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SUKUK MARKET STABILITY AND RESILIENCE IN SUSTAINABLE
FINANCE: COMPARATIVE EVIDENCE FROM SOVEREIGN AND
CORPORATE SUKUK INDICES IN INDONESIA

ESTABILIDADE E RESILIEANCIA DO MERCADO DE SUKUK NO FINANCIAMENTO
SUSTENTAVEL: EVIDENCIAS COMPARATIVAS A PARTIR DE INDICES DE
SUKUK SOBERANOS E CORPORATIVOS NA INDONESIA

Abstract

The growing role of sukuk as a sustainable
finance instrument in Indonesia has heightened
the need for comparative empirical evidence on
the stability and resilience of sovereign and
corporate sukuk markets amid macroeconomic
fluctuations. This study examines the financial
stability and resilience of sovereign and
corporate sukuk indices in Indonesia amid
macroeconomic fluctuations during the period
February 2015 to September 2025. Using
monthly time-series data, this study employs
Autoregressive Distributed Lag (ARDL) and
Error Correction Model (ECM) approaches to
analyse the long-run and short-run relationships
between  sukuk indices and  selected
macroeconomic and global variables, including
inflation, the Bl rate, exchange rate, gold prices,
bond index performance, Credit Default Swap
(CDS), US bond yields, and crisis conditions.
The findings reveal strong cointegration,
indicating stable long-run relationships between
the sukuk indices and their determinants. Both
indices are consistently influenced by bond
market performance, reflecting a close linkage
between sukuk and conventional bond markets.
In the long run, sovereign sukuk performance is
primarily driven by sovereign risk perception,
proxied by CDS, while corporate sukuk is more
sensitive to exchange rate movements. In the
short run, increases in the policy rate (Bl rate)
and crisis shocks exert significant negative
effects on corporate sukuk, whereas inflation,
gold prices, and CDS generate temporary effects
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Resumo

O papel cada vez mais importante do sukuk
como instrumento de financiamento sustentavel
na Indonésia aumentou a necessidade de
evidéncias empiricas comparativas sobre a
estabilidade e a resiliéncia dos mercados de
sukuk soberanos e corporativos em meio a
flutuagbes macroecondmicas. Este estudo
examina a estabilidade financeira e a resiliéncia
dos indices de sukuk soberanos e corporativos
na Indonésia em meio a flutuagdes
macroecondmicas durante o periodo de
fevereiro de 2015 a setembro de 2025.
Utilizando dados de séries temporais mensais,
este estudo emprega as abordagens do Modelo
Autorregressivo de Atraso Distribuido (ARDL) e
do Modelo de Corregdo de Erros (ECM) para
analisar as relagdes de longo e curto prazo entre
0os indices de sukuk e varidveis
macroecondmicas e globais selecionadas,
incluindo inflacdo, taxa do BI, taxa de cambio,
precos do ouro, desempenho do indice de titulos,
Swap de Inadimpléncia de Crédito (CDS),
rendimentos dos titulos dos EUA e condi¢des de
crise. Os resultados revelam forte cointegragéo,
indicando relagdes estaveis de longo prazo entre
os indices de sukuk e seus determinantes. Ambos
os indices sdo consistentemente influenciados
pelo desempenho do mercado de titulos,
refletindo  uma estreita ligacdo entre os
mercados de sukuk e de titulos convencionais.
No longo prazo, o desempenho dos sukuk

Veredas do Direito, v.23, €237962— 2026



mailto:sitiaisiyah@mail.ugm.ac.id
mailto:mamduhmh@ugm.ac.id
mailto:leo.wardhana@ugm.ac.id

INDONESIA

on sovereign sukuk. Both indices exhibit rapid
adjustment toward long-run equilibrium, with
error  correction speeds exceeding 99%,
confirming  effective  market  correction
mechanisms and substantial resilience to
macroeconomic shocks. These findings affirm
that a stable and resilient sukuk market
constitutes an empirical prerequisite for
deepening Indonesia's sustainable finance
ecosystem, with differentiated implications for
investors, issuers, and policymakers in managing
sovereign and corporate sukuk risk.

Keywords: Sukuk. Sovereign Sukuk. Corporate
Sukuk. Sustainable Finance. Financial Stability.
Macroeconomic Fluctuations. Ardl. Islamic
Capital Market.

SUKUK MARKET STABILITY AND RESILIENCE IN SUSTAINABLE FINANCE: COMPARATIVE EVIDENCE FROM SOVEREIGN AND CORPORATE SUKUK INDICES IN

soberanos é impulsionado principalmente pela
percepcdo do risco soberano, representada
pelos CDS, enquanto 0s sukuk corporativos sdo
mais sensiveis aos movimentos da taxa de
cadmbio. No curto prazo, aumentos na taxa de
juros de referéncia (taxa do Bl) e choques de
crise exercem efeitos negativos significativos
sobre o0s sukuk corporativos, enquanto a
inflacdo, os precos do ouro e os CDS geram
efeitos temporarios sobre os sukuk soberanos.
Ambos os indices exibem um rapido ajuste em
diregdo ao equilibrio de longo prazo, com
velocidades de correcdo de erros superiores a
99%, confirmando mecanismos eficazes de
correcdo de mercado e resiliéncia substancial a
choques macroecondmicos. Essas conclusdes

confirmam que um mercado de sukuk estavel e
resiliente constitui um pré-requisito empirico
para o aprofundamento do ecossistema de
finangas sustentaveis da Indonésia, com
implicagcdes diferenciadas para investidores,
emissores e formuladores de politicas na gestéo
do risco dos sukuk soberanos e corporativos.

Palavras-chave: Sukuk. Sukuk Soberano. Sukuk

Corporativo. Financas Sustentaveis.
Estabilidade Financeira. Flutuactes
Macroecondmicas. Ardl. Mercado de Capitais
Islamico.

1 INTRODUCTION

Sukuk has increasingly been recognized not only as a Sharia-compliant financial
instrument but also as a key component of sustainable finance, valued for its potential
stability and resilience in supporting long-term infrastructure financing and
environmentally sustainable projects. As sukuk markets expand, understanding their
stability and resilience amid macroeconomic fluctuations has become increasingly
important, especially in emerging economies where exposure to global shocks remains
significant. In this context, Indonesia has emerged as one of the leading sukuk markets
among emerging economies, supported by the rapid development of its Islamic financial
system. The growing demand for sukuk has encouraged both sovereign and corporate
issuances, positioning sukuk as an important instrument for mobilizing funds and

supporting economic development.
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The development of sukuk in Indonesia has shown a significant upward trend,
particularly sovereign sukuk, which has strengthened the role of the Islamic capital
market within the national financial system. Based on the latest data from the Financial
Services Authority (OJK) and KNEKS (September 2025), the national Islamic financial
ecosystem has experienced substantial growth compared with the previous five-year
period. The market share of Islamic finance has increased substantially, reaching 30.9%
of total national financial assets, with the Islamic capital market contributing the largest
share. The Islamic capital market, whose main instruments include stocks and sukuk, has
a market share of 46.7% of total national Islamic financial assets. Meanwhile, Islamic
banking has a market share of 7.49%, and IKNB (Non-Bank Financial Industry) has a
market share of 4.58% (Financial Services Authority, 2025).

