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L Introduction

A cnrriidional foisns s innedurs cansntimsm b Adiver or e ik Aol very of
apealicd dRaniEy A W aec? o vy B B particslar Pwe dite mad o u ko
daemingl @ e lme of eoeming This docnpiion abn fiboa fewend oo, Fabses
comltacts sre dlaingiddiol o drwesd oomests is thei, Bsuses crpineots ne sandariind,
vepulmnl wwd isded s an rpaniied codanpe wiik o gl dosin s They sl con
b opmta vl and g, Wiy dspine a0l B ewbins. of o laped Hrancial g

The wgpritnl Shoria Compussble Fubires (S0F) s condracts desigand 1
achiwv ke odeotves o Lhe convenlional fituics anbrac and o be vty wath
Isbmtibe imarractsm vurietios. which misss Ta fbe etsence s wilf o e byt of
the coetract mnd il (he Sharm onde, This imphes pdibies of iteres s,
Vnrrcncy fisteres mit osiervs the lsdamic restrietions of careoncy tressactions, wned i
el wefling mmasi sulorge lsheeaie ofhics and must devia B 0D e
EEhkng in the blemic feures marke



d LT S e,

L The Feonamic Fusctions of Futures Market
ay  Hedpng:
Hliljisg, o dofionl m an massnie adlaly aimed & protact an s fom

dvere change, which cam be an uses pecied asd endoirable ceange i the valus ol an
maot, 58 the kses] cost

Hedgars whe have prosisting expovers can ww foires (rasssctioss o o
subeniu fir (b cash siacket So. hedging is conskbensd the prise wecil ranaly dr
Tl besdizg. Oher e lat dhovambes, (e witld cicaoniy ban witnessod stracnral kit
arvd Tusslarnomial charges fach wi

- she adopion of fie foalisg  ralc uf cucianpe system and s ety
Pl L, chenge from ot rade o money sipply.

= the inchars: ie werkd trade and plobalipstion of commercs, which inoresc
e eapaniang of Kirms bn varioms el ks

The sheve Bndamental chaspes comise dramatic incowes i the volatiling of
milorcal st eRclige Tes, efulty wid commuoding prices which in lem accooily
ridl management indusiry

Simce e bigimning of the Ty, Snancial rik msgemnt ke beomne 5 ol
easwlin] 8 e savivel of afl b lusli [ e
lemking mutiteiony.

T marvey of Phe Cirosg of Tharty | 191) showed than 83 peseent of the priviin
spch nawf | e darival ives be bafi Be riik They ane facirg, and
B poteent of fiscmcsl masstions wel deivalives to bodge rik, arsing from aew
fisancs,

Kl Price Disgssedy

Fusares, markets provade a mechanium for the magkes agent 1o frm capoctations
ok Tt Spe pricss. Ad Raleres pres chasge comtmeouly, Bioy canoc dwsys
oyl bt yshapunily cbaorved spot price, bl ftares prices could be an eqimae of
the rupevied funare spad o, 66 O oty ice is an unbeised caimoie of the futare
S8 e, ne wiakl exped mine preoss Csasgos to ol sooaveage b ik ey
wun Imparical snedies suck a5 Rexbowedl (1987), Dusik (19750 Ragaauld aed Towier
APSEAL ey o8 of (19R5), Ehrkand o al (R08T), Kolb (19920 and Deaves wal
Krimiky (095 imdicated thal the rejoction of equally of RS pries wilh Se
aapeaiydl fsture spol [eice (s pul stroeg, which meens il die Rilfafes frice may by fhe
[l pomabily avaslabie eabirnade ol [uiurg sp prics
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Ar i cuample of prive discovery s s benalils. vosides an ail praducer whs
s g e dicik whather 1 raopon 3 manpnally profaslile il well, D decisin wil
deponil i the ol price. llowevor, the oil praducer e maks the deciuios tolay wnd
the ool will Aol b rosdy far the marke wtil wfizr srosnd |7 meats. Whils dhe oll
Pk, 12 montia from now, cnesl be knows weh cotsnty, the price quoed i the
Totres maken For o Futures that sgpires i |2 moniks, cm be 3 very scful extimate
of thet fetuees price. 11 e folures price ofihe o s high enaigh fo justify operating dhe
il well apuan, e ol produccs can e that be can ebain the firteres price fiv the
oil whér & becomss aviilibe i 12 monihs. Here die o producer has wsel (s fahsro
markar & & vehiicle of price disowery. Thes, ecesomic agenite €861 use Ry markol
eimaies of litaros Grh prices W gede their onsimpon o e decivios,
il (s, resduares ey umtertningy and ancresmes ile pational B e it decibes:

wh Uash Price Sdabilicy:

