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Abstract

The Islamic financial industry faces a multitude of challenges, primary among which is the innovation and
development of Sharia-compliant financial products capable of competing with conventional offerings. Such
innovation is essential for enabling Islamic financial institutions “IFIs “to provide a diverse suite of financing
instruments that meet the evolving needs of their clientele. Consequently, the industry must prioritize the creation
of financial products and tools that reflect the unique characteristics of the Islamic economy. This is achieved
through the framework of "Islamic Financial Engineering," which has produced specialized investment instruments
and structures governed by Islamic economic principles. These tools deliberately avoid interest-based (Riba)
transactions and excessive risks that border on gambling rather than legitimate investment.
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Introduction

Development and innovation in Islamic financial instruments have become an absolute necessity for Islamic
banks. This urgency is driven by the rising demand for ethical investment products that exclude usury (Riba),
uncertainty (Gharar), and the unlawful appropriation of wealth. Islamic banks must maintain a diverse portfolio of
financial products to manage liquidity profitably while providing the flexibility required to respond to a volatile
economic environment. Establishing a robust market share and ensuring long-term institutional viability
necessitates the continuous development of modern Islamic financial tools.

The core challenge facing the Islamic financial industry is the development of innovative products capable of
competing with conventional counterparts while satisfying customer needs. This highlights the role of Islamic
Financial Engineering, which designs investment formulas that preserve the balance between the financial economy
and the real economy. By ensuring that investments serve the interests of all stakeholders and remain grounded in
real economic activity, this field promotes overall stability and economic growth.

Research Problem

The primary research question is:

"What is the role of Islamic Financial Engineering in the development of Islamic financial products?**
This central problem is addressed through the following sub-questions:

» Why must Islamic financial institutions possess their own dedicated financial engineering industry?

> Do Islamic financial products achieve both Sharia credibility and economic efficiency?

> How can Islamic financial institutions create products that are distinct from conventional ones?

Research Hypotheses
v Islamic financial engineering significantly contributes to the advancement of Islamic financial products.
v IFls can achieve product distinction by ensuring two essential qualities: Sharia credibility and economic
efficiency.
Significance of the Research
v Responding to the global trend toward ethical and Sharia-compliant investments.
v Addressing the intensifying competition from conventional financial institutions.
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v Highlighting how Islamic financial engineering strengthens the competitive advantage and presence of IFIs
in the global market.
Research Structure
To address the overarching research problem and the specific sub-questions derived from it, this study is structured
into three primary sections:
Section I: The Nature of Islamic Financial Engineering.
Section I1: Islamic Financial Products.
Section I11: Utilizing Islamic Financial Engineering to Develop Islamic Financial Products.
Section I: The Nature of Islamic Financial Engineering

Modern Islamic financial institutions require a diverse portfolio of tools to remain flexible. Conventional banks
have long moved beyond simple interest-based lending to offer a wide variety of products; Islamic institutions must
similarly innovate to meet diverse financing and credit needs.

1. Defining Islamic Financial Engineering

Before addressing the definition of Islamic financial engineering, it is essential to establish a general conceptual
framework for the field. Comprehensive definitions of financial engineering include the following:

Finnerty defines financial engineering as being "concerned with the design, development, and implementation
of innovative financial instruments and processes, and the formulation of creative solutions to problems in finance."!

The International Association of Financial Engineers describes it as the "innovative development and
application of financial theory and instruments to find solutions to complex financial problems and to exploit
financial opportunities."™

Furthermore, Ibrahim Sami Al-Suwailem defines financial engineering as the "design, development, and
implementation of innovative financial tools and mechanisms, and the formulation of creative solutions to financing
problems. "

By synthesizing the aforementioned definitions, the following observations can be made:

v Financial engineering involves the creation of new and distinct financial instruments aimed at achieving

higher levels of efficiency and optimality.

v It seeks to provide creative and inventive solutions to complex financial challenges.

v It is not restricted solely to the introduction of new products but also involves the development and

evolution of existing tools and concepts.

