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Portfolio Management in Islamic Finance

Asset Allocation — The strategic distribution of investment capital among asset classes such as equities,
fixed-income, real estate, and commodities to achieve a target risk-return profile. Related: portfolio
diversification, strategic asset mix. In Islamic portfolio management, asset allocation must respect Shariah
constraints, excluding interest-bearing instruments and non-halal sectors. Practically, a fund may allocate
60 % to Shariah-compliant equities, 30 % to sukuk, and 10% to Islamic real-estate investment trusts (REITs).
Challenges include limited availability of halal fixed-income alternatives and the need to balance
diversification with compliance screening.

Benchmarking — The process of comparing a portfolio’s performance against a relevant market index or
custom-designed benchmark to assess relative returns and risk. Related: performance measurement,
tracking error. Islamic benchmarks, such as the Dow Jones Islamic Market Index, exclude non-compliant
securities, providing a fair yardstick for Shariah-compliant portfolios. Practitioners use benchmarking to
identify under-performance and adjust holdings. A key challenge is the scarcity of comprehensive Islamic
benchmarks that cover all asset classes, leading to potential mismatches in risk profiling.

Capital Adequacy — The requirement that an Islamic financial institution maintains sufficient capital reserves
to absorb losses and protect stakeholders. Related: Basel lll, solvency ratio. For portfolio managers, capital
adequacy influences the amount of risk capital that can be deployed in growth-oriented Shariah-compliant
assets. In practice, firms calculate a capital adequacy ratio (CAR) based on risk-weighted assets, adjusting for
the risk-weighting of sukuk versus equity. Challenges arise from differing regulatory interpretations of risk
weighting for Islamic contracts, potentially affecting portfolio leverage decisions.

Cash Management — The set of policies and procedures for handling cash inflows, outflows, and liquidity in
a manner consistent with Islamic principles. Related: liquidity management, short-term investments. Islamic
cash-management solutions often employ commodity-based murabaha structures or short-term sukuk to
avoid riba (interest). For example, a portfolio manager may place excess cash in a 30-day murabaha window,
earning a profit margin instead of conventional interest. The primary challenge is ensuring that
cash-equivalent instruments remain truly Shariah-compliant while providing adequate liquidity.

Compliance Monitoring — Ongoing oversight to ensure that all portfolio holdings adhere to Shariah
guidelines and internal policy rules. Related: Shariah audit, screening process. This involves periodic
screening against prohibited activities (e.g., alcohol, gambling) and financial ratios (e.g., debt-to-asset
thresholds). A practical application is the use of automated screening software that flags non-compliant
securities for removal. Challenges include keeping screening criteria up-to-date with evolving fatwas and
handling borderline cases where sector exposure is ambiguous.

Corporate Governance — The framework of rules, practices, and processes by which a company is directed
and controlled, with particular emphasis on transparency and accountability in Islamic finance. Related:

Read online: https://certificates.Isba.org.uk/glossaries/3385536/ London School of Business and Administration - 20 Jun 2026
portfolio-management-in-islamic-finance



LSBA GLOSSARY

LONDON SCHOOL OF BUSINESS
AND ADMINISTRATION

Shariah board oversight, stakeholder rights. Portfolio managers evaluate governance quality as part of the
investment due-diligence process, favoring firms that implement ethical practices and avoid excessive
leverage. For instance, a manager may exclude a company with opaque dividend distribution mechanisms
that could conceal prohibited income. The challenge lies in the limited availability of standardized
governance metrics for Islamic entities.

Credit Risk — The risk that a counter-party will fail to meet its contractual obligations, leading to financial
loss. Related: default probability, counterparty assessment. In Islamic finance, credit risk is managed through
profit-and-loss sharing (PLS) contracts such as mudarabah, where the financier shares in both gains and
losses, reducing pure credit exposure. A portfolio manager might allocate a portion of assets to sukuk
issued by sovereigns with strong credit ratings, while employing credit analysis for corporate sukuk issuers.
Challenges include the relatively nascent secondary markets for sukuk, making pricing and risk assessment
more complex.

