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Abstract

It is a well-known fact that the infrastructure in many African countries is woefully 
inadequate. This has persisted for many decades despite the fact that these countries are rich 
in natural resources.   We argue that Islamic bonds may provide a panacea for this 
chronic problem. This paper presents alternative Sukuk structures that can be considered 
for this purpose. It  is  our  firm  belief  that  if  properly  structured, Sukuk  can  be  used  as  
a  catalyst  for  the development of infrastructure projects in African countries.

Background 

Infrastructure development in any country requires huge capital investment. 
Previously this task was the responsibility of governments, particularly in a 
socialistic economic system.   Due to paucity of resources, many of these 
development projects were not undertaken leaving millions of people in Africa and 
Asia mired in abject poverty.  With the growth of the market-based economic 
system, which has been adopted by much of the developing world in the last 
two decades, was a growing demand for these projects to be handled differently. 
Thus, it was felt that these projects should not only go through the tests of 
accountability and transparency, but also prove to be financially viable ventures. 
These projects, when properly structured, had the potential of becoming revenue 
generating entities thus making them attractive to investors. 
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The major advantage of this change in philosophy is the fact that governments can 
now have entrepreneurs as financing partners. With the involvement of the 
private sector, it becomes much easier not only to achieve accountability and 
transparency but also economic viability of the projects. One such structure that 
involves investments from both institutions and individuals is a public-private 
partnership (PPP). There are large development institutions, such as The World 
Bank (WB), The Islamic Development Bank (IDB), and The African Development 
Bank (AfDB) that can become partners for economic progress.  In addition, a 
revamped secondary market can attract individuals from oil-rich countries, such as 
the Middle East, to invest in the infrastructure development projects especially if 
these were consistent with the Islamic faith. 

A 2007 report by Saudi Arabia based Samba Financial Group suggests that the oil 
producing countries of the Gulf may generate up to $24 trillion in exports of crude 
oil and gas over the following 20 years. This report also suggests that these cash 
surplus countries look traditionally to the United States and Europe for investment 

opportunities. However, the trend seems to be changing lately as they start looking 

for investment opportunities near home. In other words, massive investments could 
be coming to  Middle Eastern and some African countries (Smith, 2007). 

This paper presents a case for Islamic securities (Sukuk) as an investment vehicle to 
tap development funds for growth.  Despite the rapid growth of Islamic financial 
instruments and a growing awareness about Islamic finance, the world has yet to 
take a robust initiative to fully utilize this largely untapped resource. Sukuk can serve 
as an excellent alternative to conventional financing and investment tools (Hussin et al. 
(2012)). In this context, it is worth noting that the sovereign wealth funds (SWFs) of 
the Gulf Cooperation Council (GCC) countries were estimated at $1.6 trillion at the 
end of 2012. This represented about 35% of the World Sovereign Wealth Funds. A 
study by Ignitebiz has noted that  the SWFs would likely reach $8 trillion by 
2015. If the GCC SWFs maintain their 35 percent share, these funds will potentially 
be worth $2.8 trillion by 2015. 

Attracting funds from GCC or other oil-rich countries requires understanding the 
investment aspirations of the local populous. Since the majority of the population in 
this region follows the Islamic faith  and  would prefer  to  make  their  investments 
compatible with  their faith,  it  is important to tap the resources of the GCC, or 
oil-rich countries, by issuing long-term securities that comply with Islamic Shari’ah 
principles. One such financial instrument could be “Sukuk”; a long-term security 
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that is framed like a traditional debt security but that does not pay interest in order 
to meet the requirements of Islamic finance. This is a secondary market 
instrument in which  Western  banks  are  heavily  involved  through  its  
development  and  issuance. An instrument such as Sukuk would satisfy the 
investment aspirations of almost a quarter of the world population, which follows 
the Islamic faith. In fact, Sukuk have been issued in the past not only by Muslim 
countries, but had become a source of financing for some Western countries as well.  
Islamic finance should not be discarded as a faith-based model but should be 
evaluated purely as an economic model keeping in mind the market realities. 

