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Abstract

Price fluctuations, including commodity prices, interest rates, currency rates, stock prices, and bond prices,
have become a defining phenomenon of contemporary economies. These fluctuations resulted from structural
changes that these economies experienced in the mid- and late 1970s, including the floating of exchange rates
and the shift in monetary policies from targeting interest rate stability to targeting monetary base growth.
These changes also included the removal of barriers to capital flows across geographical and political
borders, as well as the tremendous development in the speed of communication and transportation. These
large and unexpected fluctuations posed a significant risk to businesses, threatening their existence and
exposing them to bankruptcy. Therefore, institutions have been active in developing and innovating financial
instruments that enable them to manage or hedge against these risks. This activity, i.e., innovation and
development of financial instruments and operations, is known as financial engineering. It is well known that
there are financial transactions that conflict with Islamic law. We have devoted our research to financial
engineering and the Islamic position on it. Accordingly, the topic was divided into two sections: The first
section examines the term financial engineering and the reasons for its emergence. The second section
examines the impact of financial engineering on Islamic banks.

Keywords: financial engineering, Islamic economics, Islamic banks.
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