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EDITORIAL AIM

FUDMA International Journal of Social Sciences (FUDIJOSS) is a bi-annual journal published
by the Faculty of Social Sciences, Federal University Dutsin-Ma, Katsina State, Nigeria.
FUDIJOSS is intended for scholars who wish to report results of completed or ongoing
research,book review, review of the literature and discussions of theoretical issues or policy in
all areas of Economics, Geography, Regional Planning, Political Sciences, Sociology,
Demography, GenderStudies, and Management Sciences. Therefore, the primary objective of
this journal is to providea forum for the exchange of ideas across disciplines and academic
orientations in the social sciences, and other related disciplines.

EDITORIAL POLICY

Manuscripts submitted for publication in FUDIJOSS are considered on the understanding that
they are not under consideration for publication elsewhere, and have not already been
published.The publishers of FUDIJOSS do not accept responsibility for the accuracy of the
data presented in the articles or any consequences that may arise from their use. Opinions
expressed in articles published by FUDIJOSS are solely those of the authors.

AUTHOR GUIDELINES

Submission to FUDMA International Journal of Social Sciences (FUDIJOSS)

Avrticles submitted to FUDIJOSS should be written in English Language (a consistent use of
US or UK grammar and spelling) and should normally be between three thousand (3,000) to
eight thousand (8,000) words (including all elements, abstract, references). If English is not
theauthor's mother tongue, please arrange proofreading by a native English speaker before
submission. Submitted manuscripts should contain a concise and informative title; the
name(s) ofthe author(s); the affiliation(s) and address (es) of the author(s); the e-mail address
and telephonenumber(s) of the corresponding author. Contributions are received with the
understanding that they comprise of original, unpublished material and have not been
submitted/considered for publication elsewhere. All submissions should be sent electronically
as email attachment to fudijoss@gmail.com. Submissions must be accompanied with
evidence of payment of an assessment fee of N10,000 or 25 (USD). Manuscripts are accepted
throughout the year.

Abstract

A concise abstract of not more than two hundred and fifty (250) words and to be followed
immediately by four to six (4-6) keywords which should not be a repetition of the title. The
abstract should not contain any undefined abbreviations or unspecified references.

Text

Manuscripts should be typed, double spaced in MS Word for Windows format, font size 12,
Times New Roman with 2.5cm margins, and organized under appropriate section headings.
All headings should be placed on the left-hand side of the text. All figures, tables, etc. should
be inserted at the appropriate locations in the text. Only three levels of headings are accepted
in the text. All measurements should be given in metric units. Acknowledgements may be
made brieflyjust before the list of references only on the revised final manuscript.
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Tables and Figures

a. Allillustrations other than tables are to be numbered consecutively as Figures (e.g. graphs,
drawing and photographs) using Arabic numerals.

b. Photographs and other illustrations will be reproduced in black and white unless
otherwise agreed with the editors. Only online versions of the article will appear in colour.

c. All Figures and Tables are to be referred to in the text by their number.

Citations in Text

Cited references in the text are to be cited in the text using the surname(s) of the author(s)
followed by the year of publication of the work referred to, for example: Mustafa (2019), (Ati,
2016), (Dimas & Akuva, 2020) or for references to page (Mustafa, 2020, p. 15). In case of
more than two authors use name of first author followed by et al." (Yecho et al., 2017). If
several works are cited, they should be organized chronologically, starting with the oldest
work.

References: Use the American Psychological Association (APA)StyleGeneral Guide
The items in the reference list should be presented alphabetically with the last name of the
author,followed by the author’s initials.

Books
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Printing Press, Califonia, USA.
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lliya, M. A., & Dankani, I. M. (Eds). Climate Change and Sustainable Development in
Nigeria (pp 99— 121). Ibadan: Crown F. Publishers.