The concept of financial engineering from an Islamic perspective does not fundamentally differ from the
conventional view, except that the former operates within a set of parameters established by Islamic Sharia. These
guidelines are designed to protect all parties involved in financing and investment transactions from injustice and
the unlawful appropriation of wealth, while simultaneously promoting the public interest.V

Consequently, Islamic financial engineering can be defined as "a set of activities involving the design,
development, and implementation of innovative financial tools and processes, alongside the formulation of creative
solutions to financing problems, all conducted within the framework of Islamic Sharia guidelines."v

This definition reveals a constitutive element: the necessity of Sharia compliance. Islamic financial engineering
differs from its conventional counterpart in that the incentives for discipline within Islamic systems are more robust
than those in non-Islamic systems. Furthermore, Sharia provisions are inherently more rigorous and consistent than
man-made systems. Since these provisions aim to realize the welfare of all participants, adherence to them fosters
greater satisfaction and confidence among stakeholders.

2. The Need for Islamic Financial Engineering

The vast majority of Islamic financial instruments currently in use were developed centuries ago, designed
primarily to meet the socio-economic requirements of historical societies. Nevertheless, these traditional
frameworks remain instrumental in innovating and refining contemporary Islamic contracts. There is no
fundamental justification for adhering exclusively to archaic models, particularly as financial markets have grown
increasingly sophisticated and competitive. To effectively navigate rapid market shifts and withstand escalating
competition, financial engineering and innovation have become existential imperatives for Islamic financial
institutions. The necessity for developing robust Islamic financial solutions arises from several key dimensions":
2.1 The Regulatory Precision of Sharia Principles

While the Sharia rules governing exchange are limited in number, they are characterized by extreme precision
and discipline. Consequently, the adoption of transactions that meet modern economic efficiency is strictly
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contingent upon their harmonization with these rules. Fulfilling this requirement is not necessarily difficult, yet it
demands a profound synthesis of Sharia principles and its higher objectives (Magasid), alongside a nuanced
appreciation of contemporary economic needs. Reconciling these two aspects requires diligent research to develop
solutions that satisfy modern demands without compromising Sharia integrity.

2.2 The Evolution of Financial Transactions

Transactions in Islamic law represent a synthesis of permanence and adaptability. Prohibitions on usury (Riba),
fraud, and monopolies have remained immutable for fourteen centuries; however, their practical manifestations
have evolved. A modern financial structure cannot be deemed permissible if its core essence falls under these
prohibitions, regardless of its outward form. While trade (Bay") is fundamentally permissible, modern currencies
and commaodities differ drastically from those of the early legislative era. As long as a transaction remains free from
prohibited elements, it can adopt various modern configurations. Thus, scholars of contemporary jurisprudence
must distinguish between fixed principles and evolving practices, providing a legal characterization for modern
instruments to establish their Sharia status and offer viable alternatives where necessary.

Ultimately, the evolution of modern financial transactions—coupled with heightened risk factors, economic
uncertainty, and shifting regulatory frameworks—has rendered economic needs increasingly complex. This
complexity further drives the demand for creative and feasible financial solutions.

2.3 Strategic Competition with Conventional Financial Institutions

The dominance and expansion of conventional capitalist financial entities present a significant challenge to the
Islamic economic model. For Islamic solutions to be viable, they must not only be functional but must also offer
competitive parity with the advantages provided by capitalist alternatives. These factors collectively underscore the
difficulty of establishing Islamic economic solutions capable of competing with prevailing contemporary systems,
thereby highlighting the vital need to institutionalize and advance the field of Islamic financial engineering.

3. Foundations of Islamic Financial Engineering

Islamic Sharia has established the requisite frameworks for the institutionalization of Islamic financial
engineering. Not only has it proactively promoted innovation, but it has also defined the parameters through which
financial creativity may be directed and rationalized to ensure the realization of intended socio-economic benefits.
These foundations are outlined as follows:

A. General Foundations:
1. The Prohibition of Riba (Usury) and Gharar (Uncertainty)

Linguistically, Riba signifies an "increase," specifically referring to any increment over the principal capital,
regardless of magnitude. While the concept of Riba has been exhaustively analyzed and substantiated within
classical jurisprudential texts, its technical intricacies can be daunting for non-specialists. Consequently, some
modern economists have attempted to reframe Riba through contemporary scientific models to make it more
accessible to the current financial discourse. Similarly, Gharar refers to transactions characterized by excessive risk
or hidden outcomes—where the ultimate result remains uncertain. This prohibition is a broad regulatory principle
covering all sales involving structural ambiguity. It serves as a cornerstone of Islamic financial engineering, as the
invalidity of most financial contracts is fundamentally rooted in two core issues: Riba and its derivatives, and Maysir
(gambling) and its associated aleatory risks.""