Tevpuie the allegation Bl rmm:-.mmhi;mw.u
mare wolatile, the proce discovery fnction of tte: fatercs markets wds m sishilise cath
markel gk by nadesing i volailite. This iv condfimmend by e sinfies o (b effeo of
Eftared trading on sash matketi. Comparing the wlility of the cash maske befera
and afir the iswlection of fisere irading, Mriarty and Tosii (958}, |riswing
Ilﬂl].“!n'h'llﬂl#hddilmludhulfm el bt Fuures rracding dad
I st eanc cash prioes bl o sabilized them Figlewski (1961} fisnd die Siveres
tmling sccvmpanicd sh ncree in e spaer markit volailas, ba Working
(1960 Foand st cash prices wolatilin: declieal aber fusars: wading hopgan. We can
cotechudl thel Thy weight of evidmer spams o sugge that fetrres. irading deocn e
incranr ik waniliny of the cuh marker gl doc nol doxisbulies o

3 Undertanding Risks

The cvumnce if birsness s risk iaking. Any commerncal prosess involees 8 seres
ol funstioms with Sfferemt brvals of risk; there @ no rigk-loe eI

An eassntial hﬁ-ﬂ.wimmiﬁ-hpnqﬂ ks wn wihachi
e Hemoa & ogosed, 10 usderitand the level of s that e crporm: elire i
willieg in ber, and 40 &adide and el by revicw tha nalre amd caient of risks e
basineis iy propered in mke. The altisde of e Cere femward ridg gan be pik-
i or visk — orieated, bt masl b pisned doss W s clear pratepy. Menlification of
viak i B (erequesle o the devlpment of a cier swaivey wtd I [ A preseisie o
tha: sbcoensflal monagerseni uf the level of vish et 5 s acinies (Crassiend and
Eem, | 9i)

FPrimary Hisks

Therg ars vighs 1ht @i useoldably be sceepiod . pot ol dhe decision e
cmtar a parmsoilar nyge of b, To hedge e ik winld be e e m desiding
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tor o cut of Banvine, Fowr e com mader whe buyy com e boe vest e, slores 7 and
ﬂih.hwﬂh.rpﬁﬂmm“e“mﬂlhwm
 primary visk, which canserl b avosded withea diminsing ibo potestal prail fom
the Busmens @ owell Fun for the oo distnbsine $ie [rice fsk i o keger an
Iw:mmuﬂmh:h*ﬁllﬂy,mmmu.&rmlpmyrbﬁ
A b it invlval o the conl of cresiing 4 metwasrk of dlores far disirBatioen. bo
wnatralably o the risk that the soncs fy Bil e be profistde

Meverthelog primary risks coskd be modersicd. Por exarple, the comn wader
cunldd sell part of his oo lerward. By doing ihael he o 8 hedgal swey his esmire
primary risk. bt ok it igaded the <R of o diavsveas Gl m marka price

Ve chimpg wwhich wsl by redmed shoot pricary risks in fhat for mes busiess
AP, primary rivks consdnne o complex package of risks asd G b gy

isclital. This package & Iy ging a% ihe mpers shifl mirwegies and
taniicy, wryng W ieke sdvartape of a competiseg Bninos g
Seevoniary Fbks

m“qlu-uwmnmw\hlmuwmdnm
risks. These riths can be climinaiod o hedged through finmncis derivatres o ndhor
mitranzin of contracs, and this would esably the besines w isprow e iloshily
n managing e primany sisks.