Journal Articles
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SUKUK BOND AND DEVELOPMENT: A VIEW FROM ECONOMIC LENS

Chukwunonso Francis Onoh (Ph.D)
Department of Economics,
National Open University of Nigeria,
Abuja Nigeria.
ffecooh@gmail.com

Abstract

This paper critically explores the economic implications of Sukuk—Shariah-compliant
financial instruments also known as Islamic bonds—as tools for sustainable development.
Unlike conventional bonds that generate fixed interest (riba), Sukuk are asset-backed and
structured on profit-and-loss sharing, ensuring compliance with Islamic principles while
fostering real-sector investments. The global Sukuk market has grown significantly, surpassing
USD 800 billion by 2023, with increasing adoption in both Muslim and non-Muslim-majority
countries such as Malaysia, Saudi Arabia, the United Kingdom, and Nigeria. Using a mixed-
method approach, this study integrates theoretical literature, empirical data, and case studies
from countries with active Sukuk markets. It evaluates Sukuk’s role in mobilizing capital for
infrastructure, enhancing financial inclusion, and promoting ethical investing. Evidence from
Malaysia and GCC states reveals that Sukuk finance has positively contributed to GDP growth,
employment generation, and industrial diversification. In Nigeria, sovereign Sukuk have
funded critical road infrastructure across geopolitical zones, showcasing their impact on
national development. The paper also highlights major challenges: regulatory fragmentation,
inconsistent Shariah interpretations, underdeveloped secondary markets, and macroeconomic
vulnerabilities such as currency risks and inflation. These risks, if unaddressed, could
undermine Sukuk’s scalability and investor confidence. Policy recommendations include
harmonizing legal frameworks, enhancing market infrastructure, promoting public—private
partnerships, and leveraging fintech to improve transparency and access. In conclusion, Sukuk
represent a transformative financial tool that aligns profitability with ethical and
developmental goals. With strategic reforms and international collaboration, they can play a
central role in financing infrastructure, advancing the Sustainable Development Goals
(SDGs), and fostering inclusive economic growth—especially in emerging economies and
Islamic finance markets.

Introduction

Sukuk, commonly referred to as Islamic bonds, are financial instruments structured in
compliance with Islamic law (Shariah). Unlike conventional bonds that involve interest
payments (riba), Sukuk are asset-backed securities that generate returns to investors without
violating Islamic legal principles. Instead of lending money in exchange for interest, Sukuk
holders gain a share of ownership in a tangible asset, project, or investment venture and earn
profits derived from the asset's performance (Jobst et al., 2008). The origin of Sukuk traces
back to classical Islamic jurisprudence, where similar instruments were used in trade and
commerce during the Islamic Golden Age. However, the modern form of Sukuk emerged in
the early 2000s when governments and corporations in Muslim-majority countries sought
Shariah-compliant alternatives to conventional debt instruments. Since then, the global Sukuk
market has grown exponentially, reaching a total value of approximately USD 800 billion by
2023, with active issuance from countries such as Malaysia, Saudi Arabia, the United Arab
Emirates, and Indonesia (IFSB, 2023).
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In recent decades, the demand for ethical, responsible, and Islamic investing has risen sharply,
fueling growth in Islamic finance, particularly Sukuk. This has made Sukuk not only a
religiously compliant financial tool but also an increasingly important contributor to capital
market deepening and economic development in both Muslim-majority and non-Muslim-
majority countries. For instance, the United Kingdom and South Africa have both issued
sovereign Sukuk to tap into the Islamic finance market (Wilson, 2008). From an economic
development standpoint, Sukuk offer a significant opportunity. They enable governments and
corporations to mobilize long-term financing for infrastructure, healthcare, education, and
other development sectors, all while adhering to ethical investment principles. Moreover,
Sukuk can be a powerful mechanism for financial inclusion by providing investment vehicles
to Muslims who avoid interest-bearing products, thereby broadening participation in financial
markets (Ahmed, 2011).

Despite the growing relevance of Sukuk in global finance, there remains limited comprehensive
academic analysis on their economic implications, especially in terms of how they directly and
indirectly contribute to economic development. Much of the current discourse focuses on legal
structures and Shariah compliance rather than on macroeconomic outcomes. The central aim
of this paper is to analyze Sukuk through an economic lens, exploring how these instruments
can be leveraged as tools for sustainable economic development. The research questions
guiding this inquiry are:

How do Sukuk differ from conventional bonds in economic terms?
What role does Sukuk play in capital formation, investment, and infrastructure development?
What empirical evidence supports the link between Sukuk issuance and economic growth?