Currency Risk — The exposure to fluctuations in exchange rates that affect the value of foreign-denominated
investments. Related: hedging, FX exposure. Islamic portfolio managers may employ permissible hedging
instruments, such as foreign-exchange forward contracts structured on a wakala (agency) basis, to mitigate
currency risk without violating riba prohibitions. For example, a fund holding Malaysian sukuk denominated
in ringgit might hedge against USD-ringgit movements using a Shariah-compliant forward. Challenges
involve the limited availability of certified halal hedging tools and the need for rigorous Shariah approval.

Dividends — Distributions of a corporation’s earnings to shareholders, which must be derived from
permissible (halal) sources. Related: profit distribution, cash flow. In Islamic equity investing, dividends are
acceptable provided they are not linked to interest or prohibited activities. A portfolio manager assesses
dividend sustainability and the proportion of earnings attributable to halal operations. Practical application
includes preferring companies with stable, transparent dividend policies. A challenge arises when a firm'’s
dividend includes a portion of earnings from non-compliant activities, requiring careful allocation or
exclusion.

Ethical Screening — The process of filtering securities based on moral or religious criteria, extending beyond
purely financial metrics. Related: negative screening, positive screening. In Islamic finance, ethical screening
involves both sector-based exclusion (e.g., tobacco) and ratio-based tests (e.g., debt ratio). Portfolio
managers may use a two-stage filter: first, exclude prohibited sectors; second, apply financial ratio
thresholds to ensure minimal involvement in haram activities. The main challenge is achieving a balance
between stringent screening and sufficient diversification, especially in niche markets.

Fatwa — A scholarly legal opinion issued by a qualified Islamic jurist (mufti) on a specific financial issue.
Related: Shariah ruling, jurisprudence. Fatwas guide portfolio managers on the permissibility of novel
instruments such as Islamic ETFs or synthetic sukuk structures. For example, a fatwa may approve the use of
a benchmark-linked wakala agreement for performance fees. Challenges include divergent fatwas across
jurisdictions, which can create inconsistencies in product design and limit cross-border investment
opportunities.

Financial Ratio Screening — The quantitative assessment of a company’s financial statements to ensure
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compliance with Shariah-prescribed thresholds (e.g., debt-to-asset ratio <33 %). Related: quantitative
screening, compliance filter. Portfolio managers apply these ratios to each potential equity holding, often
using automated tools to flag violations. A practical scenario is screening a pharmaceutical firm that
exceeds the debt ratio, prompting either exclusion or a request for clarification on the nature of its debt.
Challenges emerge when companies restructure to temporarily meet criteria, potentially masking
underlying non-compliance.

Fixed-Income Instruments — Debt-like securities that provide regular income, which in Islamic finance are
replaced by profit-sharing or lease-based structures. Related: sukuk, ijarah. Sukuk, the Islamic equivalent of
bonds, are asset-backed certificates that convey ownership of underlying assets and generate returns
through rental income or profit distribution. Portfolio managers construct fixed-income allocations using
sovereign and corporate sukuk with varying maturities. The primary challenge is the limited depth of the
sukuk market, leading to liquidity constraints and wider bid-ask spreads.

Fundamental Analysis — The evaluation of a company's intrinsic value based on its financial health,
competitive position, and growth prospects. Related: valuation, earnings quality. In Islamic portfolio
management, fundamental analysis is combined with Shariah screening to select equities that are both
financially robust and compliant. For example, a manager may use discounted cash flow (DCF) models to
value a halal-certified retailer, adjusting cash flows for any non-halal revenue streams. Challenges include
data scarcity for certain emerging-market firms and the additional layer of compliance verification.

Halal Investment — An investment that complies with Islamic law, avoiding riba (interest), gharar (excessive
uncertainty), and haram (prohibited) activities. Related: Shariah-compliant, ethical finance. Halal investments
encompass equities, sukuk, real estate, and commodities that meet strict screening criteria. A practical
application is the creation of a diversified halal mutual fund that invests in a mix of Shariah-compliant
equities and sukuk. The key challenge is maintaining a balance between strict compliance and achieving
competitive risk-adjusted returns, especially when the pool of eligible securities is limited.

