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1. INTRODUCTION

ABSTRACT

The purpose of this study is to identify potential retail state sukuk as part of state
bonds that are used to replace foreign debt and lower the government's budget defi-
cit. This study is important because the government's budget deficit continues to
rise each year due to the increase of foreign debt. The increase in the debt itself is
closely related to exchange rate fluctuations. Therefore, it is important for the gov-
ernment to develop a relatively secure funding in facing exchange rate fluctuations
as well as parts of interest rate. The government has developed state securities based
on sharia (SBSN) which can be used not only to close finance deficit but also to
alternatively finance the infrastructure development. The population consists of
budget deficit, retail state sukuk, corporate sukuk, and foreign debt. It uses purpo-
sive sampling to get the sample during 2009 -2015. This research uses descriptive
quantitative method of secondary data published by Bank Indonesia, ministry
Finance and Jakarta Islamic Index. The result shows that the proportion of retail
state sukuk against sharia state securities increases over time (over 50%) but the
proportion of corporate sukuk numbers is still relatively small (below 25%).

ABSTRAK

Penelitian ini mengidentifikasi potensi sukuk negara ritel, bagian dari obligasi ne-
gara yang digunakan untuk menggantikan hutang luar negeri dan menurunkan
defisit anggaran pemerintah. Ini penting mengingat defisit anggaran pemerintah
terus meningkat setiap tahun akibat peningkatan utang luar negeri dan fluktuasi
kurs. Oleh karena itu, pemerintah perlu mengembangkan pendanaan yang relatif
aman terhadap fluktuasi nilai tukar maupun suku bunga, misalnya dengan men-
gembangkan Surat Berharga Syariah Negara (SBSN). Surat berharga tersebut juga
dapat digunakan sebagai alternatif pendanaan untuk pembangunan infrastruktur
dengan risiko relatif kecil. Populasi terdiri dari defisit anggaran, sukuk negara ritel,
sukuk korporasi, hutang luar negeri, dan bagi hasil sukuk dengan purposive sample
untuk mengambil samplenya selama periode 2009-2015. Penelitian ini meng-
gunakan metode deskriptif kuantitatif dengan data-data sekunder yang diterbitkan
oleh Bank Indonesia, Kementerian Keuangan, dan Jakarta Islamic Index. Hasil pene-
litian menunjukkan bahwa proporsi sukuk negara ritel terhadap surat berharga
negara syariah jumlahnya terus meningkat (di atas 50% ). Namun, proporsi sukuk
korporasi jumlahnya masih relatif kecil (di bawah 25%).

was the price of Indonesia's export products, which

Economic crisis in 2007 created serious problems
for Indonesia economics. For example, the balance
of payments which was a deficit financing in quite
large amount. It occurred because of the weakening
of the rupiah exchange rate towards the US dollar
has further impact on declining exports and rising
foreign debt. One of the causes of declining export

was not good enough because the very high price
of imported raw material.

The above condition makes the trade balance
deficit and then worsened the Indonesia’s current
account. In 2012, Indonesia’s current account suf-
fered from the worst deficit in history, reaching to
US $ 24.4 billion, or about 2.8 percent of the Indo-
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nesia’s Gross Domestic Product (GDP) (Nizar 2012).
According to Nizar (2012), there were three main
reasons that cause the current account deficit. First,
the decline in the merchandise trade balance sur-
plus (trade balance) which was caused by reduced
export and/or import of goods. In 2012, the trade
surplus declined more than 75% when compared to
the surplus in 2011. Second, there was a deficit in
the services account. Third, there was a deficit in
the balance of net income.

In the past eight years, the income account def-
icit has been the largest contributor to the current
account deficit. This indicates that the revenues
should be transferred abroad, principal debt plus
interest on the loan bigger than Indonesian income
received from abroad. The current account deficit
was coupled with an increase in government's re-
sponsibility to pay the interest on the foreign debt.
It certainly affects the financial capability of gov-
ernment’s budget. The government will not con-
stantly rely on foreign debt because it is very vul-
nerable to exchange rate fluctuations.

