factor in Shariah compliance as core
factor for rating purposes, because otherwise we may end
up with few Sukuk at investment grade or above. That level
of uncertainty would basically be far too much for the rating
agencies to take a view on.
Khalid: It would likely be unratable, to be honest.
Jawad: What people forget, in the quest for standardization,
is that Shariah compliance is in the eyes of the beholder.
The institution says to investors that it has deemed it to be
compliant. This doesn’t become set in stone – it is an opinion.
The institution that is participating in that Sukuk needs to
be able to satisfy itself, in order to protect itself from its
own investors. And actually, that is the limitation of liability;
the institution has now discharged its own fiduciary duties
to its investors. They may disagree in the future – that’s
immaterial. Once they sign that subscription agreement, they
have delegated the determination of its compliance to the
institution.
Rizwan: Even when there is a Sukuk that has the blessing
of the issuers, or joint lead manager (JLM)’s Shariah board
– in most instances, Shariah compliant investors seek their
own Shariah board approvals before they are able to invest.
Sometimes investor Shariah boards may have a different view
compared to those promulgated by the Issuer or JLM Shariah
boards.
IFN: Basheer, from a DFSA perspective, is that something
that could be centralized?
Basheer: The DFSA is a Shariah systems regulator. This
approach is different when compared to other jurisdiction
where the Shariah supervision is centralized and sits with
a regulator, e.g. Shariah Advisory Council of the Securities
Commission. As a systems regulator the DFSA considers
whether an investment is being sold or held out as being
Shariah compliant. If it is being sold as Shariah compliant, the
June 2014
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DFSA would require relevant disclosures to be made in the
offering document. Whilst there may be significant advantages
of having a centralized board, particularly for standardization
and consistency point of view, the DFSA is able to maintain its
current approach to Shariah regulation, especially for Sukuk
issuances. However, in the future it may be necessary for
either Dubai or the UAE to have its own centralized Shariah
board.
Khalid: Which is the right emphasis. But I actually think the
UAE could take the lead on this. In Malaysia you have a
Shariah board at the central bank level, and the banks are
merely required to comply with the regulations. That brings a
consistency and confidence to the whole market. If the DFSA,
or central bank were to connect up the leading scholars from
each bank and create a board then banks are just following
the guidelines, then at least within the UAE you would have a
homogenous kind of compliance, and people could take this
market ‘friction’ off the table. That is one way the UAE could
go further within the GCC - moving ahead.
Basheer: The legislation to facilitate the establishment of
a centralized Shariah supervisory board in the UAE was
introduced back in 1985 (the Federal Law no (6) of 1985
regarding Islamic Banks, Financial Institutions and Investment
Companies). The legislation allows the formation of a Higher
Shariah Authority to supervise Islamic banks, financial
institutions and investment companies to ensure legitimacy
of their Shariah-based transactions and offer opinion where
required. The authority yet to be established however, it has
been reported in the media that Dubai is considering setting
up a central Shariah board.
IFN: I believe this is something that Dubai is thinking
once again about working towards. Hitesh, what impact
would that have on Dubai as an issuing center?
Hitesh: I think it would certainly help and it’s a step in the right
direction. However an initiative that is Federation wide or pan
GCC is where the industry would ultimately like to get to. And
in my view, we are still quite far away from that. We need to be
cognizant of the fact that when you are issuing a Sukuk, the
Islamic investor base is at times less than 20%. The conventional
banks and asset managers are large buyers of Sukuk. With the
exception of a few Islamic banks and a very few Islamic asset
managers, the bulk of the USD Sukuk is still sold to conventional
investors. We have reached a stage where it is much more
standardized. But we will probably see more innovation coming
into structures, which will create more volatility on that side.
I also think too much emphasis is often placed on volume in
the Sukuk industry – and relatively little on the quality and
the different kinds of instruments that are coming out. Since
2012, volumes have been down but what we have seen in
probably the most exciting time ever in the Sukuk industry,
because we have had Tier 1 Islamic issuances from Abu
Dhabi Islamic Bank, you have had an issuance from Emirates
Airlines, you’ve had the first Tier 2 Sukuk from Turkey, you’ve
had private placements in the Sukuk format which have been