Islamic Index — A market index composed exclusively of Shariah-compliant securities, used as a benchmark
for performance measurement. Related: benchmark, Shariah screening. Examples include the MSCI Islamic
Index and the Dow Jones Islamic Market Index. Portfolio managers track these indices to gauge relative
performance and to construct index-linked investment products such as Islamic ETFs. Challenges involve the
frequent rebalancing of the index due to compliance changes and the potential for sector concentration,
which can affect diversification.

Islamic ETFs — Exchange-traded funds that hold a basket of Shariah-compliant assets, offering investors
liquidity and diversification. Related: tracking error, index replication. These ETFs replicate an Islamic index,
providing exposure to a broad market segment while adhering to halal standards. For instance, an investor
may purchase an Islamic equity ETF that tracks the FTSE Shariah Global Equity Index. Practical challenges
include the limited number of Islamic ETFs compared with conventional counterparts, and the need for
ongoing Shariah oversight to ensure the fund’s holdings remain compliant.

Islamic Financial Instruments — Contracts and securities designed to comply with Shariah law, including
mudarabah, musharakah, ijarah, and sukuk. Related: profit-and-loss sharing, asset-backed securities.
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Portfolio managers select instruments that align with client risk tolerance and ethical preferences. For
example, a moderate-risk portfolio may allocate a portion to musharakah joint-venture projects in real
estate. Challenges arise from the complexity of structuring these instruments, the requirement for rigorous
legal documentation, and the need for specialized expertise to evaluate performance.

Islamic Portfolio Management — The systematic process of constructing, monitoring, and adjusting a
collection of Shariah-compliant assets to achieve specific investment objectives. Related: asset allocation,
risk management. It integrates conventional finance techniques with Islamic ethical standards, ensuring that
each holding passes both quantitative and qualitative compliance checks. Practical steps include setting
target asset class weights, selecting securities through dual screening, and performing periodic rebalancing.
Challenges include limited data on halal securities, regulatory fragmentation, and balancing ethical
constraints with return expectations.

Liquidity Risk — The danger that an investor cannot quickly convert assets into cash without significant loss
of value. Related: market depth, cash flow. Islamic portfolios may face heightened liquidity risk due to the
smaller market for sukuk and halal equities. Managers mitigate this risk by maintaining a cash buffer in
Shariah-compliant short-term instruments, such as murabaha windows, and by diversifying across asset
classes with varying liquidity profiles. A notable challenge is the occasional mismatch between the liquidity
of cash equivalents and the redemption needs of investors.

Magqasid al-Shariah — The higher objectives of Islamic law, encompassing the preservation of faith, life,
intellect, progeny, and wealth. Related: ethical finance, purpose-driven investing. Portfolio managers align
investment strategies with these objectives, ensuring that capital preservation and ethical considerations are
balanced. For example, an investment in a clean-energy project supports the preservation of life and the
environment, aligning with magasid. The challenge lies in translating these broad principles into concrete
screening criteria and measurable performance indicators.

Market Risk — The exposure to fluctuations in overall market prices that affect the value of portfolio
holdings. Related: systematic risk, beta. In Islamic portfolios, market risk is managed through diversification
across compliant sectors and through the use of hedging techniques permissible under Shariah, such as
wakala-based futures. A manager might reduce market risk by allocating a portion of assets to low-beta
sukuk. Challenges include limited access to Shariah-compliant derivatives, which can constrain sophisticated
risk-mitigation strategies.

Mudarabah — A profit-and-loss sharing partnership where one party provides capital (rab al-mal) and the
other provides expertise (mudarib). Related: PLS contracts, venture financing. Returns are allocated
according to a pre-agreed profit-sharing ratio, while losses are borne by the capital provider unless caused
by negligence. Portfolio managers may invest in mudarabah funds that target high-growth sectors such as
technology, offering upside potential. Challenges include assessing the managerial competence of the
mudarib and the difficulty of valuing illiquid investments.