Sovereign sukuk (SBSN) remains the most dominant instrument. Indonesia is also
recognized as one of the largest Green Sukuk (ESG) issuers in the world, reflecting the
increasing role of sukuk in financing sustainable infrastructure and environmentally
oriented projects. This highlights the strategic importance of sukuk not only as a financial
instrument but also as a mechanism for supporting sustainable economic development.
Through sukuk issuance, the government can mobilize domestic funds to finance
productive projects that contribute to labour absorption in the infrastructure sector and
support more Sharia-compliant and measurable liquidity management. Its contribution to
national economic growth is increasingly evident in line with the improvement of Islamic
financial literacy and inclusion in society.

Investors must consider the broader economic environment when making
investment decisions (Bodie, 2006). Referring to this theory, sukuk performance may also
be influenced by macroeconomic factors. Febriana et al. (2024) find that Indonesian
sukuk index returns are influenced by global market volatility, the global sukuk index, Bl
rate, inflation, and exchange rate, with differential effects observed before and during the
COVID-19 pandemic. This is consistent with Naifar et al. (2022), who document linkages
between sukuk prices, economic policy uncertainty, global financial uncertainty, and
global financial distress, reinforcing the relevance of macroeconomic and global risk
variables in explaining sukuk market performance and resilience.

Although sukuk represents ownership of underlying assets rather than pure debt
obligations, this asset-backed characteristic does not render sukuk immune to market risk,
exchange rate risk, liquidity risk, or macroeconomic pressures. Raei and Cakir (2007)
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emphasise the importance of analysing sukuk within a portfolio risk framework, while
Smaoui and Khawaja (2017) demonstrate that sukuk market development is shaped by a
combination of structural, financial, institutional, and macroeconomic factors. Beyond
domestic conditions, sukuk markets are also susceptible to global influences. Yusuf and
Prasetyo (2019) document a causal relationship between US 10-year bond yields and
Indonesian bond yields, while Uppal and Mangla (2017) find that sukuk yields are
integrated with US Treasury yields in the long run, suggesting that international financial
markets price sukuk in a manner similar to conventional bonds despite its Sharia features.

The debt market exposes investors to various risks, including sovereign risk. To
anticipate this risk, financial markets have developed credit derivatives. Credit derivatives
allow companies to manage credit risk in a similar way to market risk. One of the most
widely used measures of credit risk is the Credit Default Swap (CDS), which is considered
timely and able to reflect a country's credit risk. In this study, CDS is used as a proxy for
credit risk. The CDS spread reflects investors' perception of country risk: the lower the
CDS spread, the lower the perceived risk of investing in debt securities. There is a
theoretical relationship between CDS spreads and bond yield spreads: the higher the CDS
spread, the higher the perceived default risk, which may lead to higher bond yield spreads
(Hull et al., 2004). A high CDS spread may increase the perception of investment risk in
a country and may trigger capital outflows. Conversely, a lower CDS spread may
encourage capital inflows, including investment in sukuk instruments.

In addition to fundamental factors, this study also examines how global crisis
conditions affect the volatility and stability of the sukuk market, considering that the
Islamic capital market is inseparable from the risk of global economic uncertainty.
Elkarim et al. (2013), who examined the determinants of sukuk in 10 countries including
Indonesia, state that the financial crisis had a negative influence on the development of
the sukuk market. Meanwhile, Kenourgios, Naifar, & Dimitrious (2016) found that sukuk
was not affected by the 2008 global crisis.

Based on the phenomena above, sukuk development in Indonesia has been
substantial, and the Islamic capital market has the largest market share within the Islamic
finance industry. Meanwhile, research that comprehensively examines the determinants
of sukuk in Indonesia, particularly by comparing sovereign and corporate sukuk, remains

limited. Therefore, it is important to examine the relationship between domestic
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macroeconomic factors, global conditions, and the development of the sukuk market in
Indonesia.

To date, a literature gap remains regarding the comparative responses of sovereign
and corporate sukuk to their determinants. Most previous studies tend to separate
macroeconomic variables and crisis variables, or focus on only one type of sukuk index.
Research by Smaoui & Nechi (2017) and Tarig & Morshed (2020) often examines the
macroeconomic impact on sovereign sukuk because data are more available, but pays less
attention to the corporate sector, which has different credit-risk characteristics. In
contrast, studies such as Haryanto (2020) in Indonesia focus on corporate sukuk yields
and their relationship with domestic interest rates without considering broader global
variables. This indicates that the differential responses of sovereign and corporate sukuk
under combined macroeconomic and global variables remain insufficiently explored.

Understanding this differential response is particularly important within the
context of sustainable finance, as sovereign sukuk predominantly finances green and
SDG-aligned projects while corporate sukuk serves as a vehicle for private-sector
sustainable investment each carrying distinct risk profiles and policy implications for
the broader sustainable finance ecosystem.

This study contributes to the literature in three main ways. First, it provides a
comparative analysis of sovereign and corporate sukuk, which is rarely addressed in prior
studies. Second, it integrates domestic macroeconomic variables, global financial factors,
and crisis shocks within a unified empirical framework, offering a more comprehensive
understanding of sukuk market dynamics. Third, it employs a long-span dataset from
Indonesia (2015-2025), providing updated empirical evidence from one of the leading
sukuk markets in emerging economies. By employing the ARDL and ECM approaches,
this study ultimately aims to assess the stability and resilience of Indonesia's sukuk market

as a foundation for sustainable finance, with differentiated implications for sovereign and

corporate sukuk segments.
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2 LITERATURE REVIEW

2.1 Sukuk market performance

Sukuk occupies a dual role in financial markets: as a Sharia-compliant financing
instrument and as a tradeable fixed-income security in the secondary market. Capital
structure theories including trade-off theory and pecking order theory provide the initial
conceptual basis for understanding sukuk issuance decisions (Nagano, 2016; Morni,
2019). However, since this study focuses on secondary market return performance rather
than issuance behavior, the analytical framework is grounded in financial market theory
and fixed-income instrument dynamics. Islamic finance literature has yet to establish a
fully independent theoretical framework for sukuk market behavior, and empirical studies
continue to draw on conventional finance theories as analytical foundations (Nagano,
2016).

Although sukuk represents ownership of an underlying asset rather than a pure
debt obligation, its secondary market characteristics closely resemble those of
conventional fixed-income instruments. Sukuk provides investors with structured
periodic returns and principal repayment at maturity, making its market performance
susceptible to changes in interest rates, exchange rates, credit risk, and broader market
conditions (Safari, Ariff, & Mohamad, 2014).