2. Freedom of Contract

Contractual autonomy grants economic agents the liberty to formulate agreements and stipulate conditions as
they see fit, provided they adhere to one fundamental restriction: the exclusion of elements prohibited by Sharia.
Unless a contract contains a feature forbidden by a definitive text or an established universal rule, its fulfillment is
a legal necessity, and the contracting parties are bound by their commitments. Conversely, any agreement
containing a Sharia-prohibited element is deemed void—or, at the very least, its prohibited components are legally
unenforceable. "

3. Facilitation and the Mitigation of Hardship (Taysir)

Islamic financial engineering must be characterized by ease and the removal of Haraj (undue hardship). This
principle is vital because restricting modern actors to archaic contract forms—which may no longer suffice for
diverse and evolving economic needs—imposes a significant burden. Therefore, financial engineering is essential
for refining these contracts, whether by blending multiple structures or innovating new ones, provided they remain
within Sharia guidelines. Furthermore, the continuous innovation within conventional financial institutions often
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leaves Muslims with a lack of alternatives; the role of Islamic financial engineering here is to provide functional,
Sharia-compliant substitutes to prevent the forced reliance on prohibited systems.™
4. Juristic Preference (Istihsan) and Public Interest (Maslahah Mursalah)

Istihsan provides a gateway for contractual freedom by validating interests recognized by the spirit of Sharia.
Similarly, Maslahah Mursalah involves adopting measures that offer rational utility and are accepted by the intellect,
provided no specific Sharia text explicitly invalidates them. However, this principle must be applied cautiously:
first, to ensure that pursuing a perceived interest does not lead to corruption (Mafsadah), and second, to maintain
legal consistency. Since subjective interests can vary between individuals, allowing every perceived benefit to
dictate a ruling could lead to contradictory legal outcomes, which is impermissible within the Sharia framework.*
5. The Prohibition of Bundled Transactions (""Two Sales in One™)

This principle stems from the Prophetic prohibition of conducting "two sales in one," specifically targeting
transactions between the same two parties. If a single agreement includes two distinct sales, it must be evaluated as
a composite, "third" type of transaction. The legal ruling then follows the nature of this resulting third transaction:
if the final outcome is Sharia-prohibited, the underlying sales are also forbidden. Conversely, if the final goal is
permissible, the bundled structure may be redundant if a more direct method exists. This prohibition is perhaps the
most critical foundation of Islamic financial engineering, as it ensures that financial instruments maintain both
Sharia integrity and genuine economic efficiency.”

B. Specific Foundations:
Islamic financial engineering is governed by four specific principles that guide the development of its instruments
and mechanisms":
< Market Awareness: This principle dictates that those responsible for innovating and developing financial
instruments must possess a profound understanding of actual market requirements. The objective is to
ensure that new tools effectively satisfy the diverse needs of economic agents while securing mutual consent
(Taradhi) and providing tangible benefits to all participating parties.

< Disclosure: Disclosure entails a transparent clarification of the specific transactions an instrument is
designed to facilitate. This transparency is essential to prevent speculators or manipulative actors from
exploiting these tools for unintended purposes, such as disguised usury (Riba) or gambling-like activities
(Maysir). In this context, Sharia credibility serves as a fundamental "safety valve," as the inherent discipline
of Islamic legal rules minimizes the risk of structural loopholes or ethical bypasses.

< Capability: This refers to the financial and capital capacity required to execute transactions. It ensures that

the entities involved possess the necessary capital resources to engage in actual purchasing and trading,
moving beyond purely theoretical or speculative constructs.

< Commitment: This foundation represents a strict adherence to Sharia principles. While Islamic financial

engineering may share the attributes of market awareness, disclosure, and capability with its conventional
counterpart, the unwavering commitment to Sharia serves as its most distinguishing characteristic and its
primary competitive advantage.

Section II: Islamic Financial Products

Islamic financial products are the practical realization of Islamic values. Without these instruments, economic
principles remain theoretical.

