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MSCI Global Islamic IndicesMSCI Global Islamic Indices

The MSCI Global Islamic Indices reflect Sharia investment principles to provide 
a relevant opportunity set for Islamic investors. An independent Sharia Board 
has granted a Fatwa on the MSCI Islamic Index Series Methodology, 
concluding that the methodology is in compliance with generally accepted 
Sharia guidelines. 

The MSCI Global Islamic Indices were launched on July 26, 2007. MSCI Barra 
has just completed the first annual review of the MSCI Global Islamic Indices 
for the May 2008 Semi Annual Index Review. As of the close of June 4, 2008 
the MSCI AC World Islamic index consisted of 1094 securities.

MSCI Barra is seeking to improve its methodologies and has been listening to 
its clients’ comments regarding the MSCI Islamic Index Series Methodology.

MSCI Barra welcomes any feedback from the investment community and plans 
to contact directly some market participants to solicit feedback. Please note 
that the consultation may or may not lead to changes in the MSCI Global 
Islamic Indices and the MSCI Islamic Index Series Methodology.
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Outline of ConsultationOutline of Consultation
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Sharia Banking
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Sharia Banking
Current MSCI Islamic Index Series Methodology 

Sharia Banking
Current MSCI Islamic Index Series Methodology 

The current MSCI Islamic Index Series Methodology 
screens companies in the Financial Services sector both for 
their compliance to Sharia principles in their revenue from 
business activities, and for their reliance on debt and 
interest in their financial structure.

Financial Services companies that follow Sharia principles 
in their business activities pass the Business Activity 
screening.

Financial Services companies that do not meet the 
requirements for the Financial Ratio screening are excluded 
from the MSCI Global Islamic Indices.
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Sharia Banking 
Potential Enhancement to MSCI Islamic Index 
Series Methodology

Sharia Banking 
Potential Enhancement to MSCI Islamic Index 
Series Methodology

Islamic financial institutions would be included in the MSCI Global 
Islamic Indices and would not be subject to Financial Ratio screening if 
the following criteria were fulfilled:

i) The Islamic financial institution is a separate legal entity and established 
only to deal in transactions that are Sharia compliant.

ii) The Islamic financial institution has an appointed Sharia Supervisory 
Board that provides oversight and sign-off on all product development, 
implementation and monitoring along with providing on-going guidance 
on all Sharia related matters and issuing pronouncements/Fatwas to that 
effect, where such pronouncements/Fatwas are legally binding on the 
Islamic financial institution.

iii) The above should be documented in the Islamic financial institution’s 
formation documents along with its audited financial statements.

MSCI Barra proposes the following potential enhancement to the MSCI 
Islamic Index Series Methodology:
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Sharia Banking
Impact of Potential Enhancement

Sharia Banking
Impact of Potential Enhancement

If the MSCI Islamic Index Series Methodology enhancements 
were to be implemented as described, 13 securities would 
have been eligible for addition to the MSCI Global Islamic 
Indices based on their constituents as of the close of August 
22, 2008.



8© 2008. All rights reserved.

Ratio Calculations
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Ratio Calculations 
Current Calculation for Third Ratio

Ratio Calculations 
Current Calculation for Third Ratio

Under Sharia investment principles, accounts receivable are viewed 
as loans to distributors. However, these loans do not always involve 
the explicit payment of interest. For example, accounts receivable 
may be interest-free, or the interest charge may have been 
incorporated into the price of the goods sold to distributors. 

Due to the special nature of accounts receivable, and based on 
consultation with its clients and the recommendations of MSCI 
Barra’s Sharia Advisors, the third ratio’s threshold has been set at 
70%.

Other Sharia Boards can be stricter, setting the level at 49% or even 
33%.  On the other hand, some Sharia Boards do not recognize any
upper limit for accounts receivable.

MSCI Barra recognises that the Sharia Boards of its clients 
sometimes have stricter interpretations of the third ratio.  
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Ratio Calculations
Potential Enhancements to Third Ratio

Ratio Calculations
Potential Enhancements to Third Ratio

MSCI Barra is considering two alternative potential 
enhancements:

1. Include cash in the calculation of the third ratio 

OR

2. Decrease the threshold of the third ratio to a 
lower level
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Ratio Calculations
Option 1: Potential Enhancement

Ratio Calculations
Option 1: Potential Enhancement

The third ratio of the Financial Screening is defined as:

“Accounts receivables over total assets”

MSCI Barra would modify the ratio definition to be:

“Accounts receivables and cash over total assets”
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Ratio Calculations
Option 1: Impact

Ratio Calculations
Option 1: Impact

The modified definition of the third ratio:

− Includes securities with a low cash balance but high 
accounts receivable in the MSCI Global Islamic Indices.

− Excludes securities with a high cash balance and high 
accounts receivable from the MSCI Global Islamic 
Indices.

If the third ratio were to be changed as described, 8 
securities would have been deleted from the MSCI 
Global Islamic Indices based on their constituents as of 
the close of August 22, 2008.
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Ratio Calculations
Option 2: Potential Enhancement

Ratio Calculations
Option 2: Potential Enhancement

An alternative to the proposal would be to reduce 
the threshold of the third ratio to a lower level.

