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Requirements of Currency Sukuk Issuance and its Role in Financial Stability in Iran 

Rasool Khansari1 

 

Abstract 

Given the limited domestic sources of financing, one way for governments and businesses is 

to enter the international securities markets for sources of financing through various financial 

instruments. Islamic securities, known as Sukuk, have become an important part of the Islamic 

financial industry as a substitute for conventional bonds (in the Islamic framework) over more 

than a decade, and in recent years the trend has been internationally spreading with a 

remarkable growth. Despite the relative development of the Sukuk market in Iran, most of the 

Sukuk issued in Iran have been domestic.  Hence, one of the capacities of the country's 

financial system is the spreading of currency Sukuk, especially internationally. These 

securities, along with the various benefits such as providing resources, credit enhancements, 

and the like, can be effective in strengthening the country's financial stability by reducing the 

currency mismatch and maturity mismatch and better managing supply and demand for 

foreign exchange reserves. 

The development of the currency Sukuk market requires the provision of various 

infrastructures and measures that should be supported by the government and the regulators. 

This article seeks to identify the most important requirements related to the development of 

the currency Sukuk market in Iran and to examine the role of these securities in helping to 

strengthen financial stability. According to research findings, the legal framework, 

government support, credit enhancement mechanisms and the existence of appropriate 

infrastructure are among the most important requirements for the development of the currency 

Sukuk market. Currency Sukuk can also help stabilize the foreign exchange market by helping 

to manage supply and demand in foreign currencies, thereby helping to strengthen the 

country's financial stability. 

Introduction 

Currently, the financing of large projects in various economic areas and the exploitation of its 

products and services is one of the most important challenges facing developing countries. 

Because domestic financial resources are limited in any country, firms and governments can 

finance their projects through international capital markets. This is especially important in 

developing countries due to the lack of financial savings. The Sukuk market is seen as a way 

to channel the world’s growing pool of Shariah-compliant capital into sustainable and 
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equitable economic development. Sukuk as an important sector of Islamic finance, reached a 

global issuance level of about USD 979 billion by September 2017. The Sukuk sector is the 

fastest-growing segment of the global Islamic financial industry with a Compound Annual 

Growth Rate (CAGR) close to 20 percent between 2009 and 2014. 

Global Sukuk can be either domestic or international. International Sukuk are government 

(sovereign) or corporate Sukuk issued in a country or a currency foreign to the investor. Total 

international Sukuk issuances stood at USD 37.6 billion in 2017 which translate into an 

increase of USD 6.4 billion from 2016 level of USD 31.2 billion – this is so far the highest 

value of international Sukuk issuance recorded since the inception of the Sukuk market. There 

have been a total USD 219 billion international Sukuk issuance between Jan 2001 to Dec 

2017. This market, though forms just under 22.3% of overall global Sukuk issuances since 

2001, is the real attraction and driver of the Sukuk market. In the international Sukuk market, 

Sukuk Al Ijarah has historically been the more popular structure for issuance. 

In addition to the various benefits of providing resources, reputation enhancement and etc., 

currency Sukuk can be used in strengthening the financial stability by mitigating currency 

and maturity mismatches, managing surplus liquidity and effective management of supply 

and demand for foreign exchange reserves.  

Currency and maturity mismatches are widely viewed as a main source of financial 

vulnerability in developing economies. This is a situation in which the domestic currency 

cannot be used to borrow abroad or to borrow long term, even domestically. In the presence 

of this incompleteness, known as "original sin", financial fragility is unavoidable because all 

domestic investments have either a currency mismatch (projects that generate Rials will be 

financed with dollars) or a maturity mismatch (long-term projects will be financed with short-

term loans). 

International Bonds 

One of the most commonly used financial instruments in the conventional financial system is 

bonds issued by governments, financial institutions and companies in a wide range of 

countries and financial markets with goals such as financing, investment, risk coverage, and 

so on. Bonds are categorized in a variety of ways. In terms of distribution, these bonds are 

divided into two broad types of domestic bonds and international bonds. In the international 

bond market, bonds are issued by an international syndicate of subscription outside the 

borders of a country and offered to investors in various countries. (Saunders & Cornett, 2012, 

p. 205). The international bond market has a wide range of financial instruments. The market 

consists of two main segments: Foreign Bonds and Eurobonds (Eun and Rosnick, 2015, p. 

