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Abstract

1. Introduction and Objective

The value of investment portfolios held by investment funds, as well
as banks’ loan portfolios, is affected by fluctuations in interest rates.
Therefore, managing interest rate risk is essential in this regard.
Globally, financial institutions operating in money and capital markets
utilize interest rate futures contracts to hedge against interest rate
volatility. In Islamic capital markets, however, the concept of “interest”
does not exist; instead, the relevant concept is the “rate of return” or
“profit rate.” Since, within Islamic capital markets, a rate itself is not
considered a tradable asset possessing intrinsic proprietary value
(maliyya), entering into futures contracts based directly on a rate is
prohibited. Consequently, conventional interest rate futures cannot be
employed on profit rates in Islamic finance.

The central question of this research is therefore: What alternative
instrument can be proposed, within the framework of Imamiyyah (Ja’fari)
jurisprudence, for managing profit-rate risk in Islamic financial markets
(including both Islamic capital markets and Islamic banking)?

2. Methods and Materials

This study employs juristic (figh-based) reasoning and analysis. In
order to validate the proposed solution, the focus group method was
utilized. The focus group consisted of twelve experts from diverse
fields, including finance, risk management, Islamic finance, and
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Islamic commercial jurisprudence (figh al-mu’amalat). The
participants included members of specialized Shariah committees,

members of the Capital Market Expert Working Group of the
Securities and Exchange Organization, and researchers in finance and
Islamic finance.

3. Research Findings

Given that the yield rate on Islamic Treasury Securities (Sukuk al-
Khazanah al-Islamiyyah; Akhza) may be regarded as the risk-free rate
within Iran’s economy, a futures contract based on a basket of Islamic
Treasury Securities traded in the Iranian capital market can, to a
significant extent, replicate the economic function of a risk-free profit-
rate futures instrument.

4. Discussion and Conclusion

Financial institutions —including both capital market institutions and
banks —may utilize futures contracts based on a basket of Islamic
Treasury Securities in order to hedge against fluctuations in profit rates
in Iran. The focus group, while emphasizing compliance with the
operational requirements governing the use of this instrument,
approved the proposed solution from a Shariah perspective. These

requirements are as follows:
1) The inclusion of such securities as the underlying asset in a
futures contract is permissible from a Shariah standpoint.

However, stipulating the delivery of a different Islamic
Treasury Security in place of the originally specified
underlying asset is not considered Shariah-compliant.

Nevertheless, where delivery of the specified security is not

feasible at maturity, cash settlement —subject to terms agreed

upon in advance by the parties —is permissible. Furthermore,

the Shariah considerations applicable to equity basket futures

contracts must also be observed. These include:

e the structure being based on reciprocal exchange and the
trading of mutual obligations;

e the permissibility of cash settlement at maturity upon
mutual agreement;
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e the ability to physically deliver the underlying basket at
maturity;

e the wvalidity of contractual agreements regarding
adjustment of the traded underlying basket in the event of
changes to the composition of the reference basket;

e the wvalidity of contractual provisions allowing cash
settlement in the event that trading in some components of
the underlying basket is suspended in accordance with the
regulations of the Securities and Exchange Organization;
and

e the validity of contractual provisions governing cash
settlement of fractional quantities (if any) within the
underlying basket at maturity.

2) It is necessary that the Islamic Treasury Securities constituting
the basket be selected in such a manner that physical delivery
of the securities remains feasible upon maturity of the futures
contract.

5. Keywords: Profit Rate Risk; Hedging, Futures Contract; Islamic
Capital Market; Islamic Banking; Islamic Treasury Bills.

6. JEL Classification: G13; G32; Z12
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