The threshold could be lowered to 49% or 33%
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Ratio Calculations
Option 2: Impact

Ratio Calculations
Option 2: Impact

Lowering the threshold would exclude securities with 
accounts receivable lower than the current threshold of 
70% and above the new threshold.

If the new threshold were lowered to 49%, 11 securities 
would have been deleted from the MSCI Global Islamic 
Indices based on their constituents as of the close of 
August 22, 2008.

If the new threshold were lowered to 33%, 70 securities 
would be deleted from the MSCI Global Islamic Indices 
based on their constituents as of the close of August 22, 
2008.

- Which of the two options would be preferable?
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Dividend Purification
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Dividend Purification 
Potential Enhancement to MSCI Islamic Index 
Series Methodology 

Dividend Purification 
Potential Enhancement to MSCI Islamic Index 
Series Methodology 

Currently, the “dividend adjustment factor” is defined as:-

(total earnings – interest income) / total earnings

MSCI Barra is considering modifying the definition of the 
“dividend adjustment factor” to be:-

(total earnings – prohibited income) / total earnings

Prohibited Income includes interest income and revenues 
from any prohibited activity identified in the Business 
Activity screening.

- How does the potential “dividend adjustment factor” match with 
current Sharia investment practices?
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Business Activity Screening
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Business Activity Screening
Threshold for Revenue from Prohibited Activities

Business Activity Screening
Threshold for Revenue from Prohibited Activities

Currently the Business Activity screening excludes 
securities that are directly active in, or derive more 
than 5% of their revenue (cumulatively) from, the 
activities prohibited by Sharia law.

The Business Activity screening could be modified to 
exclude securities with any involvement in the 
activities prohibited by Sharia law.

- Would a stricter application of the Business Activity screening be preferable?

- Should any one prohibited business activity automatically exclude a company 
when there is any involvement, for example Pork or Alcohol?
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Business Activity Screening
Impact of Potential Business Activity Screening 
Enhancement

Business Activity Screening
Impact of Potential Business Activity Screening 
Enhancement

Changes due to stricter screening on Business Activity, 
based on the constituents of the MSCI Global Islamic 
Indices as of the close of August 22, 2008.

Current
Alcohol 

Exc luded
Pork  

Excluded
All Activit ies 

Exc luded 
Alcohol 

Excluded
Pork 

Exc luded All Excluded

W orld 746                 694               692          553                16.4% 17.7% 26.5%

EM 344                 326               325          238                13.1% 12.9% 46.8%

ACWI 1,090              1,020            1,017       791                15.9% 16.9% 28.7%

Data as of the c lose of August  22, 2008. 

Number of Securit ies One Way Index T urnover
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Appendix – Excerpts from the current MSCI 
Islamic Index Series Methodology
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Financial Screening Ratios Financial Screening Ratios 

Sharia investment principles do not allow investment in 
companies deriving significant income from interest or 
companies that have excessive leverage. MSCI Barra 
uses the following three financial ratios to screen for 
these companies:

1. Total debt over total assets

2. Sum of a company's cash and interest-bearing 
securities over total assets

3. Accounts receivables over total assets
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Activities Prohibited by Sharia Investment 
Principles
Activities Prohibited by Sharia Investment 
Principles

Alcohol: distillers, vintners and producers of alcoholic beverages, including producers of beer and malt liquors, owners and 
operators of bars and pubs.

Tobacco: cigarettes and other tobacco products manufacturers and retailers.

Pork related products: companies involved in the manufacture and retail of pork products.

Financial Services: commercial banks involved in retail banking, corporate lending, investment banking; companies 
involved in mortgage and mortgage related services; providers of financial services, including insurance, capital markets 
and specialized finance; credit agencies; stock exchanges; specialty boutiques;  consumer finance services, including 
personal credit, credit cards, lease financing, travel-related money services and pawn shops; financial institutions primarily 
engaged in investment management, related custody and securities fee-based services ; companies operating mutual 
funds, closed-end funds and unit investment trusts;  financial institutions primarily engaged in investment banking and 
brokerage services, including equity and debt underwriting, mergers and acquisitions;  securities lending and advisory 
services institutions; and insurance and reinsurance brokerage firms, including companies providing property, casualty, life 
disability, indemnity or supplemental health insurance.

Defense / Weapons: manufacturers of military aerospace and defense equipment, parts or products, including defense 
electronics and space equipment.

Gambling / Casino: owners and operators of casinos and gaming facilities, including companies providing lottery and 
betting services.

Music: producers and distributors of music, owners and operators of radio broadcasting systems.

Hotels: owners and operators of hotels.

Cinema: companies engaged in the production, distribution and screening of movies and television shows, owners and 
operators of television broadcasting systems and providers of cable or satellite television services.

Adult Entertainment: owners and operators of adult entertainment products and activities.
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Dividend PurificationDividend Purification

If a company derives part of its total income from interest 
income, Sharia investment principles state that this 
proportion must be deducted from the dividend paid out to 
shareholders and given to charity. 