very well accepted. You’ve had Sukuk issuances in regional
currencies – the Maldives issued recently and we’ve also
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seen issuances in Turkish lira, Indonesian rupiah, Malaysian
ringgit, in UAE dirhams, Saudi riyals. The market has really
matured in the last two years, even though volumes have not
been as high.
IFN: So the complexities of the newer Sukuk structures
- what can be done to make it easier for investors to
understand?
Rizwan: I think both Khalid and Hitesh were working with us
on what was going to be one of the only true asset-backed
transactions – the 2012 Tamweel securitization - which went
on the road but was not successful in closing. The question is
why? Moody’s rated it ‘Aa3’, which is a notch below sovereign
rating. And I take a lot of pride in this, because Moody’s
feedback was that: “This is a robust structure,” which isolated
the credit risk of Tamweel – because the real estate sector
was facing numerous challenges at the time and you had this
entity coming to raise money by giving you a portfolio of its
mortgage receivables in real estate. They went to market, but
it was just not tipping to close. Why? Your investor base, for
an asset-backed structure is very different compared to your
fixed income investor. The investor base was deemed not
sophisticated enough for the structural complexity of an assetbacked transaction – particularly in a jurisdiction such as the
UAE where you have foreign ownership limitations and so on.
And if you have a competing asset-based transaction with for
instance a straightforward Ijarah structure, which investors
have seen and digested before; versus this exceptionally
complicated web centered structure around taking real estate
risk, well the investor will opt for the simpler option.
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Hitesh: Absolutely - it was a very good learning experience, it
was a very well-structured transaction. I think the key triggers
for that transaction in particular were: you have investors who
either like the industry or not. If they don’t like the industry,
they will not participate whether it is asset-backed or not.
The entities that had a view on the industry, and had a view
on Tamweel, actually preferred to take higher risk and take
higher yield, because they were very bullish about Tamweel.
Then you had a certain class of investors that we wanted
to target for rating parameters, because it was rated much
higher than a standard issue. Therein the Islamic investor
base found the structure too complex. And that’s why I am
not a very big fan of project Sukuk. Project bonds themselves
are very complex securities, and are very difficult to sell in the
region. To add Sukuk complexity to it because you want to
add an Islamic investor base makes it even more challenging.
So unfortunately we are a few years away from that. Investors
typically don’t want the complexities of having recourse to an
asset.
Jawad: But let’s ask why. Hitesh and Rizwan have given an
excellent overview as to why that particular Tamweel issue did
not close. The reason why is because the industry is really
modeling itself on bond issuance. If you go to the root of it you
are really buying participation in an asset, and you are buying
that asset – you are not really taking the risk of Tamweel. The
investor base, in the Middle East, says – hold on, that’s not
what I want. I don’t want to be stuck with an asset, I actually
want to be told – don’t worry, no matter what happens, I am
going to pay you. This is a bond, not a Sukuk! Is it really an
asset-backed versus asset-based debate, or is it really that
the Sukuk market should surrender and say look, this is
really just a bond, and we are making it Shariah compliant for
investors who cannot buy a conventional bond.
Khalid: But that’s really rubbing it in the faces… [of the Sukuk
market]
Salah: And it is more complex than that. I recall looking at
the assets and asking - are we into real estate, or are we into
holdings?
Hitesh: The credit profile changes…
Salah: Yes, and that in itself is another challenge. One of
the reasons that scholars have feared Sukuk is because of
the upside on the value of the asset. So corporates decided
they want to go into the Sukuk market but they want to cap
the upside. They say to the investors – you are in because
you like us. ‘Asset-backed’ is just a statement for the Shariah.
Khalid: But you have to appreciate that the context of the
Tamweel securitization was tainted, because of what was
happening in Europe. So the natural investors for this were
mostly European RMBS investors – they are the ones who
snapped up the first transaction. Not because it was from
‘Tamweel’ but because you had this asset portfolio that was
of very good credit quality. And Tamweel is very interesting,
because Tamweel is the only institution I’ve come across that
actually had both an asset-backed deal and – I don’t like the
term ‘asset-based’ - it also had an ‘unsecured’ deal. The first
June 2014