Musharakah — A joint-venture partnership where all parties contribute capital and share profits and losses
proportionally. Related: equity partnership, joint-ownership. In portfolio construction, musharakah can be
used to finance infrastructure projects, with investors receiving periodic profit distributions. For instance, an
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Islamic bank may issue musharakah certificates to fund a renewable-energy plant. Practical challenges
include the need for transparent governance structures and the complexity of exit strategies, as premature
liquidation may trigger non-compliant outcomes.

Negative Screening — The exclusion of companies or sectors that contravene Islamic principles, such as
gambling, pork products, or interest-based banking. Related: exclusionary filter, ethical filter. Portfolio
managers apply negative screening as the first step in the compliance process, often using a list of
prohibited activities provided by a Shariah board. An example is the removal of a pharmaceutical firm that
derives more than 5% of revenue from non-halal products. The challenge is that excessive negative
screening can lead to concentration risk and reduced diversification.

Passive Management — An investment approach that seeks to replicate the performance of a chosen
benchmark with minimal trading activity. Related: index tracking, low turnover. In Islamic finance, passive
strategies involve constructing portfolios that mirror Islamic indices, thereby ensuring compliance while
reducing management costs. For example, a fund may track the FTSE Global Islamic Index, buying and
holding the constituent securities. Challenges include the need for regular rebalancing due to periodic index
updates and the limited availability of high-quality Islamic benchmarks.

Performance Attribution — The analytical process of decomposing portfolio returns into component effects
such as asset allocation, security selection, and currency impact. Related: return decomposition, factor
analysis. For Islamic portfolios, attribution also includes the effect of Shariah screening on performance. A
manager may report that 70 % of excess return came from security selection within compliant equities, while
30% resulted from asset-allocation decisions. Challenges involve isolating the influence of compliance
constraints from pure market factors, especially when the pool of eligible securities is small.

Positive Screening — The proactive inclusion of companies that actively promote Islamic values, such as
those offering halal products or engaging in socially responsible activities. Related: thematic investing,
impact investing. Portfolio managers may overweight firms that score high on halal certification or
sustainability metrics, aligning with investor preferences for ethical impact. An example is increasing
exposure to a fintech company that provides Shariah-compliant payment solutions. The difficulty lies in
defining objective criteria for “positive” attributes and avoiding over-concentration in niche sectors.

Portfolio Diversification — The strategy of spreading investments across a range of assets to reduce
unsystematic risk. Related: risk reduction, correlation. In Islamic finance, diversification must be achieved
while respecting compliance filters, which often limit the set of permissible securities. Managers may
diversify across regions, asset classes (equities, sukuk, real estate), and sectors that meet halal standards. For
instance, a diversified portfolio could hold Malaysian halal equities, UAE sukuk, and a Saudi REIT. The
primary challenge is the reduced universe of compliant assets, which can increase correlation among
holdings.

Portfolio Rebalancing — The periodic adjustment of asset weights back to target allocations to maintain the
intended risk profile. Related: drift correction, tactical shift. Islamic portfolio managers rebalance by buying
or selling compliant securities to realign with strategic asset allocation, while ensuring that any new
purchases pass Shariah screening. A practical example is selling overweight halal equities that have
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appreciated and purchasing underweight sukuk to restore a 60/40 equity-to-sukuk ratio. Challenges include
transaction costs, potential liquidity constraints, and the need for timely compliance verification.

Profit-Sharing Ratio — The pre-determined proportion of earnings allocated to each party in a PLS contract
such as mudarabah or musharakah. Related: return split, contractual terms. The ratio is negotiated before
the investment and reflects the risk-bearing capacity of each participant. For example, a mudarabah
agreement may stipulate a 70 % profit share for the capital provider and 30 % for the manager. The
challenge is setting a ratio that is attractive to investors while providing sufficient incentive for the manager
to achieve superior performance.

Quantitative Screening — The use of numerical thresholds and statistical models to assess Shariah
compliance, typically involving financial ratios and sector exclusions. Related: algorithmic filter, data-driven
compliance. Portfolio managers implement quantitative screening through software that automatically
calculates debt-to-asset, cash-to-asset, and revenue-source ratios for each security. An example is a
screening rule that excludes any firm with a debt ratio above 33 %. Challenges include data quality issues,
especially for emerging-market firms, and the need for continuous updates as financial statements are
released.