The performance of the Indonesian sukuk market is measured by the Indonesia
Sukuk Index (ISIX), published by the Indonesia Bond Pricing Agency (IBPA). The ISIX
consists of three sub-indices: the Indonesia Sukuk Index Composite (ISIXC), which
covers all sukuk instruments; the Indonesia Sovereign Sukuk Index (IGS1X), which tracks
the performance of sovereign sukuk issued by the Indonesian Government (SBSN); and
the Indonesia Corporate Sukuk Index (ICSIX), which reflects the performance of sukuk
issued by corporate entities. Each sub-index is further calculated based on five
measurement types: Total Return, Clean Price, Gross Price, Effective Yield, and Gross
Yield. This study employs the Total Return series of IGSIX and ICSIX as dependent
variables to enable a comparative empirical assessment of how sovereign and corporate

sukuk markets respond differently to macroeconomic and global determinants.
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2.2 Macroeconomic and global determinants of Sukuk performance

Inflation represents a general increase in the price level and constitutes a
fundamental macroeconomic variable affecting fixed-income markets. Rising inflation
erodes the real return on debt securities and may prompt investors to reallocate away from
sukuk toward real assets, while simultaneously pressuring issuers to offer higher yields
to attract investment (Yuliana, 2010; Campbell, 1993). Inflation is therefore expected to
exert a negative effect on sukuk market performance. The Bl Rate reflects Bank
Indonesia's monetary policy stance and serves as the primary instrument for inflation
targeting. An increase in the policy rate raises the opportunity cost of holding fixed-
income securities, dampening demand and suppressing sukuk prices (Tandelilin, 2010;
Prastowo, 2007). Although Islamic finance principles discourage interest-based
benchmarking, prior empirical studies confirm that sukuk pricing remains correlated with
conventional interest rate movements (Uppal & Mangla, 2017). The Bl Rate is therefore
expected to negatively influence sukuk market performance.

Depreciation of the Indonesian rupiah against the US dollar heightens market
uncertainty, increases import-driven inflation, and elevates perceived risk for domestic
fixed-income assets, potentially triggering capital outflows from the sukuk market (Billah
etal., 2023; Febriana et al., 2024). An increase in the USD/IDR exchange rate is therefore
expected to negatively affect sukuk market performance. Gold serves as a safe-haven
asset, and rising gold prices during periods of uncertainty may prompt investors to rotate
away from fixed-income instruments including sukuk. Gold price changes are therefore
expected to negatively influence sukuk market performance.

Sukuk and conventional bonds share a common investor base within the broader
fixed-income asset class. Positive movements in the Indonesia Composite Bond Index
(ICBI) are expected to co-move with sukuk market performance, reflecting market
integration between the two instruments (Smaoui et al., 2017). An increase in US 10-year
Treasury yields signals tightening global financial conditions and may divert capital from
emerging market fixed-income assets toward US Treasuries (Yusuf & Prasetyo, 2019;
Uppal & Mangla, 2017). US bond yield is therefore expected to negatively affect sukuk
market performance. A widening CDS spread signals increased sovereign default risk,
suppressing investor demand for Indonesian fixed-income instruments including sukuk

(Hull et al., 2004). Changes in CDS spread are therefore expected to negatively affect
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sukuk market performance. The crisis dummy captures the period of compounded market
stress from March 2020 to December 2022. Crisis conditions are expected to negatively
affect sukuk market performance, consistent with Elkarim et al. (2013), though

Kenourgios et al. (2016) find no significant sukuk exposure to the 2008 global crisis.

2.3 Differential risk profiles of sovereign and corporate Sukuk

A key contribution of this study lies in its comparative treatment of sovereign and
corporate sukuk. Sovereign sukuk is closely linked to country risk, fiscal credibility,
sovereign bond market conditions, and macroeconomic risk perception, making it more
sensitive to variables such as CDS spreads, US bond yields, ICBI movements, Bl Rate,
and crisis episodes. Corporate sukuk, by contrast, is more exposed to corporate risk,
market liquidity, business cycle conditions, and investor sentiment toward private issuers,
suggesting potentially differential responses to exchange rate movements, interest rates,
and financial market factors. This distinction motivates the use of separate model
estimations for the Indonesia Sovereign Sukuk Index and the Indonesia Corporate Sukuk

Index throughout the study.

3 RESEARCH METHODS

The data used to measure sukuk market performance in this study are secondary
monthly time-series data consisting of the Indonesia Goverment Sukuk Index-Total
Return (IGSIX-TR) and the Indonesia Corporate Sukuk Index-Total Return (ICSIX-TR),
published by the Indonesia Bond Pricing Agency (IBPA) and reported in the Indonesia
Bond Market Directory. Variables in this study were treated differently based on their
statistical characteristics and economic interpretation. Variables expressed in percentage
form, such as inflation, the Bl rate, and the US 10-year bond yield, were used in their
original levels because they already reflect relative changes. Meanwhile, variables such
as sukuk index returns, the bond index, exchange rate, and gold prices were transformed
into percentage changes using [(Pt - Pt-1) / Pt-1 x 100] to capture return dynamics and
ensure comparability across variables with different scales. This transformation also helps
stabilize variance and reduce potential non-stationarity. For credit risk, the CDS variable
was transformed using the formula (CDSt - CDSt-1), as it represents changes in risk
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perception rather than proportional returns. This transformation approach is consistent
with financial econometric practice, where price-based variables are typically
transformed into returns, while rate-based variables are maintained in levels. The crisis
variable in this study is defined as a dummy variable representing the COVID-19
pandemic period, taking the value of 1 from March 2020 to December 2022, and 0

otherwise.
3.1 Data analysis techniques

In econometrics, cointegrated variables are understood to have a long-run
equilibrium relationship (Nachrowi D Nachrowi, 2006). However, the existence of a
long-run relationship does not necessarily imply short-run equilibrium. Therefore, this
study examines both the short-run and long-run relationships between macroeconomic
variables and sukuk performance.

The Autoregressive Distributed Lag (ARDL) test is employed because of its
flexibility in handling variables with different orders of integration [I(0) and 1(1)]
(Pesaran & Shin, 2001). To ensure stationarity, variables that are not stationary at level
are transformed into first differences [1(1)]. The ARDL model allows the estimation of
both short-run and long-run dynamics between variables and is particularly suitable for
relatively small sample sizes (Gujarati & Porter, 2010). Before estimation, the optimal
lag length is determined using the Akaike Information Criterion (AIC) and Schwarz

Bayesian Criterion (SBC) to ensure model adequacy (Ekananda, 2019).

3.2 Stages of research methodology

The stages of the research methodology can be described as follows:

1. Descriptive statistics from the research data

2. ADF Stationarity Test

In a time-series model, variables should first be tested for stationarity by examining
whether unit roots are present in the model. To assess stationarity, this study uses
the Augmented Dickey-Fuller (ADF) test (Dickey and Fuller, 1979). Non-
stationary data may lead to spurious regression (Nachrowi D Nachrowi, 2006).

3. Optimal lag selection

- Veredas do Direit, v 23, 237962 2026
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Optimal lag selection was determined based on information criteria, namely the
Akaike Information Criterion (AIC) and the Schwarz Bayesian Criterion (SBC).
The selection of an optimal lag length is necessary to ensure that the model
adequately captures the dynamic relationships among variables.

4. Cointegration ARDL Bounds Test

The cointegration test is conducted to detect the stability of the long-run relationship
between two or more variables. If cointegration exists among related variables, a
long-run relationship can be inferred. Time-series data are said to be cointegrated
if the residuals from the level regression are stationary, thereby providing a valid
estimate of the long-run relationship.