unsecured deal was downgraded as Tamweel and the real
estate market went south – the other asset-backed rating
stayed where it was, because the underlying assets were
good quality and they just kept on paying despite the property
crash. So here you had this very clear example of which was
safer – the asset-backed.
IFN: So talking about the issue of products mimicking
the conventional – if Dubai is trying to appeal to a wider
market, surely a conventional investor doesn’t care if
something is Islamic, they are just looking at the pricing?
Jawad: But a bondholder is very different from people who
are going after a securitization, even on the conventional side.
Bondholders are different investors. They don’t want upside,
just fixed income. They know the credit risk, don’t care about
the asset, they just want to be satisfied the issuer has the
ability to repay. Those after securitization are basically looking
at the upside or residual value of an asset, even if it fails,
even coming in at a distressed asset level. But in the Middle
East the market is not mature, and those investors don’t really
exist. There are people looking for an upside, but an easy,
guaranteed upside. This gets mixed up with Sukuk as an
issue, but really it is the investors. If they demanded assetbacked, full stop, and said: I don’t want your guarantee, I don’t
want your purchase undertaking, I want to take the risk…
Khalid: But the ‘pure’ Islamic investor base is still relatively
unsophisticated. They want name lending, because they know
the names. It’s a very clean link. To do an asset-backed real
estate analysis is a completely different skill set. The Islamic
investor base is comfortable with recognizable names. They
don’t want assets without the name.
Hitesh: I agree that is an element, but there is also another
element that as a banker I think is perhaps a little more
important, which is the fact that the Islamic investor base
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generally has a higher cost of capital and/or a higher yield
requirement to invest in these securities. So for them to invest
in a paper that’s ‘AA’ is very challenging; and therefore, if you
show them instruments that are very sophisticated but have
a yield - take the example of the ADIB Tier 1 capital or DIB’s
Tier 1 capital deal – these were very sophisticated, but people
still invested in them. The sophistication angle is important,
and on Tamweel we were told by a few investors – I don’t
understand this, I don’t want to be defending the security in
front of my credit committee and not being able to explain
something, so I am going to let this pass. But on the Tier 1
Sukuk transactions, people will say OK this is complicated,
but please sit down and explain how this works because I
really want that 6% yield. So there is an element of economics
that comes in.
Rizwan: It is a cost-benefit ratio – how much am I going
to invest versus how much am I going to earn, and on that
transaction, because it was ‘AA’, because it was paying what
was proposed, the effort wasn’t worth it.
Khalid: You should just sell the junior tranches! (Laughter)
IFN: So the Islamic investor basis is relevantly
unsophisticated but we are seeing more complex deals
coming through. Khalid - what is driving this?
Khalid: Well for the banks, it’s the incoming Basel III regulations.
Despite being very well capitalized - average Tier 1 in the
15% range versus around 8-10% in Europe – the incoming
regulations are driving Sukuk innovation with new hybrid Tier
1 capital and Tier 2 structures being applied to boost capital
levels. Existing Sukuk have mostly been debt substitutes, these
ones are much more equity-like and are thus actually closer to
Shariah principles of profit and loss sharing. Their risk is higher,
but because the pricing is relatively good - it works for both sides
and indeed the UAE issuances (Dubai Islamic and Abu Dhabi
Islamic) were both heavily oversubscribed.
IFN: Let’s bring this back to the topic at hand. We are
discussing Dubai as a hub for Sukuk – what are its
strengths as a listing center, what is attracting people to
Dubai over other locations?
Jawad: I would start with the human capital element. Dubai,
if compared to London or New York or Hong Kong – what has
it done? It has basically allowed financial institutions, lawyers,
rating agencies, accountants, investment companies, asset
managers, to congregate in one place – the DIFC. That is
the distinguishing factor, outside the Islamic context. Then
you have the infrastructure. Then beyond that, the ability for
investors from other places like India to access it easily. We
are working on a number of deals here that have nothing to
do with Dubai for example. Indian families choose to come
and raise funds, to tap the capital markets here because of
the proximity, the sophistication, and because of the investors’
understanding of their home region.
Khalid: It’s really just that everyone you need is here. You
can walk across the street and have a chat with whoever
you need to execute a transaction. And even if you’re not
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based here – it’s easy to get here. That nexus of skillsets
and participants is what it has to offer. I think though what’s
missing from Dubai and the UAE is the investor-base, to be
honest. You don’t have many professional investors based
here - pension funds, mutual funds. Those are more of a
mature market phenomenon. You do need more funds to be
set up here for the population through pensions, insurers,
healthcare etc. Once those are based here then you have
everything you need in one place. At the moment, most of
the non-bank investors in Sukuk that I meet are - as you’d
expect - in London. There aren’t that many actually in
Dubai - you need more of them to come here and take local
money.