In 1997, the rupiah exchange rate on US dollar
was Rp 2000-Rp 3000. However, the depreciation of
the rupiah, Indonesia's foreign debt increased by
times. Therefore, the government should look for
sources of funding with the relatively small risk
secure against exchange rate fluctuations, and en-
gage the community in their pooling of funds.

Until now sukuk has become one of the finan-
cial instruments that have a significant role in sup-
porting Indonesia's real sector growth. The issuing
of sukuk has provided alternative funding for ongo-
ing government’s economic development. Issuing
of sukuk implies community involvement in Indo-
nesia’s economic development. The more people
have, the greater the sukuk funds that can be pooled
by the government. It can be allocated to various
development funding. The aim of the research is
mapping the potential Sukuk state to substitute for-
eign debt and currency mismatch in anticipation of
the government's budget deficit.

2. THEORETICAL FRAMEWORK AND HYPO-
THESES

Balance of payments (BOP) is a statistical record of
economic transactions between residents of a coun-
try and non-residents in a given period. The trans-
action consists of the BOP current account, capital
account, and financial transactions (Krugman 2015).
Current account balance is the difference between
exports and imports of goods and services. If the
services balance is greater than the trade balance,
the current account will deficit. For that reason, a
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country with shortly current account deficit can
purchase imported goods by bringing capital from
overseas or creating foreign debt (Krugman 2015).
In terms of foreign debt or foreign loans, there is a
part of a country's total debt obtained from credi-
tors outside. The recipients of foreign debt may
include government, corporate, and the like.

The forms of debt can be money raised from
private banks, other governments, or international
financial institutions, IMF, and the World Bank
(Krugman 2015). Foreign debt is needed for closing
three deficits that include the gap saving-
investment, the budget deficit, and the current ac-
count deficit (Harahap 2008). Furthermore, foreign
debt is influenced by exchange rate fluctuations
(Krugman 2015; Cespedes 2000). Depreciation rate
immediately increases the debt burden of a coun-
try's currency (Indawan et al. 2012). Foreign debt is
very vulnerable to exchange rate fluctuations.
Therefore, it can’t be used as a substitute for do-
mestic funding sources.

Foreign debts is only acting as a complement
domestic funding (Kuncoro 2013). To close the
budget deficit, a country can not only close foreign
debt but it can also issue bonds or government se-
curities. Nevertheless, the conventional state bonds
still have a substantial risk for conventional bonds
is significantly affected by the exchange rate and
interest rate (Dewi et al. 2016).

Financing fiscal deficits with domestic borrow-
ing in the medium to long term leads to an increase
in real interest rates and increasing financial market
repression that eventually may degrade the quality
of fiscal acquisition (Easterly et al. 1994 in Azwan
2014). Detragiache et al. (2005), uses the interest
rate the government's domestic borrowing as a
proxy for the government's domestic debt at 82
Low Income Countries (LIC) found that the coeffi-
cient of interest rates has a negative and significant
relationship with loans to GDP and deposits to
GDP. This indicates a crowding out effect (Iskandar
2016). Therefore, conventional bonds are still vul-
nerable to risks when used as an alternative to de-
velopment funding.

The economic paradigm shifts from conven-
tional to Islamic economics that has also developed
a wide range of financial instruments that tends to
be Islam based. One of them is sharia-based bonds.
The government has issued Islamic bonds, known
as Sharia Government Securities (SBSN) in accor-
dance with Law no. 19 of 2008 concerning Govern-
ment Sharia bond or Sukuk. With SBSN, investors
receive profit sharing. There are many types of
SBSN are wholesale, retail state sukuk and sharia
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promissory notes.