MSCI Barra will apply a “dividend adjustment factor” to all 
reinvested dividends. The “dividend adjustment factor” is 
defined as: 

(total earnings – interest income)  / total earnings

In this formula, total earnings are defined as gross income, and
interest income is defined as operating and non-operating 
interest. MSCI Barra will review the “dividend adjustment 
factor” on an annual basis.
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MSCI Barra 24 Hour Global Client ServiceMSCI Barra 24 Hour Global Client Service

Asia Pacific

China North 10800.852.1032 (toll free)

China South 10800.152.1032 (toll free)

Hong Kong +852.2848.7333

Singapore +65.6834.6777

Sydney +61.2.9033.9333

Tokyo +81.3.5226.8222

Europe, Middle East & Africa

Amsterdam +31.20.462.1382

Cape Town +27.21.683.3245

Frankfurt +49.69.2166.5325

Geneva +41.22.817.9800

London +44.20.7618.2222

Madrid +34.91.700.7275

Milan +39.027.633.5429

Paris 0800.91.59.17 (toll free)

Zurich +41.44.220.9300

Americas

Americas 1.888.588.4567 (toll free)

Atlanta +1.404.949.4529

Boston +1.617.856.8716

Chicago +1.312.706.4999

Montreal +1.514.847.7506

New York +1.212.762.5790

San Francisco +1.415.576.2323

São Paulo +55.11.3706.1360

Toronto +1.416.943.8390

clientservice@mscibarra.com
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Notice and DisclaimerNotice and Disclaimer

This document and all of the information contained in it, including without limitation all text, data, graphs, charts (collectively, the “Information”) is the 
property of MSCI Inc., Barra, Inc. (“Barra”), or their affiliates (including without limitation Financial Engineering Associates, Inc.) (alone or with one or 
more of them, “MSCI Barra”), or their direct or indirect suppliers or any third party involved in the making or compiling of the Information (collectively, 
the “MSCI Barra Parties”), as applicable, and is provided for informational purposes only.  The Information may not be reproduced or redisseminated in 
whole or in part without prior written permission from MSCI or Barra, as applicable. 

The Information may not be used to verify or correct other data, to create indices, risk models or analytics, or in connection with issuing, offering, 
sponsoring, managing or marketing any securities, portfolios, financial products or other investment vehicles based on, linked to, tracking or otherwise 
derived from any MSCI or Barra product or data.

Historical data and analysis should not be taken as an indication or guarantee of any future performance, analysis, forecast or prediction.

None of the Information constitutes an offer to sell (or a solicitation of an offer to buy), or a promotion or recommendation of, any security, 
financial product or other investment vehicle or any trading strategy, and none of the MSCI Barra Parties endorses, approves or otherwise 
expresses any opinion regarding any issuer, securities, financial products or instruments or trading strategies.  None of the Information, 
MSCI Barra indices, models or other products or services is intended to constitute investment advice or a recommendation to make (or 
refrain from making) any kind of investment decision and may not be relied on as such.  

The user of the Information assumes the entire risk of any use it may make or permit to be made of the Information.  

NONE OF THE MSCI BARRA PARTIES MAKES ANY EXPRESS OR IMPLIED WARRANTIES OR REPRESENTATIONS WITH RESPECT TO THE 
INFORMATION (OR THE RESULTS TO BE OBTAINED BY THE USE THEREOF), AND TO THE MAXIMUM EXTENT PERMITTED BY LAW, MSCI 
AND BARRA, EACH ON THEIR BEHALF AND ON THE BEHALF OF EACH MSCI BARRA PARTY, HEREBY EXPRESSLY DISCLAIMS ALL IMPLIED 
WARRANTIES (INCLUDING, WITHOUT LIMITATION, ANY IMPLIED WARRANTIES OF ORIGINALITY, ACCURACY, TIMELINESS, NON-
INFRINGEMENT, COMPLETENESS, MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE) WITH RESPECT TO ANY OF THE 
INFORMATION.  

Without limiting any of the foregoing and to the maximum extent permitted by law, in no event shall any of the MSCI Barra Parties have any 
liability regarding any of the Information for any direct, indirect, special, punitive, consequential (including lost profits) or any other damages 
even if notified of the possibility of such damages. The foregoing shall not exclude or limit any liability that may not by applicable law be 
excluded or limited, including without limitation (as applicable), any liability for death or personal injury to the extent that such injury results 
from the negligence or wilful default of itself, its servants, agents or sub-contractors.

Any use of or access to products, services or information of MSCI or Barra or their subsidiaries requires a license from MSCI or Barra, or their 
subsidiaries, as applicable.  MSCI, Barra, MSCI Barra, EAFE, Aegis, Cosmos, BarraOne, and all other MSCI and Barra product names are the 
trademarks, registered trademarks, or service marks of MSCI, Barra or their affiliates, in the United States and other jurisdictions.  The Global Industry 
Classification Standard (GICS) was developed by and is the exclusive property of MSCI and Standard & Poor’s.  “Global Industry Classification 
Standard (GICS)” is a service mark of MSCI and Standard & Poor’s.

© 2008 MSCI Barra. All rights reserved.
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