While the economy
continues to reflect an
element of buoyancy, the cost
of borrowing for Dubai and
Dubai related entities will
tempt potential issuers to issue
and accordingly fulfill their
obligations as they fall
due
Salah: But you are getting the retirement funds coming in.
Eventually you will see those become predominantly Shariah.
The intention eventually is for them to do only Shariah
investments, although I don’t know how long that will take to
come. I might sound like I am contradicting my colleagues
here, but Dubai also holds an exceptional position because
of its flexibility. Malaysia is the only competitor in the Sukuk
market when it comes to a hub – and Dubai has a lot of
blessings in comparison. One of the advantages of Dubai is
the flexibility of Shariah compliance to innovate.
And looking at Dubai as a full circle: innovation, creativity,
bankers, lawyers, rating agencies, and as an investment hub
– it should be viewed on the regional level. And unfortunately,
we are behaving in isolation. We want to be innovative, but
we want the whole match to ourselves. And that cannot
continue. Excess surplus today has pressured all the banks to
look beyond borders. Like it or hate it, banks need credit. The
evolution and cycle will change, but we need to cross-market
our capability and we ought to see ourselves as a hub from an
international perspective.
IFN: But its advantages as a Sukuk hub cannot just be
in a geographical context. Basheer, from a regulatory
perspective, what makes Dubai attractive?
Basheer: Based on the feedback from the market participants
such advisers and banks, the international regulatory
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framework in the DIFC could be said to be the key factor that
they would consider when choosing a listing venue for Sukuk.
When considering any changes to the regulatory framework,
we benchmark ourselves against leading international
financial markets, such as the UK and Luxembourg. In
addition to the regulatory framework, we would consider the
processes and procedures of these jurisdictions that are
able to review and approve prospectus in a relatively short
period of time. Thus, we look at these and other jurisdictions
such Ireland to ensure the DFSA regulatory framework for
prospectus and listing is aligned closely with the international
regulatory standards both requirements and processes wise.
IFN: Speaking of Europe, the issue of ‘passporting’ is
often raised – would this be something that could work in
the GCC, and which Dubai could perhaps pioneer?
Rizwan: I think passporting only works when you have
a centralized directive mechanism, like you have in the
EU, where the regulations that are applied domestically in
essence all emanate from the apex of EU directives. Then
there is freedom of implementation but the directive objective
comes from that apex. My query would be whether that could
be done here. We have had the GCC for many years – the
discussion of a single currency got parked very quickly. My
concern remains, that this passporting concept could only
work if we had harmonization across the regulatory authorities
in the GCC. You need convergence of regulation implemented
across the GCC.
Salah: But we don’t ask for a perfect world, because that
doesn’t exist. How long did it take the EU to achieve that
union? It’s amazing that we look for perfection in order to
perform. You have to deal with reality. Otherwise you waste
time. You are either an international operator or you are not. If
you want to change the law, ask for the law to be changed but
until then, operate within the framework you have.
IFN: We were talking about why the funds needed to
invest in Sukuk are not based in Dubai?
Jawad: That’s where I think Dubai can improve. Not even a
full union but just minor coordination between the regulators
within the GCC could boost every single jurisdiction in terms
of money being raised and managed out of the GCC itself.
I have clients based outside the GCC in London or New York,
and their first contact with the GCC might be with a sovereign
wealth fund of state – so they don’t need to worry about
regulation, because most of the countries have an exception
for their sovereign funds. But at the second tier, what if they
are introduced then to another avenue - to a bank or a family
office. They want to talk to someone in Dubai – OK, here is
the regulation you must comply with. What about Saudi? OK,
that is different. So before they are going to think about these
multiple countries, they have to have invested a significant
amount of time or money and to potentially have entered into
placement arrangements authorized by three or four different
regulators, transcribe their prospectus into three or four
different forms, in order to comply. That’s probably the biggest
hindrance, and that is probably the reason for black market
June 2014