By addressing these questions, the paper intends to contribute to the broader understanding of
Islamic financial instruments as catalysts for national and regional development.

This paper adopts a mixed-method approach. A qualitative review of academic literature,
policy papers, and market reports will be used to provide the theoretical foundation and
conceptual analysis. This will be complemented by empirical observations, focusing on
countries with significant Sukuk markets such as Malaysia, Indonesia, and the Gulf
Cooperation Council (GCC) states. Quantitative data from sources such as the Islamic
Financial Services Board (IFSB), International Monetary Fund (IMF), and World Bank will
support analysis related to GDP growth, infrastructure investment, and foreign capital flows in
relation to Sukuk issuance. Where available, econometric studies will be cited to reinforce
causal inferences.

This paper is structured into seven main sections. Following this introduction: Section Il
provides a theoretical and literature review, covering Islamic finance principles, types of
Sukuk, and comparisons with conventional bonds. Section Il presents the economic rationale
behind Sukuk, exploring how they mobilize capital, promote financial inclusion, and support
investment. Section IV examines the developmental impacts of Sukuk, with real-world
examples and sectoral analysis. Section V provides an overview of empirical studies linking
Sukuk to economic indicators such as GDP, employment, and infrastructure development.
Section VI discusses challenges such as regulatory fragmentation, Shariah compliance
inconsistencies, and market depth. And Section VII concludes the paper with key findings and
policy recommendations.
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Understanding the economic dimensions of Sukuk is crucial for policymakers, investors, and
scholars aiming to enhance the role of Islamic finance in sustainable development. With
increasing global attention on ethical finance and impact investing, Sukuk stand out as
instruments with the potential to align profitability with social responsibility. As economies
across the Muslim world strive to diversify and reduce reliance on conventional debt and oil
revenues, Sukuk could provide an innovative path toward inclusive growth and long-term
resilience. Moreover, in the context of the United Nations Sustainable Development Goals
(SDGs), Sukuk can be strategically structured to finance green and social projects. Malaysia’s
issuance of green Sukuk to fund environmentally friendly infrastructure is a case in point
(Mohamed & Masih, 2014). The alignment of Islamic financial principles with the ethical
finance movement highlights the potential for Sukuk to serve broader developmental purposes
beyond religious adherence.

Theoretical Framework and Literature Review

A. Principles of Islamic Finance

Islamic finance is governed by Shariah law, which prohibits riba (interest), gharar (excessive
uncertainty), and unethical investments. Instead, it emphasizes risk-sharing, asset-backing, and
the promotion of social justice (EI-Gamal, 2006). The fundamental principles underpinning
Islamic finance include profit-and-loss sharing (PLS), ethical investment, and the promotion
of real economic activity.

Sukuk, as instruments of Islamic finance, are structured to comply with these principles. They
represent ownership in tangible assets, usufructs, or services, differentiating them
fundamentally from interest-bearing bonds that involve lending money for guaranteed interest
income (Usmani, 2002). This asset-backing ensures that returns are derived from productive
economic activities, aligning investors’ interests with real sector growth.

Types of Sukuk
Sukuk structures are diverse, reflecting the variety of permissible contracts in Islamic finance.
Key types include:

ljara Sukuk (Lease-based): Represents ownership of leased assets. The issuer sells the right
to receive lease income from an asset to Sukuk holders. This is the most common type and is
widely accepted across different schools of Islamic jurisprudence (Wilson, 2008).

Murabaha Sukuk (Cost-plus sale): Structured around deferred sale agreements. Though
controversial due to the fixed returns, they are sometimes used for short-term financing.

Mudarabah Sukuk (Trust-based partnership): Investors (Rabb-ul-Mal) provide capital to
an entrepreneur (Mudarib), who manages the business. Profits are shared per an agreed ratio,
while losses are borne by the investor unless due to misconduct.

Musharakah Sukuk (Equity partnership): Both parties contribute capital and share
profits/losses based on equity ownership. This aligns more closely with Islamic finance’s risk-
sharing ethos (Haniffa & Hudaib, 2010).