Introduction 

Islamic finance is based on two core beliefs of Islam, namely, a no-interest decree 
and conscientious investing. As a result, traditional Western-style financial markets 
are, for the most part, inconsistent with Islamic principles. Consequently, Muslims 
have developed techniques and approaches to incorporate their beliefs into a 
“socially responsible” Islamic financial system. For instance, Islamic banks 
provide home financing through intermediary equity positions, charge mark-ups 
rather than interest, participate in profit/loss sharing plans to supply venture 
financing, and partake in leasing plans to offer their clients several competitive 
financial instruments. 

Today, Islamic finance has become a US$1 trillion industry and is growing at an 
estimated annual rate of 10-15%.  Conventional multinational banks have realized 
that Islamic banking provides opportunities to tap into new markets and many 
like Barclays, Citibank, HSBC and ANZ have started offering Islamic financial 

services. 

Islamic finance is not only popular among Muslims; rather there is a growing degree 
of acceptance in Western countries for Islamic financial instruments and the Islamic 
banking system.  The credibility of Islamic finance was enhanced after the recent 
global financial crisis when it received a complimentary note from none other than 
the official newspaper of the Vatican. Osservatore Romano wrote that the ethical 
principles on which Islamic finance is based may bring banks closer to their clients 
and to the true spirit which should mark every financial service (Bloomberg, March 
2009). However, as noted by Adebayo and Hassan (2013):”for Islamic financial 
institutions to be viable alternative to the current economic system, the ethical values 
guiding them should be upheld.”  
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Literature Review 

Even though the concepts of Islamic finance are as old as the establishment of Islamic 
religion in the Arabian Peninsula, the history of contemporary Islamic finance is hardly 
35 years old. Its origins can be traced to the establishment of Dubai Islamic Bank in 
1975 (El-Gamal, 2005).   Although many  books  and  articles  can  be  found  on  
the  general  subject  of  Islamic  finance,  the development of Sukuk is relatively a 
more recent phenomenon (Rao & Syed, 2007). 

The subject of Islamic finance has not been given as much attention as it should. The 
two books that serve as roadmap are viz., Vogel and Hayes (1998) and Mallat 
(edited 1988) and provide clear understanding of Islamic law and finance. The 
articles by Mahmoud El-Gamal (2001 and 2005) are of significant importance in 
understanding the prohibition of interest (Riba), while T. Kuran’s article (2005) is 
thought provoking.   A research paper by Dar and Presley (1999) provides a 
reconciliation of Western literature and the Islamic economic paradigm. 

The most comprehensive work on the subject of Sukuk to date is found in a book 
on Islamic Bonds by Adam and Thomas, Published in 2004 by Euromoney Books, 
UK. It provides detailed account of origin, structure, and application of Sukuk in the 
Islamic economy. On the other hand, a paper by Andreas Jobst (2009) summarizes 
unique elements of sukuk financing and provides perspectives on the regulatory 
changes that have happened lately. 

There has been substantial growth in the area of  Sukuk, as evidenced by the 
issuance of $500 million GE Sukuk in November 2010. This has become an area 
with opportunities for lawyers, analysts and other knowledgeable Islamic Finance 
(IF) professionals in the field (Taylor, 2010). Specifically, Islamic scholars play 
critical and authoritative role in Islamic Finance. Rosly (2010) proposes that, in 
the Islamic Financial System, the higher authoritative power and role of scholars 
should be recognized and acknowledged. Their role is as predominant as the 
legislations they approve can significantly affect the growth of Islamic financial 
instruments such as Sukuk. 

