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Sukuk and
its Wealth 
Effects

Introduction

Classical corporate finance theory considers capital market 
behavior crucial to understanding how to maximize firm value 
and shareholder wealth. How this is achieved has been debated 
extensively over the last century. It stands to reason though, that 
maximizing firm value requires effective investment decisions 
which in turn necessitates a valuable source of capital. This capital 
can be provided either internally or externally, each influencing the 
risk of the firm and initiating varied wealth effects. 
The type of financing a firm takes to finance its business activities 
creates an impression in the market and investors react to such 
announcements by trading (to buy or sell depending on their 
understanding of the announcement) in the shares of the firm and 
consequently creating the wealth effect. The intensity of the wealth 
effect depends on many factors, among others, the type of bonds 
issued, the intended use of the proceeds and the level of leverage 
of the firm.

When firms announce issue of corporate bonds, the market 
perceives that there is some potential value that the management 
is not willing to share with new shareholders (by not issuing shares) 
and the share prices are undervalued, creating a positive wealth 
effect.

Over the last decade and a half however, with the growth of Islamic 
finance, firms have an additional financing option available to them 
through issuing sukuk. Often referred to as ‘Islamic bonds’ or 
‘Islamic debt certificates’, sukuk have been avant-garde, especially 
for companies that are raising capital with Shariah-compliant 
objectives.  Packaged as bonds that comply with Islamic law, 
sukuk have quickly evolved to offer a variety of classes (debt-based, 
equity-based, agency-based or hybrid). In theory, the issuance of 
Sukuks should have a lower risk than bonds, as the proceeds of 
the sukuk issuance is used for real economic activities and there 
is a risk-sharing attribute that makes it less risky than corporate 
bonds for investors and issuers. However, in practice, it seems 
to be perceived as another version of a corporate bond but with 
Shari’ah compliance. The empirical issue of interest is “Do markets 
react similarly to Sukuk announcements as they react to corporate 
bond announcements?” Is there a similar wealth effect?
 
This article reviews the literature on these issues and deliberates 
on future research to understand this new financing instrument 
further. Briefly, the documented studies on sukuk and its wealth 
effects seem to get caught in the quagmire of underlying structures. 
As bonds before, sukuk can fall either in the category of debt or 
equity and the results of grouping all instruments in either one 
category (either debt or equity) can invalidate the findings.
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Source : Zawya
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Non-Muslim sovereigns have also ventured into issuing 
sukuk to finance mega-projects with Japan, South Africa, the 
United Kingdom, Germany and Luxembourg raising sukuk 
for infrastructure projects.  The sukuk market has become 
a formidable growth area within Islamic finance, recording 
USD116.23 billion in global issuance in 2014 (Zawya), 100 times 
more than in 2001 (USD1.17bn). With all the potential sukuk 
issuances in the pipeline and continuous demand for Islamic 
products, global sukuk issuances are expected to surge to 
USD150bn in 2015 (Rasameel, 2014). More significantly, a recent 
Gulf News report shows a CAGR (Compound Annual Growth Rate) 
of 33% between 2001 and 2014 for the sukuk market.

Four significant paucities have been documented in the existing 
literature, namely the period, region, classification and factors 
influencing market reaction, on sukuk announcement effects. 

These studies have ignored the important issue of the underlying 
structure of sukuk (more equity or debt based) and have 
noticeable gaps in analysis due to period limitations (limited to 
crisis periods) or limited geographical areas (limited to Malaysia).

A review of the findings on bond and sukuk announcements 
reveals an interesting trend of findings. Out of the 10 studies 
reviewed from 1996 to 2014 on corporate bond announcements, 
four conclude a negative response from the market and three 
studies report positive and no reaction respectively. Out of 9 
studies on sukuk, six studies documented positive response, two 
negative responses and the one with no reaction. The findings 
in general indicate that for corporate bond announcements, the 
findings are inconclusive whereas for sukuk announcements, 
majority document a positive wealth effect.
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Figure 1 : Distribution of Global Sukuk Issuance 1st half 2015
Source : Zawya

Data Issues in Previous Research

Ashhari, Chun and Nassir (2009), Ibrahim & Minai (2009) limited 
their sample to the Malaysian issuances because of lack of debt 
announcements  in Malaysia at that time.   Both studies used data 
for issues between 2001 and 2006.

The number of sukuk issuances used in these studies pale in 
comparison to issues post 2006, hence expanding the data is 
expected to further validate factors that might be influencing 
market reaction to sukuk announcements. 

Classes of Securities

Sukuk classification in earlier studies (pre 2014) is generally not 
evident. In fact, sukuk are referred to as ‘Islamic debt securities’ 
or ‘Islamic debt certificates’ most probably following the use of 
the term in the Malaysian Securities Commission Guidelines on 
Sukuk in 2003. This classification restricts previous research 
from interpreting the equity components of the sukuk and the 
asymmetric information to market. This means that whilst sukuk 
structures might have had an equity component in the samples 
selected, since sukuk were fairly new and innovative instruments 
in the early part of the 2000’s, the market might not have been 
aware of the equity components. 

Market reaction on sukuk announcement on the other hand, 
is evolving as sukuk issuance grows significantly in size and 
frequency, differing in underlying structures and reflecting 
attributes of debt, equity, agency and a combination of debt 
and equity. Therefore, market reaction on sukuk announcement 
requires further investigation in the light of the following issues 
that have been identified:

i. The period of the sample selections is limited to either a period 
of minimal observations (2001 to 2006) or a period during or 
around the financial crisis (2007 to 2010). 

ii. The majority of the data is limited to Malaysian sukuk issuance 
ignoring corporates in other countries (UAE, Saudi Arabia, 
Bahrain, and Indonesia) that are major issuers of sukuk (Zawya, 
2015). 

iii. Underlying structures have not been analyzed in the same way 
as different bond classes, with results expected to be different for 
the different sukuk types. 

iv. Additional factors influencing market reaction are assumed 
without considering underlying structure implications. 

v. These studies are relevant in understanding the wealth effects 
of sukuk announcement but do not provide analysis on the risk 
effects on the issuing firm before and after issuance relative to 
the market. 

Therefore, whilst effort has been made in understanding sukuk 
and its wealth effects, further research is required in this area 
to better understand its effects across issuing countries and the 
risks associated with issuance for corporates. For firms that are 
considering sukuk issuance, forming an optimal capital structure 
with the most conservative cost of capital can be achieved only 
through a more thorough understanding of sukuk and its wealth 
effects.