Istisna and Salam Sukuk (Project-based): Used for manufacturing or construction projects.
These forward contracts are particularly useful for infrastructure financing, an area highly
relevant to development goals.

Each of these structures offers flexibility in application while adhering to Islamic tenets,
allowing Sukuk to be tailored to various investment and development needs.
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From an economic and financial perspective, Sukuk and conventional bonds share similarities

in their use as debt-raising instruments, but differ in legal structure, risk-sharing mechanism,
and compliance frameworks. See Table 1 below
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Table 1: Sukus vs Other Bonds — Pros and Cons

Feature Sukuk Conventional Bonds
Return Mechanism | Profit from asset or project Fixed or variable interest
(riba)
Asset Backing Required (tangible/identifiable | Not required
assets)
Ownership Partial ownership in asset or project | Debt obligation
Risk Structure Shared risk and returns Lender bears minimal risk
Shariah Mandatory Not applicable
Compliance

In conventional bonds, the investor is a creditor and is guaranteed fixed interest, regardless of
the issuer’s performance. In contrast, Sukuk holders share in profits and risks, making their
returns more uncertain but potentially more aligned with actual economic performance (Jobst
et al., 2008).

Role of Sukuk in Capital Markets and Economic Development

Numerous scholars have examined Sukuk’s role in expanding capital markets and supporting
development. According to Obaidullah (2005), Sukuk can mobilize long-term funding for
public infrastructure and development without resorting to interest-bearing debt. Similarly,
Hasan and Dridi (2010) argue that Islamic finance instruments like Sukuk contribute to
macroeconomic stability by encouraging risk-sharing and discouraging excessive leverage.

Empirical studies provide further support. For instance, Mohamed and Masih (2014) found a
statistically significant correlation between Sukuk issuance and GDP growth in Malaysia,
highlighting its positive developmental impact. In GCC countries, Sukuk have been
extensively used to fund infrastructure projects such as airports, highways, and energy plants.
The Dubai government’s multi-billion-dollar Sukuk issuance in the 2010s financed the
development of Expo 2020 infrastructure, demonstrating Sukuk's capacity to support large-
scale national development (Al Suwaidi, 2020). Furthermore, because Sukuk are structured to
promote real economic activity rather than speculative gains, they offer a stabilizing influence
on capital markets. The asset-backing requirement ensures that each issuance is linked to real
projects or cash flows, which can mitigate systemic risk and enhance financial resilience
(Ahmed, 2011).

Several empirical studies have analyzed the impact of Sukuk on economic indicators:
Malaysia: Widely regarded as a global hub for Sukuk, Malaysia provides robust data on the
developmental role of these instruments. A study by Abdullah et al. (2015) finds that Sukuk
positively influence Malaysia’s infrastructure development and economic output, particularly
through long-term investments in transportation and energy.

GCC Countries: Al-Khazali et al. (2014) examined the linkage between Sukuk issuance and
economic diversification in GCC economies. They conclude that Sukuk provide a sustainable,
Shariah-compliant mechanism for financing non-oil sectors, helping these economies reduce
dependence on hydrocarbons.

69



FUDMA International Journal of Social Sciences (FUDIJOSS)
Vol. 5, No. 2, September, 2025
ISSN: 2735-9522 (Print) ISSN :2735-9530 (Online)

\WERSIT,
oV 0

Global Markets: Biancone et al. (2019) conducted a global comparative study on the use of

Sukuk in emerging markets. They found that countries with active Sukuk markets experienced
higher foreign direct investment (FDI) inflows and improved access to ethical investors.
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Despite these positive findings, researchers also note challenges. For instance, regulatory
inconsistencies across jurisdictions, lack of standardization in Sukuk structuring, and
differences in Shariah interpretation can undermine investor confidence and market efficiency
(Kammer et al., 2015).

