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ABSTRACT

The demand for sukuk in Malaysia has been grown remarkably in the last couple of years
since the first issuance in the early 1990s by a foreign owned non-islamic company, Shell MDS,
known as World’s first ringgit sukuk. Up until now, sukuk had not shown any sign of slowing

down except when it faces the global financial crisis.

The study objective of this paper is going to foresee the rise in demand of sukuk issuance

with the economics factors in Malaysian Capital Market.

This paper will analyze three independent variables related to the rise in the demand of
sukuk for the period 1990 to 2011. Whereby, it consists of (i) Gross Domestic Product (GDP),
(i) Foreign Exchange Rate (FOREX), and (iii) Market Liquidity (LIQ). Otherwise, the

dependent variable would expect to be the growth rate of sukuk issuance.

The methodology use is model estimation of ordinary least square regression method
(OLS) by using multiple regressions. Thus, the results shows that sukuk issuance in Malaysia
reckon only two variables consist of GDP and FOREX as major factor contribute to the rise in
demand of sukuk. While, for market liquidity the result show slightly insigniﬁbant due to the

liquidation of other Islamic products that give negative effect to the sukuk issuance likewise

demand for commodity murabahah or tawarrugq.

Keywords : Sukuk, and Malaysian capital market.
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THE RISE IN DEMAND OF SUKUK

CHAPTER 1 : INTRODUCTION

1.1 BACKGROUND

In this section, the researcher starts by defining “sukuk™ and then followed by sukuk as an

alternative source of financing. Thereafter, the researcher will view the development of sukuk

issuance in Malaysian capital market.

1.1.1

Overview of sukuk

Islamic finance industry has grown massively in response to a profusion of
investment products, which has been fuelled by an increasing demand for
investments that comply with Islamic law. The world has witnessed a strong
growth in global sukuk issuance in recent years as it has been enjoying
tremendous growth since its debut in 1970s. Of all the rapidly growing Islamic
capital market securities none are gaining in popularity as much as sukuk, which
in some respects has a different underlying structure compared to the

conventional models.

Considering the recent financial crisis that has had a strong impact on global
financial sector including Islamic finance industry, this study attempts to
investigate the sustainability of sukuk during the recent financial crisis. This study

focuses solely on Malaysia’s debt market, taking into account unique features of