placements. Here in the UAE, basically private placements
are exempt, so if you are placing for a qualified investor, net
worth above US$1 million, it is exempt. But it is not exempt in
Kuwait, in Saudi, in Qatar, in Oman, in Bahrain. When we talk
about passporting, that is what we mean.
Rizwan: You can market your instrument more easily within
the GCC. It takes the difficulty away, so that institutions can
place just by satisfying one regulator instead of four and that
then gets passported around. Certain core regulatory aspects
can be agreed on without needing a union.
Basheer: Thus far most of the Sukuk that the DFSA has
admitted to its Official List of Securities are dual-listed,
whether in the UK, Ireland, Luxembourg and Malaysia. We
have a framework for dual listing, which we have aligned with
international best practice. However, a passporting regime
like in Europe could work if there is a mutual arrangement
between regulators and there is ‘reciprocity’ between the
regulators or there is a regulation common to all of its
members as in the Europe. To have a passporting regime
without similarity of regulatory requirements and procedures
can be a struggle and a challenge to any regulator. For
example, if the DFSA were to have a passporting regime for
EU-based prospectus’ to work, the regulators in the European
Union should also recognize the DFSA’s requirements as
being equivalent to theirs in order for the prospectus of Sukuk
approved by the DFSA to be passported anywhere in the EU.
However, as the statistics show, we could still achieve an
equally efficient dual listing of Sukuk without needing to have
a ‘passporting’ regime - provided the dual listing framework is
designed accordingly.
Jawad: But you are talking about public deals. I agree
with you on public deals, but we’re talking about private
placements. The majority of the market is not public.
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Specifically in Islamic finance, the majority of the market is
private placements and direct investments. That’s the bulk –
when I see these numbers sometimes I laugh. They are just
tracking the public numbers. If there was a mechanism to
track private deals – my own practice? 90% is probably in the
private domain. You don’t need the regulator.
Basheer: Noted that Sukuk by and large are offered to
professional investors by way of private placement, which
would not typically trigger the need to be issuing an offering
document approved by a regulator. However, if the issuer
wants to seek admission of the Sukuk to a regulated
exchange such as NASDAQ Dubai, the requirement to have
a prospectus approved by the DFSA would be triggered. So,
most of the Sukuk issuance is accompanied by an approved
prospectus for this reason not withstanding that the offer is
targeted to professional investors, both at the primary market
and the secondary market.
Jawad: If I was a regulator here I would actually swallow my
pride and say look, if a jurisdiction is 500 years older than me
in terms of regulation, I’ll make the first gesture in accepting
them, so that in future they might in five years down the road
accept me. That is where Dubai will take off.
Basheer: That is correct and the DFSA has a framework
that allows it to accept a prospectus that is produced under
a legislation that is broadly equivalent to the DFSA’s own
prospectus and listing requirements. In this regard, the
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DFSA’s regulatory framework is closely aligned with the
European Prospectus Directive and regulations. Therefore, if
the DFSA finds the UK Listing Authority stamp of approval on
a Sukuk prospectus, there is little left to review by the DFSA
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Salah: One of the things to encourage Dubai to be a real hub
is the genuine creation of a mix of people, the human capital,
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Get to know the leaders in your
industry
Keep abreast of latest deal flows
and funds performances