Bninrs Bisks

Thers arc veveral tpes ol sal which can be eeotstered when 2 compuny s
canAucg s iz, wmosg e ane;

& Barket ek

ThE drien nion marke fcsars soch o charges (8 vsihasge rote,
InicTend faliy, gouaily PrRCES: el conmmndilios prios, crwse o chanmae in diy
iy of goodds o6 sevices offored by the lusmica.

b Credii sish

This azcurs when the siber pany defauls on 3 sostracs thsszising U
potcital coid of replacisg @ Wasaction = sang feare dowe o Jilok . et
PR experestos cen b racd o e o

& Ciperatiehial sisk
This & the vk ol naming o bercness. it may wo G o fatlowing

reasons ammp sthers; isdale sywcms, aallickel, maragomest comirnd,
msallicimt beman cosrol, menagenent Gilre, and viminsl s
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Thiv noours nhen & company owcommiens the fsk of panitive lgal s dec b
debralt om 3 contract. This risk can arise Gom inalficiers dnmoeion. nTicia|
capaay. umrrtain kgaliny and orezabiliy ol keviang bankropcy or -

Lisyuidiny Riak

This cecisn when 3 compasy's crh-flow position dins Bl enable it 52 e
Pytenl clbigations en fhe dee dase

Thee Reabomale for Non Med ghag Rk

Aiher Menlifying the fuprt s weres of ks, and medanilanding the lovel ol

Tk that the crwpormie culs i willing % ke, e company may decade, 0 risk

r pan, sl o medk Thes pramny fovks and o o s e i serondary
sk

The commuany’s justification bor ils deciio might be o fallosy:

* The rudn dmnfred i aeing: fineinl dorbvatines fo marage i pesce il
el burmis eivlls e graker tan s i S

- b el g fnive amier dhe oot o saasagiy e ik i EPOACE ey
o Bewrrvial fows vl the vyl rik o oo by crpested i i

The iRatisnabe for Hodging Hisk

Fraluating risk 5 & dynamic procens. Thie packnye of core risks & el
charging s every ik in The packade Mint be omiinssEly el Figomemdy ioaed
hofare detiding whrser o elissnite, kedps or socepe B 8s part of ihe core el of e
barsinen. Ve provees of ssalieing and khatifing tke oo risk packige cn be dong
Whrough de 10p-down mcthed. 0 which e sonie masagement decidios on e gone
nsk padispe snd commanicales his throagphos thee five, asdd th boasoresp mehod
where a limar level in the o ganicron adpscifies the peobveal tisk, dmd conoesnicane
it i (ke o et

liatiey mlenified dhe core sk puackape and decklo thes sisks mst be kbl
finarcial derivatives are e ot wellnmssn proskecty fon bedgiag as by cortail sk,
by perrvading limssscial coverage s cnvmns that sy exposesie cn be conlisal med
Eunagal

Developing 2 sinmegic agpmoach v mmge the core riks can 384 coa dideabile
valew in s cenposy for the (i g ressens Py il | )
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a- Risk mamagemeal et Lo stabili o casheNivw. Wik 3 stabb caih T,
A comipany ey ieade ol & promiem Telaive Wil msee vilitile pecrs, Modying
vl gempaEny camings. uipeEes Gd stdeces the lkciliod of hasknapicy or
failern

b= Mg, bt b 19 eriable: companian o avosd dederrisg iveensiont when

- flass fall and b berie komg-berrs s, Thin ¥ st
theé vidie oF the company

- Helying iowds io sbendle roks Companics can gl ale b
seconadary raks and foous on peinery ruks which @y bave the mark ot cazscdy
(LLTHE 28

d- Hedgiag tends o vedhicn ihe volesiliny of cash Mowi. This will inprost
the cocdi raling of the company sl mcrems: iy dobi copacity

e lbafpmp policies exwnd beiclite o differeni groups, sech o eradilons

wria fear dafislt. I depnoves cnployrent prospes and cosditims for exsployoe
el st cariomicrs whv arg inberesied in siohle proghie! prioes