205). Table 1 compares the main features of domestic bonds and international bonds. 



 
 

 

Issuer Nationality 
Location of 

Issuance 

Initial Investors Currency Unit Type of Bond 

Domestic Domestic Domestic Domestic Domestic 

Domestic Domestic Domestic Domestic Foreign 

Varies International International 

Euro Currency 

(Euroyen, 

Eurodollar, 

Europound) 

Euro  

 

Foreign bonds are bonds issued by a foreign publisher (borrower) in the host country (owned 

by the investors) in terms of the currency of that country. It's as if a German company in the 

United States issues bonds in dollars and sells to American investors. Issuance of these types 

of bonds is commonly used by foreign companies that have significant activity in other 

countries. 

Eurobonds are issued bonds outside of the country where the currency unit is owned. These 

bonds were first issued in Europe in the 1960s, and so were renowned for the Eurobonds. 

Unlike the name of these papers, its currency is not necessarily euro and can be issued in any 

currency. For example, dollar-denominated bonds in Japan are of the type of Eurobonds that 

are called Eurodollar bonds (Eun and Rosnick, 2015, p. 305). 

 

International Sukuk 

Islamic Securities (Sukuk) is a class of financial instruments in accordance with the Shari'a 

in the Islamic financial industry, which can be used as a major source of financing by large 

corporations and governments as a legitimate alternative to conventional bonds. Sukuk is an 

appropriate tool for equipping resources and developing the Islamic financial industry (Jobst, 

Kunzel, and Mills and Sy, 2008), and financial institutions can also use it to allocate assets 

strategically and cover their risks (Moghreha & Uortani, 2016, p. 260). 

Sukuk like bonds has several types, and is categorized based on type of bond issuer, maturity, 

structure, place of issuance, type of currency, interest payment mechanism, etc. It can be 

divided into two types of domestic and international Sukuk. 



 
 

The international Sukuk market accounts for only 29% of the total Sukuk issuance from 2001 

to 2017, but is the main driver of the Sukuk market. International Sukuk is available in dollars 

and other currencies and in various maturities for up to thirty years.  

In the international Sukuk market, the share of governmental and quasi-governmental issuers 

gradually increased, from 28 percent during the period from 2001 to 2008, to 61 percent over 

the period from 2010 to 2015. In 2017, governmental and quasi-governmental Sukuk also 

accounted for 85 percent of the world's Sukuk distribution. It is expected that due to the 

economic and political conditions in different regions of the world, governmental and quasi-

governmental Sukuk will continue to be the main driver of growth in this market. 

The Sukuk market participants around the world are welcoming the entry of new governments 

into this market, especially AAA credit rating Sukuk. It paves the way for companies to enter 

the market. This could provide sufficient volume and diversity in the publication of Sukuk, 

something that the Sukuk market has long lacked (ibid., P. 48). It is expected that more 

European and American governments and companies will enter this market and generate more 

resources through Sukuk (Arnold, 2015, p. 234). 

Experience of Issuing Currency Sukuk in Iran 

In Iran, one of the problems of these securities is its pricing. With regard to Iran's poorly credit 

rating, there is no accurate prediction of securities pricing. Moreover, due to the lack of 

national foreign exchange funds, the lack of facilitating the entry of foreign investors and the 

lack of an active market for derivatives make it difficult to quantify the demand side for these 

securities. Despite the efforts made to sell foreign exchange participation bonds, considering 

the need to pay principal and interest income at maturity, and the lack of anticipation of the 

relevant currency budget on the one hand, and currency fluctuations of the following years, 

the difference between the official and free exchange rates and the shortage of foreign 

exchange reserves due to the sanctions of the Iran’s banking system, on the other hand, the 

banking network encountered many complications in repaying these securities. This 

eventually transmitted the signals to the market and added currency fluctuations to the 

economy. 