Economic Rationale of Sukuk

Capital Mobilization for Development

Sukuk play a pivotal role in capital formation, especially in economies where conventional
interest-based instruments face religious or cultural resistance. Unlike traditional bonds that
are debt instruments, Sukuk are structured around real economic transactions—such as leasing,
partnership, or sale contracts—making them inherently tied to asset-backed financing. This
feature enables governments and corporations to mobilize long-term funds for infrastructure,
social services, and industrial development, which are essential for national growth. According
to the Islamic Financial Services Board (IFSB, 2023), the global Sukuk market exceeded USD
800 billion, with increasing participation from sovereign and quasi-sovereign issuers. In
countries like Malaysia, Indonesia, and several GCC states, Sukuk have financed large-scale
infrastructure projects such as highways, airports, and hospitals. For instance, Malaysia’s
government has used Sukuk extensively to finance projects under its Economic Transformation
Programme (ETP), including public transportation and educational infrastructure (Mohamed
& Masih, 2014).

In Nigeria, the Debt Management Office (DMO) issued its first sovereign Sukuk in 2017,
which raised ¥100 billion (approximately $277 million) to fund road infrastructure across six
geopolitical zones. The success of this issuance demonstrated the capacity of Sukuk to attract
ethical investors and mobilize funds for tangible, development-oriented projects (DMO
Nigeria, 2019).

One of the key economic arguments for Sukuk is its potential to expand financial inclusion,
especially in Muslim-majority or Shariah-sensitive communities. Because Sukuk are designed
to comply with Islamic principles, they appeal to faith-based investors who might otherwise
remain outside the formal financial system. This expands the investor base and brings idle
capital into productive use. EI-Gamal (2006) argues that Shariah-compliant instruments like
Sukuk allow “the mobilization of savings from households that prefer religiously acceptable
investments.” In practice, this means that countries with large unbanked populations—such as
Nigeria, where financial exclusion was estimated at 36% in 2020—can leverage Sukuk to
deepen capital markets and democratize investment opportunities (EFInA, 2020). Furthermore,
Sukuk align well with the global movement toward ethical and socially responsible investing.
Many Sukuk structures incorporate environmental, social, and governance (ESG) principles,
particularly in the case of green Sukuk, which finance environmentally beneficial projects.
Malaysia’s issuance of Green Sukuk in 2017—the first of its kind—demonstrates how Islamic
finance can integrate sustainability into capital markets (World Bank, 2018).
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Risk-Sharing and Financial Stability
A defining economic feature of Sukuk is the risk-sharing principle. Unlike conventional bonds,
which guarantee fixed interest payments, Sukuk transfer ownership of assets and share profits
or losses between issuer and investor. This risk-sharing mechanism reduces leverage and
encourages prudent risk assessment, potentially enhancing financial system resilience (Hasan
& Dridi, 2010). For example, ljara Sukuk (lease-based) distribute rental income to investors,
while Musharakah Sukuk share profits from a joint venture. Because investors are not creditors
but co-owners or beneficiaries of income-generating assets, they are inherently more engaged

in the economic viability of the project. This can discourage speculative behavior and
contribute to the stability of financial markets, particularly during periods of economic stress.
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During the 2008 global financial crisis, Islamic financial institutions, including those issuing
Sukuk, showed greater resilience than conventional banks. Hasan and Dridi (2010) found that
Islamic banks had stronger asset quality and were less exposed to toxic debt, largely due to
their asset-backed and risk-sharing principles. This suggests that broader adoption of Sukuk
could foster systemic financial stability, especially in developing economies like Nigeria.

Attracting Foreign Investment and Diversifying Funding Sources

Sukuk have increasingly become attractive to global investors, including sovereign wealth
funds, pension funds, and ethical investment funds. Countries that issue Sukuk gain access to
a diversified investor base, thereby reducing dependency on traditional debt markets. This is
particularly valuable for emerging markets that seek to reduce external debt burdens or
exposure to currency risks. For example, the UK, Luxembourg, and South Africa—non-
Muslim majority countries—have issued sovereign Sukuk to tap into the global Islamic finance
market. In Nigeria, the success of multiple Sukuk issuances indicates strong demand among
both domestic and foreign investors. According to the Securities and Exchange Commission
(SEC Nigeria, 2020), increased issuance of Sukuk has helped widen the investor base, deepen
capital markets, and attract capital inflows. Moreover, the transparency, asset-backing, and
alignment with real economic activity make Sukuk appealing in an era of heightened scrutiny
over debt sustainability. Investors appreciate the fact that Sukuk proceeds are ring-fenced for
specific projects, making them more secure and traceable than general-purpose sovereign
bonds (Jobst et al., 2008).