5. Long-run ARDL Model Estimation

Following the identification of a cointegration relationship, the next stage involves
estimating the long-run effects of the independent variables on the dependent

variable. The long-run regression equation in this study is as follows:

AY, = By + By INFL, + B, BIRate, + BsAFOREX, + BLAGOLD, +

BsAICBI+F,USBOND; + [,ACDS; + BgDCRISIS; + u; @
where:
Y - sukuk index return, proxied by the sovereign sukuk index (IGSIX) and the corporate
sukuk index (ICSIX).
INFL : inflation rate
BIl_rate : policy rate set by Bank Indonesia
FOREX : changes in the USD/IDR exchange rate
GOLD : changes in world gold prices
ICBI : changes in the total return of the Indonesia Composite Bond Index
USBOND  : US 10-year bond yield
CDS : changes in Indonesia's 5-year Credit Default Swap

DCRISIS : crisis dummy

6. Short-run Model Estimation / Error Correction Model (ECM)
The ECM is employed to examine the short-run effects of the independent variables

as well as the speed of adjustment toward long-run equilibrium, as captured by the
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Error Correction Term (ECT). The econometric model of this study is described
as follows:

Equation 1 with the dependent variable of the Sovereign Sukuk Index (IGSIX)

AIGSIXt == 0(0 + 0(1 INFLt + 0(2 BIRatet + (Z3USBONDt + a4AGOLDt +
asAICBl+agAFOREX, + a;ACDS, + agDCRISIS + AECT; 1 + & (2)

Equation 2 with the dependent variable of the Corporate Sukuk Index (ICSIX)

AICSIX, = ay + a, INFL, + a, BIRate, + azUSBOND, + a,AGOLD, +
asAICBI.+agAFOREX, + a;ACDS, + agDCRISIS + AECT, ;4 + & (3)

AECTt-1 represents the lagged error correction term derived from the long-run
equilibrium relationship, while A denotes the speed of adjustment toward long-run
equilibrium following short-term deviations.

7. Diagnostic Test
Residual diagnostic tests were conducted to ensure that the estimated models satisfy
the classical assumptions required for valid and reliable econometric inference.

Normality of residuals was evaluated using the Jarque-Bera test, autocorrelation

was examined through the Breusch-Godfrey Serial Correlation LM test, and

heteroscedasticity was assessed using the Breusch-Pagan-Godfrey test.

Multicollinearity was evaluated using the Pearson correlation matrix and Variance

Inflation Factor (VIF) analysis applied to the ECM representation of each model.

These diagnostic procedures were applied consistently across both the sovereign

and corporate sukuk models to ensure comparability and robustness of the

estimation results.
8. Stability Test
Parameter stability was assessed using the Cumulative Sum of Recursive Residuals

(CUSUM) test to verify that the estimated ARDL model remains stable

throughout the observation period. Under this test, the model is considered stable

if the CUSUM plot remains within the upper and lower critical bounds at the 5%

significance level.
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4 RESULTS & DISCUSSION

4.1 Descriptive analysis

The data used in this study consist of monthly time-series observations from
February 2015 to September 2025, totaling 128 observations. The variables analysed
include sukuk index returns, proxied by the sovereign and corporate sukuk indices
(IGSIX and ICSIX), the bond index (ICBI), the BI rate, monthly inflation, changes in the
USD/IDR exchange rate, gold price returns, changes in Credit Default Swap (CDS),
changes in the US 10-year bond yield, and a global crisis dummy.

Table 1
Descriptive Statistics of Variables (2015M02-2025M09)
VARIABLE  MEAN MAX MIN  STD DEV
IGSIX 0.693774 4.179481 -3.246401  1.098613
ICSIX 0.851322 3.650681 -3.782696  0.990455
ICBI 0.719497 5.760010 -4.645063  1.556479
Bl rate 5.173387 7.500000 3.500000  1.134357

Inflation 3.110968 7.260000 -0.090000 1.369216

Exchange Rate  0.217754 14.98525 -7.392925 2.438441
Gold 0.956735 9.344159 -6.843153  3.246727

CDS -0.702629 116.0460 -52.59300 20.84218

US Bond Yield 2.620528 4.930700 0.528200  1.152596
Crisis Dummy  0.177419 1.000000 0.000000 0.383573

Observations 128 128 128 128
Source: researcher's processed data, 2026

The descriptive statistics indicate that both sovereign (IGSIX) and corporate
(ICSIX) sukuk indices exhibit moderate volatility during the observation period,
reflecting dynamic movements in the sukuk market. The bond index (ICBI) shows
relatively higher variability compared to the sukuk indices, suggesting its stronger
responsiveness to broader financial market conditidons. Among the macroeconomic
variables, CDS displays the highest volatility, indicating greater exposure to global
shocks and shifts in risk perception.

In contrast, inflation and the BI rate show relatively stable patterns, reflecting a
controlled domestic monetary environment. Gold prices also show noticeable
fluctuations, suggesting their role as an alternative investment instrument during periods

of uncertainty. Meanwhile, the US bond yield and exchange rate show moderate variation,
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indicating their potential role as external risk factors affecting domestic fixed-income

markets.
4.2 Stationarity test results

The stationarity test was conducted using the Augmented Dickey-Fuller (ADF)
test to ensure that the variables do not contain unit roots and to avoid spurious regression.
The results indicate that the majority of variables including IGSIX, ICSIX, CDS,
FOREX, Gold, ICBI, and DCRISIS are stationary at level, or integrated of order zero
1(0). Meanwhile, Bl rate, US bond yield, and inflation are not stationary at level but
become stationary after first differencing, classifying them as integrated of order one 1(1).
Importantly, none of the variables are integrated of order two 1(2), which satisfies the
prerequisite for applying the ARDL approach. The advantage of the ARDL model is that
it accommodates a mixture of 1(0) and I(1) variables without requiring uniform order of

integration across all regressors (Pesaran et al., 2001).
4.3 Sovereign Sukuk index (IGSIX) model

The ARDL estimation for the sovereign sukuk index is carried out in several
stages as follows:

1. Lag Selection

The optimal lag length was determined using the Akaike Information Criterion
(AIC). Among the estimated models, ARDL (2,0,4,4,1,3,0,1,4) was selected as
the best specification based on the lowest AIC value. The selected model indicates
that the sovereign sukuk index is influenced by its own lag and by lagged values
of macroeconomic variables up to the previous four periods. The model also
shows a high goodness of fit, with an R? value of 0.9503, suggesting that
approximately 95.03% of the variation in the sovereign sukuk index can be
explained by the variables included in the model.

2. Bounds Test (Cointegration)

The Bounds test results show an F-statistic value of 121.03, which far exceeds the

upper-bound critical value at the 1% significance level. This indicates a long-run
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relationship (cointegration) between the sovereign sukuk index and the
explanatory variables.

3. Long-Run Test

The long-run estimation results indicate that the bond index (ICBI) has a significant
positive effect on changes in the IGSIX index, indicating a strong integration
between the sukuk market and the broader conventional bond market. This
suggests that improvements in overall bond market conditions are transmitted to
the sukuk market and enhance its performance. Meanwhile, the CDS variable
shows a significant negative relationship with the sovereign sukuk index,
implying that increased risk perception leads to a decline in sukuk performance.
This finding reflects the sensitivity of sovereign sukuk to changes in government
creditworthiness and highlights the importance of investor confidence in shaping
market dynamics.

