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THE MAIN ASPECTS OF ISLAMIC FINANCE

Victor Shuklov

Al-Farabi Kazakh National University
Higher school of economics and business
Student of the 2-" course “Finance”
Scientific Head: A.A. Agatayeva

The term Finance deals with the study of investments and money management. It deals with assets and
liabilities under varied degree of risk and uncertainty. The most crucial point in the finance is the time
preference, depicts the change in the currency rate over a period of time. Finance targets on the price assets
considering both the risk value and the rate of return value. Finance sector is classified into three different sub
categories: 1) corporate finance; 2) personal finance; 3) public finance.

Corporate finance deals with the funding sources, capital investment structure of the corporation and to
increase the firm value to shareholder. Personal finance include education loan, finance for housing, cars,
insurance policy like property and health, investing for future. Public finance is the finance related to sovereign
states and sub-national entities -states/provinces and related public entities — school districts and agencics.
Public finances are long term finances and is concerned with budgeting process, public works and recognition
of the required expenditure.

Banking system in general is the acceptation of deposits and lending of finance to the borrower. Through
capital markets lending activities can be performed directly or indirectly. Banking system is regulated in most
countries based on the influence in financial system and nation economy.

Islamic finance refers to the banking activity followed strictly in accordance to Islamic law, also called as
Sharia. The term also implements investment plans under the law. The bank raises fund through the practical
application of the Sharia law and hence the correct term to be used is Sharia compliant finance. The law docs
not encourage the acceptance of fee or interest for the money given as loan irrespective of the payment being
fixed or variable. Investing in business providing services / goods that are against the Islamic principles is
considered as Haram sinful. These laws were implemented historically in wide range to prevent the activitics
in contrast to the law, but only in the late 20th century the Muslim community banks formalized these laws to
private and semi-private lending institutes.

Islamic banking illustrates the importance of risk sharing by providing insight of raising fund and avoiding
interests on the loans. Islamic law is against the view of lending money to the borrower with interest, because
Islamic law does not view as asset but as value as it does not encourage the income from money solely. The
deem riba is completely forbidden as it is sinful and is connected to usury. As per the Sharia Compliant finance
the financial institutions equally share the profit and loss of the firm it underwrites. This is similar to the
concept of gharar -risk or uncertainty. Few instances of the gharar is the schemes in the insurance , where
premium forms are purchased to insure against that might or might not take place or rarely to take hedge policy
to potentially reduce the risk. Under Islamic banking equity financing is allowable but restricted to companics
not involved in illegal activities like alcohol production, weaponry and similar to that.

Major Islamic Equity Mutual Funds in the world. The four Islamic mutual funds assessed for investment
are AMANX, AMAGX, AMDWX and IMANX. Two of the Amana mutual funds AMANX and AMAGX
which have outperformed the Vanguard total stock mark market index fund over a period of year. In addition,
they have also outperformed a style- adjusted basket of mutual funds. Amana novel developing world fund
AMDWYX existed only for 5 months has gained attention by under returning Vanguard total stock mark market
index. The final mutual fund IMANX, Dow Jones Islamic mutual fund, has under turned both the benchmarks,

Dow Jones Islamic Fund is the mutual fund with the ticker IMANX. This is offered by Allied Assct
Advisers -a registered investment and manager of the fund, a subsidiary of the North American Islamic Trust
(NAIT). In this 80% of the fund is invested in domestic and foreign securities and the rest 20% in the securitics
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»sén by the adviser in accordance with the Islamic principles. The funds are the stocks from the Dow Jones
amic Market US Index, tracking American companics meeting the Islamic principle.

The two other mutual funds offering the growth and income are AMANX and AMAGX respectively.
some funds are the funds that give regular income to the investors invested in the securities and increase in
: capital investment is of second importance. In contrast, the growth fund mainly aims in the growth of the
pital investment and does not provide regular income.

A financial service, Azzad Assct management firm is specialized in providing ethical funds. The firm
fers azzad finance and ethical funds scparately. Thus giving options for the client like the college savings,
vestment account and retirement solutions.