Sukuk and Economic Development

Infrastructure Financing

One of the most visible and impactful contributions of Sukuk to economic development is in
the area of infrastructure financing. Infrastructure serves as the backbone of economic
activity—facilitating trade, mobility, communication, and access to services—and requires
substantial long-term capital. Sukuk, with their asset-backed structure and flexibility, are
particularly well-suited for financing public infrastructure projects in a Shariah-compliant
manner.

In Malaysia, Sukuk have been deployed to finance transportation, education, and energy
infrastructure. For example, the Malaysian government issued Sukuk to fund the construction
of the KLIA2 airport terminal, highways under the Express Rail Link project, and schools in
rural areas (Ali, 2015). These initiatives not only created jobs but also improved access to
economic opportunities, showcasing how Sukuk can be a catalyst for inclusive development.
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Similarly, Nigeria issued its first sovereign Sukuk in 2017, raising 3100 billion (approx. USD
277 million) for the construction and rehabilitation of 25 major road projects across six
geopolitical zones. The second and third issuances in 2018 and 2020 raised ¥100 billion and
N162.6 billion respectively. These projects improved inter-regional connectivity, facilitated
agricultural supply chains, and boosted local economies by creating jobs and improving rural
accessibility (DMO Nigeria, 2021). The asset-backing feature of Sukuk ensures that the funds
raised are earmarked for tangible projects, aligning the financial instruments with real sector
development goals. This enhances transparency, project monitoring, and public trust in state
borrowing (IFSB, 2023).

Employment Generation and Industrial Growth

Sukuk-financed infrastructure and industrial projects have significant spillover effects on job
creation, skills development, and industrial expansion. By channeling funds into productive
sectors, Sukuk stimulate direct employment during construction and operation phases, and
indirect employment through supply chains and supporting industries. For example,
construction of roads, airports, and power plants funded by Sukuk in Saudi Arabia and
Indonesia has contributed to youth employment and industrial diversification (Kammer et al.,
2015). In Nigeria, the federal government reported that its Sukuk-funded projects created
thousands of direct and indirect jobs, particularly for youth and small contractors in
underserved regions (DMO Nigeria, 2021). Moreover, corporate Sukuk issuance by private
companies can also support industrial growth. For instance, Petronas in Malaysia and Saudi
Electricity Company have used Sukuk to finance energy infrastructure, stimulating industrial
activity and export growth (Wilson, 2008). The ability of Sukuk to unlock long-term capital
for strategic industries positions it as a key tool for national economic transformation.

Public Finance Management and Fiscal Discipline

Another area where Sukuk contribute to economic development is in strengthening public
finance management. Because Sukuk are tied to specific assets or projects, they encourage
fiscal discipline, limit misuse of funds, and enhance public accountability. Unlike conventional
bonds where funds can be used for any purpose, Sukuk proceeds are ring-fenced and
monitored, reducing risks of fiscal mismanagement (Jobst et al., 2008).

Additionally, Sukuk can serve as a tool for budget financing, particularly when governments
face fiscal deficits but want to avoid interest-based borrowing. This is especially important for
countries like Nigeria, where high levels of conventional debt have raised concerns about debt
sustainability. Sukuk offer a more transparent and targeted borrowing alternative that can
support medium-term expenditure frameworks and public investment plans. The involvement
of retail investors, as seen in Nigeria’s Sukuk issuances, also helps in domestic resource
mobilization and reduces reliance on external debt. By democratizing access to government
securities, Sukuk foster financial inclusion and broaden the base of domestic savings channeled
toward national development (SEC Nigeria, 2020).