Financing fiscal deficit with SBSN or bonds in-
cluding through the issuance of sukuk to be an al-
ternative for the majority of developing countries
(emerging markets) today (Iskandar 2016). Use of
domestic debt to finance government deficits by the
issuance of securities or bonds can’t be separated
from consideration of its costs and benefits to the
economy. The literature discusses the direct link
between the government's domestic debt on the
economy with the transmission to the financial sec-
tor and the real sector, particularly in developing
countries, as stated by Hauner (2006) is still limited.
This is because domestic financing emerged espe-
cially after the Asian crisis in the late 1990s. Financ-
ing the fiscal deficit for developing countries pre-
viously mostly relies on soft loans abroad. So far
the criticism of the use of domestic debt to finance
the fiscal deficit has affected the private sector bor-
rowing, debt sustainability, fiscal sustainability,
weakening banking efficiency, and the risk of infla-
tion (Abbas and Christensen 2007). A bond of this
type of Islamic Countries (SBSN), the most propor-
tion, is issued by the government is a retail state
sukuk.

Sukuk is derived from the Arabic "sakk" means
a certificate of proof of ownership. The Accounting
and Auditing Organization for Islamic Financial
Institution (AAOIFI) defines sukuk as certificates of
equal value which are proof of ownership of assets,
projects or activities of a particular investment (Fa-
tah 2011). Sukuk is certificates of equal value
representing an integral part of the ownership of
tangible assets, benefits or services, or activity of a
particular investment. It occurred after the receipt
of sovereign funds, closure of the booking and the
received funds utilized in accordance with the
purpose of publishing sukuk.

Islamic bonds are bonds offered by the provi-
sion, which requires the issuer to pay to the holders
of Islamic bonds amount of shared revenues and
repay Islamic bonds on the date of repayment of
the funds of Islamic bonds. Sharing revenues is
paid in every certain period (3 months, six months
or every year). The amount of income for the re-
sults was calculated by multiplying the ratio of
holders of Islamic bonds to generate income split,
the amount stated in the consolidated financial
statements of the issuer of the last quarter issued
before the date of payment of income for the rele-
vant results. Spending revenue for the results to
each holder of securities can make proportionally
the ownership of sukuk that they do not pay back.

The advantages of owning state sukuk retail

(Bankmandiri 2016) are as follows:

a. The investment is safe because state sukuk pays
remuneration and its nominal value is guaran-
teed by law

b. Investors were rewarded dramatically higher
than the consideration paid by banks. Rewards
are fixed and paid in the same maturity

c. The procedure of buying and selling is easy and
transparent

d. Sukuk can be traded in the secondary market in
accordance with the market price so that inves-
tors have the opportunity to obtain capital
gains.

e. Giving people an opportunity to participate in
national development

f. Benefit payments and nominal value is done in
a timely manner and online into account inves-
tors' savings.

Retail-state sukuk issuance has a strategic role
for Indonesia not only to cover the deficit of the
budgets (Iskandar 2016) but also use it as an alter-
native funding for the provision of infrastructure
(Hariyanto 2014), which are still far from ideal.
Sukuk may be issued to finance the budget deficit
financing in general and in-infrastructure of gov-
ernment property (Hariyanto 2014). Sukuk issuance
is also a step for the Government for gather com-
munity participation in development financing.

In general, sukuk is a wealth support, a stable
income, tradable and certified trust by sharia. The
urgent condition is why this sukuk issued as a coun-
terweight of the riches was contained in the gov-
ernment’s balance sheet, the monetary authorities,
companies, banks, and financial institutions as well
as the forms of other entities that mobilize public
funds. The issuer or the party that issued sukuk can
come from government agencies, private compa-
nies, financial institutions, as well as the monetary
authority. With the development of retail state su-
kuk then gradually the government can eliminate
dependence on foreign debt and conventional
bonds that are highly vulnerable to fluctuations in
exchange rates and interest rates.