Read exclusive
cll si
s e articles
articles and
and case
case
studies in our annual guides and
supplements sent to you in hard copy

Exclusive online access to
www.islamicfinancenews.com

Contact Musfaizal for a FREE Trial subscription

12

it is the right time for
Dubai – the situation
could not be better. The
turnaround has been positively
received globally. The pricing
now is so low, the demand for
Sukuk is so high. It’s the
right time to do it

Tel: +603 2162 7800 ext 24
Email: subs@IslamicFinanceNews.com

June 2014

dubai roundtable

are still much stronger than GCC investors coming in. I am
already exposed to the GCC – if I want to diversify I will go
somewhere else. European investors will diversify here. But
again, its up to the entities themselves to open up appetites.
We have seen sovereign funds opening up. Why not these old
generation funds? It’s a matter of time, but I think the platform
is fully well positioned.
Hitesh: This was the experience I had in the UAE when we
did about US$10 billion-worth of Bonds/Sukuk at once in the
last year, and we didn’t see any pension fund from the region
come into those Sukuk. These instruments were diverse rated, unrated, sovereign, quasi-sovereign, corporate etc.,
but there were no UAE pension funds that invested in any
significant way. The reason is that if you go to a pension fund
they are either keen to invest in other asset classes including
equity or have bond mandates outsourced to asset managers
in New York and London, who don’t necessarily invest back
in the GCC. Malaysia has very successfully encouraged
local issuance within the system and more issuers within the
market. That’s one problematic issue. The second is supply. If
you talk about Islamic issuance in particular, you will have no
fund manager looking to set up large Shariah compliant funds
because there is not enough supply. There are many fund
managers in London who have assets under management
that are larger than all of the Sukuk supply in the UAE put
together.
Khalid: It needs to be a public policy initiative if they want their
Sukuk markets to grow. But this means that the growth drivers
have to come from the top down. So on the demand side,
these funds need to come down and support local markets
rather than farming out to people like Pimco. And then on
the supply side, a lot of the large public borrowers (Dubai in
particular is quite leveraged and has a large debt position) can
do all their borrowing in Sukuk, and that creates a critical mass
of supply. In that sense the debt supply of Dubai is actually
quite good for the local Sukuk market, in a way, because it has
the local borrowing base to grow its volume.
Islamic finance is also a retail-driven phenomenon. From
the bottom up, Islamic banks are generally growing faster
than conventional, which is creating a growing asset base
of Islamic banks that need to buy Sukuk. But from the top
down, Dubai needs to do the same thing as Malaysia. Have a
concerted plan about their strategy in Islamic finance. All the
cash here – they should be focusing some of it on their home
markets.
IFN: So sovereign issuance compared to corporate
issuance – where will the growth come from?
Rizwan: In 2013 the driver for issuances was the sovereign.
Sovereigns were the biggest component, corporate came a
distant third, and financial institutions plugged the gap. I think
Dubai just closed a US$750 million issuance. But the markets
are such that sovereigns will have to continue opening the
doors, and corporates will follow. With Basel III coming, and
the capital adequacy ratio requirements, people may be still
looking at investment grade, so corporates must take that first
step of getting themselves ready and getting rated.
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Salah: What we all want to see is corporate growth. Unfortunately,
our wishes are not that easily achieved. The reality is that
the sovereign will drive it. If you look at the intention of the
sovereign it is to encourage and develop. But the corporates
are lacking in education, in understanding. Their intention
is to raise funding. The family offices, the private firms
– they don’t have this driving force for Shariah compliance,
they are looking at this because of liquidity. So it has to
be competitive, it has to be price-driven and it has to be
innovative. The more we see corporates coming in, the
more there will be stability of inflow. The more we rely on the
sovereigns, on the government, to create supply – the more
we will be vulnerable to behavior and that will be challenging
for the industry to sustain.
Khalid: Bank liquidity is very high in the UAE. If I’m a
corporate, I can end up paying more to issue when banks are
actually falling over themselves to lend to me. It’s important
to remember that Islamic finance doesn’t operate within a
vacuum. It operates within context of regional and global
capital markets and regional bank liquidity, and if those factors
are quite favorable, it will have an impact and vice versa. If
syndicated loans are growing, then Sukuk will be shrinking.
You have to look at the whole picture.
IFN: So we have looked at liquidity, we have looked
at capital requirements – what else is going to impact
issuance?
Khalid: There are actually a few things happening in the UAE.
Banks need to have high quality liquid assets under Basel
III. In most countries they have a lot of issuances they can
buy – gilts, treasuries etc. There isn’t enough of that here,
so they need to issue more locally. If you issue Sukuk, you
satisfy both conventional and Islamic banks. So to satisfy
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Basel III you need to increase this stock of assets. The central
bank has implemented discount window, a marginal lending
facility, which gives you liquidity in return for bonds/Sukuk.
That is fostering growth of the bond/Sukuk market, because
the banks know they can hold Sukuk but borrow cash against
it when they need it. There is also an element of concentration
risk to consider. Emirates NBD, NBAD, many banks that
were lending so much to the largest companies will not be
able do that anymore under new central bank rules that are
trying to limit concentration risk. That means many of these
firms will have to go to the public markets, for Sukuk or bond
finance, which is broadly a good thing. The banks in turn will
likely buy the Sukuk because they need investible and liquid
instruments and the central bank will in turn recognize them
for liquidity purposes. So there are a few things that over
the next few years - driven by new regulations - means the
banking sector could become a real engine of Sukuk growth.
Jawad: The only hiccup we see there is that some of our clients,
they actually have exhausted their limits. And instead of going
to Sukuk, they just start expanding the pool of banks they are
borrowing from. They go to regional banks outside their own
markets. In Saudi Arabia, they are not allowed to do that. So
you might see Saudi corporates coming to the market, simply
because there are no banks left for them to borrow from.
IFN: One of the issues we see is the lack of a secondary
market – how can Dubai develop this?
Khalid: You need more issuers. You need more Sukuk supply.
Hitesh: I don’t completely agree with that statement, because
we’ve seen a lot of issuers, we’ve seen a lot of benchmark
Sukuk to be very liquid. You can take the government of
Dubai issuance, they are highly liquid, and the way you can
tell is because the bid/offer spread is very small. So that did
use to be the case but it’s changed. I think supply is a big
driver. If you wanted exposure to the Turkish market a few
years ago and there’s only one issuance, the Kuveyt Turk
issuance, well that’s the only one you can buy and no one is
going to sell it. The second issue is size. If you are looking at
new banks, or new corporate issuances, and they can’t issue
in size, that affects liquidity even in the bond market, let alone
the Sukuk market. Once that size increases, you will find that
liquidity coming back.
Salah: I think also one of the challenges is that you don’t find
an Islamic financial institution that lends itself to trading-risk kind
of activities. This is one of the most critical things; within the
conventional side you see global players using their platforms to
trade. If you look at the financial markets in MENA, in the Islamic
world, you don’t see that maturity. Even at its peak, with people
like KFH – they don’t even issue Sukuk.
IFN: Dubai has a lot of debt and refinancing coming up.
What role do you think Sukuk as a debt instrument can
play in that refinancing?
Rizwan: With the recent successful Dubai issuance, I think it
shows the stars are aligned to meet the maturities of existing
financing. I think the general perception, is that Dubai is out of
the downturn – the economy is booming, we are on the right