Islamic Financial Instruments 

Sukuk

Sukuk is a Shari’ah-compliant financial instrument that is gaining wide acceptance 
not only in Muslim states, but also in largely non-Muslim countries where it is seen 
as a very promising instrument to mobilize funds for economic development by 
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government as well as public-related institutions. Sukuk have specific characteristics 
that are different from the conventional bonds (Siswantoro, 2013) 

Sukuk is an Arabic term and is the plural of “Sakk”, which means “a certificate”. 
This mode of financing involves the securitization of a tangible asset so that 
investors could share in its profits and risks. A certificate vesting ownership is 
issued for this purpose. This would entitle investors to a portion of the income in 
proportion to their investment.  Although often termed ‘Islamic bonds,’ Sukuk 
differs from a conventional bond in that there should be a true sale where the asset 
that has been sold should not remain in the books of the seller and should be 
transferred to the purchaser. 

Although a study by Amir Kordvani (2009) argues that the then-proposed (for 
2009) Sukuk Al-Ijara structure in Iran was not going to improve the level of 
efficiency of the banking and financial sector, there are several compelling reasons 
to suggest the use of Sukuk as a vehicle for development and growth in Africa: 

1.     Sukuk issuance has reached the level of $131 billion in the year 2012, 
according to KFH Research, which represents an increase of 54% over 2011.

2.  Bond investors are looking for an alternative to the conventional bonds that 
offers higher returns and longer time maturities, which can be provided by 
Sukuk. 

3.  Conventional bond investors are also attracted to Islamic finance because of    
the premise that Islamic financial institutions are less exposed to highly 
leveraged organizations. 

The Malaysian Model 

After becoming an independent sovereign nation in 1957, Malaysia has now become 
a success story for the countries who are striving for development and growth. 
Hence, the Malaysian experience can be used as a model for development for 
African nations. Malaysia has been able to diversify its economy to record 
development and growth in manufacturing, service sector, as well as in tourism. 
Islamic finance, which accounts for 23.7 percent of Malaysia’s total banking 
assets, plays a major role in the economic development of the country.   A 
robust Islamic bond market has been established in the Country wherein 70 percent 

of Malaysian domestic debt issuance is in the form of Islamic securities (Sukuk). (i) 

In addition, 68.3 percent of the World Sukuk, as of the second quarter of 2011, 
were issued in Malaysia. The latter also accounted for 62.7 percent of the World 

outstanding Sukuk. (ii)
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There has been a steady increase in the Sukuk issuance in Malaysia in 2012 as 
well.  In the third quarter of 2012, Malaysia issued USD 31.91 billion of Sukuk.  
(Zawya Sukuk, Quarterly Bulletin 3Q2012).   This was more than all other 
countries combined. Similarly, The Sukuk issues in Malaysian Ringgit were more 
than in all other currencies. 

i. Text-S&P Report: Malaysia Developing into a major Islamic Bond Market, 
Reuters February 6, 2012.  

ii. Shaping Islamic Finance Together – Malaysia, August 1, 2011. 

The above facts clearly establish that Malaysia is the dominant player in the global 
Sukuk market, and thanks to its history of successful Sukuk issues, it can clearly 
serve as a model for those countries that aspire to raise money through Sukuk issues. 
Notwithstanding,  this success   story  it  is  necessary  to  examine  some  of  the 
differences between the Malaysian economy and the current state of economies in 
African countries.  One difference that would be a major hurdle to cross-over is the 
credit rating. Therefore, we offer at the end of this paper few suggestions to 
improve the credit rating of Sukuk issues in African countries, which would make 
these securities more marketable to global investors. It  is  also  interesting  to  
note  that  248  issues  of  Sukuk  in  Malaysia  were oversubscribed, some of 
them more than 10 times. The following chart shows the overwhelming demand for 
this type of securities by investors 

Source: Zawya database 

The    two    Sukuk    models    that    have    been    used    in    Malaysia    are    as    
follows:
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Figure 1

Malaysia Global Sukuk

Source: Zawya database. 