Real Estate Investment Trust (REIT) — A company that owns, operates, or finances income-producing real
estate, structured to be Shariah-compliant by avoiding interest-based financing and prohibited activities.
Related: property fund, income generation. Islamic REITs generate returns through rental income, which is
distributed to investors as halal dividends. A portfolio manager may allocate a portion of assets to a Dubai
Islamic REIT that holds commercial properties. The main challenge is ensuring that the REIT’s financing
structure, such as lease-based (ijarah) arrangements, remains compliant throughout its life cycle.

Risk Adjusted Return — A measure of investment performance that accounts for the amount of risk taken,
commonly expressed as Sharpe ratio or Sortino ratio. Related: performance metric, risk-return trade-off. In
Islamic portfolio management, risk-adjusted returns are evaluated after compliance filtering, recognizing
that the constrained investment universe may affect risk profiles. For example, a fund may achieve a Sharpe
ratio of 0.8 after adjusting for the higher volatility of a limited halal equity pool. Challenges include the lack
of benchmark data for comparable non-Islamic portfolios, making relative assessment more complex.

Riba (Interest) — The prohibited gain derived from lending money at a predetermined rate, considered

unjust enrichment in Islamic law. Related: usury, prohibited income. Portfolio managers must avoid any
investment that generates riba, such as conventional bonds or interest-bearing deposits. Instead, they

employ profit-sharing or lease-based instruments. A practical illustration is replacing a corporate bond
position with a sukuk that provides lease income. The challenge is ensuring that all cash flows are truly
profit-based and not merely cosmetic interest substitutes.

Sukuk — Islamic fixed-income securities that represent an ownership interest in an underlying asset,
generating returns through lease (ijarah), partnership (musharakah), or profit-sharing arrangements.
Related: Islamic bond, asset-backed security. Sukuk provide investors with periodic profit distributions while
complying with Shariah prohibitions on riba. Portfolio managers use sukuk to achieve income objectives,
diversify risk, and provide liquidity. For instance, a medium-term portfolio may hold a mix of sovereign
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sukuk with maturities ranging from 2 to 7 years. Challenges include varying legal frameworks across
jurisdictions, which affect issuance structures and secondary-market liquidity.

Shariah Audit — An independent review of a financial institution’s operations and products to verify
compliance with Islamic principles. Related: compliance verification, audit trail. The audit is typically
conducted by a qualified Shariah advisory firm and includes assessment of contracts, profit calculations, and
governance processes. Portfolio managers rely on audit reports to assure investors that holdings remain
compliant. A practical scenario involves a quarterly audit of a mutual fund’s holdings, confirming that no
prohibited assets have been inadvertently included. Challenges include the cost of frequent audits and the
potential for differing interpretations among auditors.

Shariah Board — A committee of qualified Islamic scholars and finance experts that provides guidance, issues
rulings, and oversees compliance for financial institutions. Related: advisory council, fatwa issuance. The
board reviews product structures, monitors portfolio holdings, and issues fatwas on new instruments.
Portfolio managers consult the board when considering innovative investments, such as a synthetic sukuk
linked to a commodities index. The main challenge is ensuring timely board responses to fast-moving
market opportunities, as delays can hinder product launch and affect competitive positioning.

Shariah Screening — The process of evaluating securities against Islamic criteria, combining sectoral
exclusion with financial ratio tests. Related: compliance filter, dual screening. Screening typically involves
three steps: (1) sector exclusion, (2) ratio analysis (e.g., debt, cash, interest income), and (3) ongoing
monitoring for changes in business activities. For example, a fund may screen a technology company,
confirming its debt ratio is 20% and its revenue from prohibited activities is 0%. Challenges include the
dynamic nature of corporate operations, requiring continuous surveillance and potential re-screening after
earnings releases.