1. Concept of Islamic Financial Products

One of the most significant facets of innovation within any civilization is the development of financial contracts
and arrangements through which economic actors realize their objectives. In contemporary discourse, these are
known as "financial products.” Islamic civilization has facilitated the evolution of numerous financial instruments
that align with the higher objectives of Sharia (Magasid al-Sharia) while simultaneously serving the interests of
diverse stakeholders, thereby fostering economic growth and prosperity X,

According to Sami bin Ibrahim Al-Suwailem, financial products represent the services provided by financial
institutions to their clients. Fundamentally, these are compensatory contracts aimed at generating profit for the
institution in exchange for providing a service, typically in the form of a tangible asset or a usufruct. However, for
these products to effectively achieve their goals, they must transcend mere legalism. They encompass marketing,
client relationship management, the identification of specific needs, and the alignment of those needs with the
institution’s rights and interests. For Islamic financial institutions, these products must satisfy an additional, essential
criterion: strict adherence to Sharia guidelines*".
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Financial products that comply with Sharia represent the practical application of Islamic values. Without these
instruments, ethical principles would remain theoretical—divorced from reality—Ileaving the economic landscape
vulnerable to personal greed and individualistic conflicts. This occurs not because of an inherent disdain for virtue,
but because individuals often lack the necessary link between noble innate values and practical, real-world
challenges.

Ezz EI-Din Mohamed Khoja observes that although the term "financial products™ is ubiquitous in the modern
era, it often lacks a precise definition consistent with rigorous scientific methodology. He defines a financial product
as a "voluntary act designed to solve a specific problem or achieve a particular objective through financial means."
Such a product may be limited to a single contract or involve a complex structure of multiple contracts,
encompassing various types of legal acts: compensatory exchanges (Mu'awadat), partnerships (Musharakah),
securities (Tawthigat), and charitable contributions (Tabarru'at) *

Consequently, a financial product fundamentally includes "nominated contracts” (such as Salam, ljarah, and
Musharakah), as well as the various applications derived from them. An example is the Murabaha to the purchase
orderer, which is designed to address a specific financing issue. These concepts are translated into a singular contract
or a comprehensive system of contracts, conditions, and arrangements tailored to ensure the fulfillment of the
intended economic purpose.

2. Characteristics of Islamic Financial Products

The Islamic financial industry aims to develop products and instruments that synthesize Sharia credibility with
economic efficiency. Sharia credibility serves as the foundational justification for its "Islamic™ identity, while
economic efficiency ensures its capacity to meet contemporary economic needs and compete with conventional
instruments.

Sharia Credibility

Sharia credibility requires that Islamic products align with the Sacred Law to the greatest extent possible, which
involves navigating and minimizing jurisprudential disputes (lkhtilaf). The primary objective of the Islamic
financial industry is not to favor one legal opinion over another, but to devise innovative solutions that enjoy broad
consensus. Consequently, a distinction must be drawn between the sphere of what is merely permissible (Ja’iz) and
the higher aspirations of the Islamic financial industry.

In this context, Sharia guidelines act as a vital link between the theoretical principles of Islamic economics and
daily economic practice. Financial products are to Islamic economic principles what keys are to a building. If
Islamic economics represents a sophisticated and harmonious structure, then accessing and utilizing its facilities
requires the correct keys. Without these keys, the building remains inaccessible. Furthermore, these keys must be
perfectly calibrated to their respective locks; Sharia guidelines represent the specific "teeth” of the key without
which the mechanism cannot function !

Economic Efficiency

In addition to Sharia credibility, Islamic financial products must possess economic efficiency, a characteristic
parallel to that found in conventional financial instruments. Economic efficiency can be enhanced by expanding
investment opportunities through risk-sharing, reducing transaction costs, and lowering the expenses associated
with information acquisition and brokerage commissions. '

These two characteristics—Sharia credibility and economic efficiency—are not isolated from one another. In
most cases, the pursuit of efficiency leads to solutions with higher credibility, and conversely, robust Sharia
compliance often enhances economic performance.

3. Types of Islamic Financial Products (Sukuk)

Before discussing the specific products traded in the money market, it is essential to define Islamic Sukuk. The
Accounting and Auditing Organization for Islamic Financial Institutions (AAOIFI) defines Sukuk as “certificates
of equal value representing undivided shares in ownership of tangible assets, usufruct, and services or (in the
ownership of) the assets of particular projects or special investment activity, after receipt of the value of the Sukuk,
the closing of subscription and the employment of funds as received for the purpose for which the Sukuk were
issued."™

Furthermore, Nawal Ben Amara defines Islamic Sukuk as "certificates of equal value representing undivided
shares in the ownership of a Sharia-compliant investment activity, issued in accordance with Islamic financing
modes and strict adherence to Sharia guidelines.