Socio-Economic Development and Poverty Reduction

Beyond economic metrics, Sukuk have important social development impacts. Projects funded
through Sukuk frequently align with the UN Sustainable Development Goals (SDGs), such as
education, clean energy, and sustainable cities. Social Sukuk or “Sukuk Al-Ijtima’i” are
emerging as instruments to directly target poverty alleviation, education, and healthcare
(OECD, 2020). In Malaysia, Sukuk have been used to finance affordable housing and education
programs for underprivileged populations. In Nigeria, roads funded through Sukuk have
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improved access to health centers, schools, and markets in rural areas, thus reducing isolation
and stimulating rural development (DMO Nigeria, 2021). The Green Sukuk market is also
expanding, with several countries issuing Sukuk for environmental sustainability. Indonesia
issued the world’s first sovereign green Sukuk in 2018, raising $1.25 billion to fund renewable
energy, sustainable agriculture, and climate resilience programs (World Bank, 2018). Thus, the

Sukuk framework not only drives economic activity but also integrates inclusive and
sustainable development principles, making it a holistic instrument for national progress.

Challenges and Risks

Legal and Regulatory Frameworks

The Sukuk market operates across various legal systems, resulting in regulatory inconsistencies
in how Special Purpose Vehicles (SPVs) are treated, asset ownership is recorded, and
bankruptcy protections are applied (Funding Visionary, 2024). For instance, Malaysia provides
legal frameworks that allow smooth asset transfers and strong SPV protections, whereas in
countries like Nigeria and Pakistan, such legal clarity is lacking (IMF, 2015). The
implementation of AAOIFI’s Shariah Standard 62, which mandates that Sukuk be fully asset-
backed rather than merely asset-based, introduces a significant shift in the market (Financial
Times, 2025a). This change could impose high compliance costs, especially in jurisdictions
with real estate ownership restrictions or ambiguous asset-transfer protocols. Fitch Ratings
warned that such shifts could disrupt issuance volumes and investor confidence by reducing
the instruments’ compatibility with traditional fixed-income expectations (Reddit, 2025).
Moreover, tax treatment of Sukuk varies widely. Some jurisdictions do not offer the same tax
neutrality provided to conventional bonds, such as withholding tax exemptions or exemptions
on asset transfers, discouraging issuance (IMF, 2015).

Market Depth and Liquidity

Secondary Sukuk markets remain underdeveloped. Most Sukuk are held to maturity, resulting
in low turnover and poor price discovery (Wikipedia, 2025a). Structural features like the
illiquid nature of Salam or Istisna’a Sukuk—which face legal and Shariah restrictions on sale
before maturity—further constrain market liquidity (Wikipedia, 2025b). Interbank markets in
Islamic finance are also shallow, especially outside Malaysia and the Gulf Cooperation Council
(GCC) region. Central banks in countries like Indonesia and Pakistan are attempting to develop
Islamic liquidity instruments, but progress remains slow (Nairametrics, 2024). A lack of
hedging mechanisms—due to the prohibition on conventional derivatives—Ilimits the ability of
institutions to manage interest rate and currency risks. This makes Sukuk markets vulnerable
during global financial stress, as seen during the COVID-19 pandemic and the 2022-2023
monetary tightening cycle (S&P Global Ratings, 2024).

Shariah Compliance Issues

One of the most complex risks in Sukuk markets is the inconsistency of Shariah interpretations
across jurisdictions. Islamic law is interpreted differently by the four major Sunni schools of
thought, resulting in diverse rulings on what constitutes Shariah compliance (Finance Middle
East, 2025). This has led to a divergence between AAOIFI’s standards and those adopted by
national Shariah boards. AAOIFI emphasizes real asset transfers and strict profit-and-loss
sharing, whereas many national boards accept hybrid structures that more closely resemble
conventional bonds (Financial Times, 2025b). As a result, Sukuk structures deemed compliant
in one country may be rejected in another. Furthermore, up to 85% of existing Sukuk may not
meet AAOIFI’s new requirements (Wikipedia, 2025a). This regulatory uncertainty introduces
legal and reputational risk, potentially fragmenting global markets and increasing issuance
costs.
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Macroeconomic Risks

Currency volatility is a major concern in Sukuk markets, especially in emerging economies
where most issuances are denominated in U.S. dollars. Local currency depreciation increases
the real cost of debt servicing and reduces investor returns (Wikipedia, 2025b). Inflation is
another critical risk. Since Shariah law generally prohibits the indexation of financial
obligations to inflation or foreign exchange rates, fixed-return Sukuk become less attractive
during high inflation periods (Wikipedia, 2025b). Global liquidity conditions also play a
significant role. Sukuk issuance declined during the 20222023 global monetary tightening,
despite projected annual volumes reaching $200 billion (Finance Middle East, 2025). Limited
Shariah-compliant hedging tools exacerbate this issue by exposing issuers to interest rate and
refinancing risks. Finally, geopolitical events—such as potential defaults in the Maldives or
political instability in Sudan—highlight sovereign risk concerns in less-developed Sukuk
markets (Financial Times, 2025c).