It is believed that Islamic financial services contribute to the economic development by continuous
anitoring and updating the evaluation of firms and funds that follow Islamic law. This facilitates low cost
rtfolio by institutional investors and mutual funds investor. Thus resulting construction of Islamic portfolio
+ individuals. The better returning funds are those that shift to productive actions, thereby increasing
onomic growth ans simultaneously following the Islamic law. Thus the Equity funds discussed requires
rther investigation to contribute to the economic development following the Islamic law.

The Old Mutual Albaraka Equity Fundoffers the investors to access the unit trust fund that is in accordance
ith the Islamic spiritual and ethical belicfs. These offered in partnership with Al bakar bank and channcl
lam international. The main aim of the fund is to provide steady and long term growth of the capital
vestment as well as moderate income based on the portfolio that show diversification across asset classcs
id regional exposure. The fund exclusively ,adheres to the standards of the Accounting and Auditing
rganisation for Islamic Financial Institutions (AAOIFI) as interpreted by the Shariah Supervisory Board. This
ind is mainly for the investors who expect moderate to high growth from Shariah compliant investment with
w volatility to short term than the equity. Suitable for standalone investment in casc of rctirement. The risk
ctor is rated to 3 out of 5.Non permissible income is paid to the charitable trust selected by Shariah
upervisory Board correlate with the principles of Shariah. The recommended investment term is 1 year, 3
sar and 5 years. The fund in Shariah compliant investment permits investor to access local and international
inds including equity and non equity securities and liquid assets. It also offers to invest in the portfolio of
nit trust locally a well as in the countries with permissible regulatory environment. This may invest up to 25%
f the offshore portfolio.The fund obliges with retirement fund legislation.

In Equity fund the investment is done on shares between the joint stock companies. The profit is obtained
-om the capital gain by buying the shares and selling them at a higher price. The profit is also evident from
1e dividends distributed by associated enterprises. The modern day Shariah experts agreed to the concept that
Il the transactions to be made in accordance to Shariah compliance which states that company should not
orrow money on interest or can invest its profit in interest holding account. Such shares can be sold and

. urchased without any interference from the Shariah side. In contrast the companies with such quality are rare.

The contribution made to Commodity Fund is mainly to purchase various commodity only for the purpose
5 resale. The profit generated by the selling of the commodity is the returns of the fund which is again
listributed among the contributors. The commodity fund is made acceptable by the Shariah by complying the
egulations and transactions. For illustration:

1. The commodity must be possessed by the seller before selling it opposed to the process of selling the
.ommodity before owning is not permissible by Shariah.

2.Salam and Istina are exceptional for forward sales.

3. The products must be halal that is it must not be related to alcohol, meat or any products prohibited by
slamic law. '

4. The seller possess the risk of the commodity sold to the purchaser.

5. The rate of the commodity must be fixed and known to the parties. Any uncertainty in the value renders
he sale invalid.

Mudarabah Fund — type of fund the investment in business activity is based on the profit and loss sharing.
Viurabaha Fund in recent days is most commonly used method of financial transactions. In this type the
:ommodity is purchased only to be sold to the clients on the basis of delayed payment at a fixed margin profit
1dded to the cost. If a fund is said to be Murabaha Fund it should be close end fund and cannot be negated in
‘he secondary market. .

ljarah Fund and Mixed Fund. Companies adopt ljarah Fund to lease their assets in accordance to the
Shariah principles. The ownership is retained by the leaser and the income is made from the rents. Thus the
rent is the income for the fund and is dispersed between the investors. In Mixed Fund method, the contribution
amount will be invested in different investments like equity, commodity, leasing etc. and hence named as
Mixed Islamic Fund. In this case il the solid asset are more than 50% and the liquid and debts being less than
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50%, the fund is negotiable. However, il the liquid and debts surpass 50% the units cannot be transacted in
accordance to the Islamic scholars. Thus the [und to be close end fund.