Sharpe Ratio — A statistical measure that assesses the excess return earned per unit of total risk (standard
deviation). Related: risk-adjusted performance, reward-to-volatility. In Islamic portfolio evaluation, the
Sharpe ratio is calculated after excluding non-compliant assets, providing insight into how efficiently a halal
portfolio utilizes risk. For instance, a portfolio with an annual excess return of 6% and a standard deviation
of 8% yields a Sharpe ratio of 0.75. Challenges arise when the limited asset universe inflates volatility,
potentially lowering the ratio despite strong absolute returns.

Strategic Asset Mix — The long-term target distribution of capital among asset classes, reflecting an
investor's risk tolerance and investment horizon. Related: strategic allocation, long-term planning. In Islamic
finance, the strategic mix must incorporate Shariah-compliant alternatives for each asset class, such as
equities, sukuk, and Islamic real estate. A typical strategic mix might be 55 % halal equities, 35% sukuk, and
10% Islamic REITs. The challenge is maintaining the mix over time as market conditions evolve, especially
when certain classes experience prolonged under-performance or liquidity shortages.

Takaful — An Islamic insurance model based on mutual cooperation, where participants contribute to a pool
that is used to indemnify members against loss. Related: cooperative insurance, risk sharing. Portfolio
managers may allocate capital to takaful operators as part of an ethical investment strategy, benefiting from
both profit potential and alignment with Islamic risk-sharing principles. For example, a fund could invest in a
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takaful company’s equity, expecting dividends derived from legitimate underwriting surplus. Challenges
include regulatory differences across jurisdictions and the need to assess the underwriting risk of the
insurance business within a Shariah framework.

Tracking Error — The deviation of a portfolio’s returns from its benchmark, measured as the standard
deviation of the difference over a specified period. Related: benchmark deviation, performance variance.
Lower tracking error indicates closer replication of the benchmark, which is a common goal for passive
Islamic funds. A manager may aim for a tracking error below 1% when tracking the MSCI Islamic Index.
Challenges include frequent changes in the benchmark composition due to compliance adjustments, which
can increase tracking error for actively managed portfolios.

Wa'ad (Guarantee) — A unilateral promise made by a party to fulfill a future obligation, often used in
structuring permissible hedging tools. Related: unilateral guarantee, Shariah-compliant derivative. In
portfolio risk management, a wa'ad can be employed to lock in a future price without engaging in
prohibited speculative contracts. For instance, an Islamic fund may obtain a wa'ad from a bank to sell a
commodity at a set price, effectively hedging price risk. The challenge is ensuring that the wa'ad is truly
unilateral and not a de facto contract that could be interpreted as a prohibited swap.

Wakalah (Agency) — A contract where one party (the principal) appoints another (the agent) to act on its
behalf, often used to structure permissible investment and hedging activities. Related: agency agreement,
delegated authority. Portfolio managers use wakalah agreements to delegate trading, asset management,
or foreign-exchange operations to a Shariah-compliant broker. For example, a fund may grant a wakalah to
a brokerage to execute sukuk purchases on its behalf. Challenges include defining the scope of authority,
ensuring transparency, and obtaining Shariah approval for the agent’s actions.

Yield — The income generated by an investment, expressed as a percentage of its current market price.
Related: income return, profit distribution. In Islamic investing, yield is derived from permissible profit
sources such as rental income from ijarah, profit-sharing returns from mudarabah, or dividend payouts from
halal equities. A sukuk may offer a yield of 4% based on lease payments. The challenge is that yields on
Shariah-compliant instruments are often lower than conventional counterparts due to the limited supply
and higher compliance costs.

Zakat — The obligatory almsgiving, calculated as a fixed percentage (typically 2.5 %) of qualifying wealth,
intended to purify assets and support social welfare. Related: charitable distribution, wealth purification.
Portfolio managers may incorporate Zakat calculations into fund administration, ensuring that investors'’
holdings are subject to the appropriate Zakat liability. For instance, a fund may annually assess the net
market value of its halal equity positions, deduct outstanding liabilities, and apply the 2.5 % rate. Challenges
include determining the correct Zakat base for mixed-asset portfolios and aligning Zakat timing with fiscal
reporting cycles.