Based on the Malaysia Global Sukuk Model presented above, a corporate (which 
could be an international company) with a high credit rating can set up a project 
and issue Sukuk to raise funds. Since credit rating of Sukuk in an African nation 
would be a challenge, the issuance of Sukuk by an international company would 
boost the credit rating that may correspond to the credit rating of the international 
company itself. The government of the country can become an equity holder by 
selling land in lieu of equity share in the project. Alternatively, the government 
can collect money by sale of land if it decides not to hold any equity stake in the 
project. In this case, the international company (issuer of Sukuk) can pay for land 
out of the proceeds from sale of Sukuk. An international company with a strong 
credit rating would have better prospects for marketing their Sukuk to Gulf 
investors. These could be for long-term projects where the international company 
would have the opportunity to operate the project for a reasonable time before
selling it to a third party or to the government of the country. 



178 Journal of Islamic Economics, Banking and Finance, Vol. 10 No. 3, July - Sep 2014

Figure 2

Malaysia Airports project

Source: Zawya database 

Following the Malaysian Airports Sukuk model, an African nation can also create a 
Special Purpose Vehicle ( SPV) as the issuer of Sukuk. The Government can invest 
in this project by providing land. Alternatively, the Government can collect money 
from the SPV for selling land, and the SPV can make the payment out of the 
proceeds from the sale of  Sukuk (bond certificates to international investors). 
Once the project is completed, the SPV can lease it to third parties to operate it. In 
this case, the SPV will collect the lease rentals from the third parties and use that 
revenue to make periodic distribution to Sukuk holders. This model is suitable for 
projects that are set up on a BO T  (Build-Operate-Transfer) format. At the end of 
the term, the project can be sold and proceeds can be used to make the dissolution 
distribution to the Sukuk holders.  If the Government remains as an equity investor 
in the project by providing land, it would also receive a share in the dissolution 
distribution. 

The Gambia 

The Gambia is one of the smallest countries in Africa.  It is surrounded by Senegal 
on all sides except a 60-kilometer stretch next to the Atlantic Ocean.  It has a 
population of approximately 1.7 million.  Despite its small size, its economy has 
been performing very well with a real GDP growth rate averaging between 5 and 6 
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percent in the past few years. However, one cause for concern is the raising public 
domestic debt.  The fiscal deficit, which was 2.8% of GDP in 2009 rose to 4.9% in 
2010.  Domestic public debt rose from 19.7% in 2009 to 26.9 % in 2010.  In 
November 2007, and in order to effectively conduct i t s  monetary policy, the 
government of The Gambia issued a new Shari’ah compliant financial instrument 
called Sukuk-Al-Salam (SAS). This instrument has been issued since then on a 
weekly basis and usually has a three month tenor. It has been issued primarily as a 
liquidity management tool. The Gambia's shift to Sukuk was a wise decision to 
diversify its sources of funding by tapping the wealth of Muslim investors and those 
who want to invest their money in Shari’ah compliant instruments.   Given its prior 
experience in  issuing  Sukuk,  the  government of  The  Gambia  is  well  
positioned to  issue Shari’ah-compliant securities for the funding of development 
projects that can raise living standards and improve the lives of people in this 
impoverished African nation. 

We strongly believe that Islamic finance can be used as a catalyst for development 
of African countries.  Hence, in order to undertake infrastructure projects in 
Africa, and besides the two Malaysian Sukuk models presented above, we 
present below three other models that use Sukuk as an instrument to raise funds. 

1.  Sukuk issued by African Development Bank (AfDB):

No African country enjoys an AAA credit rating.  As a result, any security issued by 
an African country may not receive the intended positive response from investors.  
Therefore, we suggest that the African Development Bank could issue Sukuk under 
the following operational details:

1.   Initially, as the majority project owner, the AfDB would raise the funds by 
issuing Sukuk.  Once the project is completed, AfDB would transfer the project 
to the highest bidder either from the public or private sector in the country where 
the project is located. This would also be the maturity value that would 
eventually be distributed among the Sukuk holders based on the participation 
agreement. This can be implemented in the light of economic policies adopted 
by the country.

2. AfDB would create a pool of assets that come from or are identified by different 
African countries as underlying assets for the Sukuk issuance. These could include 
untapped oil and gas reserves and other mineral resources of African nations. 
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3.  AfDB would create project companies in different countries where there is a need 
and possibility of initiating a feasible infrastructure project. Since AfDB 
would be initiating the project, it would probably prefer to Build and Transfer 
to the host country or private investors.  The purpose, under this first model, is to 
recycle the long-term funds raised by AfDB. 