The Role of Currency Sukuk in Financial Stability 

The currency Sukuk, both in the domestic and international markets, can, along with other 

solutions, help to better manage supply and demand of currency. For example, when the 

government faces a shortage of foreign exchange reserves, it can increase its foreign exchange 

reserves by issuing these securities, also reduce the demand for cash currency (due to 

replacing buying currency securities instead of cash currency) and slow down the occurrence 

of abnormalities in this market. It may also, if necessary, inject the excess currency fund into 



 
 

the market by redeeming part of previously issued currency securities. In fact, the 

development of the currency market can help reduce the currency mismatch (foreign currency 

financing of Rial projects) and reduce the maturity mismatch (financing long-term projects 

with short-term resources) and through ways such as meeting currency needs, better planning 

foreign currency sources and expenditures and attracting liquidity in various markets will 

reduce the foreign exchange inflammation and thereby create the basis for fiscal 

consolidation. 

If enough attention is not paid to considerations regarding the issuance of currency Sukuk, 

the release of these securities may even lead to a collapse in financial stability. Therefore, in 

order to benefit from the advantage of currency Sukuk to maintain financial stability, it is 

necessary, with all the considerations, to plan for the issuance of securities under appropriate 

conditions.  

Requirements for the Issuance of Currency Sukuk in Iran's Financial System 

The development of the currency Sukuk market in Iran has some important requirements such 

as: 

1. Government support for the development of the currency Sukuk market 

The currency Sukuk market in its early stages needs serious government support. In fact, 

issuers' access to the international securities market (especially for the first time) is very 

difficult and will not be possible without government cooperation and support. In addition, 

the government can facilitate the regulation of this market, and expand the trading volume by 

providing risk and pricing measures through the yield curve. Indeed, without a yield curve, 

market valuation for issuers and investors is difficult. Also, in countries like Iran (which rely 

heavily on oil revenues), the government's presence in the currency Sukuk market can reduce 

reliance on oil revenues and diversify government revenue sources. 

 

2. Development of a proper legal framework  

One of the important issues regarding the issuance of foreign currency Sukuk is the legal 

framework, and in particular the law governing transactions in these types of instruments. The 

law governing the securities includes the legal system in which the contract is formed and 

implemented and determines the rights and obligations of the parties to the contract and the 

manner in which they are executed. This law specifies the relationship between the various 

elements of the instrument and the mechanism for resolving disputes and also specifies the 

jurisdiction. 



 
 

 

3. Existence of appropriate credit enhancement mechanisms like credit rating 

system, guarantee and etc. 

One of the mechanisms for credit enhancement in Sukuk is the use of third party warranties. 

The guarantee in Sukuk, especially when using credit rating is not possible, can help increase 

the attractiveness of securities and win investors' confidence in the market. The guarantor is 

a legal person that, depending on the type of securities, pledges and guarantees the payment 

of principal and interest of the securities in case of default. In fact, the purpose of the guarantee 

is to reduce the risk of default in the securities (Towhidi, 1395, p. 7). Third-party guarantee 

for Sukuk requires certain conditions and requirements, such as the independence of the legal 

capacity and third-party financial capacity of the contract, the ineffective control of the 

guarantor by issuer or vice versa, etc.  

Credit rating is one of the other ways for credit enhancement in the securities market, and it 

outlines the market outlook on the credit risk of the securities. The main role of ranking, is 

increasing transparency and market efficiency through reducing information asymmetries 

between issuers and investors. The credit rating and especially its changes can have significant 

effects on the price of securities, capital flows of capital and investors' attitudes. Credit rating 

is more important for developing countries.  

 

4. Strengthening the proper infrastructure for the issuance of currency Sukuk 

Providing strong infrastructure (for example secondary market, Sukuk listing, standard 

trading, clearing and payment systems, R&D departments and etc.), has a role in developing 

financial markets and instruments. Legal and institutional arrangements for regulating and 

overseeing the Islamic financial industry, including the Sukuk sector, are among the most 

important infrastructures needed in this market. Among the other necessary infrastructures in 

the international securities market, is the existence of active exchanges for the secondary 

exchanges and institutions for the design, construction and facilitation of securities 

exchanges.  