Zero-Coupon Sukuk — A sukuk structure that is issued at a discount to face value and matures at par, with
the profit component embedded in the price appreciation rather than periodic payments. Related: discount
issuance, capital gain. Investors receive returns through the capital gain realized at maturity, complying with
Shariah as no interest is paid. A portfolio manager may allocate a portion of the fixed-income segment to
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zero-coupon sukuk to match future liability dates. Challenges include accurately modeling the implied profit
rate and managing liquidity, as zero-coupon sukuk may trade less frequently than periodic-payment
counterparts.

Islamic Index Fund — A mutual fund that tracks an Islamic index, offering investors diversified exposure to
Shariah-compliant securities with passive management. Related: index-linked fund, passive strategy. The
fund'’s holdings mirror the constituents of the underlying index, ensuring compliance and cost efficiency. For
example, an investor may purchase a fund that replicates the S&P Global Islamic Index, gaining exposure to
a broad range of halal equities. Challenges include the need for frequent rebalancing due to index turnover
and the limited ability to overweight attractive opportunities within the index framework.

Islamic Mutual Fund — An actively managed investment vehicle that pools capital from investors to invest in
a diversified portfolio of Shariah-compliant assets. Related: active management, pooled investment. Fund
managers conduct security selection, sector allocation, and compliance monitoring, aiming to outperform
an Islamic benchmark. A practical illustration is a fund that invests in a mix of halal equities, sukuk, and
Islamic REITs, adjusting positions based on market outlook. Challenges include higher management fees,
the difficulty of achieving outperformance within a constrained investment universe, and maintaining
ongoing Shariah oversight.

Islamic Real-Asset Fund — A fund that invests in tangible assets such as infrastructure, agriculture, and real
estate, structured to comply with Islamic principles. Related: physical assets, asset-backed investment.
Returns are generated through lease income, profit sharing, or sale proceeds, avoiding interest. For
example, a fund may finance a solar-energy project using a musharakah partnership, sharing profits from
electricity sales. Challenges involve complex project financing structures, regulatory approvals, and ensuring
that all revenue streams remain halal throughout the asset’s life cycle.

Islamic Structured Product — A customized financial instrument that combines multiple Shariah-compliant
components to meet specific risk-return objectives. Related: bespoke solution, composite instrument.
Examples include sukuk-linked equity participation notes that provide upside exposure while offering a
guaranteed profit floor through an ijarah component. Portfolio managers may use structured products to
tailor exposure to emerging markets while limiting downside risk. Challenges include the intricate legal
documentation required for each component, the need for multiple Shariah approvals, and the potential for
reduced transparency.

Islamic Wealth Management — A holistic service that integrates investment planning, estate planning, tax
optimization, and risk management within a Shariah-compliant framework. Related: holistic advisory, ethical
planning. Advisors assess client goals, risk tolerance, and ethical preferences, constructing portfolios that
balance growth, income, and compliance. Practical steps involve creating a strategic asset mix, selecting
halal investments, and incorporating Zakat planning. Challenges include coordinating across multiple
jurisdictions with differing Shariah interpretations and providing education to clients unfamiliar with Islamic
financial concepts.

Islamic Yield Curve — A graphical representation of the yields of sukuk across different maturities, reflecting
market expectations for profit rates. Related: term structure, market expectations. The curve assists portfolio
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managers in assessing relative value, duration risk, and the cost of capital for Islamic financing. For instance,
a steep upward-sloping curve may indicate higher expected returns for longer-dated sukuk, influencing
duration positioning. Challenges include the limited number of sukuk issuances at various tenors, which can
result in a sparse or uneven curve, complicating interpolation and analysis.

Islamic Capital Market — The aggregate of financial markets where Shariah-compliant securities such as
equities, sukuk, and Islamic funds are issued and traded. Related: halal market, Shariah-compliant exchange.
The capital market provides the infrastructure for raising funds, price discovery, and liquidity for Islamic
investments. Portfolio managers rely on market depth to execute trades efficiently. A practical example is
the Dubai Financial Market, which hosts a dedicated Islamic securities segment. Challenges include
fragmented regulatory environments, differing compliance standards across exchanges, and the need for
cross-border coordination to facilitate global halal investing.

