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The development of transactions in financial institutions has led to many
new demands in various new contracts. And the result of transaction
development also creates new risks that must be managed with new
instruments, such as financial derivatives. This study discusses the use of
financial derivatives in the market, especially for risk management, and
how Islamic financial institutions use them. After using an analytical
method based on books and research related to financial derivatives and
applying it to the Islamic concept, this study concludes that derivative
transactions and their use in conventional markets still have many sharia
Issues such as riba, garar, and maysir. Therefore, Islamic financial
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institutions use Islamic financial derivatives based on Islamic contracts and
do not comply with Shari‘a such as waad, muwaadah, and murabahah for
risk management and not for profit-making speculation. Islamic financial
derivatives as a product of financial engineering can still develop to
maximize their use in the future.

Keywords: Financial derivatives, Islamic financial institutions, Risk
management.
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