The remaining macroeconomic variables, including the Bl Rate, inflation, exchange
rate, gold prices, and the US bond yield, are statistically insignificant in the long
run. This suggests that the sovereign sukuk market exhibits relative resilience to
domestic monetary fluctuations and external shocks over longer horizons. These
findings are consistent with a partial decoupling between sovereign sukuk
dynamics and short-run macroeconomic volatility, whereby transitory
disturbances do not translate into permanent shifts in the long-run equilibrium of
the sovereign sukuk market. The dominance of bond performance and the
significance of CDS in the sovereign sukuk index indicate that, in the long run, its
dynamics are more strongly influenced by domestic financial market conditions
and perceptions of credit risk than by external macroeconomic variables.

4. Short-run Test (ECM)

The short-run dynamics are captured through the Error Correction Model (ECM).
The error correction term (ECT) is negative and significant and is close to -1,
indicating rapid adjustment toward long-run equilibrium. Specifically,
approximately 99% of short-term disequilibrium is corrected within one period,
reflecting a highly responsive sukuk market.

In the short run, CDS has a significant positive effect across several lags,
suggesting that changes in sovereign risk perception have an immediate and persistent
impact on sukuk market fluctuations. Inflation, US bond yield, and crisis conditions also
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show significant short-run effects, but these effects do not persist in the long run, implying
that these variables exert only transitory influences on sovereign sukuk performance.
Gold prices exhibit a positive short-run effect on sovereign sukuk returns, both in the
current period and with a two-period lag. This reflects a safe-haven co-movement pattern,
whereby rising global uncertainty simultaneously drives gold prices higher and increases
investor demand for relatively low-risk instruments such as sovereign sukuk. Sovereign
sukuk thus appears to be perceived as a complementary safe-haven asset rather than a
substitute for gold during periods of heightened market uncertainty. The lagged effect
indicates a gradual portfolio rebalancing process over the following two months. This
finding is consistent with Wang et al. (2010), who document co-movement between gold
and financial market instruments under conditions of heightened uncertainty.

From a theoretical perspective, variables such as inflation and interest rates are
expected to influence asset prices, as suggested by frameworks such as Fisher's theory
and Interest Rate Parity (IRP). However, the empirical results of this study indicate that
these variables are not significant in the long run. This may suggest a certain degree of
market efficiency or adjustment, where the impact of short-run macroeconomic
fluctuations becomes less relevant over time. These findings suggest that investors may
place greater emphasis on sovereign risk fundamentals, as reflected in CDS, rather than
short-term macroeconomic fluctuations. This may indicate that the sovereign sukuk
market is relatively more stable compared with other financial instruments, although such
stability should be interpreted with caution.

Furthermore, the results may reflect a partial decoupling phenomenon, whereby
sukuk market dynamics do not fully align with conventional monetary policy movements,
particularly in the long run. Table 2 summarizes the long-run and short-run results for the

sovereign sukuk index.

Table 2
Long-Run and Short-Run ARDL Estimates for the Sovereign Sukuk Index: ARDL
(2,0,4,4,1,3,0,1,4)

Types of Prob. (P-

) - Variable Coefficients Remarks
Relationships Value)
ICBI 0.653110 0.0000 Significant positive
CDS (-1) -0.010834 0.0187 Significant negative
Long-Term C (Constant) 0.471708 0.0252 Significant positive
BIRATE -0.006461 0.8498 Insignificant
INFL (-1) -0.030549 0.2546 Insignificant
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Types of Prob. (P-

) - Variable Coefficients Remarks
Relationships Value)
USBOND (-1) -0.055160 0.1240 Insignificant
FOREX (-1) 0.029602 0.2707 Insignificant
GOLD (-1) 0.017502 0.3568 Insignificant
CRISIS (-1) -0.047012 0.6991 Insignificant
COINTEQ (ECT) -0.998133 0.0000 Very Significant
(Correction)
D (IGSIX (-1)) 0.069976 0.0067 Significant positive
D (INFL) -0.184014 0.0054 Significant negative
Short Term D(GOLD) 0.018595 0.0144 Significant positive
D (GOLD (-2)) 0.019875 0.0059 Significant positive
D (USBOND (-3)) -0.297556 0.0076 Significant negative
D (CDS (-1)) 0.008209 0.0000 Significant positive
D (CDS (-2)) 0.005925 0.0000 Significant positive
D (CRISIS (-3)) 0.464502 0.0321 Significant positive

Source: data processed by researchers, 2026

Overall, the short-run results highlight that the sukuk market is sensitive to short-
term macroeconomic and financial shocks but possesses a strong adjustment mechanism
that ensures stability over time.

5. Diagnostic Tests

Residual diagnostic tests are an important stage in econometric analysis because
they ensure that the estimated model satisfies the basic assumptions required for valid,
unbiased, and reliable estimation results. Although models such as ARDL are relatively
flexible regarding some violations of classical assumptions, diagnostic testing remains
necessary to ensure the overall quality of the model.

The Breusch-Godfrey Serial Correlation LM test shows that the model does not
contain autocorrelation problems, as the probability value exceeds the 0.05 significance
level. Similarly, the Breusch-Pagan-Godfrey test indicates no heteroscedasticity problem,
suggesting that the residuals have constant variance. For normality, the results show that
the residuals are not normally distributed, as indicated by a Jarque-Bera probability value
of 0.0018, which is below the 0.05 significance level. Normality problems often occur in
financial market data and are not considered a serious limitation in this ARDL estimation.
Moreover, this study uses financial market return data, which empirically often deviate
from normality. With an adequate number of observations, the distribution of estimators
can be assumed to approach normality based on the central limit theorem.

Multicollinearity was assessed using Pearson correlation matrices and Variance
Inflation Factor (VIF) analysis applied to the ECM representation of the sovereign sukuk

index model (IGSIX). The Pearson correlation matrix indicates that no variable pair
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exhibits a correlation exceeding the conventional threshold of 0.80. All centered VIF
values fall below the threshold of 10, with the highest value recorded for D(CDS (-1)) at
4.4867, reflecting natural temporal autocorrelation inherent in spread variables within
dynamic ARDL/ECM models rather than evidence of problematic multicollinearity
among distinct regressors. The non-multicollinearity assumption is therefore satisfied
throughout the model.
6. Stability Test

The stability of the estimates was assessed using the CUSUM (Cumulative Sum
of Recursive Residuals) and CUSUM of Squares tests to ensure that the estimated ARDL
model remained stable throughout the observation period. The results show that both
statistics remain within the 5% critical bounds throughout the observation period,
indicating that the model is stable and does not exhibit structural instability.

Furthermore, despite significant economic shocks, including the COVID-19
pandemic period, model stability is maintained. This suggests that the estimated
parameters are robust and that the model provides reliable results for both long-run and

short-run analysis.

Figure 1
Stability Test Results Using CUSUM and CUSUM of Squares for the Sovereign Sukuk
Index
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4.4 Corporate Sukuk index (ICSIX) model

The next analysis focuses on the corporate sukuk index as the dependent variable.
The same estimation procedures applied to the sovereign sukuk index are used in this
stage to ensure consistency across the models.

1. Lag Selection

The best ARDL model was selected based on the lowest Akaike Information
Criterion (AIC) value. ARDL(1,1,0,1,2,0,2,4,0) was selected because it produces the
lowest AIC value.