3. RESEARCH METHOD

This is quantitative descriptive research, which
aims to explain, summarize various macroeconom-
ic conditions, different situations or many variables
that arise in the community. It is based on what
happened, then raised to the surface of the charac-
ter or figures of the condition, situation or study
variables (Bungin 2011). The population consists of
the budget deficit, Islamic retail state, Islamic cor-
porate bond, promissory notes, profit loss, and
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Foreign debt and Issuing Bonds (Billions Rupiah)

Source: Finance Ministry 2010; 2015.

sharing of sukuk. This research uses a purposive
sampling for collecting the data during the period
2009-2015, with secondary data published by Bank
Indonesia, Finance ministry, and Jakarta Islamic
Index.

4. DATA ANALYSIS AND DISCUSSION
Descriptive Statistics
Recently, the income account deficit has been the
largest contributor to the current account deficit
Indonesia. This indicates that the revenues should
be transferred abroad. In that condition, the prin-
cipal debt plus interest on the loan is greater than
the income received from abroad Indonesia. Debt
Service Ratio (DSR) 2009 - 2015 is shown by Fig-
ure 1.

During 2009-2015, there had been a continuous
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increase in DSR. In 2009 the amount of DSR was
19.8% and in 2015 reached to 63.47% or it had an
average increase of 7, 27% per year. This occurred
because the DSR increased and Indonesia's external
debt also increased due to the weakening exchange
rate of Indonesia to other countries. This indicates
that foreign debt is not as a substitute to cover the
deficit. Therefore, the government should continue
to encourage the domestic funds by either enhanc-
ing marginal propensity to save (MPS) and devel-
oping domestic bond.

The above condition was coupled with an in-
crease in the state's responsibility to pay the interest
on the foreign debt. This, in turn, will certainly af-
fect the financial capability of the state in its budg-
et. Government will not constantly rely on foreign
debt because it is very vulnerable to exchange rate
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Source: Indonesia Bond Pricing Agency (IBPA) 2015.
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fluctuations. In 1997, the rupiah exchange rate on
US dollar was Rp 2000-Rp 3000. However, due to
the depreciation of the rupiah, Indonesia's foreign
debt increased by many times. Therefore, the gov-
ernment should look for sources of funding with
relatively small risks, secure against exchange rate
fluctuations, and engaged the community in their
pooling of funds. Figure 2 shows foreign debt and
issuing bonds.

During the period 2009-2015 Indonesia's for-
eign debt had increased by 79.9% or an increase of
13.32% in each year. This indicates that reliance on
overseas funding continues to grow. It also means
that the Indonesian economy is highly vulnerable
to external conditions.

Indonesia became highly vulnerable to the
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global economic crisis, especially the crisis of coun-
tries that have very close relations with Indonesia.
Therefore, the Indonesian government has issued
state bonds as an alternative to reduce dependence
on foreign. Economic paradigm shifted from con-
ventional to Islamic economics. This encouraged
the development of Islamic financial market in-
struments. One is the state sharia bonds. Figure 3
shows the types of securities that have been issued
by the government for raising the funds from pub-
lic.

Issuance of Islamic bonds from year to year
continues to increase significantly. This means that
the government has no alternative domestic fund-
ing that can be used to cover the budget deficit de-
velopment. This condition should be continuously
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developed in term of Islamic bonds that have a
very wide market it can be used not only to cover
the budget deficit but also to finance the physical
infrastructure.

Of the various types of Islamic bonds this
turned out to retail state sukuk has the greatest pro-
portion, the number had reached 66.4% of total
SBSB in 2015 (see Figure 4).

In addition, there is also a sharia state sukuk in
which the numbers are still relatively small com-
pared to the retail state sukuk (see Figure 5). Never-
theless, the development of corporate sukuk should
be done to increase the number of domestic funds
to cover budget deficits development.

The amount of outstanding value between
state sukuk and private sukuk increases confidently
every year. State sukuk in Indonesia is more secure
and profitable than private sukuk. That is why the
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market share amount is higher than private sukuk.
In addition, this potentially can make the state su-
kuk role to reducing budget deficit unchanging in
sharia market financing retail product.