The following key characteristics can be synthesized from the aforementioned definitions:
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Asset Fragmentation: Sukuk involve the division of ownership in assets, usufruct, or both into units of
equal value.

Real Ownership and Risk: Investors in tradable Sukuk hold ownership of real assets (tangible goods,
usufruct, or services) and assume all associated risks, as the structure is based on a profit-and-loss sharing
partnership.

Sharia Compliance: The issuance must strictly follow Islamic financing modes and regulatory parameters.
Liquidity Generation: The primary objective of issuing Sukuk is to mobilize necessary liquidity to expand
and develop investment projects.

Islamic "Sukuk-ization" (Tasqiq) shares procedural similarities with conventional securitization—

specifically the division of capital into equal, tradable units—the former operates entirely within the orbit of Islamic
financial jurisprudence. This legal framework governs every facet of the transaction, ensuring that Islamic
securitization remains distinct from its conventional counterpart across several dimensions.*These distinctions are
detailed in the following table:

Table (01): Differences Between Conventional Securitization and Islamic Sukuk

Basis of Comparison

Conventional Securitization Islamic Sukuk (Tasqiq)

Subject of the
Transaction

- Securitization of real, income-generating tangible
assets.
- Securitization of Sharia-compliant (Halal) assets
such as property rental usufruct, services, franchise
rights, and contractual rights.

- Securitization of interest-bearing loans (debts).
- Securitization of various debts (sovereign debt,
mortgages, credit card loans, auto loans, etc.).

Issuance Regulatory
Standard

Financial securities issued in accordance with
secular standards and positive (man-made) laws.

Certificates compliant with the provisions of
Islamic Sharia; the issuance structure is subject to
the oversight of a Sharia Supervisory Board.
Governed by ethical and moral standards derived
from Sharia principles.

Governed primarily by the dynamics of interest-
based profit and market risk.

Cash Flow Basis

Cash flows are structured on the basis of interest (. Cash flows are generated based on actual realized

profits.

Risk Exposure

Risks are primarily borne by the investors Risk is shared among all participating parties based
on the legal maxim: "Profit is tied to risk™ (Al-

Ghunm bi al-Ghurm).

Guarantees Guarantees may be granted to certain investors at Guarantees are provided to all investors on an
the expense of others equitable basis.
Nature of Funded Utilized largely for the financing of debt Utilized for financing productive activities, the
Activity purchasing and receivables. acquisition of real assets, and generating socially

beneficial financing opportunities.

Core Characteristics

-Exposure to high speculative risk.
- Transactions closely resembling gambling
(Maysir).
- Significant levels of uncertainty.
- Susceptibility to Gharar (ambiguity) and fraud.

- Structured risk management.
- Relatively secured transactions via underlying
assets.
- Free from concealment (Tadlis) and deception.

Investor Objectives

Dominated by short-term objectives and a narrow
financial vision.

Guided by long-term objectives and a
comprehensive socio-economic vision.

Economic Impact

Contributes to the growth of the "Financial

Contributes to the growth of the "Real Economy"

Economy"

Source: Amel Laamash, The Role of Financial Engineering in Developing the Islamic Banking Industry: A Critical
Study of Certain Islamic Banking Products, previous reference, p. 106.

Islamic financial instruments tradable in the money market have diversified alongside the various sectors suitable
for issuing Sukuk. These fields include:

v

Investment Fund Sukuk: An investment fund is a pool of capital raised through the subscription of Sukuk
for the purpose of investment in a field precisely defined in the prospectus. These funds can cover all
economic sectors, including financial fields. They are issued as "Closed-ended funds" (fixed term and size)
or "Open-ended funds" (indefinite term and size). Jurisprudentially, they are structured based on Restricted
Mudarababh, serving as the "mother structure" for various Sukuk types traded in the money market*,

ljarah (Leasing) Sukuk: ljarah is a contract whereby the lessor (owner) leases an asset to another party
for a specified rental fee. The relationship is not one of debtor and creditor, but rather a sale and purchase
of the asset’s usufruct (benefits). Consequently, Ijarah Sukuk are securities of equal value representing the
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value of the leased asset, entitling the holder to a share of the rental income proportional to their
contribution.