 

5. Using the capacity of free zones (offshore centers) for the issuance of currency 

Sukuk 

Free zones or offshore financial centers (OFCs) are small economies that are created to attract 

foreign investment through various incentives such as tax benefits, political stability, more 



 
 

flexible rules and regulations, and confidentiality. The islands of Cayman, Bermuda, 

Luxembourg, Jersey, and British Virgin Islands are among the most important of these areas. 

At present, many offshore markets, in addition to conventional commercial and financial 

transactions, also provide facilities for Islamic financial transactions and instruments, and, by 

connecting to international settlement systems, will make it possible to issue, trade and settle 

these instruments better. 

 

6. Proper pricing mechanism and the rate of return determination  

Sukuk has many different types, each of which has its own complexity, and is particularly 

complex in innovative structures. In addition, in many Sukukes due to the existence of base 

assets, the performance of these assets is important in Sukuk valuation, which will also affect 

the quality of credit and, consequently, Sukuk pricing. There are also other risks such as 

compliance risk, liquidity risk, legal risk, and so on in Sukuk, that are different with the risks 

in conventional securities. However, there is currently no mechanism and comprehensive 

model for Sukuk valuation in the market and it is necessary to design precise models taking 

into account the specific features and risks of Sukuk. 

In international Sukuk, in addition to these features, new conditions and components are also 

emerging that also affect Sukuk pricing; such as exchange rate risk or government risk. 

 

7. Prediction for repayment of principal and interest 

One of the major challenges in relation to the currency Sukuk issued in previous years is the 

problems that the banking system faced with repaying these securities at maturity (in order to 

provide liquidity and principal payments, interest and delay offenses). Therefore, in the 

issuance of currency Sukuk, it is necessary that projects that have a good prediction of their 

profitability and economic returns are chosen, and the necessary measures for the transfer of 

currency resources and payment to investors are considered. 

 

8. Use of valid international legal and jurisprudential advisers 

The main distinction of Islamic securities with conventional securities, is the compliance with 

the Shari'a, and observance of religious rules in these instruments. Hence, the issue of 

compliance with the Sharia is one of the important aspects in the regulation of currency 

Sukuk, especially internationally. Design and issuance of currency Sukuk, especially at the 

international level, require special legal and jurisprudential complexities and delicacies. 



 
 

Therefore, it is necessary to use the assistance of advisers and legal scholars before its design, 

so that the risk of non-compliance with laws and regulations as well as religious standards is 

minimized.  

 

9. Optimization of the currency Sukuk issuance process 

The prolongation of the issuance process (from the time of feasibility studies and requesting 

the issuance of securities until the time of the supply of securities in the market), in some 

cases, causes the project is excluded from economic justification or, by changing micro and 

macroeconomic and financial factors, the attractiveness of the project is reduced. On the other 

hand, the issuance of currency Sukuk may be accompanied by some unnecessary costs, such 

as various fees, which reduces issuers' incentive to use currency Sukuk as an alternative to 

other financing methods. Therefore, it is necessary to optimize the process of issuing foreign 

currency Sukuk by eliminating repetitive procedures, eliminating unnecessary charges, and 

using innovative methods. 

 

10. Employing and training staff specialized in currency Sukuk   

The development of human capital specialized in the field of financial instruments, especially 

in currency Sukuk, plays an important role in maintaining dynamism and innovation in this 

market. However, in recent years, there has been good work in the field of training specialists 

in the financial industry. 

 

11. Utilize the capacity of the banking industry to develop the currency Sukuk 

market 

The banking network can help to develop the currency Sukuk market in various aspects. Iran’s 

banks can play a major role in promoting international Sukuk, through which they will 

increase their capital adequacy ratio and, as a result, will get better conditions for international 

activities. Because one of the most important criteria of other banks and foreign institutions 

for cooperation with domestic banks is the existence of satisfactory status of capital. In this 

regard, the use of the capacity of international Islamic financial institutions such as the Islamic 

Development Bank, and the Islamic Financial Services Board plays a key role in facilitating 

the process of issuance and securing the confidence of investors and international actors in 

this market.  
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