Hedggita thiromgh Berivatives

Tmivnitves vt widely uwd 10 hedpe @ vanery of esbs. The Giroap o Thire
{1990 ) pepimtoad i ity sy of ey vt avnor nsnlinascial aorpseslions wing over
e coustin iodranents (UT0) thal 57 pereeil o thom wad imorest i swapn, 64
porcnl wsed corency swgrs, 7 porvom) uesl Eeward forelin endlinge cealtacs, A
geronl L] irvlonal rale optices mnd )1 EeceR sl currchey opfions. bn e s
funw they Brudge dhe risls they e, 82 porconl indicated They 1mod DTC dotivatives 1o
hedge risks @isky e nés Bnamon 1% proens o Bolpe capoue an froign
Ty Irinaciions, 89 peroemi oo hedge livelgn cuchan ge irmsaction exponares. TE
pereerd in manags o8 ey the choancierigicn of their cisting mses s liabilitics
Fir fimancial imvsnstions, 43 peroess of dhe sosposdents ined o cale swaps, 69
pereen wacel formand foroign cosbanpe contracie, 69 porce | used inlorey e oplion,
4 pereem el caency swae, aml 13 pororst wsed cumency optiens. Deorivagnes
srore it by B4 potomi of the rovposding fmancial siassiions o hedae ris anising
from mew fmancing. 46 poroess m hede Fncegn aaracy mansction expesares, B
percant i hedge Uanssctiol cxposere, amd W peroenl te 6l option poutiony

buadicul i b mslitations® sasers and Babiiti

4. Heview of Commentators sn Futieres

Formandi eomlractmp has guidind e mang conleies. Dkssows S, markets
& ey mom oxisl a3 Dy roen development. Thy gl of preatd ssdcmic
ciliimiy i the diviag fece behind theit dovclopness Fulire Siirkots porfins
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arporined 1 ey realh eidk ameng Thasa wha chatee 1 wadke
Ertares comiracs, disy anel dikmmicsi i atuial dhe Tallure oo
of preces, in dpol miarkois to any ndiidasl whio #leets W esee the cuenond i
reire, s thay siabalire Aitere 2ash paices

Sance Tl msineimad senip of Risis iorketi are developed in the markes
mchamiam of die capilalist syatem, which in some of its velues and eliics oesradic
T Talisihs isormes and vabues, wo conmel enpent the lsre markas ngtitcionl
st b e w lull complianie with the lamic marmsct rpulaion.

Sinca Bsisrds nuarkeis (incnons we kegitimale ol vy ceonial in Se narke
mechanem in ihve Blemibe sysien, o mompneering s mest be taka o being the
Ttz somrhety mt iibiora] woliing o confom iy with 1slamsic inasssction retricions

Futisics cxmiract way discsssed by many commicinnoes such i Khaa (199,
Chapra (197, Khan (/9] Mahsassini {1987), Mobinddin  {1995] Salavimas
(FRE2) wnad Mima’ ol Figh al-Inbema {19690 Al the above rawecn dhe fiine asirae,
bt Koasinln {1994 & ucll @ Azzam Asran. who wis gesied by Bamali, do scoep
Hutares trading @il they ©all fr o Prih reiponse fomuberd m ihe ligh ol the
mpcraive procodine of fiiters markect.

T pepoctisis of Uhe futarci coadract werg besod on thie following grecmds

a- Short sellog o fuuns Irsding »oooirary e Shoizh raling on ihe
et ol sad, thal b Fom wwesr oxist and be owed by the sk al B limg of e
coraract

b Hevene nadag = Fnuun-ld:::-mm|hm_pﬁ“
thal (he purchor sy s vl thy poods perekased il they are m his
P

e In ibw fimeres conmac, 2 sale i eoechidad in wiich tbg delivery of
pomds anel s counler valug are posiponsd This 15 ime Farm of dein cleanng il
Uhary - af - abow b wldboew) wileich the peseril comacinias is =il 10 baee
reaerialiged om s prolison.