o These are considered lower risk than equity instruments (like stocks) because the returns are highly
predictable due to the ease of calculating the asset's income and expenses. These Sukuk are used
across various industries, including aviation, real estate, manufacturing, and movable property*i,

v' Mudarabah Sukuk: These are securities offered for subscription where the issuing company manages the
project as the working partner (Mudarib or Investor), while the Sukuk holders provide the capital (Rabb al-
Maal). They take several forms, including Absolute, Restricted, Gradually Redeemed, and Convertible
Mudarabah Sukuk.

o Holders own the assets of the Mudarabah and are entitled to the agreed-upon profit share while
bearing any financial losses. Trading is permitted after the subscription period closes and the
activity commences™",

v' Musharakah (Partnership) Sukuk: Certificates of equal value issued to use subscription proceeds for
establishing an investment project. The project assets belong to the Sukuk holders, managed on a
partnership basis where one partner may be appointed as an investment agent (Wakalah bi al-Istithmar).
These include permanent and temporary partnership Sukuk. Holders share in both profits and losses
(Ghunm and Ghurm) based on their contribution™.

v" Murabaha (Cost-Plus) Sukuk: Issued to finance the purchase of a commodity. The Sukuk holders own
the commodity, and the financial institution acts as their agent to sign the purchase agreement with the
buyer. Profit is derived from the difference between the cash purchase price and the deferred installment
sale price. Trading is restricted by Sharia rules governing debt disposal once the commodity is delivered to
the final buyer®vi,

v Asset Securitization: This involves converting non-liquid, income-generating assets owned by an IFI into
negotiable securities representing a partnership in the benefits of those assets. This allows institutions to
enter the money market to provide liquidity and manage risks effectively*i,

In addition to these, other types include Istisna'a (manufacturing) and Salam (forward sale) Sukuk. Derivatives
from existing formulas like Murabaha, Musharakah, and Mudarabah offer a wide arena for Islamic financial
engineering to meet the needs of a shifting investment environment.
4. The Reality of Islamic Financial Products

Islamic banking has captured the attention of major global financial consultants, law firms, and research
institutions. This interest stems from the industry’s vitality; by the end of 2023, the number of Islamic banks
worldwide reached 618, with total assets estimated at USD2.37 trillion.

Sukuk remain a primary innovative method for activating both savings and investment. These products have

seen high acceptance in global markets, as evidenced by the rapid growth in issuance volume.

Islamic financial products are experiencing high annual growth rates*, The following table details the

issuance volumes recorded during the period from 2013 to 2020:
Table (02): Development of Global Sukuk Issuance Volume (2013-2020)

Year 2013 2014 2015 2016 2017 2018 2019 2020
Issuance 119.7 118.8 66.1 74.8 99.5 112.4 157.8 174.6
Value (USD
Billions)

Source: Malak Salwa, Boukhari Lahlou, Activating Islamic Sukuk in Algeria under the Islamic Banking System,
Journal of Research in Finance and Accounting, VVol. 06, No. 01, M'Sila University, 2021, p. 172.
Based on the data presented in the preceding table, it is evident that global Islamic Sukuk issuances experienced
significant growth during the period from 2013 to 2020. The volume of Islamic financial Sukuk reached
approximately USD174.6 billion in 2020, rising from an issuance volume of USD119.7 billion in 2013. This
represents a substantial increase of USD54.9 billion over the seven-year period.
Section I11: Utilizing Islamic Financial Engineering to Develop Islamic Financial Products

Experts in Islamic finance unanimously agree on the necessity of adopting an innovative methodology that
enables Islamic institutions to keep pace with the rapid transformations in the global financial arena. The objective
is to engineer products that synthesize Sharia credibility with economic efficiency. To achieve this, Islamic financial
institutions (IF1s) employ a specific set of approaches and strategies within their product development frameworks.
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1. Approaches to Product Development through Islamic Financial Engineering
1.1The Simulation Approach (The Mirroring Strategy)

Under this methodology, the desired outcome or target of the Islamic financial product is pre-determined,
usually aiming to replicate the results achieved by conventional products. Despite the significant jurisprudential
debate regarding the Sharia status of these instruments, this approach relies on the imitation of conventional finance
models. While its primary advantages are speed and ease of development—requiring minimal time and
research®™™—it possesses several critical drawbacks™:

v Sharia Non-compliance: It often fails to strictly adhere to Sharia parameters, casting doubt on the

authenticity of Islamic finance.

v Structural Contagion: Conventional tools are designed to manage crises inherent to the conventional
system. By simulating these tools, IFIs risk exposure to the same systemic failures and financial crises.

v Loss of Identity: Conventional products are part of an integrated ecosystem based on a specific secular
philosophy. Imitating one tool often drags the institution into simulating the entire conventional framework,
causing Islamic financial engineering to lose its distinct personality and advantages.