Islamic Credit Rating — An assessment of the creditworthiness of sukuk issuers, performed by rating
agencies that incorporate Shariah considerations into their methodology. Related: credit assessment, risk
grading. Ratings help portfolio managers gauge default risk and price sukuk appropriately. For example, a
sovereign sukuk may receive a AA-Shariah rating, indicating strong ability to meet profit obligations.
Challenges involve the limited number of agencies offering Islamic-specific ratings and potential
inconsistencies in rating criteria, which can affect investor confidence.

Islamic Derivatives — Financial contracts designed to manage risk while complying with Shariah, typically
structured on a wakala, murabaha, or salam basis rather than conventional futures or options. Related:
hedging tool, permissible contract. Examples include a murabaha forward where the seller purchases an
asset and sells it forward at a markup, effectively fixing a price. Portfolio managers may use such
instruments to hedge commaodity price exposure without engaging in prohibited speculation. Challenges
include the scarcity of standardized products, higher transaction costs, and the need for rigorous Shariah
validation.

Islamic Investment Advisory — Professional services that provide guidance on constructing and managing
Shariah-compliant portfolios, covering asset selection, compliance, and performance reporting. Related:
consultancy, advisory services. Advisors assist clients in aligning investments with ethical values, performing
due-diligence, and navigating regulatory requirements. A typical engagement includes developing a
customized asset allocation, recommending suitable sukuk issuances, and preparing compliance
documentation. Challenges involve staying abreast of evolving Shariah rulings, maintaining independence
while collaborating with multiple Shariah boards, and delivering measurable value in a niche market.

Islamic Portfolio Rebalancing Frequency — The interval at which a portfolio manager reviews and adjusts
asset allocations to maintain target weights, balancing transaction costs against drift risk. Related:
rebalancing schedule, turnover. For halal portfolios, rebalancing may also be triggered by compliance
events, such as a company'’s change in business activities. A manager may adopt a quarterly rebalancing
policy, reviewing both market performance and Shariah compliance status. Challenges include timing
rebalancing to coincide with market windows that minimize price impact and ensuring that new purchases
undergo full compliance screening.
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Islamic Risk Management Framework — A structured approach to identifying, measuring, and mitigating
risks specific to Shariah-compliant investments, integrating both conventional risk metrics and compliance
considerations. Related: risk governance, risk appetite. The framework encompasses market risk, credit risk,
liquidity risk, operational risk, and Shariah risk. Practical implementation involves setting risk limits for each
asset class, employing permissible hedging tools, and conducting periodic Shariah risk assessments.
Challenges arise from integrating compliance risk into existing risk management systems and from the lack
of standardized metrics for measuring Shariah-specific exposures.

Islamic Benchmark Index Construction — The methodology for creating a market index that includes only
Shariah-compliant securities, involving sector filters, financial ratio screens, and periodic reviews. Related:
index methodology, compliance criteria. Index providers apply a two-step process: first, exclude prohibited
sectors; second, apply quantitative ratio thresholds (e.g., debt <33 %). The resulting index serves as a
performance yardstick for halal funds. For example, the FTSE Shariah Global Equity Index uses a 5-year
rolling average for debt ratios. Challenges include maintaining index stability while accommodating
frequent compliance changes and ensuring sufficient liquidity among constituent securities.

Islamic Asset-Backed Securities — Securities whose cash flows are derived from underlying halal assets, such
as real estate, equipment leasing, or trade receivables, structured in compliance with Shariah. Related:
asset-backed finance, sukuk. These instruments provide investors with predictable profit streams while
avoiding interest. A portfolio manager might invest in an asset-backed sukuk backed by a fleet of
commercial aircraft, earning lease income. Challenges include thorough due-diligence on the asset quality,
the need for robust legal documentation, and potential valuation difficulties in secondary markets.

Islamic Ethical Investing — An investment approach that aligns financial objectives with Islamic moral values,
emphasizing both compliance and broader social
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