Along with the more frequently the state gov-
ernment to issue sukuk both nominally large and
retail, it has a quite a positive impact on increasing
the frequency and volume of sukuk trade in the sec-
ondary market. The total volume of sales of state
sukuk retail is shown in Figure 6.

The development of Islamic financial institu-
tions including MFIs helped acceleration the devel-
opment of Islamic capital market instruments in
Indonesia. The high demand for retail state sukuk
associated with the yield on the ownership of retail
sukuk state. Figure 7 shows the development of the
yield of state sukuk retail as follows, yields of state
sukuk retail (%).
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Sukuk owned by Islamic banks is still relatively
low due to the high financing to deposit ratio (FDR)
that never even reached 120 percent in 2012. Yet,
previously, it was 87.6 percent in 2010. Currently,
the total assets of commercial banks recorded 5, 087
trillion Rupiah, while the total assets of Islamic
banks reached 368 trillion Rupiah in April-2014.
Islamic banks still can encourage the growth of its
assets through its ownership of the sukuk. It is rela-
tively safe and has less risk. Their asset backing in
the issuing of sukuk makes the risks of ownership of
the sukuk relatively small, while the yield of the
sukuk is relatively high.

Besides the banks, other financial sectors with
huge potential for investment in sukuk are a micro-
finance institution both conventional and Islamic.
These MFIs are huge numbers in the economy and
very strategic for small micro business financing so
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that it can be a potential market for sukuk issuance
of government in the country.

So far, MFIs have had a very classical con-
straint in the development of business and econo-
mies that makes the capital limited capital. MFIs
generally use their own capital because they find it
difficult to get access to sources of capital (Aspiran-
ti, Ria Haryatiningsih 2013). The limitation of the
MEFI’s capital is in terms of the scale of operations
and profitability. Therefore, to improve operational
scale of MFIs, they need to expand the access to risk
capital which is relatively small (Aspiranti, Oktini
Dede 2011). The government should also start to
allocate the sukuk for the development of MFIs so
that the real sector will grow more rapidly and re-
duce unemployment and poverty significantly.

Currently, state sukuk has become one of the
financial instruments that have a significant role in



supporting financial Nations through real sector
growth in Indonesia. Sukuk which is issued has
provided alternative funding for ongoing govern-
ment economic development. By issuing sukuk,
government has involved the community in im-
plementing the development. The more people
have sukuk, the greater funds that can be collected
by the government that can be allocated for various
development funding.

In 2008, state sukuk was issued and reached 4.7
by trillion Rupiah. In November 2013, it increased
significantly to 119.697 trillion Rupiah. The alloca-
tion of state sukuk is not only for financing budget
deficit, but also for large projects such as infrastruc-
ture sectors of energy, telecommunications, trans-
portation, agriculture, manufacturing, and public
housing. Until 2013, the value of the project was
used as underlying assets for the sukuk amounted
to 50, 51 trillion Rupiah and had increased over the
2014 by 55.06 trillion rupiah. The quantity was allo-
cated to the Ministry of Public Works by 39, 60 tril-
lion Rupiah, the Ministry of Education and Culture
3, 70 trillion Rupiah, the Ministry of Transportation
11.3 billion Rupiah, and the Ministry of Religion
Affairs 58 billion Rupiah.

The total sukuk which had been used to finance
infrastructure projects since 2012 to 2014 reached
by 83.38 trillion Rupiah (Heriyanto 2014). The gov-
ernment budget deficit for the year 2009-2015 was
described in Figure 8.