4.  The country in which the project is initiated would have 25 percent stake in the 
project, another 24 percent would come from private sources in the same country, 
and AfDB would hold the remaining 51% ownership. The host government will 
contribute land and other material assets as their 25 percent share in the project as 
a substitute to cash. Initially, the 24% stake that is meant for private investors’ 
could be offered to citizens of the host country. In the event that the latter could 
not avail themselves of such an investment opportunity, this stake could be 
contributed by investors from other regions, otherwise AfDB could increase its 
share of ownership. 

5.  The project company – such as a special purpose vehicle (SPV) – would be 
created only for the purpose of the project and would be dissolved once the 
project has been completed.

6.  The AfDB would initiate the project. It would do so at the invitation of the host 
country. Alternatively, AfDB could also recommend to the host country to join 
AfDB in a potentially good project with an offer that AfDB would be willing to 
invest in that particular project. 

7.  The oil and gas reserves and mineral resources could be used as collateral for the 
Sukuk issue. However, this would not be mandatory as the Sukuk structure 
requires investors to take some risk. Risk-taking is an important element of 
Islamic Finance. However, the collateral would enhance the marketability of 
Sukuk and broaden its appeal to non-Muslim investors. 

8.  To make the bond issue more attractive, the Sukuk should offer a competitive 
yield. This may be based on LIBOR plus a certain percentage. The potential 
investors could be from any part of the world. An obvious target market for this 
security would be investors from the oil-rich Middle Eastern countries due to 
their financial resources. Investors could also be sovereign funds, private equity 
groups or individuals in non-Islamic countries as well. 

9.  Different investment banks have their own Shari'ah boards. These boards would 
certify the Shari'ah compliance of the Sukuk.  These investment banks would 
also work closely with AfDB to market the Sukuk. 
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Figure 4 

Model II 

3.  Sukuk issued by a private company (SPV)

The third model suggests that the Project Company (SPV) would issue the Sukuk.  
The host country’s sovereign government would have a minority (24%) equity 
stake in the project. Another 25% would come from private investments.  The SPV 
could also be created by a multinational company through its 51% contribution stake 
in the issue of Sukuk. 

A few distinct features of the third model are as follows:

the host country may be difficult, the model suggests a split of 49% equity stake 
between domestic and foreign investors in the ratio of 25% and 24% respectively.

2.  The project could follow the model of Build, Operate, and Transfer (BOT) 
or simply, a model of Build and Transfer (BT).

3.  There would still be a need to create a Special Purpose Vehicle (SPV) to build 
and operate the project.

4.  Other operational modalities would remain the same as in Model I. 



183Tapping Funds for Development: A Case for Sukuk Financing

i. There would be a minority stake of the sovereign government, thus reducing 
hurdles in the decision making process. Since the project company would be 
created by a multinational company, it would bring its own professional 
expertise to build and manage the project.

ii. This could be implemented on the Build and Operate (BO) model.

iii. Other operational modalities would remain the same as in Model I. 

Figure 5 

Model III 

Some Key Issues in Sukuk Financing 

Currency 

It may not be prudent to issue Sukuk in the currency of the country where the 
project company is located unless that country has a fixed rate of exchange 
with the U.S. dollar such as Malaysia.  For instance, if the project company was 
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based in Egypt and the Sukuk were denominated in Egyptian pounds, the returns to 
the investor would be reduced if the Egyptian currency depreciated against the U.S. 
dollar.   This would make the Sukuk less attractive to foreign investors.   
Therefore, project companies in African countries that aspire to tap the Islamic 
Finance market to raise funds for infrastructure projects should ensure that the 
Sukuk are denominated in U.S. dollars which is still the dominant global currency. 