The selected lag structure indicates that the corporate sukuk index is influenced
not only by its own past values but also by lagged effects of macroeconomic variables
over several periods. This suggests that the dynamics of the corporate sukuk market
respond to both immediate and delayed macroeconomic changes.

The model has an adjusted R? value of 0.887, indicating that approximately 88.7%
of the variation in the corporate sukuk index is explained by the model. The overall model
is statistically significant, as reflected in the F-statistic value of 51.84 (p-value = 0.000).
In general, the model has excellent goodness of fit and is suitable for further long-run and
short-run analysis.

2. Bound Test (Cointegration)

The Bounds test results show an F-statistic value of 15.706, which exceeds the
upper-bound critical value at the 1% significance level. This confirms the existence of a
long-run relationship (cointegration) between the corporate sukuk index and the
explanatory variables, including the Bl rate, CDS, crisis conditions, exchange rate
changes, gold price changes, US bond yield, bond market performance (ICBI), and
inflation. These findings are consistent with previous studies, such as Smaoui & Nechi
(2017), which highlight that the sukuk market is integrated with macroeconomic
conditions, and Naifar (2019), who finds that sukuk performance is influenced by both
global and domestic factors in the long run.

3. Long-Run Test

The conventional bond index has a significant positive effect on the corporate
sukuk index, indicating a strong linkage between sukuk and the broader bond market.
This finding is consistent with the sovereign sukuk index model, suggesting that overall

bond market performance serves as a key driver of sukuk market dynamics. This
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relationship reflects the integration of sukuk and conventional bonds within the same
financial market environment, where both instruments are influenced by similar macro-
financial conditions and investor behaviour. As noted by Godlewski et al. (2013),
although sukuk and conventional bonds may differ in structure, they coexist within a
shared market ecosystem and compete for similar investor bases. Similarly, Naifar et al.
(2017) document correlation and co-movement between sukuk and conventional bonds,
particularly under normal market conditions.

Meanwhile, the USD/IDR exchange rate has a significant negative effect (-
0.1405) on the corporate sukuk index, indicating that rupiah depreciation increases
market risk and leads to a decline in sukuk performance. This finding suggests that
corporate sukuk is sensitive to currency fluctuations, reflecting exposure to external
financial conditions and foreign investor sentiment. This result is consistent with Hassan
et al. (2018), who document that sukuk is influenced by macroeconomic conditions,
financial stability, and exchange rates. Depreciation of the domestic currency increases
external risk and the risk premium demanded by investors, thereby exerting downward
pressure on sukuk prices.

Other macroeconomic variables, including the Bl rate, CDS, inflation, gold price,
and US bond yield, are statistically insignificant in explaining changes in the corporate
sukuk index in the long run. This suggests that corporate sukuk is relatively less sensitive
to these global and monetary factors over longer horizons. This finding is supported by
Ali Said & Rihab Grassa (2013), who argue that sukuk tends to be more resilient than
conventional bonds. One possible explanation lies in the asset-backed nature of sukuk,
where issuance is linked to underlying real assets rather than purely debt-based contracts.
This structure provides intrinsic value and may reduce sensitivity to purely financial
shocks, including interest-rate fluctuations.

4. Short-Run (ECM)

The ECM results reveal the short-run adjustment dynamics toward long-run
equilibrium. The error correction term (ECT) is negative and significant (-1.094; p-value
= 0.0000). Although this value slightly exceeds -1, it indicates an overshooting
adjustment pattern rather than model instability. In markets with lower liquidity, such as
corporate sukuk, price corrections may temporarily exceed the equilibrium level before

stabilising in subsequent periods (Naifar, 2016; Pesaran et al., 2001)
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In the short run, the Bl rate and crisis variables exert significant negative effects
on sukuk performance. An increase in interest rates raises the attractiveness of
conventional interest-bearing instruments, encouraging investors to reallocate their
portfolios away from sukuk. These findings are consistent with Elkarim et al. (2013) and
Naifar (2016). Similarly, crisis conditions increase uncertainty and risk aversion,
resulting in a decline in sukuk market performance. As noted by Smaoui & Khawaja
(2017), although sukuk is relatively stable, the instrument remains affected by systemic
shocks.

Exchange rates have a consistent influence in both the short run and the long run.
This indicates that depreciation of the domestic exchange rate (weakening of the rupiah)
has a direct impact on the decline in sukuk value. Theoretically, exchange rate
depreciation increases external risk and lowers investor confidence, especially among
foreign investors, thereby reducing demand for domestic financial instruments. Hassan et
al. (2018) state that the exchange rate is one of the main determinants of Islamic financial
market stability. In the short-run test, however, the exchange rate has different effects
between the current period and the lagged period. In the lagged period, the effect of the
exchange rate becomes positive and significant, reflecting a market adjustment process
after the initial shock. This phenomenon indicates a pattern of overshooting and
correction in the market's response to exchange rate changes, as described by Dornbusch
(1976), where financial markets tend to overreact in the short run before returning to
equilibrium.

Inflation has a significant positive effect at the second lag, indicating a delayed
response of sukuk performance. This suggests that investors require time to adjust their
portfolios, possibly due to the asset-backed nature of sukuk. This finding is consistent
with Naifar & Hammoudeh (2016), who report that inflation effects on sukuk returns are
often lagged and are not always statistically consistent, especially in the short run.

The findings for the bond index variable are consistent with the results for the
sovereign sukuk index. This confirms that although sukuk is based on Sharia principles,
in practice this instrument remains integrated with conventional financial markets.

Table 3 summarizes the long-run and short-run results for the corporate sukuk

index.
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Table 3
Long-Run and Short-Run ARDL Estimates for the Corporate Sukuk Index: ARDL
(1,1,0,1,2,0,2,4,0)

Types of Relationships Variable Coefficients Prob. Remarks

ICBI (-1) 0.4122 0.0000 Significant (+)
FOREX (-1) -0.1405 0.0002 Significant (-)

BIRATE (-1) 0.0471 0.2275 Insignificant

GOLD -0.0043 0.6654 Insignificant

Long-Term CDS 0.0007 0.7088 Insignificant
INFL (-1) -0.0103 0.7315 Insignificant

USBOND -0.0106 0.7754 Insignificant

CRISIS (-1) -0.0011 0.9929 Insignificant

COINTEQ (ECT) -1.0943 0.0000 Significant

D (ICBI & ICBI-1) 0.07 to0 0.52 <0.01 Significant (+)

D (FOREX) -0.0605 0.0000 Significant (-)

D (FOREX (-1)) 0.0555 0.0001 Significant (+)

Short Term D (BIRATE) -0.5481 0.0006 Significant (-)
D (CRISIS) -0.6150 0.0110 Significant (-)

D (INFL (-2)) 0.1641 0.0284 Significant (+)

D (INFL-1 & -3) 0.13t00.14 <0.10 Significant at 10%

D (INFL) -0.0036 0.9612 Insignificant

Source: data processed by researchers, 2026

Overall, the short-run results indicate that the corporate sukuk market is
responsive to short-term macroeconomic and financial shocks, particularly interest rates,
exchange rates, and crisis conditions, while maintaining a strong adjustment mechanism
toward long-run equilibrium.