Ruspowse 00 the dheve shigctions will he addrrased ia e follrwing seminm
the prisvess o devcdrping 1he propocl e the Saria Cosipatibic Fusurs, (5CF)

5, Shariak ssition ve Hedging

Iz the provemes seofion. 12w concluded S the vobatilin of prass hag Begome
A fn o (o amdd risk mamagoinest oo proveguisiis for businetses 1o survoe ag such,
and wince S momicnarce and protcotion of wealll 5 3 Sherlah masin, b, nel
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Eking niassres B prooed wealh o cenan o wear cerlas ril i wiclating logic
m well o Shariah teschings Acoondng 10 Shat ‘1 likebhood of an ot or 3 thsg
liis U e siwtuz wx the hisg of Bl iecll™, guaodod by Dlesscan {1430 L} Thes, i
v rives can aake et slitin [ Ao of crtai ks N geotecting wealis from
thess phis g be comidered spandering of wealih, which iy probibised i the Quran

A pika ae unditibl md unpleasast evonts, ey cas e considered 2
etz e {alaror) which musi be aided seeosding 42 the Sharish masim Tamage
in 1o be wmdone” (Magallah Ant. 193 50 busisiss mast #0t be nostral in facing ridks
el inviend vhey mestiake alf mopmnes b0 avoid or elimbass it

W rishis conid #= chmisatnd, ihoy mest be neducod fosgh sk mansgomen.
aned i il e omc ascoeling 0 e fllowing lilanic kel masima: “Severe darmage
dikarary s made 10 disappear by lighter demags™ (bid Ate 28), “The smalin of fwo
Bans {darar) is chosen™ idbid An 20, “Uessope (ko) o be b seoided 25 fir =
porisibie” dihed At 320, 'roms absive, e can say thal Sharoh chliges businsses n
take meavanes: o Rodge undesinable ridky and that hedging can be cmsidered @ prime
Shared rabals for ui of slamir foraards of fmans ool

Sharia Compatible Wedgap Contran (AUHC) (Ilamic Farwurd)

SN b8 & binding promie Gon the huyer b by aid $om the sellor usall a
e pood of apecific yaamtey on o specific dake m (ho Solere 3l a0 agrond aper
ieice, Om meaturily, the WEr s bo poy ihe pro-agresd price o the sl has
dcliver the ataet M the sctiloeni place. In essmce @ i 4 Gwwerd porchase of @
windinaly desribal good o en agreed e [rice, e oad plece of delivery.

A the puinpoin of this comima B b preloot the sscts againsi snespemad md
andiinable change, the Iollowng cosditieen mas be st iied

a- Both (e sanet mod o coussitar wabie mend encharge hasds on mater it enly

b T cosmier vl o be wwfneo o mensred dde ce the &y of e
sciThermass

@ The maaet imast be ganera snd no specilic.

- Spctificalions and stiriwtes, which sy affest e price of S mset, i be
kenarm andl igrond sfson

v~ Chaarmtity o thve et and it commlor vallae st b kndwn and agread spos
01 is wed mecesiary B the scilor o b ihe (etser of the msci (in e e ol

an ngriceliue] crommadity). and i the: mist e be i Dis possossion when b
mizkry the doal
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i+ The asse sd it crumter waler s ke See of any | bl atiriburies.
Salwm gad SUHE

Kl gontrit b ow forwad penchoss of generally decried goods for il
aduance paanel (Vigls sl Vayes. 1998, p 145) hurinin sgree than the puspes: of
Natlat deake & 10 provide Snanoe v e scler asd s provide @ well rewaedad invertmen)
oppartumaty b it baiyer il CQudsmak, 4920, Bo Taviirwsh, U599 0. 1 W97, o ol
Mumams, (317 H., W3R, Thad m why most of dhem wipulbie o fall sivence
B the goedi for e walidiy of Safos This condiiion cass be validl Fx [EHUSIES
Eilamis Forwands. & ihe fllowing romms:

a  Sinaw the purpose o the SCHC 19 ihe protection o the sy’ valss asd el
ivedticrd of fnanoe, e sipulieen of full sdvas poment & ol
jwitificl

B IWike buper cannm be the isvsior, snidor te swloy decs el wanml. fipance
frams the huyer, Bulging cmnot he achbreed $iroegh Salam, bat it can b
Himigh SCHC. which b & bindng contract by the wller snd the bayer 1o
exchange ibs agread vpon kel and th soumier selue en The apocilis dab o
the fmre