Funds Investment Diversity. The Islumic Financial Services Act 2013, lays the legal foundation for the
Islamic financial framework in Malaysia. ‘The key factor in the framework is to develop Shariah and as well
the standards for Shariah contracts. These standards provide the outline of Shariah principle, guidance for
practice and governance for cach contract. The standards promote accuracy and transparency of the Shariah
compliance by financial institutions. In addition these standards will offer a wide range of Islamic products to
meet the customer preferences and needs. In the last (ew decades it is noted that the Islamic banks are providing
money to the corporations and individuals to purchase working capital and assets. Recently interest in moved
to other forms of Shariah contracts such as exchanged based contract ljarah and risk sharing Musharakah.
These kinds of contract separate Shariah contracts from the conventional contracts and support funding choices
offered by Islamic banks. The diversity in the contracts brings in the opportunities for the growth of Islamic
banks.

Different  expectations on  opcrations of Islamic banks the Shariah  contracts
The evolution of broad range of the mix of products with basis on primary and financing models will alter the
instruments/models used in the Islamic banks. Thus it is the responsibility of the Islamic banks to maintain
infrastructure that fits in the change. All put together makes Islamic banks more accessible to meet the
customers need. This is inturn becomes competitive and expands the growth in Islamic finance.

In conclusionlslamic finance is decades old practice and is gaining acknowledged globally in recent years.
With its ethical nature it is equally gaining attention from non-Muslim community. As the Muslim world is
wealthier Islamic finance market can see a great evolution by addressing the challenges by uniting the
dissimilar worlds of spirituality and modern theory.

In addition to wide range of trade-financing, equity and lending activities, Islamic banks propose a full
scale of fee-paid trade services without interest payments, together with checking accounts, fund transfers,
spot foreign exchange transactions letters of credit, safe-deposit boxes, travelers checks, securities safekeeping
investment management and other services of modern banking. Islamic banking is drawing finance from both
Muslim and non-Muslim community because of it theology concept Islamic banks developing investment and

financial instruments are seeing profits along with being ethically motivated. Islamic banks with revolutionized
methodologies enhancing the global financial services have also led to financial crisis due the uncertainty and
risk associated with these types of transactions. Addressing the issue of the financial crisis globally, a scheme
was formed based on the entrepreneur capitalism where banks finance increase in the real economy in contrast
to the capitalism based on the speculation where banks finance economic development is from speculative
transactions that do not contribute to the real economy.

The best investment methods for Islamic investment are equity and fixed income funds.
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THE SHORT REVIEW OF INDEXES IN THE STOCK MARKET

Victor Shuklov

Al-Farabi Kazakh National University

Student of the 2-" course “Finance”

Scientific Head: A.A. Agatayeva

Senior Lecturer Higher School of Business and Economics

Stock market price indexes are the most quoted economic statistics in the world. These indexes measure
the movement in the prices of shares and other financial assets, and are calculated and published by the private
sector. The objective of this paper is to report on their estimation methods and their use and interpretation as a
basis for investment decisions and portfolio management and as proxies to measure the risk of different classes
of assets. The Dow Jones Industrial Average and the S&P 500 are covered in some detail; time series
comparison of four international stock market indexes is made; and the use of stock market indexes in portfolio
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analysis is discussed. All indexcs are calculated and published daily, or several times a day during business
hours, by the stock exchanges, investment firms, other financial institutions, and newspapers. The indexes
provide sensitive short-run indicators of the changing economic and political conditions affecting the market
as reflected in changes in the prices of industrial, technology, transport, and utility stocks, among many others.

Stock price indexes are not designed as “portfolio indexes”, which are indicators of the performance of
real portfolios, or the actual holdings of sccuritics by an individual or institution such as a pension fund.
However, they are widely used as a basis for investment decisions and portfolio management and as proxies
to measure the performance of investment portfolios and the risk of different classes of assets. They are also
widely used by investment fund managers and academics to calculate long-run rates of return, to test finance
models such as the capital asset pricing model, and in the studies of business fluctuations.

Since the early 1970s, and especially more recently and currently, stock market price indexes have also
been used as benchmarks for a new type of stock, called cxchange-traded funds (ETFs) such as the S&P/TSX
60 Index Fund* in Canada and several traded in the United States® and in other countries. ETFs, which trade
like ordinary stocks, are index-based collective funds similar to mutual funds, designed to replicate or track
movements in particular stock market indexes such as the S&P 500° or Nasdaq 100”.