5. Diagnostic Tests

To validate the robustness of the estimated model for the corporate sukuk index,
a series of residual diagnostic tests was conducted. Given the greater exposure of
corporate sukuk to external macroeconomic factors and market volatility, these diagnostic
checks are particularly important to confirm the reliability of the model in capturing short-

run and long-run dynamics.
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The autocorrelation test was performed using the Breusch-Godfrey Serial
Correlation LM test, and the results indicate that the model does not contain
autocorrelation problems. The heteroscedasticity test was carried out using the Breusch-
Pagan-Godfrey test, with the null hypothesis that the residuals are homoscedastic. The
test results show that there is no heteroscedasticity problem in the model, and residual
variance can be considered constant. Regarding normality, the Jarque-Bera probability
value of 0.903 exceeds the 0.05 significance level, indicating that the residuals are
normally distributed a result that contrasts favourably with the sovereign sukuk model
and further supports the reliability of the corporate sukuk estimation.

The corporate sukuk model shares identical independent variables with the
sovereign sukuk model; consequently, the Pearson correlation matrix yields the same
results, with no variable pair exhibiting a correlation exceeding the conventional
threshold of 0.80. Most centered VIF values are low and well below the threshold of 10.
Relatively elevated VIF values are observed for D(ICSIX(-1)) at 17.903, D(ICBI(-1)) at
13.249, and D(FOREX(-1)) at 12.874. While these values exceed the threshold of 10,
they are attributable to the inherent lag structure of the dynamic ARDL/ECM model and
do not reflect problematic multicollinearity among distinct regressors. Accordingly, the
estimation results remain reliable for interpretation, though coefficients of specific lag
variables warrant careful consideration.

6. Stability Test

Parameter stability tests were performed using CUSUM (Cumulative Sum of
Recursive Residuals) and CUSUM of Squares to ensure that the estimated ARDL model
was stable throughout the observation period. The results indicate that the graph remains
within the critical bounds, which means that the model is stable. This indicates that the
model parameters are stable and do not undergo significant structural changes. Thus, the
estimated ARDL model satisfies the parameter stability assumption, so the long-run and
short-run estimates can be interpreted consistently throughout the study period.
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Figure 2
Stability Test Results Using CUSUM and CUSUM of Squares for the Corporate Sukuk
Index
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4.5 Differential responses of sovereign and corporate Sukuk to macroeconomic

determinants

A comparison of the sovereign sukuk index (IGSIX) and the corporate sukuk
index (ICSIX) reveals distinct macroeconomic sensitivity patterns, confirming that these
two market segments cannot be treated as homogeneous components of a single sukuk
market.

The most consistent finding across both models is the significant positive effect
of the Indonesia Composite Bond Index (ICBI), with a higher long-run coefficient for
sovereign sukuk (0.6531) than for corporate sukuk (0.4122). This indicates that sovereign
sukuk maintains stronger structural linkages with the conventional bond market than
corporate sukuk, such that aggregate bond market movements are more directly
transmitted to sovereign sukuk index performance. Both models demonstrate a robust
correction mechanism toward long-run equilibrium, albeit with different adjustment
characteristics. Sovereign sukuk achieves a very high correction speed with an ECT value
approaching -1 (-0.9981), reflecting market efficiency and a strong price discovery
mechanism. Meanwhile, corporate sukuk exhibits an overshooting adjustment pattern
with an ECT value of -1.0943, reflecting lower market liquidity and higher price
sensitivity in the corporate segment.

The most notable difference between the two models lies in their long-run risk
determinants. CDS spreads exert a significant negative long-run effect exclusively on
sovereign sukuk, reflecting its direct exposure to perceived sovereign default risk.

- Veredas do Direit, v 23, 237962 2026




SUKUK MARKET STABILITY AND RESILIENCE IN SUSTAINABLE FINANCE: COMPARATIVE EVIDENCE FROM SOVEREIGN AND CORPORATE SUKUK INDICES IN
INDONESIA

Corporate sukuk, in contrast, is insensitive to CDS in the long run, as its performance is
more closely linked to issuer-specific creditworthiness than to country-level risk.
Conversely, the exchange rate emerges as a significant long-run determinant exclusively
for corporate sukuk (coefficient = -0.1405), confirming that persistent rupiah depreciation
suppresses corporate sukuk returns through heightened market uncertainty and increased
issuer cost exposure. Sovereign sukuk remains largely unaffected by exchange rate
movements in the long run, given its rupiah denomination and domestic institutional
investor base.

In the short run, the two indices also respond differently to macroeconomic
shocks. Inflation exerts a significant short-run negative effect on sovereign sukuk,
reflecting investor sensitivity to monetary policy tightening signals, but exhibits a delayed
and occasionally positive response for corporate sukuk, suggesting that corporate sukuk
investors assess inflation through the lens of issuer performance rather than policy
expectations. The Bl Rate significantly suppresses corporate sukuk returns but shows no
significant effect on sovereign sukuk, indicating a partial decoupling between
conventional monetary policy and the sovereign sukuk market. Crisis conditions exert a
significant negative short-run effect on corporate sukuk, reflecting greater issuer exposure
to economic disruption, while sovereign sukuk shows a delayed positive response
attributable to stabilising fiscal and monetary policy interventions during the pandemic
period. Gold prices show short-run positive effects on sovereign sukuk, consistent with a
safe-haven co-movement pattern, but remain insignificant for corporate sukuk. Overall,
these findings confirm that sovereign and corporate sukuk represent distinct risk segments
within Indonesia's fixed-income market, each requiring differentiated analytical

frameworks and policy responses.

5 DISCUSSION

The empirical results of this study reveal distinct patterns of macroeconomic
sensitivity between the sovereign sukuk index (IGSIX) and the corporate sukuk index
(ICSIX), underscoring the importance of treating these two market segments as
fundamentally different instruments rather than homogeneous components of a single

sukuk market.
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The findings of this study confirm that sukuk can no longer be positioned as
completely risk-free financial instruments. Although sukuk are fundamentally structured
based on Sharia contracts that emphasize underlying assets and prohibit speculative
activities, the empirical results demonstrate that sukuk performance is significantly
influenced by domestic macroeconomic conditions and global financial risk factors. The
Indonesia Composite Bond Index (ICBI) emerges as the most consistent and significant
determinant across both models, confirming strong structural integration between the
sukuk and conventional bond markets. The long-run coefficient for IGSIX (0.6531) is
notably higher than for ICSIX (0.4122), suggesting that sovereign sukuk co-moves more
closely with the broader bond market than corporate sukuk does. This finding is consistent
with Smaoui and Khawaja (2017) and Uppal and Mangla (2017), who conclude that
sukuk and conventional bonds are complementary rather than substitutable instruments.
This indicates that, in practice, sukuk behaviour is closely linked to the dynamics of
modern and increasingly integrated financial markets, where risk transmission from both
external and internal sources cannot be avoided.

CDS spreads exert a significant negative long-run effect on sovereign sukuk but
show no significance for corporate sukuk. This asymmetry is theoretically consistent with
the nature of sovereign CDS, which captures country-level default risk and is therefore
directly relevant to sovereign-issued instruments but less so for corporate sukuk, whose
performance is more closely tied to issuer creditworthiness and market liquidity (Pan &
Singleton, 2008; Longstaff et al., 2011). The short-run positive CDS reversal in the IGSIX
model reflects temporary market overreaction followed by correction, consistent with
emerging market sovereign debt dynamics (O'Sullivan, 2018). The absence of CDS
significance in the ICSIX model further confirms that sovereign credit risk operates
through different transmission channels than corporate credit risk, reinforcing the
importance of treating sovereign and corporate sukuk as distinct market segments with
differentiated risk profiles.