RCHE sl e Dhelt Clearancr Sake

e off the forms of sabe defdt by dobi (Aay” af.divm-Ad-dgm is b combade &
ﬁ-dmmmmhmmnhmw Thn Al-hayyim al-Joweryyah
mamitd il bt al-dga-heal daps. sl be cmsidored o the oedy prkabited Form ol
stk aif bl {lm AN Orpyian, 197H, LFla0-54)

Lremwal domivetoan w said o have matenialiond 56 B probubision of sale of debt
by debn [T Qudaresh, Vol 4, p 51, Ibs Taymayyab, 1899 p. 235], b s
dbsgrce en the definiion of fhis vamaction and e vorious fores i can take |epal
sthools have resorded divergent eolings, which mesn that the ol o consemus &
enfmmded Denn AL -Chayyam jaslified the peshibition of the sboee ferm of sale of dehi by
detsl, & e grownds it i purpess of the sale contiet & priseiion, Tkl s3ie doss
i firlfil] this parpane, se @ is 2 useless ohligation o baib parties. AlDai {1900)
CAl:Durm 19900, o JH0) rcilsies this clsim oe ik bass thit m this ramscion cees
m.'hlhgwrhmpc.r'tm-udﬁuumnuhp-m“nfh
ginds and o wcller hrcames gurner of the: [eice. Even Tiouph in thie Hedging Contrac.
bl the muct sl s counier walae will be deliverad o8 The agrerd ugon da in the
alery, @ canma be comdidered waelem, slie the kadgng conirac ackicees the gl of
tuting ind maisiaming by met of cumta pories. whick sativies the Sk
rranim of preservisg, wealik

The Jwistication foir Frsipencmest
The freajor iffrenoe boiwees the convent ional sabe and the bedging contran i
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e delivay poitpotason! of the seel aed i coums vilae in the bodping o
ke puitpenei = by prasfied on the folloog promd:

a- I an malngical Gese Wil the Salow contrad, Malikis  peis
posspomemnean of We couster vahie for throo days @ for mese lian dkees
dhays it wheme: e {ul Vbstah, nd L 4318)

be B @ Bondng coalract, it i pormaned 0 delay die payment of the renl oven
theagk: the aveffect cannm be delivered o omce &0 the hoginslag of B
CONIraRE, si v hive Beipetement o (e rone and th wafreer. Ascordmg 1o
AlK i, of there iv v comd ificn in ihe lease Cosiract, thal tee ol will by
peid 31 the andd ol (ko lesse, tiis conditon i permilied fal Kazasd 1918,
Ak R

€= In an feilmg CoRITacL, s parly s goods that dhe oder party usdenedic e
atinaliie, and to deliver in the frmee. The Alanai scosl permitied e
pentponement of the proge of dhese poods. In this ramsaction, ek the gk
and e courber value are posiponed

d- Hasal on ke principle of the dooden of cenwectinl slijulston, T
Teymeyyal concuded [t the aprevid spen Spulstions bohoen posties are
badig o tkem (Thn Towsmivyah, 1395, 33005 in bedging cemsact,
CTRARRS DA O ipalide by posipmomsnl of ol the st sl s
coamie walue Thin cusdivien is valid, sisee B is & prorogeimite i il de
kadpny pumposs

e~ S jerivis: forego the Tall advasce paymeni condilion 0 & Subes enetrac
il # i oomchaded o5 o sale contract §d Shisagi, 197, 17990}

= Apoonding e AlMast (1990 06 the good sl iheir counter valuc arg
delivered on o spocific dute is e Teire, there will be mss risk, {2 o0 i1l
prds o thew valhie are poatpmcd, Gierer wif] bo il sene. This Gerar in
won o,

@ Supply contiscei, whern ibe poads a8 er ot nhs wc posagmid. e
pevmitiod by Forna | 1995, p 4370, Abu Salaviran | 1941, AL Masri {1999,
Pl e Pl Figh dcandean {1909
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