The best known examples of the indexes are the Dow Jones Industrial Average®, the Standard and Poor’s
(S&P 500) Composite®, Nasdaq Composite Index'® and the London Financial Times and Stock Exchange index
FTSE 100", The last three of these are value-weighted averages, while the DJIA is a specialized version of
the simple arithmetic mean of the prices of 30 stocks. A common criticism of all these major stock market
price indexes is that they do not include investment returns from dividends paid to stock holders. Among other
internationally well-known stock market price indexes are the NYSE'? composite, the Toronto Stock
Exchange'® S&P/TSX 60, the Tokyo Stock Exchange'® Nikkei, the Paris Bourse'* CAC 40, and the Frankfurt
Stock Exchange'® DAX.

The estimation of stock market price indexes involves three major problems: 1) sampling issues or the
selection of stocks to be included in an index; 2) weighting issues or the determination of the relative
importance of the stocks included in the index; 3) methods of aggregation or averaging the changes in the
prices of the stocks covered by the index.

Fisher (Fisher, 1922, p. 332) observed in the context of general price index numbers that sampling is
“intimately related” to weighting, a form of which is the number of items included in the index to represent
particular commodity groups. However, Fisher (Fisher, 1927, p. 421) considered sampling as more important
in the construction of stock market indexes than the choice of formula. The selection of stocks for inclusion in
the index and the weights used to determine their relative importance are major issues of continuing debate
and controversy in the stock market index literature; see, for example, Shoven and Sialm (2000), Huang (2005),
Siracusano (2009), and Siegel (2009).

Selection of Index Components. Stock price indexes are based on a purposive sample of leading stocks
which are publicly traded in the market, or of all stocks listed on a particular stock exchange. The Dow Jones
Industrial Average (DJIA) and the S&P 500 index are based on samples of stocks. The Nasdaq Composite
Index includes all common stocks listed on the Nasdaq Stock Market. To be eligible for inclusion in the Nasdaq
Composite Index, the stock must be exclusively listed on the Nasdaq stock exchange. The NYSE Composite
Index consists of more than 1,900 companies including more than 1,500 U.S. and over 330 non-U.S.
companies. '

The DJIA includes 30 stocks of established American companies considered to be leaders in their
respective industries. Selection of companies and changes in the index components are made at the discretion
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of the managing editor of Wall Sticet Jonrnal DJIA 30 components account for about 25% of the total markel
value of all U.S. stocks'".

S&P 500 companics are selected by a Standard and Poor’s index committee. The companics included in
the index usually have a minimum market value ol | IS$ 3 billion and must each have at least 50% of its shares
available for public trading. Together they account for approximately 75% of U.S. equities.

. The FTSE 100 consists of the lareest 100 UK companics based on their market value. All companies listed
on the London Stock Exchange are cligible for inclusion. Changes in the index components are decided by o
FTSE special committee which meets quarterly. ;

Weighting. The construction of a stock market price index involves combining and averaging the stock
prices of companies that differ in their market share and value. It is therefore necessary to introduce weights
to determine the relative importance of the stocks to be included.

Three common weighting specifications are used. The first is a price-weighted index where the weight ol
each included stock is proportional to the price of the stock. DJIA and Nikkei '8 are examples of price-weightcd
indexes. When DJIA was first published in 1890, it represented the arithmetic mean of the prices of 12 stocks
included in the index, and had an initial value of 40.74. However, because of adjustments made to the
denominator, called the divisor, as will be explained later, DJIA became a specialized version of what was
originally an arithmetic mean proper.

The second weighting specification is Lo assign weights to the index components in accordance with the
market value of each company included in the index. Stock market price indexes based on this weighting
scheme are known as market-capitalization or market-value weighted indexes. S&P 500, Nasdaq, NYSI:
Composite, and FTSE 100 are examples of market-value weighted indexes.

The third weighting scheme assigns equal weights to the relative price changes between two periods.
Equally-weighted indexes are also called unweighted. The Value Line corporation' publishes equally
weighted stock market price indexes.