Exchange rate emerges as a significant long-run determinant exclusively for
corporate sukuk (coefficient = -0.1405), confirming that rupiah depreciation persistently
suppresses ICSIX returns (Billah et al., 2023; Febriana et al., 2024). The absence of
exchange rate significance for sovereign sukuk is structurally explicable: sovereign sukuk

is denominated in rupiah and dominated by domestic institutional investors who do not
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directly bear currency risk. Corporate issuers, by contrast, may carry foreign currency
exposures, making ICSIX the most exchange rate-vulnerable sukuk market segment.

The BI Rate shows no significant long-run effect in either model, suggesting
partial decoupling between conventional monetary policy and sukuk markets. In the short
run, Bl Rate significantly suppresses corporate sukuk returns, consistent with standard
fixed-income theory, but this effect dissipates over time as issuer-specific fundamentals
reassert influence (Tandelilin, 2010). Inflation similarly exerts a short-run negative effect
on sovereign sukuk reflecting investor sensitivity to monetary policy tightening signals
but remains largely insignificant for corporate sukuk, where inflation implications are
assessed through issuer performance rather than macroeconomic policy expectations
(Rahman et al., 2017).

US bond yield exerts a lagged negative short-run effect on sovereign sukuk but
shows no significance for corporate sukuk, confirming that ICSIX performance is
predominantly driven by domestic dynamics and issuer-specific factors rather than global
benchmarks (Yusuf & Prasetyo, 2019). This partially contradicts Uppal and Mangla
(2017), who suggest broad sukuk-Treasury yield integration, but aligns with Ali Said and
Rihab Grassa (2013), who emphasise the primacy of domestic structural factors in sukuk
market development.

The crisis period produces contrasting results. Sovereign sukuk shows no
significant long-run crisis effect, with the short-run positive response at the third lag
reflecting stabilising fiscal and monetary interventions including large-scale SBSN
issuance and Bank Indonesia's burden-sharing scheme (Ministry of Finance of Indonesia,
2020). Corporate sukuk exhibits a significant short-run negative crisis response, reflecting
greater issuer exposure to economic disruption and deteriorating investor risk appetite,
though the absence of long-run significance suggests recovery as conditions normalise.

These findings carry important implications for sukuk's role in Indonesia's
sustainable finance landscape. The efficiency and stability of the sovereign sukuk market
provides a reliable foundation for green sukuk financing of SDG-aligned infrastructure.
The greater vulnerability of corporate sukuk to exchange rate movements and short-run
shocks, however, suggests that developing a robust corporate green sukuk market requires
additional policy support to mitigate currency risk and enhance liquidity. Sukuk market

stability and resilience  while substantial  is not uniform across segments, and
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differentiated policy frameworks are therefore needed to sustain sukuk's contribution to

sustainable economic development.
6 CONCLUSIONS AND POLICY IMPLICATIONS
6.1 Conclusions

This study provides empirical evidence on the stability and resilience of
Indonesia’'s sukuk market amid macroeconomic fluctuations, drawing on a comparative
analysis of sovereign and corporate sukuk indices over the period 2015-2025. First, both
the Indonesia Sovereign Sukuk Index and the Indonesia Corporate Sukuk Index
demonstrate stable long-run cointegration with their macroeconomic determinants. The
very high speed of adjustment (ECT), above 99%, indicates that the Indonesian sukuk
market has a strong stability mechanism, as it can correct price deviations caused by
macroeconomic shocks quickly and return to equilibrium. Second, movements in the
aggregate bond market, as proxied by ICBI, constitute the dominant and most consistent
determinant of sukuk performance across both indices. This confirms the deep integration
between the Islamic capital market and the conventional bond market in Indonesia, where
information transmission in the bond market is rapidly absorbed by sukuk instruments.
Third, the two sukuk indices exhibit divergent long-run risk profiles. Sovereign sukuk
(IGSIX) is significantly more sensitive to perceived default risk, as proxied by Credit
Default Swap (CDS), while corporate sukuk (ICSIX) has a more permanent vulnerability
to exchange rate fluctuations (FOREX).

This asymmetry underscores the importance of treating these two market
segments as fundamentally distinct instruments with differentiated risk determinants.
Fourth, monetary policy variables, global crisis conditions, inflation, and gold prices
exert only temporary effects, primarily in the short run, with no significant long-run
influence on either index. This positions Indonesia’'s sukuk market as a resilient fixed-
income instrument, relatively insulated from policy shocks, commodity price volatility,
and crisis-driven market disruptions over the long run. Fifth, from a sustainable finance
perspective, the demonstrated stability and resilience of Indonesia’s sukuk market
particularly the sovereign segment provides an empirically grounded foundation for its

continued role as a primary mechanism for financing green infrastructure and SDG-
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aligned development. The vulnerability of corporate sukuk to exchange rate risk,
however, signals the need for targeted policy support to strengthen this segment's

contribution to sustainable finance objectives.

6.2 Policy implications

Building on the empirical findings and conclusions of this study, several policy
recommendations are proposed to enhance the resilience and stability of the sukuk market
in the face of evolving macroeconomic and global financial risks.

For Investors, the high adjustment speed of both sukuk indices suggests that
short-run price pressures caused by Bl rate increases, crisis episodes, or exchange rate
depreciation may represent tactical accumulation opportunities, given the market's
demonstrated capacity for rapid recovery without permanent disruption to long-run
intrinsic value.

For corporate sukuk issuers, proactive management of exchange rate exposure
is essential, including the utilisation of Sharia-compliant hedging instruments, to preserve
credit risk profiles and sustain investor confidence during periods of rupiah depreciation.

For the Government and Regulators, two priorities emerge. First, maintaining
disciplined fiscal management to contain CDS spread widening is critical for sovereign
sukuk price stability, given CDS's role as a key long-run determinant of 1GSIX
performance. Second, Bank Indonesia and OJK should strengthen transparency in
monetary policy communication to mitigate the short-run overreaction tendency observed
in the corporate sukuk market.

For sustainable finance policy, the findings affirm that a stable and resilient
sukuk market is a prerequisite for deepening Indonesia's green finance ecosystem.
Policymakers should introduce targeted instruments  such as exchange rate risk
mitigation facilities and liquidity enhancement mechanisms to accelerate the
development of the corporate green sukuk segment, which currently remains more

vulnerable to macroeconomic shocks than its sovereign counterpart.
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DIRECTIONS FOR FUTURE RESEARCH

Given the strong short-run asymmetric reactions observed in this study, future research is
encouraged to employ the Non-linear ARDL (NARDL) framework to test whether
positive and negative macroeconomic shocks exert differential effects on sukuk market
performance. Decomposition of the corporate sukuk index by industry sector would
further illuminate whether exchange rate resilience varies across issuer characteristics.
Additionally, comparative studies with sukuk markets in Malaysia, GCC countries, or
other major emerging economies would help determine whether the high market
efficiency documented in this study is a distinctive feature of the Indonesian market or a

broader characteristic of global sukuk markets.
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