Credit Rating 

The uncertain current global economic climate has made investors risk-averse 
especially with regard to securities issued in emerging markets in Asia and Africa.  
Therefore, any Sukuk issue below Investment Grade may not evoke a favorable 
response from investors.  The key issue here is to structure the Sukuk in such a 
way that it meets the requirements for being assigned the minimum investment 
grade rating of BBB-/Baa3.  Most African countries do not qualify for investment 
grade rating.  So the challenge for Africa-based project companies that issue Sukuk 
will be to penetrate the sovereign rating barrier. Therefore, these countries need 
to explore ways in which a project Sukuk could get an investment grade rating even 
if the country, in which the project company is based, does not enjoy such a rating.  
We argue that it is possible to do so as evidenced by the Oceansa Oil Pipeline 
project in Columbia, which was able to maintain an investment grade rating even 
after the credit rating of Columbia was downgraded to below investment grade 
status.

Revenue Contracts 

The credit worthiness of a project is based to a large extent on the stability of 
its revenue stream.  The more stable the revenue stream, the more likely the bond 
issue is to get a good rating. The manner in which the contracts issued by the project 
company are structured, as well as the rating of the counter parties will play a key 
role in the rating decision. For example, denominating the Sukuk issue in some 
internationally accepted currency such as U.S. dollars, may give the issue greater 
credibility and help the project company achieve an investment grade rating for 
its Sukuk issue. 

Economics of the Project

The financial viability of the project will be critical in gaining regulatory and political 
support. The rating decision will be influenced by the support received by the project 
company. 



185Tapping Funds for Development: A Case for Sukuk Financing

Risk Mitigation and Debt Service Coverage 

The steps taken by the project company to mitigate technology risk as well as the 
quality and stability of debt service coverage will be important factors in the rating 
decision. 

Government Support 

Support  from  the  host  government  in  some  form  will  help  the  Sukuk  issue  
achieve  an investment grade rating.   The rating agency is likely to examine the 
track record of the government and its financial flexibility before it makes its 
rating decision.  The rating agency would  like  the  host  government to  give  a  
firm  commitment to  secure  the  debt  servicing obligation in case the project 
company is delinquent with respect to its obligation to investors. However, given 
the precarious financial condition of many African governments, it is a moot 
point whether they would grant the kind of financial support that would constitute a 
contingent liability. 

Credit Enhancement 

In order for the Sukuk to secure an investment grade rating, the project 
company should consider some form of credit enhancement such as a provision of 
cash collateral or obtaining a guarantee  by  an  insurance  company  and/or  the  
project  sponsor  (state  or  provincial government).  Other options include 
issuance of subordinate securities by the project company and issuing senior debt 
with a put option attached.  The project sponsor, namely the host government, could 
invest in a portion of this debt.  This is likely to provide support to the senior debt 
and would be useful for risk mitigation purposes.  The put option would allow the 
investors to put or sell back their bonds to the project company or to an alternate 
guarantor.

Summary and Conclusion 

It is a well-known fact that the infrastructure in many African countries is woefully 
inadequate. This has persisted for many decades despite the fact that these countries 
are rich in natural resources.   We argue that Islamic bonds may provide a 
panacea for this chronic problem. 

There is tremendous surplus wealth in Middle Eastern countries brought about by the 
sharp rise in oil and gas prices in recent years. The amount of assets under 
management by sovereign wealth funds such as that of Abu Dhabi is truly staggering. 
There is also a very large number of HNIs (High Net worth Individuals) in these 
countries. These investors would be particularly interested in financial instruments 
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that are consistent with their Islamic faith. They would also be inclined to invest in 
these instruments if they know that the money raised would be used to fund 
infrastructure projects in impoverished African countries and make a positive impact 
on the lives of millions of people. These Shari’ah compliant instruments would 
also appeal to non- Muslim investors provided that these instruments offer an 
attractive rate of return and are collateralized. 

This paper has presented alternative Sukuk structures that can be considered for this 
purpose. It  is  our  firm  belief  that  if  properly  structured, Sukuk  can  be  used  as  
a  catalyst  for  the development of infrastructure projects in African countries.
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