Aggregation Methods. A stock market price index is typically a chain index of daily links, each compariny
the change in prices in period t relative to period t-1. The two-period indexes are then linked together by
successive multiplication as in a cumulative product of the two-period indexes to obtain multi-period runs ol
index numbers which are called chain index numbers.

When the index measures the change in prices in the current period relative to the base period, the basc is
usually set equal to 100 (as in the FTSE index), but sometimes 50 (NYSE Composite index), or 10 (S&P 500)
However, the change in the level of a stock market price index is usually reported as a number of points and
as a percentage change in the index value from one day to another or over a relatively short period rather thin
in relation to a remote base date of an index which could be several years ago.

Emerging Markets Indexes. In 1988, MSCI launched the Emerging Markets Index, which consisted of just
10 countries representing less than 1% of world market capitalization. Today the MSCI Emerging Markcts
Index consists of 24 countries representing 10% of world market capitalization. The Index is available for
number of regions, market segments/sizes and covers approximately 85% of the free float-adjusted market
capitalization in each of the 24 countries.

The MSCI Emerging Markets Index is designed to represent the performance of large- and mid-cap
securities in 24 Emerging Markets. As of December 2018, it had more than 1100 constituents and coverud
approximately 85% of the free float-adjusted market capitalization in cach country.

MSCI's index advantages:

1) Global coverage: With more than 190,000 indexes to choose from, MSCI offers extensive representation
of the global cquity opportunity sct.

2) Performance measurement and attribution: Industry- leading indexes for global mandates — with
regional, country, sector and other subscets —are available for more-targeted investment mandates.

3) Research: For more than 40 ycars, MSCEs rescarch-based indexes and analytics have helped the world™.
leading institutional investors build and manage better portfolios.

4) Product development: MSCT has created innovative indexes that can be utilized by the passive
investment industry.

5) Consistent framework: Al ol MSCTs Global Investable Market Indexes offer a building-block approac
with a rules-based. consistent methodology designed 1o allow institutional investors to identify unintendud
bets, risks, gaps or overlaps.
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6) Replicability: Minimum free-loat requirements for eligibility and free float-adjusted capitalization
weighting to reflect the size of cach investment opportunity and facilitate replicability of the indexes.

Thus, the short review of indexes in the stock market showed several methods which are used long ago
and will be improved over time. Ilowever the most favorable index was the index which can have several
advantages to be the most used in the market. And also indexcs can differ on country application, by a method
of generation and calculations. As different authors note calculations have problems, but they push to the
prospects of development of indexes in the luture.
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METOJbI OUEHKHU CTOUMOCTH KOMIIAHUH
B YCJIOBHUAX I'VTOBAJIM3ALUH

: Yubemosallaypa
AlmatyManagementUniversity, sMazucmpanm
Hayunwiii pykoeodumens: Yueasoea A.3.,
Kk.2.11., doyenm Almaty Management University

Annorauus. OCIKa CTOUMOCTH KOMIIAHUY ABASCTCA KOMILICKCHLIM NPOICCCOM, ANS KAYCCTBCHHOIO BBLINOJHCHUS KOTOPOIo
Tpebycres yuer muoxkecrsa (akropos. B yciosusx rnobanmsanumu B oco0yio akryalblocTh 1puobperacT oGbCKTHBHBIN alluing 1
ONCHKA CTOMMOCTH NPCANPHSTHIA, M, COOTBCTCTBCHHO, BLIGOP CTOMMOCTHOH KOHUCHUMW YNPaBACHHS, CNOCOOCTBYOWCH
PAIHONAALHOMY HPOILECCY JI00LIYK PECYPCOR, MIITCHCHBHOMY Pa3BHUTHIO OTPACIH M JKOHOMUYCCKOTO NOTCHIIHANA CTPAHbL.