1.2 The Modification Approach (The Restructuring Strategy)

This strategy relies heavily on restructuring existing Sharia-compliant financial products to derive new ones.
It may involve starting with a single product or merging two or more instruments to create a unified structure. While
this method effectively generates numerous acceptable products, they still require rigorous Sharia re-evaluation;
starting with a "Halal" origin does not automatically guarantee that the final modified product satisfies all Sharia
constraints®,

1.3 The Authenticity and Innovation Approach

This methodology is rooted in identifying the actual needs of clients and designing bespoke products to meet
them, provided they align with Sharia principles. This requires continuous market research and the development of
the necessary technical and artistic expertise to ensure economic efficiency. It demands the establishment of clear
foundations for an Islamic financial industry that is independent of the conventional one. Although this approach is
more capital-intensive initially, it is ultimately more productive and sustainable. Furthermore, it preserves the
institutional integrity of IFIs while allowing them to benefit from conventional products only if they satisfy the
requirements of Sharia credibility .

2. Strategies for Developing Islamic Financial Products
The most critical strategies include the followingi:

v Strategy of Avoiding Jurisprudential Dispute: IFIs should prioritize creating products that achieve a high
degree of consensus among scholars. While legal diversity (lkhtilaf) is a positive feature of Islamic
jurisprudence, it can act as a weakness by preventing the standardization of Islamic financial operations.

v’ Strategy of Excellence in Economic Efficiency: It is no longer sufficient for an Islamic innovation to be
merely "permissible.” It must demonstrate economic efficiency comparable to conventional alternatives.
Given that demand for standardized financial products is highly elastic, IFls must ensure their innovations
are robust enough to withstand market risks and sensitive enough to avoid negative externalities like
inflation, unemployment, or wealth inequality.

v’ Strategy of Alignment with Government Policy: IFIs operate within environments governed by state
regulations aimed at harmonizing individual and collective interests. Institutions must ensure their products
serve the public good, adhering to the legal maxim: "Harm shall neither be inflicted nor reciprocated.”
Failing to consider the societal impact of an individual transaction is considered unsound and harmful
planning.

v Strategy of Excellence in Social Service: The charitable sector is an inseparable component of the Islamic
economy. IFIs must distinguish themselves by integrating social services that meet the spiritual and ethical
needs of the community. This involves leveraging concepts of Zakat, Waqgf (endowments), and Sadagah,
and translating them into modern practical applications, such as the professional management of Zakat
funds or overseeing Wagf assets.

Conclusion

Islamic financial institutions, which are governed by the parameters of Sharia law, have adopted the concept
of financial engineering through an Islamic lens. This approach aims to engineer financial products that remain
distinct from conventional offerings, both in terms of legal (Sharia) integrity and economic efficiency.
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Islamic financial engineering has produced a suite of products tailored to the financing and investment needs
of various stakeholders. These include "authentic" products derived from classical jurisprudence—reflecting the
foundational principles of the Quran and the Prophetic tradition—as well as "synthetic" products that simulate
conventional instruments while undergoing a process of Sharia adaptation to ensure compliance.

Based on this study, several key conclusions have been reached:

v The Islamic financial industry faces a significant hurdle in establishing a clear and unified methodology for
the innovation and development of financial products.

v Islamic financial engineering is distinguished from conventional models by its synthesis of Economic
Efficiency and Sharia Credibility. these two characteristics are interdependent and ensure equitable
outcomes for all participating parties.

v A substantial portion of current Islamic financial products merely simulate conventional instruments born
of a different economic environment. Such practices fail to generate genuine "value-added" and risk
relegating Islamic finance to a mere shadow of the conventional system.

v The industry possesses a diverse array of modern financial instruments capable of satisfying various
financing requirements across different sectors.

v Financial products that strictly adhere to Sharia guidelines serve as the practical translation of Islamic values
into the economic sphere.

v Continuous development remains the decisive factor for growth within the Islamic financial market. It is
the primary means of navigating intense market competition and fulfilling the evolving needs of modern
clients.
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