Policy Recommendations

Strengthening Legal Infrastructure

Harmonizing national legal frameworks with AAOIFI standards would improve investor
confidence and reduce issuance costs (Financial Times, 2025a). However, reforms should be
phased to avoid sudden disruptions. Countries should also provide tax neutrality for Sukuk
instruments—eliminating double taxation and streamlining asset transfer procedures (IMF,
2015).

Legal reforms must also strengthen SPV structures and asset protection frameworks.
Establishing clear rights to underlying assets, even in the event of issuer default, will mitigate
legal risks and improve credit ratings (FasterCapital, 2025).

Promoting Awareness and Capacity Building

Comprehensive training programs are needed for regulators, Shariah scholars, financial
professionals, and market participants. Educating stakeholders on Sukuk structures, risk-
sharing models, and AAOIFI standards will build market depth and consistency (Finance
Middle East, 2025). Additionally, cross-border Shariah councils could help harmonize
interpretations across jurisdictions. These bodies would serve as advisory hubs, reducing
inconsistencies and building mutual recognition of Sukuk structures (Wikipedia, 2025b).
Investor awareness campaigns should also be launched to highlight the ethical appeal, risk-
return profile, and liquidity options of Sukuk. Greater transparency in yield data, pricing
benchmarks, and ratings will enhance investor participation (S&P Global Ratings, 2024).

Encouraging Public—Private Partnerships (PPPs)

Sovereign Sukuk issuance across varying maturities can help develop benchmark yield curves,
improving price discovery and encouraging corporate issuance (IMF, 2015). This is
particularly important in emerging markets where bond markets are still shallow. Governments
should also structure blended-risk Sukuk for public infrastructure projects—particularly in
sectors aligned with the Sustainable Development Goals (SDGs), such as clean energy and
affordable housing. These instruments can attract long-term institutional investors when partial
sovereign guarantees are provided. Public-private cooperation will also benefit from standard
PPP frameworks that integrate Sukuk financing options, reducing reliance on conventional debt
while increasing development financing options (Equal Finance, 2025).
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International Collaboration
Cross-border Sukuk issuance can be expanded by enhancing platforms like the International
Islamic Liquidity Management Corporation (I1LM), which provides short-term, tradable Sukuk
for interbank liquidity (White & Case, 2025). Additionally, global ratings agencies should be
encouraged to adopt standardized Shariah-compliance metrics in their rating models. This will
increase transparency, reduce compliance arbitrage, and allow better integration with global
fixed-income portfolios (IMF, 2015). Fintech innovations such as blockchain-based Sukuk

can reduce issuance costs, increase accessibility for retail investors, and ensure real-time
transparency in asset tracking and Shariah monitoring (White & Case, 2025).
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Concluding Remarks

This paper has highlighted the growing role of Sukuk as an ethical and economically viable
instrument for development finance. However, it also shows that fragmented legal systems,
limited secondary market liquidity, divergent Shariah interpretations, and macroeconomic
vulnerabilities significantly constrain their global scalability. Despite these challenges, Sukuk
instruments hold immense potential to support infrastructure development, green finance, and
financial inclusion. With proper reforms, they can bridge the gap between ethical investing and
capital market development, particularly in emerging and Muslim-majority economies.
Further academic inquiry should explore:

The impact of legal reforms (such as AAOIFI Standard 62) on issuance volumes and investor
sentiment;

The role of digital Sukuk in promoting retail investment and market transparency;

Comparative yield behavior between Sukuk and conventional bonds during economic shocks;
The effectiveness of ESG-linked Sukuk in meeting environmental and social goals.
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