B nepvoa IKOHOMHYECKOH HECTabHILHOCTM HanbonblIeMy BO3ACHCTBHIO MOABEPraeTCs (PUHAHCOBLIM
cektop. Usmenenns Ha (GMHAHCOBBIX pPbIHKAX W B JKOHOMMKE B LEIOM OTPaXKAIOTCA Ha pe3yjbTaTax
NesTeALHOCTH KOMMaHUiA, B YaCTHOCTH, Ha WX CTOMMOCTH. [TokaszaTenb CTOMMOCTH GH3HECa ABASETCS BaXHbIM
()aKTOpPOM A1 MHBECTOPOB MPH PELIEHUH BOTIPOCA O BAOXKCHHH CPCACTB B KOHKPCTHYIO opranusaunio. B
Y4ACTHOCTH, HEOBXOAUMO OTMETHTDL, YTO BO BPEMS OLICHKH CTOMMOCTH NpPeaNpUATHI HA COBPCMEHHOM dTane
GONbUIMHCTBO M3 Pa3paboTaHHbIX TOJAXONOB HE WCMONBL3YIOTCA, MAM WCNONBL3YIOTCS O4EHb PEIKO, B
pesyabTate uero (OPMUPYETCS HCNOJHAS W HE COOTBETCTBYIONMIAS K PLIHOYHBIM YCNOBHSM CTOUMOCTS
Kanurana.

3HAYUTCABIIOE BHUMAHHE HA OCHOBHBIX YCJOBHSX ONpEAeNeHHs CTOMMOCTH KOMMAaHWU B CBOCM TPYIIC
cocpeaotounsator K.Mepeep, T.Xapmc, ucnonbsys MoAedb AWCKOHTHPOBAHHOrO JEHEKHOTO MOTOKA M
moncns [opaona [I, ¢.156). OchoBHas uenb Takoro riayOOKOro MCCAENOBaHMA — Nyuilce MOHMMAHKC
OCHOBHBIX MHCTPYMEHTOB MNPOLECCA OLCHWUBAHHA H MpPOBEACHMA (MHAHCOBO-AHANMTHUCCKHUX PACUCTOB,
ABTOpbI JI0Ka3biBAIOT, YTO JAAHHLIC MOJENH MOTYT ObiTh HCMONBL30BAaHBI AR ObCcncueHus npouecca
MHTCTPUPOBAHIOrO OUCHKUBAHINSA Ou3lieca.

Hanpumep, T. Koynaena, T. Koanep, Jlx. Myppun (aBTopbl kiinry «CTOMMOCTh KOMIIAHHIA: OLCHKA H
yNpaBiCHUC») PaccMaTPUBACT HE TONLKO OCHOBHBIC NOAXOIAbl K OUEHKE OW3Heca, HO H yuuThIBacT
IPEUMYILIICCTBA M HEJIOCTATKH KAXK/1010, BO3MOMHOCTH Y OrPaHUUYEHHUS, a Takxke cnocobbl KOMOWHUpOBaHHg
ITUX MCTO/IOB C LCALIO NONYUCHUS ONITUMATILHOrO pedynbTaTa [2].

KoMruickcHLIM KpHTCPHEM YCTORUHBOIO Pa3BUTHA NPCANPHATHS SABIAETCS €r0 CTOMMOCTh, NOCKOJIbKY
OHa OTPAKACT COBOKYIIYIO XAPAKTCPUCTHKY (pMHAHCOBLIX NoKasaTeaci ACATENLHOCTH NPCANPHATHA W
00ecrnecynBaCT MHTCPCCH PALIMUILIX YHACTHHKOB PLIHOYHLIX OTHOwWweHMH. CocpenoToyeHue Ha MOWCKe
BOBMOKHOCTCH  Y(PDHekTHBnoro  (pyukuHoNHpoBatis  NPeanpUATHS  nNpeaonpeaeaser HeoOXoaUMocCTL
M3MCHCHWS NAPAJIMIMBL 1IPOLLECCA OUCHKN CTOMMOCTH NPEANPHATHA — OT OUCHOYHO-CTATHCTHUCCKOTO /10
MOMCKOBO-NIPOTIIOCTHUCCKOIO,  nanpasiaciioro  Ha  (OPMUHPOBalME  KAUCCTBEHHOH  CHUCTEMBI
uudopmaumnonoro obecrieuciing UPHUSTHY  yIIpaBACHYCCKUX peulchnii B cdepe Bbibopa anbrepHaTus
(HUHAHCOBLIX NPOTHOIOR PATBATH HPCUIPHSTHS,
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