track. Sukuk has already played a key role in fulfilling some
of those maturities and I think it will continue to do that. While
the economy continues to reflect an element of buoyancy,
the cost of borrowing for Dubai and Dubai related entities will
tempt potential issuers to issue and accordingly fulfill their
obligations as they fall due.
Salah: I think it is the right time for Dubai – the situation could
not be better. The turnaround has been positively received
globally. The pricing now is so low, the demand for Sukuk is
so high. It’s the right time to do it; the window of opportunities
will be great before the end of the year. I think this is an
opportunity that should not be ignored.
Khalid: I think refinancing draws together a lot of the themes
that we have already covered. One, the Sukuk market makes
sense because you tap an additional 10-20% of investors.
Good PR. And all of that re-financing will generate volume.
Numbers do matter in terms of volume, and all the Dubai
issuance will be listed on the Dubai exchange, generating that
volume for trading and investment and so on. It’s in the favor
of local and global Sukuk markets.

That if the Fed sneezes
it is likely that the
whole bond (an in turn Sukuk)
market may catch a cold. That
risk still remains and
needs to be appreciated
IFN: And just to round up with a pricing question –
Hitesh, you mentioned yields - what are we going to see
this year?
Hitesh: That’s a trillion dollar question. Where we stand right
now there is a genuine risk that rates continue to go up over
time. The trajectory from our perspective is upwards. But what
we’ve seen in Dubai specifically is that the risk spread has
gone down tremendously, which has resulted in yields being
extremely attractive, to issness and this will remain attractive
in the next few quarter even if benchmark rates are higher.
The second aspect is corporate liquidity, which is in a much
better situation right now. We are getting corporates coming to
us saying we don’t need funding, so let’s repay some loans.
Overall it’s a great time for Dubai.
Rizwan: 2013 was a bumpy year. You had a lot of issuance
in January 2013, then the Fed tapering announcement made
the market cautious, and then it picked up again towards the
end of the year. But one key risk remains, which is the global
market conditions and data coming out of the US. We need
to appreciate, that if the Fed sneezes it is likely that the whole
bond (an in turn Sukuk) market may catch a cold. That risk
consulting
still remains and needs to be appreciated.
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