The following is an increase of deficit that is re-
levant to the number of sukuk issued. The higher
the budget deficit the more the sukuk issued. There
are new paradigm that values of religiosity become
an important things in community decision making
process. This is an opportunity for the development
of sharia products that created Islamic capital mar-
ket and Islamic financial institutions. First, the de-
velopment of Islamic financial institutions will in-
crease the potential of high demand of sukuk. It is
based on a number of factors: first, the structure of
sukuk refers to the sharia contract which is quite
diverse which allows the flexible instrument can be
developed into various products varied. Secondly,
Islamic financial institutions have limited access to
capital, so sukuk can be an alternative in the pro-
curement of capital.

Sate Sukuk can be one of the instruments assets
of Islamic financial and microfinance institutions
because it has the characteristics of being free of
interest. It does not involve speculation and uncer-
tainty in the results and no assurance assets. The
increased demand for the sukuk will be an impor-
tant source of income for the government, for not
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only decreasing budget deficit but also creating
stability of the exchange rate of general prices in
the market. The next effect is economic growth by
increasing employment and reducing poverty.

The increase in sukuk to finance state budget is
inseparable from the role of the governance of state
property where the conditions required to carry out
the fulfillment of criteria which can be used as un-
derlying assets as publishing sukuk laden country.
This affects the readiness of the state to manage the
assets to provide the assets which can be used as
SBSN.

However, until now the management of state
property of the destination sukuk issuance has not
been optimal. The government is still working to
manage state assets with underlying asset to be
played back so that the management of assets be-
comes more profitable. Given the fund in addition
to the income, the government is obliged to pay the
yield. The governances of SBSN assets can be ma-
naged with the provisions of Islamic investment
returns are balanced.

The impact of the asset management is to make
it more productive and can increase the value of
sukuk offered. It is then to reduce the government
budget of the management of state assets.

5. CONCLUSION, IMPLICATION, SUGGES-
TION, AND LIMITATIONS

State sukuk has become one of the financial instru-
ments that have a significant role in supporting
national financing through real sector growth in
Indonesia. Sukuk issued has provided alternative
funding for ongoing government economic devel-
opment. By issuing sukuk, government has in-
volved the community in implementing the devel-
opment. The more people have greater funds that
can be collected by the sukuk, the government that
can be allocated for various development funding.
The development of the sukuk issuance in Indonesia
still has difficulties in increasing the volume and
frequency of transactions investment with sukuk,
despite the growth of the sukuk market continues
that increase year to year. This is due to lack of so-
cialization and research of sukuk investment prod-
ucts.

In improving the market of sukuk in Indonesia,
there are things to be done as follows. The need to
socialization which focuses on potential investors,
both individuals and institutions such as Mutual
Funds, Insurance, Pension Fund and the Bank in
order to increase liquidity in the market and market
potential to absorb sukuk. It should be disseminated
to the Issuer/PP which has never published sukuk
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about the rules concerning the disclosure of infor-
mation in order to improve understanding of Is-
lamic principles in sukuk issuance.

It needs to organize seminars for the issuers
and investors about the sukuk in terms of sharia-
contract and that contained in sukuk. By doing so,
they government can enhance the understanding of
issuers and investors who will take the initiative in
the development of the sukuk market.

An increase in the infrastructure of the sukuk
market in Indonesia can stimulates development,
particularly the need to increase active participa-
tion and cooperation between Bapepam and the
Directorate General of Taxation. They can also have
capital market-related discussion of the tax treat-
ment on sukuk in order to clarify the provisions on
tax treatment on sukuk.

Sukuk development is fully supported by the
government, to increase it in market share. Sup-
porting policies in the development of sukuk in In-
donesia needs to be done considering sukuk market
as being potential investment in moving the econ-
omy and given the number of Muslim population
in Indonesia, Thus, it is a good synergy between the
government and supporters to develop the sukuk
market in Indonesia.

State sukuk is a good alternative instrument to
reduce the budget deficit. The performance of sukuk
is also required to support stable economy. State
sukuk market has increased but still limited given
the market potential that is still not optimal. Yet in
Indonesia, it has a majority Muslim population,
meaning that the sukuk market can still survive
better in the future.
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