
Islamic Securitization:

An Alternative to Avoid Subprime Crisis

Nafis Alam
Monash University

“Moral Values and Financial Markets: 

Assessing The Resilience of Islamic Finance Against Financial Crisis”

18th-19th Nov, FEEM, Italy





What is Securitization ?



Conventional Securitization Islamic Securitization

Debts are securitized: investor buy interest in 

the debts sold

Islamic securitization is asset based

Only possible when monetary debts are sold 

at discount

Here investors purchase portions of 

interest/ownership in the underlying tangible 

asset

Pricing is largely based on interest rate 

movement and credit risk/rating

Income paid to investor must come from 

employment of the asset in real business

Secondary trading of these securitized debts 

are norms of the day

Investors are paid fixed coupons Income/profit and cannot be fixed or 

guaranteed

In asset-backed securities assets means 

financial assets (money and debts)

Asset-backed securities must mean real 

tangible assets or at least combined assets 

where tangible portion is more than 

debt/money portions



Problems with Conventional Securitization





Islamic Securitization Procedure

Payment     Sukuk                                                   

Cash proceeds

Servicing Contract

Purchase price of asset

Sale of asset

Credit 
enhancement

InvestorsObligators Issuer special purpose vehicle

Trustee

Security 
package

Originator/ 
seller/ 

servicer

Standby 
servicer



Advantages of Islamic Securitization

• Real purpose behind raising funds via securitization

• Each transaction participant  share in both the risk and 

return

• Collateral assets are not in form of debt

• The underlying assets and securitized obligations are not 

employed for speculative purposes



Islamic Options for Subprime Mortgages

• SUKUK BBA

• SUKUK IJARAH




