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While private equity activity in the Middle East has tailed off 
dramatically since the economic crisis reached the region in 
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that remains towards Shariah-compliant investment.
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HBG Holdings in July, which was structured as a Shariah-
compliant vehicle despite HBG being a conventional investor.

“It’s the first time we’ve structured a fund Islamically and 
the reason was the feedback from clients. It’s very simple, our 
investor base is primarily from Saudi Arabia and the Gulf, and 
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support  
for this platform, it should be Shariah-
compliant’,” said Zulfi Hydari, group managing 
director at HBG. “We considered it carefully, 
and even though we felt there would be some 
limitations in being Shariah-compliant, we 
decided to proceed.” 
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Fund I, is targeting $150 million for investment 
in MENASA-based companies listed on London’s 
AIM market. However, even investors with 
no focus on the Middle East are now also 
considering using a Shariah-compliant vehicle as 
a way to raise money from the Middle East.

“When we went to the Middle East we 
could see two breeds of investor: one which 
is conventional with significant exposure to 
private equity; and the other who said a Shariah 
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Kuwaiti institution actually suggested we look at implementing 
a Shariah structure,” said Kunal Kumthekar, director and 
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currently raising its first fund, focused on infrastructure-related 
opportunities in India.

As Hydari notes, the issues around Shariah compliance 
have been “coming to the fore” over the past couple of years, 
particularly since “Dubai-based institutions and government 
started to use Shariah-compliant debt and equity to structure high 
profile transactions in the region”.

However, the signs are there that the economic crisis has 
accelerated this trend – although it is too soon to say whether 
any uptick in Shariah compliance seen now will be permanent.
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equity investments we have advised on have been Shariah-
compliant, and a large number of the new funds are too,” said 
Benjamin Newland, a Dubai-based corporate partner at law firm 
King & Spalding. “But there has been such a fall-off in transaction 

and fund-formation volume that it is hard to say how much of 
a newfound interest in Islamic investing this represents.  The 
sample size is just very small.”

But what’s behind the prevalence of Shariah financing seen 
now? Within the Middle East it seems the impact of the debt-
induced global economic downturn has lent more weight to the 
argument put forward by some that Shariah investment is less 
risky – causing some conventional investors to sit up and pay 
attention.

“The crisis has nearly bankrupted some family groups and 
given proponents of Shariah an opportunity to remind investors 
of the restrictions on the use of debt in Shariah-compliant deals,” 

says Hydari. “Therefore what you’re finding is that 
Shariah investors are in relatively better shape and 
able to invest, and [others] are [also now] saying 
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compliant’.”

While Shariah finance may be winning new, 
perhaps temporary, converts in the Middle East 
because it is seen as being safer, two further 
intertwined factors may be helping to take the 
reach of Shariah compliance beyond the Middle 
East and into wider Asia. The first is that with US 
and Europe institutions still constrained by the 
effects of the financial crisis, the Middle East has 
become an even more important destination on 
the fundraising trail for Asian GPs. This has been 
aided and abetted by a shift in focus on the part 
of many Middle Eastern LPs – Kuwait Investment 

Authority being one example – towards the MENA region and 
Asia and away from Western markets.

 “Many of the institutions in the Middle East only used to look 
at the West. Now though they are starting to mandate that funds 
go to Asia and if they direct it here, then it will be India and China 
where they have the most interest and experience,” said Nine 
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He says his firm is giving some serious thought to the 
suggestion to create a Shariah sidecar vehicle, although as 
he points out, this would have obvious implications on the 
investment side: “If you’re going to take Shariah financing into 
China or India, you need to make sure there’s a compatibility of 
structures and opportunities on the investment side.”

However, in growing economies like India and China, which 
do not rely on leverage, compatible private equity deals should 
not be too hard to find.

“In an Indian context, for example, the education sector 
may be one area where Shariah investment could really make a 
difference,” said Kumthekar.  

The economic downturn has led more Middle Eastern investors to make Shariah 
compliance a condition of commitment.

Shariah compliance a must

Newland: too early to say if trend  
will stay


